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Chapter I 

Internal resources and external assistance 

(a) The need for external assistance 

1. In response to recommendation A.IV.2 of the 
United Nations Conference on Trade and Development 
at its first session1 the secretariat has undertaken a 
country-by-country examination of the trends and pros
pects for both the domestic and external sectors of the 
developing countries.2 

2. The studies show that for a large number of devel
oping countries not only is the availability of foreign 
exchange already a major constraint on growth but it is 
likely to become increasingly so during the years ahead. 

3. While the export demand for petroleum products 
and certain types of manufacture is expected to increase 
rapidly, exports of traditional primary commodities 
accounting for the bulk of exports of developing coun-

1 See Proceedings of the United Nations Conference on Trade 
and Development, vol. I, Final Act and Report (United Nations 
publication, Sales No. : 64.II.B.11), p. 43. 

2 Trade prospects and capital needs of developing countries 
(United Nations publication, Sales No. : E.68.II.D.13) (TD/34/ 
Rev.l). 

tries are expected to increase at an average rate of less 
than 4 per cent per annum during the period up to 1975. 

4. Present indications are that by 1975 the commodity 
exports of developing countries as a group may range 
from $57 to $62 billion, the former figure correspond
ing to a low assumption for the rate of growth of devel
oped countries (4.2 per cent per annum), the latter to 
a high assumption (4.7 per cent per annum). 

5. Import requirements, on the other hand, are likely 
to continue to increase at a rate roughly proportional to 
the rate of growth of developing countries. At an average 
rate of growth of 5.2 per cent per annum for developing 
countries as a whole, commodity import requirements 
would amount by 1975 to $60 billion, while at a growth 
rate of 6.1 per cent per annum, commodity import needs 
would rise to $70 billion. This assessment of import 
requirements has been made in the light of the evidence 
of past years, and on the assumption that approximately 
the same rate of import substitution continues. 

6. The net deficit on invisible items is expected to 
range between $0.4 billion and $1.9 billion in 1975. At 
the same time, taking into account both past and 
prospective debt accumulation and private capital inflow, 
net payments on account of investment income may 
reach a level of $12 to $14 billion by 1975. 

l 
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7. Thus, the "trade gap" of developing countries, 
reflecting prospective payments and receipts on account 
of goods, services, and investment income, may amount, 
at 1960 prices, to between $17 and $26 billion in 1975, 
depending on the assumption made about the respective 
growth rates of developed and developing countries. It 
will be noted that nearly three-quarters of the " trade 
gap " is attributable to investment income on the low 
growth assumption, and more than half on the high 
growth assumption. 

8. The trade gap thus estimated assumes the conti
nuation into the future of the import and export trends 
observed in the past. It therefore provides a measure of 
the extent of domestic adjustments and additional exter
nal resources jointly required to sustain an adequate 
rate of growth. Clear action will be needed on both the 
domestic and the external fronts if the trade gap is to be 
bridged without cutting the growth targets of developing 
countries below sustainable levels. Such action may 
include additional efforts by developing countries to 
mobilize domestic savings, encourage import substitution, 
and develop and promote exports ; and by developed 
countries to increase the flow of public and private 
capital to developing countries. 

9. If one-half the burden of bridging the prospective 
" trade gap " were to be borne by official capital inflow, 
this would involve an increase of such inflow to some 
$13 billion net by 1975, on the high growth assumption. 
It may also be anticipated that private capital inflow 
would rise to $5 billion by 1975. The total required 
inflow of public and private capital would thus amount 
to $18 billion net, which could be provided if developed 
countries implemented the 1 per cent assistance target. 

10. If, however, external financial assistance should 
fail to increase adequately, and the purchasing power of 
total external resources (exports plus capital inflow) 
should continue to increase at less than 4 per cent 
annually, as seems likely in a considerable number of 
developing countries other than petroleum exporters, 
these countries will find it increasingly difficult to ensure 
economic growth at a satisfactory rate even if they 
further intensify their efforts to mobilize domestic 
resources, as they will no doubt wish to do in any case. 
For, even if their imports rose only in proportion to their 
income, on the average, there would be a constant 
tendency for import expenditure to run ahead of foreign 
exchange resources. The importance of adequate foreign 
exchange receipts in the process of economic devel
opment is also confirmed by the recent finding of 
the International Monetary Fund (IMF), according to 
which : 

" In almost all of the [developing] countries where 
total real output was rising rapidly from 1960 to 1965 
— i. е., by 7 to over 10 per cent per annum — exports 
of goods and services were rising considerably faster, 
in some cases by as much as 15 to 20 per cent per 
annum or even more.3 " 

3 IMF, Annual Report of the Executive Directors for the fiscal 
year ended April 30, 1967 (Washington, D.C., 1967), p. 101. 

and policies of financing 

(b) Mobilization of domestic resources 
11. Important as it is to step up the flow of capital to 

developing countries, external assistance can only com
plement the effective mobilization of internal resources 
by the developing countries themselves. In this respect, 
although the over-all growth record of developing coun
tries has been unsatisfactory in recent years, it appears 
from a secretariat study that, despite important failures 
and shortcomings (notably in the sphere of agriculture), 
developing countries on the whole are making more 
effective use of their own resources than they were some 
years ago and that their ability to use external resources 
productively has advanced accordingly.4 Available esti
mates for fifty-four developing countries indicate that in 
as many as thirty-seven cases gross domestic capital 
formation amounted to 15 per cent or more of gross 
domestic product in 1963-1965. Taking the developing 
countries as a whole, the average annual investment rate 
increased from about 15 per cent of gross domestic 
product in the early 1950s to 17 per cent during 
1963-1965. In a considerable number of countries real 
gross investment increased at an average annual rate of 
7.5 per cent or more during the period 1950-1965. 

12. Also relevant to an assessment of the developing 
countries' own efforts is the domestic savings rate. 
Domestic savings in developing countries have also been 
rising, although their growth would have been greater 
if many of these countries had not experienced adverse 
developments in the export sector. The developing coun
tries as a group saved on the average about 14 per cent 
of their combined annual gross income in 1963-1965, as 
against 13 per cent during the early 1950s. Twenty-three 
out of the fifty-four countries for which data are avail
able saved 15 per cent or more of their gross domestic 
product in 1963-1965. The marginal savings rate — the 
proportion saved out of increases in income — averaged 
about 15 per cent in the developing countries as a group 
during the period 1950-1965. As many as twenty-three 
out of the thirty-eight countries for which statistically 
significant estimates can be made had a marginal savings 
rate of 15 per cent or more during 1950-1965. 

13. The secretariat study referred to above also found 
that a considerable number of developing countries have 
been successful in raising the proportion of income 
collected in taxes. However, because of an equally fast 
growth of current government expenditure the potential 
for public savings implicit in rising tax revenues has often 
not been fully realized. Of course, it must be borne in 
mind that some items of current expenditure, such as 
outlays on education and health, may be highly pro
ductive from the standpoint of promoting economic 
development. Moreover, even the most far-reaching 

4 See below " Mobilization of internal resources by the develop
ing countries" (document TD/7/Supp.2), to be found in this 
volume. This conclusion parallels that reached by the Chairman 
of the Development Assistance Committee (DAC) of the Orga
nization for Economic Co-operation and Development (OECD) : 
" . . . the basic indicators of productivity and per capita income 
clearly record progress. To be sure, the rate is slow, but there 
is improvement over past levels and the records of the various 
individual countries show that acceleration is possible. " (OECD, 
Development Assistance Efforts and Policies, 1967 Review 
(Paris, 1967), p. 32). 
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measures to increase tax revenues can be frustrated by 
declines in export earnings, which often provide a high 
proportion of the taxable income of a developing 
country. 

14. Great concern attaches to the fact that per capita 
agricultural production in developing countries as a 
whole tended to stagnate in the 1960s. It is not entirely 
clear whether the adverse developments of the past few 
years represent a basic shift in the trend of production, 
or whether they are due rather to localized special 
situations which, however, have unfortunately affected 
some of the larger and most heavily populated countries. 
There are indications of a recovery of production in 
some of these countries. In any case, it seems evident that 
the pace of agricultural development needs to be 
accelerated and to that end both domestic efforts by 
developing countries (including effective programmes of 
land reform) and external resources for imports of fer
tilizers, equipment and other inputs will be required. 

15. A country's economic performance is influenced 
by many factors, not all of which are amenable to 
government control. Thus, meaningful performance 
norms cannot be established without a detailed evalu
ation of structural characteristics, potentialities and 
constraints which condition the pace of development of 
each country. It would appear that an impartial expert 
evaluation of plans and performance on a continuing 
basis would help greatly in evolving an effective inter
national development policy. Such a procedure would 
assure capital-exporting countries that the resources 
supplied were being put to good use without requiring 
them to set up their own evaluation machinery, a task 
for which only a few major countries are adequately 
equipped. At the same time, it would also help to foster 
the growth of the idea that the sole object of economic 
aid should be to promote economic development. If the 
principle involved in the above proposal were accepted, 
appropriate institutional arrangements could be worked 
out. 

(c) Supply of external assistance 

16. The greater efforts of developing countries to 
mobilize their own resources have unfortunately not been 
matched by an adequate increase in the total flow of 
external assistance. This has occurred even though the 
capacity of industrialized countries to provide financial 
resources for development has risen considerably during 
the Development Decade, owing to the very favourable 
growth record of these countries in recent years. It is for 
this reason that the representatives of forty-five govern
ments, representing market economy, socialist and 
developing countries recently agreed unanimously that : 

" It is a matter of concern that the flow of financial 
resources from developed countries, in support of the 
developing countries' efforts, has failed in recent years 
to keep pace with the growth in the national incomes 
of the developed countries, even though most develop
ing countries could immediately put into effective use 
a greater volume of external assistance. " 5 

5 " Agreed statement on the problems of development ", 
adopted by the Committee on Invisibles and Financing related 

17. The total flow of financial resources (net of amor
tization and capital repatriation) to multilateral agencies 
and developing countries declined in 1966. The net flow 
of capital to developing countries has been declining 
steadily as a proportion of the combined gross national 
product (GNP) of the developed market economy coun
tries ever since 1961. A slight upturn in the ratio in 
1965 was followed by an even sharper downturn in 1966 ; 
so that the average ratio of development assistance to the 
GNP of developed market economy countries as a whole 
dropped to only about 0.62 per cent in 1966.6 In other 
words, the developed market economy countries have 
been moving steadily away from the aid target adopted 
by the General Assembly of the United Nations in 1960 
and reaffirmed by the United Nations Conference on 
Trade and Development at its first session in 1964. In the 
socialist countries likewise the average annual increase 
in assistance commitments has been below 1 per cent of 
their gross income during the 1960s. 

18. The shortfall in the flow of aid contrasts with the 
steady growth of GNP and government budgets in the 
developed countries. The gross income of all developed 
countries was almost $400 billion higher in 1966 than in 
1961, while the total increase in the volume of assistance 
amounted to about $400 million. 

19. In view of the very different nature and motiva
tions of public and private capital flows, separate 
attention to each type of flow seems warranted. Private 
foreign investment is the result of private decisions and 
responds to normal profit opportunities. Consequently, 
while private capital flows may, under suitable condi
tions, play an important role in the development process, 
they do not constitute " aid " in the sense of resources 
supplied without commensurate return. They do not, 
moreover, respond as directly to government policies 
as do official flows. Thus, it would appear that, without 
detriment to the 1 per cent target, it would be desirable 
to have a target for official development assistance as a 
measure of the commitment of governments to inter
national development. 

20. Net official disbursements of aid normally account 
for only some 3 per cent or less of total government 
expenditure. Yet aid expenditures in the developed coun
tries have on the whole lagged even further behind total 
government expenditure than behind GNP. Thus, even 
though government expenditures are rising, foreign aid 
is unsuccessful in competing even for a proportional 
share of the increase. 

21. Ideally, it would be desirable that developed 
countries should establish adequate aid budgets and 

to Trade on 19 April 1967 (see Official Records of the Trade 
and Development Board, Fifth Session, Supplement No. 3 
(TD/B/118/Rev. 1), annex II), section A, para. 1. 

e This percentage relates to the net flow of capital, public and 
private, to the developing countries of Africa, Asia and Latin 
America, and includes the net change in guaranteed private 
export credits. If European recipients are included, the ratio 
rises to 0.69. If private export credits are excluded, the ratio 
falls to 0.56 in relation to the developing countries of Africa, 
Asia and Latin America, and to 0.60 in relation to all develop
ing countries. See below " Growth and external development 
finance " document TD/7/Supp.l, to be found in this volume). 
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maintain them regardless of changing economic condi
tions. Aid should be regarded as one of the priority items 
in government budgets. Although one could not expect 
the flow of aid to be completely insulated from fluc
tuations in economic conditions, it seems necessary to 
ensure that aid does not bear more than its fair share of 
any needed adjustment. 

22. Without prejudice to, and consistent with, the 
1 per cent target, it would seem desirable that, as a 
minimum, the rate of increase of net official flows from 
each developed country should not fall below the rate of 
growth of its GNP. Countries whose net official assis
tance is currently below 0.75 per cent of their GNP might 
undertake to raise it to this level by, say, 1971. 

23. A supplementary target, more directly related to 
the control exercised by governments over official aid 
allocations, would be that the net official flow from each 
developed country should be maintained, at the mini
mum, as a constant proportion of government expen
diture. Details on net official flows in relation to gross 
national product and to budget expenditure are shown 
in table 1. 

24. It is particularly important that administrations 
and legislatures should, in considering the flow of official 
aid, take account of the net, as well as of the gross, 
flow. In recent years, the return flow of interest and 

amortization on past lending has come to absorb an 
increasing proportion of gross aid flows to developing 
countries. However, in many countries, it is customary 
to consider budgetary expenditures on a gross basis 
without taking account of return flows on previous lend
ing. Thus, the fiscal incidence of official assistance 
disbursements is not always clear to parliaments, with 
the result that the extent of the assistance burden is 
often much exaggerated. It may be helpful to emphasize 
the relationship between the gross and net flows and, 
indeed, to operate aid programmes on a revolving fund 
basis ; a revolving fund mechanism would allow repay
ments of amortization and interest charges on past loans 
to be made available for fresh assistance to developing 
countries. 

25. Finally, there are substantial opportunities for the 
expansion of arrangements between socialist and devel
oping countries whereby capital equipment and other 
goods supplied on long-term credit by the socialist 
countries can be repaid in kind by the developing 
countries. Preliminary UNCTAD studies have shown a 
considerable growth in this form of co-operation in 
recent years and specific case studies are now in progress 
to elucidate the character and prospects of these arran
gements, including the manner in which such problems 
as pricing policy and the additionality of exports by 
developing countries are and can be solved. 

TABLE 1 

Sixteen developed market economy countries: net official 
flowsa as a percentage of GNP and total budget expenditure, 1965 

Country GNPb Total budget 
expenditure ° 

Australia 
Austria 
Belgium 
Canada 
Denmark 
Federal Republic of Germany 
France 
Italy 
Japan 
Netherlands 
Norway 
Portugal 
Sweden 
Switzerland 
United Kingdom 
United States 

0.52 
0.40 
0.70 
0.26 
0.08 
0.38 
0.81 
0.14 
0.28 
0.36 
0.14 
0.49 
0.19 
0.02 
0.45 
0.50 

2.87 
1.44 
2.79 
1.59 
0.47 
3.74 
1.69 
0.65 
2.17 
1.53 
0.64 

0.75 
0.26 
1.43 
2.84 

Sources: UNCTAD secretariat, based on: net official flows: see below document 
TD/7/Supp. 1 (to be found in this volume), table 2; GNP: United Nations, Year
book of National Accounts Statistics, 1965 (United Nations publication, Sales 
No.: 66.XVII.2); net official flows as a percentage of total budget expenditure: 
United Nations, " Factors affecting the ability of developed countries to provide 
resources to developing countries " {Official Records of the Economic and Social 
Council, Forty-third Session, Annexes, agenda item 5, document E/4375, table 8). 

a Net official flows to recipient countries of Africa, Asia and Latin America and 
multilateral agencies. 

ь At market prices. 
c The budget expenditure figures used in the calculation of ratios refer to those 

of the central government plus the net results of the current operations of govern
ment trading enterprises; they include transactions in goods and services, transfers 
and transactions in financial assets, but exclude transactions in financial liabilities. 
The budget figures for Australia, Sweden and the United States refer to fiscal years 
ending 30 June, and for Denmark and Japan to fiscal years ending 31 March. 
Data for total budget expenditures expressed in national currencies have been 
converted into United States dollars at the average annual exchange rate. 

(d) External assistance through multilateral institutions 
26. Special attention needs to be paid to the flow of 

aid through multilateral institutions. There is a wide 
measure of agreement that multilateral institutions can 
be particularly effective in supporting sound development 
programmes because they are in a position to take an 
objective view of such programmes and to base their 
decisions exclusively on development needs. A larger 
flow of aid through multilateral institutions would also 
have the advantage of reducing the proliferation of 
separate national aid administrations with all their 
attendant international overlapping, duplication and even 
conflict. 

27. The situation with respect to multilateral aid, 
however, gives rise to the gravest concern. The excessive 
delay in replenishing the resources of the International 
Development Association (IDA) has been compounded 
by the inability of the International Bank for Recons
truction and Development (IBRD) to secure adequate 
access to capital markets. According to a recent state
ment by the Bank's representative at the fifth session of 
the Trade and Development Board, " . . . in recent times, 
governments have become more and more hesitant to 
allow the Bank to issue bonds on their market. " 7 As a 
result, the Bank does not feel confident of its ability to 
raise the funds it needs in the next few years through the 
sale of its bonds. In order to reduce the IBRD's need 
for new bond issues, the Governors of the Bank decided 

7 Statement by the representative of the International Bank for 
Reconstruction and Development at the 13th meeting of the 
Sessional Committee on IBRD transfers to the International 
Development Association (Trade and Development Board docu
ment TD/B/SC.7/L.4). 
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in 1967 to allocate to Supplemental Reserves almost the 
entire current income for that year, with the result that 
even the small annual transfer hitherto made to IDA 
from the net income of the Bank was cut sharply. The 
replenishment of IDA has thus become a matter of the 
utmost urgency, as has the relaxation of the restrictions 
imposed on the flotation of bonds by IBRD. 

28. The case for an increase in the resources of the 
regional development banks is equally strong. These 
banks could be particularly important and influential in 
mobilizing the development efforts of the beneficiary 
countries as a group and in providing material incentives 
for them to co-operate in schemes of regional develop
ment and integration. Financial support for regional co
operation through the regional development banks 
would undoubtedly facilitate a more economic and 
effective use of the domestic resources of the develop
ing countries themselves, and encourage them to seek 
mutually consistent and complementary programmes of 
development. 

29. It is important to envisage new ways in which 
capital markets may be made to yield a larger flow of 
resources to developing countries through the multi
lateral institutions. It is, moreover, not only a question 
of better access to national capital markets for the multi
lateral institutions but also of utilizing the rapidly grow
ing facilities of the international bond market, in which 
a total of over $1 billion was raised in 1966. Preliminary 
estimates for the first half of 1967 indicate further 
significant expansion of the international bond market 
with new issues in 1967 probably approaching $2 billion.8 

30. In this context the Horowitz proposal deserves 
further consideration. It will be recalled that this pro
posal envisages an international institution borrowing 
funds in the financial markets of the world on commer
cial terms and relending those funds, through the IDA, 
to developing countries at low rates of interest for a 
suggested period of thirty years. The difference between 
the cost to the institution and the low rates of interest 
would be covered by an " interest equalization fund " 
obtained through budgetary allocations of the developed 
countries and the allocation of some portion of the net 
income of the IBRD. Both the staff of IBRD9 and a 
group of distinguished banking and financial experts 
appointed under the auspices of UNCTAD10 have found 
that the proposal is technically sound provided that a 
separate system of joint and several guarantees by 
governments to IDA is established. One of the principal 
difficulties hitherto encountered in obtaining support for 
this scheme lies in the fact that some of the most highly 
developed capital markets are to be found in countries 
currently under the heaviest balance of payments pres
sure. Viewed in a longer perspective, however, the scheme 
has much to commend it as a means of overcoming the 
obstacles to the expansion of aid. 

8 It may be noted that in 1966 the European Investment Bank 
(EIB) received $40 million from public issues on this market, 
and arrangements for another $25 million issues were made in 
September 1967. 

' IBRD, the Horowitz Proposal—A Staff Report (Wash
ington, D.C., 1965). 

10 " The Horowitz Proposal ; report of the Group of Experts " 
(Trade and Development Board document TD/B/C.3/23). 

Chapter H 

The terms of aid 

31. Studies by the UNCTAD secretariat11 show that 
if current gross flows of aid are maintained on present 
terms and conditions, the net flow will decline sub
stantially over the coming years, and that even if the 
objective were merely to maintain the current net inflow, 
gross flows would have to increase considerably. 

32. Specifically, it has been shown that if the gross in
flow of grants and loans into developing countries were to 
continue at 1965 levels, and 1965 average terms and con
ditions were maintained, the total net inflow of grants 
and loans (net of interest and amortization) would 
decline from $5.9 billion in 1966 to $3.6 billion in 1975. 
On the basis of the same assumptions, net lending for 
developing countries as a whole would become negative 
by the year 1970, and thus begin to offset the flow of 
grants. 

33. If, however, the net inflow of grants and loans is 
to be maintained at its 1965 level, and export credits 
were assumed to grow at a rate of 5 per cent annually, 
the gross inflow of grants and loans would have to rise 
from $12.2 billion in 1966 to $17.5 billion in 1975, 
assuming the continuation of 1965 terms and conditions 
of borrowing. Total debt service would in that case rise 
from $5.1 billion in 1966 to % 10.4 billion by 1975. 
Payments of interest and amortization by developing 
countries other than petroleum exporters at the end of 
the period would absorb an average of 23 per cent of 
their over-all export earnings, even assuming an average 
growth rate of exports of 4 per cent per annum.12 

Moreover, if lending were to continue on present terms, 
by the year 1975, 60 per cent of the gross inflow of 
grants and loans would be offset by debt service as 
opposed to 42 per cent in 1966 (see table 2). 

34. Prospects would be substantially improved if all 
official lending were to take place on soft terms similar 
to those granted by IDA. The required gross inflow 
would then only have to rise to $14 billion by 1975 to 
maintain the 1965 net inflow ; and debt service would 
increase to $6.9 billion. Additional improvement would 
require a rise in the proportion of grants in total gross 
flows. 

35. These findings highlight the need to achieve a 
substantial softening of the terms of loans as well as 
an increasing proportion of grants in the total flow of 
aid. In resolution 2170 (XXI) the General Assembly of 
the United Nations recommended that "not later than 
1968 ", at least 80 per cent of assistance should be in 
the form of grants, together with loans at interest rates 
of 3 per cent or less, with a repayment period of twenty-

11 See in particular " The outlook for debt service " (document 
TD/7/Supp.5) and " The terms of financial flows and problems 
of debt servicing " (document TD/7/Supp.3, to be found in this 
volume). 

12 Exports of developing countries of commodities other than 
petroleum and manufactures are expected to increase at an 
average rate of less than 4 per cent per annum during the period 
up to 1975 (Trade prospects and capital needs of developing 
countries, op. cit.). 
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five years or more ; except that where countries provide 
70 per cent or more of their total official assistance in 
the form of grants or grant-like contributions, this in 
itself should be regarded as full compliance with the 
target. Similar recommendations were made by the 
Development Assistance Committee of OECD in its 
1965 recommendation on the terms of aid.13 

36. While a number of developed countries now 
comply with some or all of the objectives of these recom
mendations, the over-all statistical record is still extreme
ly unsatisfactory. In many respects, the terms of 
assistance in 1966 compared unfavourably with those 
prevailing in the early 1960s. Grants have continued to 
decline as a percentage of gross official disbursements, 
falling steadily from a high of 80 per cent in 1960 to 
58 per cent in 1966. Interest rates, maturities and grace 
periods of official bilateral loans, after a considerable 
hardening in 1965, softened somewhat in 1966 but this 
was probably offset by a hardening in the terms of lend
ing from private sources. Moreover, repayment by 
developing countries on account of interest and amor
tization continues to absorb 45 per cent of official 
bilateral lending. 

37. It is therefore of the utmost importance that the 
targets for softer terms adopted by the General Assembly 
of the United Nations and by DAC should be achieved, 
as indicated, not later than in 1968. It is also important 
to consider a further easing of terms beyond the United 
Nations/DAC target, since even compliance with this 
target would probably not avoid the development of a 
critical situation in a number of countries in the relative
ly near future. This could be achieved through agreement 
on a new target for terms, which would go beyond the 
United Nations/DAC target. Such a new target might 
specify, for all developed countries : 

(a) the minimum percentage of official assistance to 
be given in the form of grants ; and 

(b) a separate minimum percentage of loans to be 
given on easy terms, namely, at interest rates of 3 per 
cent or less, maturities of twenty-five years or more and 
grace periods of at least seven years. 
The only alternative would be a rate of increase in 
gross flows for which many developed countries do not 
seem to be prepared at the present time. Apart from 
increasing the share of grants in the total flow of aid, 
and softening the terms of loans still further, developed 
countries and multilateral institutions could assist 
developing countries by not requiring debt-service 
payments to begin until projects have been completed. 

38. Whether or not the Horowitz proposal is itself 
acceptable, various forms of interest subsidies are 
possible. Clearly, budgetary funds can be provided at any 
rate of interest below the market rate, or without interest, 
or even without repayment obligations. This is shown 
by the variety of forms of interest subsidization which 
national as well as international institutions have used 
extensively in the past. Thus, some developed countries 

18 See OECD, Development Assistance Efforts and Policies 
— 1965 Review (Paris, 1965), annex B. 

have subsidized interest charges on their export credits 
and development loans. Some countries have gone even 
further by initiating the practice of interest-free loans. An 
element of interest subsidy has also been present in the 
practice of some international lending agencies. For 
example, EIB, which relies partly on funds from the 
capital market, has the authority to grant to the associat
ed States of the European Economic Community (EEC) 
interest rebates on loans. The amount required for this 
purpose is charged to the European Development Fund 
(EDF), which in turn is also empowered to make loans 
at concessionary rates of interest to associated States. 

39. Harmonization of terms and conditions of assis
tance by developed countries is almost as important 
as the softening of terms. This is because, as in the case 
of aid tying, the less liberal policies of some developed 
countries exert pressure on the more liberal policies of 
others. It is therefore vital to narrow the spectrum of 
rates and maturities, particularly by improving the per
formance of the least liberal countries. 

Chapter III 
Problems of indebtedness 

40. The discussion under chapter II above has indicat
ed that the problem of indebtedness, which has already 
reached critical proportions in a number of developing 
countries, is likely to spread to many others within a 
relatively short period ahead if the volume and terms of 
aid are maintained at present levels. There is a wide
spread impression that the problem of indebtedness is 
highly concentrated in relatively few developing coun
tries, facing difficulties either because of an excessive 
accumulation of debt (particularly short-term debt on 
hard terms) or because of a sudden reduction in the 
capacity to service debt due to unfavourable develop
ments in foreign exchange receipts. There is growing 
evidence, however, that experience to date can serve 
only as a warning of a much broader and more widely 
diffused problem resulting from the inappropriateness of 
the terms of aid, and from the pressure upon develop
ing countries to seek suppliers' credits to make up for 
the shortfall in the volume of aid. 

41. While there are undoubtedly cases in which 
economic mismanagement in developing countries has 
been a principal or contributing cause of difficulties there 
appear to be other basic factors at work also. All types 
of capital inflow should, of course, ultimately generate 
the foreign exchange earnings or savings necessary to 
service the debt. But debt-service capacity does not 
necessarily grow at the same rate at which repayments 
fall due, especially where no deliberate effort has been 
made in advance to ensure a correspondence between 
the terms of loans and the country's capacity to repay. 
Because of the interdependence of projects, moreover, 
new investment may, in the short run, increase the 
pressure of development needs upon the balance of 
payments instead of reducing it. There is thus a danger 
that interest and repayment obligations may build up 
faster in the short and medium term than the capacity 
to release foreign exchange to meet these obligations. As 
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TABLE 2 

Developing regions:a Projected estimates of gross capital inflow and debt service, 1966-1975 
corresponding to a constant net inflow of resourcesb 

(SU.S. billions) 

Africa Asia and Middle East Latin America Totalй 

1966 1970 1975 1966 1970 1975 1966 1970 1975 1966 1970 1975 

1. Net capital inflow ° 2.3 
2. Gross capital inflow 3.1 
3. Total debt service 0.8 
4. Debt service as percentage of gross capital inflow 26 
5. Debt service as percentage of exports, assuming 

that exports grow at 4% per annum e . . . . 11 

2.3 
4.1 
1.7 
43 

2.3 
4.9 
2.6 
53 

3.5 
4.9 
1.4 
29 

3.5 
6.0 
2.5 
41 

3.5 
6.7 
3.2 
48 

0.8 
3.0 
2.3 
75 

0.8 
3.3 
2.5 
77 

0.8 
4.0 
3.2 
81 

7.1 
12.2 
5.1 
42 

7.1 
14.9 
7.8 
52 

7.1 
17.5 
10.4 
60 

20 25 12 19 23 21 22 16 21 23 

Source: UNCTAD secretariat, " The outlook for debt service " (document TD/7/Supp. 5, to be found in this volume). 
a Countries included in various regions are listed in TD/7/Supp. 5, table 1. 
11 The net inflow of resources is held constant at the 1965 level and the composition and terms of net inflow are also assumed to be the same as during 1965 except 

that suppliers' credits are assumed to grow at an annual rate of 5 per cent. 
0 Grants and lending net of amortization and interest payments. 
d Including European developing countries. 
e Excluding petroleum exporters. 

noted earUer, payments of interest and amortization by 
developing countries other than petroleum exporters are 
expected to absorb an average of 23 per cent of over-all 
export earnings by 1975, even assuming an average 
growth rate of exports of 4 per cent per annum (see 
table 2). It is quite possible, therefore, that a significant 
number of countries would by that time be having to set 
aside one-third or more of their export earnings for the 
service of debt. The vulnerability of such countries to 
declines in export prices or earnings is obvious. In addi
tion, import needs are likely to rise as development 
proceeds. Many developing countries are thus very 
likely to be confronted with a situation in which a 
greater and greater proportion of export earnings will 
be tied to debt service, while at the same time import 
needs will constantly be increasing. 

42. While a softening of terms may lead to a gradual 
easing of the situation in the long run, this cannot 
prevent a massive accumulation of debt-service obliga
tions in a number of countries during the next few 
years ; in these cases, only deliberate and planned 
rescheduling can avoid the onset of debt crises. 

43. The present process of rescheduling is very com
plicated and time-consuming, and gives rise to a good 
deal of uncertainty, tending to disrupt not only trade and 
payments but the inflow of capital and, indeed, the whole 
development process. Present rescheduling techniques are 
deliberately informal because of the understandable 
desire of creditor countries to avoid excessive recourse 
to rescheduling operations. Under current procedures, 
moreover, the end result is merely a general agreement 
between the creditors and the debtor country seeking 
relief, while the specific application of the general agree
ment has to be worked out through complicated bilateral 
arrangements between individual creditors and their 
respective debtors. Finally, arrangements of this type 
have hitherto tended to provide only a breathing space 
for the debtor country concerned, so that the crisis is 
postponed but not dissipated, and the debtor country 

continues to operate under the persistent threat of 
balance-of-payments pressure. 

44. Experience therefore suggests the need for more 
deliberate anticipation of crisis situations. The adoption 
of an early warning system within an appropriate institu
tional framework would make it possible to take 
appropriate steps before the onset of debt crises compels 
resort to unnecessarily drastic measures. Moreover, 
rescheduling criteria and procedures should not interfere 
with the orderly process of development planning in 
debtor countries, and should be systematically designed 
to prevent longer-term disruption of plans. For those 
debtor countries whose indebtedness problems are not of 
a strictly short-term nature but reflect structural imba
lance, grace periods applying to amortization and interest 
payments on rescheduled debt should not be less than, 
say, seven years. 

Chapter IV 
The tying of aid 

45. In addition to the adverse effects of the develop
ments discussed above concerning the volume and terms 
of external assistance, the recent increase in the practice 
of tying aid to purchases from the capital-exporting 
country has tended to reduce the efficiency of the assist
ance and its beneficial influence on economic growth in 
recipient countries. More developed countries now apply 
procurement restrictions than at the beginning of the 
decade, and to a larger proportion of their aid. The ba-
lance-of-payments difficulties of some developed coun
tries loom large among the reasons for this heightening 
of procurement restrictions. Tied aid practices have not 
been limited, however, to countries faced with balance-
of-payments deficits, for other countries have increasingly 
tied their assistance as a competitive reaction to protect 
their own favourable payments situation. 

46. While, in existing circumstances, tying may permit 
the total volume of aid to exceed the level it would other-
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wise attain, a given amount of tied aid is less valuable 
and less effective than a corresponding amount of untied 
aid. In particular, the tying of aid narrows the recipient 
country's choice regarding the most suitable and least 
costly sources of supply. In so far as tied aid has to be 
repaid in convertible currency, the value repaid exceeds 
the value received, and the effective rate of interest is 
therefore substantially higher than the nominal rate. 
Moreover, while the tying of aid creates pressure favour
ing increases in the exports of the lending country, no 
equivalent pressure is thereby exerted in the repaying 
country. Finally, the tying of aid has indirect costs which 
are no less real for being difficult to quantify. 

47. The secretariat is conducting a series of case 
studies on the tying of aid with a view to appraising its 
effects. While the full results of these studies are not yet 
available, it is already clear on the basis of preliminary 
findings that tying quite considerably reduces the value of 
aid to recipients and has only a modest favourable impact 
on the balance of payments of the aid-giving country. It 
can be stated that the direct costs alone account for at 
least one-sixth (at a very conservative estimate)14 of the 
amount of aid which is tied ; thus, on the reasonable 
assumption that in 1965 about three-fourths of total bi
lateral aid was tied in one form or another, the actual 
direct costs of tying probably amounted to about 
$1 billion.15 

48. Consideration should be given to halting and revers
ing the trend towards increased tying of aid, especially 
since it is apparent that tying is a cumulative and mu
tually frustrating process, in which action by one aid-
giving country is likely to lead to corresponding reaction 
by others. While it should be recognized that in the 
situation that now prevails a decision to untie all aid 
would involve difficulties to some developed countries, it 
may be possible to envisage a gradual approach towards 
this objective through a liberalization process analogous 
to that undertaken by the countries members of the for
mer Organisation for European Economic Co-operation 
and Development in freeing their trade with one another. 
For this purpose, target percentages of liberalization 
could be established, to be realized by all aid-giving 
countries in parallel by a certain date. However, countries 
in balance-of-payments difficulties could be permitted to 

" There is reason to believe that the excess direct costs of 
tying are in fact considerably higher. For a sample of inter
national bids tabulated from IBRD and IDA data, the percentage 
of potential excess costs (measured as the ratio of the difference 
between high bids and successful bids to successful bids) 
averaged 49.3 per cent, and over 60 per cent of the value of 
contracts awarded was characterized by potential excess cost of 
over 30 per cent. See J. Bhagwati, " The tying of aid " (docu
ment TD/7/Supp.4, to be found in this volume). 

15 In a recent statement (" Multilateral and bilateral aid ", 
address to the International Parliamentary Conference on Devel
opment Aid, Bonn, 7 April 1967) Mr. George Woods, President 
of IBRD, estimated the excess costs of tied aid on gross official 
bilateral disbursements by DAC member countries at around 
$ 1 billion, a figure of a magnitude similar to the estimate above. 
According to Mr. Woods, such an amount would have been 
sufficient to cover all of the repayments of principal due from 
the developing countries on official debt to the creditor countries 
of DAC in 1965. 

slow down their rate of liberalization during the period 
of such difficulties. 

49. Moreover, in accordance with the agreement al
ready reached in DAC in 1965 all developed countries 
should permit aid funds to be freely used for imports 
from developing countries. 

50. The costs of tying aid to a particular source are 
all the greater, the less competitive is the aid-giving 
country in the production of the commodities which it 
regards as eligible for procurement under its aid pro
gramme. Aid should therefore be tied only in those cases 
where the difference between an aid-giving country's 
delivered price and the lowest delivered price available 
from third countries is not an excessive one. A maximum 
price differential of, say, 10 per cent should be consider
ed. Where the differential exceeds 10 per cent, the onus 
should be on the aid-giving country either to add to the 
eligible list of products needed by the recipient which the 
aid-giving country can supply at less than 10 per cent 
above world market prices, or to permit procurement 
from a competitive supplier in another country. 

51. The disadvantages of tied aid could thus be miti
gated if recipient countries were given freedom to choose 
from a substantial range of goods and services from one 
source. Aid should in any case not be tied simultaneously 
by source and commodity, this being the most costly 
form of tying for recipient countries. 

52. To the extent that countries continue to tie their 
aid, they should assume responsibility for checking the 
prices of goods supplied so as to avoid excess costs to 
recipient countries ; and should undertake to offset costs 
in excess of those prevailing in the world market, espe
cially since such offset payments to domestic suppliers in 
local currency would not create any pressure on the 
balance of payments.16 

Chapter V 

Difficulties of aid administration 

53. The secretariat has under study the problems aris
ing in the administration of aid programmes that lead to 
serious delays and uncertainties. It is already clear that 
major difficulties arise from the fact that the require
ments of aid-giving countries and multilateral institutions 
vary considerably from one to the other. Cases have thus 
arisen in which developing countries, having gone to 
great trouble and expense to prepare projects in a form 
acceptable to one aid-giving country, find that the pro
ject has to be completely recast before presentation, in 
case of need, to another country. Consequently, while 
aid-giving countries are not prepared to commit funds 
except on the basis of fully worked-out projects, reci
pients are reluctant to incur the heavy expense of full-
scale project preparation in the absence of some indica
tion that finance will be available. 

18 A precedent is to be found in the offsetting by the United 
States of the excess cost of freight resulting from the obligatory 
use of United States ships for deliveries under Public Law 480. 
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54. On the other hand, aid-giving countries encounter 
difficulties resulting from a lack of adequate preparation 
of assistance requests in terms of the economic priority, 
technical feasibility and financial viability of projects, 
and of the institutional capacity to handle them. Conse
quently, considerable delays may occur because of 
administrative shortcomings in the recipient countries 
themselves. 

55. It would appear that considerable progress could 
be made if the requirements of aid-giving countries and 
institutions could be expressed in standardized form and 
if technical assistance could be provided to developing 
countries to improve the handling of aid applications. 
The secretariat has issued a questionnaire designed to 
elucidate the nature of the differences between the require
ments of various developed countries and it is hoped 
that the analysis of responses will throw some light on 
possible action to be taken. 

Chapter VI 

Commercial credits, including suppliers' credits 

56. Studies by IBRD and the United Nations Depart
ment of Economic and Social Affairs17 have shown that 
while commercial credits play and important and useful 
role in world trade, excessive reliance on these credits 
may lead to debt-service crises and has, in some cases, 
already done so. There are many instances in which 
developing countries have accepted suppliers' credits 
which were characterized not only by very short matu
rities and high nominal interest charges but also by 
substantial over-pricing of the goods supplied, so that 
extremely high effective interest charges were in fact 
incurred. It has been suggested, on the one hand, that 
developing countries ought not to accept suppliers' cred
its on such terms, notwithstanding the heavy pressures 
to do so where official aid is not forthcoming in sufficient 
quantity. It has equally been contended, on the other 
hand, that the developed countries cannot legitimately 
escape responsibility for preventing the worst excesses 
involved in the system of commercial credits, especially 
since the primary object of such credits is not to aid 
developing countries but to encourage the marketing of 
exports. 

57. Consideration should be given by developed coun
tries to a more effective surveillance of the conditions on 
which commercial credits are granted and the prices at 
which goods are supplied, as well as to the possibility of 
interest subsidies ; by developing countries to a more 
careful checking of offers of commercial credit and 
comparing of offers available from a variety of sources ; 
and by the multilateral lending institutions to the pro
vision of technical assistance in the interests of avoiding 
the unfavourable features of commercial credits. National 
and international institutions should also co-operate 

17 IBRD, Suppliers' Credits from Industrialized to Developing 
Countries (Washington, D.C., 1967), and United Nations, Export 
Credits and Development Financing (United Nations publica
tion, Sales No. : 67.II.D.1). 

actively in the collection, elaboration and dissemination 
of information on the terms and conditions of commer
cial credits. 

Chapter VU 

Private capital 

58. Studies of the flow of private capital to developing 
countries18 have shown that private investment can play 
an important role in promoting the growth of developing 
countries both by adding to the resources available for 
the expansion of productive capacity in these countries 
and by facilitating the transfer of technology and know-
how. 

59. Potential recipients have frequently sought to regu
late the conditions for the entry of private foreign capital 
for a variety of reasons. These include a desire to retain 
control over strategic sectors of the economy as well as 
to limit pressures on the balance of payments due to 
large transfers of profits or repatriation of capital, which 
may cause problems analogous to those resulting when 
excessively hard terms are applied to the provision of 
public capital. The problem has been to devise the type 
of policy which is needed to secure the goals of the deve
loping countries without thereby creating obstacles so 
great as to destroy incentives to the foreign investor. 

60. While no simple prescription is available for effect
ing this reconciliation of objectives, certain types of 
action have shown promising results. It is particularly 
important to provide for the greatest possible participa
tion of local capital as well as of local labour and mana
gement. It may also be helpful to provide, wherever pos
sible, for a gradual transition from predominantly foreign 
to predominantly local ownership and control. 

61. Regarding international measures to encourage pri
vate investment in developing areas, a plan for a multi
lateral investment insurance scheme has been prepared 
by OECD and submitted to IBRD. The scheme seeks to 
facilitate the flow of private capital to developing coun
tries by providing guarantees against risks of a non-com
mercial nature. By spreading the risk-bearing among a 
large group of countries, the scheme would probably 
encourage the flow of private capital from countries 
which do not at present play an important role in this 
field. As such, the scheme would warrant careful consid
eration by governments. 

62. In addition, under the auspices of IBRD, a Con
vention on the Settlement of Investment Disputes be
tween States and Nationals of other States came into 
effect on 14 October 1966. The Convention has establish
ed an International Centre for the Settlement of Invest
ment Disputes as an autonomous institution for the con
ciliation or arbitration of disputes directly between foreign 
investors and host governments. The Convention pro
vides for voluntary recourse to the Centre, and for arbi
tration under agreed rules. 

18 See, for example, United Nations, Foreign investment in 
developing countries (United Nations publication, Sales No. : 
E.68.II.D.2). 
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Chapter VIII 
Compensatory finance 

63. Responding to recommendation A.IV.17 of the 
Conference at its first session,19 the International Mone
tary Fund (IMF) recently liberalized its compensatory 
financing facility, enlarging the scope and increasing the 
flexibility of the system.20 Partly for this reason and 
partly also because of less favourable trends in commo
dity prices, a larger number of developing countries had 
recourse to the IMF facility in 1967 than in previous 
years. 

64. Substantial limitations on the scope of the facility 
remain. Although the amount of drawing rights available 
has now been increased from 25 per cent to 50 per cent 
of quota, not more than 25 per cent of quota may nor
mally be drawn in any one year, and drawings in excess 
of 25 per cent of quota are subject to more stringent 
conditions than those falling within the first 25 per cent. 
The three- to five-year period of repayment has been 
retained irrespective of the course of export earnings, 
although once the repayments have been made, countries 
become eligible for new drawings. Finally, it was not 
found possible to follow paragraph 2 of recommendation 
A.IV.17 of the Conference ot its first session to the effect 
that in the determination of the shortfall in export 
receipts, greater weight should be given to the actual 
experience of the three preceding years. 

Chapter IX 
Supplementary financial measures 

65. The IBRD staff scheme on supplementary finan
cing was prepared in accordance with recommendation 
A.IV.18 of the United Nations Conference on Trade and 
Development at its first session.21 The purpose of the 
scheme is the provision of longer-term assistance to de
veloping countries for avoiding disruption of sound 
development programmes endangered by adverse move
ments in export proceeds which prove to be of such a 
nature and duration that they cannot be adequately offset 
by short-term balance of payments support. 

66. The IBRD scheme provides for prior agreement 
between a member country and the agency administering 
the scheme, on export projections, development pro
grammes and policies, and feasible domestic adjustments 
to offset export shortfalls. If the agency determines that 
a country is acting within the framework of such an 
agreement (called the " policy package ") and if actual 

19 See Proceedings of the United Nations Conference on Trade 
and Development, vol. I, Final Act and Report (United Nations 
publication, Sales No. : 64.П.В.11), p. 52. 

20 See IMF, Compensatory Financing of Export Fluctuations : 
Developments in the Fund's Facility (second printing, Wash
ington, D.C., 1967). 

81 See Proceedings of the United Nations Conference on Trade 
and Development, vol. I, Final Act and Report (United Nations 
publication, Sales No. : 64.П.В.11), p. 52. 

exports are lower than pre-agreed projections, there is a 
prima facie claim for assistance under the scheme. 

67. This scheme has been under active consideration 
by an inter-governmental group in UNCTAD. In the 
course of its examination, the Group has identified some 
major issues raised by the proposal on which decisions 
are required.22 The IBRD scheme is based on the 
assumption that the necessary finance will be wholly 
supplementary to, and not a substitute for, existing aid 
programmes ; thus, if the scheme is to serve its basic 
purpose, the financial resources needed for its opera
tion would have to be genuinely additional. Another 
basic issue relates to the degree of discretion to be given 
to the agency administering the scheme. The IBRD 
scheme is not intended to be automatic in its operation. 
Rather, a considerable element of discretion is built into 
it, but the discretionary authority of the administering 
agency is to be exercised within a framework of objective 
and well-defined criteria. The essential issue is therefore 
whether the criteria can be defined in such a way as to 
permit adequate flexibility in the operation of the admin
istering agency, while meeting the need to ensure that 
assistance should be provided promptly and certainly 
once requirements have been met. 

68. Other important issues requiring decision are : 
(a) The content of the " policy package " ; 
(b) The validity of basing financial compensation on 

export projections ; 
(c) The method of calculation of export shortfalls ; 
(d) The treatment of overages (excess of actual exports 

over projected exports) as an offset to future export 
shortfalls within a given plan period ; 

(e) The relationship of the IBRD scheme to IMF ; 
(f) The form and terms of assistance ; 
(g) The cost of the scheme and the nature and extent 

of donors' commitments. 
69. In relation to the " policy package ", the major issue 

is that of the extent of its comprehensiveness. The IBRD 
staff scheme provides for a policy package which would 
cover the entire development programme and policies, 
including the foreign trade policies of member countries. 
Many developing countries regard such a " policy pack
age " as too complex. It is agreed that export projec
tions and policies must form an essential part of the 
initial policy understanding. However, in so far as a 
member's development programme and related policies 
have an important bearing on export performance, there 
should be no objection to bringing them within the scope 
of the policy package. It should, however, be understood 
that the requirements of the policy package would not go 
beyond the kind of inquiries and understandings now 
customary in consortia and consultative groups. 

70. Concerning the question of the validity of basing 
financial compensation on export projections, the inher
ent uncertainty of the future makes it likely that pro-

22 See " Intergovernmental Group on Supplementary Financ
ing : report on its second session " (Trade and Development 
Board document TD/B/C.3/44). 
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jected and actual values of exports will often diverge. 
However, it must also be noted that export projections 
are an essential component of a development plan and 
that the very uncertainty of export prospects is the justi
fication of the scheme. 

71. The question of the frequency and extent of the 
revisions of export projections and of the development 
programme is also an important one. It is in the interest 
of developing countries that adjustments in response to 
changes in fundamental trends should not be resisted. 
However, frequent changes in the export projections and 
in the development programme will defeat the very pur
pose of the scheme. While there should be no objection 
to the re-orientation of investment priorities if so demand
ed by considerations of basic comparative advantage, the 
size of the development programme itself should not be 
revised, save in very exceptional circumstances. Revisions 
should be undertaken by mutual agreement between the 
agency and a member government on the proposal of 
either party, where both parties agree that unforeseen 
developments make such revision necessary. 

72. So far as possible, and depending on the availabil
ity of reliable data, export shortfalls should be calculated 
in real terms, i.e. after adjusting for the effects of an 
unexpected increase in import prices. 

73. The Bank staff scheme provides that when a 
country records an overage (excess of actual exports over 
projected exports) in one or more years, the administer
ing agency may require that any shortfall occurring in a 
subsequent year of the projection period be reduced by 
the amount of such overage or overages, provided that 
net overages of one projection period, if any, should not 
be carried over to the next projection period. However, 
it is also possible to conceive of other legitimate uses of 
overages, for example, to finance an unexpected increase 
in essential imports, or to finance projects originally 
scheduled for a later date. In such circumstances, the 
agency should be prepared to entertain requests from 
member governments to disregard overages in cases 
where the latter had been used to rebuild gold or foreign 
exchange reserves to an adequate level, to accelerate or 
expand sound investment programmes, or for other pur
poses consistent with the pre-agreed development pro
gramme. 

74. The view of the IMF staff appears to be that by 
guaranteeing a certain level of export proceeds on the 
basis of export projections determined up to five years 
in advance, the IBRD scheme might interfere with, or 
unduly delay, the smooth process of adjustment to ad
verse external factors. The Bank scheme might thus 
imply an attitude towards balance of payments adjust
ment which would be different from that of the Fund. 
The Fund staff is therefore concerned about the possi
bility that a country may receive conflicting advice from 
the Fund and from the agency administering the Bank 
scheme. There is also a fear that the authority which the 
Fund derives from being the sole residual source of 
finance may be undermined by having to share that resid
ual fonction with a supplementary financing agency. It 
appears however, that the views of the IMF staff and of 
the IBRD staff are by no means as incompatible as thus 

implied. The Bank scheme does not rule out the need for 
adjustment to external circumstances during the planning 
period : for example, the scheme specifically calls for 
feasible cuts in non-essential consumption and imports 
as the first means of offsetting an export shortfall. By 
focusing the adjustment mechanism on non-essential con
sumption and imports, the Bank scheme has the merit of 
allowing the country to avoid being forced into cuts of 
developmental imports and of planned investment. Also, 
the possibility that a country might receive conflicting 
advice from IMF and from the administering agency 
could be dealt with by writing into the Articles of Agree
ment of the proposed scheme a provision for effective 
advance consultation with IMF on all matters falling 
within the latter's jurisdiction. In addition to consulta
tions as the time of the initial policy package, the admin
istering agency might also be required to consult with 
the Fund regarding the extent to which an actual export 
shortfall might be dealt with by recourse to alternative 
sources of finance, including the use of the country's gold 
and foreign exchange reserves as well as the existing 
compensatory financing facility of the Fund. 

75. Consistent with the provisions of recommenda
tion A.IV.18 adopted by the Conference at its first 
session, the terms of loans provided by the agency should 
be adjusted to the economic position and prospects, 
including debt-servicing capacity, of the member country 
concerned. 

76. Developed countries cannot be expected to accept 
an open-ended commitment in relation to the Bank 
scheme. Accordingly, it would be necessary to limit the 
scope of the scheme from the outset to amounts which 
donor countries would agree to make available. How
ever, it must be emphasized that the amount of resources 
made available to the scheme must bear some relation 
to its basic purposes. Considering all relevant issues, the 
Bank staff estimate of $300-$400 million per year seems 
to offer a realistic basis for initiating the operation of the 
scheme. If the administering agency is faced with a 
situation where the aggregate level of export shortfalls 
eligible for financing during any year is likely, in the 
agency's view, to exceed the financial resources at its 
disposal, provision should be made for establishing an 
equitable system of rationing its resources. 

77. The IBRD scheme attempts to fill a genuine and 
important gap in the existing international financial ma
chinery which at present does not include mechanism 
designed to deal with the disruptive effects of unexpected 
export shortfalls. Provided that the resources made 
available to the scheme are truly additional, it would 
prove a valuable complement to the existing machinery 
of international economic co-operation. 

Chapter X 

International monetary issues 

78. It is now generally agreed that the traditional 
means of adding to world reserves under the present 
system cannot by themselves provide adequate growth of 
reserves needed in an expanding world economy. Deve-
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loping countries have a great stake in an international 
monetary reform based on the principle of universal
ity23 not only because of their own pressing needs for 
liquidity but also because their massive trade gap, which 
has aroused so much concern in UNCTAD and else
where, can only be bridged in the environment of a 
vigorous expansion of the world economy. This expan
sion in turn is greatly dependent on the adequacy of 
international liquidity. A world where competition for 
reserves is so widespread as to stand in the way both of 
full utilization of the world's productive resources as 
well as of liberalization of trade and payments does not 
provide an environment conducive to satisfactory growth 
of developing countries. Great importance is thus to be 
attributed to the current negotiations in the Fund, which 
have resulted in an agreed outline of a contingency plan 
for deliberate reserve creation. Since many symptoms of 
the shortage of liquidity are now present in the world 
economy, it is hoped that the activation of the contin
gency plan will not be unduly delayed. 

79. Now that agreement has been reached on a scheme 
for the creation of a new form of international monetary 
reserve, renewed consideration should be given to the 
implications of this decision for the flow of aid to the 

28 This principle was unanimously accepted in General 
Assembly resolution 2208 (XXI) of 17 December 1966. 

developing countries. Balance of payments difficulties 
have been cited by some of the main aid-giving countries 
as a major obstacle to the expansion of aid. Even surplus 
countries have been reluctant to add to their aid com
mitments, some in the belief that their surpluses were a 
temporary phenomenon, some from a desire to add to 
their foreign exchange reserves or to protect the attained 
level of reserves. 

80. In so far as the creation of new reserves eases the 
process of international balance of payments adjustment, 
it creates a presumption that the flow of aid could be 
increased likewise. This would be true whether or not 
such an increase in the flow of aid were organically 
linked to the process of reserve creation. While there are 
important advantages in an organic link, the requirements 
of the situation could equally well be met if a convention 
were adopted whereby activation of the contingency 
plan and successive acts of international liquidity crea
tion would be accompanied by voluntary contributions to 
IDA by all the part I member countries of IDA — the 
size of the voluntary contribution being a certain uniform 
proportion of the share of each part I country in inter
national liquidity creation. By these means, it would be 
possible to secure generous replenishment for IDA from 
time to time without any fear that some countries might 
stand to lose reserves as a result of their contributions 
to IDA—a fear that has played a major part in the 
current delay in IDA replenishment. 



TERMS AND CONDITIONS OF EXTERNAL DEVELOPMENT FINANCE 

DOCUMENT TD/7/SUPP.1 

Growth and external development finance 
Study by the secretariat of UNCTAD 

[Original text : English] 
[17 October 1967] 

Summary and proposals 

1. Thus far during the United Nations Development 
Decade there has been virtually no improvement in the 
over-all rate of growth of the developing countries and a 
deterioration in the growth of income per head. Progress 
toward the 5 per cent target rate of growth for the 
Development Decade will therefore require a marked 
acceleration in the pace of economic development. This 
will call for greater efforts by these countries in mobiliz
ing their own resources, as well as for considerable 
increases in the inflow of external resources. 

2. The outlook is not bright for continued and sub
stantial increases in the net flow of financial resources 
during the remainder of the Development Decade. Only 
if the development assistance programmes of the major 
countries are increased considerably in scale and if efforts 
to expand substantially the operations of multilateral 
agencies succeed, may it be hoped that a significant addi
tion to the net flow of external development finance will 
occur. 

3. The total flow of financial resources (net of amor
tization and capital repatriation) from the developed 
market economy countries to recipient countries of 
Africa, Asia and Latin America and to multilateral 
agencies fluctuated around an average level of about 
$8.5 billion during 1960-1966, rising to a high of 
$9.7 billion in 1965 but falling back to about $9 billion 
in 1966. Over the same period there was a rapid expan
sion in the operations of the multilateral agencies. Their 
expanding disbursements of development finance offset 
to a certain extent the fluctuations occurring in official 
bilateral and private flows to recipient countries. 

4. Total official economic assistance (net of amortiza
tion) from developed market economy countries to recip
ient countries and multilateral agencies averaged $5.6 
billion a year during the 1960s. The average in the 
first two years following the first session of the United 
Nations Conference on Trade and Development was 
$6 billion a year. 

5. It is difficult to discern any clear pattern of distri
bution of capital flows among recipient countries in 
terms of economic criteria. Governments often concen
trate their aid upon countries with which they have affili
ations of one kind or another. Private capital concen

trates largely upon countries that are already, or are 
potential, exporters of petroleum and, to a lesser extent, 
of other minerals. The net result of this concentration is 
a somewhat haphazard distribution of the total resources 
available, and a tendency for the per capita flows to the 
low-income countries to be below the average. 

6. Increasing service and investment income payments, 
and unfavourable price movements are tending to reduce 
the transfer of resources to developing countries. In 
1965-1966, for example, interest and amortization pay
ments by these countries absorbed some 45 per cent of 
gross lending by countries members of the Development 
Assistance Committee (DAC) of the Organization for 
Economic Co-operation and Development (OECD). 

7. Private capital flows (net of amortization and capital 
repatriation) to developing countries and multilateral 
agencies underwent marked fluctuations over the period 
1956-1966. In 1966 net private flows were about 20 per 
cent lower than in 1965, at about the average for 
1960-1964. 

8. Commitments from the socialist countries of 
eastern Europe and Asia to developing countries fluc
tuated considerably in the 1960s. The 1965-1966 average 
was approximately 41 per cent above the average for 
the period 1960-1964. Estimates of the gross disburse
ments by the socialist countries to developing countries 
put the total at about $300-1500 million a year in 
the 1960s. 

9. The capacity of developed countries to provide 
financial resources to developing countries and multi
lateral agencies has risen greatly during the Development 
Decade but very little of the substantial increases in the 
gross output of these countries has been devoted to the 
assistance of developing countries. The average total out
flow of capital (net of amortization and capital repatria
tion) in 1965-1966 from developed market economy 
countries amounted to only 0.68 per cent of their aggre
gate gross national product (GNP) compared with the 
0.87 per cent of GNP achieved in 1961. In the socialist 
countries new assistance commitments have on average 
been below 1 per cent of their gross output during the 
1960s. 

10. Thus, achievement of the 1 per cent target for the 
flow of financial resources adopted by the General 

13 
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Assembly and reaffirmed by the United Nations Confer
ence on Trade on Development at its first session is more 
remote now than it was at the outset of the Development 
Decade. Although some developed countries have made 
notable progress towards the achievement of this goal 
there has clearly not been a sustained drive on the part 
of all countries to achieve the target before the end of 
the Decade. 

11. The inadequacy of current aid flows is often 
attributed to balance of payments problems and bud
getary difficulties facing some major countries. However, 
the balance of payments argument for reduced aid pro
grammes has lost its validity owing to widespread tying 
of aid, in particular in the deficit countries, and the 
problem is essentially one of the degree of priority 
assigned to aid programmes in economically advanced 
countries. Because of inadequate appreciation on the part 
of public authorities of the significance of development 
assistance, aid has often come to be regarded as a 
residual element of government expenditure. Every effort 
should be made, therefore, to demonstrate to legislative 
and governmental bodies the importance of development 
assistance programmes. 

12. The total development assistance effort of a 
developed country is commonly assessed in terms of the 
ratio of official and private outflows to its GNP, but 
not all the components of these outflows are equally 
responsive to governmental action. 

13. There are limits to the effectiveness of govern
ment attempts to influence the magnitude and direction 
of private capital. It is desirable that means be establish
ed for the evaluation of official development assistance 
programmes independently of the performance of the 
private sector, and without prejudice to the 1 per cent 
target applicable to total private and official flows, net 
of amortization and capital repatriation. 

14. A feasible goal for official development assistance 
programmes would appear to be that, as a minimum, the 
rate of increase of official flows to recipients and agen
cies, net of amortization, from each developed country 
should not fall below the rate of growth of its GNP. This 
would not be sufficient to ensure progress towards 
harmonization of the relative contributions of various 
countries. To achieve such harmonization it might be 
further recommended that a developed country's official 
net flow to developing countries and multilateral agencies 
should increase more rapidly than its GNP in those cases 
where the ratio of net flow to GNP was less than three-
quarters of 1 per cent. Progress towards harmonization 
would be stimulated by setting a time limit for the 
fulfilment of the target, say 1971. 

15. Without prejudice to the 1 per cent target or to 
the goal for official net flows suggested above, another 
goal for official net flows could be a target for official 
assistance in relation to the government expenditure of 
each developed country, stipulating, for example, that 
aid expenditure should increase at least as fast as total 
government expenditure. 

16. A means of meeting the difficulties now faced in 
increasing the size of budgetary allocations for develop

ment assistance would be to operate aid programmes on 
a revolving fund basis, so that payments of interest and 
amortization would become available for new transfers 
to developing countries. 

17. In the past the establishment, or expanded activity, 
of multilateral agencies has called forth increased efforts 
by economically advanced countries. It is of the greatest 
importance to expand the resources of these agencies, 
particularly the International Development Association 
(IDA) and the regional financing institutions. The delay 
in the replenishment of the resources of IDA is bound 
to have serious effects on the flow of finance to develop
ing countries, and on the average terms at which assis
tance is provided ; and early action on this matter is 
therefore vital. The regional financing institutions also 
deserve strong support, since they can be particularly 
effective in enlisting the best efforts of groups of recip
ients in development activities and in encouraging 
regional co-operation. 

18. The contribution of the private sector to multi
lateral agencies has been inhibited lately by govern
mental reluctance to allow access to private capital 
markets to the agencies for bond issues. Relaxation of 
barriers to bond flotations as well as preferential access 
for multilateral financing institutions to private capital 
markets would make a valuable contribution to the 
expansion of the agencies' activities. 

Chapter I 

Growth and external resources 

19. Over half of the Development Decade has passed 
and there has been virtually no improvement in the rate 
of economic growth of the developing countries as a 
whole. The rate of growth of production in 1960-1966 
was about the same as that attained in the 1950s and 
below the 5 per cent rate established as a goal of the 
Development Decade (see table 1). The rate of growth 
of per capita income, about 2 per cent in 1960-1966, was 
lower than in the preceding decade owing to an 
acceleration in the rate of population increase. From 
the 1950s to the mid 1960s the growth rate of the 
developed market economy countries showed a marked 
increase. Growth in the socialist countries declined over 
the period but remained at relatively high levels. Thus 
although the developing countries' progress has not been 
insignificant it has not been sufficient to narrow the gap 
between their per capita incomes and those of the 
advanced countries. 

20. External financial resources are not intended to 
play a dominant role in the process of development and 
the major contribution to a country's development must 
come from its own resources. At present, over 80 per 
cent of investment in developing countries is financed by 
domestic savings and exports are nearly always a more 
important source of foreign exchange than capital 
inflows. Nevertheless, external development finance can 
act as a vital catalytic agent both by adding to the 
potential investment and output of a developing country 
and by increasing its access to imported technology. 
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TABLE 1 

Growth of real gross product of developing countries by region, 
and of developed countries, 1950-1966 

Annual compound growth rates 
(percentage) 

1950-1955 1955-1960 1960-1966' 

Developing countriesь 4.7 
Per capita 2.8 

Asia 4.0 
Per capita 2.4 

Latin America 5.1 
Per capita 2.3 

Developed market economy countries . . 4.6 
Per capita 3.6 

Socialist countries of Eastern Europe °. . 9.7 
Per capita 8.1 

Sources: UNCTAD secretariat, based on: data supplied by the Statistical Office 
of the United Nations, and United Nations, Statistical Yearbook, various issues; 
OECD, National Accounts of Less-developed Countries, 1950-1966 (Paris, 1968); 
United States Agency for International Development, (USAID) Gross National 
Product (RC-W-138, 31 March 1967) and national sources. 

a Preliminary. 
ь Includes the following African and Middle Eastern countries: Algeria, Congo 

(Kinshasa), Ghana, Kenya, Malawi, Morocco, Nigeria, the former Federation of 
Rhodesia and Nyasaland, Sudan, Tanzania (Tanganyika only), Tunisia, Uganda, 
United Arab Republic, Upper Volta; and Iraq, Israel, Lebanon, Syria. 

0 Gross material product. 
a 1960-1965. 

21. In his 1966 Review, the Chairman of DAC stated 
that in view of the low level and slow rate of improve
ment in the levels of economic productivity in developing 
countries : 

" . . . there can be not doubt that here is still a need 
to expand the contributions made by external assis
tance. The new level reached in 1965 is still consider
ably below the existing estimates of the volume of 
capital and technical assistance which can be effec
tively used by the less-developed countries."1 

Similar views were expressed by the Committee on 
Invisibles and Financing related to Trade when it agreed 
unanimously early in 1967 that : 

" . . . most developing countries could immediately 
put into effective use a greater volume of external 
assistance. " 2 

22. Although successful growth performance is the 
product of many factors, it is instructive to note that 
most of the developing countries that achieved a fairly 
rapid growth of output from 1960 to 1965 are those in 
which the growth of foreign exchange receipts was 
particularly high. As pointed out on page 101 of the 
1967 Annual Report of the International Monetary Fund 
(IMF) : 

" In almost all of the countries where total real 
output was rising rapidly from 1960 to 1965—i. е., by 
7 to over 10 per cent per annum—exports of goods 

and services were rising considerably faster, in some 
cases by as much as 15 to 20 per cent per annum or 
even more. " 

The report also states that : 
" In a considerable number of countries the failure 

to achieve an adequate growth of foreign exchange 
earnings has imposed a brake on the rate of economic 
development and has in some cases entailed grave 
difficulties for the internal management of the econ
omy or severe balance of payments difficulties. " 
23. There is a certain asymmetry between the impor

tance of development finance to developed countries on 
the one hand and to recipients on the other. In the former 
countries development assistance does not always form 
an integral part of government expenditure and is not 
treated on a par with other budget items. It is frequently 
regarded as a residual item and may be strongly in
fluenced by considerations other than international goals 
of economic development.3 By contrast in recipient 
countries foreign aid or increased trade receipts may be 
components of development programmes without which 
complementary domestic efforts would be greatly 
reduced in effectiveness. This does not, of course, mean 
that the volume of foreign exchange receipts is the sole 
factor determining the rate of growth of production. No 
less important is the manner in which developing coun
tries utilize both domestic and foreign resources in the 
development process. However, other things being equal, 
the greater the availability of finance for imports, the 
greater is the potential for economic growth, especially 
for a small country with a limited domestic market. 

Chapter II 
Current flows of external financial resources 

24. Total flows of financial resources (net of amor
tization and capital repatriation) to multilateral agencies 
and recipient countries of Africa, Asia and Latin 
America from developed market economy countries 
increased markedly in 1965 but suffered a setback in 
1966.4 Total net flows had dipped sharply in 1962-1963, 

1 See OECD, Development Assistance Efforts and Policies, 
1966 Review (Paris, 1966), p. 11. 

2 See " Agreed statement on the problems of development " 
{Official Records of the Trade and Development Board, Fifth 
Session, Supplement No. 3 (TD/B/118/Rev. 1, annex II), section 
A, para. 1. 

3 See United Nations, " Factors affecting the ability of devel
oped countries to provide resources to the developing countries : 
report of the Secretary-General" (Official Records of the Eco
nomic and Social Council, Forty-third Session, Annexes, agenda 
item 5, document E/4375). 

4 United Nations reports on financial flows normally refer to 
recipient countries of Africa, Asia and Latin America. Refer
ences in the text relate to these areas where data permit. OECD 
and DAC data include flows to European recipient countries. 
To facilitate comparison table 2 of this study includes data on 
total flows to European recipient countries from twenty-two 
developed market economy countries. The figures in the text 
and tables pertaining to developed market economy countries 
include estimates of net private export credits based on annual 
net changes in government-guaranteed private export credits 
reported by OECD. As it is not at present possible to obtain a 
precise regional breakdown of unguaranteed private export 
credits they have not been included in the text and tables of this 
document. (See Measurement of the flow of resources to devel
oping countries : a report on methodological problems by a 
group of experts appointed by the Secretary-General) (United 
Nations publication, Sales No. : 67.II.D.17) (E/4327), p. 19. 

/ 
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TABLE 2 

The net flow of financial resources a from developed market 
economy countries,b 1960-1966 

($U.S. million) 

1960 1961 1962 1963 1964 1966 e 

I. Recipient countries of Africa, 
Asia andLatin America d 

Bilateral official 3,981 
Bilateral private 2,519 
Net private export credit e . . 382 

II. Multilateral agencies ! 

Official 595 
Private 185 

Sub-total (I + II) . . . 
III. European recipient countries g 

Bilateral official 
Bilateral private 
Net private export credit e . 

Total ( I + 11 + I I I ) h . . 8,242 

4,717 
2,343 
498 

840 
112 

4,977 
1,627 
563 

628 
247 

5,277 
1,821 
467 

407 
—31 

5,183 
2,031 
659 

473 
141 

5,427 
2,881 
537 

574 
248 

5,557 
2,133 
803 

428 
22 

7,662 

404 
60 
116 

8,510 

570 
127 
110 

8,042 

464 
71 
32 

7,941 

452 
111 
122 

8,487 

320 
152 
164 

9,667 

356 
179 
175 

8,943 

382 
181 
187 

9,317 8,609 8,626 9,123 10,377 9,693 

Sources: UNCTAD secretariat, based on: IMF, International Financial Stati
stics, 1961-1967, International Bank for Reconstruction and Development (IBRD) 
tables; OECD, Development Assistance Efforts and Policies, 1967 Review (Paris, 
1967); Geographical Distribution of Financial Flows to Less-Developed Countries'—• 
1960-1964 (Paris, 1966); Geographical Distribution of Financial Flows to Less-
Developed Countries •— 1965 (Paris, 1967); The Flow of Financial Resources to 
Less-Developed Countries, 1961-1965 (Paris, 1967); special questionnaire issued 
jointly by the United Nations Secretariat and IMF. 

a The figures are net of repayment or repatriation of principal, disinvestment 
and retirement; they are not net of reverse flows of capital originating with residents 
of recipient countries or of investment income. 

ь Australia, Austria, Belgium, Canada, Denmark, Federal Republic of Ger
many, Finland, France, Iceland, Ireland, Italy, Japan, Luxembourg, Netherlands, 
New Zealand, Norway, Portugal, South Africa, Sweden, Switzerland, United 
Kingdom and United States. 

c Preliminary. 
d Countries and territories other than (i) those included in notes b and e of 

this table, (ii) the socialist countries of Eastern Europe and Asia, (iii) United States 
overseas possessions and territories except the Trust Territory of the Pacific Islands 
and the Ryukyu Islands. 

e Net change in guaranteed private export credits reported by OECD. For 1966 
these data include DAC members only. 

f Including grants and other contributions, capital subscriptions, repayments 
of loans made earlier by agencies of the developed market economy countries, 
participations and purchases of bonds relating to IBRD, measured net of repayment 
to, and disbursements in, the developed market economy countries, IDA, the 
International Finance Corporation (IFC), the United Nations Development Pro
gramme (UNDP) (Expanded Programme of Technical Assistance and Special 
Fund), the United Nations Children's Fund (UNICEF), the United Nations Fund 
for the Congo (UNFC), the United Nations High Commissioner for Refugees 
(UNHCR), the United Nations Relief and Works Agency for Palestine Refugees 
in the Near East (UNRWA), United Nations Technical Assistance (UNTA), the 
World Food Programme (WFP), the European Development Fund (EDF) and the 
Inter-American Development Bank (IDB). Contributions to the regular budgets of 
the United Nations and specialized agencies are not included. It should be noted 
that activities of multilateral agencies include European recipient countries as well 
as those of Africa, Asia and Latin America. 

s Comprising the following countries and territories; Cyprus, Gibraltar, Greece, 
Malta, Spain, Turkey and Yugoslavia 

h Except for the exclusion of unguaranteed private export credits, the inclusion 
of non-DAC developed market economy countries and the method of calculating 
net flows to multilateral agencies (see note), the method used to calculate the total 
corresponds to that utilized by the Chairman of DAC in his 1967 Review. 

but after recovering in 1964 to a level comparable in 
money terms to that of 1961, were on average about 
14 per cent higher in 1965-1966 than the average for 
the period 1960-1964. However, if export credits are 
excluded, in only two years during 1960-1966 did total 
net flows exceed those of 1961. In 1965 total net flows 
excluding export credits were about $1 billion higher 
than in 1961, but in 1966 the figure was only about 
$100 million above the 1961 total. 

25. The volume of net financial flows from developed 
market economy countries to Africa, Asia and Latin 
America and the multilateral agencies was about 
$9.7 billion in 1965 and about $9 billion in 1966 in 
money terms (see table 2). Nearly three-quarters of the 
increase in 1965 over 1964 and nearly all of the decline 
in 1966 were due to fluctuations in private capital out
flows. Over the period 1960-1966 the total net outflow of 
financial resources from twenty-two developed market 
economy countries amounted to about $59 billion. The 
United States accounted for 51 per cent of this amount, 
France for 15 per cent, the United Kingdom for 9 per cent 
and the Federal Republic of Germany for 7 per cent. 

26. Total net official and private flows to multilateral 
agencies accounted for about 18 per cent of the 1965 
increase in outflows from developed market economy 
countries, but were about 14 per cent lower in 1965 than 
in 1961. In 1966 these flows fell by 45 per cent, 
influenced by a sharp fall in private flows. Official contri
butions to multilateral agencies in recent years have 
remained below the amounts transferred in 1960-1962 ; 
private portfolio investment in multilateral agencies, 
which has fluctuated sharply in the 1960s, was at its 
highest level in 1965, falling to a very low level in 1966. 

27. Gross disbursements from the socialist countries 
of eastern Europe and Asia are estimated to have been 
about $300-$500 million per annum in money terms 
during the period 1960-1966. 

28. Although the great bulk of financial and technical 
assistance flowing to recipient countries is supplied by 
developed countries and multilateral agencies, in recent 
years some recipient countries have also undertaken pro
grammes of technical assistance and, in a smaller number 
of cases, financial assistance and the extension of export 
credits. Among the countries with development assistance 
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programmes are Brazil, China (Taiwan), Israel, Kuwait, 
Mexico, Spain, United Arab Republic, Venezuela and 
Yugoslavia. Within the framework of the Colombo Plan, 
Burma, Ceylon, India, Indonesia, Malaysia, Pakistan, 
Philippines and Thailand have provided technical 
assistance. 

29. There are a number of factors at work which reduce 
the effective, or real, transfer of financial resources to 
developing countries. Amortization payments have been 
an important factor in the apparent slackening of net 
official bilateral development assistance. As a percentage 
of the official gross lending of DAC members amor
tization amounted to about 27 per cent over the period 
1963-1966.5 Furthermore, payments of interest (which do 
not figure in the calculation of the net flows shown in 
table 2) were about 17 per cent of total official gross 
lending by DAC members in 1963-1966. Investment 
income payments by developing countries related to flows 
of private capital are estimated to have been nearly 
$5 billion per year in the mid-1960s, attributable in large 
part to petroleum producers.6 There are, moreover, sub
stantial flows of financial resources from developing to 
developed countries associated with investment decisions 
or with intermittent political and economic events which 
give rise to movements of " flight capital ".7 

30. Increases in the prices of goods and services 
supplied by developed countries have also served to 
reduce the value of total flows of financial resources to 
recipients and multilateral agencies. Furthermore, during 
the I960's increased tying of aid by a number of coun
tries has tended to raise the price of goods supplied 
under assistance programmes above competitive levels. 

Official assistance to recipient countries and multilateral 
agencies 

31. Official net flows to recipient countries and multi
lateral agencies are perhaps the most appropriate indica
tors of development assistance efforts since private flows 
respond primarily to business incentives. Net flows of 
official development finance from developed market 
economy countries have been less subject than private 
capital to large fluctuations. Continuing the expansion 
begun in the 1950s, the official net flow from developed 
market economy countries rose by about $1 billion in 
1961 to nearly $5.6 billion. In 1962-1964 official net flows 
stabilized at about $5.6 billion and then increased to 
$6 billion in 1965, remaining at about that level in 1966. 

32. One of the fastest growing components of net 
official financial flows has been technical assistance as 
economically advanced countries have increased their 

5 The data on interest and amortization payments include 
southern European recipient countries. For a detailed discussion 
of net transfers from developed countries, see below " The terms 
of financial flows and problems of debt servicing " (document 
TD/7/Supp.3), to be found in this volume. 

* See United Nations, " Outflow of capital from the developed 
countries : progress report of the Secretary-General " (Official 
Records of the Economic and Social Council. Forty-third Ses
sion, Annexes, agenda item 5, document E/4374). 

7 Ibid. 

efforts to transfer technical knowledge and skills to 
developing countries. Disbursements for technical assis
tance by developed market economy countries rose by 
about 10 per cent per year in 1964 and 1965, exceeding 
$1 billion in the latter year. In 1966 a further rise of 
about 15 per cent brought total disbursements for techni
cal assistance to $1.2 billion.8 

33. Another important development has been the 
increasing number of consultative groups through which 
interested countries and agencies attempt to co-ordinate 
their programmes for specific recipients. In 1965 about 
38 per cent of total bilateral and multilateral aid to 
Africa, Asia and Latin America was directed to the ten 
developing countries9 from those regions participating in 
consortia and consultative groups, or 14 per cent if India 
and Pakistan are excluded. Turkey and Greece, for 
which consortia have been organized by OECD, received 
54 per cent of bilateral and multilateral aid to European 
recipient countries in 1965. 

34. The flow of resources from the socialist countries 
of eastern Europe and Asia to the developing countries 
takes the following main forms : 

(a) Grants, primarily in the fields of culture, educa
tion and health ; 

(b) Long-term credits on a government-to-govern
ment basis which are granted under bilateral economic 
co-operation agreements ; 

(c) Inter-governmental commercial credit agreements ; 
(d) Commercial credits granted by individual foreign 

trade organizations of the socialist countries in connexion 
with a particular contract ; and 

(e) " Swing " credits under bilateral payments arrange
ments. 

The major share of financial resources provided by 
socialist countries is channelled through the economic 
co-operation agreements. 

35. In recent years the development assistance pro
grammes of the socialist countries have been character
ized by an increase in the number and the geographic 
dispersion of the recipients of new commitments. An
other noteworthy facet of their programmes has been the 
provision, in some cases, for local cost financing. 

36. The socialist countries' commitments fluctuated 
markedly during the 1960s. (See table 3.) In 1962 and 
1963 new commitments by these countries fell to 
$350 million or less from the level of approximately 
$1 billion reached in 1961. In 1964 a high point of 
$1.2 billion was reached. In 1965 and 1966 new commit
ments remained at over $1.1 billion. 

8 OECD, Development Assistance Efforts and Policies, 1965 
Review, op. cit., chap. VII ; 1966 Review, op. cit., chap. VII ; 
1967 Review, op. cit., chap. III. Estimates of the value of 
technical assistance include assistance to southern European 
recipient countries. 

9 Colombia (IBRD) ; Ecuador (IDB) ; India (IBRD) ; Malay
sia (IBRD) ; Nigeria (IBRD) ; Pakistan (IBRD) ; Republic of 
Korea (IBRD) ; Sudan (IBRD) ; Thailand (IBRD) ; Tunisia 
(IBRD). Indications in parentheses refer to organizing institu
tions. 
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TABLE 3 

Socialist countries of eastern Europe and Asia: new commitments 
of bilateral economic assistance to developing countries, 1960-1966a 

($U.S. million) 

Country of origin 

Poland 
Romania 
USSR 

1960 

. . 868 

45 
115 
27 

. . 34 
65 

582 

1961 

1,256 

23 
165 
198 
79 

134 
119 
116 
422 

1962 

316 

2 
11 
1 

88 

214 

1963 

350 

6 
88 
20 

23 
8 

205 

1964 

1,246 

305 
118 
71 
10 
54 
70 

618 

1965 

1,125 

43° 
77 
53 

132 
52 
22 

100 
646 

1966b 

1,147 

30 
6 

192 

52 

867 

Sources: UNCTAD, " Review of trade relations among countries having different economic and social systems : report 
of the UNCTAD secretariat " (Official Records of the Trade and Development Board, Fifth Session, Annexes, agenda item 9, 
documents TD/B/128/Add.l-3), part two, (document TD/B/128/Add.2), table 14; United Nations, World Economic Survey 
1965, Part 1, The financing of economic development (United Nations publication, Sales No.: 66.II.C.1), table IV-1 and 
"International flow of long-term capital and official donations, 1961-1966: report of the Secretary-General " (E/4371), 
table 3. 

a Data refer only to credits and grants reported in announcements referring to specific countries ; they may differ from 
the totals actually granted by the socialist countries, 

b Preliminary. 
° Total for 1964 and 1965. 

37. Average annual gross disbursements from the 
socialist countries in the 1960s may have been about 
$300-$500 million. Credit flows from the Soviet Union to 
developing countries associated with exports of complete 
plants and installations amounted to $137 million in 
1961, rising continuously to $296 million in 1964.10 For 
the period 1954-1965 disbursements of credits by the 
Soviet Union associated with exports of complete plants 
and installations amounted to about 36 per cent of its 
new commitments.u 

38. Precise information is not available regarding net 
disbursements of financial resources by the socialist 
countries of eastern Europe and Asia. OECD has esti
mated that net bilateral disbursements by these countries 
amounted to about $300 million in 1961, $400 million 
in 1962, $375 million in 1963 and 1964, and $325 mil
lion in 1965. Contributions to United Nations technical 
assistance and relief programmes amounted to $10 mil
lion per year.12 

39. Total new commitments of all DAC countries 
together continuously exceeded gross disbursements from 
1960 to 1966.13 The gap between the two items narrowed 

"See World Economic Survey, 1965, Part. I, op. cit., p. 98 
and table IV-2. 

11 See " Review of trade relations among countries having 
different economic and social systems : report of the UNCTAD 
secretariat " op. cit., part two, (document TD/B/128/Add.2), 
para. 90. 

12 See OECD, The Flow of Financial Resources to Less-
developed Countries, 1961-1965, op. cit., p. 58. 

13 See OECD, 1966 Review, op. cit., Statistical Annex, part I, 
table 8 ; 1967 Review, op. cit., chap. III. These data on dis
bursements and commitments include southern European reci
pient countries. 

greatly in 1965 as commitments fell sharply from their 
very high 1964 level and disbursements rose to a peak 
for the period 1960-1965. (See table 4.) Although in 1966 
new commitments increased by about $1 billion while 
gross disbursements rose by less than $250 million, the 
outlook is clouded by the tendency of disbursements to 
exceed new commitments in three of the major suppliers 
of assistance. Over the period 1964-1966 gross disburse
ments by the Federal Republic of Germany, the United 
Kingdom and the United States often exceeded their new 
commitments. Unless new commitments increase con
siderably, an expected rise in official disbursements in 
1967 may reduce the funds in the pipeline, increasing 
the likelihood of a slow-down or decline in future net 
official bilateral outflows to developing countries. Indeed, 
without an increase in the programmes of the major 
countries the rapid expansion of the aid programmes 
of some of the smaller countries will not be sufficient to 
ensure a continuous strong expansion of total official 
bilateral disbursements. 

40. The aid commitments undertaken by particular 
developed countries are the result of many interrelated 
factors, including international political considerations, 
special relationships with specific recipient countries, 
parliamentary and public attitudes toward assistance pro
grammes, and the condition of the domestic economy 
and the balance of payments. The present outlook for 
an increase in total commitments is particularly affected 
by concern over balance of payments positions and 
budgetary factors. 

41. There is a general tendency to overstate the 
balance of payments burden associated with aid pro
grammes, and to exaggerate the scope for foreign ex
change savings associated with cuts in foreign aid. Even 
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TABLE 4 

Total official bilateral commitments and gross disbursements 
of DAC countries, 1960-1965 a 

($U.S. million) 

1961 1962 1963 1964 1965 1966 

Australia 
Commitments 66b 

Gross disbursements 66 
Austria 

Commitments 
Gross disbursements — 

Belgium 
Commitments 86b 

Gross disbursements 86 
Canada 

Commitments 58 
Gross disbursements 48 

Denmark 
Commitments — 
Gross disbursements 1 

Federal Republic of Germany 
Commitments 309 
Gross disbursements 282 

France 
Commitments 
Gross disbursements 837 

Italy 
Commitments 64d 

Gross disbursements 107 
Japan 

Commitments 75b 

Gross disbursements 75 
Netherlands 

Commitments 32 
Gross disbursements 32 

Norway 
Commitments 1 
Gross disbursements 1 

Portugal 
Commitments 40 
Gross disbursements 37 

Sweden 
Commitments 
Gross disbursements 1 

United Kingdom 
Commitments 392 
Gross disbursements 345 

United States 
Commitments 3,943 
Gross disbursements 2,810 

TOTAL 
Commitments 5,905 
Gross disbursements 4,728 

73" 
73 

1" 
1 

71b 
71 

96 
50 

2 
3 

472 
401 

918 

205 
128 

102b 
102 

40 
38 

1 
1 

65 
39 

2 
2 

475 
442a 

4,116 
3,501 

6,639 
5,767 

74b 
74 

6 
6 

66b 
66 

61 
47 

1 
1 

473 
399 

900 

131 
140 

117b 
88 

22 
48 

4 
1 

42 
42 

3 
3 

578 
408a 

4,789 
3,624 

7,267 
5,846 

78b 
78 

1 
8 

76b 
76 

125 
92 

7 
1 

686 
471 

852 
852 

154 
185 

215 
141 

30 
19 

3 
2 

54 
51 

8 
7 

475 
413 

3,877 
3,810 

6,643 
6,207 

93b 
93 

18 
17 

79b 
80 

153 
115 

6 
3 

468 
518 

1144 
859 

155 
155 

166 
126 

46 
34 

2 
3 

43 
68 

10 
14 

751 
500 

5,383 
3,602 

8,520 
6,185 

130" 
109 

39 
39 

104b 
105 

215 
108 

9 
5 

582 
597 

1034 
787 

282 
171 

269 
251 

80 
49 

5 
4 

33 
31 

11 
18 

437 
496 

3,533 
3,758 

6,762 
6,527 

136° 
115 

81 
50 

82b 
78 

218 
206 

17 
11 

479 
559 

969 
771 

455 
157 

313 
260 

73 
51 

6 
5 

43 
33 

50 
24 

450 
530 

4,462 
3,899 

7,833 
6,748 

Sources: OECD, 1966 Review op. cit., statistical annex, part I, table 8; and 1967 Review, op. cit., table Ш.2. 
a Including European recipient countries. c Including disbursements to Papua and New Guinea. 
b Partly on a gross disbursement basis. d Incomplete figure. 
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if aid were untied, the balance of payments saving 
resulting from a cut in aid would not equal the full 
amount of the cut but only that proportion which 
would not be re-spent in the countries supplying 
assistance. Since tying is widespread, and since, in 
particular, the deficit countries are tying most of their 
aid, the balance of payments argument for reduced aid 
programmes has lost its validity. 

42. Assistance programmes also face severe competi
tion from other programmes for budgetary appro
priations. At present net disbursements of development 
assistance are a small and in many cases a declining 
proportion of government expenditure in developed coun
tries. This unfavourable situation is partly the outcome 
of high levels of defence and space expenditures in indus
trial countries and of the fact that many of these coun
tries have become increasingly conscious of their own 
residual sectors of poverty, with the result that it is 
easier to get the necessary political support for domestic 
programmes than for external assistance. 

43. One way of meeting some of the difficulties which 
aid programmes often face in passing through legislatures 
would be to operate the aid programmes on a revolving 
fund basis, so that repayment of interest and amor
tization on past debts would automatically become 
available for fresh assistance to developing countries. 
Even apart from this, the revolving fund idea has much 
to commend it, for the present practice in many countries 
of considering budgetary expenditures on a gross basis, 
i.e., without taking account of return flows from earlier 
aid operations, can easily exaggerate the real size of 
development assistance and distort its fiscal incidence. 

44. The scale of international development needs has 
led to general agreement that a substantial transfer of 
resources to the developing countries will be required for 
many years to come. Because of its limited volume and 
inherent volatility, private investment alone cannot be 
relied upon to bring about this result and it is therefore 
necessary to lay particular emphasis upon the role of 
official development assistance policies. Ideally, it would 
be most desirable that countries should establish ade
quate aid programmes and maintain them regardless of 
changing economic conditions. It is doubtful whether 
cuts in aid commitments are an appropriate or effective 
means of dealing with temporary difficulties. However, 
if steps to insulate aid programmes from fluctuations in 
the economic situation are not feasible, it would at least 
be desirable to ensure that aid does not bear a dispro
portionate share of adjustments to domestic or inter
national pressures. 

45. Over the period 1956-1961, in only one year, 1959, 
did combined total net official flows from developed 
market economy countries decline as a percentage of 
their combined GNP. A peak of 0.57 per cent was 
reached in 1961. However, from 1962 onwards there 
was not a single year in which net official flows increased 
in relation to the combined GNP. By 1966 the ratio 
of net official flows to GNP had declined to 0.42 per 
cent, a figure equal to that recorded in 1957 and only 
slightly higher than the 0.37 per cent of 1956. This 
decline in the 1960s reflected the relatively rapid growth 
of gross output in most developed countries as well as 

the lagging net official disbursements of the major 
supplies of external resources. 

46. In order to reverse the present tendency for 
official aid to decline relatively to GNP, a feasible aim 
for official development assistance programmes would 
appear to be that, as a minimum, the rate of increase of 
official flows (net of amortization) to recipients and 
agencies from each economically advanced country 
should not fall below the rate of growth of its GNP. This, 
however, would not be sufficient to ensure progress 
towards harmonization of the various development 
assistance programmes. To achieve such harmonization 
it might be further recommended that the net official 
flow to developing countries and multilateral agencies 
should increase more rapidly than GNP in those cases 
in which the ratio of net official flows to GNP was less 
than three-quarters of 1 per cent. Progress towards 
harmonization of net official flows could be encouraged 
by the establishment of a time-limit for the fulfilment of 
the target, say 1971. The present situation in this respect 
is set forth in table 5. 

TABLE 5 

Sixteen developed market economy countries: net official 
flows a as a percentage of GNP and total budget expenditure, 1965 

Country GNP'1' Total budget 
expenditure c 

Australia 0.52 2.87 
Austria 0.40 1.44 
Belgium 0.70 2.79 
Canada 0.26 1.59 
Denmark 0.08 0.47 
Federal Republic of Germany 0.38 3.74 
France 0.81 1.69 
Italy 0.14 0.65 
Japan 0.28 2.17 
Netherlands 0.36 1.53 
Norway 0.14 0.64 
Portugal 0.49 
Sweden 0.19 0.75 
Switzerland 0.02 0.26 
United Kingdom 0.45 1.43 
United States 0.50 2.84 

Source: UNCTAD secretariat, based on net official flows, see table 2; GNP: 
United Nations, Yearbook of National Accounts Statistics, 1965 (United Nations 
publication, Sales No.: 66.XVII.2); net official flows as a percentage of total 
budget expenditure : " Factors affecting the ability of developed countries to provide 
resources to the developing countries: report of the Secretary-General", op.cit., 
table 8. 

a Net official flows to recipient countries of Africa, Asia and Latin America and 
multilateral agencies. 

ъ At market prices. 
c The budget expenditure figures used in the calculation of ratios refer to those of 

the central government pi us the net results of the current operations of government 
trading enterprises ; they include transactions in goods and services, transfers and 
transactions in financial assets, but exclude transactions in financial liabilities. 
The budget figures for Australia, Sweden and the United States refer to fiscal years 
ending 30 June, and for Denmark and Japan to fiscal years ending 31 March. Data 
for total budget expenditures expressed in national currencies have been converted 
into United States dollars at the average annual exchange rate. 

47. It would also be desirable to halt the present 
tendency for official aid programmes to decline as a 
proportion of total government expenditure. To this end 
it may well be useful to consider the establishment of a 
target for net official flows in relation to government 
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expenditure. Without prejudice to the 1 per cent develop
ment assistance target or to the goal for official net 
flows suggested above, as a minimum first step it might 
be agreed that the net flow of official resources to 
agencies and recipient countries from each country 
should increase at least as fast as total government 
expenditure. 

48. Evaluation of development assistance efforts based 
solely on the ratio of financial flows to GNP or govern
ment expenditure does not reflect the relative per capita 
incomes of various suppliers of financial resources, nor 
does it bear any specific relationship to the requirements 
of the recipient countries. There have therefore been 
suggestions for the introduction of an element of 
progressivity into national aid contributions. For exam
ple, the study of an international fiscal system has been 
mentioned as a possible first step toward the establish
ment of a basis for the international redistribution of 
income. Although there is little chance of the early 
adoption of ideas along these lines, such a system has 
much to commend it and is in the long ran no more 
impracticable than progressive taxation at the national 
level. 

Multilateral assistance to recipient countries 
49. The difficulties encountered by developing coun

tries in obtaining substantially increased bilateral flows 
and in securing firm commitments for periods long 
enough to allow co-ordination of external finance with 
development plans have given rise to suggestions for 
an increase in the share of multilateral agencies in pro
viding financial assistance. It was agreed unanimously at 
the first session of the Conference, by recommendation 
A.IV.4 (para. I (d)), that there should be encouragement 
for the "channelling of external resources, whenever 
possible and appropriate, through multilateral institu
tions—including regional development institutions ".14 

" See Proceedings of the United Nations Conference on Trade 
and Development, vol. I, Final Act and Report (United Nations 
publication, Sales No.: 64.II.B.11), p. 42. 

50. Although bilateral flows have been, and most prob
ably will continue to be, the most important component 
of development assistance, there is a strong case for 
greater use of multilateral channels based on con
siderations of objectivity and efficiency. Multilateral 
agencies may be better able than national agencies to 
adopt and implement objective criteria for the granting 
of aid and they may also be able to administer aid pro
grammes more efficiently and with greater economy. 
Complications are apt to arise where countries receive 
aid from a multiplicity of sources, each employing a 
different language, applying different standards and 
offering different terms and conditions. Moreover, 
experience seems to show that multilateral agencies may 
be more successful than national agencies in securing 
fulfilment of obligations assumed by recipient countries 
with respect to their development programmes. Co-or
dination of aid through consortia and consultative 
groups represents an effort to reconcile the desire of 
developed market economy countries to retain control 
over the bulk of their aid expenditures with the need 
to harmonize a variety of bilateral programmes. 

51. In addition to providing grants and loans for 
investment purposes the multilateral agencies have com
plemented the activities of individual countries in the 
field of technical co-operation with significant contribu
tions in pre-investment activities, agricultural training, 
assistance in the formulation of monetary, fiscal and 
exchange policies, and the preparation of development 
projects and programmes. 

52. The total net disbursements of multilateral institu
tions in recipient countries of Africa, Asia and Latin 
America grew steadily during the period 1960-1966. (See 
table 6.) However, in 1963-1965 net disbursements by 
IBRD declined from the level reached in 1962 as repay
ments fell due on previous loans. In 1966 net disburse
ments from IBRD reached a peak for the period 1960-
1966. The decline in net disbursements of IDB in 1965 
was due to payment of subscriptions by recipient coun
tries : disbursements less repayments on previous loans 

TABLE 6 

Net flow of resources from multilateral agenciesa 

to recipient countries of Africa, Asia and Latin America, 1960-1966 
(8U.S. millions) 

EDF . . . . 
IBRD . . . . 
IDA . . . . 
IDBb . . . . 
IFC 
United Nations 

Agency 

; agencies . 

1960 

. . . . 3 

. . . . 259 

. . . . —23 

. . . . —69 

. . . . 13 
. . . . 105 

Total 288 

1961 

16 
197 

—37 
—107 

9 
148 

226 

1962 

55 
271 

—26 
33 
12 

157 

502 

1963 

67 
249 
42 

140 
7 

198 

703 

1964 

84 
231 
95 

168 
10 

206 

794 

1965 

104 
256 
259 
70° 

9 
198 

896 

1966 

112 
300 
256 
185 
20 

200a 

1,073 

Sources: UNCTAD secretariat, based on OECD, Geographical Distribution 
of Financial Flows to Less-Developed Countries, 1960-1964 and 1965 op. cit.; and 
reports of multilateral agencies. 

a Grants and loans less subscriptions and contributions (regardless of whether 
they have been made in the currency of the recipient country or in other currencies) 
and participations and repayments where relevant. 

b Of which Social Progress Trust Fund : 
1960 1961 1962 1963 1964 1965 1966 
~ 2 23 66 65 68 66 

c Total subscriptions of currencies and non-negotiable obligations by recipient 
countries to IDB were $101 million in 1965. Disbursement net of repayments 
from IDB in 1965 were $171 million (including Social Progress Trust Fund). 

d Estimate. 
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were at almost the same level in 1965 as in 1964. At 
the end of 1966, IDB had uncommitted resources of 
only $567 million. For multilateral agencies as a whole 
disbursements in 1963-1966 were well in excess of 
receipts. This resulted in a steady depletion of the 
resources of some of these agencies, in particular IDA, 
whose replenishment is now under discussion. At the 
close of the fiscal year 1966/67 IDA's undisbursed 
resources amounted to $87 million, but these funds were 
either formally committed or earmarked for projects 
under appraisal or negotiation. 

53. Access by multilateral agencies to the private 
capital markets of developed market economy countries 
has been restricted in recent years. IBRD, whose strong 
credit standing is unquestioned, is currently faced with 
the prospects of inadequate resources. According to 
IBRD's own estimate, it would need at least $400-
$500 million annually over the next few years to meet its 
undisbursed commitments and its maturing debt.15 

However, because of the growing reluctance of govern
ments to allow the issue of its bonds on their national 
capital markets, IBRD does not feel confident of its 
ability to raise all needed funds through the sale of 
bonds. The Governors of IBRD therefore decided in 
1967 to cut drastically to $10 million the transfer to IDA 
out of net income of IBRD, and to allocate the entire 
remaining income to IBRD's Supplemental Reserves, 
thereby reducing its need for new bond issues. Previous 
transfers to IDA were $50 million in 1964 and $75 mil
lion in both 1965 and 1966. Thus the squeeze on IDA 
resulting from delay in replenishing its resources by 
direct government subscription was compounded by the 
sharp reduction in the Bank's transfer out of its net 
income. 

54. In the past, financing the establishment, or expand
ed activity, of multilateral agencies has called forth 
increased development assistance efforts by economically 
advanced countries. Support of regional development 
banks should also lead to an increased outflow to multi
lateral institutions. Regional institutions have a great 
potential for eliciting joint efforts from developing coun
tries. Their potential promotion of regional integration 
and co-operative projects is an example of a particularly 
effective use of external development finance. To maintain 
the expanded scale of its activities IDB has recently 
requested that its capital resources be increased by 
$2.2 billion, $1 billion for IDB's callable capital and 
$1.2 billion for the Fund for Special Operations. These 
proposed increments would take place in 1968 and 1970 
in the case of the callable capital and, beginning at the 
end of 1967, in three equal instalments for the Fund for 
Special Operations. The Asian Development Bank has 
now received pledges for its initial subcription of 
$1 billion and the African Development Bank has com
menced its operations with capital resources set at 
$250 million. Although it would be premature to call for 

15 See statement by the representative gf the International 
Bank for Reconstruction and Development at the 13th meeting 
of the Sessional Committee on IBRD transfers to the Inter
nationa] Development Association (Trade and Development 
Board document TD/B/SC.7/L.4). 

an immediate increase in the ordinary capital of the 
African and Asian Development Banks, their need for 
funds for concessional loans is in the longer run no less 
urgent than that of IDA and IDB. 

Private capital flows 

55. Private long-term investment, direct and portfolio, 
which on average has accounted for under one-third of 
the total capital flow from developed market economy 
countries in the years 1960-1966, increased sharply in 
1965 but fell by about 26 per cent in 1966. The rise 
in 1965 took place despite restraints on the outflow of 
private capital imposed by the United Kingdom and the 
United States in 1965 owing to balance of payments 
difficulties, but these restraints may have contributed to 
the decline in private flows in 1966.16 

56. While subject to fluctuations private export credits 
have expanded considerably over the period 1960-1966 
in response not only to the export promotion goals of 
developed countries but also to a need to satisfy strong 
demands for capital in recipient countries, even on terms 
and conditions which may be harmful to development.n 

57. The relative share of recipient countries of Africa, 
Asia and Latin America in total flows of direct private 
investment reported to IMF in 1961-1965 was below 
their relative share in 1958-1960. Furthermore, the 
average absolute level of recorded direct investments in 
these countries in 1961-1965 was below those of the 
earlier period. In 1963-1965 recorded direct investment 
increased, but not sufficiently to allow an increase in the 
share of developing countries in the total relative to the 
late 1950s.18 

58. Outflows from the private sector of the developed 
market economies in the 1960s have been characterized 
by wide fluctuations. In view of the volatile nature of 
private capital flows it would be difficult to forecast the 
volume of these flows in the future. Current national and 
international efforts to provide incentives and safeguards 
to private investors may, however, in addition to stimu
lating the outflow of private capital, add an element of 
stability to this flow. The incentive programme of the 
United States is the largest in scope—nearly $860 mil
lion in investment guarantees were provided in the fiscal 

18 The United Kingdom programme of restraints did not until 
May 1966 distinguish between developed and developing coun
tries. The United States interest equalization tax exempts devel
oping countries. The present guidelines to United States finan
cial institutions specify that 90 per cent of the outflow of funds 
permitted under the voluntary ceiling should be directed to 
loans to developing countries or to export credits. Guidelines 
to United States non-financial corporations specify that " non-
export credits and investments in less-developed countries should 
be given priority second only to that for export financing ". 
See Federal Reserve Bulletin, December 1966, pp. 1753-1760. 

17 See below " The terms of financial flows and problems of 
debt servicing " document TD/7/Supp.3), to be found in this 
volume. 

18 See Marcus Diamond, " Trends in the flow of international 
private capital 1957-65" (IMF Staff Papers, March 1967), 
table 5. 
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year 1964/65 and $1.1 billion in 1965/66.19 Among 
the other countries which provide insurance schemes or 
other incentives to investors in developing countries are 
Australia, Austria, Denmark, Federal Republic of Ger
many, Japan and the Netherlands. Detailed studies of the 
promotion of private investment in developing countries 
are found elsewhere.20 

59. In addition to the above bilateral measures 
applying to direct investment the private capital markets 
of some developed countries have become accessible to 
a limited number of developing countries.21 At present 
only one country, the United States, has allowed, through 
the operation of the interest equalization tax, pre
ferential treatment of developing countries utilizing its 
capital market. Although tax exemptions and govern
ment guarantees can facilitate use of private capital 
markets by developing countries, systems of interest 
subsidies would offer the most certain way of reducing 
the cost to developing countries of borrowing on capital 
markets. 

60. As regards international measures to encourage 
private investment in developing areas, a report has been 
submitted by OECD to IBRD on the possible creation 
of a multilateral investment insurance scheme. This 
matter is at present under consideration by the Executive 
Director of IBRD.22 The OECD is also engaged in 
formulating a convention for the protection of private 
property with the intent of fostering a greater flow of 
private capital to developing countries. The Convention 
on Settlement of Investment Disputes between States and 
Nationals of other States, approved by the Executive 
Directors of IBRD in March 1965, has now come into 
force. Furthermore, the private sector has itself initiated 
international programmes to promote the flow of private 
investments. The Atlantic Community Development 
Group for Latin America (ADELA), for example, is 
engaged in a programme involving equity investments in 
Latin America, as well as loans to firms in countries of 
the region. 

19 It should be noted that the figures for total guarantees may 
involve double counting to the extent that the investment may 
require more than one guarantee depending on the risks to be 
covered. Taking into account the further fact that some guar
anteed investments would have occurred in the absence of the 
guarantee programme, it has been estimated that the total 
additional investment attributable to the United States pro
gramme was less than $150 million in 1965. See Chase Man
hattan Bank, World Business (July 1966), pp. 4-7. 

20 United Nations, Foreign investment in developing countries 
(United Nations publication, Sales No. : E.68.II.D.2) and United 
Nations Industrial Development Organization, " Tax incentives 
for industrial development" (ID/CONF.1/22). 

21 United Nations, " Factors affecting the ability of developed 
countries to provide resources to the developing countries : report 
of the Secretary-General ", op. cit. 

22 See " Report by the International Bank for Reconstruction 
and Development on the status of its studies on multilateral 
investment guarantees : note by the Secretary-General of 
UNCTAD " {Official Records of the Trade and Development 
Board, Third Session, Annexes, agenda item 4, document TD/ 
B/55), and " Second report on the status of studies by the 
International Bank for Reconstruction and Development on 
multilateral investment guarantees : note by the Secretary-
General of UNCTAD " (Jbid., Fourth Session, Annexes, agenda 
item 3, document TD/B/98). 

The distribution of external development finance 

61. During 1960-1965 net flows of multilateral finance 
and official bilateral finance from developed market 
economy countries increased to each of the three 
major developing regions. After a sharp increase 
in 1961 the share of Latin America remained relative
ly stable at about 17 per cent. Asia's share, after 
a decline in 1961-1962, recovered to over 50 per cent 
in 1965. The share of Africa as a whole experienced 
a relative decline, from about 35 per cent in 1960 to 
about 27 per cent in 1965. This decline was due to a 
decline in the share of north Africa ; the share of Africa 
south of the Sahara increased from about 16 per cent of 
total net flows in 1960 to about 19 per cent in 1965.23 As 
regards private capital in the 1960s, although the 
available data do not permit exact allocation of all flows, 
it would appear that of the three regions, Latin America 
received the largest proportion, with Africa and Asia 
following in that order. 

62. Outflows from individual developed market eco
nomy countries tend to be concentrated upon a relatively 
small number of recipient countries and, by the same 
token, recipient countries may derive a large proportion 
of their external finance from only one or two sources. 
For example, over 60 per cent of USAID economic 
assistance in the fiscal year 1965/66 was channelled to 
three countries.24 In 1964/65, over 90 per cent of French 
net official aid was directed to the franc area. Over 
70 per cent of net bilateral flows from the United King
dom in 1964/65 was directed to the Commonwealth, 
v/ith four countries receiving over 60 per cent of net 
flows to Commonwealth members.25 Patterns of concen
tration are common among other developed countries 
but their share of the total net flows to regions and 
individual countries is usually smaller than those cited 
for the larger developed market economy countries. 

63. Concentration of inflows is more marked in some 
individual countries. Brazil, India and Pakistan, for 
example, received in 1964-1965 over 60 per cent of their 
total net bilateral and multilateral finance from the 
United States. In Africa, France and the United Kingdom 
are major sources of external finance for individual 
countries. France accounted for over 80 per cent of 
Algeria's bilateral and multilateral receipts in 1964-1965 
and the United Kingdom accounted for over 80 per cent 
of Kenya's in the same period. 

64. The per capita flow of net official and multilateral 
resources is one measure of the intensity of the potential 
contribution of these external flows to the development 
of a recipient country. There were substantial disparities 
in average per capita aid inflows from developed market 
economy countries and multilateral agencies to various 
developing sub-regions in 1960-1965. The average ranged 
from $2.34 (South Asia) to $12.21 (North Africa). 
However, there has been a considerable narrowing of 
the range of annual averages of seven sub-regions. The 

23 Oceania and unallocated flows accounted for about 5 per 
cent of the total during the period. 

24 Brazil, India, Republic of Viet-Nam. 
25 India, Kenya, Nigeria, Pakistan. 
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decline of average annual per capita aid to North Africa 
from the very high levels of over $14.00 in 1960-1961 to 
about $8.00 in 1965 was particularly marked. Among the 
other regions, in 1960 the highest average $5.54 (Middle 
East), was 6.5 times as large as the lowest, $0.85 (South 
America). In 1965 the highest average $5.22 (Middle 
East), was less than twice as large as the smallest, $2.95 
(South Asia). Preliminary data for 1966 indicate that 
the tendency toward more comparable per capita flows 
continued. 

65. In four sub-regions with the lowest averages in 
1960—South America, South Asia, North and Central 
America, and Africa south of the Sahara—per capita 
aid increased over the period 1960-1965. In all four areas 
multilateral agencies made a major contribution to the 
increase in per capita aid. In two sub-regions, the Middle 
East and the Far East, expansion of multilateral pro
grammes offset a decline in net bilateral disbursements. 
An expansion of the activities of multilateral agencies, 
and in particular of the regional institutions, could there
fore make a further significant contribution to a more 
balanced regional distribution of per capita aid. 

66. There is considerable variation among recipient 
countries with respect to the net inflow of capital per 

capita. The dispersion of countries shown in table 7 
suggests that income per head is not an important in
fluence on the distribution of external development 
finance. The data indicate, however, that small countries 
generally tend to receive above average inflows per head 
and that many low-income countries tend to receive 
below average inflows per head. It should be borne in 
mind that it is often the low-income countries that have 
greatest difficulty in expanding or diversifying their 
exports, and that these countries are also frequently 
unable to provide strong attractions to foreign private 
capital. Thus their requirements for external assistance 
are particularly pressing : there is need for a development 
strategy that would take this consideration into account. 

Chapter HI 

The development assistance target 

67. In 1960 the General Assembly of the United 
Nations, in its resolution 1522 (XV) recommended "that 
the flow of international assistance and capital should 
be increased substantially so as to reach as soon as 

TABLE 7 

Forty countries: net capital inflows, per capita and gross domestic product (GDP)a 

per capita 1963-1965 

Average net capital inflow 
per capita (SUS) 

Over 100 

50-99 

40-49 

30-39 

20-29 

15-19 

Over 700 

Israel 

— 
— 

— 

— 

— 

600-699 500-599 
Average GDP per capita6 (SUSJ 

400-499 300-399 Z00-299 100-199 Under 100 

0-4 

Surinam 

Costa 
Rica 

Panama 

Jordan 

Libya Tunisia 

Uruguay 

Mexico 

Chile _ _ 
Malaysia 

Dominican Bolivia 
Republic Ghana i Republic 

Nicaragua ( ofViet-Nam 

Colombia 
El Salvador 
Honduras 
Paraguay 

China 
(Taiwan) 

Guatemala 

Morocco 
Pakistan 
United 
Arab 

Republic 

Less than 0 

Argentina 

Venezuela 

Brazil 
Ecuador 

Iraq 
Syria 

Iran 

Sudan 
Ceylon 

Philippines 
Thailand 

Ethiopia 
Nigeria 
Burma 
India 

Sources: UNCTAD secretariat, based on: IMF, Balance of Payments Yearbook and United Nations, Yearbook of National Accounts Statistics, 1965 op. cit., and 
Monthly Bulletin of Statistics, January 1967. 

a At market prices. 
b Per capita GDP data for 1964 were used as the basis for classifying countries. 
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possible approximately 1 per cent of the combined 
national incomes of the economically advanced coun
tries". In 1961, the 1 per cent target was reaffirmed by 
the General Assembly in its resolution 1711 (XVI) in 
connexion with the initiation of the Development Decade, 
and in 1964 the United Nations Conference on Trade and 
Development at its first session recommended that each 
economically advanced country should, at a minimum, 
endeavour to reach the 1 per cent target which was 
defined in terms of certain net capital flows.26 In 1965, 
the DAC urged its member governments to " attain and 
if possible exceed " the UNCTAD target.27 

68. In reaffirming the target in connexion with the 
Development Decade in 1961, the General Assembly had 
before it a report which presented a comparison of out
flows of financial resources to developing countries and 
multilateral agencies to the combined gross domestic 
products of the developed countries.28 Opening the 
debate on this matter in the Second Committee of the 
General Assembly at its sixteenth session, the Under-
Secretary for Economic and Social Affairs stated that 
the current annual value of capital transfers from the 
industrial countries to the rest of the world represented 
0.8 per cent of their aggregate gross national income.29 

On the basis of this information the General Assembly 
noted in its resolution 1711 (XVI) "that the flow of 
capital towards the less developed countries in the years 
1951-1959 was less than 1 per cent of the combined 
national incomes of the economically advanced coun
tries " and called again for a substantial increase in the 
flow of capital so as to reach the 1 per cent target. It 
would therefore appear that the General Assembly 
intended the term " national income " to be understood 
in a gross rather than a net sense, particularly since it 
followed from the report which the Assembly had before 
it that the achievement of the 1 per cent target defined 
in terms of net national income at factor cost would not 
have required a substantial increase in capital flows : 
indeed, in terms of net national income the target had 
already been achieved. Subsequent United Nations and 
UNCTAD documents have followed the intent of the 
General Assembly and have continued to discuss the 

26 See Proceedings of the United Nations Conference on Trade 
and Development, vol. I, Final Act and Report (United Nations 
publication, Sales No. : 64.II.B.11), pp. 43-44. The definition, 
given in a footnote to the recommendation, is as follows : 
" Official cash grants and grants in kind (including grants for 
technical assistance) ; sales of commodities against local curren
cies ; government lending for periods exceeding one year (net 
of repayment of principal) ; grants and capital subscriptions to 
multilateral aid agencies, and net purchases of bonds, loans and 
participation from those agencies ; private capital on the basis 
of net long-term movements, originating with residents of the 
capital-exporting countries ; they are thus net of repatriation of 
principal, disinvestment and retirement of long-term loans, 
portfolio assets and commercial debt. They are not net of 
reverse flows of capital originating with residents of the less 
developed countries, nor of investment income. " 

"See OECD, 1965 Review, op. cit., annex A, p. 115. 
28 United Nations, International flow of long-term capital and 

official donations, 1951-1959 (United Nations publication, Sales 
No. : 62.II.D.1). 

29 See Official Records of the General Assembly, Sixteenth 
Session, Second Committee, 717th meeting. 

1 per cent target in terms of the gross income or product 
concept.80 

69. Outside the United Nations gross national account
ing concepts have been widely used in the calculation of 
the target ratio both by governments and by professional 
economists.31 In considering the differences in assistance 
efforts among DAC countries the Chairman of DAC in 
1961 reported that the flow of official resources to reci
pient countries and multilateral agencies was on average 
0.8 per cent of GNP at factor cost for all DAC coun
tries.82 In 1963 and 1964 the analysis of capital flows 
in the DAC Chairman's Review also referred to the gross 
national products of DAC members. In his 1963 Review, 
the DAC Chairman stated : " The most important factor 
in any effort to compare levels of assistance is, of course, 
the economic and financial potential of a country, which 
is broadly measured by the size of its gross national 
product. "S3 In the Reviews of 1965 and 1966, however, 
data on the target were presented on the basis of net 
national product at factor cost. In the 1967 Review it is 
reported that the matter is expected to be considered 
by the DAC in connexion with the second session of the 
United Nations Conference on Trade and Development. 

70. Professional opinion appears to favour the inter
pretation of national income in a gross sense in con
nexion with the assistance target. In its final report the 
United Nations group of experts on the measurement of 
the flow of resources to the developing countries has 
advocated use of gross national product at market prices 
as the most suitable denominator for the target ratio.34 

71. Following the recommendations of the United 
Nations expert group, table 8 presents the ratios of net 
flows of financial resources, including net changes in 
guaranteed private export credits, to the GNP at market 
prices of developed market economy countries in the 

30 See the following United Nations reports : International 
Flow of Long-term Capital and Official Donations, 1951-1959, 
op. cit., p. 11 ; International Flow of Long-term Capital and 
Official Donations, 1959-1961 (United Nations publication, Sales 
No. : 63.II.D.2), p. 15 ; International Flow of Long-term Capital 
and Official Donations, 1960-1962 (United Nations publication, 
Sales No. : 65.II.D.1), pp. 14-15 ; International Flow of Long-
term Capital and Official Donations, 1961-1965 (United Nations 
publication, Sales No.: 66.II.D.3) ; pp. 15-17; "The inter
national flow of long-term capital and official donations, 1961-
1966" (E/4371 and Corr. 1) (mimeographed), pp. 19-23; The 
Capital Development Needs of the Less Developed Countries 
(United Nations publication, Sales No. : 62.II.D.3) ; see also 
Official Records of the Trade and Development Board, Fourth 
Session, Annexes, agenda item 3, document TD/B/82/Add. 1, 
and Trade and Development Board document TD/B/C.3/4/Add. 1 
(mimeographed). 

31 See USAID, Proposed Mutual Defense and Assistance Pro
grams, Fiscal Year 1964 (Washington, D.C.), p. 104, and " State
ment by Mr. Sidney Dell, Director of the New York Office of 
UNCTAD at the sixth meeting of the Committee " [on Invisibles 
and Financing Related to Trade] (Trade and Development Board 
document TD/B/C.3/L.18), p. 2. 

32 See OECD, Development Assistance Efforts and Policies in 
1961 (Paris, 1962), p. 16. 

ss OECD, Development Assistance Efforts and Policies, 1963 
Review (Paris, 1963), p. 22 ; see also the 1964 Review (Paris, 
1964), pp. 24-25. 

34 See Measurement of the Flow of Resources to Developing 
Countries, op. cit., pp. xiv and 21-24. 
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TABLE 8 

The development assistance target ratioa 1960-1966 

Country 

Australia 
Austria 
Belgium 
Canada 

Federal Republic of Germany . . . 
Finland 

Italy 

Luxembourg 

New Zealand 

South Africa 
Sweden 

United States 
Average 

1960 

0.54 
0.02 
1.52 
0.39 
0.59 
0.68 

-0.26 
2.20 
0.62 
0.07 
0.81 
0.64 
0.66 
2.27 
0.11 
0.22 
1.49 
0.78 
0.33 
1.82 
1.07 
0.70 

0.83 

1961 

0.54 
0.06 
1.41 
0.27 
0.35 
0.92 

-0.19 
2.07 
0.59 
0.07 
0.49 
0.58 
0.65 
1.77 
1.05 
0.14 
1.63 
0.39 
0.34 
2.06 
1.09 
0.78 
0.87 

1962 

0.41 
0.17 
0.99 
0.29 
0.16 
0.70 

-0.18 
1.89 

-0.74 
0.06 
0.77 
0.37 

-0.04 
1.08 
0.17 
0.07 
1.42 
0.23 
0.22 
1.42 
0.88 
0.72 
0.76 

Percentage of GNP 
1963 

0.49 

1.28 
0.28 

-0.02 
0.58 

-0.06 
1.52 

-0.50 
0.05 
0.58 
0.35 
0.02 
0.88 
0.13 
0.27 
1.65 
0.07 
0.29 
1.28 
0.73 
0.71 
0.70 

1964 

0.55 
0.20 
1.03 
0.32 
0.19 
0.55 

-0.07 
1.48 

-0.14 
0.08 
0.36 
0.36 
0.03 
0.66 

-0.20 
0.21 
1.58 

-0.11 
0.42 
0.85 
0.91 
0.71 
0.69 

1965 

0.63 
0.52 
1.13 
0.36 
0.21 
0.55 

-0.17 
1.33 
0.44 
0.05 
0.40 
0.50 
0.10 
1.12 
0.06 
0.38 
0.74 
0.29 
0.33 
0.87 
0.65 
0.76 

0.72 

1966ь 

0.69 
0.31 
0.97 
0.50 
0.25 
0.51 

1.19 

0.73 
0.44 

0.99 

0.16 
0.74 

0.42 

0.87 
0.57 
0.62е 

Sources: UNCTAD secretariat based on: Financial resources: see table 1; 
GNP: United Nations, Monthly Bulletin of Statistics and Yearbook of National 
Accounts Statistics, various issues. 

a Net flows of financial resources, including net changes in guaranteed export 
credits, from individual developed market economy countries to the recipient 
countries of Africa, Asia and Latin America and the multilateral agencies, as a 
percentage of gross national product at current market prices. The table conforms 
to the recommendations concerning GNP and guaranteed private export credits 

made by the Expert Group on the Measurement of the Flow of Resources to 
Developing Countries (see Measurement of the flow of resources to developing 
countries: a report on methodological problems by a group of experts appointed by 
the Secretary-General, op. cit., pp. xiv, 19 and 24). 

b Preliminary. 
c Including estimates for Finland, Iceland, Luxembourg, New Zealand, Portugal' 

South Africa and Switzerland. 

period 1960-1966.s5 It can be seen that in general the 
flows of development finance have failed to match 
increases in output in these countries during the Devel
opment Decade. Although, as noted earlier, the net flow 
of capital from these countries was 14 per cent higher in 
money terms in 1965-1966 than in 1960-1964, the ratio of 
this flow to the combined GNP declined considerably 
during the same period—from 0.77 per cent in 1960-
1964 to 0.72 per cent in 1965 and 0.62 per cent in 1966. 
This trend is apparent in the majority of the twenty-two 
countries listed in the table which are further from 
reaching the goal of the 1 per cent target than they 
were at the beginning of the Development Decade. In 
many cases, moreover, the ratio has declined from levels 
reached in the later 1950s.86 

35 Net flows to multilateral agencies and recipients in Africa, 
Asia and Latin America were divided by GNP. Average ratios 
for all donor countries corresponding to the total in table 2, i.e. 
including southern European recipients, were as follows : 

1960 1961 1962 1963 1964 1965 1966 
0.88 0.95 0.82 0.76 0.75 0.78 0.69 

3* See United Nations, " Factors affecting the ability of devel
oped countries to provide resources to the developing countries : 
report of the Secretary-General" op. cit., fig. 1. 

72. It has been estimated that the average annual 
addition to aid commitments by the socialist countries 
of Eastern Europe and Asia is well under 1 per cent 
of their gross ouput.37 It is therefore likely that the ratio 
of the disbursements of each of these countries to its 
gross output is also considerably less than 1 per cent. 

73. Table 8 also show that in 1966 only one country 
— France — met and exceeded the target. Belgium and 
the Netherlands exceeded the target in 1965 and were 
close to the goal of 1 per cent in 1966. If each developed 
market economy country had reached the target during 
1966, additional net outflows of about $5 billion to 
developing countries and multilateral agencies would 
have been forthcoming. Some countries, notably Canada, 
Denmark, Japan, the Netherlands, and Sweden, have offi
cially expressed their intent to reach the 1 per cent target. 
The Netherlands has set as its goal an official net flow 
equal to 1 per cent of its national income and Sweden 
intends to raise net official flows to 1 per cent of its 
GNP. Canada has expressed the intention of increas
ing foreign aid by 15 per cent per annum with the aim 
of reaching 1 per cent of GNP by 1970 or 1971. 

74. But despite important efforts by some countries, 

' See World Economic Survey 1965, part I, op. cit., table IV-8. 
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the over-all aid picture is still disappointing. The current 
flows of assistance are inadequate by any reasonable 
standard—be it the capacity of developed countries to 
render assistance or the ability of recipient countries to 
make effective use of additional resources. If the current 
trends are to be reversed, official aid budgets and contri

butions to multilateral agencies must lead the way. This 
will require a basic change in current attitudes towards 
external assistance : instead of being regarded as a 
residual element in public budgets, aid should be accept
ed as an essential component of an effective international 
development policy. 



DOCUMENT TD/7/SUPP.3 * 

The terms of financial flows and problems of debt-servicing 
Note by the secretariat of UNCTAD 

[Original text : English] 
[18 October 1967] 

Introduction 

1. The flow of external resources to developing coun
tries may be reviewed from the standpoint both of its 
volume and of its terms. Clearly the two aspects are 
interrelated, but it is convenient to examine them 
separately. This document is concerned primarily with 
the terms of aid : the question of volume and over-all 
adequacy is the subject of another paper, " Growth 
and external development finance ".1 

2. One of the main issues at the present time is that 
of the terms and conditions applied to the flow of 
resources. This is partly a question of repayment terms 
and interest rates, and of the debt-service problems 
generated thereby, but it concerns also other factors, 
notably the tying of assistance to particular projects or to 
purchases in particular countries.2 

3. There is general agreement about the need to pro
vide developing countries at the present time, and for 
a number of years to come, with an excess of imports 
over exports. The object of these additional resources 
from abroad is to make it possible for these countries to 
accelerate their rate of investment in new productive 
capacity—by adding to their ability to import capital 
goods and by supplementing domestic savings. 

4. How long such a surplus of imports by developing 
countries could or should be maintained is more contro
versial. Some would say that the surplus is required only 
until the stage of " self-sustained growth " is reached, on 
some appropriate definition of that term, while others 
believe that the surplus should be prolonged beyond that 
point in order to narrow the gap in living standards 
between various groups of countries. 

5. On either view, however, it is accepted that a sur
plus of imports by developing countries should be main
tained for a considerable number of years ahead, and 
that, indeed, the surplus should be increased substantial
ly above present levels to keep pace with the growing 
capacity of developing countries to make effective use 
of the additional resources. 

6. If developing countries are to be enabled to import 
more than they export, the gross inflow of capital must 
be of such a magnitude as to cover not only this excess 

* Incorporating document TD/7/Supp.3/Corr.l. 
1 See document TD/7/Supp. 1, to be found in this volume. 
2 See J. Bhagwati, "The tying of aid" (document TD/7/ 

Supp.4), to be found in this volume. 

of imports but also the reverse flow of loan repayments 
and capital repatriation, interest, dividends and profits. 

7. It is a matter of simple arithmetic that a given 
annual gross flow of loans, at given maturities and inter
est rates, will build up a progressively rising reverse flow 
of interest and amortization that will ultimately exceed 
the gross flow itself. Similar considerations apply to a 
given annual gross flow of direct investment capital with 
a relatively stable or rising rate of return ; for even where 
direct investment is not followed at some subsequent 
date by capital repatriation, remittances of dividends 
and profits will increase progressively and will, at some 
stage, exceed the given annual gross flow. The ultimate 
effect of direct investment on the balance of payments 
of recipient countries may therefore be as great as, or 
greater than, that of loans requiring amortization. 

8. The accumulation of debt by a developing country 
and the consequent incurring of service obligations need 
not cause difficulties in the growth process but should, in 
fact, promote it. The problem arises not from the need 
to service the debt but from the rate at which debt-
service obligations are built up in relation to the capacity 
to meet such obligations. It is to be presumed that capital 
inflows, by stimulating economic growth, will in the long 
run tend to generate additional exports or replace im
ports. By this means, the resources will be provided for 
the service of debt. 

9. Experience shows, however, that the short-run 
effects of accelerating growth may be to cause additional 
pressure on the balance of payments rather than the 
reverse. Indeed, the immediate result of the creation of 
new capacities and higher incomes may be to develop 
new import requirements, and it may be only in the 
longer run that a net saving of imports or a net addition 
to exports is actually realized. 

10. Thus the vital question is whether the phasing of 
repayment and debt service by the developing countries 
corresponds to the rate at which they can make foreign 
exchange resources available for this purpose without 
detriment to the growth process. In practice the co-ordi
nation of the terms and conditions of assistance with the 
growth of debt-servicing capacity has often been under
taken ad hoc, rather than within a long-term perspective 
of careful debt management and planning. Frequently it 
is only the pressure of unrealistic terms and conditions 
and the approach of a critical balance of payments 
situation that forces a reappraisal of debt-servicing 
capacity ; whereas advance planning might have shown 

28 
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that the foreign exchange resources required for debt-
servicing were not likely to increase fast enough to 
warrant the terms and conditions originally estabished. 

11. More generally, the evidence available appears to 
suggest that it would be unrealistic to expect the growth 
problem of developing countries to be resolved in a short 
space of time. The magnitude of the task involved in 
raising levels of living over the larger part of the earth's 
surface is such that the developing countries are likely 
to need a surplus of imports over exports for a con
siderable number of years ahead. It follows that the 
terms and conditions of capital flows to developing coun
tries need to be such as to provide, at least during the 
next decade, for a substantial surplus of financial flows 
over all repayment and service obligations. 

12. With a given annual gross flow of capital, the 
length of the period during which net resources are being 
transferred to developing countries will depend on the 
proportion of total gross flows not calling for any reverse 
payment an any time—namely, grants; on the interest 
rates and grace and amortization periods applied to 
loans ; and on the rate of dividend and profit 
remittances on direct and portfolio investment. 

13. The tendency to focus attention on gross flows of 
capital, or on flows that are net only of amortization and 
capital repatriation, is thus in danger of obscuring the 
really important question—namely how much is being 
added to the capacity of developing countries to import 
and to invest. It has been estimated that approximately 
one-half of the gross flow to developing countries is offset 
by amortization, interest and dividend payments and that 
the gross flow will continue to be offset by these pay
ments at an accelerating rate if present terms continue.3 

Moreover, conservative projections by the UNCTAD 
secretariat show that the net flow of grants and loans 
will tend to decline unless gross flows rise sharply or 
terms soften considerably.4 Indeed, a number of develop
ing countries may even be required to transfer resources 
to developed countries in order to finance the excess of 
the service on capital over new gross inflow. 

14. From a historical viewpoint it would, of course, 
be nothing new for capital flows to developing countries 
to be equalled or exceeded by reverse flows of service 
payments. During the 1920s, for example, the net in
crease in foreign investment by creditor countries was of 
a similar order of magnitude to the net payments of 
interest and dividends by debtor countries.5 In the case 
of Latin America, annual net investment income during 
the later 1920s substantially exceeded the net capital 
inflow.6 

3 Annual address by Mr. George D. Woods, President of 
IBRD, to the Annual Meetings of the Boards of Governors of 
IBRD, the International Finance Corporation (IFC) and the 
International Development Association (IDA) (see IBRD-IFC-
IDA, Summary Proceedings, Annual Meetings of the Boards 
of Governors, 1965 (Washington, D.C. 1965), p. 11. 

4 See below " The outlook for debt service " (document TD/7/ 
Supp. 5) to be found in this volume. 

5 International Capital Movements during the Inter-War Period 
(United Nations publication, Sales No. : 1949.II.D.2), p. 58. 

6 Foreign Capital in Latin America (United Nations publica
tion, Sales No. : 54.II.G.4), table XXVI. 

15. The stability of the international economic frame
work of the 1920s depended on the exports of debtor 
countries rising sufficiently fast to permit the rapidly 
growing payments of interest and dividends to be made. 
In fact, however, exports rose much more slowly than 
service payments, so that the proportion of export 
earnings available to finance imports declined con
tinuously. For all the differences between the present 
situation and that of the 1920s the similarities are too 
striking to be overlooked—the high interest rates on 
loans, the rapid rise in service payments by debtor 
countries, and the excessive reliance on short and med
ium-term debt. 

16. As a United Nations study of this period pointed 
out : 

" The high return on the capital, however, was not 
an unmitigated advantage to the investors, since it 
contributed to undermining the balance of payments 
of the debtor countries and thus hastened and 
aggravated the collapse. The instability in the external 
transactions of debtor countries, only temporarily 
cloaked as long as foreign capital continued to enter, 
was all the more serious since a considerable part of 
that capital was lent on short or medium term. " 7 

The subsequent collapse of the debtor countries under 
the impact of the decline in commodity prices during the 
depression and the drying up of international capital 
flows is a well-known historical fact. It is not, however, 
necessary to assume developments as drastic as those of 
1929-1931 to see that at least as far as the balances of 
payments of the debtor countries are concerned, certain 
of the basic elements of inter-war instability appear to 
have recurred. 

17. The issue of the terms and conditions of devel
opment assistance is thus a dual one : by what means 
would it be possible to reduce the vulnerability of the 
balances of payments of developing countries resulting 
from the growing service payments and the excessive 
dependence on short and medium-term credit ? And by 
what means can the international community assure the 
transfer of an adequate volume of resources to develop
ing countries ? 

18. The following discussion is divided into two main 
parts, A and B. The first reviews recent trends in the 
terms of assistance and the second discusses various 
possible measures to deal with outstanding problems. 

A. Recent trends in the terms of assistance 8 

19. Current trends in the terms of assistance are such 
as to aggravate the problem of maintaining net transfers 
to developing countries at the desired levels. The pro
portion of grants and grant-like contributions in total 

7 International Capital Movements during the Inter-War 
Period, op. cit. p. 66. 

8 The figures given in this section are based on studies made 
by the Organisation for Economic Co-operation and Develop
ment (OECD) and therefore references are made to " developing 
countries " in the OECD sense of the term. The periods chosen 
for each section vary according to the information available. 
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official flows is falling, while the most recent data 
available show that in the year 1966 payments of interest 
and amortization by developing countries absorbed 
45 per cent of gross official bilateral lending (which 
takes place on much softer terms than that from private 
sources) thus reducing the net transfer to developing 
countries. 

Grants and grant-like contributions 

20. As regards assistance not requiring repayment in 
convertible currency, table 1 shows that grants and grant
like contributions9 have fallen from 80 per cent of gross 
official disbursements from the developed market 
economies in 1956 to 58 per cent in 1966. It follows, of 
course, that the average interest and repayment obli
gations corresponding to a given total of gross official 
disbursements have to that extent increased. Moreover, 
since 1962, grants and grant-like contributions have de
clined in absolute terms, from a peak of $4.7 billion in 
1962 to $3.8 billion in 1966. 

21. While the figures for grants based on disburse
ments reported by countries members of the Develop
ment Assistance Committee (DAC) of OECD show what 

9 " Grant-like contributions " include technical assistance, 
reparation and indemnification payments, loans payable in the 
recipients' currencies and the transfer of resources through sale 
for recipients' currencies. 

actually occurred in past years, figures based on commit
ments give an indication of what may occur in future 
years. In the year 1966, there were three countries 
—Australia, Belgium and Norway—whose grants 
constituted over 90 per cent of their official commit
ments for that year (see table 2). The share of grants in 
total official commitments of four other countries 
—Canada, France, the Netherlands and Sweden—was 
above the 70 per cent level recommended by DAC. Of 
the remaining countries, there were declines from 1965 
for Denmark, the Federal Republic of Germany, Italy, 
Portugal, the United Kinddom and the United States, 
and slight increases for Austria and Japan. 

Terms of lending 

22. The obverse of the decline in the proportion of 
grants from DAC member countries is, of course, the 
rise in importance of official loan disbursements which, 
as shown in table 3, increased on a gross basis from 
$1,723 million in 1962 to $2,958 million in 1966. It also 
appears from table 3 that amortization payments averag
ed over 25 per cent of the annual loans extended during 
1962-1966 and rose steadily from $423 million in 1962 to 
$823 million in 1966. When interest payments are includ
ed with amortization, the total absorbed over 40 per cent 
of official bilateral loans extended during the same 
period. Thus it took an increase of $1.2 billion in gross 
loan disbursements from 1962 to 1966 to achieve an 
additional net tranfer of $0.6 billion. 

TABLE 1 

Grants and grant-like contributions in relation to gross official disbursements 
of DAC member countries, 1956-1966 

($U.S. million) 

1956 1957 1958 1959 1960 1961 1962 1963 1964 1965 1966 

I. Total official 
disbursements, 
gross*. . . . 3.5 4.3 4.7 4.8 5.3 6.5 6.4 6.6 6.6 7.0 7.3 

II. Total official 
disbursements, 
net 3.3 3.9 4.4 4.4 4.9 6.1 6.0 6.1 5.9 6.2 6.9 

III. Grants and 
grant-like con
tributions». . 2.8 3.2 3.5 3.5 4.3 4.6 4.7 4.4 4.3 4.2 4.2 
(a) as percen

tage of gross 
official dis
bursements 80 75 74 72 80 70 73 67 65 61 58 

(b) as percen
tage of net 
official dis
bursements 85 83 79 78 87 76 78 73 73 68 61 

Sources: UNCTAD secretariat, based on OECD, Development Assistance Efforts and Policies, 1967 Review, (Paris 
1967) and The Flow of Financial Resources to Less-Developed Countries 1961-1965 (Paris, 1967). 

a Including transactions in bonds, loans and participations on a net basis. 
b Including grants, grant-like contributions and capital subscriptions and grants to multilateral agencies. 
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TABLE 2 

Grants as percentage of official commitments and terms 
of loans for DAC member countries, 1964-1966 

Country 
Grants and grant-like contri
butions as percentage of total 

official commitments a 

1964 1965 1966 

Percentage of total value of 
loans at interest rates of 

3per cent or lessb 

1964 1965 1966 

Percentage of loan commit* 
ments with maturity periods of 

twenty-five years or more ° 
1964 1965 1966 

Australia11 . . . . 100 
Austria 21 
Belgium 94 
Canada 51 
Denmark . . . . 77 
Federal Republic of 

Germany . . . 49 
France 76 
Italy 44 
Japan 49 
Netherlands . . . 75 
Norway 95 
Portugal 18 
Sweden 80 
United Kingdom . 43 
United States . . 58 

100 
14 
98 
54 
70 

43 
80 
21 
37 
71 
96 
29 
89 
55 
62 

100 
16 
95 
77 
63 

42 
83 
13 
42 
76 
100 
1 9d 
77 
50 
61 

e 
6 

100 
25 
— 
57 
32 
4 

—. 
25 
— 
26 
100 
11 
74 

6 

14 
100 
50 
— 
49 
17 
56 
23 
40 
100 
14 
100 
33 
54 

e 
10 
100 
62 
100 

77 
17 
69 
— 
92 
e 
12 
100 
86 
68 

e 
.—. 
.—. 
25 
— 
26 
7 

— 
—. 
68 
—. 
1 

•— 
76 
74 

e 
— 
—. 
50 
— 
9 
10 
— 
— 
85 
— 
72 
—. 
65 
56 

e 
— 
— 
62 
— 
49 
12 
— 
—. 
51 
e 
54 
.— 
91 
59 

Sources: UNCTAD secretariat, based on OECD, Development Assistance Efforts and Policies: 1966 Review (Paris, 1966) 
and 1967 Review, op. cit. 

a Official commitments include total bilateral and multilateral grant commitments, and loan commitments of one year 
or more. 

ь Computed by subtracting grants as percentage of total commitments from grants and loans at interest rates of 3 per 
cent or less as percentage of total commitments. The results were then related to loans which were calculated as the difference 
between grants and total commitments. 

c Computed by finding the difference between grants as percentage of total commitments and grants and loans with 
maturity of twenty-five years or more as percentage of total commitments. The results were then related to loans as percent
age of total commitments. 

d Based on gross disbursement data. 
e Not applicable. 

TABLE 3 

Official bilateral loan disbursements, amortization 
and interest received by DAC member countries, 1962-1966 

($U.S. million) 

1962 1963 1964 1965 1966 

Gross loan disbursements 1,723 2,143 2,273 2,718 2,958 
Less: amortization received 423 466 694 759 823 

Loans, net of amortization received 1,300 1,677 1,579 1,959 2,135 
Less: interest received 294 316 421 450 494 

Loans, net of interest and amortization 1,006 1,361 1,158 1,509 1,641 
Interest and amortization as percentage of loan disbur

sements 42% 36% 49% 45% 45% 

Sources: UNCTAXJ secretariat, based on OECD, 1966 Review, op. cit., statistical annex, pp. 150-151, and 1967 Review, op. cit. 

23. A further breakdown of interest and amortization 
in relation to gross lending for each DAC member coun
try for the period 1963-1966 is given in table 4. A fre
quency distribution shows that, except for the Nether
lands and Sweden, repayments on past official lending 
exceeded 25 per cent of new gross lending during the 
period 1963-1966. Results for the year 1966 show that 
six countries had interest and amortization receipts 

which exceeded 50 per cent of their gross official 
lending. 

24. As regards official bilateral loan commitments of 
DAC member countries, weighted average interest rates 
have fluctuated between 3.6 and 3.0 per cent since 1962. 
They declined from 3.6 per cent in 1962 to 3.0 per cent 
in 1964. In 1965 they again rose to 3.6 per cent and then 
declined to 3.1 per cent in 1966. 
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TABLE 4 

Frequency distribution of amortization and interest as a percentage 
of gross official bilateral lending of DAC member countries, 

1963-1966 and 1966 

Less than 25% 25—50% 50—75% 75% and above 

A.— 1963 -1966 s-
Netherlands Austria United Kingdom Belgium 
Sweden Canada Italy 

Denmark 
Federal Republic 

of Germany 
France 
Japan 
Norway 
Portugal 
United States 

B. — 1966 
Denmark Austria Canada Belgium 
Netherlands Federal Republic France Italy 

of Germany 
Sweden Japan United Kingdom Portugal 

Norway 
United States 

Source: UNCTAD secretariat, based on OECD, 1967 Review, op. cit. 
aTotal of interest and amortization for the years 1963-1966 as a percentage of gross official lending for the same period. 

25. Table 2 also contains estimates of the percentages 
of loans granted at interest rates of 3 per cent or less by 
DAC member countries. On the basis of 1966 commit
ments, there were three countries—Belgium, Denmark 
and Sweden, all of whose loans were at 3 per cent or 
less. Six other countries were giving as much as one-half 
of their loans at 3 per cent or less—Canada, the Federal 
Republic of Germany, Italy, the Netherlands, the United 
Kingdom and the United States. On the other hand, 
Australia's assistance was entirely in the form of grants. 
While exact figures are not available, it is likely that there 
has been a substantial reduction in the proportion of 
bilateral loan commitments at interest rates of less than 
1 per cent since 1962, mainly because of a rise in interest 
rates on United States development loans. 

26. Weighted average maturity periods of new loan 
commitments of DAC member countries improved dur
ing the years 1962-1964, rising from approximately 
twenty-four to twenty-eight years. In 1965, however, the 
average declined to twenty-two years.10 There was a 
slight improvement to twenty-four years in 1966. 

27. There is, moreover, still a large percentage of loan 
commitments which have maturity periods of less than 
twenty years. While this percentage cannot be derived 
precisely from the available data, a rough estimate can 
be made for the percentage of loan commitments by each 
DAC member country with maturity periods of twenty-
five years or more. The results are presented in table 2, 
from which it will be seen that many DAC members con-

OECD, 1966 Review, and 1967 Review, op. cit. 

tinue to require repayment in less than twenty-five years 
in a substantial number of cases. Six members have 
required all loans, for the years 1964-1966, to be repaid 
in less than twenty-five years. 

28. Weighted average grace periods of loan commit
ments showed a decline from 6.0 years in 1964 to 5.3 
years in 1966. In addition to the use of grace periods in 
respect of amortization, some countries have introduced 
interest waivers on loans.11 While no systematic infor
mation has yet been collected on the magnitude of inte
rest waivers, their effect can be substantial.12 

29. To summarize recent developments, from 1962 to 
1964 there was an increased reliance by the DAC mem
ber countries on loans, and the terms of these loans were 
softened somewhat. On balance, however, the improve
ment of terms may not have compensated for the decline 
which occurred in the percentage of gross official dis
bursements in the form of grants and grant-like contri
butions.13 In 1965 there was a marked deterioration in 
the situation, since, while the proportion of grants con
tinued to fall, the terms of loans hardened significantly. 
In 1966, the terms of official lending of DAC member 
countries improved slightly while the proportion of grants 
continued to decline. 

11 OECD, Development Assistance Efforts and Policies, 1965 
Review, (Paris, 1965), p. 86. 

12 For example, in the case of a $1,000 loan at 3 per cent 
amortized equally over a twenty-year period (i.e., no grace 
period on amortization payments), the introduction of a seven-
year interest waiver would reduce payments over the life of the 
loan from $315 to $136.50, a reduction of over 55 per cent. 

ls IBRD-IDA, 1965-1966, Annual Report, p. 35. 
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30. While there was some improvement in terms of 
lending of DAC member countries in 1966, it is likely 
that the interest rates on lending from private sources to 
developing countries rose along with the general increase 
in interest rates which occurred in 1966. There has thus 
been little, if any, improvement as regards the over-all 
situation on financial terms ; and a further deterioration 
may, in fact, have taken place during the past year. 

31. Early in 1966 there was a rise in the lending rate 
of IBRD, from 5.5 per cent to 6 per cent per annum. 
The rise was due, in large part, to the increased costs of 
borrowing in " tight " financial markets, which in turn 
were influenced by balance of payments problems in the 
major financial centres. While the share of IDA loans in 
total disbursements of the IBRD group increased in 
1966, the ability of the IBRD Group to continue offset
ting the effect of higher borrowing costs in this way 
depends on the replenishment of IDA resources by 
governmental contributions. 

32. Government credits under economic co-operation 
agreements from the socialist countries of Eastern Eu
rope and Asia to developing countries have generally 
carried interest rates of 2.5 per cent or less, with matu
rities of ten to twelve years.14 Commercial credits have 
somewhat higher rates of interest, which do not usually 
exceed 4 per cent annually, with maturities of three to 
eight years in most instances. The possibility of repaying 
credits in the form of exports of commodities from 
debtor countries, or in their national currencies, has been 
receiving increasing attention in recent years. The bulk 
of government credits are repaid in this form, which is 
also being used for the repayment of commercial credits 
in certain instances. In some cases, repayment has been 
made through the export of goods produced by plants 
built with the aid of foreign credits.15 Repayment in the 
form of commodities helps to ease the balance of pay
ments problems of borrowing countries provided that it 
is additional to the imports which the lending countries 
would have purchased in any event and if prices are set 
at remunerative levels. 

External debt and debt-servicing requirements 
of developing countries 

33. The entire aid picture is increasingly overshadowed 
by the mounting burden of external debt and debt-ser
vicing requirements of developing countries. It is now 
six years since Eugene Black, then President of IBRD, 
warned of the danger that " the machinery of economic 
development could be overloaded with foreign debt until 
it sputtered to a halt amid half-built projects and moun-

14 See " Review of trade relations among countries having 
different economic and social systems : report by the secretariat 
of UNCTAD " (Official Records of the Trade and Development 
Board, Fifth Session, Annexes, agenda item 9, documents TD/ 
B/128 and Add. 1-3), part two (document TD/B/128), para. 28. 

15 Ibid. Some agreements, however, envisage the possibility 
of repayment in convertible currencies. See Sa'id El-Naggar, 
Foreign Aid and the Economic Development of the United 
Arab Republic, Princeton Near East Papers, Number 1 (Princeton 
University, N. J., Programm in Near Eastern Studies, 1965), 
p. 28. 

tains of discarded plans. "16 Nothing that has happened 
since that time has diminished the relevance of this state
ment—rather the reverse. 

34. As recorded by IBRD, the external public debt of 
ninety-five developing countries increased from $10 billion 
in 1956 to $39.2 billion in 1965. Annual payments of 
interest and amortization over the same period rose from 
$0.8 billion to about $3.6 billion. 

35. The IBRD data do not include figures for ungua
ranteed export credits, debt repayable at the option of 
the borrower in local currencies, or commercial arrears. 
If we further take into account the possibility that even 
the data on public and publicly guaranteed debt may be 
understated to some extent, the total outstanding debt of 
developing countries could well have exceeded $45 billion 
at the end of the year 1966 and debt service could have 
amounted to more than $5 billion. 

36. An important factor contributing to debt-service 
problems in developing countries is the increased reliance 
by a number of countries on export credits obtained on 
relatively hard terms. For a sample of thirty-six countries 
accounting for nearly 80 per cent of the outstanding debt 
of developing countries at the end of 1965, service pay
ments on suppliers' credits alone accounted for $1.1 billion 
or about 35 per cent of their total service payments of 
$3.1 billion.17 Service payments on suppliers' credits 
amounted to 5 per cent of the value of exports, and for 
ten of these countries the ratios ranged from 5 to 20 per 
cent.18 For the same thirty-six countries, the over-all 
ratio of external debt service to the value of exports in 
1965 amounted to 14.5 per cent.19 

37. The rapid growth in the volume of export credits 
is due partly to the keen competition among industrial 
countries to promote exports to developing countries. It 
is also due in part to the pressing need for capital on the 
part of the developing countries which makes them will
ing to borrow even on extremely hard terms. 

38. Problems of debt-servicing are not limited to 
countries which have assumed excessive amounts of sup
pliers' credits or other loans with hard terms. Indeed, 
countries which have followed fairly cautious policies as 
regards external debt are also experiencing heavy debt 
service burdens.20 

39. The over-all debt-service ratio of developing coun
tries (i.e., the ratio of service payments to merchandise 
exports, f.o.b.) rose from less than 4 per cent in the 
mid-1950s to 9 per cent in 1965. Debt-service payments 

18 Annual address to the Annual Meetings of the Boards of 
Governors of IBRD and IMF (see IBRD-IMF, Summary 
Proceedings, Annual Meetings of the Boards of Governors, 
1961 (Washington, D. C , 1961), p. 12). 

17 See IBRD, Suppliers' Credits from Industrialized to Devel
oping Countries : A Study by the Staff of the World Bank 
(Revised edition, Washington D.C., April 1967), annex V. 

18 Ibid., p. 20. 
19 Ibid. 
20 Statement by Irving S. Friedman, Economic Adviser to the 

President of IBRD, to the United Nations Economic and Social 
Council, on 13 July 1967 (see Official Records of the Economic 
and Social Council, Forty-third Session, 1483rd meeting). 
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of a number of countries reached such critical propor
tions that it became necessary to reschedule them. 

40. It should be borne in mind that the debt-service 
ratio represents an average of widely diverging experi
ence. In some countries, borrowing for the support of 
development programmes is a relatively recent pheno
menon and here debt-service ratios are still low. In a 
number of other countries, on the other hand, debt-
service ratios are as high as 15-20 per cent or more ; in 
Latin America, for example, approximately one-sixth of 
export earnings were pre-empted by debt service in 1965. 

41. Conservative projections by the UNCTAD secre
tariat have shown that, if recent trends in the terms and 
composition of financial flows continue, total debt-ser
vice payments by developing countries will rise from 
$3.6 billion in 1965 to more than $10 billion by the year 
1975 even if gross flows rise no more than would be 
required to maintain the 1965 net flow of financial 
resources.21 

B. Improving the terms of aid 
United Nations and DAC recommendations 

on financial terms 

42. There has been an increasing awareness of the 
problem of terms of assistance among the developed 
countries as evidenced in the adoption by DAC in luly 
1965 of its recommendation on Financial Terms and 
Conditions. 22 Targets were established against which the 
performance of DAC members could be checked. It was 
recommended that by the year 1968 member countries 
extend 70 per cent of their total official assistance in the 
form of grants or grant-like contributions. Alternatively 
they should endeavour to attain the level of performance 
of DAC countries in the year 1964, described as follows : 

" A proportion of 81 per cent of total commitments 
was given either as grants or at 3 per cent and less 
interest charges. Considered from the standpoint of 
maturity, 82 per cent of total commitments comprised 
grants and loans with repayment periods of 25 years 
and more. The weighted average grace period of new 
loan commitments was about 7 years. " й 

A broadly similar recommendation was adopted by 
the General Assembly of the United Nations in its reso
lution 2170 (XXI), endorsing Economic and Social Coun
cil resolution 1183 (XLI), which recommends that " not 
later than by 1968 " at least 80 per cent of assistance 
should be in the form of grants, together with loans at 
interest rates of 3 per cent or less, with a repayment 
period of twenty-five years or more ; except that where 
countries provide 70 per cent or more of their total 
official assistance in the form of grants or grant-like 
contributions, this in itself should be regarded as full 
compliance with the target. 

21 See below " The outlook for debt service " (document TD/ 
7/Supp. 5), to be found in this volume. 

22 See OECD, 1965 Review, op. cit. pp. 117-122. 
23 Ibid., p. 119. The above discussion deals only with section С 

of the recommendation on Financial Terms and Conditions. 

43. In the year 1966, Australia, Belgium, Canada, 
France, the Netherlands, Norway and Sweden met the 
above target, in so far as they were extending 70 per 
cent or more of their assistance in the form of grants or 
grant-like contributions. In addition to these countries, 
the United States and the United Kingdom met the target 
in so far as grants and loans at interest rates of 3 per 
cent or less and with maturities of twenty-five years or 
more exceeded 81 per cent of total commitments. Den
mark and the Federal Republic of Germany complied 
with one provision of the target in that their combined 
grants and loans at interest rates of 3 per cent or less 
exceeded 81 per cent of their total commitments. Of the 
countries providing less than 70 per cent of their assis
tance in the form of grants, none reached the target of 
seven years as regards the weighted average grace period 
of loan commitments. 

44. Harmonization of terms and conditions of assis
tance by developed countries is almost as important an 
objective as the softening of terms. This is because, as in 
the case of aid tying, the less liberal policies of some 
countries exert pressure on the more liberal policies of 
others. Any government contemplating a softening of 
terms is bound to reflect that in so doing it may merely 
be making it possible for recipient countries to meet the 
payments due on the hard loans extended by others. 
It is therefore vital to narrow the spectrum of rates and 
maturities, particularly by improving the performance of 
the least liberal donors. 

45. The foregoing survey shows that while many 
countries now comply with some or all of the numerical 
objectives of the United Nations and DAC recommen
dations, the over-all record is still unsatisfactory. The 
Chairman of DAC has characterized the present situa
tion on the terms of aid as unsustainable : 

" Equally important is the question of the terms of 
aid financing. The present position is unsustainable. It 
is impossible to maintain even the present net flow of 
assistance in the face of growing interest and amor
tization payments. And it seems inevitable that the 
external payments of some developing countries will 
collapse under the weight of external debt. In dealing 
with this problem, the choice is between a disorderly 
and an orderly fashion. In the first case, we merely 
continue on the present basis until payments crises 
arise in less-developed countries and then mount a 
series of refinancing operations. In the second, we seek 
to soften the terms of lending and to anticipate debt 
crises before they develop. The DAC is moving steadi
ly, if slowly, along the second path. The Committee 
has set up international standards for the terms of aid ; 
now, in co-operation with the IBRD and the IMF, it 
is improving advance warning data on indebtedness. 
We must continue further in this direction as rapidly 
as possible. "24 

46. Even full compliance with the DAC recommenda
tion would not, however, prove adequate in the longer 

24 See introductory statement to the meeting of 19-20 July 
1967 of DAC, reproduced in an OECD press release, reported 
by the Bank for International Settlements, Press Review No. 144, 
27 July 1967. 
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run. It is clear from projections of debt service by the 
UNCTAD secretariat that a higher proportion of grants 
and a closer approach to IDA-like terms on loans from 
DAC members and the socialist countries of Eastern 
Europe and Asia is needed to permit an adequate trans
fer of resources to developing countries and to prevent 
debt-service ratios from rising to critical levels. 

47. The following proposals are therefore put forward 
for consideration as possible measures to increase the net 
flow of resources and to help limit the ill effects of 
existing debt service problems. 

Improving the terms of official lending 

48. In view of the sharp increase in the share of 
lending in total aid and the rapid growth in the flow of 
export credits, it is important that there be a substantial 
softening of terms on official lending. This could be 
achieved through agreement on a new target for terms 
which would go beyond the target for 1968 laid down by 
DAC and the General Assembly of the United Nations. 
Such a target might specify, for all developed countries, 
(a) the minimum percentage of official assistance to be 
given in the form of grants ; and (b) a separate minimum 
percentage of loans to be given on easy terms — namely 
at interest rates of 3 per cent or less, maturities of twenty-
five years or more and grace periods of at least seven 
years. 

Lowering of interest rates 

49. One technique for increasing the net tranfer of 
resources and alleviating the debt burden of developing 
countries is the use of interest subsidies and interest 
rebates. In the past, both Italy and the Netherlands have 
been able to lower interest rates somewhat through the 
use of interest subsidies. An interest rebate financed by 
special budgetary provisions in the member countries of 
the European Economic Community (EEC) has permit
ted the European Investment Bank to lower interest 
charges to Greece, Turkey and associated developing 
countries.26 Wider use of interest subsidies and interest 

25 See below "The outlook for debt servicing " (document 
TD/7/Supp. 5) to be found in this volume. 

28 See OECD, 1965 Review, op. cit., pp. 85-87. 

rebates, in the lending policies of governments and mul
tilateral organizations, is to be encouraged. Some coun
tries have, in recent years, gone even further to meet the 
needs of developing countries and have initiated steps to 
grant loans entirely free of interest. They include Canada, 
Denmark and the United Kingdom. More than half of 
the new lending commitments of each of these countries 
for the year 1966 consisted of interest-free loans. 

Rescheduling of debt 

50. While a softening of terms may lead to a gradual 
easing of the situation in the long run, this cannot pre
vent a massive bunching of service payments in a number 
of countries during the next few years ; in these cases, 
only deliberate and planned rescheduling can avoid the 
onset of debt crises. The present process of rescheduling 
is very complicated and time-consuming, and gives rise 
to a good deal of uncertainty, tending to disrupt not only 
trade and payments but the inflow of capital and, indeed, 
the whole development process. Present rescheduling 
techniques are deliberately informal because of the 
understandable desire of creditor countries to avoid 
excessive recourse to rescheduling operations. Under cur
rent procedures, moreover, the end result is merely a 
general agreement between the creditors and the debtor 
country seeking relief, while the specific application of 
the general agreement has to be worked out through 
complicated bilateral arrangements between individual 
creditors and the respective debtor. Finally, arrangements 
of this type have hitherto tended to provide only, a 
breathing space for the debtor country concerned, so 
that the crisis is postponed but not dissipated, and the 
debtor country continues to operate under the persistent 
threat of balance-of-payments pressure. Experience there
fore suggests the need for more deliberate anticipation of 
crisis situations. The adoption of an early-warning sys
tem within an appropriate institutional framework would 
make it possible to take appropriate steps before the 
onset of debt crises make it necessary to resort to unne
cessarily drastic measures. In addition, the terms of 
rescheduling should be such as not to interfere with the 
orderly operation of the process of development plan
ning in debtor countries. Whenever appropriate, particu
larly when debt crises reflect structural problems rather 
than short-term balance of payments difficulties, grace 
periods applying to the principal and interest on resche
duled debt should not be less than seven years. 
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The outlook for debt service 
Report by the secretariat of UNCTAD 

[Original text : English] 
[31 October 1967] 

Introduction 
1. The debt-service problems of the developing coun

tries have been the subject of various studies and a cause 
for concern in both donor and recipient countries and 
international organizations. A study was prepared by the 
staff of the International Bank for Reconstruction and 
Development (IBRD) for the first session of the United 
Nations Conference on Trade and Development1 and 
recommendations calling for easier terms of assistance 
have been adopted by the Conference at its first session,2 

by the Development Assistance Committee of the Orga
nisation for Economic Co-operation and Development 
(OECD)8 and the General Assembly of the United Na
tions (resolution 2170 (XXI)). 

2. The debt service obligations of the developing coun
tries were examined by the Committee on Invisibles and 
Financing related to Trade at its second session. The 
Committee, in its Agreed statement on the problems of 
development, expressed the view that " the indebtedness 
of developing countries, in particular their mounting debt 
service obligations, is a matter of serious concern and 
threatens to lead to a significant diminution of the net 
transfer of resources. " 4 

3. Recent studies have confirmed the need for a sof
tening of terms. In 1965, a study by the United States 
Agency for International Development (USAID) noted 
the large role of lending in development finance and con
cluded that softer terms constituted " the only practical 
solution for maintaining the net resource flow needed. " 5 

4. A more recent study of debt service has gone even 
further in its conclusions : 

* Incorporating document TD/7/Supp. 5/Corr. 1. 
1 See IBRD, " Economic growth and external debt — a statisti

cal presentation " {Proceedings of the United Nations Conference 
on Trade and Development, vol. V, Financing and Invisibles — 
Institutional Arrangements (United Nations publication, Sales 
No. : 64.II.B.15), p. 108. 

2 Recommendations A.IV.4 and A.IV.5. (See Proceedings of 
the United Nations Conference on Trade and Development, 
vol. I, Final Act and Report (United Nations publication, Sales 
No. : 64.II.B.11), pp. 44-46.) 

s See OECD, Development Assistance Efforts and Policies, 
1965 Review (Paris, 1965), annex B, pp. 117-122. 

4 See Official Records of the Trade and Development Board, 
Fifth Session, Supplement No. 3 (TD/B/118/Rev. 1), annex II, 
section E, para. 13. 

5 USAID, A Study on Loan Terms, Debt Burden and Develop
ment (Washington, D.C., 1965), p. 38. 

" But if terms of development loans cannot be 
softened drastically and universally, and this does not 
at present seem very likely, then one must probably 
look forward to an era of consolidation exercises, 
threats of default and eventually increasingly insistent 
demands for moratoria. Conceivably, a case may be 
made for loans which, in some distant future, when 
take-off has been reached by some borrowers, are 
repaid in the form of assistance to those who need it 
more. It is unlikely, however, that we shall even see 
that day without first having been forced to drastic 
adjustments of those claims and obligations which are 
currently being amassed, and probably the time is not 
far away when a concerted effort has to be made to 
put development assistance not merely on a soft, but 
on a grant basis. " 6 

5. During the past decade there has been a substantial 
rise in the external debt outstanding of developing coun
tries and, of more immediate concern, in the service 
payments on this debt. According to the most recent 
IBRD figures, the external public debt outstanding (dis
bursed and undisbursed) of ninety-five developing coun
tries7 rose from approximately $10 billion in 1956 to 
$39.2 billion in 1965. The rate of increase in the pay
ments of interest and amortization on this debt was even 
greater, payments advancing from $0.8 billion in 1956 to 
$3.6 billion in 1965.8 

6. When allowance is made for unreported suppliers' 
credits and commercial arrears, the over-all amount of 
debt outstanding at the end of 1965 was probably in 
excess of $45 billion. The service payments associated 
with these additional debts may be relatively large 
because of their short-term character. When unreported 
suppliers' credits and commercial arrears are taken into 
account, interest and amortization due may well have 
exceeded $5 billion in the year 1965. 

7. Capital inflow should assist in the development of 
a country's resources and, in the long run, help the 

8 See Goran Ohlin, Aid and Indebtedness — The Relation 
between Aid Requirements, Terms of Assistance and Indebted
ness of Developing Countries (Paris, OECD, 1966), p. 34. 

' Including the countries of southern Europe. 
8 The estimate of $39.2 billion for debt outstanding and the 

estimate of $3.6 billion for debt service are the most recent 
figures available from IBRD for existing debt of public authori
ties or guaranteed by public authorities in debtor countries 
outstanding as of 1 January 1966. 
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growth of exports or provide substitutes for imports. 
The inflow should therefore in due course generate the 
foreign exchange earnings or savings necessary to service 
the debt. But this development may in many instances 
require a considerable number of years, while in the 
shorter run the pressure of development needs upon the 
balance of payments may grow rather than diminish. 
There is thus a danger that interest and repayment obli
gations may build up faster than the capacity to release 
foreign exchange to meet these obligations. 

8. A widely-used indicator of a country's vulnerability 
to external debt crises is the ratio of debt service to 
merchandise exports. Since the mid-1950s the over-all 
ratio for developing countries has more than doubled, 
rising from less than 4 per cent in 1956 to 9 per cent 
in 1965.9 

9. While the over-all ratio reached 9 per cent in 1965, 
for a number of developing countries the ratio was much 
higher. For Latin American countries as a group, for 
example, interest and amortization payments were equi
valent to about one-sixth of export earnings. 

10. Difficulties in meeting debt-service payments have 
in a number of cases already necessitated the reschedul
ing or consolidation of external debt. Indications are that 
instances of this type will tend to multiply over the 
coming years unless policies with respect to the volume 
and terms of capital flows to developing countries are 
substantially improved. 

Debt-service projections 

11. Two main sets of illustrative projections of the 
external debt and debt-service payments of developing 
countries have been made on various assumptions about 
the terms, volume and composition of financial flows 
for the period 1966-1975. The projections are made on a 
regional level and are based on an over-all initial debt 
outstanding of $29.9 billion at the end of the year 1965. 
The estimate of $29.9 billion represents the disbursed 
portion of the initial debt outstanding, including an 
adjustment for unguaranteed suppliers' credits.10 The 
undisbursed portion of the initial debt outstanding is 
omitted to avoid the double counting of old and new 
debt, since new debt is estimated on the basis of disbur
sements. A breakdown of the initial debt outstanding by 
region is given in annex I below. 

12. The interest and amortization payments falling 
due from 1966 to 1975 have two components : (a) pay
ments on the initial debt outstanding as of 1 January 
1966 ; (b) service payments on new loans contracted 
during the projection period itself. As regards debt ser
vice on the initial outstanding debt, future interest and 

8 The over-all ratio would have been even higher had there 
not been an acceleration in the rate of increase of exports of 
developing countries as a whole during the period 1960-1965. 

10 Thus it is assumed that of the initial reported debt out
standing of $39.2 billion at the end of the year 1965, $28.3 bil
lion was actually disbursed. Unguaranteed suppliers' credits out
standing at the end of 1965 are assumed to be of the order of 
$1.6 billion. 

amortization payments on the $28.3 billion have been 
estimated on the basis of IBRD data.11 The remaining 
$1.6 billion of unguaranteed suppliers' credits outstand
ing is assumed to have a maturity of two years and an 
interest rate of 8 per cent. Service payments on new loans 
including suppliers' credits in the projections are on an 
annual basis and do not begin until the year 1967. 

13. The time profile of service payments on new gross 
inflows of grants and loans for the year 1966-1975 would 
depend on the volume of such inflows as well as their 
composition. In this study, the assumption is that the 
composition of new gross inflows during the projection 
period for the most part would correspond to that of 
1965 flows, as indicated by official sources.12 However, in 
the second set of projections, suppliers' credits are 
assumed to rise at 5 per cent annually. 

14. The estimates for suppliers' credits have a substan
tial influence on the results of the projections because of 
the short-term maturities and high interest rates involv
ed.13 New suppliers' credits and the service payments 
on these credits are therefore shown separately in the 
tables which follow. 

15. For lack of information, no allowance has been 
made for return flows of profits and dividends on private 
capital and, for the most part, for debt service for mili
tary assistance, for commercial arrears and for unreport
ed debt. Nor has allowance been made for the substan
tial repayments of developing countries due to the Inter
national Monetary Fund (IMF). 

Constant gross inflow 

16. The first set of projections shows the net inflow of 
resources and net lending on the assumption that the 
gross inflow of grants and loans to each region were to 
remain constant at its 1965 level throughout the projec
tion period. The figures given for " net lending " are net 
both of interest and of amortization. The same applies to 
the net inflow of resources which consists of net lending 
plus grants. 

17. It can be seen from table 1 that if the annual gross 
inflow of resources14 were maintained at $11 billion— 
the level estimated for the year 1965—then the net 

11 The methodology used in arriving at the figures given above 
and in the tables which follow is discussed in detail in annex I. 

12 See annex I, table A-l. Estimates for the composition of 
new loans and grants for the year 1965 are as follows : grants 
and grant-like contributions of $4.09 billion, gross official lend
ing by countries members of the Development Assistance Com
mittee (DAC) of $2.7 billion, gross official lending by the 
socialist countries of Eastern Europe and Asia of $0.35 billion, 
gross multilateral lending of $0.91 billion and gross suppliers' 
credits of $3 billion. An estimate of the flow of grants and 
gross lending to developing countries by region is given in 
annex I, table A-l. 

13 The interest rates on suppliers' credits used in the projec
tions—6 per cent for guaranteed credits and 8 per cent for 
unguaranteed credits—are nominal rates of interest. These may 
be considerably below the effective rates of interest, which often 
exceed 10 per cent. 

14 The gross inflow of resources consists of grants plus gross 
lending. 
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inflow of grants and loans for developing countries as a 
whole decline from $5.9 billion in 1966 to $3.6 billion in 
1975. The regions of Africa and Asia and the Middle 
East show a decline of $1 billion each in the net inflow 
of resources from 1966 to 1975. While the declines in 
net inflow are less for the countries of Latin America and 
Europe in absolute terms, the net inflow for both these 
regions was already low in 1966. 

18. During the period 1966-1975, total net lending 
would decline by more than $2 billion and would become 
negative by the year 1970. The sharpest declines in net 
lending would occur for Africa and for Asia and the 
Middle East, though for the latter region as a whole net 
lending would still be positive by 1975. For Latin Ame
rican countries as a whole, net lending is already negative 
in the first year of the projection period. 

Constant net inflow 

19. It is to be expected, however, that the net flow of 
grants and loans would not be allowed to fall from its 
1965 level. A second set of projections therefore assumes 
that the net flow to each region will remain constant at 

Sources: UNCTAD secretariat estimates, using IBRD projected service payments 
of existing debt of public authorities or guaranteed by public authorities in debtor 
countries. Sources for the amount and terms of each flow are given in the tables 
in annex I. 

a Minus sign indicates excess of repayments over new inflow. 
ь Includes the following countries: Afghanistan, Burma, Cambodia, Ceylon, 

China (Taiwan), Hong-Kong, India, Indonesia, Iran, Iraq, Israel, Jordan, Kuwait, 
Laos, Lebanon, Malaysia, Nepal, Pakistan, Philippines, Republic of Korea, 
Republic of Viet-Nam, Saudi Arabia, Singapore, Syria, Thailand, Yemen. 

c Includes the following countries: Argentina, Bolivia, Brazil, Chile, Colombia, 
Costa Rica, Cuba, Dominican Republic, Ecuador, El Salvador, Guatemala, 
Guyana (ex-Br. Guiana), Haiti, Honduras, Jamaica, Mexico, Nicaragua, Panama, 
Paraguay, Peru, Trinidad and Tobago, Uruguay, Venezuela. 

its 1965 level during the projection period and shows the 
gross inflow required to maintain that net flow. 

20. It can be seen from table 2 that if the annual net 
inflow is to be maintained at $7.1 billion the gross inflow 
required would rise from $12.2 billion in 1966 to 
$17.5 billion by the year 1975.15 Gross lending would 
have to rise from $8.1 billion in 1966 to $13.4 billion by 
by 1975, a rise of 60 per cent during the projection 
period, assuming that grants remain at $4.1 billion 
annually. The largest rise would occur for the countries 
of Africa, where borrowing requirements for the year 
1975 would double from the 1966 level. 

21. Debt-service payments for developing countries as 
a whole would more than double from $5.1 billion in 
1966 to $10.4 billion in 1975. It can be seen from table 2 
that if 1965 terms were to continue, service payments 

15 As noted earlier, suppliers' credits are assumed to rise at a 
rate of 5 per cent annually. In recent years suppliers' credits 
have been increasing substantially faster than 5 per cent. Projec
tions by the UNCTAD secretariat show that if suppliers' credits 
are assumed to rise at 7 per cent annually, both debt service 
and gross inflow in 1975 will rise by an additional $0.5 billion 
when compared with the figures in table 2. 

d Includes the following countries and territories: Algeria, Botswana, Burundi, 
Cameroon, Central African Republic, Chad, Congo (Kinshasa), Dahomey, 
Ethiopia, Gabon, Ghana, Guinea, Ivory Coast, Kenya, Lesotho, Liberia, Libya, 
Madagascar, Malawi, Mali, Mauritania, Mauritius, Morocco, Mozambique, Niger, 
Nigeria, Rwanda, Senegal, Sierra Leone, Somalia, Rhodesia, Sudan, Swaziland 
Tanzania (ex-Tanganyika), Togo, Tunisia, Uganda, United Arab Republic, Upper 
Volta, Zambia. 

e Includes the following countries: Cyprus, Greece, Malta, Spain, Turkey, 
Yugoslavia. 

1 Includes estimates of amortization and interest on old debt as well as on new 
gross lending during the projection period. 

« Grants and grant-like contributions plus net lending. 
ь Net of interest and amortization. 

TABLE 1 

Annual net inflow corresponding to a given gross inflow of financial resources, 1966-1975a 

($U.S. billion) 

1. 

2. 

3. 

4. 
5. 

Gross inflow 
of which: 
(a) Grants . 
(b) Gross 

lending 
of which: 

Suppliers' 
credits . . 

Total debt 
service < . 

of which: 
Suppliers' 
credits . . 

Net inflow^. 
of which: 

Suppliers' 
credits . . 

Net lending11 

Debt out
standing *. 

Asia and Middle Eastb 

1966 

4.6 

2.1 

2.5 

0.8 

1.4 

— 
3.2 

0.8 
1.1 

12.2 

1970 

4.6 

2.1 

2.5 

0.8 

2.2 

0.7 
2.4 

0.1 
0.2 

17.0 

1975 

4.6 

2.1 

2.5 

0.8 

2.4 

1.0 
2.2 

-0 .2 
0.1 

21.2 

Latin America 
1966 

2.6 

0.6 

2.1 

1.0 

2.3 

— 
0.4 

1.0 
-0 .2 

10.2 

1970 

2.6 

0.6 

2.1 

1.0 

2.3 

0.9 
0.3 

0.1 
-0 .3 

11.8 

С 

1975 

2.6 

0.6 

2.1 

1.0 

2.4 

1.2 
0.2 

-0 .2 
-0 .4 

13.5 

1966 

2.9 

1.4 

1.5 

0.8 

0.8 

— 
2.1 

0.8 
0.7 

5.8 

Africa d 

1970 

2.9 

1.4 

1.5 

0.8 

1.6 

0.7 
1.3 

0.1 
— 

8.5 

1975 

2.9 

1.4 

1.5 

0.8 

1.8 

1.0 
1.1 

-0 .2 
-0 .2 

9.7 

1966 

0.9 

0.1 

0.9 

0.4 

0.6 

— 
0.3 

0.4 
0.2 

3.3 

Europe e 

1970 

0.9 

0.1 

0.9 

0.4 

0.9 

0.3 

0.1 
— 

4.5 

1975 

0.9 

0.1 

0.9 

0.4 

0.9 

0.5 

-0 .1 
— 

5.4 

1966 

11.0 

4.1 

7.0 

3.0 

5.1 

— 
5.9 

3.0 
1.8 

31.5 

Total 
1970 

11.0 

4.1 

7.0 

3.0 

7.0 

2.6 
4.0 

0.4 
-0 .1 

41.8 

1975 

11.0 

4.1 

7.0 

3.0 

7.5 

3.6 
3.6 

-0.7 
-0.5 

49.9 

1 End-of-year figure. 
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TABLE 2 

Annual gross inflow required to maintain a given net inflow with an assumed rate 
of growth of suppliers' credits, 1966-1975 a 

(SU.S. billion) 

1. 

2. 

3. 

4. 

Gross in
flow c . . 

of which: 
(a) Grants . 
(b) Gross 

lending . 
of which: 

Suppliers' 
credits . . 

Total debt 
service . . 

of which: 
Suppliers' 
credits . . 

Net inflow . 
of which: 

Suppliers' 
credits . . 

Net lending 

Asia 
1966 

4.9 

2.1 

2.8 

0.8 

1.4 

3.5 

0.8 
1.4 

and Middle Eastь 

1970 

6.0 

2.1 

3.9 

1.0 

2.5 

0.8 
3.5 

0.2 
1.4 

1975 

6.7 

2.1 

4.6 

1.3 

3.2 

1.4 
3.5 

1.4 

Latin Americab 

1966 

3.0 

0.6 

2.5 

1.0 

2.3 

0.8 

1.0 
0.2 

1970 

3.3 

0.6 

2.8 

1.3 

2.5 

1.0 
0.8 

0.3 -
0.2 

1975 

4.0 

0.6 

3.4 

1.6 

3.2 

1.7 
0.8 

-0.1 
0.2 

1966 

3.1 

1.4 

1.8 

0.8 

0.8 

2.3 

0.8 
1.0 

Africab 

1970 

4.1 

1.4 

2.7 

1.0 

1.7 

0.8 
2.3 

0.2 
1.0 

1975 

4.9 

1.4 

3.6 

1.3 

2.6 

1.4 
2.3 

1.0 

1966 

1.1 

0.1 

1.1 

0.4 

0.6 

0.5 

0.4 
0.4 

Europeb 

1970 

1.5 

0.1 

1.4 

0.5 

1.0 

0.4 
0.5 

0.1 
0.4 

1975 

1.9 

0.1 

1.8 

0.7 

1.4 

0.7 
0.5 

0.4 

1966 

12.2 

4.1 

8.1 

3.2 

5.1 

7.1 

3.2 
3.0 

Total 
1970 

14.9 

4.1 

10.8 

3.8 

7.8 

2.9 
7.1 

0.9 
3.0 

1975 

17.5 

4.1 

13.4 

4.9 

10.4 

5.1 
7.1 

-0 .2 
3.0 

5. Debt out
standing . 12.5 20.9 31.9 10.6 14.1 19.4 6.0 11.5 19.5 3.5 6.2 9.9 32.6 52.7 80.7 

Sources: See table 1. 
a Minus sign indicates excess of repayments over new inflow. 
b Country and territory coverage for each region is the same as in table 1. 

c Inflows, debt service and debt outstanding are defined as in table 1. Suppliers' 
credits are assumed to grow at an annual rate of 5 per cent for each region. The 
proportions in which the remainder of gross lending is assumed to increase are 
given in annex I, table A-2. 

TABLE 3 

Debt service as percentage of gross inflow and merchandise exports, f.o.b., 1966-1975 

Asia and Middle Easta Latin Americaa Africaa Europea Total 
1966 1970 1975 1966 1970 1975 1966 1970 1975 1966 1970 1975 1966 1970 1975 

1. Debt service 
as percentage 
of gross in
flow . . . . 

2. Debt service 
as percentage 
of exports, 
assuming 
that exports 
grow at an 
annual rate of 
(a) 4 per cent 

(b) 5 per cent 

29 

9 
12b 

9 
12b 

41 

13 
18* 
13 
18" 

48 

14 
19" 
13 
18b 

75 

19 
23° 
19 
23° 

77 

17 
21° 
17 
20° 

81 

18 
22° 
17 
21° 

26 

10 
11* 
10 
l l d 

43 

18 
20d 

17 
19d 

53 

22 
25 & 

20 
23 d 

56 

17 

17 

67 73 42 52 60 

24 

24 

28 

26 

13 
16" 
13 
16" 

16 
21е 

16 
20е 

18 
23' 
17 
21< 

Sources: UNCTAD secretariat estimates, based on table 2 and IMF, International payments for the region were in the same proportion as the total debt outstanding 
Financial Statistics, Vol. XX, No. 7 (Washington, D.C., 1967). 

a Defined as in table 1. Estimates of merchandise exports for 1966 were as follows : 
Asia and Middle East $16.2 billion; Latin America $12.4 billion; Africa $8.3 billion 
Europe S3.5 billion. In each case where a country was excluded from regional totals, 

of the country to that of the region. 
b Excludes Iran, Iraq, Kuwait and Saudi Arabia. 
c Excludes Venezuela. 
d Excludes Libya. 

it was assumed that the annual debt-service payments of the country to total service e Excludes Iran, Iraq, Kuwait, Libya, Saudi Arabia and Venezuela. 
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TABLE 4 

Annual gross inflow required to maintain a given net inflow on IDA-like terms, 1966-1975 a 

(SU.S. billion) 

1. 

2. 

3. 

4. 
5. 

Gross in
flow0 . . 

of which: 
(a) Grants . 
(b) Gross 

lending d . 
of which: 

Suppliers ' 
credits . . 

Total debt 
service . . 

of which: 
Suppliers ' 
credits . . 

Net inflow . 
of which: 

Suppliers' 
credits . . 

Net lending. 
Debt out

standing . 

Asia and Middle Eastb 

1966 

4.9 

2.1 

2.8 

0.8 

1.4 

3.5 

0.8 
1.4 

12.5 

1970 

5.6 

2.1 

3.5 

1.0 

2.1 

0.8 
3.5 

0.2 
1.4 

20.4 

1975 

5.6 

2.1 

3.5 

1.3 

2.1 

1.4 
3.5 

1.4 

29.8 

Latin America1" 
1966 

3.0 

0.6 

2.5 

1.0 

2.3 

0.8 

1.0 
0.2 

10.6 

1970 

2.9 

0.6 

2.4 

1.3 

2.2 

1.0 
0.8 

0.3 
0.2 

13.6 

1975 

3.0 

0.6 

2.4 

1.6 

2.2 

1.7 
0.8 

-0.1 
0.2 

17.1 

1966 

3.1 

1.4 

1.8 

0.8 

0.8 

2.3 

0.8 
1.0 

6.0 

Africa^ 
1970 

3.9 

1.4 

2.5 

1.0 

1.6 

0.8 
2.3 

0.2 
1.0 

11.3 

1975 

4.1 

1.4 

2.7 

1.3 

1.8 

1.4 
2.3 

1.0 

18.0 

1966 

1.1 

0.1 

1.1 

0.4 

0.6 

0.5 

0.4 
0.4 

3.5 

Europe ь 

1970 

1.3 

0.1 

1.2 

0.5 

0.8 

0.4 
0.5 

0.1 
0.4 

6.0 

1975 

1.3 

0.1 

1.3 

0.7 

0.8 

0.7 
0.5 

0.4 

9.0 

1966 

12.2 

4.1 

8.1 

3.2 

5.1 

7.1 

3.2 
3.0 

32.6 

Total 
1970 

13.7 

4.1 

9.7 

3.8 

6.6 

2.9 
7.1 

0.9 
3.0 

51.3 

1975 

14.0 

4.1 

9.9 

4.9 

6.9 

5.1 
7.1 

-0.2 
3.0 

73.9 

Sources: See table 1. proportions in which the remainder of gross lending is assumed to increase are 
„ . . . , . ^ ,. . „ given in annex I, table A-3. a Minus sign indicates excess of repayments over new inflow. л„ „ . ., , , . ,. . . _, , . , . . , . . , . , , . d Gross official bilateral lending, gross lending from the socialist countries of 

ь Country and territory coverage for each region is the same as in table 1. Eastern Europe and Asia and gross multilateral disbursements are assumed to be 
0 Inflows, debt service and debt outstanding are defined as in table 1. Suppliers' on IDA-like terms, i.e. interest rate of 0.08 per cent, 50-year maturity, 10-year 

credits are assumed to grow at an annual rate of 5 per cent for each region. The grace period. The terms of guaranteed and ungaranteed suppliers' credits are the 
same as in tables 1 and 2 and are given in annex I. 

during the projection period would triple for the coun
tries of Southern Europe and of Asia and the Middle 
East. For the countries of Latin America, where service 
payments were already the highest of any region at the 
beginning of the projection period, there would be addi
tional service payments of nearly $1 billion by the year 
1975. 

22. The significance of the rise in debt service which 
results from the projections given above is shown in 
table 3. If exports were to rise at an average annual rate 
of 4 per cent during the period, by the year 1975 an 
over-all average of 18 per cent of export earnings would 
be pre-empted by debt-service payments, assuming that 
present average terms are maintained.16 If the countries 
exporting petroleum are excluded, debt service would 
correspond to 23 per cent of export earnings in 1975, on 
the same assumptions. Such an average would probably 
imply a significant number of cases in which countries 
would be allocating as much as 30 per cent or more of 

" Exports by developing countries of commodities other than 
petroleum and manufactures are expected to increase at an 
average rate of less than 4 per cent per annum during the period 
up to 1975. See Trade prospects and capital needs of developing 
countries (United Nations publication, Sales No. : E.68.II.D.13). 

their export earnings to debt service, placing them in an 
exceedingly precarious balance of payments position. 
The only region for which a decline in the debt service 
ratio is shown in table 3 is Latin America. This is a 
consequence of the assumption underlying the projec
tions of keeping the net inflow of grants and loans cons
tant at their 1965 level. It can be seen from table 2 that 
the net lending of $200 million in 1966 to be maintained 
for Latin America was already the lowest of any region. 
The gross lending and the corresponding service pay
ments will, ceteris paribus, be lower as the net lending 
to be maintained constant over the projection period is 
less. 

23. It can be seen from table 3 that, for each region, 
debt service as a percentage of gross inflow rises con
siderably from 1966 to 1975. The largest increase occurs 
for the countries of Africa, where the figure rises from 
26 per cent in 1966 to 53 per cent in 1975. In Latin 
America approximately 80 per cent of grants and loans 
would be offset by service payments in 1975. 

24. The projections assume that the 1965 terms of 
loans will not alter over the next decade. The situation 
could, however, be improved if there were a general 
softening of terms or a rise in grants. 
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25. The extent of such improvement can be shown by 
assuming that all new official lending (excluding 
suppliers' credits) were to take place on soft terms 
similar to those offered by the International Development 
Association (IDA) (see table 4 above). If this were to 
occur, the gross inflow required to maintain a net inflow 
of $7.1 billion would rise to $14 billion in 1975, over 
$3 billion less than would be required on 1965 average 
terms.17 

26. The rise in total debt service would also be 
substantially lower. Whereas debt service would rise to 
$10.4 billion on present average terms, if new official 
lending were to be on IDA-like terms, debt service would 
rise to $6.9 billion in 1975, of which more than $5 billion 
would be attributable to the flow of new suppliers' cre
dits during the projection period. 

27. Further disaggregation of the terms of gross lend
ing beyond that given in table 2 would probably lead to 
an increase in the estimate of gross inflow required and 
of the service payments of each region. A partial 
disaggregation of official bilateral and multilateral lend
ing on a regional basis results in an increase in the gross 
inflow required of over $1 billion and an increase in debt 
service of more than $1 billion in 1975.18 It could well 
be the case that if the projections could take into account 
the actual stream of repayments of each country on new 
lending during the projection period, the over-all gross 
inflow required and the total service payments would rise 
by an additional $1 billion or more, over and above the 

17 Since IDA-like terms include a ten-year grace period, there 
would be a somewhat more rapid rate of increase in gross 
inflows required after 1975. 

18 See annex II below for estimates of gross inflow and debt 
service corresponding to constant (1965) net flow using weighted 
average terms for developing countries as a whole. 

1. Two main sets of projections of external debt and debt 
service payments have been made at the regional level for 
ninety-five developing countries for the period 1966-1975. The 
first set of projections assumes that the gross inflow of grants 
and loans during the period 1966-1975 for each region would 
remain constant at its 1965 level and examines the resulting 
decline in the inflow of grants and loans net of amortization 
and interest if terms for the year 1965 were to continue. The 
second set of projections assumes that the net inflow of grants 
and loans for each region during the period 1966-1975 is to be 
maintained at its 1965 level and examines the amount by which 
the gross inflow of grants and loans would have to rise if 1965 
terms were to continue. 

2. Each projection is based on an initial debt outstanding of 
§29.9 billion as of 31 Dezember 1965. This figure consists of two 
components : unguaranteed suppliers' credits outstanding and an 
estimate of the disbursed part of total reported debt. It was 

increase which results from the partial disaggregation 
referred to above.19 

28. The foregoing projections are made on a regional 
basis and do not distinguish between countries requiring 
loans on concessional terms and those which are able to 
borrow on commercial terms without serious difficulty. 
Because of this regional approach the projections fail to 
make allowance for the uneven distribution of suppliers' 
credits, except in so far as this uneven distribution is 
reflected in the aggregates for the respective regions.20 

29. The findings of the study thus indicate a rapid 
build-up of debt-service payments at present, or harder 
terms and a substantial easing of the situation when 
lending is assumed to take place on soft terms. The pro
jections assume that the new inflow of grants and loans 
can be used to service debt. Grants, however, seldom 
take the form of convertible currency and loans are, 
more often than not, tied and cannot be used to service 
past debts. The burden of servicing the future debt of 
developing countries is therefore most likely to fall upon 
the export earnings of the debtor countries. 

19 The effect of disaggregation can be illustrated by an extreme 
example regarding the maturity of loans of equal amounts. If 
there are two loans of $100 each and one has a maturity of 
fifty years and the other a maturity of two years, their weighted 
average maturity is twenty-six years. A weighted average maturity 
of twenty-six years does not, however, reflect the fact that the 
second loan would be fully amortized after two years. 

20 Estimates of net flows of export credits for the years 1960-
1964 are given in OECD, Geographical Distribution of Finan
cial Flows to Less-Developed Countries—1960-1964 (Paris, 
1966). The figures show only the net change in guaranteed 
private export credits of each recipient country ; since no 
information on interest and amortization is given, the country 
distribution of the gross flows of export credits cannot be 
deduced. Most of the limitations of the regional approach noted 
above would be overcome if the study were able to proceed on 
an individual country basis and if it were able to differentiate 
between projected service payments on the initial debt out
standing, both as regards export credits and as regards official 
lending. 

arrived at in the following manner : unguaranteed suppliers' 
credits outstanding are estimated to be approximately $1.6 bil
lion and are divided as follows : Latin America $0.6 billion ; 
Asia and Middle East $0.4 billion ; Africa $0.4 billion ; Sou
thern Europe $0.2 billion. Total reported debt (disbursed and 
undisbursed) of $39.2 billion is divided as follows : Latin 
America $11.7 billion ; Asia and Middle East $16.5 billion ; 
Africa $6.9 billion; Southern Europe $4.1 billion, a In order to 

a See IBRD, Suppliers' Credits from Industrialized to Devel
oping Countries : A Study by the Staff of the World Bank 
(Washington, D.C., 1967), annex V. The above totals for Africa 
and for Asia and the Middle East differ from those reported by 
IBRD since in the figures given above, the United Arab Repu
blic is included in Africa rather than in the Middle East as in 
annex V of the IBRD study. 

ANNEXES 

Annex I 

Methodology 
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separate the disbursed from the undisbursed debt, it was 
estimated that the undisbursed debt consisted of the following 
proportions of the total debt outstanding : Latin America 
16 per cent ; Asia and Middle East 35 per cent ; Africa 30 per 
cent ; Southern Europe 28 per cent, b Total reported debt 
(disbursed) was therefore estimated at $28.3 billion, which was 
divided as follows : Latin America $9.9 billion ; Asia and Middle 
East $10.7 billion; Africa $4.7 billion ; Southern Europe 
$2.9 billion. Regional estimates of service payments on existing 
debt for sixty-one developing countries by IBRD for the years 
1966-1975 were extrapolated to give regional totals for ninety-
five countries on the assumption that the ratio of interest and 
amortization to total debt outstanding for the ninety-five 
countries would be the same as for the sixty-one countries 
included in the IBRD's estimates. Service payments were then 
adjusted to omit payments on undisbursed debt assuming the 
average terms of undisbursed debt to be 3.5 per cent interest, 
a five-year grace period and twenty-five years maturity. It is 
assumed that the $1.6 billion of unguaranteed suppliers' credits 
have a maturity of two years and an interest rate of 8 per cent. 
For lack of information, no allowance was made for return 
flows of profits and dividends on private capital and, for the 
most part, for debt service for military assistance, for commer-

b The above figures are, for the most part, similar to those 
given by IBRD for forty-nine countries. See IBRD-IDA, Annual 
Report 196611967. 

Sources: UNCTAD secretariat estimates, based on: United Nations, World 
Economic Survey, 1965, Part I, The Financing of Economic Development (United 
Nations publication, Sales No,: 66.II.С1 and Corrigendum); submissions by 
Governments and international organizations to " Review of international trade 
and development, 1966: report by the Secretary-General of UNCTAD " (Official 
Records of the Trade and Development Board, Fourth Session, Annexes, agenda 
item 3, documents TD/B/82 and Add. 1-4); IBRD-IDA, 1965-1966 Annual Report 
(Washington, D.C., 1966) and 196611967 Annual Report (Washington, D.C., 1967); 
IBRD, Suppliers' Credits from Industrialized to Developing Countries, op. cit.; 
Inter-American Development Bank, Sixth Annual Report 1965; OECD, Geo
graphical Distribution of Financial Flows to Less-Developed Countries, 1960-1964, 
op. cit., Geographical Distribution of Financial Flows to Less-Developed Countries, 
1965 (Paris, 1967); The Flow of Financial Resources to Less-Developed Countries, 
1961-1965 (Paris, 1967); Development Assistance Efforts and Policies—1965 Review, 
op. cit.; 1966 Review (Paris, 1966); Canada, External Aid Office, A Report on 
Canada's External Aid Programs, Fiscal Year 1965-1966; United Kingdom, 
Ministry of Overseas Development, Overseas Development; The Work in Hand 
(London); USAID, Proposed Economic Assistance Program for 1966: Summary 
Presentation to Congress (Washington, D.C., U.S. Government Printing Office); 
Operations Report, Data as of June 30, 1965 (Washington, D.C., U.S. Government 
Printing Office); Overseas Loans and Grants and Assistance from International 
Organizations, Obligations and Loan Authorizations, July 1, 1945-June 30, 1966 
(Washington, D.C., U.S. Government Printing Office); United States, Department 
of Commerce, Foreign Credits by the United States Government, Status of Active 
Foreign Credits of the United States Government and of International Organizations, 

cial arrears and for unreported debt. Nor was allowance made 
for the substantial repayments of developing countries due 
to IMF. 

3. The composition of new gross inflows during the projection 
period is assumed for the most part to correspond to that of 
1965 flows, as given in table A-l. The allowance made for 
suppliers' credits has a substantial influence on the results of the 
projections because of the short-term maturities and high interest 
rates involved. New suppliers' credits and the service payments 
on those credits are therefore shown separately in each table, с 
It should be noted that the figures for new export credits are 
limited to suppliers' credits alone since no official estimates of 
financial credits were available. a 

4. As regards the terms of new gross lending the following 
average terms have been used for all regions as regards 
suppliers' credits : 

(a) Officially guaranteed suppliers' credits : 6 per cent interest, 
one-year grace period, six years maturity ; 

(b) Unguaranteed suppliers' credits : 8 per cent interest, no 
grace period, two years maturity. 

«They are assumed to rise at 5 per cent annually in the 
second set of projections. 

d Figures given for gross disbursements by the Inter-American 
Development Bank (IDB) were adjusted to exclude estimates of 
the amounts repayable in local currencies. 

as of June 30, 1965; (Washington, D.C.); Export-Import Bank of Washington, 
Report to the Congress for the twelve months ended June 30,1966 (Washington, D.C., 
U.S. Government Printing Office, 1966). 

a Includes the following countries and territories : Argentina, Bahamas, Bermuda, 
Bolivia, Brazil, Chile, Colombia, Costa Rica, Cuba, Dominican Republic, El 
Salvador, Falkland Islands (Islas Malvinas), Guatemala, Guyana, Haiti, Honduras, 
Honduras (Br.), Jamaica, Mexico, Netherlands Antilles, Nicaragua, Panama, Peru, 
Surinam, Trinidad and Tobago, Uruguay, Venezuela, West Indies (British). 

b Includes the foliowing countries and territories : Afghanistan, Bahrein, Bhutan, 
Brunei, Burma, Cambodia, Ceylon, China (Taiwan), Hong Kong, India, Indonesia, 
Iran, Iraq, Israel, Jordan, Kuwait, Laos, Lebanon, Maldive Islands, Malaysia, 
Muscat and Oman, Nepal, Pakistan, Philippines, Qatar, Republic of Korea, 
Republic of Viet-Nam, Ryukyu Islands, Saudi Arabia, Singapore, South Arabian 
Federation, Syria, Thailand, Trucial Oman, Yemen. 

c Includes the following countries and territories: Algeria, Botswana, Burundi, 
Cameroon, Central African Republic, Chad, Congo (Brazzaville), Congo (Kinshasa) 
Dahomey, Ethiopia, Gabon, Gambia, Ghana, Guinea, Ivory Coast, Kenya, 
Lesotho, Liberia, Libya, Madagascar, Malawi, Mali, Mauritania, Mauritius, 
Morocco, Niger, Nigeria, Portuguese Overseas Provinces, Rwanda, St. Helena, 
Senegal, Seychelles, Sierra Leone, Somalia, Rhodesia, Sudan, Swaziland, Tanzania, 
Togo, Tunisia, United Arab Republic, Uganda, Upper Volta. 

d Comprising the following countries and territories: Cyprus, Gibraltar, Greece, 
Malta, Spain, Turkey, Yugoslavia. 

TABLE A - l 

Estimate of grants and gross lending to developing countries for the year 1965 
(SU.S. billion) 

Region 

Suppliers' credits Gross multilateral lending 

пт°гы IBRD-
biktteral International 

Grants Guaranteed Unguaranteed , ,. Finance 
Lenfr Corporation 
OJ UAK, (IPC) 
members l ' 

IDA 

Gross 
lending 

IDB of 
socialist 
countries 

Total 

Latin 

Asia and Middle 
Eastb 

Southern Europed . . . 

TOTAL 

0.55 

2.12 
1.35 
0.07 

4.09 

0.75 

0.6 
0.6 
0.3 

2.25 

0.25 

0.2 
0.2 
0.1 

0.75 

0.7 

1.2 
0.4 
0.4 

2.7 

0.21 

0.14 
0.08 
0.05 

0.48 

0.02 

0.24 
0.01 
0.01 

0.28 

0.15 

0.15 

2.63 

0.1 
0.25 
— 

4.60 
2.89 
0.93 

0.35 11.05 
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TABLE A-2 

Estimated regional breakdown of the terms and composition of the gross lending 
for the year 1965a 

Recipient regions Amount 
(SUS billion) 

Interest 
(per cent) 

Maturity 
(years) 

Grace Period 
(years) 

Share of Total 
(per cent) 

1. Africa 
(a) Gross official bilateral lending of DAC 

countries 

(b) IBRD-IFC 
(c) IDA 
(d) Socialist countries 

Sub-total 
2. Asia and Middle East 

(a) Gross official bilateral lending of DAC 
countries 

0.04 
0.07 
0.08 
0.09 
0.03 
0.05 
0.04 
0.08 
0.01 
0.25 

— 
1.0 
3.5 
3.5 
4.5 
5.5 
6.5 
6.0 
0.8 
2.5 

40 
40 
25 
15 
25 
12 
7 

22 
50 
12 

10 
10 
7 
3 
5 
2 

— 
5 

10 
4 

5.4 
9.5 

10.8 
12.2 
4.0 
6.8 
5.4 

10.8 
1.3 

33.8 

0.74 

(bj IBRD-IFC 
( c) IDA 
(d) Socialist countries 

Sub-total 
. Latin America 
(a) Gross official bilateral lending of DAC 

1.68 

100.0 

0.06 
0.42 
0.04 
0.04 
0.18 
0.10 
0.06 
0.25 
0.05 
0.14 
0.24 
0.10 

— 
1.0 
— 
3.5 
3.5 
4.5 
5.5 
5.5 
6.5 
6.0 
0.8 
2.5 

40 
40 
20 
18 
25 
25 
22 
8 
7 

22 
50 
12 

10 
10 
7 
7 
5 
5 
3 

— 
— 

5 
10 
4 

3.6 
25.0 
2.4 
2.4 

10.7 
5.9 
3.6 

14.9 
3.0 
8.3 

14.3 
5.9 

100.0 

(b) IBRD-IFC . . . . 
(c) IDA 
(d) IDB 

4. Europe 
Sub-total 

(a) Gross Official bilateral lending of DAC 

(b) IBRD-IFC . . . . 
(c) IDA 

Sub-total 

0.15 
0.10 
0.07 
0.04 
0.08 
0.06 
0.04 
0.16 
0.21 
0.02 
0.15 

1.08 

0.14 
0.03 
0.06 
0.02 
0.05 
0.05 
0.04 
0.01 
0.05 
0.01 
0.46 

1.0 
3.5 
3.5 
4.5 
4.5 
5.5 
6.5 
5.5 
6.0 
0.8 
0.6 

1.0 
3.5 
3.5 
5.5 
5.5 
5.5 
6.5 
7.5 
6.0 
0.8 

40 
25 
15 
25 
12 
12 
7 
7 

22 
50 
14 

40 
25 
15 
25 
12 
7 
3 
7 

22 
50 

10 
7 
3 
5 
3 
2 

— 
1 
5 

10 
4 

10 
7 
3 
5 
2 

— 
— 
— 

5 
10 

13.9 
9.3 
6.5 
3.7 
7.4 
5.6 
3.7 

14.8 
19.4 
1.8 

13.9 

100.0 

30.4 
6.5 

13.0 
4.3 

10.9 
10.9 
8.7 
2.2 

10.9 
2.2 

100.0 

Sources: See table A.-l. 
* Gross lending other than suppliers' credits. 
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Estimates of terms for the remainder of gross lending for 
each region are given in table A-2. e 

5. In the first main set of projections in which the gross 
inflow of grants and loans is maintained at its 1965 level 
throughout the projection period, each component of the over-

e As is shown in table A-l, the DAC figures include a number 
of countries, overseas territories and provinces which are not 
included by IBRD in its debt statistics. Since the flow of grants 
and loans to these additional sources amounted to slightly over 
$100 million, the DAC and IBRD regional breakdown of 
countries may, for practical purposes, be regarded as identical 
once adjustments are made in the IBRD figures to include the 
United Arab Republic and Libya in Africa rather than in the 
Middle East. 

Sources: See table 1 in the text. 
* This table provides projections undertaken on the basis of aggregate figures 

for developing countries as a whole. A comparison of this table with table 2 in 
the text, therefore illustrates the effects of disaggregation to the regional level 
undertaken in that table. 

a Minus sign indicates excess of repayments over new inflow. 
ъ Includes all countries given in table 1 in the text. 
e Inflows, debt service and debt outstanding are defined as in table 1 in the 

text. Grants are assumed to grow at an annual rate of 5 per cent for each region. 
The remainder of gross lending is assumed to take place in the following pro
portions: official bilateral lending of DAC member countries 68 per cent; lending 
from multilateral organizations 23 per cent; lending from the socialist countries 

all flow to each region was assumed to continue at its 1965 
level as given in table A-l, supplemented by the breakdown of 
gross official bilateral lending of DAC member countries as 
given in table A-2. In the projection which assumes that the 
over-all net inflow of grants and loans from 1966 to 1975 is 
held constant at its 1965 level, the following further assumptions 
are made with regard to the composition of gross inflows during 
this projection period : 

(a) grants are assumed to remain constant at their 1965 level 
throughout the projection period ; 

(b) suppliers' credits are assumed to increase at an annual 
rate of 5 per cent ; 

(c) the composition of the rest of gross lending, i. e. total 
lending other than suppliers' credits, is assumed to be the same 
as in 1965 and as given in table A-2. 

of Eastern Europe and Asia 9 per cent. The following weighted average terms are 
applied to each source of gross lending ; 

Officially guaranteed suppliers' credits: 6 per cent interest, one-year grace 
period, six years maturity; 

Unguaranteed suppliers' credits: 8 per cent interest, no grace period, two years 
maturity; 

Official bilateral lending by DAC countries: 3.5 per cent interest, six years grace 
period, twenty years maturity; 

Loans from the socialist economies: 2.5 per cent interest, four-year grace 
period, twelve years maturity; 

Loans from multilateral sources: 3.6 per cent interest, seven-year grace period, 
thirty-five years maturity. 

Annex II * 
Developing countries: annual gross inflow required to maintain 

a given net inflow, 1966-1975 a 

IS. billion) 

1966 
All regions^ 

1970 

1. Gross inflow including suppliers' credits< 
of which: 
(a) Grants 
(b) Gross lending 

of which: 
Suppliers' credits 

2. Total debt service 
of which: 

On suppliers' credits 
3. Net inflow 

of which: 
Suppliers' credits 

4. Net lending 
5. Debt outstanding 

12.2 14.3 16.4 

4.1 
8.1 

3.2 
5.1 

— 
7.1 

3.2 
3.0 

32.6 

4.1 
10.2 

3.8 
7.2 

2.9 
7.1 

0.9 
3.0 

52.6 

4.1 
12.3 

4.9 
9.3 

5.1 
7.1 

-0 .2 
3.0 

80.7 
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Chapter I aid-giving countries. The problems raised by such 
ж , , .. , source-tying of aid have thus become urgent. This urgen-
Introduction and summary c y i s r e f l e c t e d i n t h e r e s o i u t i o n s a d o p t e d b y v a r i o u s 

organs of the United Nations Conference on Trade and 
1. Aid may be tied by source or end-use (via specifi- Development and subsequent demands for a continuing 

cation of commodities or projects). Whereas, however, study of the problems and possible solutions urged on 
recent years have witnessed some relaxation in areas such the UNCTAD secretariat and other international orga-
as the project-tying of aid, so that countries like India, nizations such as the Organisation for Economic Co-
Pakistan and Turkey have qualified for increased operation and Development (OECD) (annex I), 
amounts of аИ for non-project, "maintenance " topor t s 2 T h j s therefore, considers the question of 
the trend with respect to tying by source has developed s o u r c e . t i n £ a t l e t h . I t e x a m i n e s , i n p a r t i c u lar , the 
towards comprehensive tying, both m surplus and deficit f o l l o w i n j , a

5
s p e c t s 0 | t h e p r o b l e m . (a) th

F
e m e t h o d s b y 

which aid is tied by source ; (b) the trend towards increas-
ed tying of aid by source ; (c) the reasons for tying aid 

* Incorporating document TD/7/Supp.4/Corr.l. by source ; (d) the cost of source-tying to recipient coun-
** This study by Dr. Jagdish N. Bhagwati, Professor of Eco- tries ; (e) the gains to aid-giving countries from source-

nomics, Massachusetts Institute of Technology, was prepared at t k a n d (f) m e m o d s for reducing the real cost of aid 
the request of the UNCTAD secretariat. The views expressed . • \ i . л A • . , г™ 
in the study do not necessarily reflect those of the UNCTAD 1У т§ ЬУ s o u r c e > a n d proposals for untying aid. The 
secretariat. major conclusions of the paper are summarized below. 

45 
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3. Tying aid by source includes all practices aimed at 
restricting the recipient country's freedom to apply the 
aid to import from sources other than the aid source. For
mal restrictions are the clearest and most important form 
of tying, but informal and indirect restrictions may also 
be applied effectively. Aid can also be tied directly, as 
in the cases of aid in kind, of technical assistance expen
ditures and of export credits, which constitute a signifi
cant proportion of total aid flows. 

4. Recent years have witnessed a steady and marked 
growth in aid-tying practices, so much so that some 
major aid-giving countries now regard procurement res
trictions as the rale and untied aid as the exception. 
This trend has arisen from a complex set of motives, 
dominant among which has been the desire of aid-giving 
countries to improve their balance-of-payments position. 
At the same time, aid-tying practices have by no means 
been limited to donor countries with balance-of-payments 
deficits, since surplus countries, partly as a reaction, 
have increasingly adopted procurement restrictions. 
Other major reasons for the trend toward increased aid-
tying have included internal pressures by commercial 
interests in such countries to gain export orders and a 
widespread desire of these countries to be associated 
with the construction of specific projects rather than 
simply with their financing. It is clear, in any case, that a 
strong competitive element is present in aid-tying and 
that a tightening of restrictions by a donor country is 
likely to generate tighter restrictions by other donor 
countries. 

5. In estimating the costs of tying to the recipient 
countries, a distinction should be made between the costs 
which could be avoided by a full use of availabilities for 
switching imports form one source to another, and the 
unavoidable costs. It is shown below that if aid is tied 
by source alone, switching possibilities are greater and 
the costs of tying to the recipient country correspond
ingly smaller, and that if aid is tied by project as well 
as by source the costs of tying are likely to be much 
more significant. Other things being equal, switching 
possibilities will be greater in relation to the availability 
of free foreign exchange and the freedom to diversify the 
sources of aid. It should be emphasized, however, that 
the switching possibilities open to recipient countries are 
in any case severely limited. The sequential nature of 
given aid flows prevent the utilization of simultaneous 
international tendering, which is essential if advantage is 
to be taken of switching possibilities in the context of a 
development plan. Also, because of the high geographic 
concentration of the aid of each major donor country 
and the limited availability of free foreign exchange, 
genuine international tendering is often restricted in 
practice by the fact that potential suppliers from sources 
other than the aid source are aware of the recipient 
country's dependence on the source of aid, and conse
quently of their lessened chances of obtaining a particular 
contract. 

6. The direct costs of tying aid can be estimated as 
the difference between the cost of importing from the 
tied source and the cost of importing the same commo
dities from the cheapest source. It is important to note 
that excess freight charges can add significantly to tying 

costs, and that price differences are in many cases likely 
to be considerably enhanced by monopolistic pricing by 
suppliers in the donor country, who are aware of the 
limited flexibility allowed the recipient country in choos
ing the source of supply of its import. 

7. In addition to the direct costs incurred, tying of aid 
has significant indirect costs for the recipient country. 
These may include higher costs for maintenance or 
repairs, more expensive spare parts or inputs, delays 
frequently associated with securing appropriate items 
from the tied source, and distortion of development prio
rities. 

8. An analysis of the limited general evidence available 
points to the conclusion that the direct costs alone of aid-
tying are equivalent to a significant proportion of the 
value of the tied aid, and almost certainly account, on 
the average, for as much as one fifth of the value of tied 
aid. In specific cases, price differentials amounting to 
100 per cent or more are not uncommon. 

9. It is also shown below that the balance-of-payments 
gains obtained by the donor country from tying are 
considerably smaller than the value of the tied aid. Exa
mination of existing studies shows that direct gains are 
probably in the vicinity of 40-50 per cent of the amount 
of tied aid. If all relevant secondary and indirect elements 
are introduced into the estimates, the balance-of-pay-
ments gain for the donor country corresponds to only 
about one third of the value of the tied aid. 

10. Due to the competitive element in aid-tying, a 
realistic process of aid-untying would have to be gradual 
and simultaneous for all donor countries, and should 
allow countries with balance-of-payments deficits to untie 
a smaller proportion of their aid at each stage than sur
plus countries. Other proposals for reducing the costs of 
tying to the recipient countries include : (a) treating the 
excess costs of tied aid to the recipient countries as an 
export subsidy rather than as aid ; (b) granting waivers 
for imports from developing countries ; (c) avoiding the 
tying of aid by both source and project, as this form of 
tying can lead to serious monopolistic exploitation ; (d) 
encouraging to the greatest possible extent competitive 
international tendering on aid-financed projects ; and (e) 
acceptance of debt-service payments in the products or 
currencies of debtor countries. Developing countries could 
also reduce the real cost of tied aid by pursuing optimal 
procurement policies and also by a flexible operation of 
import controls by permitting diversification (by source 
of imports) among different licence-holders. 

Chapter II 

Methods by which aid is tied by source 

11. Tying aid by source must be defined to include all 
practices by which the recipient country's effective choice 
to spend the aid on imports from alternative sources, 
other than the tied source or sources, is sought to pros
cribed. 

12. Note that our definition would permit aid to be 
described as source-tied even though, by exploiting 
switching possibilities (as discussed later), the recipient 
effectively " unties " part or all of the aid. At the same 
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time, it would not exclude practices such as simultaneous 
project-tying, with projects selectively chosen so as to 
yield the donor country advantages in competitively 
tendering for them. That some methods of tying could, 
ceteris paribus, cause less real cost to be imposed on the 
recipient countries, by comparison with other methods, is 
a separate issue which is examined intensively later. 

13. In general, tying by source can be divided into 
five major types : (a) formal restrictions ; (b) informal 
restrictions ; (c) indirect restrictions ; (d) export and 
import credits ; (e) aid directly in the form of goods and 
technical services. 

Formal restrictions 

14. The most direct form of tying is to require for
mally and contractually that the recipient country spends 
the aid funds for importing goods and services only 
from the designated source or sources. 

15. In order to implement such tying, clearly the aid 
must be disbursed in such a way as to give rise to 
" directly identifiable " imports, whose source or origin 
can be ascertained to ensure that the formal restrictions 
on procurement by source are not violated. 

16. In these cases, the disbursement procedures vary 
with countries, depending also on whether the recipient 
country operates an exchange-control system. In the case 
of United States aid expenditures, which are formally 
tied, for example, procurement authorizations are reques
ted from the recipient country and are submitted through 
the local missions of the United States Agency for 
International Development (USAID) for approval in 
Washington. 

17. Where, however, the aid expenditure does not lead 
to identifiable, direct imports, it has always been difficult 
to tie aid by source. This happens typically with the 
" local cost " component of project aid, as also with the 
more common " budgetary grants " which have been 
made by donors such as the United Kingdom to recipient 
governments. Even in these cases, however, some donor 
countries have begun to devise formal restrictions. These 
usually take the form of " restricted accounts " arrange
ments under which the recipient country is required to 
spend the aid received on a specified source or sources. 
The United States has, in particular, resorted to such 
devices. These arrangements have also been used by the 
United States to ensure that, although recipient countries 
are permitted to use aid funds for procurement in eight 
designated developing countries (see para. 30 below), the 
receipts from such procurement are eventually spent (by 
these eight countries) on United States goods and ser
vices. 

18. It is difficult to quantify the importance of such 
formal tying of aid in relation to total aid flows, as the 
relevant data are not generally released. However, it has 
been estimated that during the years 1961-1963 about 
two-thirds of gross bilateral assistance by countries mem
bers of the Development Assistance Committee (DAC) 
of OECD was contractually tied or otherwise limited.1 

1 OECD, Development Assistance Efforts and Policies, 1965 
Review (Paris, 1965), p. 90. 

The proportion subject to tying has, moreover, increased 
since the year 1963. 

19. In this connexion, it is also relevant to note that 
some donor countries have sought to impose formal 
restrictions on shipping to be used for freighting aid-
financed imports. However, with the exception of the 
United States and Japan, all DAC donors have refrained 
from imposing such restrictions. In the case of the United 
States, however, legislation under Public Law 83-664 
prevents the utilization of aid for financing transporta
tion of aid-financed goods in vessels which do not have 
United States registry. Further, at least one-half of the 
aid-financed goods are required by legislation to be 
shipped in United States bottoms. Similar restrictions 
have been applicable to goods financed by Export-Import 
Bank of Washington (Eximbank) credits, to which we 
shall refer later. 

Informal restrictions 

20. Quite aside from the formal restrictions just des
cribed, and the suppliers' credits which are automatically 
linked to exports from the donor source, as is aid directly 
embodied in the form of commodities and technical ser
vices, it is possible to tie aid by source through " infor
mal" means. It is frequently pointed out by countries 
such as the United States which tie aid explicitly and 
formally, that countries such as France manage, despite 
overt abstention from formal tying, to arrange that reci
pient countries spend virtually all of their aid in the 
donor country. Of course, this is not necessarily proof 
that informal tying exists. It may be due to the compe
titive position of the donor countries in international 
markets ; or it may be due to the prevalence of tradi
tional trade ties with such countries (which secures for 
the donor an advantage in competing with alternative 
suppliers) ; or it may again be due to the influence that 
the donor country may have in the recipient country 
through cultural and traditional ties, reinforced by the 
presence of ex-colonial personnel in the local purchasing 
agencies and civil service generally (which seems to be 
partly relevant to the aid expenditures of French-speak
ing African countries). 

21. On the other hand, there is little doubt that infor
mal tying operates with efficiency in many cases. This 
can take the form of impressing on the recipient country 
that any departure from de facto tying in purchases 
would be short-sighted and would cause difficulties in 
continuing or even granting aid : current United States 
practices would seem to come fairly close to explicit 
pursuance of such a policy. 

Indirect restrictions 

22. However, much the most subtle form in which 
source restrictions are applied is neither formal nor 
informal but what might most aptly be described as 
" indirect ". There are essentially two forms in which this 
is done, at the moment. 

23. One method is to treat the aid flow as part of an 
over-all trade arrangement, as is done by the socialist 
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countries. An alternative method, practised by the 
French authorities, is to couple the aid flow with provi
sions under which the aid is to be spent on French goods 
and services while France " reciprocally " purchases from 
the former French-African territories on a preferential 
basis. In fact, the entire Franc Zone arrangements, with 
their monetary and trading implications, are generally 
recognized as making the question of informal or formal 
tying somewhat academic. It is interesting to note, in 
addition, that France has nevertheless resorted to formal 
tying restrictions in cases where these de facto tying 
arrangements were considered to be inadequate.2 

24. Another method, which seems to have gained 
ground whenever formal and informal restrictions have 
been considered undiplomatic, is to finance only those 
commodities or projects where the donor country is 
considered to have a decided advantage in tendering or 
supplying the specified items. This policy, widely believed 
to be now practised by the Federal Republic of Germany 
(and we shall have more to say about this later), can 
be implemented by letting it be known generally and 
informally that the chance of securing aid would improve 
if the project or commodities required were " suitably 
chosen " so as to result in directly identifiable imports 
from the donor country despite competitive tendering.8 

25. Variations of the preceding policy may also be 
mentioned. Thus, a donor country wishing to avoid 
formal and informal tying may reduce the amount of 
" local cost " financing or purely budgetary-support 
grants that it will make. Also, it may deliberately direct 
projects towards using materials imported from the 
donor country even though they could have been devised 
to use cheaper domestic materials that would have neces
sitated " local cost " financing. 

Export and import credits 

26. Further, there are credits extended to importers or 
exporters, which are automatically linked therefore to 
exports from the lending countries. There are essentially 
two main types of credit to be distinguished here : 

(a) On the one hand, there are the so-called suppliers' 
credits. These are private export credits, guaranteed 
partly or wholly by institutions whose financial support 
for such activities is directly or indirectly to be traced to 
official policy. These credits have now reached large 
proportions (see table I) and can be obtained from prac-

2 Thus, for example, the policy of the Fonds d'aide et de 
coopération (FAC) has been to tie aid disbursements explicitly 
via financing conventions signed with local governments : nearly 
20 per cent of total French bilateral and multilateral aid was 
estimated as being informally and formally tied in 1961. 

3 This need not necessarily imply distortion of choice towards 
inappropriate or " low priority " projects in cases where the 
donor country has taken care to see that the projects are suited 
to the recipient country and has been able to locate a sufficient 
number of such projects to exhaust the aid commitment planned 
and requested. However, regardless of how wasteful such an 
" indirect " system of ensuring de facto tying of aid may be, 
that it can successfully be used to tie aid is undoubtedly a fact 
to be reckoned with. 

tically all donor countries.4 These credits can, however, 
hardly be described as " international aid ", for they are 
clearly advanced by private exporters whose aim is prin
cipally to become established in international markets. 
The fact that governments, directly and indirectly, help 
to underwrite, guarantee and promote such credits would 
seem to make little difference to the fact that they are 
essentially the result of private initiative, much as private 
investments are. In fact, they represent merely a means 
by which the effective export prices of capital goods are 
cut : it is possible to take these credits and discount 
them back to a current value such that the effective 
reduction in export price that they make possible can be 
readily calculated. From this point of view, the efforts at 
getting the grant of credits co-ordinated by the " lend
ing" countries, and arriving at rules under which the 
grant of such credits, and their terms, would be regulated 
by agreement, would merely represent a form of collusive 
action by the exporting countries which would artificially 
inhibit the otherwise de facto cutting of their export 
prices. 

TABLE 1 

Flow to developing countries of guaranteed private 
export credits neta, 1960-1965 

($U.S. million) 

Over 1 up to 
5 years 

370 
272 
236 
259 
348 
286 

Over 5 years 

93 
221 
399 
293 
533 
455 

Total en 

463 
493 
635 
552 
881 
741 

Source: IBRD, Suppliers' Credits from Industrialized to Developing Countries: 
A Study by the Staff of the World Bank (Washington D.C. 1967). 

a The figures on export credits are annual net increases in outstanding amounts 
of guaranteed export credits, including the non-guaranteed part of these credits. 
The IBRD report, Suppliers' Credits from Industrialized to Developing Countries, 
explicitly points to the unreliability of the information leading to these figures and 
suggests that they be trated as indicative only. 

(b) Of relevance in discussions of tied aid, therefore, 
are only public sector exporter and importer credits, 
such as the sums directly given to purchasers in the 
importing country on a long-term basis by the Exim-
bank of the United States, or the credit extended by the 
Government of Canada, through Canadian exporters, on 
the basis of specific contracts for the supply of equip
ment, or the official export credits granted by Italy 
through the Mediocredito, or the Kreditanstalt fur 
Wiederaufbau (KW) long-term finance that is made 

4 An account of the manner in which these credits are gua
ranteed in different lending countries, and the role of the 
governments concerned is given in International Bank for 
Reconstruction and Development (IBRD), Suppliers' Credits 
from Industrialized to Developing Countries : A Study by the 
Staff of the World Bank (Washington, D.C, 1967), pp. 6-7. 



Terms and conditions of external development finance 49 

available to foreign importers who have placed orders 
for goods in the Federal Republic of Germany.5 

Aid directly embodied in goods and technical services 

27. Finally, of relevance to aid-tying by source are the 
flows which are directly embodied in the form of goods 
and technical services. The sums involved in such trans
fers are quite substantial, amounting on the average 
during 1963-1965 to approximately 38 per cent of the 
total bilateral net aid flow (see table 2). As is indicated 
further by table 2, the aid in kind is almost wholly from 
the United States, consisting again primarily of shipments 
under the Public Law 480 programme. Aside from the 
United States, Canada is also an occasional supplier of 
food aid. 

Chapter III 

The trend towards increased tying of aid by source 

28. While it is not meaningful to quantify the growth 
in the prevalence of source-tying, at least partly because 
data and qualitative information on this subject are 
closely guarded from scrutiny, there is no doubt that the 
past few years have witnessed a steady departure from 
the practice of giving untied aid. This has happened not 
merely in the countries with deficits in their balance of 
payments but also in surplus countries such as the Feder
al Republic of Germany, for reasons which are interst-
ing to discuss. 

Deficit countries 

(a) The United States 
29. The deficit countries have undoubtedly been the 

pioneers in this trend. The experience of the United 

5 It is legitimate to ask whether even these official credits are, 
after all, not attempts to support export levels and improve 
export performance, exactly as private export credits (guaranteed 
or not) are, and whether it is not correct to regard the flows 
of funds implicit in such credits as ways in which effective 
export prices of exports from the " lending " countries are 
reduced in order to compete for markets abroad. By the same 
token, it is not meaningful to expect that untying aid of this 
kind is feasible for it would undermine the very basis of such 
credits from the lending countries. This point will be taken up 
in greater detail later. 

States in this respect is both instructive and not without 
parallel in other countries such as the United Kingdom. 

30. The United States has been steadily tightening its 
measures in the matter of source-tying. Beginning from 
1959, when development loans began to be tied to the 
United States, all USAID loans have been formally tied 
and cannot be spent on alternative sources unless inter
agency committees and the USAID Administrator grant 
waivers. In the matter of grant financing, the trend has 
been parallel : since 1960, procurement under grants has 
been restricted to the United States and less-developed 
countries (in the " free world "), excluding therefore the 
developed countries of Western Europe and Japan. In 
March 1966, however, the restrictions were increased and 
procurement was restricted to the United States and 
only eight among the less-developed countries : China 
(Taiwan), India, Morocco, Pakistan, Philippines, Repub
lic of Korea, Singapore and Thailand where, again, pay
ments for procurement were to be tied to the United 
States through special letter of credit arrangements. 
Taking, therefore, this indirect tying into account, it is 
correct to argue that all United States grants have also 
now become virtually 100 per cent tied to the United 
States. 

31. Even in the matter of " local cost financing ", there 
has been steady tightening in this respect. Wherever the 
accumulated local currency balances are inadequate for 
the purpose, and project-financing entails local cost 
financing, the United States has generally moved in the 
direction of imposing special letter of credit arrangements 
which permit payments only for purchases originating 
in the United States. Up till now, contributions to inter
national organizations have been free of tying. But the 
latest moves towards tying at least a proportion of the 
United States contribution to the International Develop
ment Association (IDA), are indicative of a rapid transi
tion to a full, 100 per cent tying of all United States aid 
in the near future. Of relevance in this connexion also is 
the recent report6 that the Inter-American Development 
Bank (IDB) is under pressure, from the United States, to 
limit the use of IDB ordinary capital outside its member 
countries. 

'See The Times, London, 8 May 1967, p. 22. 

TABLE 2 

Flow of technical assistance and aid in kind to 
developing countries, 1963-1965 

($U.S. million) 

Year 
Total official 

bilateral 
Net 

Technical 
assistance 

Technical 
percentage of Aid in kind& 

total 

Aid in kind as 
percentage of 

total 

United States 
aid in kind 

1963. 
1964 
1965 

5,712.3 
5,440.8 
5,773.1 

858.4 
949.6 

1,048.0 

15.05 
17.45 
18.15 

1,305.2 
1,284.6 

940.3 

22.89 
23.61 
16.29 

1,303.0 
1,282.0 

940.1 

Source: OECD, Development Assistance Efforts and Policies, 1966 Review (Paris, 1966), Statistical annex, tables 5-7. 
a This overstates slightly the amount of shipments in kind because the figures represent the sum of two items : " Loans 

repayable in recipients' currencies " and " Transfer of resources through sale for recipients' currencies ". 
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32. At the same time, " informal " tying has increased, 
in the sense of USAID missions seeking to encourage 
imports from the United States by emphasizing the 
urgency of the matter to the recipient countries and 
urging on them the prudence of spending on United 
States sources even when formal tying is not imposed. 
Several Latin American countries have thus recently 
agreed to impose voluntary restraints in their purchases 
so as to secure them from the United States. Further, 
commodities of which the United States is a net importer 
have generally been ruled out from United States aid 
financing since 1963. Measures to secure full " addition
ally ", so as to eliminate the possibility of substitution 
by " commercial " imports are being actively studied. 
In some cases, USAID has already successfully imposed 
limitations on financing projects or commodities (via 
lists) where United States exports would be competitive 
on commercial terms, thus making it more likely that 
" additionality " would follow from aid-tying. Sometimes, 
loans have been made only in respect of imports " in 
excess of normal marketings " of specified commodities.7 

33. As a result of these restrictions and actions, the 
proportion of USAID expenditure devoted to offshore 
purchases has fallen off drastically. The proportion of 
USAID commodity expenditures resulting in offshore 
purchases has now been reduced to close to 10 per cent ; 
the proportion of offshore purchases to total USAID 
expenditures (including cash flows and non-commodity 
expenditures) was reduced to 22.9 per cent for the fiscal 
year 1966 and is expected to be halved within the next 
two years. 

(b) The United Kingdom 
34. Until 1962, the United Kingdom had been form

ally tying only loans provided to countries under section 
3 of the Export Guarantees Act : these loans represented 
only about one fifth of total disbursements (net of amor
tization and repayments) by the United Kingdom during 
this period.8 A considerable portion of remaining dis
bursements (not including technical assistance) consisted 
of financial contributions for budgetary support and 
" local financing ", which did not in any case give rise to 
directly identifiable imports in general. 

35. Since then, however, the United Kingdom has 
generally been tightening terms with respect to tying, 
under balance of payments pressures. Since 1963 the 
United Kingdom has tried to ensure, by administrative 
procedures, that where imports were directly identifiable, 
these would be procured from the United Kingdom in 
general. Thus, with respect to " colonial development 
and welfare grants ", in case of new schemes including 
grants or loans of £25,000 or more, and in case of 
smaller schemes consisting wholly or largely of imports 
of capital equipment, direct expenditure on imports from 

7 The significant increase in the proportion of Public Law 
480 shipments to the total United States aid flow during the 
period after 1958/1959 should also be taken into account. 

8 Details of tying in 1963 are given in Andrzej Krassowski, 
" Aid and the British Balance of Payments," Moorgate and 
Wall Street Review (Hill, Samuel and Co. Ltd., and Harriman, 
Ripley and Co. Inc., Spring 1965). 

non-United Kingdom sources now requires reference to 
the Colonial Office which is to sanction such imports 
only when it is satisfied that the United Kingdom cannot 
supply the requirements on " reasonably competitive 
terms ". The United Kingdom Government has further 
instituted procedures to examine in respect of all Exche
quer loans whether British suppliers could not secure a 
high share of the imports generated by such loans in the 
recipient countries, the objective being again to secure 
orders for the United Kingdom except when the British 
sources are revealed by consultation to be unreasonably 
expensive. 

36. Thus, an increasing proportion of United Kingdom 
aid expenditures has come to be source-tied as a result 
of these methods. The matching of aid flows to existing 
excess capacity in the United Kingdom, thus amounting 
to tying by selection of projects to be encouraged in the 
recipient countries, has also been broached in public 
discussions of aid policy and seems to have played a 
certain role in United Kingdom aid policy.9 

Surplus Countries 

Federal Republic of Germany 
37. The trend in the surplus countries has unfortuna

tely been, even though haltingly, in the same direction as 
outlined above, and the reasons for this highlight the 
complexity of the question of getting or keeping aid 
untied. The experience of the Federal Republic of 
Germany, which seems to have attempted to play an en
lightened role in this respect at the official level, is quite 
revealing and hence is recorded here at some length.10 

38. From the point of view of formal tying, the Fed
eral Republic of Germany had initially been careful not 
to tie aid significantly beyond that provided through the 
credits given by the KW out of its own funds, which 
correspond to the Eximbank credits from the United 
States. The only exceptions had been the indemnification 
payments to Israel and some loans provided through the 
budget. In 1962, as a result of this policy, only 9 per 
cent of the Federal Republic's capital assistance commit
ments v/ere formally tied. 

39. This was a reflection of the fact that the Money 
and Credit Section of the Ministry of Economics had 
held to the argument that the then satisfactory balance 
of payments situation required that aid from the Federal 
Republic of Germany be kept untied by source. And 
yet in 1963 the Federal Government found it advisable 
to retreat, even though no balance of payments difficul
ties had occurred or were likely to occur, and formal 
tying of procurement was applied to 55 per cent of new 
commitments, whereas (with 3 per cent consisting of 

9 This was specifically discussed, for example, by the Strachey 
Mission to India some years ago and seems also to underlie the 
present indications of British willingness to finance the expan
sion of Durgapur Steelworks in India when there is excess 
capacity in the steel-plant-making industry in Britain. 

10 The account given here draws on John White, German Aid : 
a survey of the sources, policy and structure of German aid 
(London, The Overseas Development Institute Ltd., 1965), 
pp. 111-116. 
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offers of consolidation credits) only 42 per cent was left 
formally untied. Under severe pressure from other 
donors with payments difficulties the Federal Govern
ment retreated marginally, but even in the first half of 
1964, over one third of the Federal Republic's capital 
assistance remained contractually tied. In 1965, 55 per 
cent of the total aid flow was left formally untied (with 
13 per cent consisting of renewals of former credits and 
14 per cent of KW credits from own funds and only 
18 per cent being otherwise formally tied). 

40. At the same time, this description understates the 
effective degree of aid tying by the Federal Republic of 
Germany. Evidence points to the fact that since 1963, 
the Government has increasingly sought to finance pro
jects where the Federal Republic of Germany was 
likely to secure contracts on a competitive basis, thus 
predisposing the recipients towards acceptance of such 
projects11 (even though they may not have been most 
advantageous to the recipient) and the Federal Govern
ment has also been known to boost the import compo
nent of projects in preference to " local cost " financing. 
The refusal, in many cases, to consider for aid-financing 
projects in cases where tenders by the suppliers in the 
Federal Republic of Germany could be expected to be 
uncompetitive has led nearly 85 per cent of the loans 
disbursed by the KW to be spent on suppliers in the 
Federal Republic. This result has also been accentuated 
by yet another policy, namely, an occasional refusal to 
allow contracts to be submitted to international tender. 
"Up to the end of 1962, less than half of German 
capital assistance projects were put up for tender. The 
others were presumably projects in which a particular 
firm had had an interest from the start".12 While the 
Federal Government has claimed that it has given up 
this policy, and admits to only a few exceptions to it 
while even claiming formally that tenders are to be 
required especially when the project is source-tied to the 
Federal Republic of Germany, the " attitude of German 
representatives in the field tell a different story from the 
official one " ; and as long as this is so, a prudent recip
ient government can be expected to treat the capital 
assistance as effectively tied even though the utilization 
of an international bidding procedure might have reduced 
costs. 

41. Why then has a surplus country such as the Feder
al Republic of Germany with a powerful Economics 
Ministry conscious of the need for keeping aid untied 
by source, been forced to such methods of aid-tying? 
The reasons quoted by one source are instructive : 

" " In 1963 and 1964, several recipient governments began to 
notice an increasing tendency on the part of German diplomatic 
representatives to suggest that aid would probably be forthcom
ing provided that the recipient put up proposals for such and 
such a project. In several cases, the suggestions were for projects 
which had a high priority in the recipient's development plan
ning, but the more obvious common factor was the likelihood 
that the contract would be awarded to a German firm. Since 
there was no evidence that the new tendency was the outcome 
of intensified study of the recipients' economies, it was taken as 
evidence of an increased determination to promote German 
interests, not as the outcome of improved project selection 
machinery." (Ibid., p. 114). 

12 Ibid., p. 115. 

" The principle that German aid should not be 
currency-tied — that is, tied specifically to the procure
ment of German goods and services — has been 
repeatedly criticized by the representatives of German 
industry. The criticism mounted sharply when the 
United States took to currency-tying in order to safe
guard its balance of payments. Not only did the Amer
ican decision mean that German exporters lost their 
share of orders financed from the US Development 
Loan Fund, which had been considerable, but it also 
meant, to their far greater chagrin, that they lost a 
number of established export markets which had 
previously been independent of aid finance from any 
country and which were now flooded with American 
goods purchased with American tied commodity cre
dits. This result was particularly noticeable in Turkey, 
where German exporters lost the strong position that 
they had gained in open market competition. "13 

42. Thus, part of the reason for the strong pressure 
in favour of aid-tying has almost certainly been what 
might be described as " competitive aid-tying " prompted 
by commercial interest. This is quite distinct, of course, 
from the competitive aid-tying that can occur between 
deficit countries with one country tying aid to divert 
expenditure from the other country whereas the other 
ties aid in turn to divert expenditure in the contrary 
direction.u 

43. A separate motivation for tying, despite a sound 
balance of payments position, which the Federal Govern
ment has found it difficult to stifle arises from the fact 
that prestige and political kudos for aid are frequently 
associated not with the source of finance, but with those 
who build a project. Cases in which major prestige 
projects have been financed by the Federal Republic but 
built by firms from other countries are not common, but 
they tend to attract much public and press comment 
when they do occur.15 

44. Thus, it is clear that even though one would 
expect a surplus country to take no steps to tie aid, 
particularly if there were strong opposition to this inter
nationally, there are weighty reasons why it is likely to 
be forced into such practices. And the experience of the 
Federal Republic of Germany suggests precisely how the 

l4bid.,p. 112. 
14 Occasional statements and writings of ministers and respon

sible officials testify to this element of competitive aid-tying 
very clearly. Thus, take the two following examples : 

(a) According to Die Welt, 17 January 1967, Mr. Wischnew-
ski (the Federal Republic's Minister for Economic Co-operation) 
assured his countrymen that the principle of tied aid would be 
observed even more rigorously in the future, so as to secure 
orders for materials and machines produced in the Federal 
Republic, particularly in view of the attitude of other countries. 

(b) Again Walter Scheel (Minister for Developmental Aid in 
the former Erhard cabinet) has written that, with regard to the 
question of source-tying, an international agreement was the ideal 
solution and that, as long as this was not procured, the Federal 
Government necessarily had to take into account the 
attitude of other countries and hence the principle of leaving 
German aid untied could not be regarded as a " dogma " 
(Konturen einer neuen Welt, DUsseldorf-Vienna, Econ-Verlag, 
p. 23). 

"White, op. cit., p. 112. 
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tying will, in such cases, take indirect but effective forms, 
with little emphasis on the formal tying provisions which 
would be difficult to defend internationally.16 

Chapter IV 

Reasons for tying aid by source 

45. This leads the discussion directly into the reasons 
which have been alleged to be, and undoubtedly are, 
important in the spread of the practices of tying aid by 
source. The present chapter merely outlines these rea
sons ; their substance will be examined in later sections 
that deal with the benefits to donor countries from aid-
tying and possible solutions to the question. 

46. The primary cause of tying by the deficit countries, 
as is evident from the preceding chapter, remains ba
lance of payments difficulties. This argument has been 
invoked by both the United States and United Kingdom 
and undoubtedly is the chief reason for their tying 
practices. However, it is also an argument invoked by 
countries currently in surplus. For example, Italy has 
argued in the recent past that the then balance of pay
ments surplus was merely a prelude to increased import 
spending in support of planned development, so that 
aid untying would not be adopted as a general policy 
at the time. Canada and Japan have also continuously 
produced this reason in support of their tying practices. 

47. In a fundamental sense, the balance of payments 
ground for tying aid is an argument for avoiding the loss 
of real income that would follow if the aid transfer did 
not give rise to a matching demand for imports ; for, 
in such a case, the aid donor would have to adjust its 
payments accounts by suitable adjustments which would 
lead to deterioration in the terms of trade, and hence 
real income, in general. A similar motivation, of re
ducing the real cost of making a certain financial transfer 
of resources, also underlies the desire to tie aid to industries 
where there is excess capacity in the donor country or 
where there are already surplus stocks (as in the case of 
Public Law 480 shipments). Aid in kind hitherto was 
primarily to be explained in terms of this motivation, 

18 Referring to this conflict between the recognition of an 
international obligation not to tie aid when there is a surplus 
in the balance of payments and the need to accommodate 
domestic pressure for tying, John White has stated cogently 
that: 

" The obvious way of escape from this conflict is simply 
to avoid making commitments for projects in sectors in which 
German firms are not competitive, which is the solution that 
the Federal Government seems consciously to have adopted. 
The tacit application of this kind of criterion does not 
necessarily conflict with the recipient's interests, but it clearly 
limits the range of projects for which German assistance is 
forthcoming. It therefore puts an onus on the Federal Govern
ment to take a far greater initiative in seeking out aid-worthy 
projects, since the criterion is not one that the recipients can 
be expected to take into account. So long as the Federal 
Government maintains a policy of not taking the initiative in 
seeking project proposals, leaving the recipient to produce 
projects in conformity with criteria which are in fact not fully 
stated, there is a continuing danger of an unchecked conflict 
of interest between German suppliers and the recipients of 
German aid." (Ibid., p. 114). 

although the unforeseen deficits in food availabilities in 
countries such as India in the past two years, and the 
unprecedented sales and depletions of surplus commod
ities in the United States seem to have reduced this 
early motivation for expanding Public Law 480 ship
ments to complete insignificance. 

48. Further, as we have already seen in the case of 
the Federal Republic of Germany, an important role is 
played also by commercial pressure groups who wish to 
benefit from the orders that they think ought to accrue 
to donor country nationals rather than to third countries. 
This is clearly an important force to reckon with ; and it 
is clear that an element of competitive aid-tying follows 
from this pressure, for aid-tying by one country on 
grounds such as deficit in the balance of payments leads 
to aid-tying by another country whose exporters find 
their own markets abroad jeopardized by such policies 
by other donor countries. This competitive element is 
among the most difficult aspects of the problem of 
inducing surplus countries to accept (or rather of inducing 
them to persuade their electorate and pressure groups 
to accept) aid-tying by other countries on the grounds 
that their own balance of payments is currently in a 
favourable position. This is irrational, of course, as the 
deficit country, in so far as it gives up effective tying, is 
likely to be forced to undertake other measures which 
are equally likely to hurt the international industries of 
the surplus country ; but somehow such " indirect " 
action is rarely so evocative of a threat as direct action 
in the form of explicit tying measures. 

49. But, while aid is tied competitively by countries 
for commercial reasons, the same commercial reasons 
are undoubtedly responsible in certain cases for leading 
to the grant of aid (in which case it would not make 
sense to propose that aid should be untied and expect 
that aid would remain at initial levels). Thus, for exam
ple, the Japanese aid flow, which is exclusively tied for
mally (except for a negligible amount for multilateral 
agency contributions and occasionally from consolidation 
credits), is to be attributed, partly at least, to a desire to 
support Japanese exports of machinery and manufactures 
to the developing countries. This is, in fact, the moti
vating force behind the Eximbank's activities. The Exim-
bank's direct loans, which are repayable in dollars at 
near commercial rates of interest, are explicitly directed 
at financing purchases from the United States, the loans 
being granted in fact when some explicit imports from 
the United States are being considered.17 It is also the 
motivation behind the activities of the KW in the Federal 
Republic of Germany on the basis of its own funds, 
and of similar institutions in Canada, France, the United 
Kingdom and Italy. 

50. Finally, the tendency to tie aid is also to be 
attributed to a combination of reasons, political and 
economic, which lead to project-tying of aid in the first 
instance and to source-tying subsequently. Thus, some 

17 These direct loans of the Eximbank are a fairly sizeable 
part of the United States assistance programme, running at an 
average of $564 million during 1960-1963, which was about 
16 per cent of the total net outflow of aid to the developing 
countries. 
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countries (the Federal Republic of Germany among 
them) are keen to tie aid to projects on the ground that 
this is most likely, in their experience, to lead to an 
efficient and quick utilization of aid. At the same time, 
these donor countries feel that the best way to secure 
credit for their aid in recipient countries is to finance 
conspicuous projects which are then identified easily in 
the public mind with the donor country, whereas this 
political effect is not secured if the aid is not linked to 
something less conspicuous and dramatic. Further as 
pointed out above, it is felt that the credit thus obtained 
goes in practice to those who actually build the project 
rather than to those who finance it. Hence the desire to 
tie aid to both projects and source simultaneously. These 
political reasons are also accentuated by the fact that, 
even in the donor countries, few people seem to consider 
it sensible that orders arising from aid financed at the 
public expense should go to third parties and " benefit " 
them instead. These attitudes are particularly important, 
as we have seen, in the surplus countries and also, 
because of tying by other countries, extremely difficult 
to resist. 

Chapter V 

The cost of tying to recipient countries 

51. In estimating the cost of tying aid by source, it is 
necessary to note that the actual cost of tying that is 
incurred by the recipient country may not be the irre
ducible minimum cost of tying, and that there may 
exist opportunities for de facto untying of aid, or other
wise reducing the cost attached to restricted procure
ment, which have not been exploited by the recipient 
country in question. 

52. In estimating empirically the cost of aid-tying by 
source, therefore, it is important to distinguish between 
two different questions : 

(a) How much cost would be imposed by the tying of 
aid itself, if the recipient country were maximizing use of 
available opportunities to substitute, to invite competition 
and the like ; and 

(b) How much cost is actually to be attributed to the 
fact that the recipient country does not exploit these 
opportunities which exist even within the context of 
source-tied aid. 

53. In practice, of course, these two questions are 
difficult to disentangle, but they are clearly of consi
derable relevance to any assessment of the implications 
of aid-tying as also to an examination of what can be 
done to reduce, if not minimize, the costs of such tying 
if it must be accepted to some extent. 

54. In assessing the latter question, it is again neces
sary to distinguish between what a recipient country 
could do in principle and what it can reasonably be 
expected to do in practice when it is aid-dependent and 
underdeveloped. For example, clever " programming" 
aimed at gaining maximum advantages out of substitu
tion possibilities may be somewhat self-defeating if it 
succeeds in jeopardizing the aid flow itself. 

55. Assuming, for the sake of argument, however, 
that the recipient country will be doing the maximum 

necessary in order to minimize the cost of source-tying 
of aid, what can be expected to be the cost resulting 
from such source-tying ? In dealing with this question 
analytically, we should distinguish between the case 
where the aid is also tied by commodity and where it is 
not. 

Case I : Aid tied by source alone 

56. It is readily seen that source-tying will be unsuc
cessful in its intent in so far as the recipient country 
would like to spend on purchases from the tied source, 
from its total pool of foreign exchange from aid and 
export earnings, an amount that equals or exceeds the 
amount that is explicitly source-tied. Thus, for example, 
assume that $300 million of tied aid from the United 
States is given to India and that, out of its total pool of 
foreign exchange, India, after considering the relative 
competitiveness of various alternative sources of supply, 
would like to spend $350 million on imports from the 
United States. In this case, it is clear that no effective 
tying of United States aid has occurred. 

57. The same point may be put a little differently. 
Suppose that, from the available funds other than the 
$300 million of United States tied aid, India would have 
liked to buy $210 million worth of United States goods ; 
and that, from the $300 million of tied aid, India would 
in any case like to buy $140 million worth of United 
States goods. In this case, the effective tied aid of 
$160 million (300—140) being less than the $210 million 
which is being purchased (from other funds) from 
the United States anyway, India could readily de 
facto untie the United States aid by merely switching 
existing imports. For the case where there is licensed 
allocation of foreign exchange, as in India, all that would 
be necessary is to finance the existing imports, up to 
$160 million, from the tied fund account, and thus 
release the same sum for imports from any other sour
ces.18 

58. According to this way of looking at the problem, 
the total pool of funds available to the country is consi
dered as the sum of two parts : the tied aid from a given 
source and the remainder. And, clearly, it follows that 
the condition under which tied aid can be regarded as 
totally untied de facto is that the amount that the reci
pient country would like to spend out of the tied aid 
funds on sources other than those designated should 
equal or be less than the amount that the recipient would 

18 If one is dealing with a recipient country not applying 
exchange controls, then its Government could achieve this 
objective merely by merging the tied aid funds into the common 
pool of funds in the foreign exchange market (and would thus 
be absolved from undertaking intervention in the form of 
exchange control, for example, to ensure that the purchases 
from the United States came up to the required tied aid level). 
In practice, however, one is almost always dealing with recipient 
countries with exchange control systems, which facilitates the 
implementation of aid-tying restrictions at the same time that 
international organizations, and the donor countries through 
them, eagerly advise the dropping of exchange controls, and the 
adoption of what are, effectively, flexible exchange rates which 
they think are not so good for the donor countries themselves 
(annex II). 
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spend, from the funds not tied to these sources, on the 
designated sources.19 

59. But such a possibility of substitution, with its 
attendant untying of aid in effect, will not work fully 
when the funds which would be spent out of the total 
pool on a source fall short of the tied aid total there
from. In this case, there will be left a hard core of tied 
aid, from one or more sources, which is effectively tied 
even when all substitution possibilities have been 
exploited. 

60. What is then the cost of this hard core of tied aid 
which is not merely de jure but also de facto tied ? One 
is tempted to think that this cost would be measured by 
the excess cost of the items that would now have to be 
imported, up to the value of this hard core tied aid, from 
the tied aid sources ; and that this cost would be mini
mized by following a world-wide tender policy, then tick
ing off all the competitive tenders from each tied source 
against the tied aid, leaving a set of unassigned hard core 
tied-aid flows and unsatisfied import requirements which 
would then be matched by the authorities in such a way 
as to minimize the whole cost of this operation. It might 
also be concluded that such a policy would also eliminate 
all elements of monopolistic pricing of suppliers under 
tied aid. 

61. However, there are some important snags to this 
argument, which imply that the cost of aid-tying in 
practice will be considerably higher. We will first consi
der the case where the source-tied aid must be spent on 
projects (though not on specific projects) and then the 
case of non-project aid (which again is not tied to spe
cific commodities). 

62. Project aid. To begin with, world-wide tendering 
cannot really be applied in the simultaneous sense just 
described, even to projects. Of course, the world-wide 
tendering procedure can be gone through for each pro
ject ; but this is not the same thing as doing it simultane
ously and then allocating projects to cheapest sources, 
as assumed above. For one thing, aid rarely comes in 
this simultaneous sense, but is a continuing process even 
for countries with donor-country consortia. For another, 
few countries have their projects oriented for such action 
and indeed cannot be expected to do so, since total aid 
prospects are usually unclear and given the limitations 
also of their technical organizations for this kind of 

19 This condition is, of course, identical with the earlier one 
when the spending out of the entire pool of funds was consider
ed. Note, however, that whether such possibilities of substitution 
will be allowed to exist and be exercised is quite a different 
matter. It is well known that the donor countries increasingly 
worry about such substitution, when they are in payments diffi
culties, and have a tendency to impose informal restrictions in 
this matter, as also to indulge in commodity specification which 
prevents such substitution by earlier, " commercial " imports. 
Indeed, since such substitution can occur even among different 
donors, with their aid funds, it is now increasingly contemplated 
that the tying should be done by specifying commodities in 
which the donor has the least advantage : this would mean that 
the donor would be able to secure all orders that it can, on a 
competitive basis, from all the foreign exchange resources which 
the recipient country can put up to tender, and ensure thereby 
the full " additionality " of tied aid purchases. We shall revert 
to this later. 

work. Hence, in reality, the costs of tying, even when 
the donor country does not tie its aid to specific projects, 
are likely to be considerably greater than indicated above. 
Moreover, the world-wide tendering on projects, which 
are then ostensibly assigned to different tied sources 
according to the successful tenders, will not necessarily 
yield the maximum number of bids and the widest, most 
competitive quotations to choose from. If there is a 
preponderance of tied funds from one source alone, and 
the free foreign exchange of the recipient country is 
negligible in comparison, then the suppliers from areas 
other than the tied-aid sources may not deem it worth 
while to tender at all. Further, if the suppliers from the 
preponderant tied-aid source know about this limited 
flexibility, then their tenders may well reflect this mono
poly position. Even when the tied aid extends to more 
than one source, the suppliers from all the tied sources 
may follow similar mark-up policies, for they would 
have an advantage over other third-source suppliers in 
so far as third-source entry is limited by the recipient 
country's lack of manœvrability. That such implicit col
lusion can arise is indisputable ; how far it actually arises 
is difficult to establish. Clearly, such monopolistic charg
ing will be reduced, to the extent that the recipient 
country's access to free funds is relatively large in rela
tion to tied funds and the tied funds, in turn, are spread 
over a large number of sources. 

63. Non-project aid. Finally, similar difficulties arise 
over non-project aid as well. However, they arise from 
the methods by which the exchange control authorities 
operate import control. These methods, when combined 
with tied funds, lead in practice to the possibility of 
monopoly pricing by suppliers from tied aid sources. In 
principle, exchange control authorities could issue licen
ces authorizing imports from the tied source or sources 
only and make these and other licences transferable so 
that licence-holders could themselves exploit all arbitra
tion possibilities so as to minimize losses, leading to the 
same result in principle as a world-wide tendering proce
dure (on the assumption that the importers act with 
similar energy to seek out the lowest-cost sources of 
supply). 

64. However, in practice, many governments in fact 
specify both items and source (where there is tied aid), as 
the authorities are keen to ensure that only " priority " 
uses are permitted. But once both items and source are 
specified, the donor country specified becomes in effect 
the only feasible source of supply. The fact that the 
licensing authorities, in conjunction with the USAID 
mission for example, have specified (on the licences) 
only those items where the United States is regarded as 
a low-cost supplier will then not necessarily mean that 
the supplies will come at the competitive rates that would 
be offered in an open market. 

65. Where the suppliers of the designated items are 
few in number, explicit collusion cannot be ruled out — 
even though the aid missions attempt to examine prices 
and prevent such practices. But even when the suppliers 
are " numerous ", the fact that the supply is to be 
undertaken against aid-finance will often lead to a higher 
price being charged than if it were to be undertaken in 
a less restricted market. Thus, for example, United 
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States suppliers will treat the aid-financed sales as equi
valent to domestic sales and will generally charge f.o.b. 
prices, for such aid-financed contracts, which are equiva
lent to domestic prices. But, as is frequently the case, 
the competitive f.o.b. price charged by many manufactur
ing concerns is lower than the domestic price — largely 
because the foreign market is considered to be more 
" competitive " owing to the presence of foreign sup
pliers.20 Thus, the fact that tying of aid leads United 
States suppliers, in this example, to price abroad as 
though they were pricing for a domestic sale, thus treat
ing aid-financed sales as a mere extension of domestic 
market sales, will also result in the recipient country 
being overcharged, in relation to the competitive f.o.b. 
price that it would have secured if the tying of aid had 
been replaced by free flow of funds, for its imports from 
the tied source. Note that : (a) while this need not occur 
systematically, since some firms may not follow such 
pricing practices, there is considerable agreement among 
knowledgeable analysts that there is indeed such a dis
crepancy between domestic prices and competitive f.o.b. 
prices in general ; and (b) discussion by the author of 
this point with procurement officers in one aid mission 
revealed that the practice under which a domestic price 
may be charged to foreign purchasers buying under aid-
finance was treated as " legitimate " and, by no means 
as an exercise of " monopoly power " which, in fact, it 
is from a strictly economic point of view. 

66. As these margins, which are lost under tied aid, 
may be fairly large (if the evidence that obtains with 
respect to such practices is indicative), the loss imposed 
on the recipient countries from the tying of aid may be 
quite considerable despite the recipient country exploiting 
the substitution possibilities. 

67. The specific problem just discussed arises from a 
licensing system which specifies imports and source 
simultaneously in view of (a) an aid-tied situation which 
requires that the imports from the donor source be not 
allowed to fall below the specified level ; as also (b) a 
desire on the part of the recipient country to maintain 
priority allocation of imports. One way to avoid the 
problem, however, while maintaining priority uses, would 
be to permit trade-offs between licensees so that if 
someone is, for example, in possession of a United 
States licence for a certain level of imports of item " x " 
that he does not want, he can trade it off for a certain 
level of imports of item " x " from the United Kingdom 
with someone who as given a licence for imports of 
item " y " from that country. Thus, the exchange would 
leave the first licensee with the same level of imports of 
" x ", but without being limited to United States sources, 
and the second licensee with the same level of imports 
of " y ", but without being limited to United Kingdom 

20 Evidence on this widely-recognized practice was gathered 
systematically by Milton Gilbert for the inter-war period. See 
his study : " A Sample Study of Differences between Domestic 
and Export Pricing Policy of United States Corporations," 
which constitutes part I of Monograph No. 6 : Export Prices 
and Export Cartels (Webb-Pomerene Associations) in the study 
Investigation of Concentration of Economic Power (Washington, 
D.C., United States Government Printing Office, 1940), prepared 
for the United States Temporary National Economic Committee. 

sources. Such trade-offs would thus preserve the priority 
pattern of imports and ensure expenditure of aid on tied 
sources, while ideally establishing conditions of competi
tion which could help to eliminate the kind of exercise 
of monopoly power which is otherwise conferred on 
exporters from tied sources. 

68. The situation may however not be ideal : the trade
offs may be theoretically possible but the market may not 
be functioning ideally to make use of the opportunities ; 
moreover, if there were a preponderance of funds tied 
to one or two sources, there may be effective exercise of 
monopoly power from these sources as the possible 
trade-offs would be limited and may not be sufficient to 
ensure effective competition to eliminate the exercise of 
monopoly power entirely. 

69. Thus, even if optimal policies of procurement were 
to be followed with respect to both project and non-
project imports, so as to exploit substitution possibilities 
aimed at minimizing the real cost of tied aid, there are 
sufficient reasons to think that the costs would not be 
eliminated in practice. Nor can these optimal procure
ment policies be necessarily followed, for reasons already 
set out : for example, the sequential character of aid 
flows which prevents the utilization of simultaneous ten
dering for different projects. In practice, therefore, the 
recipient countries would necessarily face the prospect of 
high cost attached to the hard core of effectively tied aid 
plus monopolistic prices on a wider range of tied aid 
flows, even though the aid were assumed to be tied by 
source and not simultaneously by commodity specifica
tion as well. 

Case II : Aid tied by specific projects and by commodity 

70. In practice, aid is often tied (at the donor country 
end) by specific projects, as also by commodity when 
non-project aid is granted. In either case, therefore, the 
real costs have to be evaluated in terms of a simultaneous 
tying by source and commodity specification. As will be 
readily seen, this practice can be used, with varying 
degrees of effectiveness, to reduce or even eliminate the 
possibilities of substitution that were outlined in the 
preceding discussion. 

(a) Aid tied to specific projects 
71. Let us consider first the case of source-tied aid 

which is also tied to specific projects. The exact costs 
that are associated with such double-tying will depend 
critically on the precise method by which the specific 
projects are chosen. 

72. Method 1. — If the projects are chosen after a 
world-wide tender for all projects, then the costs which 
would obtain will be identical with the costs we have 
already discussed earlier for the case of aid tied by 
source alone. Clearly, therefore, we are interested here 
in methods of project selection which do not follow 
this procedure. 

73. Method 2. — An alternative and more realistic 
procedure is for the recipient country to have a list of 
projects from which, by mutual consultation, certain 
projects are assigned to different tied sources on the 
assumption that these are likely to be the cheaper sources 
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and will impose least excess cost from aid-tying. This 
may appear to be an approximate, rough and ready way 
of doing what the system of world-wide tendering and 
allocation to different tied sources later will accomplish. 

74. However, this is not the case. There is first the 
simple fact that the relative cheapness of alternative 
sources may be wrongly estimated by the parties engaged 
in the exercise : there is no adequate substitute in general 
for a tendering system. Further, the monopolistic practi
ces discussed in the preceding subsection will emerge, as 
soon as a project is allocated in advance to a tied 
source. In particular, the overpricing resulting from the 
" extension of the domestic market " variety of argu
ment will persist in this situation. 

75. Inviting tenders from suppliers within the desig
nated source will be inefficient as an instrument for elimi
nating monopolistic overpricing if suppliers can enter into 
collusion (implicitly or explicitly) more easily and readily 
when they belong to one source rather than several. It is 
sometimes sought to refute this argument on the grounds 
that the tenders invited could be on a world-wide basis. 
However, this could not help if the project was known 
to be assigned to one specific source already : there 
would be no incentive for suppliers from alternative 
sources to tender in such a case. 

76. Needless to say, if the recipient country does not 
invite tenders even from the suppliers of the designated 
country, there is every likelihood of the monopolistic 
pricing being even greater than in the case of explicit 
monopolistic collusion by suppliers. In fact, there are 
many cases on record of such overcharging, resulting 
from the recipient country not having followed a proper 
tendering procedure even within the feasible limits. It 
is interesting to note that the reasons for not following 
even this limited tendering procedure may be several. 

(i) Often a foreign firm has been associated with a 
particular project from the beginning and its getting the 
order is regarded as practically automatic. 

(ii) In some cases the aid actually follows upon a 
project having been worked out by a specific domestic 
firm in collaboration with firms or the government in a 
recipient country, so that tendering is regarded as " aca
demic " and the firm's prices, provided they are not seen 
to be outrageously exorbitant, are taken on trust as 
reasonable. 

(iii) In a few cases, further, the lack of tendering has 
been argued to reflect corruption in the recipient country, 
with the connivance of influential people in the lending 
country. 

77. Method 3. — Finally, the method of project selec
tion for a tied source may be neither by reference to 
simultaneous tendering for different projects nor exclusi
vely by choice prior to the invitation of tenders on the 
selected project. 

78. Several projects, in practice, are " associated " with 
certain sources which seem to be the likely source of 
finance, for a variety of reasons, for them. As Mahbub 
ul Haq indicates in his pioneering analysis of tied aid for 
Pakistan, the optimal method in such cases is to invite 
tenders on a world-wide basis and to threaten to shift the 
project to alternative sources if the " associated " tied 

source for the project is unduly expensive.21 Undoubted
ly, this method, which is akin to the first method discus
sed above with the basic difference that projects acquire 
the likelihood of being assigned to particular sources 
quite independently of the results of the tenders, is supe
rior to the second method discussed above. However, it 
would be illusory to think that all monopolistic overpric
ing, especially the " extension of the domestic market " 
variety, will disappear in cases where projects are asso
ciated with definite sources and therefore can be expected 
by suppliers from alternative sources to be assigned to 
these sources. 

79. In conclusion, it should be mentioned that we 
have so far discussed the costs of source-tied aid, when 
also tied to specific projects, on the assumption that the 
donor country will permit the choice of projects to be 
made by the recipient country in conformity with the 
latter's priorities. But this assumption need not be 
fulfilled. In fact, we have seen already (in an earlier sec
tion) how the project choice itself may be dictated by 
particular supplier interests from a specific donor coun
try— in which case, the cost of such tied aid may be 
not merely the costs discussed so far but also that impos
ed by any possible distortion away from priorities from 
a developmental point of view (assuming, of course, that 
the recipient country itself would have exercised such a 
choice, an assumption which is not as valid as it seems). 

80. Similarly, the costs can be still further increased 
to the recipient country if the donor country seeks to 
increase effective tying by reducing the " local cost " 
component of the project by artificially raising the import 
content which is tied to the donor country source. 

81. By such distortion of the choice and design of 
projects, therefore, the costs of aid-tying may be raised 
above those which would obtain if the donor country 
were scrupulous and accommodating about the choice of 
projects. 

(b) Other aid tied by commodity specification 

82. Similar accentuation of difficulties and the cost of 
source-tying will occur when aid is also tied by end-use 
other than via projects. 

83. In this case the possibilities of inflated costs of 
supply of specific items may be reduced by mutual con
sultation, provided that the donor country is agreeable, 
so that a process of " substitution " is mutually allowed 
for. But, even ruling out costs that may accrue from the 
fact that certain items may not be available from the 
tied source at all or that the donor country may be 
interested in supplying specific items of low priority to 
the recipient (with a view to securing " additionality " 
or for other reasons), there will be a " monopolistic " 
rise in prices once the commodity specification has taken 
place. As we have already argued earlier in this section, 
the aid price is likely to be identical with the domestic 

21 Mahbub ul Haq, " Tied Credits—A Quantitative Analysis," 
in John H. Adler and Paul W. Kuznets, eds., Capital Move
ments and Economic Development : Proceedings of a Confer
ence held by the International Economic Association (London-
Melbourne-Toronto, Macmillan and Company Ltd, New York, 
St. Martin's Press Inc., 1967), p. 326. 
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price and hence greater than the normal world-wide 
competitive f.o.b. price. The result might even be yet 
further monopolistic price exploitation although suitable 
information and procurement policies could help to 
reduce this. 

84. Finally, some remarks may be addressed to the 
assertion sometimes made by donor countries that when 
import and export credits are granted, as with Exim-
bank loans, there is no cost to the de facto and auto
matic tying because (i) the recipient countries first choose 
the items for import themselves and then seek credit ; 
(ii) the credit is given for projects where the national 
or suppliers have already managed to secure contracts on 
an international tender basis. The first argument is not 
always factually correct, especially for smaller donor 
countries, in the experience of countries such as India. 
But even were it correct, it is fallacious because the very 
fact that the " aid " is available from a certain source 
if imports are procured from it, is sufficient to result in 
real costs of the kind discussed earlier for tied aid. 
Further, the second argument is also untenable ; only 
if all suppliers everywhere had access to the same credit 
terms (given as aid by one country for its exports alone), 
would it be correct to argue that there would be no costs 
from the tying. Otherwise, the fact, for example, that an 
Italian firm knows that it has access to Italian aid credits 
will enable it to tender more cheaply than a firm from 
the Federal Republic of Germany without such access ; 
whereas if the latter firm also had similar access, it might 
have tendered yet more cheaply and the recipient country 
would have been as well off as if the aid were not tied. 

85. To sum up then, source-tying of aid will generally 
impose costs, inclusive of " monopolistic " pricing by 
suppliers, even when ideal procurement policies are 
followed. Moreover, these costs are likely to be accen
tuated when the donor countries also specify the end-
use, by project or otherwise, of source-tied aid. These 
costs will vary with (i) the flexibility, in substitution, that 
the recipient country enjoys through access to more than 
one source of foreign funds ; (ii) the extent to which 
such exploitation of substitution possibilities is permitted 
by the donor countries; and (iii) the willingness and 
ability of the recipient country, via optimal procurement 
and related policies, to exploit such substitution and 
competitive possibilities as exists. 

86. The preceding discussion would be incomplete, 
however, if reference were not made to yet other indirect 
costs that may arise from the restriction on procurement 
sources that source-tying will, in general, impose in some 
degree. 

(i) There may be recurring costs from having imported 
capital equipment which needs expensive repairs, spare 
parts and even (perhaps) more expensive inputs (such as 
raw materials and fuel) for processing or operation. 
Where the buyer follows an " atomistic " policy, these 
disadvantages will not be reflected in the price paid ; and 
therefore these costs must be reckoned as additional to 
those discussed in the preceding paragraphs. 

(ii) Further, as we remarked earlier, in chapter III, 
the cost of tying could involve not merely a higher f.o.b. 
price but also additional shipping expenses. Such addi

tional freight may involve costs for extra distance and 
also higher freight rates (as with United States shipping), 
where there are restrictive clauses with respect to the 
shipping to be used.22 Moreover, as Mahbub ul Haq has 
pointed out, freight rates which are quoted in tenders not 
open to suppliers everywhere are typically increased, 
so that monopolistic raising of freight rates also is not 
uncommon and needs to be watched when aid is tied 
(see table 3). 

(iii) Finally, it is possible that, as with all allocational 
systems involving direct control, there could be delays 
associated with finding appropriate items from the donor 
country to which the aid is tied. Associated with this is 
the difficulty in establishing trading and commercial 
relationships with a new area from which tied aid is 
beginning to come ; this itself could cause inefficiency 
because of delays and may necessitate an expensive 
" informational " investment expenditure. 

(iv) It is also worth mentioning that the effect of res
tricting procurement to donor countries may be to pre
vent developing countries from tendering for projects and 
competing to supply commodities under non-project aid. 
The effect would thus be to inhibit the growth of export 
earnings and also, except where supplies are totally 
elastic, to impose welfare losses on the developing coun
tries which might otherwise have been successful sup
pliers for aid-financed imports. 

Empirical estimates 

87. If we are to examine the cost of source-tying to 
recipient countries in practice, as revealed by empirical 
analysis, obviously the estimates can be undertaken only 
at the recipient country's end, for it is only there that 
the full scope for substitution (as discussed above), as 
also the exercise thereof, can be effectively analysed. And 
it is precisely this kind of detailed analysis for a few 
individual recipient countries (chosen from the continents 
of Asia, and Latin America that the UNCTAD secre
tariat has now organized, largely along the lines of 
Mahbub ul Haq's pioneering analysis. 

88. Short of such detailed analysis, it is interesting to 
note that (i) the range of bids, from the highest to the 
lowest, on international tenders can be very large, thus 
indicating that the excess cost of procurement from a 
tied source (even leaving out monopolistic elements) may 
be significant ; and (ii) the incremental cost, of a mono
polistic variety, where tendering is limited or non-exist
ent, can be very high indeed. 

89. A useful source of information on the former 
point is the spread of bids on IBRD loans and IDA 
credits. Two sets of samples have become available 

22 This latter problem is applicable only to the United States. 
The costs involved can be considerable, for it is well known that 
United States shipowners will charge, for aid-financed ship
ments, freights up to three times the open market rates quoted 
by other companies. It should be mentioned, however, that the 
excess freight on Public Law 480 shipments is covered by the 
United States authorities rather than by the recipients : though, 
here too, it qualifies as " aid disbursed " rather than as an 
" export subsidy " in the budgetary accounts. 
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TABLE 3 

Instances of higher freight charges under tied credits 

Procuring agency 

1 

Pakistan 
Western 
Railway 
Ditto 

Ditto 

Ditto 

Ditto 

Pakistan 
Eastern 

Railway 

Item 

2 

Freight on 18 
locomotives 
(large) 

Freight on 20 
locomotives 
(small) 

Freight on 22 
locomotives 
(large) 

Freight on 22 
locomotives 
(small) 

Freight on 30 
locomotives 
(small) 

Freight on 
locomotives 
(medium) 

Whether 
international bids 

invited 
3 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Lowest quotation 
from 

tied source 
4 

114,500 
per locomotive 

19,500 per 
per locomotive 

114,500 
per locomotive 

$9,500 
per locomotive 

S8,380 
per locomotive 

111,500 
per locomotive 

Lowest quotation 
on international 

bidding 
5 

$6,800 
per locomotive 
(Norway) 

$5,850 
per locomotive 
(Norway) 

$6,800 
per locomotive 
(Norway) 

$5,850 
per locomotive 
(Norway) 

$5,850 
per locomotive 
(Norway) 

$7,500 
per locomotive 
(Norway) 

Percentage 
difference 

(4)—(5) i (5) 
6 

113 

62 

113 

62 

43 

53 

Remarks 

Higher 
freight paid 

Ditto 

Ditto 

Ditto 

Waiver obtained in fav
our of non-United 
States flag ships. Cost 
met partly by cash and 
partly by IBRD loan 

Waiver obtained; costs 
met from cash 

Source: Mahbub ul Haq, op. cit., p. 330. 

recently, which cast some light on this question. Before 
we discuss them, however, it is necessary to point out 
some of the key limitations, in inferring from them the 
potential range of excess costs that tying might impose : 

(a) Tenders are not easily comparable because of 
differing clauses, quality differences, different specifica
tions included by different tenderers, etc. Hence, it can
not always be inferred that the spread observed reflects 
the actual differences in cost of supply that are relevant 
to our calculations. 

(b) Further, while the spread will indicate the possible 
differences in cost of supply from a tied source, it has 
important limitations in this respect : 

(i) The actual source of supply under tied aid may 
have even higher cost than the highest tender in the 
IBRD bids, for the simple reason that this high cost 
may itself have precluded a bid from this source : to 
this extent, the spread shown will understate the actual 
cost of tying that can arise ; 

(ii) The tying may be to a source which happens to 
be a lower cost source of supply than the highest in 
the IBRD bids ; to that extent, the spread between 
highest and lowest bids will overstate the actual cost 
of tying that will arise. 

90. While keeping these qualifications in mind, we 
note that the sample bids tabulated from IBRD and IDA 
data in table 4 show that the percentage of potential 
excess cost, measured as the ratio of the difference be
tween " high bids " and " successful bids " to " success
ful bids ", was on the average 49.3 per cent and that 

over 31 per cent of the value of contracts awarded 
(amounting in total to $200.9 million) were characterized 
by potential excess cost of over 50 per cent, and 62.9 per 
cent of the value of contracts awarded were characterized 
by potential excess cost of over 30 per cent. 

91. Turning next to the question of the monopolistic 
pricing associated with tied aid, Mahbub ul Haq has 
pointed out that tied aid projects in Pakistan were 
typically subjected to monopolistic pricing : 

" . . . the quotations offered by the suppliers are often 
higher if the suppliers know that it is a tied credit and 
come down considerably once it is made clear that 
the supplies will be financed against cash or untied 
credits... One of the amusing examples in the recent 
experience of Pakistan was that of Atlas Copco type 
compressors under French credit. The French suppliers 
offered certain quotations which, when checked against 
the quotations received from the Pakistani agents for 
Atlas Copco, were found to be 33 per cent to 47 per 
cent higher for various items. " & 

What Mahbub ul Haq does not mention, however, is the 
possibility that (a) there could be "monopolistic" pri
cing, in the sense of the f.o.b. price under tied-aid-financ-
ed exports being equal to the domestic price and there
fore higher than the competitive f.o.b. price, for a large 
range of commodities under both project and non-project 
aid ; and (b) that, where the substitution possibility is 

! Mahbub ul Haq, op. cit., pp. 335-336. 
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TABLE 4 

Frequency distribution of the ratios of difference between high bids and successful bids to successful 
bids on competitive tendering for twenty IBRD loans and three IDA credits, 1960-1966 

Less than 
10% 10-20% 20-30% 30-40% 40-50%, 50- 100% 

100 % and over 

Number of contracts . . 12 8 
Percentage of contracts . 13.0 8.7 
Percentage value of con

tracts to total value . . 17.6 5.4 

13 
14.1 

12 
13.0 

27 
29.4 

11 
12.0 

14.1 13.0 18.6 28.0 3.3 

Total 

92 
100.0 

100.0 

Source: UNCTAD secretariat, based on IBRD and IDA data. 

considered limited, even an international tender may be 
ineffective in getting lowest rates.24 

92. Among the country studies, which as we have 
argued are the optimal way of estimating the actual cost 
of aid-tying by source, Mahbub-ul Haq's original study 
of Pakistan produced a figure of 14 per cent of excess 
cost : a loss of §160 million in a total aid flow of $500 mil
lion annually. The somewhat " low " figure is attributed 
to two main factors : 

(a) The possibility of substitution, and its growing 
exploitation, as Pakistan has access to several alternative 
aid sources as well as free foreign exchange earnings and 
untied aid ; 

(b) A relatively low percentage of tied aid. 
However, the estimate is fairly rough and likely to be 
substantially on the low side in view of Mahbub ul 
Haq's optimism about avoiding all " monopolistic " ele
ments in pricing under tied aid.25 

93. The UNCTAD country studies promise to throw 
more quantitative light on this question. Unfortunately, 
as of the time of writing the present report, these studies 
are incomplete. However, it is relevant in this connexion 
to note that, in so far as donor countries tend, for no 
matter what reason, to divide up the recipient world 
into areas of aid-dependence on particular, rather than 
diverse, sources, the result would, ceteris paribus, be to 
reduce the substitution and competitive possibilities that 
were discussed in this section and thereby to enhance the 
cost of aid tying by source. It is interesting to observe, 
in relation to this question, that : 

24 Mahbub ul Haq may, therefore, be over-optimistic in asserting 
that : " In the case of Pakistan, the credits advanced by World 
Bank, IDA, West Germany, U.K. and Canada, generally do not 
suffer from any serious drawbacks, partly because some of 
these credits are untied and partly because there are a large 
number of items that Pakistan can obtain from these countries 
at the most competitive prices." (Ibid., p. 331.) Even when 
Canada can supply competitively at $x per unit, under tied aid, 
its competitive f.o.b. price under untied aid may have been 
$(x—y). 

25 Moreover, Mahbub ul Haq does not, in his quantitative 
analysis, seem to attach any significance to factors such as shifts 
in priority owing to difficulties of procurement from a tied 
source etc. Further, the method of measuring the cost of aid-
tying used by Mahbub ul Haq, and the subsequent UNCTAD 
studies, may not fully measure the cost in the strict economic 
sense of the term. (See annex III.) 

(a) While the United States had in the past tended to 
reduce the degree of aid concentration, with the aid 
expenditures in thirteen principal countries declining 
from an average of 92 per cent of the total in 1954-1957 
to an average of 72 per cent during 1960 and 1961,2B the 
recent trend seems to be in the reverse direction, culmi
nating in the policy decision to concentrate United States 
aid expenditures on fifteen countries ; and 

(b) The examination of aid distribution shows a pre
ponderant dependence by Latin American countries on 
United States aid, by French-speaking African countries 
on France, and by Commonwealth countries other than 
India and Pakistan on the United Kingdom. 

94. Finally, it might be mentioned that a rough-and-
ready study of possible excess costs was made when the 
recipients of United States aid were to be required to 
shift away from offshore purchases, beginning in 1960. 
It was estimated at the time that if the recipient countries 
maintained the same commodity pattern of imports but 
shifted to United States sources of supply, there would 
be an average increase of over a third in the cost of 
imports where the United States was more expensive, but 
that, computed as the average increase on total com
modity expenditure, the excess cost would be about 
one-half of this proportion. 

95. The impression left by these different estimates is 
that the tying of aid by source — ruling altogedier out 
of reckoning aid in commodities and technical services, 
as also suppliers' credits — imposes, in practice (and 
not in theory alone), costs that are significant enough to 
justify attempts at promoting measures for the untying 
of aid. Prior to considering these measures, however, it 
would be useful to examine some of the arguments pro
duced by the donor countries in support of tying aid. 

Chapter VI 

The gains to donor countries from source-tying of aid 

96. As we have seen earlier, the most powerful and 
persistent argument produced in support of source-tying 

26 Lawrence Lynn, Jr., An Empirical Analysis of U.S. Foreign 
Economic Aid and the U.S. Balance of Payments, 1954-1963, 
Ph.D. thesis submitted to Yale University, 1966, p. 21. 
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of aid deficit countries is that it prevents a deterioration 
in their balance of payments. In view of its importance, 
we shall examine this argument carefully, looking closely 
at the empirical evidence in support of it. 

97. The argument, put in its skeletal form, is that 
source-tying will divert aid expenditure by recipient 
countries towards the donor country and thereby reduce 
the leakage into third-country exports and hence the 
deterioration in the donor's balance of payments position. 
There are obvious qualifications to this argument. 

(a) More " return " of the aid by way of demand by 
recipient countries for exports of a donor country will 
not, in itself, lead to a balance of trade improvement 
which " finances " the aid outflow. There has to be a 
matching release of resources from domestic absorption. 
It should not be presumed, therefore, that effective aid-
tying by source will necessarily lead to improvement in 
the balance of payments of the donor country. In fact, it 
will not, if the cause of the donor's balance of payments 
deficit is excess demand for resources : in such a case, 
the real problem with the aid process is rather that it 
involves a transfer of resources for which there is excess 
demand, so that the important questions then are : (i) 
can the aid outflow be undertaken at all ; and (ii) whether 
rich countries ought not to seek ways of accommodating 
this outflow by restraining domestic demand for resour
ces. 

(b) Further, even if it were granted that domestic 
resources were freed to finance the transfer involved as a 
result of aid-tying by source, the precise impact of such 
tying is poorly measured by the estimate of the direct 
spending by the recipient country on the donor's goods 
and services. Spending on third-country exports will also 
in turn lead to further, indirect demands for the donor 
country's exports, so that the net effect of aid-tying on 
the balance of payments of the donor country will be 
less than that measured by the primary impact. 

(c) Further, the source-tying of aid may (for reasons 
already examined at length in chapter IV) be frustrated 
by " switching ", so that the net impact on the primary 
spending on the donor's exports may be limited ; on the 
other hand, if monopolistic charges accrue to the donor 
country's suppliers, the net improvement in the payments 
position would exceed the amount not switched by 
approximately the transfer implicit in the excess of the 
monopoly prices over competitive prices. 

(d) Finally, the net effect of aid-tying on the balance 
of payments position must be adjusted for the fact that 
much of the tying is " competitive ". The net improve
ment for the deficit countries therefore will be less than 
the gross effect, direct and indirect, because their policies 
will tend to neutralize one another and because the 
reciprocal tying by the surplus countries will also help 
to offset any favourable impact effect on the balance of 
payments. 

98. Empirical estimates of the net effects of aid-tying 
on the balance of payments of the donor countries are 
thus notoriously difficult to make. If the estimates are 
to be meaningful, one would have to have, at the mini
mum, reasonable guesses concerning (a) the extent of 
aid-tying ; (b) the " switching " undertaken by the recip

ient country ; (c) the indirect effects, via third-country 
re-spending, on the donor's exports ; and (d) the extent 
of " competitive ", reciprocal aid-tying by donor coun
tries. Serious analytical attempts at constructing such 
estimates have been made only in the United States, 
although purely "guess-work" estimates are available 
also for the United Kingdom. 

United Kingdom 

99. In the course of an empirical exercise at estima
ting the balance of payments " cost " of the United 
Kingdom foreign aid programme, Andrzej Krassowski27 

has attempted adjustment for the fact that part of the 
aid is source-tied. 

100. Taking tied aid to be solely the net Export Cre
dit Guarantee Department loans (under section 3 of 
the Export Guarantees Act, 1949), he proceeds to dis
tribute them by destination according to sterling area 
and the rest, subdividing the sterling area in turn into 
" Africa ", " Caribbean ", " Asia ", " Middle East " and 
" Other colonies ". He then assumes that, for the sterling 
area, the " switching " will be at 30 per cent and else
where at 10 per cent, on the sensible presumption that 
switching is easier when the initial, non-aid-financed 
trade with the United Kingdom is significant. He further 
assumes that the switched portion of the tied aid, which 
is de facto untied, will be spent according to the average 
share of the United Kingdom in imports by the recipient 
area from industrial countries. 

101. The resulting estimate of the trade diversion in 
favour of the United Kingdom, attributable to source-
tying, comes to £20.54 million for 1963, which amounts 
to over 50 per cent of the amount that is tied, to over 
20 per cent of the net bilateral aid flow, and to under 
19 per cent of the entire (multilateral plus bilateral) net 
aid of the United Kingdom (table 5). 

102. This estimate, however, is subject to serious limi
tations on the following counts : (a) the " switching " 
estimates are pure guesses ; (b) the average propensities 
to spend on United Kingdom goods and services may 
differ from the marginal propensities, especially when 
import patterns of the recipient countries are changing 
significantly owing to developmental programmes ; (c) 
no allowance is made for the increment in spending on 
the exports indirectly by countries in which the aid is 
spent initially by the recipients ; to this extent, the 
" gain " from aid-tying is over-estimated ; (d) the esti
mate of aid-tying is admittedly confined to the Export 
Credit Guarantee Department loans and hence is on 
the low side ; and (e) no adjustment is made for the 
fact that aid-tying by others may itself be a function of 
the British aid-tying.28 

21 A. Krassowski, op. cit. 
28 This last factor, however, is not of great significance in the 

discussion of United Kingdom aid-tying, in view of the rather 
limited sums involved. Clearly its significance is paramount for 
the United States. Moreover, it should be noted that Krassowski 
has a detailed statistical analysis of the net impact of aid on 
the United Kingdom balance of payments, allowing for the 
effects of the aid flows of other donors : United States, Federal 
Republic of Germany, France and other DAC countries. 
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TABLE 5 

Balance of payments effect of source-tying of aid by the United Kingdom, 1963 
Net flow of foreign exchange, 1963 

Region 

Total 
aid flow 

(in millions 
of pounds 
sterling) 

Average 
percentage 

share 
of 

United 
Kingdom 
in imports 

from 
industrial 
countries 

Tied 
aid 

flow 
(in millions 
of pounds 
sterling) 

Tied aid flow returning ultimately 
to United Kingdom 

Switched 
portion Direct 

(In percentage) 
(In millions 
of pounds 
sterling) 

(In millions 
of pounds 
sterling) 

Total 

(In millions 
of pounds 
sterling) 

8 

Amount 
of tied aid 
returning 
to United 
Kingdom 
if it were 

untied 
(in millions 
of pounds 
sterling) 

9 

Balance 
of payments 

"gains" 
from 

aid-tying 
(in millions 
of pounds 
sterling) 

10 

Sterling Area 
Africa 45.4 45 5.5 70 3.85 0.74 4.59 2.48 2.11 
Caribbean [6.6 40 
Asia 25.2 25 26.3 70 18.42 1.97 20.39 6.58 13.81 
Middle East . . . . 12.6 30 
Other colonies . . . 9.0 30 

All other countries . . 1.2 10 5.7 90 5.13 0.06 5.19 0.57 4.62 

Total bilateral . . . . 100.0 37.5 30.17 9.63 20.54 

Multilateral 13.4 

TOTAL 113.4 37.5 

Source: Columns 1-8 from Krassowski, op. cit., p, 32. Columns 9-—10 calculated. 

United States 

103. For the United States, however, there are more 
systematic estimates of the effect of aid-tying. These 
consist chiefly of two independent sets of studies, by 
Lawrence Lynn, Jr. and Alan Strout, although earlier the 
1963 Brookings Institution study by Walter Salant and 
associates had produced essentially speculative estimates 
in the course of predicting the United States balance of 
payments for 1968. 

104. The Lynn and Strout estimates are characterized 
by two major elements of sophistication : (a) the " swit
ching " possibilities are quantified systematically from 
the available empirical evidence ; and (b) the indirect 
demand for United States exports, via third-country re-
spending of aid is examined intensively so as to see how 
sensitive the resulting estimates are to various assump
tions concerning the reserve-accumulating behaviour of 
groups of countries, particularly Western Europe. The 
chief limitations of the estimates consist : (a) in implicitly 
treating the tying of aid by other donor countries as 
autonomous (this assumption makes very little sense for 
the United States) and (b) in not having any reliable 
estimate of the reserve accumulating behaviour of trading 
countries. 

105. The "switching" effect is variously estimated in 
these studies. Lynn's procedure was essentially to esti
mate United States exports to a recipient as a linear 
function of different categories of foreign exchange 
(distinguishing Eximbank loans, Public Law 480 and 
USAID expenditures) and the base-year market share. 
Using data for forty-three countries for 1958-1960 and 
1962-1963, and taking 1961 as the departure point for 
United States aid-tying, Lynn finds that the coefficients 
of USAID expenditure on United States exports change 

significantly. However, when Lynn drops from the 1962-
1963 analysis six countries (Bolivia, Ethiopia, India, 
Pakistan, Sudan and the Republic of Viet-Nam) where 
the scope for aid-tying (defined as the excess of estimated 
expenditure on third countries sought from United States 
tied-aid funds over normal imports from the United 
States) is large, the results come out with a slightly larger 
USAID coefficient but the results are closely consistent 
with the 1958-1960 estimates. 

106. Lynn's results thus indicate strongly that the 
tying of USAID funds has resulted in the diversion of 
trade to the United States for six major aid recipients. 
For these six countries, the minimum diversion (assu
ming that all switching possibilities are exploited) has 
been estimated by Strout, using Lynn's data, at approxi
mately $74 million and $120 million for 1962 and 1963 
respectively. These results, however, are fairly large 
understatements of the total effect of United States aid-
tying during this period for the following reasons : (a) 
they are minimum estimates ; (b) they relate to six coun
tries, and the possibility of some non-switching by the 
remaining recipients is not altogether ruled out by Lynn's 
estimates ; (c) they relate to USAID expenditure essen
tially, and do not include the trade-diverting effects of 
the Eximbank loans and Public Law 480 shipments ; 
Lynn's own analysis underlines the importance of this 
omission, as his results indicate that during the period 
1958-1963 the direct expenditure by recipients on United 
States merchandise exports from United States aid was 
around 23 per cent for USAID expenditures, 80 per cent 
for Public Law 480 and 92 per cent for Eximbank loans ; 
thus, the amount of trade diversion attributable to these 
two sources of aid-tying could well be in the range of 
$500-700 million, bringing the total " gain " from aid-tying 
in toto to around $600-800 million annually. 
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107. Alan Strout has re-computed the estimates of 
trade diversion from the tying of USAID expenditures, 
by using Lynn's regression estimates of United States 
market shares for 1958-1960 as an alternative set of 
calculations of United States market shares. He has 
also made alternative estimates, using similar procedures, 
for a larger sample of fifty-one countries. These estimates 
show on the average that tying by USAID did have 
trade-diversionary effects ; and that the magnitude of the 
trade diversion, for 1964, was (for the fifty-one-country 
sample) anywhere from $490 to $556 million, signifying 
a proportion of 47-54 per cent of 1964 USAID-financed 
exports (to these fifty-one countries). It should be noted 
that the nominal tying of USAID expenditures during 
the fiscal year 1964 was only 87 per cent and has increas
ed since. Again, if one adds to this the effect of Public 
Law 480 and Eximbank loan expenditures, the maximum 
estimate of trade diversion would easily be in the range 
of $1 billion. The trade diversionary effect of total United 
States aid-tying may thus be well in the range of 40 per 
cent of United States aid expenditures. 

108. This conclusion would have to be modified to 
the extent that the trade diversion reduces in turn the 
expenditure on United States exports that would otherwise 
have emerged as a result of re-spending by third coun
tries (from whom the aid-tying has diverted primary aid 
expenditure). The extent to which this factor will reduce 
the " gain " to the United States balance of payments 
from aid-tying will be measured by Ay A (1 - X) where : 

A = total aid flow ; 
Y = proportion of the aid flow that the recipient 

would spend in the donor country in the absence of 
aid-tying ; 

(1 — Y) A = therefore, the amount of aid " leaking " 
to third-country exports ; 

X — proportion of " leaked " aid that returns to the 
donor country via re-spending ; 

yA + Ц1 —• Y) A = the total amount of aid expen

diture that would return to donor country in the 
absence of aid-tying ; 

AX = the additional proportion of aid that the 
recipient would spend on donor country exports due 
to aid-tying ; 

(Y + AY) A + X (1 — Y — Ay) A = the total amount 
of aid expenditure that would return to the donor coun
try under aid-tying ; and hence 

AY A (1 — X) = the amount of additional expendi
ture on donor country exports attributable to aid-tying. 
It ought to be noted that where X = 1 , there is no net 

addition to donor country exports from aid-tying, because 
in this case the rounds of third-country re-spending elimi
nate the effects of the leakage altogether. This will be the 
case if we assume the third countries accumulate no 
reserves (i.e., spend all aid expenditure that they earn).29 

Where, however, this is not so, X will be less than unity 
and aid-tying will lead to improvement (in donor coun
try exports) which will vary inversely with X 

109. Lynn has worked out, for the United States, 
some ranges of X which may be used to arrive at very 
rough orders of magnitude.80 Taking the matrix of trade 
relationships for 1958-1961, Lynn estimates the average 

2e However, in table 6, assumption IV (to the effect that third 
countries do not accumulate reserves) does not yield a value of 
X equal to unity because Lynn, on whose work this table is 
based, did not use a complete world trade matrix but omitted 
socialist countries and some other unidentifiable categories. This 
implicitly means assuming 100 per cent reserve accumulation on 
the part of omitted countries. This qualification applies to all 
the four estimates of the indirect expenditure on United States 
exports included in table 6. 

30 The technique of analysis used by Lynn was suggested 
originally by Richard Cooper and had earlier been applied by 
W. Whitney Hicks, " Estimating the Foreign Exchange Costs 
of Untied Aid," Southern Economic Journal, vol. XXX, October 
1963, and used also in the Brookings Institution study referred 
to in paragraph 103. 

TABLE 6 

Alternative estimates of indirect expenditures on United States exports in relation to United States aid 

Region 
of aid expenditure 

Direct 
expenditure 

on 
United Stales 

exports 
(as percentage 

of 
United States 

aid) a 

Direct 
leakage 

into 
other 

countries4 

exports 
(as percentage 

of 
United States 

aid) 

Indirect expenditure on United States exports on alternative 
assumptions concerning reserve-accumulating behaviourbc 

As percentage of aid As percentage of direct leakage 

III IV IV 

Latin America 33.3 66.7 5.6 13.1 16.3 56.3 8.4 19.6 24.8 84.8 
Middle East 11.6 88.4 3.8 15.3 20.3 72.6 4.4 17.3 23.1 82.5 
Africa 4.4 95.6 2.1 14.0 17.4 85.1 2.2 14.6 18.1 89.1 
Asia 10.1 89.9 6.0 23.4 26.6 66.8 6.7 26.0 29.5 74.2 

Source: Adapted from Lawrence Lynn, Jr. op. cit.t pp. 110-115. 
a Based on Lynn's regression equations for 1958-1961. 
b Assumption I: Canada, United Kingdom European Economic Community 

other Western Europe, Australia, New Zealand, South Africa, and Japan 
add incremental exchange earnings to their reserves. 

Assumption II: EEC and other Western European countries only add increased 
foreign exchange earnings to their reserves. 

Assumption Ш: Only EEC countries add increased foreign exchange earnings 
to their reserves. 

Assumption IV : No countries add increased foreign exchange earnings to their 
reserves. 

c These calculations are not based on a complete world trade matrix, as trade 
with socialist and some other countries was left out, which implies 100 per cent 
reserve accumulation by the omitted countries. 
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shares of different countries and regions in trade, and 
assumes these also to be the relevant marginal shares. 
He next takes alternative assumptions about the reserve-
accumulating behaviour of different regions and then 
arrives at four alternative estimates (table 6) of the per
centage of " leaked " dollars that would accrue back to 
the United States, namely X for aid spent in each of four 
regions : Latin America, Middle East, Africa and Asia. 

110. These are largely illustrative figures. They do, 
however, underline the sensitivity of X to the reserve-
accumulating assumptions with respect to the west Euro
pean countries (including EEC). For assumption III, 
which implies that only the EEC countries add incre
mental foreign exchange earnings to their reserves, X 
ranges from 18.1 per cent for Africa to 29.5 per cent for 
Asia and around 24 per cent for the Middle East and 
Latin America. However, for assumption IV which does 
away with this possibility, the percentage I goes up to 
anywhere from 74.2 to 89.1. 

111. In considering these estimates of X in arriving at 
the net estimates of the effect of United States aid-tying, 
using the formula ДуА (1 - X), it is important to remem
ber that they are based on purely illustrative and hypo
thetical reserve-accumulation behavioural assumptions, as 
also on average trade shares. However, if we were to 
assume, as seems plausible at the present time, that 
assumption III may be closest to reality, the estimate of 
primary trade diversion of approximately $1 billion 
would be reduced by about $250 million. The net trade 
diversionary effect of United States aid-tying (at a nomi
nal level of around 85 per cent) may thus be in the 
range of 30 per cent of United States aid expenditures.31 

31 Alan Strout has pointed out to me, in correspondence, that 
this estimate may be on the low side because Lynn's estimates 
of the coefficient for Public Law 480 and Eximbank are now 
believed to be too low. His likely estimate for 1966, at 39 per 
cent, derived with the use of different higher estimates for 
Public Law 480 (at .90) and for Eximbank loans, as also a 
higher Ay for USAID (thanks to increasing efficacy of aid-
tying) and a higher X than that resulting from assumption III 
in the text, is derived as follows : 

Public Law 480 

.23 

(.90—.23) 
= .67 

.40 

.40 

Eximbank 

123 

(1.00—.23) 
= .77 

.40 

.46 

USAID 

.23 

.60 

.40 

.36 

The United States gain in 1966 (for commodities only) thus 
comes to : 

USAID (US procurement 
only): $l,190mn.X.36 = $430million 

Public Law 480 sales : $1,270 mn. X .40 = $510 million 
Eximbank direct loans (less 

7 per cent service costs) : 
$400 mn.X(l—.07)X.46 = 170 million 

Total = $1,110 million 
This is 39 per cent [= 1110 —(1190 + 1270 + 370)] of total 

United States procurement. For 1964, the equivalent figure, 
assuming a value of Ду for USAID of .47, would be slightly 
less than $1 billion, which exceeds the estimate of $250 million 
in the text. 

112. But if we consider the reciprocal element in aid-
tying, the net " beneficial " effect on the United States 
balance of payments will be even less. At an approximate 
estimate that the rest of the aid donors also secure a 
trade diversionary effect of 30 per cent from their aid-
tying, and assuming that measures undertaken by the 
United States to untie its aid would lead to entire removal 
of tying by other donor countries, the net effect of United 
States aid-tying would be further reduced by about 
$80million.32 This still leaves fairly large orders of 
magnitude, at around $650-700 million, as the net gain 
from aid-tying by the United States. 

General observations 
113. Similar estimates could no doubt be made for the 

other donor countries, notably France and the Federal 
Republic of Germany, but, unfortunately, they are not 
available. However, from the preceding analysis, three 
facts of considerable importance emerge forcefully : 

(a) Aid-tying by source is undoubtedly a successful 
policy instrument for diverting aid expenditure to the 
donor's exports of commodities and services. In so far as 
there is, therefore, a matching release of domestic re
sources undertaken by the donor, it is correct to main
tain that aid-tying tends to prevent a deterioration in the 
donor's balance of payments as a result of the aid flow. 

(b) The improvement attributable to the aid-tying 
varies directly with the reserve-accumulating practices of 
other trading countries. To put it more specifically, the 
adverse impact of the untying of aid by the United 
States on its balance of payments would be significantly 
reduced if it could be assumed that the western European 
countries were not likely to put incremental foreign 
exchange earnings into reserves. The relationship of this 
conclusion to the more general question of expansion of 
international liquidity is obvious. Clearly, as long as the 
countries in current surplus will not agree to an expan
sion of international liquidity, reserve-accumulating 
practices will continue to be a serious impediment to the 
untying of aid. It can also be argued that excessive con
cern with the balance of payments, and hence resort to 
practices such as aid-tying by source, originate from a 
situation where the surplus countries jealously guard 
their surpluses and the deficit countries are thereby 
effectively prevented from eliminating their deficits. The 
only solution (at least in the short ran) to this situation 
is increased access to international liquidity by the deficit 
countries. 

(c) Finally, it is clear that the competitive element in 
aid-tying is quite important and has significant quanti
tative dimensions. For example, the net effect of aid-
tying by each donor country, assuming the aid-tying of 
each country to be autonomous, may be in the range of 
20-30 per cent of its aid flow, as we have seen in the 
preceding empirical discussion. On the other hand, if we 
were to assume that all aid-tying by DAC member coun
tries were to cease simultaneously, and (by hypothesis) 

32 This estimate is based on the difference between columns 10 
and 2, and between columns 11 and 3 in table 7 below. 
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that there were no differentials in the effects of aid-
tying between countries all of which may be hypothe
sized to have a 30 per cent net diversionary effect, and 
further that the mutual aid-tying would cause no net 
loss of reserves to the socialist and developing countries 
but would only cause offsetting gains and losses among 
the DAC donors, we can work out illustrative but fairly 
plausible estimates of the amount by which each DAC 
member country would " gain " or " lose " from such a 
policy.83 Six such alternative estimates have been pre
sented in table 7, distinguishing among the United States, 
United Kingdom, Federal Republic of Germany, France 
and other DAC member countries. It is clear from these 
estimates that the net gains from tying to all countries 
are significantly less than the gross gains unadjusted for 
the reciprocal element. In particular, the deficit country 
United Kingdom would gain considerably from simul
taneous aid-untying. However, while the " gain " for the 
United States is also reduced by about one-sixth on all 
estimates, the fact remains that it would continue to be 
a major " loser " from simultaneous aid-untying, chiefly 
because of the preponderance of its position as an aid-
giver among the DAC member countries. Thus, the 
balance of payments deficit of the United States must 
continue to serve as an important brake on any move 
towards a simultaneous untying of all aid flows. 

Chapter VII 

Methods for reducing the real cost of aid-tying 
by source and proposals for untying aid 

114. The preceding analysis has shown that aid-tying 
can impose fairly large costs on recipient countries and 
that the available empirical studies underline the actual 
existence of such costs. This conclusion is further 
accentuated by empirical analyses that examine the trade 
diversionary effects of aid-tying : as trade diversion 
increases, so will the cost of aid-tying to recipients, 
other things being equal. 

115. At the same time, it is necessary to recognize that 
even simultaneous untying of aid by all donor countries 
is certain to leave the United States in particular with 
the problem that a large part of procurements from its 
aid — about 30-35 per cent — is likely to " leak " into 
non-United States sources of supply, thus making the 
task of eliminating its payments deficit correspondingly 
more difficult (noting again that even trade diversion 
would not help if domestic absorption is not reduced 

33 The detailed methodology is set out at the bottom of 
table 7. Estimates were also worked out alternatively on the 
assumption that the DAC countries could lose reserves, as a 
group, to non-DAC countries, to see whether this made any 
difference to the conclusions with respect to effects on individual 
DAC countries. This was done by simply using world exports 
instead of DAC exports in the denominator of the formula used 
in deriving trade shares in table 7 (methodology). The qualitative 
conclusions, however, with respect to intra-DAC " gains " and 
" losses " were not affected significantly, except for the United 
Kingdom which naturally turns out as making far more gain 
from simultaneous aid-untying under the assumption in the text, 
and even a minor loss on some estimates derived on the alterna
tive assumption now being considered. 

to permit the elimination of the deficit). Thus, the prin
cipal aid-giving country, the United States, is unlikely to 
be enthusiastic about measures for untying aid altogether. 

116. Hence, it is necessary to consider two different 
varieties of proposals : (a) those that relate to the untying 
of aid, while making due adjustments for the difficulties 
noted already ; and (b) those that are based on the 
assumption (which is more pessimistic) that aid-tying 
must continue, and which, therefore, are addressed to the 
problem of reducing the adverse effects of aid-tying on 
the recipient countries. 

Proposals for untying aid 

117. In the former category, the most optimistic and, 
therefore, the least promising proposal would be that 
donor countries should forthwith and simultaneously 
cease to tie all aid by source. As we have already seen, 
a deficit country with significant aid outflows, such as 
the United States, is unlikely to agree altogether with 
such a move. 

118. However, the prospect for such a concerted eli
mination of aid-tying would improve slightly, though not 
significantly, if international liquidity could be signifi
cantly expanded so that the United States reserve position 
improves and the reserve accumulation from excess of 
receipts over payments by other countries is eased. 
An alternative suggestion, following an analogy with 
trade liberalization, would be to work out some form of 
payments arrangement to finance any marginal deficits 
that may, and in fact must, arise for individual donor 
countries such as the United States on aid account alone. 
The real problem with such an arrangement for an aid 
payments union, as recognized by its proponent Vinod 
Shah,84 is that it is not possible to identify imports 
financed by aid as against other imports in so far as 
recipient countries are in a position to " switch " between 
free aid earnings in financing any given imports from a 
donor country. This " arbitrariness " makes some kind of 
convention, in identifying " truly " aid-financed imports, 
necessary ; and this, in turn, makes the proposal for a 
payments union directed merely at financing deficits on 
aid account difficult to implement. Further, it is inevit
able, in the foreseeable future, that the United States with 
its preponderant aid outflow, will run up continuing 
deficits within such an aid-account payments union, thus 
making its continued existence precarious. 

119. It is, therefore, more realistic to consider the 
possibility of a simultaneous and progressive reduction 
in aid-tying by small but similar amounts by all donor 
countries. 

120. Aside from the merit this would have of con
certed action and an explicit recognition of competitive
ness in aid-tying, it should also be easier for surplus 
countries such as the Federal Republic of Germany to 
be able to convince their public that the remaining aid-
tying by deficit countries such as the United States was 
" justified " because it reflected both the larger aid-flows 
and the deficit situation. 

43 See " Development Assistance Payments Union," Economia 
Internationale (Genoa, Italy), vol. XXI, No. 2, May 1968. 



TABLE 7 

Estimates of net gain or loss to DAC donor countries if all of them were to untie bilateral aid 
(excluding technical assistance) simultaneously 

(SU.S. million) 

Donor country 

"Gain" from trade 
diversion at 30 % net 
effect, using DAC net 
bilateral official aid 
data for years given 

1963 
2 

1964 
3 

Estimates of "gains" from other donor countries* untying ofaidt 
using the average shares in trade for years given 

1962, using trade 
diversion estimates 

of years 
1963 1964 

Col. 2 Col. 3 
4 5 

1963, using trade 
diversion estimates 

of years 
1963 1964 

Col. 2 CoL 3 
6 7 

1964, using trade 
diversion estimates 

of years 
1963 1964 

Col. 2 Col. 3 
8 9 

Alternative estimates of net "gain" (+) or "loss" (—) if all donor countries 
were to untie aid simultaneously 

Columns 
4—2 

Columns 
5—3 

Columns 
6—2 

Columns 
7—3 

Columns 
8—2 

Columns 
9—3 

10 11 12 13 14 15 

United States 956.70 843.30 158.13 156.12 157.92 155.88 156.89 
United Kingdom . . . . 90.63 113.22 237.82 211.37 235.66 209.43 222.80 
France 157.02 140.52 158.11 144.90 160.69 147.25 155.83 
Federal Republic of Germany 100.62 98.34 294.21 267.80 298.74 271.95 289.72 
Other DAC Countries . . 127.41 119.10 584.09 532.78 591.93 539.94 607.92 

154.76 
197.91 
142.80 
263.67 
554.45 

Totals 

-798.57 
+ 147.19 
+ 1.09 
+ 193.59 
+456.68 

-687.18 
+ 98.15 
+ 4.38 
+ 169.46 
+413.68 

-798.78 
+ 145.03 
+ 3.67 
+ 198.12 
+464.52 

-687.42 
+ 96.21 
+ 6.73 
+ 173.61 
+420.84 

-799.81 
+ 132.17 
- 1.19 
+ 189.10 
+480.51 

-688.54 
+ 84.69 
+ 2.28 
+ 165.53 
+435.35 

Source: Calculated from total net bilateral aid figures for DAC countries in Japan+ Norway+Sweden; the table below illustrating the ratios measured for the 
OECD, Development Assistance Efforts and Policies, 1964 and 1966 Reviews, UK 
(Paris, 1964 and 1966) and United Nations, Yearbook of International Trade United Kingdom. For the United Kingdom, for example, the ratio was 
Statistics, 1964 and 1965 (United Nations publications, Sales Nos.: 66.XVII.6 DE—USA 
and 67. XVII.2). taken as the proportion of United States trade diversion, as estimated m columns 

2 and 3, which would accrue to the United Kingdom as additional expenditure on 
Methodology: The procedure was to calculate first the net bilateral aid flows, United Kingdom exports if United States aid were untied. Thus, using column 2 

net of technical assistance, for 1963 and 1964. Then the proportion of 30% was estimates of United States trade diversion at $956.70 million and the 1962 ratio, the 
applied, by hypothesis partly supported by empirical work on the United Kingdom gain to the United Kingdom from the United States untying its aid would amount 
and the United States, uniformly to these aid figures to arrive at estimates of net to $956.70 X 0.181 million. Similarly, for untying on the part of the Federal Re
direct and indirect) trade diversion brought about by each country's aid-tying, public of Germany, the United Kingdom gain would equal $100.62x0.159 million, 
as recorded in columns 2 and 3. Next, the export data for years 1962, 1963 and For all untying by non-United Kingdom countries, the gain would then be the sum 
1964 were used, successively, to arrive at the proportions in which the trade- of these estimates, equalling $237.82 million in column 4. And so on. This method, 
diverted aid expenditure, if untied, would be spent on each country's exports. of course, represents a simple approximation to the "true" effects. Note that the fact 
These proportions were calculated, as follows, the case of United Kingdom gains that we have taken DAC exports instead of world exports in the denominator is a 
from non-United Kingdom countries untying their aid being illustrated here, simple way of ensuring that all DAC countries taken together do not lose to non-
and where DE = DAC exports, F = French exports, G = Federal Republic of DAC countries; this, in turn, rests on the reasonable assumption that the socialist 
Germany exports, US = United States exports, UK = United Kingdom exports and developing countries will not accumulate reserves, 
and ODAC = Belgium+Canada+Netherlands+Portugal+Denmark+ItalyH-

Ratiosof 1962 1963 1964 

UK 
0.181 0.179 0.169 

DE — USA 
UK 

0.159 0.158 0.148 
DE — G 

UK 
0.146 0.145 0.137 

DE — F 
UK 

0.202 0.202 0.194 
DE—ODAC 



66 Volume IV — Problems and policies of financing 

121. On the other hand, on this principle of reduction 
in aid-tying, surplus countries such as France might 
ultimately be left with some degree of aid-tying while 
deficit countries such as the United Kingdom might, in 
view of their lower aid expenditures, be left with none. 
It may, therefore, be more appropriate if the large-aid, 
surplus countries were to agree to reduce their aid-tying 
in larger proportions than other donors.35 Needless to 
say, this would leave open a number of questions (such 
as the identification of the degree of aid-tying by each 
donor) which may prove delicate. 

Proposals on assumption that aid-tying will continue 

122. Short of such proposals for gradual but concerted 
steps for untying the bulk of current aid flows, there are 
numerous other measures which are suggested by the 
analysis in the preceding sections. 

123. These measures can, in turn, be subdivided into 
those which require initiatory and permissive action by 
the donor countries and those which can be implemented 
by the recipients on their own initiative. 

Action by donor countries 

124. Among the simpler, but not unimportant, mea
sures that could be adopted are the following : 

(a) Greater facility for recipient countries to "pro
gramme " their foreign exchange utilization could be 
provided. This can be done by adoption of the consor
tium approach, wherever possible : this enables the recip
ient country to seek and exploit possibilities of intro
ducing greater competition among aid-financed suppliers, 
as noted earlier.36 

(b) At the same time, it would help if the donor coun
tries could avoid joint tying by source and by commo
dity, which can lead to serious monopolistic exploitation. 

(c) Donor countries should further explicitly encourage, 
even require, competitive tendering on projects—even 
when the project is left tied by source. 

(d) Further, there is need for price vigilance by the 
donor countries' aid-disbursing agencies. 

(e) Moreover, it makes good sense to argue that, since 
(effective) aid-tying imposes excess cost on recipient 
countries because the sale of donor country exports 
(which are uncompetitive) is being forced, the fair thing 
to do would be to separate out an estimated sum of this 
excess cost and to show it directly, in the budget of the 
donor country, as export subsidy rather than as aid. 
This would have a two-fold advantage : (i) it would bring 
aid figures closer to their " true " value, a matter of some 

35 This would seem to make more practical sense than the 
convention suggested by some economists that surplus countries 
ought to stop all aid-tying. As long as the reduction in aid-tying 
is mutual and appears, therefore, to be " fair," the chance of 
surplus countries being able to carry their public opinion with 
them is greater. 

36 Such " programming " would go further, as we have argued 
earlier, if aid came from diversified sources, and may mean 
little if aid comes only from one source, is tied and is large in 
relation to free exchange. 

importance when public opinion has become increasingly 
critical of budgetary appropriations for aid ; and (ii) it 
would save the recipient country, ceteris paribus, interest 
payments as a proportion of the excess cost so netted 
out.37 

125. In addition, the donor countries could be persuad
ed to consider rather more ambitious measures. Since it 
is advantageous for recipients to have aid from diversi
fied sources, in securing competitive prices, it would be 
useful if the donor countries would be agreeable to 
having multilateral aid flows, through IBRD, United 
Nations agencies, etc., distributed partly with reference 
to this criterion, and moreover to having these funds 
available not primarily for social overheads but more 
freely so as to make realistic the possibility of a shift to 
multilateral finance in case tied bilateral sources are 
charging excessive prices. 

126. The donor countries could also explore the pos
sibility of " swaps " under which, for example, French 
aid to Gabon could be swapped for United States aid to 
Guatemala, with source-tying equally offset and thus 
leaving de jure tying levels intact for each donor but 
increasing the competition possibilities in both Gabon 
(which is otherwise strictly geared to French aid) and 
Guatemala (which is otherwise dependent overwhelmingly 
on United States aid).38 

127. In addition, the donor countries could adopt the 
practice of specifying developing countries as possible 
sources of supply for aid-expenditure. This practice, if 
adopted, could also make over time a significant contri
bution towards the building-up of export earnings via 
capital goods exports of developing countries with 
advanced industrial structures such as Argentina, Brazil, 
India and Mexico. 

128. Finally, as long as the donor countries insist on 
tying aid outflows, it makes equal sense for the recipients 
to demand that the repayments be tied as well. This 
principle is implicit in aid transactions of socialist coun
tries and, as long as outflows are tied, is worth extending 
to repayments of aid to developed market-economy 
countries (as is indeed effectively the case with the bulk 
of the United States sales for local currencies). 

Action by recipient countries 

129. Aside from these actions which could be under
taken by the donors themselves, the recipient countries 
could try to reduce the cost of aid-tying by self-help 
measures. 

(a) The most obvious thing to do is to adopt sensible 
procurement practices, including the invitation of tenders 
and collection of price information from alternative 
sources. Tendering is, surprisingly enough, followed in 
relatively few recipient countries. 

37 This, for example, is the practice with the excess cost 
incurred for Public Law 480 supplies carried by United States 
flag vessels under Public Law 480 agreements for sales for 
foreign currencies (Section 108, Food for Peace Act of 1966). 

88 Such swaps need not pose questions of prestige based on 
" who builds something " if they are carried out for non-project 
aid. 
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(b) The other recommendation which emerges from 
the analysis in this paper, for recipients with extended 
import controls, is that flexibility in re-transfers of (com
modity-specifying) licences between sources is essential 
and, when removed, increases significantly the possibility 
of monopolistic pricing by aid-financed suppliers ; and 
hence licences for import, when they specify source and 
item, should permit flexibility via legalized swapping of 
licences between sources (as explained in chapter V). 
It is necessary to recognize that the recipient's import 
licensing procedures, by specifying both source and items 
simultaneously, can themselves create monopoly power 
for foreign suppliers ; and that control over the compo
sition of imports, as also aid-tying requirements by 
source, can be satisfied, while eliminating this monopoly 
power, by merely permitting swaps (by source) between 
different licence-holders. 

130. Some of these suggestions are already to be 
found in the resolutions adopted by international orga
nizations of which both recipients and donors are mem
bers (annex I). It is also conceded widely that aid-tying 
needs corrective action. It seems reasonable, therefore, 
to expect that some concrete action, along the lines de
scribed here, will be feasible in the near future. 

ANNEXES 

Annex I 

EXTRACTS FROM RESOLUTIONS ADOPTED BY THE UNITED NATIONS 
GENERAL ASSEMBLY, THE UNITED NATIONS CONFERENCE ON 
TRADE AND DEVELOPMENT, AND THE DEVELOPMENT ASSISTANCE 
COMMITTEE OF THE ORGANISATION FOR ECONOMIC CO-OPERATION 
AND DEVELOPMENT 

The urgency of the problems raised by the tying of aid by 
source has been noted in several resolutions of the United 
Nations General Assembly, the United Nations Conference on 
Trade and Development and the Development Assistance Com
mittee of OECD. The resolutions also suggest ways in which 
these problems may be solved and the impact of aid-tying 
minimised. 

I. United Nations Conference on Trade and Development 

Two resolutions of the first session are relevant in this 
instance. 
1. Recommendation A.IV.l, "Guidelines for international 

financial co-operation " :a 

" The Conference recommends that : 
" 1. Financial co-operation provided by industrialized coun

tries, both through bilateral and multilateral programmes of 
assistance to developing countries, should have the following 
characteristics : 

i t 

" (c) It should permit, as far as possible, the free use of 
external resources in the acquisition of goods and services 
in those markets which offer the best conditions of price, 
quality and terms, including markets in the recipient and 
other developing countries, unless otherwise required on 

a See Proceedings of the United Nations Conference on Trade 
and Development, vol. I, Final Act and Report (United Nations 
publications, Sales No. : 64.П.В.11), p. 42. 

balance of payments grounds — although it is recognized that 
even such grounds do not always justify such a different 
course ; 

2. Recommendation A. IV. 4, " Terms of financing " : b 
" The Conference 
" Considering the difficulties generally experienced in 

present arrangements and which may arise in aid programmes 
of government to government transfer of capital through 
loans, and in the availability of suppliers' credits to develop
ing countries from industrialized countries, owing, inter alia, 
to short periods of repayment, high rates of interest, limita
tions on tying of credits to specific projects and to purchases 
from the countries providing the capital, 

" Agreeing that these stipulations and conditions can 
produce a serious strain on the balance of payments of 
developing countries and often cause delay and difficulty in 
the implementation of projects, 

" Recommends that donor countries, in framing their 
policies, should endeavour to meet the following objectives, 
to secure more meaningful and progressive financial co
operation with developing countries and ensure greater 
efficiency in aid programmes : 

" I. Repayment of loans 
" 1. Some part of repayment of loans may be accepted 

in national currencies of the debtor countries, either through 
bilateral or regional arrangements, through payments' unions, 
credit insurance arrangements or other appropriate measures ; 

tt 

" II. Utilization of loans 
" 5. As far as possible, development loans should not be 

tied to particular projects and, where this becomes un
avoidable, for reasons of over-all managerial and technical 
assistance or bilateral association in some specific cases, or 
due to special credit terms or acute balance of payment 
difficulties in donor countries, necessary care should be taken 
that loans for infra-structure and social schemes such as 
education, public health and community development should 
nonetheless be of a particularly ' soft ' nature ; 

" 6. Loans for purchase of capital equipment or non-
project assistance, should not ordinarily be tied to purchases 
in donor countries and, keeping in view the desirability of 
flexibility to developing countries in the procurement policies, 
should be available for use in best markets and, particularly, 
in the markets of recipient and other developing countries. In 
any case, they should be available for purchases in countries 
with convertible currencies. Moreover, in all cases of tied 
loans where the recipient country can show that the required 
equipment and goods are available at cheaper rates or better 
terms elsewhere, the Governments should intervene either to 
bring down prices and regulate conditions of supply or, where 
this is not feasible, to transfer the funds for other purchases 
in donor countries at competitive rates or, failing that, to 
release them for free purchase in the best market from the 
point of view of the recipient country ; 

" 7. Where development loans are unavoidably tied to 
projects, regard should be had to the fact that some develop
ing countries are not always able to provide the counterpart 
local currency requirements for implementation of a project 
and that a number of projects give rise to additional indirect 
foreign exchange requirements. In such cases, the loans should 

b Ibid., p. 44. 
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be devised, directly or indirectly, to cover substantially more 
than the foreign exchange component of the project ; 
" III. Removal of restrictions 

" 8. Recipient countries should not be compelled to use 
the shipping of a lending country for the transportation of 
goods purchased under loans and aid advanced by that 
country ; 

" 9. Recipient countries should not be compelled to insure 
goods purchased under loans and aid advanced by a donor 
country with the insurance companies of that country ; 

II. Development Assistance Committee 
The following excerpts from the Recommendations on finan

cial terms and conditions adopted by the Development 
Assistance Committee at its 58th session on 22 and 23 July 
1965,o are relevant. 

" D. Measures Related to Aid Tying 
" 15. The problem of aid tying is in certain cases still a 

significant one. Some financial assistance and the related 
flow of goods and services are inevitably tied, i.e. come from 
the same country, as for example in the case of assistance 
given in kind or export credits. In addition, balance of 
payments and domestic political reasons have led to con
siderable aid tying by regulation and administrative action. 
This development, however, can bring about cumbersome 
limitations on the freedom of the recipient to choose freely 
the most suitable sources of supply on the international 
market. With regard to bilateral assistance, Member coun
tries should jointly and individually endeavour, unless 
inhibited by serious balance of payments problems, to reduce 
progressively the scope of aid tying with a view ultimately to 
removing procurement restrictions to the maximum extent 
possible. 

" 16. Even within the process of aid tying, some steps 
might be taken to reduce the adverse effects which may result 
from procurement restrictions. In particular, it is recom
mended that Member countries apply some or all of the 
following measures to the maximum extent possible : 

" (a) ensure that purchases made with tied aid are never
theless made on the best possible conditions, either by using 
procedures which allow free competition between domestic 
suppliers, by systematic checks on the price and quality 
of the goods supplied, or by ensuring that the widest possible 
range of goods and services is made available under tied 
financial contributions ; 

" (b) grant waivers in such a way as to minimise in particular 
cases the harmful effects of tying on the recipient country ; 
or establish a waiver system under which a third country 
supplier would be given a contract if his tender were shown 
to be more advantageous ; 

" (c) allow sub-contracting in third countries where this is 
economically advantageous ; 

" (d) allow purchases to be made in other less-developed 
countries. 

" E. Need for Non-Project Assistance and Local Cost 
Financing 

" 17. Members recognise that, while acknowledging the 
advantages of the projects approach, it is necessary to see 
the needs of the developing country as a whole and, therefore, 
often to provide aid to meet the cost of imports other than 
those for particular projects as well as, on occasion, to finance 
the local costs of development. This wider provision of aid 
does, however, necessitate closer attention to the development 

о See OECD, Development Assistance Efforts and Policies, 
1965 Review, op. cit., Annex B. 

programme and its administration than might otherwise be 
necessary. This in turn implies the need for closer co-ordina
tion between donors of aid programmes and policies for 
individual recipient countries. 

" F. Need for Adapting Legislative, Institutional and Budget
ary Provisions 

" 18. Members are recommended to seek the legislative, 
institutional and budgetary provisions required to achieve the 
above objectives. 

"19. Members recognize that, while each donor country 
must be free to choose the financial techniques appropriate 
to its own circumstances, financing development assistance 
from current budgetary resources will increase flexibility in 
securing substantial improvements in terms. " 

III. United Nations General Assembly 

The following excerpts from resolution 2170 (XXI) on 
" Flow of external resources to developing countries ", adopted 
by the General Assembly at its 1485th plenary meeting on 
6 December 1966, are also relevant. 

" The General Assembly 
" Noting that the Economic and Social Council at its forty-

first session adopted resolution 1183 (XLI) of 5 August 1966 
on the flow of external resources to developing countries, 
which reads as follows : 

' The Economic and Social Council 
'Recalling General Assembly resolution 1522 (XV) of 

15 December 1960 and 1711 (XVI) of 19 December 1961 
and the relevant recommendations contained in annex A.IV 
of the Final Act of the United Nations Conference on Trade 
and Development . . . which, inter alia, defined the objectives 
to be reached both as to the volume and as to the terms and 
conditions of the flow of long-term capital and official 
donations to developing countries, 

'Noting further with concern that in some cases tied aid 
has had, as practical consequences, the adoption of projects, 
sometimes unrelated to, or with a much lower priority in, 
national development plans, and the tying of aid to the 
procurement of goods from the home markets of developed 
countries which has often resulted in an inefficient use of 
resources in recipient countries and in the supply of goods 
and services at higher than world competitive prices, 

' Considering that in many cases the tying of loans, by 
countries supplying the capital, has not been accompanied 
by the tying of repayments, in full or in part, to purchases 
from the recipient countries, 

' 3. Urges the developed countries, in particular : 
' (b) To make external resources available to developing 

countries on easier terms and conditions : 

' (iii) By increasing the proportion of non-project assistance 
and particularly of assistance for development plans or pro
grammes or for projects related to them, taking into account 
the need for the maintenance and expansion of existing 
capacity in recipient countries ; 

' (iv) By making all possible efforts to move progressively 
towards the untying of loans with respect to the source of 
supply, taking into account the essential need for increasing 
the over-all volume of aid ; 

' (v) Where loans are tied to the supply of goods and 
services, by making such goods and services available at 
competitive world prices ; 

' (vi) Where loans are tied essentially to particular sour
ces, by making, to the greatest extent feasible, part of the 
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loans available for utilization by the recipient countries for 
the purchase of goods and services from other developing 
countries or from countries belonging to the same zone as the 
creditor country ; 

' 5. Requests the Secretary General : 
'(a) To study the feasibility of setting up, within the 

United Nations Organization for Industrial Development or 
any other appropriate United Nations body, an advisory ser
vice which could provide information to the developing 
countries on the sources of supply, the cost and the quality 
of equipment needed for their development ; ' 

represents the availability line for these inputs, at the given 
international prices, if aid were not tied. The amount of output 
produced with tied aid is X as measured at the isoquant passing 
through (K, L). On the other hand, under untied aid, the optimal 
solution and equilibrium would be at (K*, L*), where the 
domestic price ratio would equal the international price ratio. 
At (K, L), however, the price ratio diverges from the inter
national price ratio, signifying a sub-optimal position, one, 
however, which a competitive system would reach but which 
has been caused by the tying of aid rather than by inefficient 
policies of the recipient country. Multiple rates will thus exist 
and will signify the inefficiency resulting from the tying 
of aid. 

Annex П 
TIED AID AND MULTIPLE EXCHANGE RATES a 

1. This annex is devoted to demonstrating how " distortion-
ary " multiple exchange rates can follow from the effective tying 
of aid. This is relevant in so far as the less developed countries 
are exhorted by donor countries directly, and through the inter
national organizations they influence, to avoid the use of such 
multiple rate policies. 

2. A departure from unified exchange rates may be called 
for as a result of the tying of aid, leading to a constrained 
maximization of social welfare defined as a function of the 
currently available flow of goods and services. Note here that 
this may not call for explicit State intervention ; but it may 
result in it, in the form of trade or domestic policy instruments. 

3. Take, for example, the following two models I and II 
which are made deliberately simple so as to bring out the 
essence of the problem, b In each case, one designed to show the 
implications of tying with respect to commodities and the other 
the implications of tying with respect to source, the possibility of 
multiple rates arising is demonstrated. The implication is that 
observed discrepancies between the (best) foreign prices and 
domestic prices will signify inefficiency with respect to the aid 
inflow and not with respect to the efficiency of allocation of 
resources given the constraints on the aid flow utilization. In 
model III, we shall portray a case where the tying is such as to 
require actual state intervention to support the required out
come ; this case will correspond to the analysis of situations 
where bulk trading, for instance, is carried out in a competitive 
economy at terms which are incompatible with market condi
tions except via governmental action in the form of tax-cum-
subsidies or trade tariffs and subsidies. In this case as well, the 
imnlication will be that the official departure from the unified 
rate policy is a result of constrained maximization imposed by 
aid conditions ; it will not be that official policies pursued by 
the recipient country are inefficient. 

4. Model I : Assume a single product, no exports, imports of 
two inputs financed by aid, aid tied to specific purchases of the 
two inputs, and no domestic factors. Let the production function 
for output be characterized by diminishing returns along iso-
quants. The international prices of the inputs are fixed. 

5. The model can then be illustrated in figure I. К and L are 
the fixed quantities of inputs obtainable under tied aid ; AB 

FIGURE I 

a The following analysis is reproduced, practically in its en
tirety, from the author's Graham Memorial Lecture at Princeton 
University, N.J. (25 April 1967) on "The Theory and Practice 
of Commercial Policy : Departures from Unified Exchange 
Rates " (to be published as a special paper in the Princeton 
Series on International Finance). 

b Thanks are due to T. N. Srinivasan for showing how these 
two simplified versions of more complex models, designed by 
me to bring out the same points, are sufficient to demonstrate 
the emergence of multiple rates owing to aid-tying. 

6. Model II : Assume the same model as model I except that 
the aid is now tied to sources rather than to commodities. Let 
then the supply of input К be cheapest from source I and of 
input L from source II. The prices are fixed at either source 
of supply, as before. 

7. The model can then be illustrated in figure II. A2 B2 
represents the line of aid availability (in terms of possible 
combinations of К and L) from source II where L is cheaper ; 
CjDi the aid availability line from the other source I. The 
total aid availability line then (in terms of feasible combinations 
of К and L) will be EFG under aid tying, where EF is parallel 
to A2B2 and FG is parallel to CjDj and (OA2 + OCi) = OE, 
and (ODj + OB2) = OG. If there were no tying, the possibility 
curve would be the straight line JFQ. At F, the two inputs are 
bought at their cheapest sources. 

8. Under source-tied aid in this model, then, if the maximal 
isoquant were to touch EF at P, multiple rates would follow 
because the marginal rate of substitution in production would 
equal the price ratio in source II and hence diverge from the 
" best " international price ratio JFQ. Output would be sub-
optimal in relation to the level possible under untied aid 
(at P*) ; the entire aid from source I would be used to 
import K. A similar conclusion, mutatis mutandis, would hold 
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for the case where the maximal isoquant were to touch FG. 
If the maximal isoquant were to pass through F, however, there 
would be multiple rates and inefficiency unless, in the border
line case, the slope of the isoquant at F equalled JFQ. 

9. Model III : We now come to a model which is somewhat 
more complex, but realistic, with respect to the form of tying 
assumed. Assume that the so-called additionality principle is 
assumed, so that the recipient country must import specific 
commodities in full addition to initial imports. (A similar 
form of additionality with respect to source-tying can also 
be analysed, by extension of the present analysis.) 

FIGURE II 
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10. Assume, for this problem, that two commodities are 
producible with domestic resources and the production possibility 
curve is a convex set. Additionality takes the form of requiring 
that, on top of existing pre-aid imports, the full value of aid 
must be imported in the specific form of importables. In 
figure III, for example, the country would have produced at 
P0 and consumed at C0 with PoQ, being the given price ratio 
abroad. However, when aid is given equivalent to E 0 F 0 of 
X-goods or GH of Y-goods, C* would have been the optimal 
point of consumption and social welfare would have been U*. 
Suppose, however, that the aid-giver demands that (on the 
so-called " additionality " principle) the recipient should absorb 
altogether (GH + C0 Q) amount of imports of Y. In this case, 
one possible equilibrium position, calling for a suitable con
sumption tax-cum-subsidy policy, is with consumption at C j , 
production continuing at P0 and with Q C0 of Y being absorbed 
as aid and with C0Q of Y being imported in exchange for 
P0Q of X. But a superior position is at C2 with production at 
P 2 , where total imports of Y, under trade and aid, continue to 
be at the required level, but welfare level has risen to U 2 . 
Clearly, the optimal second-best policy under this form of tied 
aid constraint will involve suitable consumption and production 
of tax-cum-subsidy policies. 

FIGURE III 

11. In this case, which corresponds in spirit to the more usual 
analysis of bulk trading situations, the receipt of aid is 
conditional upon a certain pattern of trade and thus requires 
governmental intervention directly into the competitive system, 
for the market will not throw up the required pattern of trade 
on its own. Note again that the multiple rates are here the 
product of aid-tying and the inefficiencies they reflect are not 
to be interpreted as those resulting from inefficient policies 
of the recipient government. 

12. Further, there may even be a dynamic reason here for 
departure from a unified exchange rate. It could be argued quite 
realistically that, even when such tying is not formally imposed, 
it is often considered to be " wise " to act as though it is, in 
the interest of future aid inflow. Thus, owing to this link 
between the current pattern of utilization of aid and the 
future aid inflow, it may be wise to forego some current income 
through treating the current inflow as though it were tied. 
Policies which thus appear to be inefficient from the current 
point of view may turn out to be fully rational, in economic 
terms, if the future is also considered. 

Annex III 
ESTIMATES OF EXCESS COST OF TIED AID AND POSSIBILITIES OF OVER

COMPENSATION AND UNDER-COMPENSATION 

1. This annex demonstrates (a) how the method of estimating 
the cost of tied aid by finding out the excess cost of commodities 
purchased under tied aid policy may overestimate or under
estimate the compensating flow of funds that would make the 
recipient country as well off under tied aid policy as it would 
be if the aid flow were untied instead ; and (b) how the method 
of estimating the cost of tied aid by finding out the excess cost 
that would have to be paid for the bundle of commodities that 
was purchased under untied aid policy, now that the tied aid 
policy is imposed, would overestimate the compensatory flow of 
funds that would have to be paid to the recipient country so as 
to leave it as well off under the tied aid policy as it was prior 
to the tying of aid. 
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Estimation from bundle purchased under tied aid policy 
2. The possibility of over-compensation in this case is 

demonstrated in figure IV. AT represents the availability of 
combinations of X and Y from a given aid-flow if the aid can 
be spent only on source-tied basis. However, if the aid were 
untied, Y could be obtained cheaper from alternative sources 
and the availability line would then be AU. The bundle G 
would be demanded under tied aid, R under untied aid, and 
Uu > U t . Suppose, however, that the recipient economy were 
to be compensated for the excess cost of the tied aid bundle 
chosen, namely G, the availability line would shift to ВС, the 
bundle chosen to Q and this would lead to welfare U t >_ U u , 
implying over-compensation for the loss resulting from aid-tying. 
Thus, the excess cost measure overstates the loss imposed by 
aid-tying. 

FIGURE IV 

(with AT and AU the availability lines from given aid flow 
under tied and untied aid respectively), and giving it to the 
recipient country such that its availability line now becomes ВС, 
will result in under-compensation of the country for losses 
resulting from aid-tying (U . < U ). Thus, in this case, the 
excess cost measure understates the loss imposed by aid-tying. 

Estimation from bundle purchased prior to tying 

4. In this case, the excess cost measure will overstate the cost 
of tying. This is demonstrated in figure VI. AU represents the 
availability line under untied aid. Let G be the bundle actually 
purchased. If then aid were to become source-tied, thus result
ing in an inferior availability line, AT, with Y more expensive 
(but not X) to procure from the tied source, then computing the 
excess cost of this bundle G and compensating the recipient 
country will lead to the new availability line ВС and welfare at 
Uoc t > U , with the new bundle at Q. Thus there will be over
compensation for the loss resulting from aid-tying and hence 
the excess cost measure will overstate the loss imposed by aid-
tying. 

FIGURE VI 

3. The possibility of under-compensation is demonstrated 
in figure V. Here is illustrated the case where, computing the 
excess cost of the bundle G purchased under tied aid, given о 
that the tied aid yields Y more expensively than untied aid 

FIGURE V 
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5. This result is not surprising ; it follows from Samuelson's 
well-known " over-compensation " theorem : if prices change and 
income is changed as to permit the consumption of the original 
bundle, then over-compensation will necessarily follow unless, 
of course, Leontief-type fixed consumption patterns are 
assumed, a 

a It is implicitly assumed throughout the analysis in annex III 
that the effect of source-tying is to make the import prices of 
some (if not all) import items relatively more expensive to 
those of other commodities. If the prices of all commodities 
were to go up uniformly, then there would be neither over
compensation nor under-compensation, of course. 
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The costs of aid-tying to recipient countries 
Progress report by the secretariat of UNCTAD 

[Original text: English] 
[21 November 1967] 

NOTE 

The Agreed Statement of the Problems of Development, approved by the 
Committee on Invisibles and Financing Related to Trade at its second session,1 

referred, inter alia, to the importance of " the question of the role and effects of 
tied aid... " and called for further examination of the problem. In response to this 
request, the secretariat has initiated a series of studies of tied aid in a number of 
developing countries. The present document is a progress report on these studies. 
In addition, at the request of the UNCTAD secretariat, a general study of the 
subject has been prepared by Professor Jagdish Bhagwati.2 

Chapter I 

Introduction 

1. The reasons for aid-tying are well known and need 
not be discussed here.3 There is little doubt that aid-tying 
practices have been used increasingly by most developed 
countries in recent years. It is reasonable to suppose that 
at present at least three-fourths of total official bilateral 
assistance from developed countries is subject to restric
tions on the source of procurement, in one form or 
another. 

2. In order to obtain direct information on the costs 
of aid-tying to the recipient countries, the secretariat has 
initiated a series of studies of tied aid in a number of 
developing countries. The countries selected for examina
tion so far are : Chile, Ghana, India, Iran, Pakistan, 
Tunisia and Yugoslavia. The present document is a 
progress report on the studies so far completed, namely, 
those on Chile,4 Iran,5 and Tunisia.6 Work continues on 

* Incorporating document TD/7/Supp. 8/Corr. 1. 
1 See Official Records of the Trade and Development Board, 

Fifth Session, Supplement No. 3 (TD/B/118/Rev.l), annex II. 
2 " The tying of aid " (document TD/7/Supp.4), to be found 

in this volume of the series. 
3 For an extensive discussion of the reasons and forms of 

tying, see Jagdish Bhagwati, op. cit. 
4 See UNCTAD, " Summary and evaluation of data relating 

to the utilization of tied credits to Chile" (document TD/7/ 
Supp.8/Add.l), to be found in this volume. 

5 See Eprime Eshag, " Study on the excess cost of tied eco
nomic aid given to Iran in 1966/67 " (document TD/7/Supp.8/ 
Add.2), to be found in this volume, hereafter referred to as 
" Eshag, op. cit., Iran." 

6 See Eprime Eshag, " Study on tied economic aid given to 
Tunisia in 1965 " (document TD/7/Supp.8/Add.3), to be found 
in this volume, hereafter referred to as " Eshag, op. cit., 
Tunisia." 

the studies on Ghana, India, Pakistan and Yugoslavia. 
Reports on these countries will be submitted as they 
become available. 

3. The selection of countries was determined entirely 
by availability of data. To the best of its ability, the 
secretariat made inquiries as to which countries had had 
experience of competitive bidding for aid projects and 
programmes and had kept records of such bidding in a 
form that would permit analysis. It was found that in 
many cases countries either do not invite, or do not 
succeed in obtaining, tenders in connexion with purchases 
under aid programmes, or that insufficient information 
is available concerning such tenders to permit meaningful 
analysis. Although the sample of countries is small, it is 
likely that the evidence yielded by these studies will 
provide some indication of the order of magnitude of the 
problem of aid-tying in developing countries. 

4. Two different approaches have been used in the 
country studies. In some cases the necessary investiga
tions have been undertaken by officials connected with 
the Governments concerned or by institutions in the 
public sector. This has been the case for Chile, India and 
Pakistan. In other cases, namely, Ghana, Iran, Tunisia 
and Yugoslavia, the secretariat has engaged qualified con
sultants to visit the respective countries for periods of up 
to a month and examine the information placed at their 
disposal by the Governments concerned. 

5. In all cases, the instructions regarding the scope of 
the inquiry and the methodology to be used were in 
principle the same, although differences in the situations 
of various countries and in the records kept have natur
ally affected the nature of the analysis that could be 
carried out. The methodology recommended by the 
secretariat has been set out in the annex to the present 
document. 

72 
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Chapter 11 

Methods of tying aid 
6. Aid can be tied to a particular source or to a parti

cular project. A general definition of aid-tying by source 
should include all practices aimed at restricting the 
recipient country's choice in spending aid funds on 
imports from countries other than the aid source. Aid 
can be tied formally or informally, directly or indirectly. 
Formal restrictions are the clearest form of source-tying, 
and quantitatively the most important form, but by no 
means the only one. Aid may be source-tied informally 
through pressures exerted by the donor country on the 
recipient country. Also informal tying may result from 
the pressures of local dealers in the recipient countries 
themselves, or of other persons having special links with 
a particular donor country. 

7. Direct tying can be defined as including those pro
curement restrictions which are automatically linked to 
the very provision of the aid. Directly tied aid includes 
aid in kind, technical assistance expenditures and export 
credits ; it constitutes a significant proportion of total aid 
flows and can involve substantial excess costs.7 

8. There are essentially two forms of applying " indi
rect" procurement restrictions. One method is to treat 
the aid flow as part of an over-all trade arrangement. The 
other consists of financing only those commodities or 
projects in respect of which the donor country appears 
to have a strong competitive position.8 

Chapter 111 

The costs of aid-tying to the recipient country 

9. Whatever the specific type of restriction, tying re
duces the value of aid to recipient countries. One way to 
view this reduction in the value of aid is in terms of the 
" excess costs " incurred by the recipient as a conse
quence of the restrictions placed on the choice of the 
sources of supply. Another approach, in the case of tied 
loans, would be in terms of the higher effective rate of 
interest charged, since the repayments are larger than the 
" value " of the aid received, and usually have to be 
made in convertible currencies. If, for example, a tied 
development loan repayable in twenty years carries a 
3 per cent rate of interest while the goods financed by the 
loan are priced at 30 per cent over the cheapest source 
of supply, the effective interest rate on the loan is close 
to 6 per cent.9 

' Thus, for example, the scale of salaries and allowances paid 
to United States personnel working in an aid-financed project 
in Iran was estimated to be at least some 30 to 40 per cent 
higher than the pay of technicians of similar qualifications from 
other industrial countries working in Iran (see Eshag, op. cit. 
Iran, para. 36). 

8 Bhagwati, op. cit. 
9 It should, therefore, be understandable that in many such 

cases the potential recipient prefers to utilize its own foreign 
exchange resources rather than accept the tied loan. It is 
reported that in the case of Iran (Eshag, op. cit., Iran), for 
example, some credits were occasionally not utilized because 
of the high excess costs attached to their use. Many developing 
countries, however, have such limited flexibility that their only 
alternative is to forgo the desired imports altogether. 

10. The limitations imposed on the recipient country 
regarding the selection of source of supply are likely to 
give rise to costs of various types and magnitude, de
pending on the form of tying, on the characteristics of 
the recipient country's economy, and on the degree of its 
dependence on aid in general and on a specific donor 
country in particular. A first distinction should be drawn 
between those costs which the recipient country can 
avoid and those which it has to bear no matter how 
successfully it programmes its foreign exchange outlays 
and its sources of supply. A second distinction should be 
drawn between the direct and the indirect costs of tying. 

11. The costs of tying can be partly avoided by 
judicious switching of sources of imports by the recip
ient country. Thus, the recipient country may be able to 
switch aid-financed imports from the tied source for its 
normal imports from the same source, and partially 
evade the restrictions imposed on the aid. It appears, 
however, that most developing countries do not enjoy the 
flexibility necessary for successful switching of imports. 

12. Switching possibilities depend on several factors, 
many of a non-quantifiable nature. Generally speaking, 
switching possibilities are likely to be limited if the 
recipient country has relatively little " free " foreign 
exchange at its disposal (because available supplies of 
foreign exchange are already pre-empted for priority 
purposes), and if it is heavily dependent on the assist
ance of one donor country.10 A low level of " free " 
foreign exchange implies that the country does not have 
much general manoeuvrability for successful switching ; 
heavy dependence on the assistance of a single country 
normally makes it difficult to evade aid restrictions by 
using an alternative source of aid.11 

13. Successful switching also depends on efficient pro
gramming of imports and a complex process of this sort 
can scarcely be concealed from officials of the aid-
giving country ; efficient programming of imports would, 
therefore, be likely to lead to a tightening of procurement 
restrictions in the future and might even jeopardize the 
flow of aid itself. 

14. The high degree of dependence of most developing 
countries on a single country as a source of aid and the 
inadequate availability of " free " foreign exchange indi
cate that most developing countries are in no position to 
evade much of the cost of tying. The ratio of net bilateral 
official aid from the largest single donor country to total 
net official bilateral aid received by the country in ques
tion can be taken as an index of the dependence of a 
country on an individual source of aid. This ratio has 
been calculated for developing countries for 1965.12 For 

10 Other factors influencing switching possibilities are dis
cussed in Bhagwati, op. cit. 

11 The country study on Iran illustrates one case in which, 
owing to a relatively comfortable foreign exchange position 
and to diversification of aid sources, tying was partly evaded 
through use of switching possibilities (see paras. 44, 47, and 
50-51). 

12 Official bilateral aid (net of interest and amortization) from 
the largest single donor country divided by total net official 
bilateral aid received by the developing country in question. 
Both the numerator and the denominator exclude export credits. 
Assistance from multilateral agencies was not included in the 
denominator because it is untied. 
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most developing countries the dependence on one source 
of aid appears to be pronounced, the median ratio for 
all countries being 64 per cent. In terms of broad regional 
subdivisions, dependence of countries on a single source 
of aid seems highest in Latin America (64.9 per cent) 
and lowest in the Middle East (49 per cent). It also 
appears possible that the smaller among the developing 
countries may be more dependent on a single source of 
aid than the larger countries. If so, the smaller among 
the developing countries would enjoy more limited switch
ing possibilities than the larger countries, especially 
since efforts to switch imports are likely to be more 
" visible " in smaller countries. The latter may, therefore, 
have to bear relatively higher costs for a given amount 
of tied aid. 

15. The second distinction to be drawn is that between 
the direct and the indirect costs of tying. The direct costs 
can be defined simply as the excess of the delivered price 
actually paid by the recipient country over the lowest 
delivered price which the country would have paid had 
the aid not been tied.13 In practice, direct costs can be 
estimated reliably only when international tenders have 
been invited or when standard price lists exist. 

16. Indirect costs can be classified into the following 
three broad categories : 

(a) Excess costs on purchases related to the original 
(tied) purchase. Relatively minor differences in the cost 
of the original purchase often mask far more significant 
differences in the cost of spare parts or inputs.14 

(b) Costs arising out of monopolistic practices by 
suppliers from the tied source. It has been shown15 that 
the direct costs of tying are likely to be higher if sup
pliers from the tied source are aware of the limited range 
of choice available to the recipient country and are 
allowed to take advantage of this position. Indirect costs, 
in the form of foregone benefits, are also likely to result 
from such a situation. Thus, the knowledge that the 
recipient country is not in a position to choose its source 
of supply may often allow the supplier in the tied source 
to avoid providing the " fringe " benefits which would 
normally accrue to the purchasing party in a commercial 
contract. These may include a lack of interest in the 
servicing of machinery, inadequate follow-up of projects, 
failure to assist in the training of local personnel, etc. 

(c) " Developmental " costs : these are probably the 
most significant of the indirect costs. Restrictions on the 
source of imports may seriously interfere with plan for-

18 For a discussion of direct costs under different forms of 
tying see Bhagwati, op. cit. 

" Thus, for example, the higher cost of motor buses imported 
with tied credits from the United States by Tunisia in 1965, 
relative to the cost of similar buses from other countries, 
accounted for only a part of the excess cost of tying ; it was 
found during interviews that, owing to the need for more 
frequent repairs and to the higher cost of spare parts (30-50 per 
cent), the buses imported from the United States carried a total 
excess cost significantly higher than a comparison of purchase 
prices would indicate. The same was true of locomotive 
imports ; there was the added disadvantage in both cases of 
longer delays in the delivery of spare parts (Eshag, op. cit., 
Tunisia, paras. 38 and 61). 

15 Bhagwati, op. cit. 

mulation and implementation and with the choice of 
appropriate technology, and they are no less real for not 
being quantifiable or "visible". Thus, plan formulation 
may be unduly influenced by the uncertainty of not 
knowing how much of the expected inflow of aid will be 
source-tied, and in what form ; also, the selection of 
projects may be unfavourably affected by limitations 
placed by the donor country on the eligibility of specific 
commodities for aid financing. The delays and uncertain
ties implied in aid-tying practices may aggravate the 
well-known difficulties of plan implementation and of 
project follow-up in developing countries. Procurement 
restrictions may also lead to the adoption of techniques 
unsuited to the economic characteristics of the importing 
country. Replacements for certain types of equipment 
bought under tied aid may have to be procured from 
the same source, even if they are purchased with the 
country's own resources.16 

17. The above discussion can be very broadly sum
marized as follows : 

(a) most developing countries, and particularly the 
smaller among them, are not in a position to evade 
much of the cost of tying ; and 

(b) the direct costs are only a part of the total costs 
of procurement restriction on aid : the indirect costs, 
though not easily quantifiable, are also significant. 

Chapter IV 
Empirical estimation of the direct costs of aid-tying 

18. The evidence presented for Chile, Iran and Tuni
sia in this preliminary progress report may not necessarily 
be typical of developing countries in general, and relates 
to the direct costs of tying only. Moreover, the estimates 
are subject to a number of qualifications. A first qualifi
cation results from the difficulty of quantifying excess 
costs in the case of technical assistance. Differences in 
wages and salaries paid to various experts can be deter
mined, but such differences can in many cases be only 
indicative, owing to the differences in qualifications and 

16 A specific example may serve to illustrate the several types 
of costs discussed above. Suppose that donor country A finances 
on concessional terms the purchase of an automobile assembly 
plant by recipient country B, on condition that all equipment is 
to be imported from country A, owing to the partial comple
mentarity existing between a specific plant layout and various 
plant inputs, purchases by country В of engine and body parts, 
tyres, batteries, paints, etc., will also be partly tied to country 
A, even though these purchases are not aid-financed. A sizable 
sector of country B's economy may then come to be de facto 
tied to imports from country A. Further it is possible that the 
past pattern of imports may lead country B, when substituting 
domestic production for these imports, to adopt techniques 
somewhat closer to those of country A than if it had had a 
free choice of source of imports for the automobile assembly 
plant in the first place. The total costs to country В of the 
original procurement restrictions may then include any or all 
of the following : the excess costs of purchasing the assembly 
plant from country A rather than from the most economical 
source, the excess costs of related inputs, spare parts, main
tenance and repairs, the costs of deviating from an optimal 
investment programme due to the artificial stimulus or delay 
of import-substituting projects, the bias toward techniques 
unsuited to the country's de facto endowments. The excess direct 
costs are thus only the initial portion of the total costs of tying. 
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type of expertise of experts from various countries, even 
though they may be given the same functional classifi
cation. 

19. A second set of limitations derives from differ
ences in products specifications, which make it difficult 
to compare products from different sources. Except in the 
case of standardized commodities, price differentials 
might wholly or partly reflect quality differentials rather 
than " excess " costs. This difficulty, which is usually 
slight in the case of small purchases of relatively stand
ardized items, becomes a serious one when the attempt 
is made to compare alternative costs for entire projects. 
Indeed, since no two large, integrated projects from 
different sources are based on identical technology, 
accurate comparisons could be made only through a 
detailed analysis of the costs and of the technical coeffi
cients of production for each project, a task which is 
beyond the scope of an inquiry on the present scale. In 
general, the possibility that quality differences partly 
account for price differences will imply a partial over-
estimation of the direct costs of tying. 

20. Thirdly, the problems of estimating cost differ
ences are further compounded by the fact that the data 
available may not (and usually do not) show the full 
range of prices which would have been available had the 
aid-financed purchases not been tied to a particular 
source. International tenders may not have been request
ed or they may not have been allowed by the donor 
country. Even if requested and allowed, bids from else
where than the tied source may not have been forth
coming : where the recipient country is heavily dependent 
on one large donor and has limited " free " foreign 
exchange at its disposal, potential suppliers are under
standably not inclined to undergo the expense of tender
ing for a contract they know they have little chance of 
obtaining since the finance is tied to imports from 
another country. To the extent that this difficulty does 
apply, estimates of the costs of tying will have a down
ward bias. 

21. Fourthly, aid tying is a very delicate subject, and 
data are particularly hard to come by. Country estimates 
can, therefore, never be comprehensive, and are of neces
sity based on a relatively small sample of tied purchases. 
Also, there is always the possibility that the results from 
the limited sample may not be typical, and the bias can 
be either upwards or downwards. It is important to keep 
the above qualifications in mind when evaluating the 
actual results, which should be considered as preliminary. 
These results do, however, appear to be significant indica
tions of the extent of the problem which developing coun
tries are now facing. 

(a) Chile^ 

22. The data collected were classified according to 
the system evolved by Mahbub ul Haq18 and relate to 
a sample fifty-one tied credits in 1964-1967. The credits 

" The following account is based on data compiled by the 
Corporation de Fomento de la Production of Chile. These data 
are presented in document TD/7/Supp.8/Add.l below. 

18 See Mahbub ul Haq, statistical appendix to " Tied credits — 
a quantitative analysis," in John H. Adler and Paul W. Kuz-

analysed, most of which were from the United States, 
amounted to a total of about $30.5 million, or about 
10 per cent of total official bilateral and multilateral 
assistance received by the country in this period. How
ever, international tenders were asked and received for 
only nineteen of the fifty-one covered. The purchases on 
which estimates of excess cost could meaningfully be 
made amounted to only about $180,000, or less than one 
per cent of the total amount of credits in the sample. 
The average percentage of excess cost on the sixteen 
purchases for which estimates could be made works out 
at about 12.4 per cent (see table 1 below). 

23. It is striking that international tenders seem to 
have been obtained only for quite small purchases, 
mostly ranging from $5,000 to $20,000. This appears 
consistent with the view expressed earlier that suppliers 
will tender only when there is a reasonable chance of 
obtaining the contract, or when the purchase is of 
relatively standardized items (for which the cost tender
ing is minimal), which are likely to be of low value. 
There is little question that for large, diversified pur
chases the high cost of tendering and the low flexibility 
enjoyed by the recipient country are factors limiting the 
offer of tenders from alternative suppliers, even when the 
recipient country is allowed to invite them. 

24. There are reasons to believe that the average 
percentage of excess cost on small purchases tends to be 
considerably lower than that applying to large procure
ments. There is a strong prima facie presumption that 
the absence of international tenders for the larger pur
chases led to excess costs higher than those applying to 
cases where competitive bidding was secured. Also, the 
data show that tenders from within the tied source itself 
are likely to be higher in the absence of international 
tenders, owing to the lack of a standard of comparison 
to which the recipient country can refer. Finally, the 
switching possibilities open to the recipient country are 
more limited where sizable purchases are concerned, 
particularly when the recipient country is highly depen
dent on the aid of a single donor country (as Chile is). 
It appears reasonable to assume, therefore, that the 12.4 
per cent estimate made is, in the case of Chile, a consi
derable underestimation of the average percentage of 
excess direct costs of aid-tying. 

(b) Iran™ 

25. The study covers the year 1966-1967.20 The total 
inflow of capital in the form of tied aid during that year 
amounted to $56.7 million, of which about $8 million 
consisted of financial transactions — advance payments 
on account of future procurements — and the remainder 
(about $49 million) represented actual disbursements on 
goods and services procured in connexion with 15 de
velopment projects (specified in table 2 of the Study). 

nets, eds., Capital Movements and Economic Development : 
Proceedings of a Conference held by the International Econo
mic Association (London, Melbourne, Toronto, Macmillan and 
Co., Ltd. ; New York, St. Martin's Press, Inc., 1967), p. 326. 

19 See Eshag, op. cit., Iran. 
20 Iranian calendar year 1345, ending on 20 March 1967. 
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TABLE 1 

Utilization of tied United States Agency for International Development. (USAID) credits by Chile, 
selected projects, 1964-1967 a 

J.S. ) 

Abbreviated 
description 
of purchase 

Year Lowest international 
bid (f.o.b.) 

Price 
actually 
paid to 

United States 
supplier 
(f.o.b.) 

Excess 
cost 
(as 

percentage 
of lowest 

international 
bid) 

4 — 3 
5 = - -xlOO 

1. Reclosers 
2. Disc insulators . . . . 
3. Steel cables 
4. Cables 
5. Cables and connectors 
6. Rotary compressors . . 
7. Light track 
8. Meters 
9. Power grader 

10. Grinding-wheels, with 
spares 

11. Insulating oil 
12. Tractors 
13. Mercury vapour lamps 
14. Telegraphic components 
15. Spare parts for locomo

tives 

16. Tractors 

Average 

1964 
1964 
1964 
1964 
1964 
1965 
1965 
1965 
1965 

1965 

1966 
1966 
1966 
1966 

1967 

1967 

2,170 
6,093 
7,005 
9,114 

15,785 
24,142 
8,456 
8,799 

17,475 

1,795 

4,980 
10,760 
2,598 
2,746 

23,780 

33,900 

11,224 

(Japan) 
(Japan) 
(Switzerland) 
(Belgium) 
(France) 
(United Kingdom) 
(United Kingdom) 
(Netherlands) 
(Federal Republic 

of Germany) 

(United States 
of America) 

(United Kingdom) 
(United Kingdom) 
(Switzerland) 
(Switzerland) 

(Federal Republic 
of Germany) 

(United Kingdom) 

5,775 
8,425 
7,205 
9,490 

17,241 
29,759 
10,367 
9,888 

19,360 

1,795 

5,378 
10,915 
2,687 
2,779 

24,973 

35,924 

12,622 

166 
38 

3 
4 
9 

23 
23 
12 
11 

6 

12.4 

Source: UNCTAD secretariat, from data collected and classified by the Corpora-
ciôn de Fomento de la Produccion of Chile (see below, document TD/7/Supp.8/ 
Add.l). 

a The purchases included are those for which international tenders were invited 
and received. 

26. Owing to limitations of both data and time, quan
titative estimates of the excess cost of tying were confined 
to six projects, the other nine projects being examined 
only in a general way. The six projects for which esti
mates were made accounted for a disbursement of over 
$9 million (20 per cent of total procurements under tied 
aid). 

27. The excess cost of aid on the six projects is esti
mated at about $1.4 million, which is equivalent to about 
15 per cent of the total disbursements made on these 
projects. The author considers that the average percent
age of excess cost of total tied economic assistance in 
1966-1967 would be considerably lower and probably in 
the region of 10 per cent of the disbursements or even 
less. The reason given for this opinion is that the average 
percentage of excess cost borne on the nine projects for 
which no quantitative estimates were attempted was, by 
all indications, considerably lower, since most of these 
projects had been subject to international invitations for 
tenders. 

28. One important finding, confirming observations 
made earlier in this paper (see paras. 11-14), is that Iran, 
by obtaining its aid from several countries and in general 

enjoying a relatively easy foreign-exchange position, has 
been able to limit the cost of tying by using opportunities 
for switching sources of imports and giving wide circu
lation to project tenders.21 

29. Although the primary objective of the study is to 
estimate the magnitude of direct costs, it also gives a 
number of illustrations of the indirect costs incurred. 
Such costs arose through excessive prices for spare parts, 
through the purchase of certain equipment which was 

21 One example among the several reported in the study will 
help to illustrate this point. One of the purchases examined 
involved a standard product (U.33 heavy type rails) so that 
price differentials due to quality differences could be dis
regarded. The lowest price per ton (C and F) quoted from the 
United States was $160.77, as against a bid of $114.00 from 
country A and $110 from country B. The Iranian authorities 
thus used the country's own cash resources to buy 32,140 tons 
of rails from country B, for a total saving of over $1.6 million. 
Moreover, by disclosing to country A country B's lower bid, 
they succeeded in obtaining from country A a better price on a 
related purchase in exchange for buying rails from it (see Eshag 
op. cit., Iran, paras. 43-45). The study concludes, however, that 
some of the poorest developing countries . . . are least able to 
avoid the excess costs of tied aid {ibid., para. 7). 
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found to be not wholly suited to the requirements of the 
country, through long delays in the delivery of some 
goods and through the administrative difficulties in
volved in managing certain projects.22 

(c) Tunisia23 

30. The study covers the year 1965. Of the gross 
inflow of about $113 million of development capital 
(bilateral and multilateral) in that year, official source-
tied aid amounted to about $74.5 million. About 
$41 million,24 representing goods and technical assist
ance services, was subject to direct tying. The United 
States accounted for about 50 per cent of the total inflow 
of development capital and for over 60 per cent of the 
official source-tied aid. 

31. Owing to limitations of time and data, quantitative 
estimates of the excess cost of aid were confined to 
disbursements made under United States commodity-
loan agreements and under certain project development 
loans. Total disbursements for which estimates were 
attempted amount to about $17 million, accounting for 
over 20 per cent of the tied aid received in 1965. 

32. The estimate of the excess cost borne under com
modity-loan agreements is based on equalization (péré
quation)—the difference between the c.i.f. value of 
goods imported under USAID loans and the prices 
charged to local merchants by the Government of Tuni
sia. The purpose of this equalization is to enable the 
merchants handling the USAID-fmanced imports to earn 
a reasonable profit on those goods for which United 
States prices are appreciably higher than the prices of 
the alternative sources of supply.25 

33. The total amount of equalization for 1965 is 
estimated at $1.7million; this is equivalent to 18 per 
cent of the c.i.f. value of imports under commodity-
loan agreements tied to the United States source.26 The 
estimates of equalization, as indication of excess cost for 
individual commodity groups, were cross-checked, wher
ever possible, by a detailed examination of invoices and 
quotations from the United States and other countries 
and by interviews with business men and public officials. 
On the basis of this work, it was considered that a round 
figure of 20 per cent would represent a reasonable and 
conservative estimate of the excess cost borne on the 

22 See Eshag, op. cit., Iran, paras. 35, 37, 38 and 41. 
23 See Eshag, op. cit., Tunisia. 
24 An additional $1.8 million consisted of directly tied export 

credits. 
25The reliability of equalization as an indicator of the excess 

cost of tying depends on the correspondence between internal 
prices and world prices. If the former are influenced by 
domestic taxation or by tariffs, as they normally are, the 
equalization method will overestimate or underestimate the 
excess costs of tying. In the case of Tunisia, cross-checks of the 
estimates indicate that internal prices were influenced by 
domestic policies in such a direction that the equalization 
method turned out to underestimate consistently the excess 
costs of tying. 

28 See Eshag, op. cit., Tunisia, annex, table 5. 

USAID commodity-loan aid tied to United States 
sources. 

34. Of the ten projects financed by USAID project-
tied aid and by Export-Import Bank of Washington 
(Eximbank) loans, only the three major ones, which 
together accounted for $8 million, or over 70 per cent of 
the total project-tied disbursements in 1965, were exam
ined. The estimate of excess cost for these projects (20 per 
cent) is based on a less clear and precise foundation than 
that made for commodity-loan aid and is subject to a 
wider margin of error in either direction. 

35. Thus, 20 per cent can be taken as a very con
servative estimate of the order of magnitude of the 
direct cost of aid-tying borne by Tunisia on United 
States tied assistance given under commodity-loan agree
ments and through project development loans during 
1965. 

36. In addition to the examination of direct costs of 
tied aid, the study also gives a number of specific illus
trations of the indirect costs. These are generally of the 
same nature as those mentioned earlier in the case of 
Iran — high prices for spare parts, delays due to long 
distances, unsuitability of certain goods to local condi
tions and administrative complications caused by lan
guage barriers.27 

(d) Other estimates 

37. Two empirical studies, among others, were carried 
out before the UNCTAD country study series. One, by 
Mahbub ul Haq, relates to tied credits to Pakistan in 
1960-1963, while the other, by Bhagwati, uses aggregate 
data to reach estimates broadly applicable to tied aid as 
a whole.28 The Mahbub ul Haq study estimates excess 
costs by comparing the lowest bid from the tied source 
with the lowest international bid. On the basis of a 
sample of twenty development projects, the study reaches 
the conclusion that " the weighted average price for 
these 20 projects comes out to be 51 per cent higher 
from the tied source compared with the international 
bids", and that "the tying up of foreign credits raises the 
average price of procurement for Pakistan by about 
12 per cent".29 The former estimate was obtained by 
comparing bids, rather than the actual price paid, to 
the lowest price available. It is therefore an estimate of 
the range of cost which can be incurred owing to the 
tying of aid, rather than an estimate of actual cost 
incurred. 

38. The estimate obtained by Bhagwati is also an 
estimate of the potential cost of tying rather than of the 
actual cost. On the basis of International Bank for 
reconstruction and Development (IBRD) and Inter
national Development Association (IDA) data, and by 
calculating the spread of bids on IBRD and IDA con
tracts, Bhagwati concludes that " the percentage of 
potential excess cost, measured as the ratio of the diff-

Ibid., paras. 38, 39, 49 and 61. 
Bhagwati, op. cit. 
See Mahbub ul Haq, op. cit., pp. 327-331. 
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erence between high bids and successful bids to successful 
bids, was on the average 49.3 per cent, and that over 
31 per cent of the value of contracts awarded... were 
characterized by potential excess cost of over 50 per 
cent, and 62.9 per cent of the value of contracts awarded 
were characterized by potential excess cost of over 
30 per cent ".80 The author himseK points out that there 
are good reasons to believe that a result in terms of 
potential excess cost of the highest bid received is merely 
indicative of the possible ceiling on actual excess cost. 

Bhagwati, op. cit., para. 90. 

A. COST OF TIED AID: METHODOLOGY FOR DATA COLLECTION 
AND CLASSIFICATION 

Objectives : To obtain estimates of the price premiums that 
countries are paying on the average on goods obtained under 
tied aid. 

Period : The last year for which comprehensive data are 
available, including data on the commodity distribution of aid. 
Preferably 1965 or alternatively 1964. 

Nature of data to be obtained : For each product or project, 
the attached form should be filled out. 

With respect to particular entries, attention is called to the 
following illustrations or explanatory remarks : 

Product or project (e.g. " Diesel engines ", " Boiler plant "). 
Country of bidder or tenderer. Include all bids or at least 

the lowest acceptable bid from each of the main countries of 
interest. 

Item 1, item 2, etc. On many bids separate price data are 
given for a number of different items. When all these fall 
within the same 4-digit SITC classification, they should be 
treated as a single item. When they fall in different classes, they 
should be treated separately. For each item, give the following 
information : 

1. Name of the item. 
2. SITC classification (on 4-digit basis). 
3. Append a brief description of each item, including quan

titative specification (size, power, capacity, etc.) where appro
priate. 

4. Basis of price quotation (f.a.s., c.i.f., etc.). If both f.a.s. 
(or f.o.b.) and c.i.f. prices are given, give both, using separate 
columns. 

5. If bid prices have been evaluated for differences in spe
cifications and adjusted to a comparable price basis, indicate 
these prices in a separate column. Place in footnotes other 
comments relating to such particulars as delivery time, prior 
experience with supplier, and deviations from specifications that 
affect purchase decisions. 

a The following abbreviations are used in these instructions : 
SITC : Standard International Trade Classification 
c.i.f. : cost, insurance, freight 
f.a.s. : free alongside ship 
f.o.b. : free on board 

(e) Concluding remarks 

39. The country studies so far completed show that, 
while it is difficult to make precise estimates of the 
direct costs of tying to recipient countries, reasonably 
reliable indications of the magnitude of such costs can be 
obtained. The country results reflect cautious estimating 
procedures and the excess cost estimates can be con
sidered as conservative. Although more definite conclu
sions on this matter would have to await additional evi
dence, it is possible to conclude tentatively at this point 
that, on balance, the tying of aid entails significant direct 
costs for the recipient countries, and that these costs are 
likely to average at least 10-20 per cent. 

Action taken : Describe briefly whether the project was under
taken and whether the tied source was utilized or a non-tied 
source. Indicate also if no shifting of source was possible, or 
any unusual features of the bidding, such as the failure of some 
sources to respond to an invitation to tender. 

The number of price comparisons in each category should, 
as far as possible, reflect the relative importance of the 
category in question in total aid imports. 

Source of data : The investigator should avoid himself 
deciding whether price quotations relate to comparable products 
but should obtain this information from the agency responsible 
for purchasing, or for checking prices, etc. 

The principal sources will be : 
(a) Government purchasing agencies 
(b) Government agencies responsible for checking prices 
(c) Development banks 
(d) Major private importers. 

UNCTAD TIED AID PROJECT 

Country: 
Date: 
Prepared by: 

Product or project: 
Date offender or bid: Currency in which prices are given: 
Purchasing agency: 
Source of finance: 
Country of bidder Item 1 (SITC... ) Item 2 (SITC... ) 
or tenderer 
1. 
2. 
3. 
4. 
5. 
6. 
7. 
Action taken: 

B. COST OF TIED AID: METHODOLOGY OF CALCULATION 

This note sets out the methodology of calculating tied aid 
from the data that can be secured from the recipient countries 
to which UNCTAD is sending out consultants. 

ANNEX 

UNCTAD tied aid project methodology a 
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1. General points 
The method that we should use involves essentially the 

" cost difference " approach. This involves estimating the excess 
cost of the bundle of goods that was purchased under tied 
aid (and thus essentially requires information on the composition 
of these imports and on the excess costs of obtaining them from 
the tied source). This approach presupposes that what we are 
interested in is the actual cost incurred by the recipient country, 
as revealed by the data, ъ 

2. Actual guidelines 
Step 1 : The consultant must choose a fairly recent year, 

1964 or 1965 depending on data availability, for his cal
culations. The question of data availability refers to both the 
composition of tied aid imports and price quotations giving 
the excess cost of procurement from tied sources ; hence the 
optimal date will involve reference to both these issues. 

Step 2 : The consultant must try to get, as accurately as he 
can, and by SITC categories, if possible, the composition of the 
imports secured by tied aid. This may be difficult in some 
cases, as when the composition is available only in terms of 
all aid ; in such cases, the consultant must try to make his 
own estimates, by methods to be made explicit in his report, 
of the composition of imports under tied aid alone. The con
sultant might be able to piece together the relevant information 
by examination of aid projects, interviews, etc. 

Step 3 : The next step would seem to be to try to break down 
this composition by project and non-project aid. The reason is 
that, with project aid, it will usually be possible to get the 
required information on the excess cost of tying much more 
readily in many cases. 

Step 4 : For project aid : sub-divide the problem into three 
categories : 

b The consultants should note that this method of calculating 
the cost of tied aid does not take into account the fact that the 
recipient country might have been able to reduce the costs of 
tying still further (by, say, a better procurement policy) even 
within the context of tying. The consultants should keep this 
point in mind and would be well advised to look out for 
improvements in existing procurement practices and aid disburse
ment and planning procedures that leave scope for reducing 
the cost of aid-tying even though aid continues to be tied as 
previously. 

(i) Projects for which tenders were invited internationally. 
In these cases, it will be possible to infer quite readily, from 
the price quotations and by interviews, whether the lowest bids 
were accepted and, if not, whether the cost was higher because 
the project was de facto tied to one source, and the higher 
cost, tied source had to be accepted. In making this estimation, 
the consultant must remember that the project may have been 
associated with some tied source despite international tenders 
and that, therefore, bids may be only from one firm or one 
source : In this case, cross-checks must be made with officials 
who have dealt with the question and the project, to find out if the 
spread of bids, if any, represents at all a reasonable estimate 
and whether acceptance of the lowest bid from very few bids 
received does not miss out the fact that, if the project had 
been believed to be genuinely " open " to all parties, there 
would not have been very much lower bids. In short, the 
consultant must remember that international tenders to not 
necessarily imply that there was no excess cost from tying to 
one specific source. 

(ii) Projects where tenders were not invited but alternative quo
tations were procured. In these cases, the consultant will be able to 
get hold of the alternative quotations readily from the pro
curement agencies or officials. It should be remembered, how
ever, that information secured on this basis, when actual bids 
are not made, may be highly coloured and misleading. Cross
checks and insistence on obtaining the precise details on what 
would have cost less from alternative sources would be very 
helpful. 

(iii) Deferred or suppliers' credit projects (if any). In these 
cases, the projects may not have gone through alternative source 
possibilities and the mere availability of credits from a partic
ular country or institution may have led to the acceptance of 
a project from a given source. To secure reasonable quotations 
on the excess cost of obtaining these imports, for projects so 
financed, the consultant will necessarily have to rely on actual 
importers, whether private or governmental as the case may be, 
for the necessary information. 

Step 5 : For non-project imports, again, the method of pro
curing the information will involve resort to official agencies 
and preferably private importers, who should be told what 
exactly is expected of then. It should be explained to them 
how additional monopoly charges can arise from tied aid, and 
they must be asked to supply full details on what precise pro
ducts they are talking about when they refer to excess cost 
estimates. Otherwise, they are likely to give unreliable answers. 



DOCUMENT TD/7/SUPP.8/ADD.1 

Report on tied credits — Chile : 
note by the secretariat of UNCTAD 

[Original text : English/Spanish] 
[8 December 1967] 

Introduction 
1. At the request of the Secretary-General of 

UNCTAD, the Corporation de Fomento de la Produc
tion (CORFO) of Chile has collected and classified data 
relating to the utilization of tied credits by Chile in 
recent years. The data and an explanatory note prepared 
by CORFO are set out in the attached study. The major 
results of this study have been summarized in the paper 
" The costs of aid-tying to recipient countries : A pro
gress report by the UNCTAD secretariat "-1 

Purpose 

2. The purpose of this study is, first, to estimate the 
difference between, on the one hand, the prices paid by 
importers to suppliers of equipment purchased with tied 
credits or the prices quoted by these suppliers and, on 
the other hand, the lowest figures quoted by other 
sources for equipment of exactly the same type, and, 
secondly, to give the reasons for the difference. In the 
latter case, the formulation and implementation of the 
policy governing each particular loan had to be analysed 
both at the level of the government agencies concerned 
with securing and distributing these loans, and at that of 
the recipients of the credit. 

Methodology 

3. Goods purchased with tied external aid usually cost 
more than goods available on the open market. More
over, the excess cost of the former varies from country 
to country and, within different countries, varies with 
the type of machinery and equipment required. This 
being so, special attention has had to be paid in this 
study to certain aspects of credit policy. These include 
the way in which each particular loan was allocated for 
the various possible uses, how the quotations were 
obtained and what governmental measures were adopted 
to prevent the suppliers of tied credits, or their agents, 
from making excessive profits and the credits themselves 
from being used as a device for transferring capital 
abroad. 

4. This meant that the necessary data had to be 
obtained on all the loans secured during the past four 
years. Official records failed to provide much of the 

1 See above, document TD/7/Supp.8, paras. 22-24. 

background data needed and some recipients were loath 
to give the information requested of them. Accordingly, 
the analysis has had to be confined to the cases — bro
ken down by private and public sectors — in table 1. The 
layout of the table is based on the model presented by 
Mr. Mahbub ul Haq at the Conference on Capital Flow 
and Economic Development of the International Eco
nomic Association, held at Washington in July 1965."2 In 
the case of the private sector, a breakdown of the prices 
which had some bearing on the decisions, but were not 
the figures finally accepted, was unobtainable. 

5. No data were collected on changes in credit or 
supply sources, nor on the quotations which led to those 
changes being made. 

6. Tenders were deemed to have been invited if the 
recipients could satisfy the researchers that a number of 
manufacturers had been asked to submit quotations. 
Publication of tenders in the press or a written record of 
the different prices were not considered essential pre
requisites. 

7. Goods, machinery and equipment were deemed to 
be " of exactly the same type " if so regarded by the 
recipients of the credits. 

8. Every quotation mentioned in this study was 
obtained by tender, according to the recipients of the 
loans. The authors made no estimates of prices because, 
in their view, the figures supplied by the recipients of the 
credits were comparable. 

Conclusions 

9. In some cases, only suppliers in the country offering 
the tied credits were invited to tender. When other coun
tries were allowed to bid, quotations were generally 
lower. 

10. Systematic procedures designed to secure price 
quotations from more than one source are applied by 
only a few agencies concerned with loan administration. 
As a rule, applicants for credit from the private sector 
have not been required to submit more than one quo
tation, and the question of price increments due to 

2 See " Tied credits — a quantitative analysis ", in John H. Adler 
and Paul W. Kuznets, eds., Capital Movements and Economic 
Development : Proceedings of a Conference held by the Inter
national Economic Association (London, Melbourne, Toronto, 
Macmfflan and Co., Ltd. ; New York, St. Martin's Press, Inc., 
1967), p. 326. 
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middlemen has not been investigated. Nor have missions 
been sent abroad regularly to ascertain which were the 
most suitable credit sources or direct suppliers. 

11. Agencies have in some instances decided not to 
make use of loans granted to them but to avail them
selves of other sources of tied credit or to use untied 
foreign exchange. The decisions were taken not so much 
in order to reduce high quotations as to reduce or avoid 
the formalities involved in tied aid, considered by the 
borrowers to be generally unduly protracted and, at 
times, too costly. 

12. A shortage of credit and of untied foreign ex
change is all that has prevented a more general applica
tion of the policy of securing loans from less expensive 
or more flexible sources. 

13. Payment of commissions to agents has, on occa
sion, been avoided by dealing direct with suppliers. 

14. Credit policy has apparently given ample oppor
tunity for capital to be transferred abroad. This is so 
because the action of loan-administration agencies ends 
with the allocation of loans in the light of the data 
submitted by the applicants. 

15. Use of tied loans in the public sector during the 
period under review did not always result in overpay
ment for the goods purchased. When that did happen, 
however, the cost was inflated by as much as 166 per 
cent. 

16. The research conducted in the preparation of this 
study, although the results were not stated in figures, 
left the authors with the impression that the excess costs 

paid by the private sector were at least as high as those 
exacted from the public sector. 

17. The fact that the recipients of tied credits seem to 
have shown little concern for machinery and equipment 
prices may be due to the absence of competition from the 
domestic market, not only between foreign and domestic 
industries, but also between domestic industries them
selves. This lack of competition usually means high 
profits and small reductions in the cost and price of 
manufactured goods. 

18. While prices have had some bearing on the deci
sions taken by enterprises in respect of their purchases, 
these decisions have been influenced perhaps as much or 
even more by such factors as : 

(a) The inability to obtain equipment and machinery 
on easier credit terms from other sources ; 

(b) Confidence that the suppliers chosen are in a 
better position to meet the agreed delivery deadlines ; 

(c) Lower operating costs ; 
(d) Satisfactory performance of equipment obtained 

from the same source in the past and reluctance to 
diversify the industry's capital goods ; 

(e) Previous use of equipment from the same manu
facturer ; 

(f) Use of the same machinery by other enterprises in 
the same branch of industry ; 

(g) Recommendations of government officials ; 
(h) Selection based on data supplied by the manu

facturers ; 
(i) Subsidiary companies purchasing equipment manu

factured or used by their parent firm. 



Examples of prices paid with tied credits 

Country or agency 
granting the credit Project Particulars of purchase 

Date on which 
tenders 

were invited 

Were inter
national 
tenders 
invited? 

Lowest quota
tion from tied 
credit source 

Lowest 
international 

tender 

Percentage Quotation finally 
of excess accepted and 

cost of tied supplier country 
credit source (SU.S.) 

Remarks 

United States 
Agency for 
International 
Development 
(USAID) 

Inter-American 
Development 
Bank 
(IDB) 

France 

Switzerland 

Germany, Federal 
Republic of, 

Italy 

Italy 

Modernization of 
the fisheries 
industry 

Five Cummings 
Marine engines 

Expansion of the 
fisheries industry 

Expansion of the 
merchant marine 

Equipment for a fish 
flour and oil plant. 
Standard Steel Co. 

Vessel for the transport 
of liquid petroleum 
gas or anhydrous 
ammonia. Chantiers 
Navals de la Ciotat, 
French shipbuilders 

Installation of a Drying oven for vege-
new food industry tables and greens, 

with conveyor belt, 
Swiss manufacture 

Expansion of the 
soap industry 

Expansion of the 
soap industry 

Expansion of the 
food industry 

A. PRIVATE SECTOR 

1965 Yes 

1965 Yes 

1966 Yes 

1966 

Automatic machine for 1966 
packing and sealing 
cardboard cases 
Hofliger Karg 
(Germany, Federal Republic) 

Rolling machines for 1966 
the manufacture of 
soap— 
Meccaniche Moderne 

Equipment for the pre- 1966 
servation and glazing 
of fruit, with accessories 
—Carle e Montanari 

Yes 

No 

No 

Yes 

75,825 
c.i.f. 

United States 
of America 

This transaction has not yet been 
finalized. More suitable and more 
up-to-date engines are being pur
chased to replace those in current 
use. Under the provisions governing 
USAID credit the purchase was 
made in the United States. Similar 
terms and prices were offered in 
the Federal Republic of Germany. 

279,720 This equipment was purchased by 
c.i.f. CORFO and transferred to the 

United States company concerned. More suitable 
of America plants at similar prices were avail

able in Norway and Denmark. 

3,571,428 The recipient company probably 
f.o.b. selected the French market because, 

France in addition to the credit terms 
offered, all its other vessels are of 
French manufacture and 25 % of the 
shares are held by a French 
shipping consortium. 

70,494 The industrialist concerned personally 
f.o.b. visited European manufacturers of 

Switzerland this equipment and selected the one 
he considered to be most suitable. 

20,675 The main reason for selecting this 
f.o.b. equipment was that it operated 

Germany satisfactorily in another domestic 
(Federal industry. 

Republic) 

12,089 This equipment was selected to 
f.o.b. supplement existing machinery 
Italy from the same firm. 

60,685 The recipient firm, 73 % of whose 
f.o.b. capital is held by G.B. Ambrosoli 
Italy of Italy, operates through its head 

office. 



Italy 

Installation of a 
new wire nail 
manufacturing 
industry 

Expansion of the 
metallurgical 
industry 

Wire nail manufacturing 1966 Yes 
equipment and 
accessories — Emilio 
Wartenweiler (Italy) 

Foundry equipment 1966 Yes 
and accessories 

Italy Expansion of the 
metallurgical 
industry 

Equipment manufactured 
by the Italian firm 
Boldrini 

1966 Yes 

Italy Expansion of the 
metallurgical 
industry 

Fourteen presses 
manufactured by the 
Italian company Luigi 
Dellavia J.C., with 
accessories 

1966 Yes 

Italy 

Italy 

Switzerland 

France 

IDB 

Expansion of the 
metallurgical 
industry 

Expansion of the 
metallurgical 
industry 

Expansion of the 
metallurgical 
industry 

Expansion of the 
metallurgical 
industry 

Expansion and 
modernization of 
the forestry 
industry 

Equipment manufactured 1966 
by the following firms : 
V.U.L.F. di A. Locatelli, 
Industria Meccanica 
Villasante, Mariani, 
Costruzioni Meccaniche 
Pasquino, Galdabini S.p.A. 

Milling machine of 1966 
Italian manufacture 

Drills and lathes 1966 

Milling machine, presses 1966 
and accessories 

Mechanized sawmill for 1966 
artificial forests 

Yes 

Yes 

Yes 

Yes 

Yes 

23,351 The company selected this equipment 
f.o.b. because it consists of fewer machines 
Italy and operating costs will therefore 

be lower. 

178,113 The industrialist concerned personally 
f.o.b. called on the chief manufacturers 
Italy of this equipment. He observed it in 

operation in similar industries 
and decided to purchase it. 

130,780 An engineer from the purchasing 
c.i.f. company obtained the quotations 
Italy and inspected the equipment in 

operation. 

181,280 The quotations were made directly by 
f.o.b. an engineer from the purchasing 
Italy company who saw this equipment 

in operation. Moreover, there had 
been some experience with it since 
the firm had already used it in the 
past. The full credit of US$300,000 
could not be used up because of the 
the strict deadline imposed by the 
Italian Government. 

26,887 Quotations for this equipment 
f.o.b. were obtained in person by a 
Italy representative of the industry in 

Italy. 

31,600 Quotations were obtained from several 
c.i.f. 
Italy 

57,231 
f.o.b. 

Switzerland 

378,911 
c.i.f. 

France 

110,000 
c.i.f. 

Canada 

suppliers in Europe on whom the 
chairman of the company called 
personally. 

This transaction has not yet been 
finalized. CORFO said that this type 
of equipment was available in 
Norway, the United States and 
Australia. The purchase was 
recommended, after study, by the 
Instituto Forestal, a state-owned 
concern. 



Examples of prices paid with tied credits (continued) 

Country or agency 
granting the credit Project Particulars of purchase 

Date on which 
tenders 

were invited 

Wnational' Lowest l^ota- Lowest 
tenders Hon from tied international 
invited? credit source tender 

Percentage Quotation finally 
of excess accepted and 

cost of tied supplier country 
credit source (SU.S.) 

Remarks 

Spanish Institute 
of Foreign 
Exchange and 
Export Credit 
of the Institute 
of Madrid 

Expansion and Three fishing vessels 
modernization of 
the fisheries 
industry 

1966 Yes 681,209 The order was placed with ship-
c.i.f. builders in Vigo, Spain, on the 
Spain recommendation of the Chilean 

Consul in that city, the terms for 
the servicing of the debt being 
favourable. More up-to-date vessels 
are available in the Federal Republic 
of Germany at similar prices. 

USAID Expansion of the 
electronics 
industry 

Machinery and equipment 
for the manufacture 
of electronic compo
nents for television 
receivers 

1967 Yes 

B. PUBLIC SECTOR 

49,559 This credit can only be used in the 
c.i.f. United States. The industrialist 

United States concerned said that he would have 
of America selected the same fim even if he had 

had a free choice. The company 
has an agent in New York who 
works for the International 
Commodities Export Corporation. 

USAID 

USAID 

Electrification plan Purchase of 230 KW 
reclosers 

Electrification plan Purchase of disc 
insulators 

15 February Yes 
2964 

6 April 1964 Yes 

USAID 

USAID 

Electrification plan Purchase of steel cables 8 Deecmber Yes 7,205 
1964 

Electrification plan Purchase of 5/16th 
and 5/8th inch 
steel cables 

1964 Yes 

5,775 2,170 166 5,775 Twelve companies bid for this contract. 
Japan United States Quotations ranged from $2,170 to 

of America $5,775 and delivery deadlines from 
8 to 18 months. 

8,425 6,093 38 8,425 Four companies bid for this contract. 
Japan United States - Quotations ranged from $6,093 to 

of America $10,785 and delivery deadlines from 
3 to 12 weeks. The firm selected 
offered the earliest delivery date. 

7,005 3 7,205 Four companies bid for this contract. 
Switzerland United States Quotations ranged from $7,005 to 

of America $9,897. 

9,490 9,114 4 9,490 Nine companies bid for this contract. 
Belgium United States Quotations ranged from $9,114 to 

of America $18,695 and delivery deadlines 
from 2 to 5 months. 

USAID Electrification plan Purchase of Copperweld 1964 Yes 
type cables and 
connectors 

17,241 15,785 
France 

17,241 Six companies bid for this contract. 
United States Quotations ranged from $15,785 to 
of America $18,121 and delivery deadlines from 

3 to 18 weeks. The firm selected 
offered the earliest delivery date. 



USAID Electrification plan Purchase of Leopold 
limnigraphs 

No 3,120 

Export-Import Bank Expansion of the 
of Washington iron and steel 
(Eximbank) industry 

Machinery, equipment 
and spare parts 

USAID 

USAID 

USAID 

USAID 

USAID 

USAID 

USAID 

USAID 

Electrification plan Purchase of two 
Gardner Denver 
rotary compressors 

Electrification plan Purchase of Ford van 

Electrification plan Purchase of two 
Diesel Caterpillar 
generating units 

Electrification plan Purchase of Standard 
Electric meters 

Electrification plan Purchase of a 
Caterpillar machine 

Electrification plan Purchase of mobile and 
portable equipment 
for patrols 

Electrification plan Purchase of a power 
grader 

Electrification plan Purchase of two 
grinding wheels, 
with spares 

1964 

1965 

1965 

No 4,491,000 

Yes 

Yes 

No 

29,759 

10,367 

9,400 

24,142 
United 

Kingdom 

8,456 
United 

Kingdom 

1965 

1965 

1965 

Yes 

No 

No 

Yes 

Yes 

9,888 8,799 
Netherlands 

14,981 

75,650 

19,360 17,475 
Germany (Federal 

Republic of) 

1,795 1,940 
United 

Kingdom 

3,283 Two companies bid for this contract. 
United States The other United States firm sub-
of America mitted a bid of $3,120 but Leopold 

and Stevens was chosen because 
it is the regular supplier. 

4,491,000 According to a statement by an 
United States executive officer of the CAP, the 

of America order was placed with the company's 
regular United States suppliers. 

23 29,759 Four companies bid for this contract. 
United States Quotations ranged from $24,142 to 
of America $30,142 and delivery deadlines from 

2 to 6 months. The firm selected 
offered the earliest delivery date. 

23 10,367 Trhee companies bid for this contract. 
United States Quotations ranged from $8,456 to 
of America $15,097 and the delivery deadline 

was 3 months in each case. 

13,692 There were no international tenders. 
United States Four United States firms submitted 
of America quotations ranging from $9,400 to 

$13,692 and delivery deadlines from 
4 to 8 J/2 months. The firm selected 
offered the earliest delivery date. 

12 9,888 A quotation was also submitted by 
United States Philips, the Netherlands firm but 
of America Standard Electric was selected 

because USAID credit was available. 

14,981 There were no international tenders. 
United States Two United States companies 
of America submitted bids. 

84,000 There were no international tenders. 
United States Two United States companies 
of America submitted bids. The firm selected 

offered an earlier delivery date. 

11 19,360 Five companies bid for this contract. 
United States Quotations ranged from $17,475 
of America to $21,550 and delivery deadlines 

from 3 to 7 weeks. 

—7 1,795 Four companies bid for this contract. 
United States Quotations ranged from $1,795 to 
of America $1,998 and delivery deadlines from 

2 to 5 weeks. 

Germany, Federal Sugar plan 
Republic of, (IANSA) 

Equipment for a sugar 
refinery 

1965 Yes 1,898,807 1,940,125 - 2 1,898,807 Credit was made available by Braun-
Germany, Federal Germany, Federal schweigische Maschinenbauanstalt 

Republic of Republic of B.M.A. Germany (Federal Republic) 



Examples of prices paid with tied credits (continued) 

Country or agency 
granting the credit Project 

l^ere inter— 
Date on which national Lowest quota- Lowest 

Particulars of purchase tenders tenders tionfrom tied international 
were invited invited7 credit source tender 

Percentage Quotation finally 
of excess accepted and 

cost of tied supplier country 
credit source (SU.S.) 

Remarks 

Eximbank 

USAID 

Expansion of the 
iron and steel 
industry 

Machinery equipment 
and spare parts 

Electrification plan Purchase of 170 55-gallon 
drums of insulating oil 
for transformers 

1965 

1966 

No 

Yes 

5,401,000 

3,321 3,425 
United 

Kingdom 

- 3 

5,401,000 According to a statement made by an 
United States executive officer of CAP, the order 
of America was placed with the company's 

regular United States supplier. 

3,321 Two companies bid for this contract. 
United States 
of America 

USAID 

USAID 

Electrification plan Purchase of automatic 
circuit breakers 

Electrification plan Purchase of 51 safety 
helmets 

No 

No 

4,360 

4,512 

4,360 
United States 
of America 

6,278 
United States 
of America 

There were no international tenders. 
Quotations by five United States 
companies ranged from $4,360 
to $7,800. 

USAID 

USAID 

Electrification plan Purchase of 265 55-gallon 1966 
drums of insulating oil 

Electrification plan Purchase of four 
tractors 

1966 

Yes 5,378 4,980 
United 

Kingdom 

Yes 10,915 10,760 
Kingdom 

United 

5,378 Two companies bid for this contract. 
United States The United States firm was chosen 
of America because it is the regular supplier. 

10,915 
of America 

United States 

Two companies bid for this contract. 

USAID Electrification plan Purchase of protective 
gloves 

No 7,800 8,057 Two companies bid for this contract. 
United States The other United States firm sub-
of America mitted a bid of $7,800 which 

was rejected because the quality of 
the goods produced by this particular 
firm was considered inadequate. 

USAID Electrification plan Purchase of 250-KW 
and 400-KW mercury 
vapour lamps 

1966 Yes 2,687 2,598 
Switzerland 

2,687 Three companies bid for this contract. 
United States Quotations ranged from $2,598 to 
of America $2,787 and delivery deadlines from 

3 to 6 weeks. 

USAID Electrification plan Purchase of telegraph 
components 

1966 Yes 2,779 2,746 
Switzerland 

2,779 Two companies bid for this contract. 
United States 
of America 

Germany (Federal Sugar plan 
Republic) 

Equipment for a sugar 
refinery 

1966 Yes 8,382,531 8,284,101 
Czechoslovakia 

8,382,531 Quotations were submitted from 
Germany, firms in the United States, Italy, 
Federal Germany (Fed. Rep.), Poland, 

Republic of France, United Kingdom, Spain, 
Czechoslovakia, Belgium, the 



Netherlands and Yugoslavia. The 
Government of the Federal Republic 
of Germany granted a loan of 
DM 70 million through the Kredit-
anstalt fur Wiederaufbau. Of this 
amount DM 40 million, or about 
US $10 million, were to finance costs 
in foreign currency and the balance 
to finance costs in local currencies. 

Eximbank Expansion of the Machinery, equipment 
iron and steel and spare parts 
industry 

1966 No 3,215,000 3,215,000 According to a statement made by an 
United States executive officer of CAP, the order 
of America was placed with the company's 

regular United States suppliers. 

USAID Electrification plan Purchase of a Ford 
vehicle 

1967 Yes 10,367 8,456 
United 

Kingdom 

23 10,367 Three companies bid for this contract. 
United States Quotations ranged from $8,456 to 
of America $15,097 and the delivery deadline 

was 3 months. The Ford Company 
of the United States was selected 
because a USAID credit was 
available. 

USAID Electrification plan Purchase of reclosers No 11,500 11,500 Two companies bid for this contract. 
United States 
of America 

USAID Electrification plan Purchase of electrical 
equipment 

No 29,700 29,700 Three companies bid for this contract. 
United States Quotations ranged from $29,700 
of America to $31,450 and delivery deadlines 

from 3 to 5 months. 

USAID Electrification plan Purchase of safety belts No 3,300 4,240 Eight companies bid for this contract. 
United States Quotations ranged from $3,300 
of America to $5,028. 

USAID Electrification plan Purchase of spare parts 
for four locomotives 

1967 Yes 24,973 23,780 
Germany, Federal 

Republic 

24,973 Five companies bid for this contract. 
United States Quotations ranged from $23,780 
of America to $25,125. 

USAID Electrification plan Purchase of two tractors 1967 Yes 35,924 33,900 
United 

Kingdom 

35,924 Two companies bid for this contract. 
United States The delivery deadline was 3 weeks 
of America in the case of the higher bid and 

6 weeks for the lower bid. 

Eximbank Expansion of the Machinery, equipment 1967 
iron and steel and spare parts 
industry 

No 412,110 412,110 According to a statement made by an 
United States executive officer of CAP, the order 
of America was placed with the Company's 

regular United States suppliers. 

Source: Based on data from CORFO, Chile. 



DOCUMENT TD/7/SUPP.8/ADD.2 

Study on the excess cost of 
Iran in 1966/67 — 

Chapter I 
Summary and conclusions 

1. The excess cost of tied aid in 1966-19671 on the 
six projects for which quantitative estimates were made, 
even according to the very conservative estimates made 
in this paper, amounts to $1.4 million ; this is equivalent 
to about 15 per cent of the total disbursements in respect 
of these projects (see annex II, table 2). But this figure 
no doubt exaggerates the average rate of excess cost 
incurred on total disbursements under tied economic 
assistance in 1966/67.2 The reason for this is that the 
sample projects for which estimates were attempted are 
confined almost exclusively to the transport and harbour 
group of projects (section В of table 2) which according 
to all available indications involved a higher rate of 
excess cost. The rate of excess cost borne on dams and 
electric power projects (section A of table 2), which 
accounted for over 60 per cent of the total disbursements 
under tied aid, is likely to have been considerably 
smaller (see paras. 26-28 below). It is, therefore, very 
probable that the average rate of excess cost on total 
tied economic aid received in 1966/67 was of the order 
of 10 per cent or less. 

2. The figures of excess cost shown in table 2 exclude 
certain costs, not easily quantifiable, which have been 
imposed on Iran by tying the assistance given to her. 
These consist of : (a) purchases of materials not wholly 
suitable to the requirements of the country ; (b) relatively 
high prices paid for spare parts ; (c) long delays in the 
delivery of some goods ; and (d) administrative head
aches in managing some projects (see paras. 35, 37, 38 
and 41 below). 

3. The burden of excess cost borne by Iran on tied 
aid, even if it is less than 10 per cent, can by no means 

* This study by Mr. Eprime Eshag, Fellow of Wadham Col
lege, Oxford, has been prepared at the request of the UNCTAD 
secretariat. The views expressed do not necessarily reflect those 
of the secretariat. 

1 Throughout this paper the year 1966/67 stands for the 
Iranian calendar year 1345, ending on 20 March 1967. 

2 The economic aid received for industrial projects (section С 
of table 2) is not included in the figure of "total disburse
ments," since it consisted almost exclusively of financial trans
actions—advance payments on account of future procurements 
(see para. 18 below). This also explains why these projects were 
excluded from the discussion of " Excess cost of tied aid " in 
chapter IV of the paper. 

tied economic aid given to 
by Ëprime Eshag * 

[Original text : English] 
[13 December 1967] 

be considered insignificant for a small developing coun
try ; attempts are, therefore, being made to have it reduced 
in the future. It is, nevertheless, probable that the amount 
of excess cost, measured as a percentage of the tied 
economic assistance received, is considerably lower for 
Iran than for most other developing countries. An exam
ination of the factors which have enabled the Iranian 
authorities to reduce the ratio of excess cost should be 
of some value to both Iran and many other developing 
countries in formulating their policies on foreign eco
nomic assistance. 

4. The major factors which have, according to this 
survey, contributed to a reduction of the cost of tied aid 
in Iran are : 

(a) Success in the diversification of the source of aid, 
(see annex II, tables 1 and 2) ; 

(b) Negotiation of global credit agreements, not tied 
to specific projects, with the Federal Republic of Ger
many, France and the United Kingdom (see paras. 19 
and 20 below) ; 

(c) Utilization of the country's own foreign exchange 
resources to finance parts of some projects. 

5. The first two factors, taken together, have enabled 
the Iranian authorities to invite international tenders for 
many projects and to utilize the line of credit available 
to the most acceptable bidders. This has been true of 
the allocation of most of the contracts for dams and 
electric power projects (see paras. 26-28 below), and is 
no doubt largely responsible for the relatively low ratio 
of the excess cost borne on these projects mentioned in 
paragraph 1. These two factors have also enabled the 
authorities to induce competitive bidding among poten
tial suppliers thereby reducing the cost of imports (see 
para. 45 below). 

6. The third factor mentioned above has operated 
primarily in relation to the project-tied assistance re
ceived from the United States. Despite the relatively 
easy credit terms of the United States Agency for Inter
national Development (USAID) loans available for some 
projects, the Iranian authorities have chosen to resort to 
the country's own cash resources in order to procure 
certain equipment required for these projects from 
outside the United States at appreciably lower prices 
than those quoted by American businessmen (see paras. 
44, 47, 50 and 51 below). 

7. The extent to which a country is able to make use 
of some technique or other to offset the adverse effects 
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of tied economic assistance on costs clearly depends on a 
number of political and economic factors which need 
not be discussed here. Generally, however, the less rigid 
a country's external relations, the more credit-worthy its 
economy and the more effective its planning machinery, 
the greater would be its freedom in the choice of sup
pliers and the lower its burden of excess costs. This 
means that some of the poorest developing countries, in 
greatest need of foreign economic assistance, are least 
able to avoid the excess costs of tied aid. But even coun
tries which find themselves in a more favourable position 
in this respect enjoy a limited freedom of manoeuv
rability in such matters. In other words, any move to 
untie, or to tie less rigidly, foreign economic assistance 
will benefit all developing countries, but especially some 
of those who are in greatest need of that assistance. 

Chapter H 

The scope of work 

8. The relative economic attractiveness, or the relative 
" worth ", of the alternative lines of available foreign 
economic assistance, whether in the form of grants or 
loans, is determined by two sets of factors. The first set 
consists of the terms and conditions related to the 
repayment of the assistance received and the rate of 
interest charged on it.3 For the sake of brevity, this set 
of factors is at times referred to as " crédit terms " of 
loans. The second set of factors concerns the cost of 
goods and services procured under the aid programme. 

9. The present study is concerned solely with the 
second set of factors mentioned ; the first set of factors is 
taken as given. Moreover, it is confined to the " tied " 
bilateral public economic assistance ; it excludes private 
investment, suppliers' credit and economic aid received 
from international agencies. The term " aid " is used 
loosely here to include gifts as well as long-term develop
ment loans. 

10. The word " tied " appended to the words " loan " 
and " economic aid ", signifies the presence of certain 
conditions in foreign aid agreements which limit either 
the choice of projects or the choice of suppliers of goods 
and services financed by the aid.4 An "untied" or 
" free " loan, on the other hand, would permit the recip
ient country to use the proceeds of the loan for any 
development project and for the purchase of goods and 
services from any country it chooses, through internation
al tender invitations or otherwise. 

11. The primary objective of the study is to examine 
the effect of " tying " of loans on their efficacy in provi-

8 In addition to the length of the periods of grace and amor
tization, these terms and conditions cover the form of repay
ment, i.e. whether in cash or in kind, and, if in cash, whether 
in internal or foreign currencies. 

4 These are two important ways of " tying " aid considered 
here ; other aid conditions, formal or informal, limiting the 
freedom of action of the recipient countries are not taken into 
account. For a full discussion of this and other subjects, see 
Jagdish Bhagwati, " The tying of aid " (document TD/7/Supp. 4), 
and "The costs of aid-tying to recipient countries : progress report 
by the secretariat of UNCTAD " (document TD/7/Supp.8), both 
to be found in this volume of the series. 

ding economic assistance. More specifically, it aims at 
producing a rough estimate of the additional financial 
charge, if any, borne by Iran under " tied " economic 
assistance owing to price differentials. This additional 
financial charge is designated as " excess cost of tied 
aid ". In other words, the " excess cost of tied aid " is 
the difference between the actual cost of goods and 
services imported under tied aid and the notional cost 
that would have been incurred for the procurement of 
identical, or similar, goods and services had the recipient 
country been free in the choice of its projects and of its 
suppliers. For the sake of brevity, the term " excess 
cost" is, at times, used to convey the meaning of the 
" excess cost of tied aid ". 

12. The survey is also intended to throw some light on 
certain drawbacks of tying economic assistance which 
cannot easily be quantified, but which may, nevertheless, 
be of primary importance to the recipients of aid. These 
" unquantifiable " costs of tying aid could arise from the 
unsuitability to local conditions of certain goods and 
services imported under the aid programme. Such costs 
may also be incurred as a result of excessive delays in 
delivery, due, for example, to long distances and lan
guage barriers between the suppliers of goods and ser
vices and the recipient countries. 

13. It is to be hoped that there will be a gradual 
relaxation in the tying provisions of economic assistance 
without a reduction in the volume of that assistance. It 
is further to be hoped that any reduction in the cost of 
aid, through a relaxation of the tying provisions of loans, 
is not accompanied by a parallel tightening of their 
credit terms—the first set of factors mentioned in para
graph 8. These factors, which play a crucial role in 
determining the "worth" of economic assistance, are 
invariably taken into account by developing countries in 
choosing between the alternative offers of assistance.3 At 
times, as in the case of recent tender invitations in Iran, 
this fact is expressly brought out in tender documents, 
which require the bidders to state the terms and condi
tions of credit offered (see annex I). 

14. The data presented in this paper have been collec
ted from the officials, in particular from the technical, 
financial and administrative personnel, of the government 
agencies and public corporations quoted as sources of 
information. The persons concerned have co-operated 
wholeheartedly and have rendered every possible assist
ance in furthering the purpose of the survey. But despite 
this fact, it has not been possible to examine the subject 
matter as thoroughly as one would have wished within 
the short period of about three weeks devoted to it. 

Chapter 111 

Source, type and terms of aid 

15. Table 1, in annex II presents a broad picture of 
the economic assistance received by Iran in recent years. 

5 Developing countries have no special interest in the important 
fact that certain public loans with relatively easy credit terms 
do in effect play the role of an export subsidy ; this is a matter 
for consideration by the industrial member countries of the 
General Agreement on Tariffs and Trade (GATT). 
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The figures shown are confined to public development 
loans received from industrial countries and from inter
national agencies ; no account is taken of private inflow 
of capital and military assistance. Similarly, a loan of 
$17.5 million received from the International Monetary 
Fund (IMF) in October 1964 has been excluded from 
the table as it does not fall within the category of 
development loans. 

16. An important fact which clearly emerges from 
table 1, is the steep rise in the volume of economic assist
ance received in the year 1966/67 ; almost all of this 
increase is accounted for by the growth in bilateral tied 
aid. This is explained by an acceleration in the pace of 
execution of development projects under the Third Five-
Year Plan due to end in March 1968. The fact that some 
of the bilateral credits were likely to expire before the end 
of the Third Five-Year Plan could have contributed to 
this process of acceleration of disbursements. The loss, if 
any, that can be attributed to the provisions limiting the 
period of utilization of loans in this case is a matter of 
conjecture. 

17. A more significant fact from the point of view of 
this study indicated by the table is the steady increase in 
the number of the countries providing economic assist
ance to Iran in the course of the last two years. 
Although during this period the share of the United 
States in total economic assistance (about 50 per cent) 
has remained almost unchanged, the number of countries 
accounting for the remainder has increased consider
ably.6 Moreover, judging on the basis of the new loan 
agreements concluded in 1966 and 1967, it is quite 
probable that the share of non-United States sources in 
total inflow of development capital will grow substan
tially in the future. As explained below, this diver
sification in the source of foreign development loans has 
played an important part in enabling the Iranian 
authorities to reduce the cost of tied aid. 

18. A brief description of the projects financed by tied 
economic aid in 1966/67 is given in annex II, table 2. 
It can be seen that over 85 per cent of disbursements 
were in respect of investment in infrastructure—-sections 
A and В of the table. This percentage would be even 
higher in terms of the actual outlays on goods and 
services, since the disbursement of about $8 million from 
the USSR loans, shown in section С of the table, was 
almost exclusively a financial transaction. Strictly, this 
item is not relevant to the present study of the excess 
cost of tied aid in Iran during 1966/67. It is included 
in the table merely to indicate the future trend of 
disbursements—a shift from infrastructure to industry 
and the diversification of the source of economic 
assistance mentioned above. 

19. Although all the loans mentioned in table 2 can 
generally be considered as tied, there are significant 

6 The share of the United States in total economic aid would 
have been substantially lower in 1966/67 than in the preceding 
two years but for the fortuitous fact that disbursements on two 
major projects (lines (8) and (14) of table 2), accounting for 
over two thirds of the total United States assistance, were made 
in that year. 

differences between the tying requirements of the various 
donor countries. At one extreme, the loans granted by 
the United States and the USSR (lines 7 to 17) are not 
only tied to specific projects, but are also tied to the 
financing of goods and services originating in the respec
tive donor country. At the other extreme, the global 
credit of $50 million granted to Iran by the Federal 
Republic of Germany, from which the projects specified 
in lines 1 and 2 of the table were financed, is made 
available for investment in any project deemed necessary 
for the general improvement of the Iranian economy. 
The only restrictive provision of the two loan agreements 
A. L. 124 and A. L. 284, concluded under this credit, is 
that the proceeds of the loans should not be used for 
the purchase of goods and services from mainland China, 
from the socialist countries of Eastern Europe, and from 
Yugoslavia. 

20. The global credits of $60.8 million from France 
and $11.2 million from the United Kingdom, through 
which the projects mentioned in lines 3 to 6 of the table 
were financed, are both tied to the import of goods and 
services from the respective donor country. But neither 
of the two credits is tied to specific projects. The United 
Kingdom credit is made available for financing develop
ment projects included in the Third Five-Year Plan of 
Iran,7 for the import of capital goods and for the 
employment of United Kingdom personnel. The French 
credit, which was initially made for a number of broadly 
defined projects and only for two years (1964 and 1965), 
was in practice made available for any development 
project chosen by a mixed Franco-Iranian commission ; 
its two-year validity period was also extended. 

21. The availability of loans not tied to specific pro
jects, from the three Western European countries has, 
as shown below, enabled the Iranian Government to 
reduce the cost of tied aid in many instances. It has 
extended the area within which tender invitations have 
been circulated beyond the individual donor country, 
thereby giving the authorities a larger freedom in the 
choice of the project contractors. This is particularly 
true of the credit granted by the Federal Republic of 
Germany with its limited tying requirements. 

22. The main advantage of the project-tied loans 
granted by the United States and the USSR is their 
relatively easy credit terms shown in columns 3 to 5 of 
table 2. In the case of the former country, this is true 
only of the USAID loans and not of the loans 
granted by the Export-Import Bank of Washington 
(Eximbank). The Iranian authorities have naturally taken 
these terms into account in estimating the " worth " of 
the loans in question. A further feature of the USSR 
loans which has added to their relative attractiveness is 
that they are generally repayable in kind. In particular, 
the loans specified in lines 16 and 17 of the table are 
expected to be settled by the export of gas from the 
Iranian oil fields, which has until now had little or no 
economic value. 

7 The contracts under which payments are made have to be 
concluded before 19 September 1967 ; the period covered by 
the Plan ends on 20 March 1968. 
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Chapter IV 

Excess cost of tied aid 

23. Except in a few cases, it has unfortunately not 
been possible to make an estimate for the excess cost 
of tied aid as defined in paragraph 11 above. This is 
partly because of the lack of the necessary data and 
partly on account of the limited time made available for 
this survey. Even in the cases where it was possible to 
examine this question in some detail, estimates of the 
excess cost are no more than rough approximations. The 
figures shown in columns 7 and 8 of table 2 should, 
therefore, be treated as very rough, but rather cautious 
and conservative, estimates of the excess cost of tied 
aid in 1966/67. 

A. Dams and electric power projects^ 

24. Most of the projects listed under this heading 
in table 2 were subject to some form of national or 
international invitations for tenders. The resort to inter
national invitations for tenders was made possible by the 
availability of global credits, not tied to specific projects, 
from the three western European countries mentioned. 
This has enabled the Iranian authorities to reduce, if 
not wholly to eliminate, the burden of the excess cost 
of aid in many important instances. 

25. Given the credit terms of aid, the wider the 
area over which invitations for tenders for a project are 
circulated, the lower is likely to be the excess cost borne 
on that project. Since, however, the credit terms of aid 
from various sources have not been identical, the choice 
of contractors has not always been confined to the lowest 
bidders (see para. 13 above). This being the case, it 
would have been necessary to compare the bids received 
under different credit terms in order to ascertain the 
amount, if any, of the excess cost involved. But, un
fortunately it has not been possible to do so within the 
time available, and what is said on these projects does 
little more than give a broad hint of the order of magni
tude of the excess cost. 

26. The contractors of the projects mentioned in lines 
1 and 2 of the table were chosen through international 
tender invitations. Although disbursements on both these 
two projects were financed by loans received from the 
Federal Republic of Germany, the winner of the tender 
for project 1 was a non-Federal Republic Western Eu
ropean firm, this being allowed by the terms and 
conditions of the loans (see para. 19 above). Since the 
credit terms of loans from the Federal Republic are 
only moderately easier than those available from the 
other major Western European countries, it can be 
assumed that the excess cost, if any, borne in these two 
cases would not be of significant proportion. 

27. Similar considerations apply to the disbursement 
of $2.3 million in 1966/67 on various projects for elec
trical equipment and installations, (see line 6 of table 2). 
These projects, amounting to $9.5 million, were subject 

8 The sources of information for this section of the paper 
are the Plan Organization and the Ministry of Water and 
Electricity. 

to an international tender invitation which was won by 
British suppliers offering the credit terms of the global 
credit of $11.2 million granted to Iran by the United 
Kingdom Government. 

28. The construction of projects 3, 4 and 5, financed 
from the global credit of $60.8 million granted by the 
French Government, was entrusted to French contractors 
without a tender invitation. The reason given for this 
was that project 3 consisted of an extension of the 
electric generating power of the Empress Farah Dam 
with generators similar to those supplied by the contrac
tor in earlier years through an international tender invi
tation. Similar considerations have guided the choice of 
the contractor for the extension of power network in 
Teheran (project 4). The reason given for choosing the 
contractors of project 5 was that their earlier work in 
Iran was found very satisfactory ; it is not possible to 
ascertain the effect of this decision on the cost of aid. 

29. The USAID loan H-016 for project 7 was for 
$2.4 million of which only about $800,000 was utilized 
for the first phase of the work and the balance was allowed 
to lapse. The reason given for this was a disagreement 
with the USAID authorities as to the disbursements on 
the second phase of the project. The figure of 30 per cent 
is considered a conservative estimate of the excess cost 
of aid in this case. It is based on a comparison of the 
scale of salaries, fees and allowances paid to the United 
States technical and administrative staff with the scale of 
payments made to Western European personnel of 
similar qualifications and functions. (See paras. 36 and 
54 below.) 

30. The choice of contractors for the Farah-Abad 
power plant, constructed under a " turn-key " arrange
ment, was made through an invitation for tenders circu
lated among the United States suppliers. The tender had 
invited bids for smaller-size turbines (75 MW), but 
eventually an offer to supply larger-size turbines of 
82.5 MW ex stock was accepted. Some technical persons 
interviewed considered that, had the tender invitation 
been international, savings of 10 per cent or more could 
have been made in the construction of the plant. Others 
were of the opinion that as much as 20 per cent could 
have been saved, but there might have been a consider
able delay in the delivery of the turbines and in the 
completion of the project. Owing to the complex nature 
of these problems and the absence of concrete data on 
the prices of the alternative offers of supply, no attempt 
has been made to estimate the excess cost of aid on 
this project. A further reason for this was the large 
weight of the disbursements on the projects in the 
total economic assistance received during 1966/67 ; a 
relatively small error in the estimate of the rate of excess 
cost for the project would, by its disproportionately big 
effect on the total figure of excess cost, have seriously 
distorted the whole picture of the excess cost of foreign 
aid borne by the country. 

31. The two dams mentioned in project 9 were con
structed by the USSR on the frontier river of Aras ; the 
cost of the project and the facilities provided by it are 
to be shared on an equal basis. The credit advanced to 
Iran by the USSR, to cover the former's share of the 
cost, is repayable in rials which are to be used primarily 
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for the purchase of goods and services in Iran, but which 
may, at the request of the USSR, be exchanged into a 
convertible currency. No attempt has been made to 
evaluate the amount of excess cost, if any, relevant to 
this project. 

B. Transport and harbour projects9 

32. It can be seen from table 2 that economic assist
ance for this group of projects, unlike that for dams 
and electric plants, has come exclusively from the United 
States. As mentioned in paragraph 19 above, these loans 
are not only tied to the financing of goods and services 
originating in America, but are also tied to the specific 
projects mentioned. As it was possible to study in some 
depth the disbursements made on most of these projects, 
this section provides a number of interesting illustrations 
of the excess cost involved in this type of tied economic 
assistance and of the techniques used by the Iranian 
authorities for avoiding such costs. 

Project 10.—Road maintenance equipment 
33. The bulk of the road maintenance and railway 

equipment purchased by the Iranian Ministry of Roads 
is imported from the United States. The primary reason 
for this is that the major components of this category of 
equipment, currently in use in Iran, are of United States 
designs and models. These items, which include diesel 
locomotives, bulldozers, tractors, trucks etc., have for a 
period of over ten years been imported from the United 
States under its successive aid programmes. In the cir
cumstances, it is almost imperative that most of the 
orders for replacements and spare parts should be placed 
with the United States manufacturers. 

34. A further reason which goes some way to explain 
why the United States is the main source of supply of 
road maintenance equipment, is the important part 
played in the choice of orders for this equipment by the 
United States technical personnel—engineers, equip
ment specialists, etc.—employed by the Ministry of 
Roads. The goods are ordered for Iran by the United 
States Bureau of Public Roads in accordance with the 
instructions received from the Iranian Ministry of Roads. 
The Ministry is, in turn, advised on its purchases by 
procurement commissions on which sit United States 
personnel ; their opinions are treated with some respect 
in such matters. These people, who are naturally more 
familiar with United States equipment, cannot but have 
a general preference for it even in those cases where the 
required goods can be procured from other countries. 

35. Although the road maintenance equipment im
ported from the United States is generally of a very 
high quality, some of it is found to be unsuitable to the 
needs of the Iranian Department of Road Maintenance. 
An important example mentioned was a particular variety 
of larger size tractors ordered by one of the procurement 
commissions ; these are found unnecessarily big for the 

"The sources of information for this section of the paper 
are : the Ports and Shipping Administration ; the Ministry of 
Roads, Department of Road Maintenance ; Ministry of Roads, 
Iranian State Railways and the Iranian National Airline Cor
poration. 

normal requirements of the Department. Moreover, some 
of the equipment purchased is not wholly suited to local 
conditions. This is true, for example, of the " turbo-
supercharger ", an accessory attached to certain of the 
larger-size tractors ; its purchase is obligatory. It is 
expensive and has a complex mechanism which cannot 
easily be handled and maintained by the Department's 
workers. 

36. A further important factor which has raised the 
cost of economic assistance provided for this project is 
the relatively high rate of pay of the United States tech
nical personnel employed by the Ministry of Roads. It 
was possible to examine in some detail the scale of 
salaries and allowances paid in dollars and in rials to 
the various grades of engineers and specialists now in the 
employment of the Ministry. It is clear that this scale is 
at least some 30-40 per cent higher than the scale of 
payments made to technicians of similar qualifications 
from other industrial countries working in Iran. The pay
ments made to United States personnel in dollars alone 
have absorbed about 15 per cent of total dollar disburse
ments on the project up to date.10 Bearing in mind this 
fact and the points noted in the preceding paragraph, the 
estimate of the excess cost of aid (5 per cent) shown in 
table 2 should be regarded as a rather conservative one. 

Project 11. — Railroad equipment 
37. The disbursement of about $1.5 million on this 

project in 1966/67 consisted almost exclusively of pay
ments for spare parts and replacements imported by the 
Iranian State Railways ; the chief reason for buying the 
bulk of these goods from the United States was explained 
in paragraph 33. Alternative price quotations were not 
available for the particular articles purchased in that 
year because most of them were not of specifications 
produced in other countries. But a comparison of price 
quotations by two United States suppliers and a supplier 
from another country for a sample of three standard-type 
spare parts disclosed that the United States prices were 
in one case about 35 per cent and in the other two 
almost 80 per cent higher. It was the opinion of the 
officials interviewed that, on average, the United States 
prices for spare parts on a c.ii. basis are at least 30 per 
cent higher than those of the other sources of supply ; 
this figure has been used as an estimate of the excess 
cost applicable to the disbursements made on the project 
in 1966/67. 

38. Another cost mentioned in relation to the rail
road spare parts financed by the United States aid is the 
relatively long delay in deliveries as compared with 
imports from most other industrial countries. This cost, 
which no doubt is also borne in the purchase of spare 
parts and replacements for road maintenance equipment 
(project 10), cannot easily be quantified and has not been 
taken into account. Theoretically, it would be equal to 
the cost incurred in carrying the extra volume of stocks 
of spare parts required for the purpose of avoiding 
prolonged interruptions in railway and road mainte
nance operations. 

10 The number of the United States technical personnel has, 
however, declined in recent years—from over thirty-five, some 
time ago, to about twelve. 
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Project 12. — Construction of a section of Central 
Treaty Organization (CENTO) Railway 
39. The USAID loan K-001 of $7.8 million was 

granted for the construction of an 80 km section of the 
CENTO Railways, from Karah-Tapeh in Iran to the 
Iranian-Turkish frontier town of Kotour (Razi). Despite 
the relatively small disbursement involved, the project 
provides some interesting examples of the excess costs 
of tied aid and of the techniques used by the Iranian 
authorities to avoid some of these costs. 

40. In accordance with the general USAID practice, 
purchases financed by this loan had to be made through 
tender invitations in the United States and were to be 
confined to the requirements of the project. The condi
tion of tender invitations in this case could have resulted 
in the purchase of certain types of equipment of different 
models and specifications from the equipment currently 
in use on the rest of the railway. At the same time, the 
goods bought through the loan could not be used outside 
the 80 km section of the railway mentioned. 

41. The above conditions of the loans were likely to 
cause serious difficulties in terms of the operation and 
maintenance of the equipment bought. A number of 
workers, whose skills would have been largely specialized 
to a small stretch of the railway, would have had to be 
trained to run the new equipment. It was only after 
strenuous and persistent efforts by the Iranian State 
Railways that USAID was prepared to relax its require
ment of tender invitations. The prolonged correspondence 
which ensued on this subject is one reason for a slow 
rate of utilization of the loan ; total disbursements be
tween the end of May 1964, when the loan agreement was 
concluded, and March 1967 consisted of the $108,000 
spent in 1966/67. 

42. Another factor which partly accounts for a slow 
rate of utilization of this loan is the relatively high prices 
quoted in the United States for some of the materials 
required. Despite the very attractive credit terms of the 
loan, the Iranian authorities have, in some instances, 
preferred to resort to their own foreign exchange resour
ces for the purchase of certain goods rather than to 
draw on the USAID credit. The two clear examples of 
appreciable price differentials quoted by Iranian State 
Railways, relate to rails and to lubricators ; in both cases 
the requirements of the project were financed by the 
country's own cash resources. 

43. The following table compares the price quotations 
for rails of two United States manufacturers with those 
of two other countries received about mid-January 1967 
in response to an invitation for tenders : 

Cost and freight price quotations for rails" in mid-June 1967 
(SUS per ton) 

United States 
Firm I 167.19 
Firm II 160.77 

Country A 114.00 
Country В 110.00 

Source: Ministry of Roads, Iranian State Railways. 
» U.33 heavy type rails, weighing 46.303 kg per linear metre. 

44. It can be seen that even the lower bid from the 
United States was about 40 per cent higher than the bid 
from country A and some 45 per cent higher than the 
bid from country B. In the circumstances, the Iranian 
authorities used their own cash resources to buy 
32,130 tons of rail from country В ; of this, about 
8,000 tons were allocated to project 12. The switch from 
USAID loan to the country's own cash resources thus 
resulted in a saving of over $400,000 in the cost of this 
project—8,000 tons at $50.77 per ton.11 

45. Moreover, the Iranian State Railways were able to 
induce some competitive bidding on the part of country 
A in subsequent negotiations, by disclosing to it the bid 
received from country B. In exchange for a purchase of 
26,000 tons of rails at $113.00 per ton, с and f., from 
country A, the latter agreed to reduce the price of " steel 
sleepers " by over $10.00 per ton on a shipment of 
10,000 tons.12 It can be seen that the extra cost of rail, 
as compared with the bid of country В (26,000 tons at 
$3 per ton) was more than offset by the reduction of the 
price of " steel sleepers ". 

46. The second example of shifting the source of 
supply from the United States to another country related 
to the procurement of " C-4, Lubricators " for project 12. 

The terms of the two offers received for the supply of 
200 lubricators were as follows : 

(a) From firm 111 in country С on 24 November 1965 
Price : $162 per lubricator, с and f. 
Payment : Cash against irrevocable letter of credit. 
Shipment : twelve to sixteen weeks after receipt of 
letter of credit. 

(b) From firm IV in the United States on 14 February 
1966 
Price : $499 per lubricator, c.ii. 
Payment : Cash against irrevocable letter of credit. 
Shipment : twenty-six months after receipt of letter 
of credit. 

It can be seen that, even if it were assumed that the 
insurance charge from country С were as much as 2 per 
cent of the с and f. price, the price quotation received 
from that country would still be less than one third of 
that obtained from the United States,18 moreover, the 
delivery period was much shorter in the case of coun
try С 

47. Having closely examined the two offers of supply, 
the Iranian authorities chose to use their own cash 
resources to order the 200 lubricators in country С on 
1 March 1966. In this way, a saving of over $66,000 was 
made on a small transaction of about $33,600 represent
ing the final price at which 200 lubricators were invoiced. 

11 $50.77 is the difference between the lower bid received 
from the United States ($160.77) and the bid of country В 
($110.00). 

12The "steel sleepers" were now bought at $112 per ton; 
the price charged in the past had ranged from $122 to $126 
per ton. 

13 In view of the wide disparity between the two sets of price 
quotations, these were verified by a close scrutiny of the 
correspondence exchanged between the suppliers and the Iranian 
State Railways. The railway personnel were firm in their opinion 
that the lubricators offered for sale by the two suppliers were 
of an identical model, 
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48. The disbursement of $108,000 made on project 12 
in 1966/67 consists almost exclusively of the salaries, 
fees and allowances paid to the United States consultants 
and engineers engaged on the project. It is assumed that 
the excess cost involved in this case is of the same order 
of magnitude as that applicable to the pay of the United 
States technical personnel employed by the Ministry of 
Roads (see para. 36 above). The figure of 30 per cent is, 
therefore, considered a conservative estimate of the 
excess cost borne on the project in 1966/67. 

Project 13. — Bandar Abbas harbour 
49. The tender invitation for this project, circulated 

among United States firms, was won by three contractors 
which had formed a joint venture for the purpose. The 
whole Bandar Abbas harbour project consists of four 
parts, or " lots " as they are called, made up as follows : 

Lot 1—Commercial section of the harbour ; 
Lot 2—Floating equipment ; 
Lots 3 and 4—Naval section of the harbour, and 
extension of harbour facilities. 
50. It was initially intended to finance the construction 

of lots 1 and 2 from the USAID loan H-017 granted for 
the project. But price quotations from the United States 
contractors for the equipment included in lot 2 were, as 
shown below, found to be considerably higher than cer
tain quotations received from other countries. It was, 
therefore, decided to buy this equipment, with the coun
try's own resources, from those other countries, despite 
the very attractive credit terms of the USAID loan. A 
similar decision was taken on the procurement of some 
of the equipment required for lot 1. As a result, it is 
expected that only about $12 million of the total loan of 
$15 million granted for the project will in the end be 
utilized. 

51. Lot 2 (floating equipment) consisted of the provi
sion of two tugboats and a pontoon barge for the har
bour. The following table shows the price bids received 
from the United States and from other sources, through 
an international tender invitation, for the supply of these 
goods and for a major piece of equipment required for 
lo t i . 

The wide disparity between the price bids from the 
United States and from the other countries mentioned 
explains the decision to place the orders in the latter. It 

Selected equipment for Bandar Abbas Harbour 
(Price bids, in $US thousand) 

United States Other countries 
contractors Bida From 

Lot 2 
2,500 H.P. tugboats 543 382 Country D 
1 pontoon barge 907 496 Country E 

Total, Lot 2 1,450 878 

Lot 1 
1 overloading installation . . . 851 485 Country E 

Total, Lots 2 and 1 . . . . 2,301 1,363 

Source: Ports and Shipping Administration. 
* Lowest bid received. 

can be seen that this decision, which involved the use 
of some $1.4 million of the country's own cash resources 
on the project, resulted in a saving of almost $1 million 
in its cost of construction. 

52. Two estimates were received on the excess cost of 
goods and services imported from the United States for 
the project. The first, which was based on a general 
impression rather than detailed calculations, considered 
a figure of 30-35 per cent a reasonable estimate of the 
excess cost. The second estimate was derived from a 
comparison of prices charged by the contractors for a 
sample of materials and of services with European prices 
for similar goods and services ; the figure obtained was 
15-20 per cent. In both estimates a large weight was 
attached to the relatively high scale of salaries and 
allowances paid to the United States personnel working 
on the project. The figure of 15 per cent shown in table 
2 should be considered as a fairly conservative estimate 
of the excess cost of aid on this project.u 

Projects 14 and 15. —• Iranian National Airline Corpora
tion 
53. Project 14 consisted of the purchase of two jet 

aircraft for the Iranian National Airline Corporation. 
The decision to buy the particular type of aircraft invol
ved was determined primarily by the transportation needs 
of the Corporation ; it was not influenced by the credit 
terms of the Eximbank loan which are, in any case, 
relatively hard. It has not been possible to compare the 
prices charged to Iran for these aircraft with those 
charged to other buyers at that time, but there is no 
ground to suspect that these prices are not similar. 

54. The disbursement on project 15 represents pay
ments to United States personnel for management, 
technical and training services rendered to the Iranian 
National Airline Corporation. It was possible to examine 
the scale of salaries and allowances paid to the United 
States personnel and to compare this, in some instances, 
with the pay of the European experts and specialists of 
similar qualifications working abroad. There is little 
doubt that the figure of 30 per cent is a very conservative 
estimate of the excess cost borne in this case. 

" It should be emphasized that " excess costs " on a project 
do not necessarily produce " excess profits " for the contractors. 
In this case, a senior employee of the contractors forecast a 
substantial loss for his firm on the project ; this may well prove 
to be correct. 

ANNEXES 

Annex l a 

CREDIT PAYMENT CONDITIONS 

The Ministry would prefer to have a loan, governmental or 
private, proposed by the bidder, so that it can be applied to the 
items contracted. 

A bid incorporating terms for financing would therefore have 
priority over a cash bid. 

The following table is provided for use by bidders offering 
terms for financing : 

a Extract from Imperial Government of Iran, Ministry of 
Water and Power, Power Division. Supply of Underground 
Cables, Bare Conductors and Accessories, Project No. 050-15, 
Tender Documents, February 1967. 
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Credit Payment Conditions 

This part 
Description to be filled 

out by the bidder 

1. Type of loan (governmental or supplier) 
2. Duration of loan: 

(1) Due date of the first principal payment from the date of the contract. 
(2) Due date of the first interest payment from the date of the contract. 
(3) Date from which interest is charged (in relation to the exact date of the 

contract). 
(4) Number and duration of instalments. 

3. Interest pertaining to the loan. 
4. Costs and expenditures: 

(1) Costs of transfer through the bank. 
(2) Costs of services provided by the bank. 
(3) Costs of insurance provided in the country submitting the bid to secure 

the amount financed. 
(4) Other expenses connected with export promotion, costs of other addi

tional insurance, and so forth. 
(5) The effect of variation in the rate of cost of services when there is a 

lengthy period involved prior to the signing of the contract. 

5. Transfer conditions of the promissory notes (considered only when this type 
of payment applies): 

(1) Conditions the promissory notes covering the principal must comply 
with. 

(2) Conditions the promissory notes covering the interest must comply with. 
(3) Relative due dates of the promissory notes covering the principal and the 

interest respectively. 

6. Miscellaneous conditions: 
(1) Whether the loan of the original country submitting the bid can be 

extended to cover products not manufactured by the original country, 
yet included in the proposal. 

(2) Various charges arising from the fact that the amount of loan, tentatively 
approved and decided upon previously, is not put to use. 

Annex П 

TABLE 1 

External public economic assistance 
in the years 1964/65 to 1966/67 
(Disbursements, in SUS thousand) 

Source 

I. Tied loans 
Federal Republic of Germany a 

France 
United Kingdom 
United States 
USSR 

II. Free loans (International Bank for Reconstruction 
and Development) 

1964-1965 » 

15,256 
5,996 
—• 
— 

9,260 
— 

5,330 

1965-1966* 

22,653 
4,199 
— 
— 

17,579 e 

875 

7,009 

1966-1967 « 

56,709 
8,533 
3,413 
2,338 

32,739 
9,686 

7,671 

TOTAL (I + II) 20,586 29,662 64,380 

Sources: Central Bank of Iran and Plan Organization. d " Tied " only to the extent that no purchases are permitted from mainland 
China, from the socialist countries of Eastern Europe and from Yugoslavia. 

» Calendar year ending 21 March 965. e ^ ^ ^ ^ . ^ ш ^ п < х u n d e l . ( Ш е J v o f ш L a w 4 8 0 f o r t h e p u r . 
» Calendar year ending 20 March 1966. c h a s e o f w h e a t a n d m a i z e . 
= Calendar year ending 20 March 1967. 



TABLE 2 

Tied economic assistance and its cost in 1966/67a 

(SUS thousand) 

Source of aid Contract Projects Total 
loan 

Date о 
loan 

Terms of loan 

Rate of 
interest 

per 
annum 

Repayment period 
(in years) 

Grace 
period 

4 

Amorti-
zation 

5 

Disburse
ment 

Excess cost of aid 

As per- $US thousand 
c™tase (rounded of dis

bursement 
7 

to "0") 

1. Fed. Rep. of Germany No. A.L.124 

2. Fed. Rep. of Germany No. A.L.284 
3. France No. 1515 

4. France — 
5. France — 
6. United Kingdom . . . — 

7. USAID No. H-016 
8. Eximbank No. 2238 

•9. USSR No. 1-9342 

10. Eximbank No. 2131 
11. Eximbank No. 2177 
12. USAID No.K-001 
13. USAID No.H-017 
14. Eximbank No. 2246 
15. USAID No.H-022 

16. USSR No. 8000 
17. USSR No. 3675 

A. Dams and electric power 
Irrigation network for the Empress Farah (Sefid-Rood) 18,250 b 

dam and Guilan Electricity 
Manjil — Teheran power line 5,875 b 

Three hydro-electric generators for the Empress Farah 2,415 ° 
(Sefid-Rood) dam 

Sundry equipment for Teheran power network 1,169 c 

Shah Abbas Great Dam 14,584 ° 
Sundry projects for electrical equipment and installations 9,496 * 

in Teheran and provinces 
Preparation of master electrification plans 799 
Power plant (with two 82.5 MW turbines) for Farah-Abad, 20,000 

Teheran 
Two dams on Aras River and related installations . . . . 38,500 
B. Transport and harbour equipment 
Road maintenance and technical services 4,500 
Railroad equipment 4,200 
Construction of a section of CENTO railway 7,840 
Bandar Abbas harbour 15,000 
Two jet aircraft 9,760 
Management, technical and training services for Iranian 1,500 

National Airline Corporation 

C. Industry 
Steel plant and related installations 154,000 e 

Machine manufacturing plant in Arak 38,500 e 

TOTAL (A+B+C) 

18.12.63 3Î4 45/6 

29,718 

9i/2 4,771 

10 

21.4.66 

1966 

1966 

1966 

1966 

26.6.63 
5.11.65 

27.7.63 

4 
5 

5 
5 
6 

% 
5У2 

3»/8 

33/з 
Уг 

1/2 

5 
зу4 

И1/2 
10 

10 
10 
15 

25 
15 

12 

3,762 
725 

1,169 
1,519 
2,338 

50 
13,768 

1,616 

30 10 

25.11.64 
25.11.64 
31.5.64 
26.6.63 
26.2.66 
1.12.64 

13.1.66 
13.1.66 

51/2 

51/2 

ЗУ2 
3 
51/2 

31/2 

21/2 

21/2 

11/2 

11/2 
5 
7 
1 
3 

1/2 

1/2 

61/2 

61/2 

30 
23 

61/2 
17 

12 
12 

18,921 
2,552 
1,469 

108 
4,599 
9,760 

433 

8,070 
8,022 

48 

5 
30 
30 
15 

30 

1,420 
130 
440 
30 

690 

130 

56,709 1,430 * 

Sources: The Central Bank of Iran, the Plan Organization and Plan Organization, 
The Status of Loans and External Credits of the Imperial Government of Iran, from 
September 1955 to 20 March 1967, and copies of loan agreements. 

» Year ending 20 March 1967. 
» Part of the global credit of S50 million (DM 200 million) granted on 15.8.61. 

0 Part of the global credit of 560,8 million (Fr.fr. 300 million) granted onl3.12.63. 
a Part of the global credit of Ш . 2 million (£4 million) granted on 19.9.64. 
« Part of the global credit of $286 million (Roubles 260 million) granted on 13.1. 

66 for the construction of a stele plant, machine manufacturing factory and gas 
pipes. Conversion rate in column 1 is rounded to; Roubles 1 = #1.1. 

s The sum of the six items stated only. 
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Chapter I 
Scope of the study 

1. In evaluating the real value or worth of foreign 
economic assistance, a developing country has to take 
into account (a) the terms and conditions related to the 
repayment of the assistance received, including the rate 
of interest charged on it—the "credit terms" of aid1 

and (b) the prices charged for goods and services 
financed by the aid programme. This study is concerned 
solely with (b) ; the credit terms of loans are taken as 
given. Moreover, it is confined to tied public economic 
development aid. It excludes private investment, suppliers' 
credit and economic aid received from the International 
Monetary Fund (IMF) which does not fall within the 
category of development aid. 

2. The word " tied ", appended to the words " loan " 
and " economic aid ", signifies the presence of certain 

* This study by Mr. Eprime Eshag, Fellow of Wadham 
College, Oxford, has been prepared at the request of the 
UNCTAD secretariat. The views expressed do not necessarily 
reflect those of the secretariat. 

1 In addition to the length of the period of grace and of 
amortization, these terms, which for convenience are referred 
to as " credit terms " of aid, cover the form of repayment, i.e., 
whether in cash or in kind, and, if in cash, whether in internal 
or foreign currencies. 

conditions in foreign aid agreements which limit either 
the choice of projects or the choice of suppliers of goods 
and services financed by the aid.2 An "untied" or 
"free" loan, on the other hand, would permit the 
recipient country to use the proceeds of the loan for any 
development project and for the purchase of goods and 
services from any country it chooses, through inter
national tender invitations or otherwise. 

3. The primary objective of this study is to examine 
the effect of tying of loans on their efficacy in providing 
economic assistance. More specifically, it aims at produc
ing a rough estimate of the additional financial charge, if 
any, borne by Tunisia in 1965 under tied economic 
assistance owing to price differentials. This additional 
financial charge is designated as the " excess cost of tied 
aid ". In other words, the excess cost of tied aid is the 
difference between the actual cost of goods and services 
imported under tied aid and the notional cost that would 
have been incurred for the procurement of identical, or 

2 These are the two important ways of tying aid considered 
here ; other aid conditions, formal or informal, limiting the 
freedom of action of a recipient country are not taken into 
account. For a full discussion of this and other subjects, see 
Jagdish Bhagwati, " The tying of aid " (document TD/7/Supp.4) 
and " The costs of aid-tying to recipient countries : progress 
report by the of secretariat of UNCTAD " (document TD/7/ 
Supp.8), both to be found in this volume of the series. 

97 
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similar, goods and services had the recipient country 
been free in the choice of its projects and of its suppliers. 
For the sake of brevity, the term " excess cost " is, at 
times, used to convey the meaning of the " excess cost 
of tied aid ". 

4. The study is also intended to throw some light on 
certain drawbacks of tying economic assistance which 
cannot easily be quantified, but which may, nevertheless, 
be of primary importance to recipient countries. These 
unquantifiable costs of tying aid could arise from the 
unsuitability of certain goods and services imported 
under the aid programme to local conditions. Such costs 
may also be incurred as a result of excessive delays in 
delivery, due, for example, to long distances and language 
barriers between the suppliers of goods and services and 
the recipient countries. 

5. The estimates of excess costs are confined to the 
tied bilateral aid received from the United States which 
accounts for about one half of the total tied aid given to 
Tunisia in 1965 (see annex table 1). It has not been 
possible to do more than collect some general informa
tion on non-United States economic assistance. This is, 
of course, regrettable, but a thorough examination of 
the cost of non-United States aid would have entailed 
more elaborate preliminary preparations and consider
ably more time than the three weeks devoted to this 
study. 

6. The Secretariat d'Etat au Plan et à l'économie 
nationale has served as the main source for general 
information on the origin and type of aid and has also 
arranged the necessary contacts with government 
departments, public enterprises and private businessmen. 
The detailed information on prices and costs has been 
obtained directly from the records and invoices of the 
Division du commerce and of private importers, and 
from various interviews with the management and tech
nical staff of the public enterprises and of the private 
import houses quoted as the source. 

Chapter 11 

Source, type and teims of aid 

7. Table 1 gives in summary form a breakdown of the 
foreign public economic assistance given to Tunisia by 
source and by major categories in 1965. It can be seen 
that of the total aid less than 30 per cent was wholly 
free or untied ; over 35 per cent was in the form of 
Public Law 480 and technical assistance and a similar 
percentage in the form of tied aid. The United States alone 
accounted for about one half of the total and of the tied 
economic assistance granted to the country.8 The next 
major source of bilateral aid was Western Europe 
followed by North Africa and the Middle East combined. 

s If the project-tied aid received from Kuwait and from the 
International Bank for Reconstruction and Development (IBRD) 
and the International Development Association (IDA) (sections 
III and V of the table) were excluded from the category of tied 
aid, the United States would account for 60 per cent of total 
tied aid (see para. 16 below). 

A. UNITED STATES AID 

Public Law—$23.6 million 

8. The particulars of the commodities shipped to 
Tunisia under Public Law 480 are shown in table 2. This 
is the gross value of shipments ; no deduction is made 
in respect of the use of the counterpart funds by the 
United States Government discussed below. Moreover, as 
indicated in the table, part of the shipments was utilized 
for welfare purposes and had little effect on the invest
ment funds of the country. 

9. The f.o.b. value of shipments is estimated at world 
market prices. All shipments made under titles II and III 
were made in United States flag vessels, the United 
States Government bearing the full cost of transport. 
For commodity deliveries under title I, the Tunisian 
Government paid the United States Agency for Inter
national Development (USAID) in dinars the f.o.b. value 
of goods plus standard non-United States freight char
ges ; at least 50 per cent (in weight) of shipments had 
to be made in United States flag vessels. 

10. The shipments made under title II and title III of 
Public Law 480 represent grants to the Government of 
Tunisia and to private agencies respectively. The terms 
applicable to the sale proceeds of shipments made under 
title I are specified in two sales agreements : (a) sales 
agreement No. 4, dated 7 April 1964, which provides 
10 per cent for United States use, 70 per cent for 104(g) 
loans to the Government of Tunisia repayable in dinars 
to the United States, and 20 per cent for Cooley loans 
under 104(e) to private United States investors in Tu
nisia ; and (b) sales agreement No. 5, dated 17 February 
1965, which provides 20 per cent for United States use, 
70 per cent for loans under 104(g) and 10 per cent for 
Cooley loans under 104(e).4 As a result of the application 
of the above two agreements, the sales proceeds of the 
shipments made under title I were apportioned as follows 
in 1965 : 

(SUS thousand) 

United States Government use 2,635 
Loans to the Tunisian Government 104 {«)... 9,533 
Cooley loans 104 («) 1,427 

TOTAL: f.o.b. value, per table 2 13,595 

Source: Secrétariat d'Etat au Plan et à l'économie nationale, Tunis. 

Project assistance—$11.0 million 

11. The particulars of the economic aid tied to projects 
is given in table 8 ; " A " loans are repayable in local 
currency and " H " loans in dollars. Of the two series 
" A " and " H " shown in the table, only the terms of 
the two loans (loans A-007 and A-008) advanced to the 
banks, require additional explanation. Loan A-007 to 
the Banque nationale agricole was tied to private imports 
of equipment by farmers from the United States and 

4104(g) and 104(e) refer to the appropriate sections of Public 
Law 280 ; since 1967, 104(g) has become 104 (/). 
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loan A-008 was tied to private imports by industry from 
the United States. Formally, in the case of both loans, 
individual imports of up to $100,000 from countries 
other than the United States were permitted, but in 
practice such imports were discouraged by USAID. 

12. Regarding item 10 in table 8—the purchase of 
diesel locomotives—85 per cent of this loan was 
provided by the Export-Import Bank of Washington 
(Eximbank) and 15 per cent by the suppliers of loco
motives. Eximbank's share of the loan is repayable in 
twelve years and carries an interest of 5 У2 per cent per 
annum on the outstanding balance, while the suppliers' 
share of credit is repayable in eight years (in half-yearly 
instalments) and carries an interest of 5 per cent per 
annum on the outstanding balance. 

Commodity (programme) aid—$17.6 million 

13. Of the total disbursements of $17.6 million under 
commodity-loan agreements, goods to the value of 
$8.3 million were shipped from outside the United States 
under barter agreements discussed below. The balance of 
$9.3 million represents the c.i.f. value of commodities 
imported from the United States ; details of these goods 
are given in table 5. The four loans (H-011, H-014, 
H-019 and H-024) used for financing the shipment of 
these commodities in 1965 are repayable in dollars and 
in forty years with a grace period of ten years.5 But, 
as shown below, the rates of interest payable on these 
loans indicate some hardening of the terms in respect of 
the more recent loans : 

Rate of interest per annum 

During amortization During grace period 
(percentage) (percentage) 

H-011 3/4 lA 
H-014 y4 34 
H-019 2 3/4 
H-024 2V2 1 

B. NON-UNITED STATES AID 

14. Particulars, including the terms, of economic aid 
received from non-United States sources, are given in 
tables 3 and 4. It can be seen that, despite the hardening 
of the terms of loans noted above, the USAID loans 
remain considerably easier than those received from 
other countries ; this is not true of the Eximbank loan 
mentioned in paragraph 12. The loans from the Eastern 
European countries (table 4, section B), which are 
repayable in goods, have relatively easier credit terms 
than those granted by most other European countries. 

15. In addition to the information provided in tables 
3 and 4, it may be of interest to note that the French 

5 For full details of the terms of the USAID loans, see the 
following publication : USAID, Status of Loan Agreements, 
Report W-224 (Office of the Controller, AID, Washington, 
D.C.). See also Country Assistance Programme for Tunisia 
(Department of State, Washington, D.C.). 

loans No. 3 and No. 4 (table 3, line 2) were used partly 
for the import of goods and services fro mFrance and 
partly to finance the local dinar expenditure on the 
projects. The two loans were advanced to El Fouladh for 
the construction of a steel factory, etc., the Société géné
rale des industries cotonnières and the Société générale 
de l'industrie de laine for textile factories, and the 
Société tunisienne de verre for a glass factory. These 
projects were subject to international tender invitations, 
and French businessmen won the contracts. One could, 
therefore, assume that the excess cost of aid, if any, on 
the $6.5 million spent on these projects in 1965 is 
unlikely to be significant. The assistance of about 
$15 million in the form of a loan and a grant by Ente 
Nazionale Idrocarburi (ENI) (table 3, line 6) was made 
in consideration of the exploration rights for petroleum 
granted by the Government of Tunisia to ENI. 

16. An important point to be noted in connexion with 
the loans classified as non-project assistance in table 3 
is that, although these loans are officially untied, it was 
not possible to verify that, in practice, the Tunisian 
authorities were not expected to import at least part of 
the goods financed by the loans from the donor country 
(see also para. 11 above). On the other hand, it is clear 
that the two loans received from Kuwait (table 4, sec
tion A), although made for specific projects, are by no 
means tied to the import of goods and services from that 
country. The loan of $1.7 million to the Office de mise 
en valeur de la vallée de la Majerta was used for the 
development of the Majerta valley while the loan of 
$2.7 million to the Société tunisienne de l'électricité et du 
gaz was used for the construction of a plant for power 
generation. In this respect the aid received from Kuwait 
falls in the same category as that granted by the inter
national organizations specified in section V of table 1. 

Chapter HI 

Excess cost of United States economic aid 

A. METHODOLOGY 

17. In calculating the cost of United States aid, the 
individual estimates are, wherever possible, made in 
two separate ways which for the sake of brevity may be 
designated as the " macro " and " micro " approach. 
Generally, the two approaches produced reasonably 
similar results ; in cases of minor divergences, the lower 
of the two estimates is used. Throughout this study a 
rather cautious and conservative approach is adopted 
and a number of figures of excess cost are rounded 
downwards. 

Equalization (péréquation) 

18. The " macro " approach is based on the figures of 
equalization (péréquation). This is the difference between 
the c.i.f. value of goods imported under USAID com
modity loan agreements and the amount charged by the 
Government to local merchants for the same goods. The 
purpose of equalization is to enable the merchants hand
ling the USAID-financed imports to earn a reasonable 
profit on those goods for which the United States prices 
are appreciably higher than the prices of the alternative 
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sources of supply utilized by some importers not using 
USAID credits. 

19. The amount of equalization is generally based on 
a comparison of United States with European c.ii. prices, 
although in some cases the prices at which the goods can 
be disposed of internally are also taken into account. 
Since all imports (from the United States and other 
countries) are made under a licensing system, this is 
bound to result in a shortage of certain lines of goods and 
in higher internal prices. In such cases, the amount of 
equalization would, to the extent that it is influenced 
by the level of internal prices of these goods, tend to 
understate the difference between the United States c.i.f. 
prices and those of the alternative sources of supply. 

20. The data on equalization are available only by 
major groups of commodities6 shown in table 5 and only 
for the total shipments made under loans H-011, H-019 
and H-024. For 1965, the information available consists 
of shipments by the same groups of commodities under 
each loan. To estimate the amount of equalization for 
1965, it is assumed that the rate of equalization in that 
year for a commodity group financed by any loan is 
equal to the rate applicable to the total shipment of the 
same commodity group under that loan. 

21. The estimates of the cost of aid derived from 
equalization have in all important cases been cross
checked by detailed " micro " work. This work, to which 
more than two thirds of the investigation time was 
devoted, consisted of examination of the original and of 
pro forma invoices of suppliers from the United States 
and from other countries ; examination of quota
tions ; and interviews with importers, with government 
officials and with the managers and staff of public enter
prises. 

22. In addition to providing a cross-check, this work 
has served two further purposes. Firstly, it has thrown 
some additional light on the subject of tying aid by 
providing examples of what might be called the un-
quantifiable costs of tying aid. Secondly, it has provided 
a number of examples of price differences on specific 
commodities which would lend themselves to a four-digit 
SITC classification, should such classification be even
tually undertaken by UNCTAD. 

Barter agreements 

23. As noted in paragraph 13 above, some $8.3 million 
of the shipments made under commodity-loan agree
ments were procured outside the United States. This 
figure is made up of the following disbursements : 
$7.5 million spent on crude oil under loans H-019 and 
H-024, and $0.8 million paid for sugar under loan H-019. 
In view of the special arrangements permitting the 
procurement of these goods from third countries at 
world market prices, the disbursements made on them 
have been excluded from the category of tied economic 
assistance in tables 1 and 5. 

24. The standard USAID commodity-loan agreements 
require that certain specified commodities, of which the 

8 These groups are generally too broad to permit a four-
digit SITC classification. 

United States is normally an importer, may not be 
financed by the loans. The list of these commodities, 
designated as " ineligible ", includes crude petroleum 
and sugar. This requirement is waived in the above two 
loan agreements by the insertion of a special clause 
which permits the import of crude oil and sugar from 
third countries under barter agreements acceptable to 
USAID, provided that at least 50 per cent of the ship
ments are made in United States flag vessels. 

25. Briefly, the barter agreements were concluded as 
follows. Once the ineligible commodities to be imported 
from non-United States sources were agreed upon by 
USAID, the latter advised the Office of Barter and 
Stockpiling of the United States Department of Agricul
ture which, in turn, asked for bids for the purchase of 
surplus commodities in exchange for the export of the 
agreed goods (crude petroleum and sugar) to Tunisia. 
The winners of the bids were required to open letters 
of credit in favour of Tunisia for the import of the 
agreed goods from third countries and were then supplied 
with the surplus commodities for which they had bid.7 

26. During 1965, crude oil was imported from the 
Middle East at free-market f.o.b. prices. The c.i.f. cost 
would, however, be somewhat higher owing to the 
requirement that at least 50 per cent of oil should be 
transported in United States flag vessels. Despite a num
ber of efforts, no data could be obtained on the extra 
freight charges entailed by this requirement. The only 
indicator of the excess cost available, is that the ship
ments of crude petroleum under loans H-014 in 1963 and 
1964 were invoiced to the Société tuniso-italienne du 
raffinage (the refinery enterprise) at 5 per cent below 
their c.i.f. value ; a similar equalization was applied 
to the sales of sugar. 

27. A point which, though not strictly relevant to 1965, 
is of some importance to the subject of tied aid, is that 
USAID is not now prepared to allow imports of ineligible 
goods from non-United States sources under barter agree
ments. This, in effect, amounts to tying to the United States 
suppliers the whole amount of the more recent com
modity loans. But, at the same time, USAID has recently 
undertaken to direct in practice the utilization of the 
commodity loans to the more competitive United States 
products. 

B. EXCESS COST OF AID 
UNDER COMMODITY-LOAN AGREEMENTS 

28. Table 5 gives a rough indication of the excess cost 
of United States economic assistance under USAID 
commodity-loan agreements based on estimates of 
equalization in 1965. It should be noted that columns 2 
and 3 of the table are derived from columns 1 and 4. 
Column 4 was obtained in the manner described in 
paragraph 20 above, the percentage of equalization being 
rounded to the nearest " 0 " or " 5 ". 

7 For any additional information that may be required on 
barter agreements, refer to USAID or to the Office or Barter 
and Stockpiling of the United States Department of Agriculture, 
Washington, D.C. 
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29. It can be seen from table 5 that, for the imports 
tied to the United States source under the specified loans, 
the difference between the ci.f. value of these shipments 
and the estimate of the c.ii. value of the alternative 
sources of supply based on equalization is of the order 
of 20 per cent. This estimate of the excess cost has been 
cross-checked, wherever possible, by the detailed 
" micro " examination mentioned in paragraph 21 above. 
The " micro " work was confined to the commodity 
groups specified in lines 1 to 6 of the table, but in 
particular to those with a significant weight in the value 
of imports or in equalization during 1965. The following 
paragraphs illustrate the work done and point out some 
of the adjustments that could be made to the estimates 
of the excess cost of aid indicated in table 5. 

30. It is a matter of judgement whether such adjust
ments are eventually made ; the estimate of total excess 
cost is unlikely to change significantly. Moreover, table 
5 has the merit of utilizing a uniform criterion for 
estimating the excess cost of aid—equalization—which, 
even if not very accurate for every commodity group, 
is fairly concrete and well defined. 

Reinforcing bars8 

31. Table 6 compares ci.f. prices of a sample of ship
ments of reinforcing bars under the USAID programme 
from the United States with a sample of imports of similar 
bars from European countries in 1965. Enquiries from 
importers indicated that there was no significant differ
ence in the quality of the bars of the same dimensions 
shipped from different countries. Some importers, how
ever, thought that the United States bars were of 
somewhat greater resistance, but this was not considered 
very important as far as local Tunisian requirements 
were concerned. 

32. The date of commencement of shipments and the 
terms of payment were not specified in the case of the 
United States, but one can assume that they were similar 
to those applicable to the European countries, although 
the delay in arrivals due to transport would be longer 
in the case of the United States. For the European 
countries the commencement of shipment is generally 
either immediate, or partly immediate (ex-stock) and 
partly subject to about one month's delay ; payment is 
against shipping documents through letters of credit 
opened with banks. 

33. It can be seen that the c.ii. prices of country A 
were from 30 to 40 per cent lower than the United 
States prices for the various dimensions of the bars. 
Country С s prices were about 15 per cent and country 
B's some 25 per cent higher than those of country A, 
but nevertheless appreciably lower than the United States 
prices. These figures indicate that the equalization rate 
of 40 per cent on reinforcing bars shown in table 5 may 
be somewhat high as an estimate of the excess cost of 
aid ; 30 per cent might be a safer estimate for this cost. 

8 The work on this item consisted primarily of a scrutiny of 
the copies of invoices and import licences available in the Divi
sion de commerce, Secrétariat d'Etat au Plan et à l'économie 
nationale, Tunis. 

34. An important factor responsible for the price 
differentials between the United States and Western 
Europe was the higher cost of transport charged on the 
United States shipments ; the insurance charge on rein
forcing bars was rather insignificant—it was 0.33 per 
cent on f.o.b. prices for the United States. The freight 
charge on the United States imports was over $27 per 
metric ton, as compared with about $10 per metric ton 
on shipments from countries A and C.9 This difference 
of about $17 per ton in freight alone accounts for a 
difference of 10 per cent in the c.i.f. prices of the thinner 
bars (10 and 12 mm) and of 13 per cent in the prices 
of the thicker bars (22 to 30 mm). 

35. The existence of a wide gap between the c.ii. 
prices of the United States and of the alternative sources 
of supply for reinforcing bars is universally recognized. 
USAID has recently decided to exclude this commodity 
from the list of goods to be shipped under the new 
commodity-loan agreements in line with its general policy 
noted above (see para. 27 above). 

Motor buses10 

36. Line 2 of table 5 represents the c.ii. value of the 
components of 85 buses imported by a private firm 
(Import house IV) and sold to the Société nationale de 
transport ; the latter has assembled these buses in Tunis 
and is currently using them as part of its transport fleet.n 

The components were suppUed by various firms in the 
United States. 

37. According to the Société nationale de transport, 
the buses that emerged after the assembly of the above 
components have proved to be inferior in many respects 
to similar buses bought from Europe and used in the 
fleet of the Société nationale de transport. It was said, 
in particular, that buses from Czechoslovakia and Italy 
were appreciably superior ; those from Czechoslovakia 
had cost slightly less and those from Italy a little more. 

38. The chief reason advanced for this opinion was the 
higher cost of repair incurred on the maintenance of the 
buses of United States origin ; they had required more 
frequent repairs and the cost of spare parts imported 
from the United States is significantly—-30 to 50 per 
cent—higher than the cost of similar spare parts 
obtained from Europe. 

39. The United States buses also had a number of 
other drawbacks not all of which can easily be quan
tified : the chassis was designed for a truck and is too 
heavy for a bus ; the rear door is too high for the con
venience of passengers ; and compared with the other 
two models of buses, passenger seats are narrower and the 
baggage compartment smaller. A senior engineer of the 
Société nationale de transport had in fact submitted a 

9 For country B, the freight charge was not stated separately 
on the pro forma invoice inspected, but this charge is unlikely 
to be much higher than that of countries A and C. 

10 The work on this item consisted of two interviews with the 
Director of Import house IV and two more extensive meetings 
with the staff of the Société nationale de transport. 

11 The cost of assembling each bus was estimated by the So
ciété nationale de transport at $1,430. 
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memorandum to the management of the company some 
time ago in which were presented a dozen or more 
drawbacks, including those mentioned here, of the United 
States buses as compared with the similar European 
buses in the fleet. 

40. At a rough guess, the Société nationale de trans
port estimated that the buses of United States origin had 
cost over 30 per cent more than buses of the same quality 
from other sources would have cost. The equalization 
rate of 25 per cent on motor buses shown in table 5 
would, in the circumstances, appear to be a reasonable 
indicator of the excess cost of aid in this case. 

Tractors and other agricultural equipment12 

41. This commodity group contains a variety of equip
ment for which no meaningful inter-country price com
parisons can be made owing to significant differences in 
specifications and performance between the supplies from 
different countries and manufacturers. Only in the case 
of a few items, notably tractors and combines, was it 
possible to make a reasonably reliable comparison of 
prices. 

42. On the basis of the data obtained from invoices 
and quotations, it was estimated by Import houses II and 
III that for some type of equipment, e.g. some harrows, 
fertilizer-spreaders, mowers and balers, there was no 
significant difference between the United States and 
Western European c.ii. prices. For a number of other 
implements, like some types of crawler-shovels and 
cultivators, the c.i.f. prices of the United States imports 
were found to be some 10 per cent higher than those of 
Western Europe. In a few other cases, of which one was 
quoted (a particular brand of baler), the United States 
prices were considered some 15 per cent lower than 
similar equipment imported from Europe. 

43. It was possible to make a more detailed and 
accurate price comparison for tractors and combines 
which together carried a significant weight in the import 
of agricultural equipment in 1965. The price comparison 
is particularly accurate in those cases where identical or 
very similar models of equipment are produced by the 
same manufacturers in Western Europe and in the 
United States. 

44. Table 7 shows recent (1967) quotations for this 
type of equipment. Since for the countries concerned 
changes in export prices during 1965-1967 have been 
rather small and of the same order of magnitude, it may 
safely be assumed that price ratios in 1967 reflect fairly 
accurately the price ratios of 1965. It can be seen from 
section A of the table that for identical models of two 
types of tractor, the c.ii. quotations from other countries 
were 10 to 35 per cent lower than those of the United 
States. 

45. According to Import house I and the North 
African representative of the manufacturers who was 

I? The work on this item consisted of interviews with directors 
and staff of Import houses I, II and III, and of an examination 
of their invoices and quotations ; the three firms are major 
importers of agricultural equipment. 

present at the interview, the particular models of tractors 
and combines produced in the United States and in 
country B, shown in section В of table 7, are identical 
in all essential respects. The sole difference between the 
equipment supplied by the two countries is in the 
additional accessories fitted to the United States models. 
The manufacturers' representative considered that these 
extra fittings could account at the most for a price differ
ence of 10 per cent between the models mentioned in the 
table. It can be seen, however, that the actual difference 
in ci.f. quotations was over 25 per cent for the tractors 
and almost 30 per cent for the combines. Bearing in 
mind the price differences indicated by table 7, the 
equalization rate of 22 per cent can be considered a 
reasonable estimate of the excess cost of aid for this 
commodity group. 

Lubricants and tyres and tubesiS 

46. The general information gathered from the impor
ters of lubricants was that the equalization rate of 30 per 
cent shown in table 5 represents a reasonable estimate of 
the excess cost of aid in this case. USAID authorities in 
fact recognize that import prices of lubricants from the 
United States are appreciably higher than those of the 
alternative sources of supply and have recently suggested 
to the Tunisian Government that it drop its request for 
the inclusion of lubricants under the new commodity 
loans. 

47. According to the Société nationale de transport—a 
major consumer of tyres and tubes—the difference 
between the United States and European prices for tyres 
and tubes of similar size and quality is at least 10 to 15 
per cent. This was confirmed by Import house V, which 
imports similar models of tyres and tubes from the 
United States and from Europe. It would appear that the 
equalization rate of 4 per cent somewhat understates 
the excess cost of aid in respect of this commodity 
group. 

Textiles14 

48. A large variety of goods are included in this 
commodity group ; most of these differ in detailed speci
fications—raw material content, weight, durability, 
design, etc.—from goods imported for similar purposes 
from other countries. This clearly makes a meaningful 
quantitative estimate of the excess cost of aid well-nigh 
impossible and what is said on this matter is no more 
than an educated guess on the part of the persons 
interviewed. 

49. According to the staff of the Société générale des 
industries cotonnières, where a comparison can be made, 

13 The work on this item consisted of interviews with the staff 
of Société nationale de transport and Import house V. 

14 The work on this commodity group was confined to a 
lengthy interview with the senior staff of the Société générale 
des industries cotonnières, during which the United States prices 
were compared with those of the countries В, С and D for a 
number of items. It should be noted that the Société générale 
des industries cotonnières, which originally covered only the 
cotton industry, is now merged with the Société générale de 
l'industrie de laine and acts as a confederation of the whole 
textile industry. 
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some of the goods imported under USAID loans are 
found cheaper and many others more expensive than 
similar goods imported from Western Europe. The point 
emphasized was not, however, the price differential, but 
the unsuitability of some of the goods imported from the 
United States to local needs and tastes. This applied, for 
example, to some shirt-cloth, which was found unsuitable 
in terms of weight for local requirements. Part of the 
textile goods imported in earlier years under USAID 
loans initially sold well owing to their novelty but later 
found few buyers and the stocks had to be disposed of by 
importers at a heavy loss. 

50. The personnel interviewed were prepared to ven
ture the opinion that, on the whole, the excess cost of 
aid for textiles can be estimated at 10 per cent of the 
United States prices. It is, therefore, probable that the 
equalization rate of 1 per cent shown in table 5 is rather 
inadequate, i.e. too small, as an indicator of the excess 
cost of aid in this case. 

51. To summarize this section, the detailed infor
mation on the commodity groups investigated leads to 
the general conclusion that the total amount and the 
average rate of equalization (about 20 per cent), shown 
in table 5, provide a reasonably conservative estimate of 
the excess cost of aid under USAID commodity-loan 
agreements in 1965. 

С EXCESS COST OF PROJECT — TIED AID 

52. Particulars of the projects financed by this 
category of aid are given in table 8. Unlike the com
modity-aid programme, it was not possible within the 
short period devoted to this study, to make estimates 
of the excess cost of aid in respect of most projects. 
Only three projects were investigated in any detail ; these 
are specified in lines 2, 7 and 10 of the table.15 It can 
be seen that these projects taken together accounted 
for over 70 per cent of total disbursements on project-
tied aid in 1965. 

Oued Nebana (dam)—VSAID loan A-005™ 
53. The only records which were readily available on 

Oued Nebana project in Tunis consisted of expenditure 
by type of work, e.g. excavation, concrete work, filling, 
etc. But, it was also possible to identify the disbursement 
on a few major items of imports made for the project 
from the United States, such as reinforcing bars, steel 
pipes and hydraulic equipment ; these accounted for a 
significant share of the total dollar disbursements. The 
prices charged on these items and the scale of salaries 
paid to the United States technical and administrative 
staff employed on the project were compared with the 
prices of similar goods and services available from 
Western Europe. On the basis of this rather incomplete 

15 Cost estimates on these projects are based on a personal 
evaluation of the author. 

"The work on this project consisted of two interviews with 
the technical and financial staff of Hydraulique et équipement 
rural during which the available records of expenditure on the 
project were inspected. 

examination, it was estimated that 20 per cent would 
be a conservative estimate of the excess cost of aid 
borne on this project. 

Agricultural equipment—USAID loan H-016 
54. Of the total disbursements of about $2.2 million 

made under this loan, it was possible to identify some 
$1.4 million of imports for which reasonably accurate 
price comparisons could be made ; these consisted of 
certain models of tractors and combines discussed in 
paragraphs 44 and 45 above. 

55. The following table gives details of the imports in 
question and of the estimates of excess cost incurred on 
them. 

Imports under USAID loan H-016 in 1965 

Excess cost 
c.i.f. value 

Description SUS thousand ("'Percentage $ u s thousand 

1 2 3=1x2 

1. Type I tractors . . 543 9 44 
2. Type II tractors . . 706 36 254 
3. Type I combines . . 124 18 22 

1,373 23 320 

Sources: Import houses I and II and table 7 below. 

Column 1 of the table represents c.ii. value of imports 
from the United States and column 2 is obtained from 
table 7 as follows : the c.i.f. prices of the United States 
are compared with those of countries D, E and В for 
lines 1, 2 and 3 of the table, respectively. Regarding 
line 3—type I combines—the price differential of 
28 per cent, shown in table 7, has been reduced to 18 
per cent to allow for the price of the additional acces
sories mentioned in paragraph 45. 

56. It can be seen that the excess cost on the three 
items shown in the above table amounts to 23 per cent 
of disbursements, which is strikingly similar to the rate 
of equalization applied to the purchases of tractors and 
agricultural equipment under commodity-loan agree
ments (see table 5, item 3). In this connexion, it may 
be reasonable to assume that the excess cost of aid in 
respect of disbursements under loan A-007 (line 4 of 
table 8) would also be of the order of magnitude of 
20 per cent. As mentioned in paragraph 11 above, this 
loan was advanced to the Banque nationale agricole to 
finance private imports of agricultural equipment by 
farmers. 

Diesel locomotives—Eximbank loan No. 217211 

57. The expenditure incurred on this project repre
sents the c.i.f. value of 12 diesel locomotives of the 

" The work done on this project consisted of two interviews 
with the management and staff of source —• the Société nationale 
des chemins de fer tunisiens ; in addition, the tender invitation 
records and shipment documents were scrutinized. 
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following specifications : Model GL, 8-metre gauge, type 
BB, 950/875 H.P. diesel electric locomotive. The pur
chase was made through a tender invitation among 
United States suppliers. 

58. The contract was signed on 9 December 1964 and 
the deliveries were made in three shipments of four 
locomotives each in 1965. The following details of cost 
have been extracted from the suppliers' invoices : 

SUS thousand 

First shipment 

Price, ex-factory at $141.8 each 567.2 
Add: Under escalation clause, at S2.5 each . . 10.2 

577.4 
Inland freight and dunnage 3.2 
Ocean freight to Tunis 32.1 
Insurance 2.0 

TOTAL c.i.f. price, 4 locomotives 614.7 
Second shipment 

c.i.f. price, 4 locomotives 621.3 

Third shipment 

c.i.f. price 4 locomotives 621.1 

TOTAL c.i.f. price 12 locomotives 1,857.1 

59. According to the Société nationale des chemins de 
fer tunisiens, generally it would be difficult to make inter-
country price comparisons for locomotives owing to 
many differences in specifications. However, prices quot
ed for such big orders can vary considerably from one 
period to another and from one manufacturer to another 
depending on the availability of productive capacity and 
on the position in the order books of suppliers at the 
time of quotation. 

60. It was, nevertheless, emphasized that, had the aid 
not been tied to United States suppliers, the order would 
have been placed in a specified European country under 
the sale conditions prevailing in 1964/65. It was esti
mated that the prices of the European country would 
have been lower by 10 to 15 per cent on a f.o.b. basis, 
and by 13 to 18 per cent on a c.i.f. basis, as compared 
with the prices actually charged by the United States 
suppliers. 

61. The persons interviewed, however, attached less 
weight to the initial price differential than to certain 
other costs of the United States transaction which cannot 
readily be quantified. These are : 

(a) Longer delay in the delivery of spare parts from 
the United States as compared with Western Europe ; this 
can be very costly in terms of the railway operations. 

(b) Higher cost of individual consignments of spare 
parts obtained from the United States ; the difference as 
compared with Western Europe could amount to 30 per 
cent or more (see also para. 38 on the relative prices 
of spare parts). 

(c) Language difficulties—up to the date of interview 
(15 July 1967) it had not been possible to obtain from 

>e the suppliers a French version of the names of spare 
r- parts of which there are several hundreds ; almost all 
Lg the employees of the Société nationale des chemins de fer 

tunisiens can speak no foreign language but French. 

d 62. It can be seen that the estimate of excess cost for 
jr each of the three projects examined are of the order 
st of 20 per cent of disbursements. Since these projects 

accounted for over 70 per cent of total project-tied 
assistance in 1965, it may be reasonable to assume that 
the average excess cost in that year for this category 
of aid was also about 20 per cent. But this figure should 
be viewed with extra caution because, except in the 
case of project 7 (agricultural equipment), the estimates 
of excess cost for project assistance are based on a 
less clear and concrete foundation than those made for 
commodity-loan aid and are, for this reason, subject to a 
wider margin of error in either direction. 

Chapter IV 

Concluding note 

63. The main conclusion emerging from this study 
is that a round figure of 20 per cent can be taken as 
a rough indicator of the order of magnitude of the 
excess cost of aid borne on the United States tied 
economic assistance given under commodity-loan agree-

•*e ments and for development projects in 1965. In absolute 
;r" terms, the value of excess cost on this aid would thus 
t o amount to about $4 million, over one half of which 
)t_ represents the estimate of the excess cost incurred on 
a e commodity-loan aid (see below annex, table 5) and on 
5 1 the agricultural equipment project shown in table 8 (see 
1C* paras. 29 and 56 above). No attempt has been made to 
n e quantify the costs of a number of other drawbacks of 

tying aid mentioned in paragraphs 38, 39, 49 and 61. 

-1" 64. It has unfortunately not been possible, within the 
1" available time, to make a comparison between the ratios 
e.r of excess costs of the tied economic assistance received 
tl_ from the United States and from the industrial countries 
l~ of Eastern and Western Europe. But even if this ratio 
1 S > were proved to be lower in the case of the European 
e " countries, this would not necessarily signify that the 
-es economic value, or worth, of that aid was propor

tionately greater. The reason for this is the relatively 
; s s harder credit terms charged on the European aid as 
^д compared with those applicable to the USAID loans 
l0 t (see paras. 1 and 14 above). 

65. It is to be hoped that USAID will succeed in 
>m implementing its new policy of directing the utilization 
[jis of the commodity-loans to more competitive United 

States products without reducing the volume of its aid 
to the country (see para. 27 above). It is further to be 

i r e hoped that the implementation of this policy will not be 
a s accompanied by a further hardening of the credit terms 
' e r of the USAID loans (see para. 13 above). Were this to 
' e s happen, any economic gain received by Tunisia through 

a reduction in the excess cost of aid borne could be, 
ew partly, if not wholly, offset by the extra cost of servicing 
)m the loans. 
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ANNEX 

TABLE 1 

External public economic assistance to Tunisia in 1965, by source and type 
($US thousand) 

Tied 

Source and description Total 

1=2+3+4 

55,854 

23,587 

13,619 

8,162 

1,806 

11,297 

9,095 

Free aid 

2 

8,298 

technical assistance 

3 

27,336 

23,587 

13,619 

8,162 

1,806 

2,202 

Total 
4 = 5 + 6 

20,220 

9,095 

9,095 

Project 
5 

10,953 

9,095 

9,095 

Commodities 
(programme) 

6 

I. United States 

1. US AID Public Law 480* . . . . 
(a) Title I 
(b) Title II 
(c) Title III 

2. US AID project assistance . . . . 
(a) Development loans . . . . 
(b) Project grants b 

3. US AID commodity (programme) 
loans 

4. Other United States Government 
Agencies 
(a) Export Import Bank . . . 
(b) Peace Corps 
(c) United States Information 

Service 

II. Western Europe 
(a) Project assistance . . . . 
(b) Non-project assistance . . 
(c) Technical assistance grants" 

III. North Africa and Middle East 
(a) Libya 
(b) Kuwait 

IV. Eastern Europe 
(a) Project assistance . . . . 
(b) Non-project assistance . . 

V. International organizations . . . . 
(a) IBRD 
(b) IDA 

TOTAL (I + II + III + IV + V) 

2,202 

17,565 

3,405 
1,858 
1,500 

47 

43,252 
9,653 

19,975 
13,714 

7,333 
2,857 
4,476 

3,650 
3,381 

269 

2.600 
1,076 
1,524 

8,298 ° 

19,975 

19,975 

2,857 
2,857 

2,202 

1,547 

1,500 

47 

13,714 

13,714 

9,267 

1,858 
1,858 

9,563 
9,563 

4,476 

4,476 

1,858 
1.858 

9,563 
9,563 

4,476 

4,476 

9,267 

9,267 

3,650 

3,381 

269 

2,600 

1,076 

1,524 

3,381 

3,381 

2,600 

1,076 

1,524 

269 

269 

112,689 31,130 41,050 40,509 30,973 9,536 

Sources: Secrétariat d'Etat au Plan et à l'économie nationale, and Secrétariat d'Etat au Plan et à l'économie nationale, Annexe statistique (Tunis, undated). 
a Including transfers to private sector; gross value of shipments before taking account of the United States use of counterpart funds. 
13 Including scholarships and training expenses. 
e Crude oil and sugar. 



106 Volume IV — Problems and policies of financing 

TABLE 2 

United States economic assistance to Tunisia: 
details of goods and services shipped under Public Law 480 in 1965 

Quantity 
(Tons) 

f.o.b. value 
(World market 

price) 

Ocean freight 
(United States Total 
flag vessels) (c.i.f.) 

(SUS thousand) 

A. TITLE I 

Cotton: 

Fourth sales agreement 1,147 
Fifth sales agreement 1,111 

Total, cotton 2,258 
Other commodities: 

(Fifth sales agreement) 
Oil 17,881 
Wheat 92,392 
Feedgrain 38,244 

148,517 

TOTAL, TITLE I 150,775 

B. TITLE II 

1. Programme to combat under develop
ment 
Wheat 70,926 

2. World Food Programme 
Corn 4,972 

3. Child feeding & 

Wheat 
Milk 
Oil 
Beans 

Total, child feeding 

TOTAL, TITLE II 

С TITLE I I I 6 

Flour 
Milk 
Oil 
Beans 
Bulgur wheat 
Cornmeal 
Rolled wheat 

TOTAL, TITLE III 

TOTAL, PUBLIC L A W 480 250,588 

626 
587 

1,213 

4,866 

309 

24 

24 

4,885 
5,386 
2,111 
12,382 
13,595 

— 

24 
24 

1,266 

63 

13,619 

10,346 
944 
420 
456 

12,166 
88,064 

5,974 
556 
226 
374 

2,096 
2,027 
496 

11,749 

706 
426 
190 
81 

1,403 
6,578 

551 
211 
103 
54 
200 
175 
66 

1,360 

174 
58 
8 
15 
255 

1,584 

219 
33 
11 
11 
69 
67 
36 
446 

8,162 

1,806 

21,533 2,054 23,587 

Source: Secrétariat d'Etat au Plan et à l'économie nationale, op. cit. 
a Distributed through the Secrétariat d'Etat à l'éducation nationale and the Secrétariat à la jeunesse, aux sports et 

aux affaires sociales. 
b Distributed by voluntary agencies through the Secrétariat d'Etat à la jeunesse, aux sports et aux affairés sociales. 
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TABLE 3 

Western European aid to Tunisia in 1965 
(SUS thousand) 

Source and Description 

1=2 + 3 

I. Project-tied Loans (1+2 + 3 + 4) 9,563 
1. Germany (Federal Republic) . . 2,739 

(a) Three dams 76 
(b) Wjerba/Mehdia 415 
(c) Société tunisienne d'électri

cité et du gaz (1963) . . 1,000 
(d) Société tunisienne d'électri

cité et du gaz (1964) . . 1,248 
2. France 6,476 

(a) Loan No. 3 \ 
(b) Loan No. 4 f °л/0 

(for steel, textile and glass 
factories) 

3. Denmark (Office national de Pêche) 175 
4. Sweden (Port Kélibia) 173 

IL Non-project (untied) assistance 
(5 + 6) 19,975 

5. Germany (Federal Republic) . . 5,000 
6. Italy 14,975 

(a) Ente Nazionale Idrocarburi 
loan 12,000 

(b) Ente Nazionale Idrocarburi 
grant 2,975 

III. Technical assistance grantsa . . . . 13,714 

TOTAL AID (I + II + Ш) per table 1 43,252 

Source: Secrétariat d'Etat au Plan et à l'économie nationale, op. cit. 
• See footnote b to table 1. 

Loans to: 

Government 

2 

664 
491 

76 
415 

173 

Public 
enterprises 

3 

8,899 
2,248 

1,000 

1,248 
6,476 

\ 6,476 

175 

Date 
of loan 

3. 8.62 
29. 8.63 

22. 5.63 

5. 7.64 

28.10.63 
27.10.64 

4. 9.64 
29. 3.63 

Terms 

Percentage rate 
of interest p.a. 

3.25 
3.25 

4.5 

4.5 

3.0 
3.5 

4.0 
2.0 

of loans 

Repayment 
period 

1970-1986 
1970-1985 

1966-1977 

1967-1982 

1967-1986 
1967-1986 

1960-1982 
1968-1983 

19,975 
5,000 

14,975 

12,000 

2,975 

13,714 

34,353 8,899 

15. 6.65 

27.11.65 

3.0 

6.0 

Gift grant 

by 1969 

1968-1972 

TABLE 4 

Aid received by Tunisia from Africa and the Middle East and from Eastern Europe in 1965 
(SUS thousand) 

Source and description Total 

1=2 + 3 

Loans to: 

Government 

2 

Public 
enterprises 

3 

Date 
of loan 

Terms of loan 

Percentage rate 
of interest p.a. 

Repayment 
period 

A. Africa and Middle East 

/. Project-tied loans (1+2) . . . . 
1. Kuwait — Office de mise en 

valeur de la vallée de la Majerta 
2. Kuwait — Société tunisienne 

d'électricité et de gaz . . . . 

IL Non-project (untied) assistance . . 
Libya —• purchase of State bonds 

4,476 

1,733 

2,743 

2,857 
2,857 

1,733 

1,733 

2,857 
2,857 

2,743 

2,743 

21.12.63 

21.12.63 

3.0 

4.0 

4.25 

1968-1988 

1968-1979 

TOTAL (I + II), per table 1 7,333 4,590 2,743 
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TABLE 4 (continued) 

Aid received by Tunisia from Africa and the Middle East and from Eastern Europe in 1965 

($US thousand) 

Loans to: Terms of loan 

Source and description Total Government ?ubli? ^o'an' Percentage rate Repayment 

enterprises of interest p.a. period 
1=2+3 2 3 

B. Eastern Europe 
/. Project-tied loans 

(1+2 + 3 + 4 + 5) 3,381 2,164 1,217 
1. Bulgaria — Olympic stadium . 381 381 12.2.63 3.0 In goods, 
2. German Democratic Republic— 1968-1972 

Société générale de l'industrie 
confectionnaire 236 236 12.11.64 3.0 In goods, 

1966-1970 
3. USSR — Oued Kasseb (dam) 1,562 1,562 several, 3.0 In goods, 

1962/1964 in 12 years after 
completion 

4. Yugoslavia — Office national de 
pêche (fishing) boats . . . . 813 813 26.10.63 3.0 In goods, 

1965-1970 
5. Other project aida 389 221 168 several 3.0 In goods, 

II. Non-project (untied) assistance . . 269 269 1965-1970 
USSR — credit 269 269 

TOTAL, (I + II), per table 1 3,650 2,433 1,217 

Sources: Secrétariat d'Etat au Plan et à l'économie nationale, op. cit., tables 4.8, a Assistance from several loans, received from Poland, Czechoslovakia and the 
4.9 and 4.10; and Secrétariat d'Etat au Plan et à l'Economie nationale. USSR. 

TABLE 5 

USAID commodity - loan agreements: estimate of the excess cost of aid to Tunisia in 1965 
(SUS thousand) a 

Percentage rate 
Loans Import value Invoiced of equalization 

Commodity group utilized (c.i.f.) to business at: equalization ._ , 

1 2 3=1 — 2 as percentage of 1 

1. Reinforcing bars H-011 1,132 679 453 40 
H-014 549 329 220 40 
H-019 470 306 164 35 
H-024 564 310 254 45 

Total 2,715 1,624 1,091 40 
2. Motor buses H - 014 1,033 775 258 25 
3. Tractors and other agricultural equipment H-011 203 142 61 30 

H-014 624 499 125 20 
Total 827 641 186 22 

4. Lubricants H - 024 184 129 55 30 
5. Tyres and tubes H - 014 379 341 38 10 

H-019 438 438 — — 
H-024 182 182 — — 

Total 999 961 38 4 
6. Textiles H-011 565 565 — — 

H-014 111 94 17 15 
H-019 808 808 — — 

Total 1,484 1,467 17 1 
7. Lumber H-011 258 232 26 10 
8. Butter H-014 848 848 — — 
9. Soya oil H - 024 507 507 — — 

10. Spare parts H - 024 56 56 — — 
11. Miscellaneous commodities H - 014 356 356 — — 

GRAND TOTAL: imports from United States per table 1 9,267 7,596 1,671 18 

Sources: Secrétariat d'Etat au Plan et à l'économie nationale, Tunis and Office du commerce de la Tunisie. 
a Except for the totals and grand total, figures rounded to the nearest 0 or 5. 
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TABLE 6 

Reinforcing bars: comparison of United States with European import prices, 1965 
(c.i.f. prices; SUS per ton) 

Dimensions* 
(mm) 

10 
12 
14 
16 
22 
25 
30 

169.40 
164.28 
153.28 
153.28 
133.44 
133.44 
133.44 

Country A 

105.06 
100.02 
99.01 
97.00 
95.99 
95.99 

Prices 

European countriesb 

Country В 

133.50 
128.50 

124.50 

122.50 

Country С 

m лб 
116.46 
114.46 
112.45 

110.45 

European prices as 

100 
100 
100 
100 
100 
100 
100 

Country A 

62 
61 
65 
63 
72 
72 
. . . 

percentage of United States prices 

European countries b 

Country В 

79 
78 

81 

92 

Country С 

72 
71 
75 
73 

83 

UNITED STATES: 

Invoice description: 
" Ronds à béton ". 

Sample: imports under licence numbers 30315, 30318, 40843, 
40853, and 40861. 

COUNTRY A: 

Invoice description: 
" Ronds à béton en acier doux Thomas en longueur d'env. 12 m 

une fois plies pour les 8 mm à 22 mm, en barres droites pour les 25 
mm à 32 mm ". 

Sample: imports under licence numbers 30156, 30158, 94770 and 
95606. 

COUNTRY В: 

Invoice description: 
"Acier tor, crénelés, selon DIN 1045111b en longueur de 12 m, avec 

des tolérances usuelles ". 
Sample: imports under licence number 95421. 

COUNTRY С: 

Invoice description: 
" Ronds à béton, type LU 3/4400 ". 

Sample: imports under licence numbers 97751, 98111 and 98187. 

Source: Secrétariat d'Etat au Pian et à l'économie nationale, Division du Com
merce (pro forma invoices). 

a The dimensions quoted are those for which comparisons with United States 
prices could be made. 

ь In the case of countries A and С there are minor differences in prices (1-3 per 
cent) between shipments under different licences. 

TABLE 7 

Tractors and combines: comparison of United States with European quotations in 1967 a 

(SUS) 

Description 
United States 

prices 
f.o,b. c.i.f. 

European 
prices 

f.o.b. c.i.f. 

European as percentage 
of United States 

prices 
f.o.b. c.i.f. Country 

A. Identical models: 
1. Tractor type I . 
2. Tractor type II 

From country D 
From country E 

B. Similar models: 
1. Tractor type III 

Tractor type IV 
2. Combine type I 

Combine type П 

9,462 
3,498 

3,586 

7,940 

9,858 
3,824 a 

3,912 

9,038 

8,707 

2,804 
2,318 

2,734 

6,000 

8,924 

2,916 a 

2,430 a 

2,846 

6,550 

92 

80 
66 

76 

76 

91 

76 
64 

73 

72 

D 

D 
E 

В 

В 

Source: For Al and B: Import house I; for A2: Import house II. a The c.i.f. prices are estimated on the basis of the assumption that the cost of 
freight and insurance for A II is equal to that of В I, i.e. 5326 for the United States 
and 1112 for countries D and E, 
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TABLE 8 

United States project assistance to Tunisia in 1965 (development loans)a 

(SUS thousand) 

VSAID Disbursement 
1 Description at United States 

n0' prices 

A-004 1. Société nationale des chemins de fer tunisiens 70 
A - 005 2. Oued Nebana (dam) 3,855 
A - 006 3. El Aouina Airport 290 
A - 007 4. Banque nationale agricole (agricultural equipment) 303 
A-008 5. Société tunisienne des Banques (industrial equipment) 1,712 
H-012 6. Water project 8 
H-016 7. Agricultural equipment 2,244 
H-017 8. Société nationale tunisienne de celluloïde management 454 
H - 021 9. Société tunisienne d'électricité et de gaz 159 

Total USAID 9,095 
Eximbank 
loan No. 

2172 10. Diesel locomotives 1,858 

GRAND TOTAL: project-tied aid (per table 1) 10,953 

Source: Secrétariat d'Etat au Plan et à l'économie nationale, Tunis; Hydraulique et équipement rural; and Société na
tionale des chemins de fer tunisiens. 

a Excluding project grants. 
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Summary 

1. It is possible to evaluate the quantity of all forms 
of resource transfer from developed countries to develop
ing countries by a common measure—the so-called 
grant equivalent, or real resource cost. By this method, 
grants, loans of whatever term or condition, contributions 
in kind, technical assistance, and foreign private invest
ment can be valued at their net resource cost to donors, 
or their net benefit to recipients. 

2. The method is based on reducing all loans to their 
grant equivalent, by estimating the present value of 
future repayment streams to donors and to recipients. 
These values will ordinarily differ as between donors and 
recipients for the same loan, because donors could have 
invested the sum they loaned at a rate of return that is 
different from the rate which the recipient could earn 
from investing the same sum domestically. If these alter
native rates of return are known, the grant equivalent of 
the loan can be calculated by methods described below. 

3. A second element in determining real costs and 
benefits is to make allowance for excess costs of aid-
tying, when they exist. These costs will also normally be 
different for donor and recipient, even when the same 
goods are being valued. 

4. This study reports on the grant equivalent of foreign 
aid costs to thirteen donor countries, as reported by 
the Organisation for Economic Co-operation and Devel
opment (OECD), from 1962 through 1966. The results 
indicate that the real resource cost of aid commitments 
averaged between 59 and 70 per cent of total official 
commitments, without including additional reductions 
below nominal values for certain elements in aid-tying. 

5. The analysis also includes estimates of the grant 
equivalent to thirty-nine recipient countries for official 
borrowing commitments in 1960, 1964 and 1965, as 
reported by the International Bank for Reconstruction 
and Development (IBRD). Grant equivalents were gene
rally far below the face value of borrowings, although an 
accurate estimate of the actual margin would require 
additional research. 

* Incorporating document TD/7/Supp.lO/Corr.l. 
** This study by Mr. John Pincus of the Rand Corporation 

has been prepared at the request of the Secretary-General of 
UNCTAD. The views expressed in the study do not necessarily 
reflect those of the UNCTAD secretariat. 

6. The effective interest rates that developing countries 
pay on their borrowings are substantially higher than 
the contractual rate, whenever the lending is tied to 
the purchases of goods for which lender's prices substan
tially exceed world market prices. If, for example, the 
lender's prices for tied aid averaged 15 per cent more 
than world prices, then effective interest rates in 1964 
would have been about 50 per cent higher than contrac
tual rates, ranging from a 29 per cent margin to one of 
76 per cent, depending on the terms and conditions of 
each country's borrowing. 

7. In view of the perspectives on aid flows which the 
grant equivalent method offers and of the link which it 
provides between " qualitative " and " quantitative " 
factors in the flow of resources from developed to 
developing countries, further application and refinement 
of the method would be desirable. 

8. The chief policy objectives of this study are : 
(a) To strengthen the recipients' case for easing the 

terms of aid ; 
(b) To make explicit the costs to recipients of tied aid, 

thereby strengthening the case for untied borrowing ; 
(c) To draw attention to the conflict of immediate self-

interest by clarifying the distinction between real costs to 
donors and real benefits to recipients ; 

(d) To facilitate donors' burden-sharing analyses by 
providing greater comparability between different forms 
of aid ; 

(e) To demonstrate the inadequacy of any single 
measure as a comprehensive guide to donors' aid efforts. 

Introduction 

9. The distinction between the quantity of foreign aid 
and its quality or terms, while valid for some purposes, 
is much affected by the nature of the inquiry.1 If, for 
example, one is primarily interested in examining the 
balance-of-payments effects of aid, then the only major 
"qualitative" consideration is the comparison of the 
full effects of tied and untied aid. Similarly, if one is 
primarily interested in encouraging educational develop
ment in developing countries, or in promoting private 

1 This distinction is maintained in the work programme of the 
Committee on Invisibles and Financing related to Trade (see 
Official Records of the Trade and Development Board, Third 
Session, Supplement No. 3, annex I). 

I l l 
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capital flows from developed to developing countries, the 
relevant qualitative considerations change in each case. 

10. The most important single reason, however, for 
distinguishing between quality and quantity of resource 
flows is that the official methods of measuring the quan
tity of resource flows combine a number of very different 
elements which, for many purposes, are not comparable 
to each other. 

11. However, from a certain point of view, it is possi
ble to reduce these disparate items to a common denomi
nator : the " real cost " or " real benefit " of resource 
flows. From this viewpoint, most of the elements that 
are normally considered qualitative in nature, such as 
terms and conditions of loans, valuation of tied aid and 
valuation of private capital flows, can be given a quan
titative meaning. The methods discussed in this paper 
should therefore be considered as providing a link be
tween the quantitative and qualitative approaches to 
analysing the flow of external resources. The volume 
of resource flows is discussed in the UNCTAD secretariat 
study " Growth and external development finance " 2 and 
the " quality " of these flows is analysed in the note by 
the UNCTAD secretariat "The terms, quality and 
effectiveness of financial flows and problems of debt 
servicing ".8 This study offers a method of measurement 
which combines many elements of the qualitative and 
quantitative approaches in a single measure for each 
donor country and a different single measure for each 
recipient country. 

Alternative measures of resource flows 
12. How large is the financial contribution that rich 

countries make to poor ones ? The question seems simple, 
but there is no single answer or, more exactly, the 
answer depends on the definition adopted. In theory, the 
flow of financial resources can be defined in the following 
different ways : 

(a) Gross, without subtracting return flows of interest, 
amortization, dividends, capital repayment and capital 
exports ; 

(b) Net, to subtract some or all of these items and 
reinvested earnings of foreign enterprises ; 

(c) To include or exclude private investment ; 
(d) In so-called " real cost " terms, designed to mea

sure the sacrifices made by donors ; 
(e) In " real benefit " terms, designed to measure the 

benefit to the recipient ; 
(f) In balance-of-payments terms, designed to show 

the direct and indirect effects of flows of financial 
resources on the foreign exchange position of both 
exporters and importers of capital.4 

2 Trade and Development Board document TD/B/C.3/34 and 
Corr.l and 2. 

3 Trade and Development Board document TD/B/C.3/35 and 
Corr.l. 

4 See United Nations, " The measurement of the flow of 
resources from the developed market economies to the develop
ing countries : interim report of a group of experts appointed by 
the Secretary-General " (Official Records of the Economic and 
Social Council, Forty-first Session, Annexes, agenda item 8, 
document E/4171). 

13. This analysis is concerned with items (d) and (e) 
in the foregoing list—real cost and real benefit. What 
is the meaning of " real costs " or " real benefits " in 
this connexion ? The real cost of capital flows for a 
capital exporter is the income he foregoes as a result 
of the outflow of capital in the light of alternative possi
ble uses of the same funds. For a capital importer the 
real benefit is measured by the net increment in income 
made possible by investing the capital inflow received, as 
compared with making the same investment with capital 
from other sources. Both real costs and real benefits can 
be measured approximately using existing data sources, 
although precise estimates would require a more compre
hensive research effort than has yet been undertaken. 

14. In order to explain the method, it is necessary to 
introduce the concept of a grant equivalent as a method 
of measuring capital flows. It is clear that for many 
purposes it would be a mistake to give equal weight to 
each dollar of capital outflow. A grant of one dollar 
costs the donor more than a ten-year interest-free loan 
of the same amount. That loan, in turn, costs him more 
than a credit, payable in one year, bearing 6 per cent 
interest. Therefore, the problem is how to find a method 
that will give each form of capital outflow its appro
priate weight. 

15. The answer is found by referring to a table of 
annuity values. Banks, insurance companies and other 
financial institutions are often faced with the need to 
put a present valuation on future cash flows. For exam
ple, a customer might ask an insurance company how 
much he would have to pay today in order to be assured 
of an annuity income of $1,000 annually starting at age 
sixty, twenty years from now, the income to continue for 
his normal life expectancy of twelve years thereafter. If 
the insurance company assumes that it can invest the 
customer's payment now at an interest rate of 5 per cent 
(over and above administrative costs, profits, etc.), then 
it can answer his question by referring to a table that 
shows the amount of money that one must invest today 
at 5 per cent return in order to produce the required 
sum of money from twenty to thirty-two years hence. 
Thus, to produce S 1,000 twenty years from now it is 
necessary to invest $358.94 today at 5 per cent. Adding 
up this series of terms for the twelve-year period starting 
twenty years from now produces a sum amounting to 
$3,507.49. This is the sum of money that the customer 
would have to invest today at 5 per cent (excluding 
charges for the insurance company's costs and profits) 
in order to receive $1,000 per year for twelve years, 
starting twenty years from now and ending twelve years 
thereafter. 

16. We can look at the same numbers a little differently 
and say that the present value of an annual income of 
$1,000 from 1987 to 1998 is $3,507.49, when discounted 
at an interest rate of 5 per cent. In other words, that 
future flow of income is worth $3,507.49 today. 

17. The same analysis can be applied to the inter
national flow of resources. Country A lends $1 million to 
country В at 3 per cent interest, to be repaid over twenty 
years in equal annual instalments, after an initial five-
year grace period on amortization. This means annual 
interest payments of $30,000 for the five-year grace 
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period and annual payments of $67,215.71 for twenty 
years thereafter. What is the present value to the lender 
of this future flow of repayments ? The answer depends 
on the rate at which the lender could invest the funds 
if they were not lent to country B. If the funds are raised 
by taxation, then the alternative is the long-term rate of 
safe return that private investors could earn, which is 
approximated in most capital-exporting countries by the 
going rate for real estate mortgages. If the rate were 
3 per cent, the same rate as the actual loan, then the 
present value of the repayment flow would be $1 million. 
If the rate were higher, say, 6 per cent, then the present 
value of the repayment flow to the lender would be less 
than $1 million, because he could have invested the 
money at a 6 per cent return instead of a 3 per cent 
return. In the example cited here, the present value 
would be $702,487. In other words, with long-term 
domestic investments yielding 6 per cent, country A 
incurs a cost of $297,513 (equal to $1 million minus the 
present value of $702,487), when lending $1 million to 
country В at an interest rate of 3 per cent, repayable 
over twenty years with a five-year grace period. 

18. This cost of $297,513 (amounting to nearly 30 per 
cent of the face value of the loan in this example) is 
called the " grant equivalent " of that particular loan, 
because it represents the present value of the foregone 
return on capital. It arises from the difference between 
market rates of return on investment (assuming that 
market rates reflect the social return to capital) and the 
lower return forthcoming from the actual loan made to 
country B. The grant equivalent will be a higher propor
tion of the face value of the loan (a) as the market rate 
of interest diverges more from the interest rate of the 
loan ; and (b) the longer the grace period and the amor
tization period. 

19. If the market rate of interest is equal to the loan 
rate, then the present value equals the amount of the 
loan and the grant equivalent is zero. If the market rate 
of interest is lower than the loan rate, then the " subsidy " 
to the borrower is negative, from the lender's viewpoint. 

20. Figures I and II show how the grant element varies 
according to changes in the grace period and amortiza
tion period. Figure I shows grant elements as a percen
tage of the face value of loans where the alternative 
return on investment, or discount rate, is 10 per cent. 
Figure II is based on a 6 per cent discount rate, so that 
the grant equivalent of any particular set of loan terms 
and conditions is smaller than in figure I. Figure III 
shows how grant equivalents vary with changes in the 
discount rate. 

Donors' cost approach 
21. From this analysis we can develop a set of rules 

for determining real costs of capital flows to donors, as 
well as the real benefits to recipients. Let us begin with 
donors' official capital flows. 

22. In principle a grant is 100 per cent grant equiva
lent. The grant equivalent of each official loan can be 
calculated, as described above, by computing the present 
value of the repayment streams of interest and amortiza
tion, discounted at each donor's market long-term interest 

rate. The difference between the amount of the loan and 
the present value is the grant equivalent.5 

23. These two steps do not complete the task of 
estimating the real cost of donor's aid. Donor aid is 
often in the form of contributions in kind, such as 
surplus agricultural commodities. This aid should be 
valued depending on the case either at domestic prices 
or world market prices ; or, if the quantity is large 
relative to world trade, at the additional revenue it would 
bring if sold on the world market. It is possible to esti
mate these figures approximately, and the discussion of 
the following paragraphs includes United States surplus 
food shipments valued at world prices. 

24. Most official aid is tied to procurement in the 
donor country. To the extent that the costs of tied aid 
exceed the costs of procurement on a competitive world 
market, should aid be valued at world market prices for 
real cost comparison purposes ? 

25. With a few exceptions, world prices are not the 
appropriate guide to donors' real costs. Donors may 
often be high-cost producers of goods exported under 
foreign-aid financing, because of the effects of protective 
tariffs on the structure of domestic production and costs. 
Thus, if a donor country exports as aid the products of 
its protected machine tool industry at prices 25 per cent 
above world market levels, this is not necessarily an 
indication that its prices are 25 per cent above its real 
costs. It may simply be a high-cost producer of machine 
tools. 

26. On the other hand, if the donor's tied aid price 
(normally equivalent to its domestic market price) is 
higher than the donor's normal commercial export price, 
there is a margin between prices and real costs because 
the donor is charging the recipient a higher price than 
it costs him to produce the goods for export. This ele
ment of monopoly pricing is in effect a subsidy from the 
donor Government to the producer (or, if the aid is in 
the form of loans, a subsidy from recipient to producer). 

27. The amount of this subsidy, which is a deduction 
from donor's real cost, could be estimated by comparing 
prices paid by recipients of tied aid with prices paid for 
the same donor's untied goods by commercial importers. 
Such analyses have not yet been carried out, so that the 
exact effects on donors' real costs cannot be included 
in the present analysis. 

28. However, it is possible to give some rough esti
mate of the order of magnitude of these excess costs. It 
has been unofficially estimated that in 1965, if all United 
States aid were tied, its cost would have been about 17 
per cent above that of the same goods at world prices. 
If we assume that the tied aid shipments were protected 
by United States tariffs averaging 12 per cent, which was 
the average United States import duty in 1965,6 then, in 

5 If we assume that the alternative use of the loan funds is 
non-subsidized international official lending, rather than do
mestic investment, then the appropriate discount rate is the 
borrowing rate of IBRD as discussed below. 

8 Bela A. Belassa, " Tariff Protection in Industrial Countries : 
An Evaluation," The Journal of Political Economy, vol. LXXIII, 
Number 6 (Chicago, University of Chicago Press, December 
1965), pp. 573-594. 
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FIGURE I 

Grant element as percentage of face value 
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Source: OECD, Tkefiow of financial resources to less-developed countries, 1961-1965 (Paris, 1967). 
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FIGURE II 

Grant element as percentage of face value 
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Source: OECD, op. cit. 
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FIGURE III 

Grant element of typical loans as a function of the discount rate 

Discount rate 

Source: OECD, op. cit. 
NOTE: I = rate of interest, G — duration of grace period, T — term of loan. 
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conditions of domestic competition, the average cost of 
these goods could be presumed to be 12 per cent higher 
than lowest world prices. If United States weighted 
average export prices for these products were 12 per 
cent above lowest world prices, reflecting the effects of 
protection, then the margin between tied aid prices and 
export prices in 1965 would have been about 5 per cent 
(equal to the 17 per cent margin above lowest world 
prices less the 12 per cent average excess cost). 

29. These are obviously the roughest sorts of calcula
tions. We have no assurance, in fact, that the exports 
financed by foreign aid were protected at this average 
duty rate. These figures can therefore not be incorporated 
into the analysis of donors' costs from 1962 to 1965, as 
set forth below. However, in interpreting these results, 
it should be remembered that they probably include 
some overstatement of the real costs of aid, perhaps of 
the order of 5 to 10 per cent in the case of the United 
States. More detailed analysis would allow a somewhat 
more accurate estimate of the degree of overstatement 
for each donor country. 

30. Technical assistance is a special form of tied aid, 
in which expert services or training are the tied " com
modities ". The real cost of these services to donors, for 
experts sent abroad, is probably somewhat less than 
their salaries and travel costs because it is a common 
practice to pay bonuses for foreign service, plus allowan
ces for housing, education expenses and the like. To the 
extent however, that these bonuses are a part of the nec
essary cost, in a full-employment economy, of attracting 
experts to serve overseas, they are obviously a real cost 
to the donor, much as in the example of tied merchandise 
aid. 

31. It is therefore possible to compute the real cost of 
official aid to donors in a full-employment economy as 
the sum of the following elements : 

(a) Grants, including technical assistance at nominal 
value ; 

(b) Loans, of any terms and conditions, valued at the 
difference between their nominal value and the present 
value of repayments with present value discounted at a 
rate reflecting the market rate of return on long-term 
capital investment ; 

(c) Contributions in kind valued at world market 
prices (or when large quantities are involved, at market 
clearing prices) ;7 

(d) Sales or loans, repayable in recipients' inconvert
ible currency, valued as grants, after making allowance 
for funds actually spent by the lender in the borrowing 
country. 

32. Using these rules and a set of long-term interest 
rates shown below, tables A-l to A-5, in the annex to 
this study, compare for the years 1962 to 1965 inclusive 
the real cost of aid commitments to donors with the 
totals as set forth by the Development Assistance Com-

7 These are valued at world prices rather than domestic prices 
because this item in practice consists almost entirely of United 
States farm surpluses for which foreign, rather than domestic 
sales, represent the only genuine alternative. 

mittee (DAC) of OECD in its annual reports on the 
flow of financial resources to developing countries.8 

33. In tables A-l to A-5, loans have been discounted 
at three different rates : 

(a) Donor's domestic long-term interest rate, as repre
sented by mortgage rates, or long-term government bond 
rates plus 1 per cent. This is the appropriate rate of 
discount to apply as a measure of donor's real cost. 
During the period, this rate was in the range of 4.9 to 
8 per cent, depending on the country and the year. 

(b) The IBRD borrowing rate, which is generally 
lower than the domestic discount rate. When donor's 
loans are discounted at this rate, it measures the cost to 
donors of bilateral aid, if the alternative were, as has 
sometimes been proposed, exclusive reliance on multi
lateral aid channels. In other words, use of the domestic 
discount rates shows the cost of aid if domestic invest
ment is considered by the donor Government as the 
appropriate alternative to bilateral lending. Use of the 
IBRD discount rate shows the cost of aid if the choice 
is between bilateral loans and market-financed multilate
ral lending (see para. 58 below for discussion of further 
implications of different rates of discount). The IBRD 
borrowing rate used here ranged from 4.0 to 5.6 per cent 
and was a weighted average of actual rates for each year. 

(c) The rate of return which private investors in the 
donor country might have required in order to make 
equity investments in developing countries. This is set at 
10 per cent throughout and consequently produces a 
higher grant equivalent from any given loan than domes
tic interest rates would. Computations based on this 
interest rate essentially assume that foreign private invest
ment is the alternative to intergovernmental lending. For 
most purposes, it is a less satisfactory measure of real 
costs than the domestic rates of return, as cited in sub
paragraph (a) above. 

34. Contributions in kind under United States Public 
Law 480 (title I), which are listed in the DAC reports 
as " transfer of resources through sale for recipients' 
currencies ", are treated as grants and shown separately 
in tables A-l to A-5, with a deduction for that portion 
of the local currency receipt reserved for United States 

8 As noted above the results of tables A-l to A-5 slightly 
overstate donors' costs because they do not allow for divergence 
between donors' tied aid prices and donors' normal export price. 
The 1962 results shown in table A-l vary slightly from a similar 
computation in John A. Pincus, Economic Aid and International 
Cost Sharing (Baltimore, Md., Johns Hopkins University Press, 
1965), p. 140. The differences reflect : (a) computational methods 
in this study give a somewhat higher value to United States 
surplus commodity sales under title I of Public Law 480 ; (b) 
DAC aid figures for 1962 were revised slightly in OECD, 
Development Assistance Efforts and Policies : 1965 Review 
(Paris, 1965) ; (c) table A-l was computed on the basis of 
average loan terms and conditions, rather than loan by loan. 
Table A-l gives a real cost figure about $350 million higher 
than that shown in the earlier study. Half of this difference 
is attributable to methods of computing the present value of 
Public Law 480 commodities. The balance largely reflects 
revisions in official data on United Kingdom and Federal 
Republic of Germany aid totals for 1962, and the minor 
inaccuracies introduced in table A-l by using average loan 
terms and conditions rather than exact ones. 
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government uses. The figures vary somewhat from those 
reported by the United States Government to DAC, for 
reasons explained in the annex to this report. Food 
grants offered under titles II and III of Public Law 480 
are included under grants in tables A-l to A-5, following 
DAC practice. In computing grant equivalents, these 
sums have been reduced by amounts which reflect the 
difference between the values of the commodities as 
reported to DAC, and their estimated world market 
value (see annex for details). 

35. These computations exclude private investment 
flows from developed to developing countries, because 
they do not represent real costs to the donor. We are 
concerned here with measuring the real costs, in the sense 
of the difference, if any, between rates of return on 
resource use at home and rates of return derived from 
transfers to developing countries. In the case of private 
investment, this difference is normally zero or negative 
because investors go abroad in search of profit : and if 
profits at home were greater, the funds would not flow 
overseas. The only subsidy on real donors' cost elements 
involved is the actual cost of government investment 
guarantees, which is negligible although it should be 
included in the totals for the sake of completeness. 

36. Using this definition of donors' real cost, the 
computations of tables A-l to A-5 show the following 
results : 

(a) The real cost, or grant equivalent, of donors' aid 
commitments during the period 1962-1966 ranged from 

63.5 per cent to 70.9 per cent of the values as reported to 
DAC, when the aid was discounted at donor's domestic 
interest rates. The following table compares the fourteen 
donors' nominal and real costs for the five years. 

Year 

1962 . . 

1963 . . 

1964 . . 

1965 . . 

1966 . . 

Cost as reported 
to DAC 

(SUS million) 

7,917 

6,623 

7,740 

7,173 

8,715 

Real cost 
at domestic 

discount rate 
(SUS million) 

5,403 

4,070 

4,936 

5,119 

6,068 

Column 

Column 

.682 

.614 

.638 

.714 

.696 

Table 1 gives rates of real to nominal costs for each 
donor. The range by country was from a real/nominal 
cost ratio of 11 per cent (Italy, 1963) to 100 per cent, 
indicating all grant aid (Australia, Belgium, Denmark, 
Norway). 

(b) The value of official loans averaged 42 per cent 
of the nominal value of donors' aid commitments during 
the period 1962-1966, equal to an average of $3.2 billion 
annually. Only about one fourth of this sum, on the 
average was a real cost to donors, in terms of their 
domestic alternatives. Table 2 shows the real cost ratio 
of official loans, so discounted by country for each of 
the five years. The grant element of loans varied widely 

TABLE 1 

Ratio of grant-equivalent aid to total official aid commitments, DAC countries, 1962-1966 

(Loans discounted at donors' domestic interest rate) 

Grant-equivalent as percentage of official commitment 
Country 

1962 1963 1964 1965 1966 

Australia 100.0 100.0 100.0 100.0 100.0 
Austria 28.4 72.0 26.6 15.5 11.1 
Belgium 100.0 100.0 97.9 98.6 95.8 
Canada 81.2 43.5 57.7 67.9 87.5 
Denmark 100.0 100.0 78.4 75.2 85.6 
France 87.8 82.6 80.7 83.1 85.8 
Germany (Federal Republic) 55.5 39.8 59.9 57.3 63.2 
Italy 25.9 11.8 51.5 26.8 23.3 
Japan 87.5 44.1 56.9 44.3 48.7 
Netherlands 86.4 70.3 79.7 77.9 79.9 <= 
Norway 100.0 100.0 94.8 96.5 100.0 
Portugal 15.1 30.2 22.5 36.0 36.0 " 
United Kingdom 48.3 60.1 67.2 70.3 78.7 
United Statesa 62.9 62.9 59.0 73.0 64.9 

Total*: 65.4 61.4 63.9 69.9 66.4 

Sources: Annex, tables A-l to A-5. 
a Excluding Public Law 480, title I. Including Public Law 480, title I, United States 

percentages are: 
1962-70.9 
1963 - 66.6 
1964-65.1 
1965-75.1 
1966-70.8 

» Excluding Public Law 480, title I. Including Public Law 480, title I, DAC 
percentages are: 

1962-70.2 
1963-63.5 
1964-67.0 
1965-70.9 
1966-69.6 

c Based on estimated data. 
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TABLE 2 

Grant element in DAC donors' official bilateral lending commitments, 1962-1966 
(Loans discounted at donors' domestic interest rate) 

Country 
Grant element as percentage of official loan commitment 

1962 1963 1964 

Australia a 

Austria 0.0 
Belgium a 

Canada 0.1 
Denmark a 

France 13.5 
Germany (Federal Republic) 17.7 
Italy 0.1 
Japan 6.9 
Netherlands 11.7 
Norway a 

P o r t u g a l . . . . 8.4 
United Kingdom 10.3 
United States 27.7 

All donors: 
•weighted average 21.7 25.2 28.5 

1965 

20.6 

1966 

20.7 
a 

0.1 
a 

11.5 
18.1 
1.3 
7.1 
3.7 
a 

16.3 
14.7 
36.7 

7.5 
29.2 
14.0 
25.4 
20.0 
20.7 
13.0 
12.5 
18.0 
9.2 
5.5 

28.1 
33.0 

1.9 
25.8 
30.2 
17.4 
16.1 
25.6 
7.3 

11.3 
24.1 
21.7 
10.0 
33.6 
21.4 

0.9 
27.4 
45.5 
61.3 
18.2 
36.7 
11.5 
12.3 
31.0 

a 

10.0 
57.8 
29.1 

28.1 

Sources: See table 1. 
a No loan commitments. 

TABLE 3 

Grant element in DAC donors' official bilateral lending commitments, 1962-1966 
(Domestic interest rate, SUS million) 

Country 1962 1963 1964 1965 

Sources: See table 1. 
* No loan commitments. 

1966 

Australia a a a a a 

Austria a 0.2 1.2 0.7 0.7 
Belgium a a 0.7 0.5 1.5 
Canada 0.1 0.5 11.8 33.3 26.1 
Denmark a a 0.9 1.0 8.3 
France 19.3 20.0 56.0 34.5 32.0 
Germany (Federal Republic) 55.6 94.6 57.7 100.1 130.2 
Italy 0.7 1.8 17.1 18.9 49.5 
Japan 1.2 9.6 11.2 22.5 25.3 
Netherlands 1.2 0.8 3.7 7.8 10.3 
Norway a a 0.1 0.1 a 

Portugal 3.3 7.3 2.0 2.4 2.4 
United Kingdom 36.7 35.4 102.6 73.6 147.0 
United States 471.9 555.8 783.8 328.9 559.9 

Total 590.0 726.0 1048.8 624.3 993.2 

by country and year, from zero (Austria, 1962) to 61 per 
cent (Denmark, 1966). Table 3 gives the figures for the 
grant element of loans in dollar equivalents of the per
centages shown in table 2. 

(c) When bilateral loans were discounted at the IBRD 
borrowing rate, their " real cost " averaged only about 
one seventh of the face value of loans. For many donors, 
these costs were negative before 1966, indicating that 
the interest rates actually charged by donors for bilateral 
loans were higher than the average IBRD borrowing 
rate. For these countries (which included, in most years, 

Austria, Canada, Italy, and Japan, and in two early years 
also the Federal Republic of Germany and the United 
Kingdom), a switch from bilateral lending to purchase of 
IBRD bonds would have meant a slight increase in total 
real costs of aid on the assumption that such purchases 
were the most probable alternative to bilateral lending. 
For all countries combined on this assumption, however, 
a switch from bilateral lending to multilateral develop
ment bank purchases would have involved annual com
bined savings averaging $342 million over the period 
(equal to about one seventh of the face value of loans. 
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as noted above). During the period 1962-1966 there was 
a marked shift from negative to positive grant equivalents 
under this discount rate. In 1966, all donor countries' 
loans had positive grant equivalents, when discounted at 
this rate, indicating that in that year their bilateral loans 
were made at lower rates of interest than the average 
IBRD borrowing rate. The grant equivalent in that year 
at the IBRD discount rate (5.6 per cent) was nearly one 
fourth of the face value of the loans. 

(d) When a discount rate of 10 per cent was applied 
to all donors' loans, the grant equivalent of official lend
ing was much larger than under either the lender's 
domestic discount rate or the IBRD average borrowing 
rate. The comparison of the three methods for all donors 
combined was as follows : 

($US million) 

Grant equivalent of loan 
commitments, thirteen donors 
with loam discounted at: 1962 1963 1964 1965 1966 

1. Donor's domestic 
interest rate. . . 590.0 726.0 1,050.0 624.3 993.2 

(21.7)a (25.2) (28.5) (20.6) (28.1) 
2. IBRD borrowing 

rate 244.8 823.7 565.6 304.7 833.4 
(9.0) (11.2) (15.4) (10.5) (25.6) 

3.10 per cent . . . .1,298.3 1,438.8 1,990.8 1,308.7 1,708.2 
(47.8) (50.0) (54.1) (43.2) (48.8) 

Nominal value of loan 
commitments . . .2,714.5 2,877.2 3.681.9 3.027.0 3,553.9 

a Percentage of nominal value in parentheses. 

At the 10 per cent discount rate, the " real cost" of 
loans averaged nearly one half of nominal cost over the 
five-year period, as compared to one fourth and one 
seventh respectively for the domestic and IBRD discount 
rates. The only circumstances in which it would be 
appropriate to apply this rate as a measure of real cost 
would be in the event that the real alternative facing the 
donor were investments bearing a 10 per cent net return. 
Such a situation might emerge if the reduction in bilateral 
official lending were accompanied by official measures 
to stimulate high-yielding foreign investments, as under 
an investment-guarantee or tax credit programme. How
ever, under current conditions, it should be regarded as 
illustrative of special conditions rather than as a con
crete estimate of real costs. 

37. The data permit certain comparisons of real costs 
among countries. Tables A-l to A-5 offer year-by-year 
data for 1962 through 1966. Table 1 compares, by year 
and country, at donor's discount rates, the ratio of real 
costs to official commitments for all forms of official aid 
combined. Tables 2 and 3 show the same information for 
official loan commitments only. In general, as might be 
expected, the real cost/nominal cost ratios are highest— 
close to 100 per cent—for countries that offer mostly 
grants (Belgium, Canada, Denmark, France, Norway), and 
lowest—below 50 per cent—for those that offer mostly 
loans at interest rates that approach the level of domestic 
discount rates (Austria, Italy, Japan, Portugal). Three of 
the major donors (Federal Republic of Germany, United 

Kingdom, United States) occupy an intermediate posi
tion, with grant equivalent of commitments ranging from 
50 to 75 per cent of the totals reported to DAC. 

38. Tables 4 and 5 compare nominal costs and grant 
equivalents to donor's national output for the years 1962-
1965. Table 4 gives each donor's official commitment (as 
reported to DAC) as a percentage of gross national pro
duct (GNP) by year, in both nominal costs and grant-
equivalent terms. There are some striking variations 
between the two methods. First, for all DAC countries 
combined during the period, nominal costs ranged from 
0.58 per cent of donors' GNP (1963 and 1965) to 0.80 per 
cent (1962). Grant equivalents were about one third 
lower, ranging from 0.36 per cent (1963) to 0.55 per cent 
(1962). Among donor countries, Portugal drops from 
second to sixth when aid/GNP ratios are valued at grant 
equivalent ; Austria, from eighth to last ; and the Federal 
Republic of Germany from sixth to eighth. French and 
Belgian official aid are relatively high in grant equivalent, 
followed by the Netherlands, the United States and the 
United Kingdom, which has recently adopted a policy 
of interest-free lending, thereby significantly increasing 
the grant elements in its aid programme. United States 
average loan terms and conditions became somewhat 
more stringent in 1964 and 1965 (see table 2) but grants 
were a somewhat larger percentage of total United States 
aid commitments in 1965 than in 1962-1964. 

39. The tables showing grant equivalents are all based 
on official aid commitments, because Governments and 
DAC usually present data on loan terms on a commit
ment basis. However, for many purposes, it would be 
useful to compare the flow of resources on both nominal 
and real cost bases. Table 5 shows official aid flows as a 
percentage of GNP and compares these ratios to grant-
equivalent flows on the same basis. The grant-equivalent 
estimates of table 5 are based on the assumption that aid 
flows were advanced on the same terms as current year 
aid commitments. This undoubtedly reduces the accuracy 
of the estimates but for the four-year period as a whole, 
the margin of error so introduced is probably small (see 
part III of the annex for discussion). Nominal flows for 
all donors combined ranged from 0.49 per cent of GNP 
(1964 and 1965) to 0.59 per cent (1962). Grant equiva
lents ranged from 0.32 per cent of combined GNP (1964) 
to 0.40 per cent (1962). France and Belgium made the 
largest relative contributions in 1965 in both norminal 
and grant-equivalent terms. The principal shifts as 
between the two methods of costing were Portugal (third 
to seventh), Austria (seventh to twelfth), Netherlands 
(eighth to fifth) and Canada (tenth to eighth). The United 
States, the United Kingdom, and the Federal Republic 
of Germany were third, fourth and sixth respectively 
when donors' aid flows were ranked by grant-equivalent 
percentages in 1965. 

40. This analysis bears an evident relation to recom
mendation A.IV.2, " Growth and aid ", adopted by 
the United Nations Conference on Trade and Develop
ment at its first session.9 If one object of the resolution is 

9 See Proceedings of the United Nations Conference on Trade 
and Development, vol. I, Final Act and Report (United Nations 
publication, Sales No. : 64.II.B.11), p. 43. 
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TABLE 4 

Estimated grant-equivalent commitments of official aid as percentage of gross national product, 1962-1965 
(Official commitments as percentage ofGNP) 

Rank among donors 
1962 1963 1964 1965 according to percentage 

ofGNP, 1965 Country 
Nominal Grant Nominal Grant Nominal Grant Nominal Grant Nominal Grant 

Cost Equivalenta Cost Equivalent Cost Equivalent Cost Equivalent Cost Equivalent 

Austria 0.11 
Belgium 0.62 
Canada 0.17 
Denmark 0.10 
France 1.39 
Germany (Federal Republic) . 0.65 
Italy 0.38 
Japan 0.51 
Netherlands 0.54 
Norway 0.20 
Portugal 1.53 
United Kingdom 0.77 
United States» 0.88 

Total . . . 0.80 

0.03 
0.62 
0.14 
0.10 
1.22 
0.36 
0.10 
0.21 
0.43 
0.20 
0.23 
0.37 
0.62 

0.03 
0.68 
0.33 
0.17 
1.09 
0.75 
0.34 
0.48 
0.33 
0.38 
1.79 
0.61 
0.62 

0.02 
0.66 
0.13 
0.17 
0.90 
0.30 
0.04 
0.17 
0.20 
0.37 
0.54 
0.37 
0.41 

0.23 
0.52 
0.39 
0.16 
1.01 
0.47 
0.32 
0.44 
0.34 
0.11 
1.43 
0.57 
0.78 

0.05 
0.51 
0.22 
0.13 
0.82 
0.26 
0.09 
0.14 
0.26 
0.11 
0.35 
0.22 
0.51 

0.48 
0.67 
0.46 
0.20 
1.11 
0.56 
0.33 
0.38 
0.57 
0.20 
0.92 
0.50 
0.58 

0.11 
0.65 
0.31 
0.15 
0.92 
0.30 
0.14 
0.17 
0.44 
0.19 
0.31 
0.35 
0.43 

8 
3 
9 

(12) 
1 
6 

11 
10 
5 

(12) 
2 
7 
4 

13 
2 

(6) 
11 
1 
8 

12 
10 
3 
9 

(6) 
5 
4 

0.55 0.58 0.36 0.67 0.43 0.58 0.43 

Source: Tables A-l to A-4; GNP from International Monetary Fund (IMF) 
International Financial Statistics. 

a Discounted at donor's domestic interest rate. 
b Including Public Law 480, title I, at market prices. 

TABLE 5* 

Estimated grant-equivalent flow of official aid as percentage of GNP 1962-1965 
(Official flow as percentage ofGNP) 

Country 
Nominal 

Cost 

0.19 
0.61 
0.14 
0.09 
1.33 
0.51 
0.28 
0.15 
0.68 
0.15 
1.46 
0.52 
0.66 

1962 

Grant 
Equivalent a 

0.05 
0.61 
0.11 
0.09 
1.17 
0.29 
0.07 
0.06 
0.54 
0.13 
0.22 
0.25 
0.47 

Nominal 
Cost 

0.03 
0.64 
0.24 
0.12 
1.05 
0.46 
0.25 
0.21 
0.26 
0.37 
1.71 
0.49 
0.64 

1963 

Grant 
Equivalent 

0.02 
0.63 
0.10 
0.12 
0.87 
0.19 
0.02 
0.07 
0.16 
0.36 
0.51 
0.29 
0.42 

Nominal 
Cost 

0.17 
0.53 
0.29 
0.12 
0.95 
0.41 
0.11 
0.15 
0.29 
0.27 
1.98 
0.54 
0.55 

1964 

Grant 
Equivalent 

0.04 
0.52 
0.16 
0.09 
0.76 
0.23 
0.03 
0.05 
0.22 
0.27 
0.49 
0.32 
0.36 

1965 

Nominal 
Cost 

0.37 
0.72 
0.25 
0.13 
0.82 
0.39 
0.17 
0.29 
0.34 
0.17 
0.65 
0.49 
0.55 

Grant 
Equivalent 

0.08 
0.70 
0.17 
0.10 
0.67 
0.21 
0.07 
0.13 
0.26 
0.16 
0.22 
0.36 
0.40 

Rank among donors 
according to percentage 

of GNP, 1965 

Nominal 
Cost 

1 
2 

10 
13 
1 
6 

(11) 
9 
8 

(П) 
3 
5 
4 

Grant 
Equivalent 

12 
1 
8 

11 
2 
6 

13 
10 
5 
9 
7 
4 
3 

Austria 
Belgium 
Canada 
Denmark 
France 
Germany (Federal Republic) 
Italy 
Japan 
Netherlands 
Norway 
Portugal 
United Kingdom 
United States" 
Thirteen DAC countries" Total 0.59 0.40 0.56 0.35 0.49 0.32 0.49 0.35 

Source: Tables A-l to A-4. Nominal percentages from OECD, Development 
Assistance Efforts and Policies, 1966 Review (Paris, 1966). 

* This table assumes that the terms and composition of aid flows in each year 
were the same as those of current year aid commitments. 

a Discounted at donor's domestic interest rate. 
b Including aid granted under Public Law 480, title I, at market prices. 

to call for equal resource contributions by donors, in the 
form of a minimum of 1 per cent of each developed 
country's income, then grant equivalents offer a more 
logical approach to measuring relative resource contri
butions than does the unweighted summing of grants, 
loans and private investment. 

41. Before going on to discuss the matter from the 
viewpoint of recipients, a few points concerning the 
assumptions and methods of donors' cost analysis are in 
order. First, this analysis is based on the assumption 
that resources in donor countries are relatively fully em
ployed. If they are not, the only loss involved in resource 
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transfers, including grants, is that stemming from the 
difference between capital depreciation arising from 
producing goods exported under the aid programme and 
capital depreciated when machinery and equipment are 
left idle. Naturally, in an underemployed donor economy 
there is always the alternative of devoting the resources 
of domestic projects rather than to foreign aid and in 
that sense there is a " cost " to aid. But it is not a real 
resource cost, unless the proposed domestic projects are 
actually adopted and also succeed in restoring full em
ployment. If the domestic projects are not adopted, then 
they cannot be counted as cost in a period when there 
are no available opportunities for profitable use of capital 
and labour. 

42. A second assumption implicit in the real cost anal
ysis is that prices of goods and services reflect the 
operation of competitive markets for merchandise, labour 
and capital. To the extent that monopoly elements affect 
prices, then the real cost of goods exported is less than 
the market price. Although monopoly elements are 
undoubtedly widespread in capital-exporting countries, 
the excess cost so produced is considered to be only a 
small fraction of national product.10 Therefore, the use 
of market prices as an indicator of real costs introduces 
only negligible overstatement and one that is probably 
roughly equal as among donor countries. This overstate
ment is probably considerably smaller than that intro
duced by the discrepancy between tied aid prices and com
mercial export prices for the same products, as discussed 
above. 

43. It should also be noted that the grant equivalent of 
each year's commitment or flow of resources is measured 
without subtracting the current year return flow elements 
that stem from debt servicing of prior loans. This follows 
because the grant-equivalent approach is in effect a 
netting out of future return flows. It is the difference 
between nominal values and grant-equivalent values that 
gives rise to debt service payments. To substract those 
payments out would therefore be a form of double 
counting. 

Recipients' benefit approach 

44. The same real-cost analysis for capital flows can be 
applied from the viewpoint of recipients' benefit. The 
values will normally diverge from those shown in tables 
A-l to A-5, under the donors' cost definition, for several 
reasons. 

45. Firstly, the interest rate for discounting will usually 
be different in donor and recipient countries. The higher 
the long-term real rate of interest in the recipient coun
try, the larger the grant equivalent of a loan. Thus, for 
the $1 million loan cited above, offered at an interest 
rate of 3 per cent for twenty years, with a five-year grace 
period and a donor's discount rate of 6 per cent, the 
donor's grant equivalent was $297,513. For a recipient 
who would have to pay 8 per cent in order to raise 
capital domestically, the grant equivalent of the same 
loan would be $437,780. Naturally, if the recipient's 

10 H. Leibenstein, "Allocative Efficiency vs. X-Efficiency," 
The American Economic Review, The Journal of the American 
Economic Association (California, Stanford University, June 
1966), pp. 392-415. 

discount rate is lower than the donor's, the grant equi
valent to recipients will be less than that to donors. 

46. Secondly, in cases where foreign exchange controls 
are practised, one appropriate rate for discounting is 
that which the recipient would have to pay on the inter
national securities market, as measured for example by 
bond rates (including flotation costs) for countries that 
are able to float international market loans (for example, 
Mexico, Jamaica, Israel) ; or by the effective rates for 
suppliers' credit in other cases.u 

47. Thirdly, from the viewpoint of aid recipients, tied 
aid may reduce the grant equivalent of aid if the prices 
charged for goods by the supplier exceed the world price. 
Thus the calculation of effective rates of interest charged 
for suppliers' credits, as discussed in the preceding 
paragraph, should include an adjustment of effective 
interest rates to allow for the difference, if any, between 
suppliers' prices and world prices. The appropriate 
adjustment for over-pricing of tied aid is very difficult to 
calculate because of the differences in the quality and 
specifications of goods supplied by different exporters. 
Relatively accurate estimates of the costs of tied aid are 
possible only for standardized commodities such as 
agricultural products, raw materials, and semi-finished 
bulk goods. For many consumer goods, machinery and 
other forms of capital equipment, problems of non-com
parability arise to impede the price comparisons. Despite 
the many difficulties that arise in estimating the excess 
costs to recipients involved in tied aid, some indications 
are available. One study of the costs of tied aid to 
Pakistan concluded that the aid actually received by that 
country in recent years could have been purchased for 
12 per cent less if all aid were untied.12 It has been 
estimated that purchasing all United States aid-financed 
commodities in the United States resulted in a 17 per 
cent excess cost, as compared to world market prices, for 
the year 1965. 

48. A fourth difference between the donors' cost and 
recipients' benefit estimates concerns the " grant equiva
lent " of private investment. From the viewpoint of the 
national economy, the grant equivalent is the difference 
between the discounted value of foreign investors' future 
return on investment (where the percentage return on 
investment is used as the rate of discount) and the host 
country's own discount rate for capital. If the investor's 
rate of return is higher than the host country's borrowing 
rate for foreign capital of the same maturity, then the 
" grant equivalent " is negative. 

49. In practice, the only way to measure foreign inves
tors' discount rates of return on equity investment is to 
make three simplifying assumptions : (a) new investment 
will earn the same average rate of return as existing 

11 In pure theory the appropriate rate of discount for recipients 
could be viewed as the marginal social rate of return for capital 
at equilibrium exchange rates. Thus, in countries with over
valued currencies, the recipients, discount rate would have to be 
increased to take account of over-valuation. 

12 Mahbub ul Haq, " Tied Credits—A Quantitative Analysis," 
in John Adler and Paul W. Kuznets eds., Capital Movements 
and Economic Development : Proceedings of a Conference held 
by the International Economic Association (London, Melbourne, 
Toronto, Macmillan and Co. Ltd.—New York, St. Martin's 
Press Inc. 1967), p. 326. 
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investment ; (b) future rates of return will be the same 
as current rates ; (c) foreign investors will reinvest depre
ciation allowances, so the income stream arising from 
the investment stream can be assumed to continue inde
finitely. 

50. This type of calculation necessarily abstracts from 
certain technical assistance and technology transfer ele
ments inherent in much private investment, unless these 
accrue to the investor in the form of higher rates of 
return. Both of these effects (training and "know-how ") 
add to the recipient's benefit and thus, in effect, raise his 
rate of discount and hence also the grant-equivalent ratio 
of each unit of private capital inflow. However, the 
practical difficulties of measurement are so great that 
it is best treated as a qualitative consideration. 

51. All these considerations—the difficulty of estab
lishing appropriate discount rates or appropriate values 
for tied aid, and the simplifying assumptions required for 
calculating recipients' benefits from private investment— 
have the effect of reducing the accuracy of estimated 
grant equivalents for recipients' benefits, as compared to 
those based on a donor's cost definition. 

52. However, the results of such calculations may be 
of some interest for comparing with the donors' lending 
cost ratios shown in table 2. In order to avoid the major 
sources of estimating bias discussed above, the compu
tation of tables 6 and 7 below show only the grant equi
valent of official borrowing for recipient countries. Table 
6 is based on data published by IBRD,13 showing the 
official borrowing commitments for thirty-nine developing 
countries for the years 1960, 1964 and 1965. Table 6 
compares nominal values of loans received by these coun
tries with grant equivalents, discounted at three different 
rates : the IBRD lending rate ; 8 per cent, as a rough 
estimate of the costs of private foreign loans or suppliers' 
credits ; and 12 per cent, as a rough estimate of reci
pients' domestic return on investment. 

53. With loans discounted at the IBRD lending rate, 
the analysis assumes that the recipients might have had 
the alternative of borrowing from IBRD instead on the 
terms actually borrowed. This assumption is clearly 
unrealistic in terms of the present situation, but it does 
show what the costs or benefits would be to recipients if 

ls International Bank for Reconstruction and Development— 
International Development Association 1965-1966 Annual 
Report, p. 36 ; and 196611967 Annual Report, pp. 36-37. 

they could do all their borrowing at IBRD rates. In 1960, 
there were seventeen countries in this group that would 
have been at least as well off, in terms of grant equiva
lent, had they borrowed at IBRD rates rather than from 
the actual lending sources. Ten countries in that year 
were able to borrow at rates that were more favourable 
than IBRD average lending rates. By 1964, the relative 
terms on which these developing countries were able to 
borrow had improved, and only six of the countries in 
the group would have benefited in real cost terms from a 
switch to IBRD lending rates. By 1965, the total declined 
to just one country—Paraguay. In other words, the loans 
from developed to developing countries in 1960 were 
generally advanced on terms less favourable than IBRD 
rates, while by 1965 developing countries were, on the 
average, able to borrow at rates below those charged by 
IBRD. However, part of the increase in grant equivalent 
derived from the favourable lending terms introduced by 
IDA after 1960, so that the World Bank Group itself 
played an important part in the increasingly favourable 
borrowing terms recorded. 

54. The average rate at which developing countries 
might have secured loans in the world market, via bond 
flotations, suppliers' credits and other forms of free-
market lending was undoubtedly higher than the IBRD 
lending rate. Table 6 includes a computation for foreign 
private lending rate, discounted at 8 per cent. In all cases, 
the actual loan terms secured were more favourable than 
the hypothetical private rate, and improved, from the 
borrowers' viewpoint, from 1960 to 1964. 

55. From the viewpoint of borrowers' marginal rate of 
return to domestic investment set at 12 per cent in table 
6, there was a substantial grant equivalent to recipients 
in most cases. This domestic rate of return obviously 
varies widely by country, and 12 per cent is simply a 
hypothetical average. In a more detailed analysis, the 
computations would be based on actual domestic long-
term rates of return, but these are not generally known 
because money markets in developing countries are still 
rudimentary. There is typically no established mortgage 
rate, domestic bond market or other market indicators 
of return to capital. 

56. For the thirty-nine countries combined, the 
following table compares nominal values of loans with 
grant equivalents for the three years, at each of the three 
discount rates discussed above. 

Combined value of borrowings and grant equivalents for thirty-nine countries 1960, 1964 and 1965 

Year 

1960 

1964 

1965 

Grant equivalent discounted at: 

Nominal value 
of borrowing 

(SUS 

2,278.7 

3,355.0 

2,665.0 

IBRD 
borrowing rate 

million) 

58.6 
(2.6) 

473.6 
(14.1) 
482.7 
(18.1) 

* 'Private foreign 
lending" rate 

314.3 
(13.8) 

1,013.2 
(30.2) 
826.3 
(37.5) 

"Domestic invest' 
ment" rate 

710.6 
(31.2) 

1,592.3 
(47.5) 

1,302.1 
(48.9) 

Note: Figures in parentheses show percentage of nominal value. 



TABLE 6 

Thirty-nine developing countries' official borrowing commitments and grant equivalents, 1960, 1964 and 1965 
(SUS million and percentage of nominal value) 

Country 
Nominal 

value 

241.0 
100.0 
45.8 

100.0 

50.7 
100.0 

15.5 
100.0 

0.1 
100.0 

3.8 
100.0 

12.1 
100.0 

24.8 
100.0 

8.9 
100.0 
501.1 
100.0 
61.3 

100.0 
81.6 

100.0 

22.3 
100.0 

Value of borrowings 1960 
Grant equivalent discounted 

at: 

IBRD 
lending 

rate 
(6.0%) 

0.0 
0.0 

- 2 . 5 
- 5 . 5 

0.0 
0.0 
0.0 
0.0 

0.0 
0.0 
0.1 
2.6 
0.3 
0.3 
1.1 
4.4 

0.0 
0.0 

67.6 
13.5 

- 0 . 5 
- 0 . 8 
- 0 . 5 
- 0 . 6 

- 0 . 2 
- 0 . 1 

"Private 
foreign" 
lending 

rate 
(8.0%) 

21.0 
8.7 
2.3 
5.0 

7.7 
15.4 

1.4 
9.0 

0.1 a 

1.0 
0.7 

18.4 
1.1 
9.1 
3.5 

14.1 

1.4 
15.7 

129.5 
25.8 
8.5 

13.9 
8.7 

10.7 

3.2 
14.3 

"Domestic 
Investment" 

rate 
(12.0%) 

56.2 
23.3 
10.2 
22.3 

18.7 
36.9 

3.8 
24.5 

0.1 ь 

10.0 
1.5 

39.5 
2.4 

19.8 
7.5 

30.2 

3.4 
38.2 

222.3 
44.4 
21.7 
35.4 
23.4 
28.7 

8.0 
35.9 

Nominal 
value 

18.2 
100.0 
148.1 
100.0 

194.1 
100.0 

13.9 
100.0 
92.7 

100.0 
46.0 

100.0 

39.2 
100.0 

4.8 
100.0 

5.6 
100.0 
546.5 
100.0 
87.7 

100.0 
106.4 
100.0 

25.4 
100.0 

Value 
Grant 

IBRD 
lending 

rate 
(5.5%) 

- 0 . 6 
- 3 . 3 
27.7 
18.7 

25.9 
13.3 

- 0 . 1 
- 0 . 7 

3.7 
4.0 

11.4 
24.8 

0.3 
0.8 
0.1 
2.1 

1.8 
32.1 

141.6 
25.9 

1.8 
2.1 
7.1 
6.7 

3.8 
15.0 

of borrowings 1964 
equivalent discounted 

at: 

"Private 
foreign" 
lending 

rate 
(8.0%) 

1.8 
9.9 

54.6 
36.9 

63.7 
32.8 

1.4 
10.1 
12.9 
14.0 
20.4 
44.3 

7.6 
19.4 

0.8 
16.7 

2.7 
48.2 

246.9 
45.2 
12.2 
13.9 
22.4 
21.1 

9.1 
35.8 

"Domestic 
Investment" 

rate 
(U.0%) 

4.8 
26.4 
82.9 
56.0 

102.7 
52.9 

3.4 
24.5 
25.4 
27.6 
28.9 
62.8 

15.8 
40.3 

1.7 
35.4 

3.6 
64.3 

347.0 
63.5 
25.7 
29.3 
41.1 
38.6 

14.2 
55.9 

Nominal 
value 

221A 
100.0 
179.3 
100.0 
110.5 
100.0 

19.3 
100.0 
22.1 

100.0 
17.7 

100.0 
6.3 

100.0 
24.1 

100.0 
4.7 

100.0 
7.8 

100.0 
18.3 

100.0 
710.0 
100.0 

19.6 
100.0 
57.6 

100.0 

Value of borrowings 1965 
Grant equivalent discounted 

at: 

IBRD 
lending 

rate 
(6.0%) 

3.4 
1.5 

34.7 
19.4 
4.5 
4.1 

3.2 
16.6 
4.3 

19.5 
1.3 
7.3 
1.9 

30.2 
2.9 

12.0 
2.9 

61.7 
2.8 

35.9 
6.2 

33.9 
220.0 

31.0 

1.0 
5.1 
3.4 
5.9 

"Private 
foreign" 
lending 

rate 
(8.0%) 

19.7 
8.9 

61.1 
34.1 
18.0 
16.3 

5.8 
30.0 
7.3 

33.0 
3.2 

18.1 
2.7 

42.8 
5.7 

23.6 
3.4 

72.3 
3.9 

50.0 
8.9 

48.6 
322.3 

45.4 

3.9 
19.9 
12.3 
21.4 

"Domestic 
Investment" 

rate 
(12.0%) 

48.1 
21.7 
96.8 
54.0 
38.9 
35.2 

9.6 
49.7 
11.5 
52.0 

6.2 
35.0 
3.9 

61.9 
10.0 
41.5 

4.0 
85.1 

5.3 
67.9 
12.1 
66.1 

451.2 
63.5 

8.0 
40.8 
24.7 
42.9 

Argentina dollars 
percentage 

Chile dollars 
percentage 

China (Taiwan) dollars 
percentage 

Colombia dollars 
percentage 

Costa Rica dollars 
percentage 

Dominican Republic dollars 
percentage 

Ecuador dollars 
percentage 

El Salvador dollars 
percentage 

Ethiopia dollars 
percentage 

Guatemala dollars 
percentage 

Guyana dollars 
percentage 

Honduras dollars 
percentage 

India dollars 
percentage 

Iran dollars 
percentage 

Israel dollars 
percentage 

Jamaica dollars 
percentage 

Kenya dollars 
percentage 
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TABLE 7 

Fourteen developing countries' official borrowing commitments and grant equivalents, 1960 and 1964 
(Discounted at current rates of interest on their external bonds) 

Country 

Official borrowings, 1962 Officiai borrowings, 1964 

Nominal 
value 
(SUS 

million) 

Grant 
equivalent 

(SUS 
million) 

Interest 
rate 

(percentage) 

Grant 
equivalent 
nominal 

value 
(percentage) 

Nominal 
value 

Grant 
equivalent 

(SUS 
million) 

Interest 
rate 

(percentage) 

Grant 
equivalent 
nominal 

value 
(percentage) 

Argentina 241.0 . . . . . . . . . 18.2 3.2 9.8 17.6 
Chile 45.8 1.9 7.8 4.1 148.1 48.0 7.3 32.4 
Colombia 50.7 6.6 7.7 13.0 194.1 55.8 7.4 28.7 
Costa Rica 15.5 1.0 7.4 6.5 13.9 1.8 8.7 12.9 
Ecuador 0.1 0.007 10.5 0.7 46.0 13.9 6.1 30.2 
Mexico 378.4 . . . . . . . . . 567.5 9.5 6.4 1.7 
Nigeria 50.4 2.7 7.3 5.4 251.7 30.5 6.6 12.1 
Panama 17.8 0.9 5.1 5.1 26.4 2.0 5.0 7.6 
Peru 143.7 0.9 7.3 0.6 153.4 4.6 5.7 30.0 
Philippines 24.3 . . . . . . . . . 100.7 8.6 6.9 8.5 
Southern Rhodesia 5.6 0.9 9.5 16.1 3.9 1.0 8.9 25.6 
Tanzania 4.2 0.9 9.0 21.4 25.4 15.4 8.9 60.6 
Uganda 16.8 3.9 9.0 53.6 0.9 0.4 8.3 44.4 
Uruguay . . . . . . . . . 96.3 9.6 6.9 10.0 

Source: Table 6 and IBRD, " Prices and yields of selected external government bonds in various markets " 27 January, 1965. 

57. During the period 1960-1965, the grant-equivalent 
ratios of borrowing increased steadily for all recipients 
combined, as shown in the percentage figures in paren
theses on page 123 above. The trend indicates a general 
easing of loan terms and conditions during the period. 
These aggregates conceal a great variation among coun
tries. For a few countries (Iran, Mexico, Philippines, 
Costa Rica), average borrowing conditions did not 
improve. The general conclusion is that the real resource 
gain to developing countries from their borrowings is, by 
any likely rate of discount, well under half of the nomi
nal value of loans. 

58. Some empirical confirmation of this conclusion is 
available. Fourteen of the thirty-nine countries had 
external bond issues floated in major private money 
markets (New York, London, Paris). Table 7 shows the 
current interest rate on their bonds in 1960 and 1964 
and also the present value of their official borrowings in 
those years discounted at the external bond interest rate 
listed in the table. In 1960, data were available for ten 
countries. In that year their official borrowings totalled 
$345.2 million. If they could have borrowed those sums 
at the reigning private money market rate for their bonds, 
they would as a group have been only $19.7 million 
worse off than if none of their official borrowings had 
been floated on money markets at these rates. However, 
this $19.7 million combined grant equivalent (equal to 
5.7 per cent of nominal value) undoubtedly understates 
the real benefits derived by developing countries from 
borrowing from other Governments, international agen
cies and foreign private suppliers. The amounts of bonds 
that most developing countries are able to place in 
external money are quite limited and the real interest 
cost of floating additional bonds would increase sharply 
with the quantity borrowed. This is true a fortiori for 

1964, when the fourteen countries borrowed $1,646.5 mil
lion, at a grant-equivalent benefit of $204.3 million (or 
12.4 per cent of nominal value) when discounted at the 
current interest rate on their external bonds. 

59. For each of the foregoing grant-equivalent com
parisons, except when discounted by the hypothetical 
domestic rate, the grant equivalents shown are compar
isons of actual terms with terms available under other 
forms of borrowing. The IBRD rate, the "private 
foreign lending " rate, and the current external bond 
rate comparisons are not the measures of the recipients' 
total benefit accruing from official borrowings in the 
various years. They measure only the difference in 
benefit between those arising from actual terms and 
conditions of lending, and those arising from borrowings 
at the alternative rates hypothesized in tables 6 and 7. 
The sole measure of total benefit is found in the differ
ence between rates of interest actually charged and 
marginal rates of return to capital in the borrowing 
country.14 Therefore, in order to develop more precise 
estimates of recipients' grant equivalent, it would be 
necessary to investigate the actual effective rates of 
interest (or return) on long-term investments in develop
ing countries. 

Effects of aid-tying on recipients' benefit 

60. The foregoing estimates of grant equivalents did 
not include an allowance for recipients' extra costs 
accruing from tied aid, although these appear to have 
been substantial, adding 12-17 per cent to total costs in 
the examples cited above in this study. The effect of 

14 Or abroad, if the borrower reinvests the funds elsewhere ; 
but this is assumed to be exceptional in the case of development 
borrowing. 



TABLE 8 

Interest cost of tied borrowing to thirty-nine recipient countries, 1960, 1964 and 1965 

Interest rates on 1960 borrowing Interest rates on 1964 borrowing Interest rates on 1965 borrowing 

Country 
rate 

percentage 

6.0 
7.0 

6.0 
6.0 

6.0 
5.8 
5.3 
5.2 

6.0 
4.2 
6.1 
6.1 

6.1 

6.4 
6.2 

6.0 
6.5 
5.7 
4.4 
5.6 
7.2 
5.8 

6.0 
4.4 
6.0 
6.0 

5.9 

5.9 

10% 
tying 
cost 

8.2 
8.9 

7.1 
8.1 

12.4 
6.9 
8.2 
7.1 

7.1 
5.5 
7.3 
7.8 

7.2 

7.7 
8.0 

7.1 
7.9 
6.7 
5.7 

11.9 
8.9 
7.4 

8.1 
6.2 
7.1 
9.6 

7.0 

8.9 

Effective Rate 

15% 
tying 
cost 

9.4 
10.0 

7.8 
9.3 

15.8 
7.5 
9.9 
8.1 

7.7 
6.1 
8.0 
8.5 

7.9 

8.4 
8.9 

7.7 
8.7 
7.3 
6.4 

15.5 
9.8 
8.2 

9.2 
7.2 
7.8 

11.5 

7.6 

10.5 

20% 
tying 
cost 

10.8 
11.2 

8.5 
10.6 

19.5 
8.1 

11.6 
9.2 

8.3 
6.9 
8.8 
9.7 

8.6 

9.2 
10.0 

8.4 
9.5 
7.9 
7.2 

19.3 
10.9 
9.1 

10.5 
8.0 
8.5 

13.6 

8.2 

12.3 

rate 
percentage 

6.1 
3.6 

4.2 
5.6 
4.6 
3.4 
. . . 
5.4 
5.4 

2.1 
3.3 
5.1 
4.5 

4.2 

6.0 

4.5 
5.1 
2.7 
4.2 
3.8 
5.3 
5.4 

5.5 

2.5 
5.5 

4.1 
4.6 
5.5 
5.7 

10% 
tying 
cost 

8.0 
4.5 

5.1 
7.9 
6.9 
4.1 

6.6 
6.8 

3.0 
4.0 
7.0 
6.0 

5.0 

8.4 

5.5 
6.2 
3.3 
5.3 
4.6 
6.6 
7.1 

6.5 

3.1 
6.7 

4.9 
6.9 
6.9 
6.8 

Effective Rate 

15%, 
tying 
cost 

9.0 
5.0 

5.6 
9.2 
8.1 
4.5 

7.2 
7.5 

3.5 
4.4 
8.1 
6.8 

5.4 

9.8 

6.0 
6.9 
3.7 
5.8 
5.1 
7.4 
8.0 

7.1 

3.4 
7.3 

5.3 
8.1 
7.7 
7.4 

20% 
tying 
cost 

10.1 
5.6 

6.1 
10.5 
9.5 
4.9 

7.9 
8.3 

4.0 
4.8 
9.2 
7.7 

5.9 

11.2 

6.6 
7.6 
4.1 
6.5 
5.6 
8.2 
9.1 

7.8 
• - . 
3.8 
8.0 

5.8 
9.5 
8.6 
8.1 

rate 
percentage 

5.6 
4.0 
5.4 

4.1 
3.8 
4.8 
3.0 
4.3 
1.1 
2.9 
3.1 
3.2 

5.4 
5.4 
3.3 
2.9 
5.4 

4.0 
4.4 
3.5 
3.2 
• - . 
6.3 
5.9 
5.8 
2.5 
• . . 
4.7 
5.8 
4.0 
5.6 
3.9 
5.9 
5.6 

10% 
tying 
cost 

8.6 
4.9 
6.9 

5.2 
4.8 
6.4 
3.9 
5.6 
1.6 
3.5 
3.7 
3.9 

6.5 
6.4 
4.0 
4.6 
6.7 

5.1 
5.3 
4.2 
4.0 

7.7 
7.3 
9.1 
3.7 

5.8 
6.9 
5.0 
6.9 
5.1 
7.7 
7.4 

Effective Rate 

15% 
tying 
cost 

9.7 
5.4 
7.6 

• . • 

5.7 
5.4 
7.2 
4.3 
6.4 
1.8 
3.9 
4.1 
4.3 

7.1 
7.0 
4.4 
5.5 
7.4 

5.7 
5.8 
4.6 
4.5 

8.4 
8.1 

11.0 
4.3 

6.4 
7.5 
5.5 
7.8 
5.7 
8.7 
8.4 

20% 
tying 
cost 

11.2 
6.0 
8.5 
. . . 
6.4 
6.0 
8.2 
4.8 
7.2 
2.1 
4.3 
4.4 
4.7 

7.8 
7.7 
4.9 
6.5 
8.1 

6.4 
6.3 
5.1 
5.0 

9.3 
9.0 

13.0 
5.0 

7.1 
8.2 
6.1 
8.6 
6.4 
9.8 
9.5 

Argentina 
Chile 
China (Taiwan) . . . 
Colombia 
Costa Rica 
Dominican Republic 
Ecuador 
El Salvador . . . . 
Ethiopia 
Guatemala 
Guyana 
Honduras 
India 
Iran 
Israel 
Jamaica 
Kenya 
Korea, Republic of . 
Madagascar . . . . 
Malaysia 
Mexico 
Morocco 
Nicaragua 
Nigeria 
Pakistan 
Panama 
Paraguay 
Peru 
Philippines 
Senegal 
Southern Rhodesia . 
Sudan 
Tanzania 
Thailand 
Trinidad and Tobago 
Uganda 
Uruguay 
Venezuela 
Zambia 

Source: See note to table 6 above. 
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this aid-tying from the recipient's viewpoint, is to raise 
the effective interest rate he actually pays on the loan. 
This happens because out of each dollar of borrowing 
he receives only, in the examples above, 88 cents or 
83 cents worth of merchandise and services. Therefore, 
he is repaying one dollar plus interest for every 83 cents 
or 88 cents worth of purchasing power he receives. This 
amounts to a concealed extra interest payment from the 
recipient's viewpoint. 

61. What is the amount of the extra interest arising 
from tied borrowings ? Table 8 compares, for the thirty-
nine countries of table 6, the effective interest rates on 
three assumptions about the excess costs of tying : 10, 
15 and 20 per cent. On the basis of empirical data now 
available, the average cost of tying to recipients probably 
falls within this 10-20 per cent range. 

62. Under these assumptions, table 8 shows the 
following effects : 

(a) Nominal rates of interest paid by each country in 
1960 ranged from an average of 4.2 per cent (India) to 
7.2 per cent (Peru). Effective interest rates ranged from a 

minimum of 5.5 per cent (India, 10 per cent tying cost) 
to a maximum of 19.5 per cent (Ecuador, 20 per cent 
tying cost). 

(b) In 1964, nominal rates were lower, ranging from 
an average of 2.1 per cent (Honduras) to 6.1 per cent 
(Argentina). Effective rates varied from 3.0 per cent 
(Honduras, 10 per cent tying cost) to 11.2 per cent 
(Mexico, 20 per cent tying cost). 

(c) In 1965, both nominal and effective rates remained 
around the 1964 levels. The nominal rates ranged from 
1.1 per cent (Guatemala) to 6.3 per cent (Paraguay). 
Effective interest rates were as low as 1.6 per cent (Gua
temala, 10 per cent tying cost) and as high as 11.2 per 
cent (Argentina, 20 per cent tying cost). 

(d) Effective rates for 1960 under the 15 per cent 
tying cost assumption were from a minimum of 30 per 
cent higher than the nominal rate (Tanzania) to a maxi
mum of 176 per cent higher than the nominal rate 
(Paraguay). The difference between nominal and effective 
rates in 1964, under the 15 per cent assumption, ranged 
from 29 per cent (Southern Rhodesia) to 76 per cent 

TABLE 9 

Twenty-eight developing countries' official borrowing commitments, 1964, 
compared to grant equivalents under tied and untied aid 

Country 

Chile 

Dominican Republic . 

Southern Rhodesia . . . 

Uruguay 

Nominal value 
of loans 

(SUS million) 

. . 18.2 

. . 148.1 

. . 194.1 

. . 13.9 

. . 92.0 

. . 46.0 

. . 39.2 

. . 4.8 

. . 5.6 

. . 546.5 

. . 87.7 

. . 106.4 

. . 25.4 

. . 567.5 

. . 13.9 

. . 251.7 

. . 667.4 

. . 26.4 

. . 16.6 

. . 153.4 

. . 100.7 
, . 3.9 

25.8 
. . 24.5 

0.9 
96.3 

. . 70.8 
7.3 

Grant equivalent 
Untied loans 

SUS million 

4.8 
82.9 

102.7 
3.4 

25.4 
28.9 
15.8 
1.7 
3.6 

347.0 
25.7 
41.1 
14.2 

123.4 
6.9 

106.0 
461.4 

13.1 
9.9 

57.9 
31.7 
1.6 

18.3 
10.1 
0.5 

26.9 
24.7 
2.8 

Percentage 
of nominal 

26.4 
56.0 
52.9 
24.5 
29.6 
62.8 
40.3 
35.4 
64.3 
63.5 
29.3 
38.6 
55.9 
21.7 
49.6 
42.1 
69.1 
49.6 
59.6 
37.7 
31.5 
41.0 
70.9 
41.2 
55.5 
27.9 
34.9 
38.4 

Tied loans 

SUS million 

2.1 
58.6 
71.8 

1.3 
11.3 
21.4 
9.7 
1.0 
2.6 

257.9 
12.4 
24.2 
10.2 
39.1 
4.7 

66.9 
350.8 

8.8 
7.1 

33.9 
16.2 
1.0 

14.0 
6.2 
0.4 

12.1 
13.8 
1.8 

Percentage 
of nominal 

11.5 
39.6 
37.0 
9.4 

12.3 
46.5 
24.7 
20.8 
46.4 
47.2 
14.1 
22.7 
40.1 
6.9 

33.8 
26.6 
52.6 
33.3 
42.8 
22.1 
16.1 
25.6 
54.3 
25.3 
44.4 
12.6 
19.5 
24.7 

Sources: Tables 6 and 8 above. 
NOTE : Computations assume that tied lending imposes a 15 per cent cost on the borrower, and that recipient's return 

on domestic investment is 12 per cent. 
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TABLE 10 

Thirty-three developing countries' official borrowing commitments, 1965, 
compared to grant equivalents under tied and untied aid 

Country 

Argentina 
Chile 
China (Taiwan) . . 
Costa Rica . . . . 
Dominican Republic 
Ecuador 
El Salvador . . . . 
Ethiopia 
Guatemala . . . . 
Guyana 
Honduras 
India 
Jamaica 
Kenya 
Korea, Republic of . 
Madagascar . . . . 
Malaysia 
Morocco 
Nicaragua 
Nigeria 
Pakistan 
Paraguay 
Peru 
Philippines . . . . 
Senegal 
Southern Rhodesia . 
Sudan 
Tanzania 
Thailand 
Trinidad and Tobago 
Uganda 
Uruguay 
Venezuela 

Nominal value 

(SUS million) 

221.4 
179.3 
110.5 
19.3 
22.1 
17.7 
6.3 

24.1 
4.7 
7.8 

18.3 
710.0 
19.6 
57.6 

122.6 
0.4 

73.7 
110.4 
17.0 

117.3 
262.6 

14.1 
136.0 
146.4 
10.8 
7.0 

62.5 
5.0 

35.6 
4.0 

14.1 
24.3 
82.5 

Grant equivalent 
Untied loans 

$US million 

48.1 
96.9 
38.9 
9.6 

11.5 
6.2 
3.9 

10.0 
3.9 
5.3 

12.1 
451.2 

8.0 
27.7 
76.7 
0.2 

28.1 
54.2 
8.9 

73.2 
158.0 

4.6 
45.6 
25.2 
5.7 

28.0 
2.0 

18.4 
1.4 
6.7 
6.9 

24.3 

Percentage 
of nominal 

21.7 
54.0 
35.2 
49.7 
52.0 
35.0 
61.9 
41.5 
83.0 
67.9 
66.1 
63.6 
40.8 
39.4 
62.6 
50.0 
38.1 
49.1 
52.4 
62.4 
60.2 
32.6 
33.5 
17.2 
52.8 
. . . 

44.8 
40.0 
51.7 
35.0 
47.5 
28.3 
29.5 

Tied loans 

SUS million 

14.7 
67.8 
21.8 
6.5 
7.9 
3.5 
2.8 
6.2 
3.1 
4.0 
9.1 

334.7 
5.0 

15.8 
56.4 
0.1 

16.7 
36.2 
6.2 

53.8 
114.7 

2.4 
24.7 
3.5 
3.9 
. • . 

18.0 
1.2 

12.6 
0.8 
4.4 
3.2 

11.7 

Percentage 
of nominal 

66.6 
37.8 
19.7 
33.7 
35.7 
19.8 
44.4 
25.7 
66.0 
51.3 
49.7 
47.1 
25.5 
27.4 
46.0 
25.0 
22.7 
32.8 
36.5 
45.9 
43.7 
17.0 
18.2 
2.4 

36.1 

28.8 
24.0 
35.4 
20.0 
31.2 
13.2 
14.2 

Sources: Tables 6 and 8 above. 
NOTE : For assumptions, see note to table 9 above. 

(Uruguay and Dominican Republic). In 1965, the differ
ence between nominal and effective rates under the same 
assumption varied from 31 per cent (Nigeria) to 90 per 
cent (Philippines). In all years, of course, the effective/ 
nominal interest ratio was lower under the 10 per cent 
tying cost assumption and higher when a 20 per cent cost 
was assumed. 

(e) The margin of effective rates over nominal rates 
depends on four factors : 

(i) The cost of tying to the recipient per dollar bor
rowed ; 

(ii) The length of the amortization period ; 
(iii) The nominal rate of interest ; 
(iv) The length of the grace period. 

The first two factors normally exercise the greatest effect. 
63. A corollary of the fact that effective interest rates 

on tied loans exceed nominal rates is that " effective " 

grant equivalents for tied aid are less than " nominal " 
or untied grant equivalents from the recipient's view
point. Tables 9 and 10 show the differences at the 12 per 
cent discount rate for 1964 and 1965. In the aggregate, 
the results for the recipient countries compare as follows : 

Combined value of borrowings, recipient countries, 
under tied and untied loans, 1964 and 1965 

(SUS million) 

Nominal 
value 

Untied grant 
equivalent 

Tied grant 
equivalent 

1964 . . . 

1965 . . . 

3,355.0 
(100.0) 

2,665.0 
(100.0) 

1,592.3 
(47.5) 

1,302.1 
(48.9) 

1,061.3 
(31.6) 
863.4 
(32.3) 

NOTE : Figures in parentheses show percentage of nominal value. 
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64. In other words, if the thirty-nine countries paid 
an average of 15 per cent above world prices for goods 
purchased through official borrowings in 1964 and 1965, 
the grant equivalent would have been reduced by one 
third. As in the cases of untied borrowing, there is 
substantial variation among countries. In 1964, for exam
ple, grant equivalents were reduced by more than half 
for the Dominican Republic and Uruguay and by only 
about one fifth in the case of Tanzania. The weighted 
average of one third reduction in grant equivalent reflects 
a comparable margin between nominal and effective 
interest rates under tied aid. 

65. These computations of recipients' grant equivalents, 
both tied and untied, should be considered as illustrative 
in nature. The reasons for caution in interpreting the 
results have been stated or implied in the foregoing 
discussion : (a) uncertainty about appropriate domestic 
discount rates ; (b) uncertainties about differences in tied 
aid proportions among countries (in terms both of 
nominal tying imposed and of the degree to which recip
ients are able to avoid costs of tying by manipulating 
their import choices) ; (c) uncertainties about the extent 
to which the weighted average terms reflect various kinds 
of loans (for example, suppose we are considering the 
alternative of IBRD borrowing for a country, and we 
find it would offer no advantage over current terms in 
the grant-equivalent sense ; this may merely mean that 
the recipient was in fact doing most of its borrowing 
from IBRD, so that the grant equivalent of the IBRD 
" alternative " was necessarily zero) ; (d) the degree of 
aid-tying practiced by major donors, notably the United 
States, undoubtedly increased between 1960 and 1965, so 
that the computations in tables 9 and 10 would, in a 
more detailed analysis, show different extents of tying in 
each year. 

66. Finally, it is important to note that no allowance 
has been made for foreign exchange shortages in the 
calculations of recipients' grant equivalents. The inflow 
of resources may be used to increase domestic produc
tion but may not result in increased exports or effective 
import substitution. That is, it may not generate capacity 
to repay in foreign exchange, or, if such capacity is 
generated, trade policies in importing countries or ex
change rate policies in the exporting country may impede 
the realization of increased foreign exchange earnings. In 
practice, it might therefore well be the case that the 
sacrifice of foreign exchange would involve a greater 
opportunity cost than would the sacrifice of domestic 
resources. 

Policy implications 

67. The analysis outlined in this study leads to certain 
implications for aid policy. Firstly, it demonstrates 
clearly that, even within current budgeted levels for offi
cial aid, the benefit to recipients could be substantially 
increased. For example, in 1966 the gross official foreign 
aid commitment of fourteen donor countries was 
$8.7 billion while the real cost of this aid, discounted at 
domestic rates, was $6.1 billion. The benefit of that aid 
to recipients was somewhat higher, at least if we accept 
the proposition that rates of return are higher in recip
ient countries than in donor countries. In any event, 

however, if more of the $8.7 billion had been offered 
in the form of grants, the value to recipients would have 
been substantially greater. 

68. Within the loan category, a shift to longer-term 
loans and lower rates of interest would have a similar 
effect. For example, in 1964, Honduras borrowed at an 
average interest rate of 2.1 per cent and an average term 
of 21.7 years, with a consequent grant equivalent of 
64.3 per cent of nominal value of borrowings. In the 
same year, Costa Rica's average borrowing rate and 
term were 5.6 per cent and 8.6 years, leading to a grant 
equivalent of only 3.4 per cent. This recipients' benefit 
calculation is equivalent, in debt-service terms, to 
demonstrating a far more onerous debt-service burden 
per dollar borrowed for Costa Rica than for Honduras in 
that year. The real cost and benefit analysis leads to the 
same conclusion as recent analysis of debt-service prob
lems. The conclusions of the two types of analysis are 
in accord because debt-service obligations per unit value 
of aid received increased commensurately with the 
decline in grant equivalent per unit value of aid offered. 
Thus, real cost and benefit considerations and debt-ser
vice considerations combine to provide a single argument 
for easing aid terms and conditions. 

69. Naturally, a shift to softer aid terms increases the 
real cost to the donor. Whether this increase is greater 
or smaller than the increase in benefit to the recipient 
depends in pure theory on the rate of return to capital 
in the two countries. If it is higher in the donor country 
its cost increase from softer lending is greater per dollar 
of aid than the increase in the recipients' benefit. If the 
return to capital is higher in the recipient country than 
in the donor country, then the donor's cost increase per 
dollar of aid is less than the recipient's benefit increase.15 

70. However, this theoretical approach to real cost and 
debt service problems neglects a major element. The 
basic test of appropriate grant equivalent ratios or— 
what amounts over time to the same thing—appropriate 
debt service levels, is not the relative return to capital in 
donor and recipient countries, but the general economic 
situation of donor and recipient. As Ohlin has said : 

" It might well be argued that a country that qual
ifies for foreign assistance has no debt servicing 
capacity at all. Debt service competes with essential 
imports for foreign exchange earnings which are 
regarded as insufficient, and with investment needs 
for inadequate [domestic] savings. When debt is ser
viced in such a situation, it is in recognition of the 
fact that fulfilment of obligations is a prerequisite for 
further assistance, but no one expects a country in this 
position to liquidate its external debts. "16 

Looked at in this way, the case for raising the donors' 
grant equivalent per dollar of capital transfer becomes 
overwhelming. This point has been brought home recently 

15 Cf. Wilson Schmidt, " The Economics of Charity : Loans 
versus Grants ", The Journal of Political Economy, vol. LXXII, 
no. 4 (August 1964), pp. 387-395. 

16 Goran Ohlin, Foreign Aid Policies Reconsidered (Paris, 
Development Centre of OECD, 1966) p. 88. 



Terms and conditions of external development finance 131 

by the evident inability of some under-developed coun
tries to repay conveniently their accumulated debts. As 
Ohlin has pointed out, when net lending continues at 
the rate of several billion dollars annually, international 
aid is sure to produce a debt of colossal magnitude, 
which may in itself discourage further lending. 

71. A second set of policy implications arising from 
the analysis of this report is the significance of aid-tying 
for donors and recipients. For donors, as we have seen, 
the principal issues are balance-of-payments effect and 
the creation of long-term markets for output. The real 
cost savings to donors stemming from aid-tying under 
full employment conditions are probably small. 

72. For recipients, on the other hand, the real value 
of aid, particularly in the form of loans, may be substan
tially reduced by requirements for tying. This is the 
more likely to be true as the recipient finds it difficult to 
shift its foreign spending to compensate for the tying 
requirement. Naturally, if the alternative to tied aid is no 
aid, the recipient may still be better off if he accepts the 
high effective interest rates implicit in tied loans. How
ever, it may often be the case that recipients are unaware 
of the increased burden of repayment effectively imposed 
on them by tied lending. One way to make this effect 
explicit would be for UNCTAD or other international 
organizations to publish a handbook which would specify 
the effective repayment schedules imposed by different 
terms and conditions of lending, tied and untied. It is 
clear, for example, from the computations of table 8 
that the effective rate of interest on tied lending is signi
ficantly higher than the apparent rate. The differences 
between the two rates are in some instances perhaps so 
large that, if made explicit, borrowers might prefer to 
switch their capital sources to untied lending, even at 
high nominal rates of interest. 

73. A third set of policy implications relates to bur
den-sharing questions. The foregoing analysis leads to the 
conclusion that some form of grant element approach 
is more appropriate than the unweighted summing of 
grants and loans, as a method for comparing the aid 
efforts of donor nations. This type of analysis also clari
fied the role of private investment in burden-sharing 
computations. As a general rule, private investment, 
except to the extent that it includes a subsidy from the 
donor Government, should not be included as a real cost 
to donors. Therefore, it cannot be weighed in the same 
scales as official aid for burden-sharing purposes. 

74. Fourthly, there are clearly a number of policy 
aspects, both for burden-sharing considerations and for 
considerations of total capital flows, that cannot be effec
tively measured by the methods used in this report. The 
grant equivalent of resource flows is of little value for 
considering balance-of-payments problems which often 
affect donors' and recipients' policies towards both official 
and private capital flows. Nor does it enable policy
makers to distinguish among the genuinely qualitative 
effects of aid, including such complex economic problems 
as the relative productivity of various forms of aid and of 
aid from various donors, as well as the relative ability of 
recipients to make use of the various forms of resource 
flows. 

75. Within the sphere of its usefulness, the grant-
equivalent approach is still far from an accurate tool, 
particularly for assessing recipients' benefits, for reasons 
that have been discussed above. Any effort to improve 
its precision should include from the donors' side : 
improved estimates of domestic interest rates ; estimates, 
for each donor's tied aid, of the difference between aid 
prices and export prices ; and data on terms and condi
tions of the flow of lending, in addition to those now 
available on the terms and conditions of loan commit
ments. For recipients, the list includes domestic rates of 
return, margins between prices paid for tied aid and 
world market prices and rates of return on foreign 
private investment. 

76. Fifthly, the data presented above on donors' cost 
confirms the results of earlier studies.17 The real cost of 
resource flows to donors is less than the official data 
on resource flows implies. The tendency of donors to 
offer more favourable loan terms and conditions during 
the period reviewed above has led, in combination with 
rising domestic interest rates, to some increase in the 
ratio of grant equivalents to nominal aid commitments. 
In terms of official lending alone, this tendency was 
particularly marked from 1961 to 1964, with some 
decline in grant-equivalent ratios occurring in 1965. Tables 
2 and 3 demonstrate this trend. This increase in grant-
equivalent ratios was offset by two factors during the 
period : increased aid-tying and an increase in the ratio 
of loans to grants from 1961 to 1964 inclusive. 

77. Sixthly, on the recipients' side, the data presented 
in tables 6 to 10 bring out several points for the thirty-
nine countries analysed : 

(a) There was a marked general increase in the grant 
equivalent of official borrowing between 1960 and 1965 ; 

(b) Differences in grant equivalent among countries 
bear some relation to estimates of current and prospec
tive ability to repay foreign debt. Thus, the 1965 grant-
equivalent ratios for Pakistan and India are high, while 
Mexican and Venezuelan borrowings show a low grant 
equivalent. However, in a number of cases, there seems 
to be little association between repayment prospects and 
terms. These cases presumably reflect the fact that terms 
of official borrowings from private sources are likely to 
be inversely related to repayment prospects. Countries 
with stringent limitations on foreign-exchange resources 
often have to borrow under more onerous terms on that 
account. 

(c) The stated terms and conditions of loans are not 
necessarily a good guide to recipients' benefits. The costs 
imposed by aid-tying affect the real resource cost to a 
major extent. Depending on the terms and conditions 
of loans, a recipient Government may be better off if it 
negotiates an untied IBRD loan at 6 per cent interest 
than a 3.6 per cent loan (the average DAC bilateral 
lending rate in 1965), where procurement is tied to 
purchases of goods that are priced significantly above 
world market levels. 

" John A. Pincus, op. cit., Goran Ohlin, op. cit., I.M.D. Little 
and J. Clifford, International Aid (London, George Allen and 
Unwin Ltd., 1965). 
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ANNEX 

This annex sets forth the methods and sources used to 
compute aid costs and benefits. Present value of loan commit
ment was computed on the basis of weighted average loan terms 
and conditions. Tables A-l to A-5 show nominal value of aid 
commitments, compared to real cost of commitments for each 
of fourteen DAC countries for the years 1962-1966. 

Value 
Year commitment 

at market prices 

1962 1,271.0 
1963 470.3 
1964 923.5 
1965 317.8 
1966 1,033.7 

Value 
of retained 
proceeds 

184.3 
122.7 
190.3 
64.8 

206.7 

Net 
commitment 

1,086.7 
347.6 
733.2 
253.0 
827.0 

Commitment 
as reported 

to DAC 

1,209.0 
827.0 

1,416.0 
308.0 
824.9 

I. SOURCES 

A. Donor's commitments 

1. Commitments in cash 

(a) 1962 —• loan and grant commitments from OECD, 1965 
Review, op. cit., weighted average interest rates and maturities 
on loans : ibid., weighted average grace periods on loans, 
sources cited in J. Pincus, op. cit. chap. 5 ; 

(b) 1963 and 1964 — loan and grant commitments from 
OECD, 1965 Review, op. cit., weighted average interest rates, 
maturities and grace periods, from OECD, 1966 Review, 
op. cit. ; 

(c) 1965 —• loan and grant commitments and weighted 
average interest rates, maturities and grace periods, from 
OECD, op. cit., and national sources ; 

(d) 1966 — loan and grant commitments and weighted 
average interest rates, maturities and grace periods, from OECD, 
Development Assistance Efforts and Policies, 1967 Review 
(Paris, 1967). 

2. Commitments in kind 

(a) This consists of contributions of farm products under 
United States Public Law 480, titles I, II, III, and IV. Title IV 
loans are dollar-repayable and were included in the weighted 
averages for each year in the same manner as other loans. 

(b) Grants under titles II and III are valued by the United 
States Government at Commodity Credit Corporation (CCC) 
costs, including storage and interest charges. The grant 
equivalent computations value them at world market prices, 
as follows, in millions of dollars : 

Title II Title III 
Year 

CCC cost Market value CCC cost Market value 

1962 239.3 108.0 251.0 181.7 
1963 194.5 82.1 292.2 179.5 
1964 146.6 74.5 264.6 221.8 
1965 203.5 117.5 174.1 160.1 
1966 168.1 104.3 155.0 133.0 

These data are taken from Food for Peace, Annual Report on 
Activities Carried out under Public Law 480, 83rd Congress, as 
Amended, (Washington, D. C , United States Government Print
ing Office), an annual report to Congress. The published figures 
for title III in the 1964 annual report are in error. The figures 
shown above are corrected figures supplied by the United 
States Department of Agriculture, Foreign Agriculture Service. 

(c) Title I is valued at world market prices, as reported in 
Food for Peace, op. cit., less the value of sales proceeds to be 
retained for United States official uses. These commitments 
and retained sales proceeds were, in millions of dollars : 

This method is different from the one used by the United States 
Government in reporting to DAC (in the last column above), 
and thereby produces higher figures for 1962 and 1966 than 
does the United States submission to DAC, and lower figures 
for subsequent years. 

B. Donors' domestic discount rates 

These are taken from IMF, International Financial Statistics, 
long-term bond rate plus 1 per cent or, in some cases, reported 
figures for mortgage rates. IBRD borrowing rate averages 
supplied by IBRD. 

C. Recipients' borrowing commitments 

Figures for 1960, 1964 and 1965 (including terms and conditions) 
from IBRD/IDA, Annual Report 1965-1966 and Annual Report 
1966-1967, op. cit. 

D. Recipients' discount rates 

For the thirty-nine country sample (text tables 6 and 8) these are 
based on IBRD lending rates and hypothetical rates for suppliers' 
credits and domestic return to capital. Discount rates for the 
fourteen-country sample (table 7) taken from IBRD, " Prices and 
yields of selected external government bonds in various markets ", 
op. cit. 

II. METHODS 

The donor's grant equivalent was computed by two different 
methods. The first, on which tables A-l to A-5 inclusive are based, 
computed grant equivalents [L — (Pi+P)] as follows: 

^ P ^ J ^ i L e ^ d t ^ i L d - e - 4 0 ) 

(b) Pa=J 

(c) = 

G 
l 

[ 
i . -qG 

T-G + iL(l t-G -qt 
e dt 

Le "*"+(l— )L 
q q 

T-G 
e-qG _ e-qT 

q(T-G) 

where: 

L = Face value of loan 
Pi = Present value of interest payments during grace period 
P2 = Present value of interest and amortization payments after 

grace period 
P (= Pi + Pa) = Present value of loan repayments 
S = L — P = Grant equivalent of loan 
i = Rate of interest 
q = Rate of discount 
T = Maturity 
G = Grace period 

Using this approach, as set forth by Ohlina, implies that the 
principal is repaid in equal instalments. However, repayment of 

a Goran Ohlin, op. cit. pp. 101-103. 
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loans is often made on the basis of equal periodic payments of 
interest and principal (on the annuity principle). Therefore, the same 
OECD data were also used to compute Pj and P2 according to 
annuity formulae: 

(*) P. - / ? 
(e) P2 = J" 

= L 

iLe- q tdt = i L ( l - e - q G ) о q 
Li e-qtdt Gl-e-i(T-G) 

i re-qG-e-qTl 
q[l_e-i(T-G)J 

Using (d) and (e), grant equivalents (S) were generally higher 
than when computed under formulae (a) and (c). This results from 
the fact that periodic payments decline over the life of the loan in 
formula (c), while they remain constant in formula (e). Since 
near-term repayments have a higher present value to the lender than 
deferred repayments, the grant equivalent (L-P) will be higher when 
repayments are made in equal instalments of interest and principal. 
Table A-6 gives donor's grant-equivalent ratios of official lending 
commitments for the period 1962-1965, when the annuity method is 
used. When table A-6 is compared with table 1 in the text, it is clear 
that grant equivalents are uniformly somewhat higher, but the 

differences are small, amounting to less than 1 per cent of the face 
value of loans. 

The recipient's grant equivalent shown in text tables 6 and 7 
was also computed according to formulae (a) and (c), at the various 
rates of discount. 

For computing the tied-aid grant equivalents of tables 9 and 10, 
it was necessary to compute the effective interest rates, i'. In principle, 
the problem is one of solving the equation : 

(f) g L ^ A . e -i't dt 
o" t 

Where At = Li, during the grace period; t = o, G 
Li 

and At = i _p-irr-G) during the amortization period t G t o T 

and g is a coefficient of less than unity, indicating the ratio of world 
prices to tied aid prices. After solving for i', formulae (a) and (c) 
and formulae (d) and (e) are recomputed, substituting i' for i in the 
formulae to find P'i+P'2(=P), the "effective" present value of 
tied borrowings. 

Formula (f) is based on the annuity principle, and i' was solved 
using Newton's iterative methods. 

TABLE A-l 

DAC members' official aid commitments compared to real cost of commitments, 1962 
(SUS million) 

Country a 

Officiai bilateral 
commitment 

Grants 
to multilateral 

agencies Grants Loans 
Total 

Real cost discounted at: 

IBRD Private 
Domestic borrowing investment 

rateb rate rate 
(4.1%) (10.0%) 

Australia 5.7 68.1 — 73.8 
Austria 1.7 0.6 5.8 8.1 

Belgium 15.2 65.6 — 80.8 
Canada 12.5 47.3 14.0 73.8 

Denmark 6.8 0.8 — 7.6 

France 115.2 756.7 142.8 1,014.7 

Germany (Federal Republic) . . . . 105.4 155.3 315.0 575.4 

Italy 19.6 18.8 112.4 150.8 

Japan 8.7 103.9 17.5 130.1 

Netherlands 44.1 11.4 10.1 65.6 

Norway 6.1 4.4 — 10.5 

Portugal — 3.1 39.4 42.5 

United Kingdom 40.6 221.2 356.5 618.3 

United States 273.0 1,879.0» 1,701.0 3,853.0 e 

73.8 
2.3 
(7-0%) 
80.8 
59.9 
(6.1%) 
7.6 

891.2 
(6.0%) 

319.3 
(6.9%) 
39.1 
(6-3%) 

113.8 
(7.6%) 
56.7 
(5.2%) 
10.5 
6.4 
(5.0%) 

298.5 
(7.0%) 

2,422.3 ° 
{5.0%) 

73.8 
2.0 

80.8 
58.1 

7.6 
873.0 

256.1 

31.3 

111.0 

55.6 

10.5 
3.4 

198.7 

2,275.0c 

73.8 
2.8 

80.8 
62.6 

7.6 
920.1 

372.2 

50.7 

115.4 

59.8 

10.5 
18.3 

369.1 

2,946.8 ° 

Total 654.6 3,336.2» 2,714.5 6,705.3° 4,382.2° 4,036.9° 5,090.5° 

Sources: Official commitments and loan terms and conditions from OECD, $201.6 million to allow for overstatement of Public Law 480, title II and title III 
The Flow of Financial resources to less-developed Countries, 1961-1965, op. cit., donations. 
1965 Review, op. cit., 1967 Review, op. cit., Methods of real cost computation ь E a c ] j country's domestic rate shown in parentheses, 
described m this annex. c p l u s i m 6 J „ ц щ ^ n e t t o t a l P u b U o j ^ , 4 8 0 > t i t l e T> United States, as 

a Australia, Belgium, France and Portugal on gross disbursements basis. Multi- further explained in this annex, 
lateral grants on disbursement basis. United States real cost results reduced by 
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TABLE A-2 

DAC members' official aid commitments compared to real cost of commitments, 1963 
(SUS million) 

Official bilateral Real cost discounted at: 
commitment 

Grants 
Country* to multilateral Total , IBRD. Private 

agencies Gmnts Loam Domestic borromng investment 

(4.1%) (10.0%) 

Australia 17.5 78.4 — 95.9 95.9 95.9 95.9 

Austria 1.6 — 0.9 2.5 1.8 1.7 2.0 

(7.0%) 

Belgium 16.5 75.8 — 92.3 92.3 92.3 92.3 

Canada 18.1 43.6 81.6 143.3 62.3 49.8 80.4 

(6.1%) 

Denmark 5.3 6.8 — 12.1 12.1 12.1 12.1 

France 30.3 678.5 173.9 882.7 728.8 706.4 763.5 
(6.0%) 

Germany (Federal Republic) . . . . 23.3 160.5 523.2 707.0 281.1 172.2 383.6 
(6.6%) 

Italy 2.8 14.0 140.3 157.1 18.6 3.5 37.8 
(6.4%) 

Japan 9.4 80.1 135.0 224.5 99.1 69.7 124.5 
(6.8%) 

Netherlands 39.3 8.5 21.3 69.1 48.6 46.1 55.4 

(5.2%) 

Norway 7.5 3.2 — 10.7 10.7 10.7 10.7 

Portugal 0.1 8.8 44.7 53.6 16.2 11.8 28.7 
(5.2%) 

United Kingdom 38.8 234.6 240.7 514.1 308.8 255.0 358.4 
(6.6%) 

United States 112.0 1,535.0e 1,515.6 3,162.6° 1,989.0° 1,828.4° 2,429.5° 
(5.0%) 

Total 322.5 2,927.8° 2,877.2 6,127.5° 3,765.3° 3,355.6° 4,472.8° 

Sources: See table A-l. b Each country's domestic rate shown in parentheses. 
a Australia, Belgium and France on gross disbursements basis. United States «Plus S347 6 million net total Public Law 480, title I, United States, as further 

real cost results reduced by $225.1 million to allow for overstatement of Public Law explained in this annex. 
480, title II and title III donations. 
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TABLE A-3 

DAC members' official aid commitments compared to real cost of commitments, 1964 
( SUS million) 

Official bilateral Real cost discounted at: 
commitment 

Grants 
Country" to multilateral Total „ . , IBRD. Private 

agencies Grant, T n a „ , Domestic borrowing investment 
" urants L.oans rate ь rate rate 

(4.2V.) (10.0%) 

Australia 11.0 93.0 — 104.0 104.0 104.0 104.0 
Austria 2.4 1.8 16.1 20.3 5.4 3.5 7.2 

(7.0%) 
Belgium 2.0 76.8 2.4 81.2 79.5 79.1 79.9 

(6.6%) 
Canada 18.5 68.5 84.2 171.2 98.8 82.5 120.0 

(6.2%) 
Denmark 9.0 2.8 3.5 15.3 12.7 11.9 13.2 

(7.2%) 
France 16.8 864.2 279.8 1,160.8 937.0 902.2 891.6 

(6.1%) 
Germany (Federal Republic) . . . . 84.3 188.9 279.2 552.4 331.0 278.2 382.1 

(6.7%) 
Italy 80.9 23.6 131.5 236.0 121.6 103.9 134.7 

(7.3%) 
Japan 17.0 76.0 90.0 183.0 104.2 81.2 116.5 

(7.6%) 
Netherlands 36.6 25.2 20.4 82.2 65.5 62.4 70.5 

(5.9%) 
Norway 7.6 1.5 0.5 9.6 9.1 9.1 9.3 

(5.6%) 
Portugal 0.2 7.5 35.5 43.2 9.7 8.0 19.2 

(4.9%) 
United Kingdom 51.0 384.7 365.8 801.4 538.5 450.5 601.9 

(7.0%) 
United States 253.0 1,594.0° 2,373.0 4,220.0° 2,490.8° 2,273.6° 3,226.7° 

(5.2%) 

Total 590.3 3,408.5° 3,681.9 7,680.6° 4,907.8° 4,450.1° 5,886.8° 

Sources: see table A-l. ъ Each country's domestic rate shown in parentheses. 
» Australia and Belgium (grants only) on gross disbursements basis. United °?^S}P3£ m i l I i o n n e t t o t a 1 , t i t I e *• P u b H c L a w 4 8 0 , U n i t e d S t a t e s "" f u r t h e r 

States real cost results reduced by $114.0 million to allow for overstatement of explained m this annex. 
Public Law 480, titles II and III donations. 
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TABLE A-4 

DAC members' official aid commitments compared to real cost of commitments, 1965 
(SUS million) 

Official bilateral Real cost discounted at: 
commitment . 

Grants ттъпт. « . 
Country* to multilateral Total „ . t IBRD Private 

agencies GrmU Loan, Domestic borrowing investment 
urams iMans rateb rate rate 

(4.6%) (10.0%) 

Australia 19.8 130.0 — 149.8 149.8 149.8 149.8 
Austria 3.2 2.6 36.1 41.9 6.5 4.6 11.3 

(6.0%) 
Belgium 8.8 101.5 2.1 112.4 110.8 110.6 111.2 

(6.6%) 
Canada 25.3 104.7 110.4 240.4 163.3 146.4 189.3 

(6.2%) 
Denmark 11.4 2.8 6.0 20.2 15.2 13.9 15.7 

(8.4%) 
France 27.4 820.1 213.9 1,061.4 882.0 861.0 927.8 

(6.0%) 
Germany (Federal Republic) . . . . 100.4 190.0 391.5 681.9 390.5 302.9 429.9 

(8.0%) 
Italy 44.7 23.7 257.8 326.2 87.3 70.9 110.4 

(6.7%) 
Japan 48.9 69.3 199.3 317.5 140.7 120.5 171.4 

(6.5%) 
Netherlands 30.9 47.6 32.3 110.8 86.3 82.0 93.4 

(6.2%) 
Norway 9.5 4.0 0.6 14.1 13.6 13.6 13.8 

(5.7%) 
Portugal 2.2 7.3 23.6 33.1 11.9 11.2 19.4 

(4.9%) 
United Kingdom 52.4 218.2 219.2 489.8 344.2 298.4 374.4 

(7.4%) 
United States 471.2 1,690.7 е 1,534.2 3,696.1 2,699.5 е 2,596.3° 3,168.2 е 

(5.3%) 

Total 856.1 3,412.5 е 3,027.0 7,298.1 5,101.6 е 4,782.1е 5,786.0 е 

Sources: see table A-l. ь Each country's domestic discount rate shown in parentheses. 
» Australia on gross disbursements basis; Belgium bilateral grants on gross °PÎUS j 5 ? 5 3 ; 0 . m i l H o n n e t t o t a l > P u b l i c L a w 4 8 ° - t i t I e *• U n i t e d S t a t e s > a s f u r t h e r 

disbursement basis ; United States real cost results reduced by $ 100 million to allow explained in this annex. 
for overstatement of Public Law 480, titles II and III donations. 
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TABLE A-5 

DAC members' official aid commitments compared to real cost of commitments, 1966 
($US million) 

Official bilateral Real cost discounted at: 
commitment 

Grants тгюгч n • 
Country» to multilateral Total „ . , IBRD. Private 

agencies Grmts Loans
 D°™eT b ™ g ! " V ~ 

(5.6%) (10.0%) 

Australia 18.0 136.2 — 154.2 154.2 154.2 154.2 
Austria 4.9 3.8 76.9 85.7 9.5 9.7 19.4 

(5.5%) 
Belgium 16.0 76.6 5.6 98.2 94.1 93.8 95.0 

(6.8%) 
Canada 30.6 161.0 57.3 248.9 217.7 212.9 227.6 

(6.7%) 
Denmark 18.7 3.8 13.5 36.0 30.8 28.7 31.3 

(8.9%) 
France 40.9 793.0 175.5 1,009.4 865.9 857.6 896.6 

(6.4%) 
Germany (Federal Republic) . . . . 131.7 124.2 354.6 610.5 386.1 330.6 424.8 

(7.9%) 
Italy 44.1 22.9 432.2 499.2 116.5 98.2 160.1 

(6.8%) 
Japan 38.5 107.1 205.5 351.1 170.9 151.6 205.0 

(7.0%) 
Netherlands" 30.9 47.6 32.3 110.8 88.5 84.8 93.4 

(7.2%) 
Norway 9.9 5.9 — 15.8 15.8 15.8 15.8 
Portugal" 2.2 7.3 23.6 33.1 11.9 13.2 19.4 

(4.9%) 
United Kingdom 55.1 195.9 254.6 505.6 398.0 365.8 421.6 

(7.8%) 
United States 494.5 l,712.9d 1,922.3 4,129.7° 2,681.5" 2,675.0" 3,182.5" 

(5.7%) 

Total 936.0 3,398.2 d 3,553.9 7,888.2 <= 5,241.4" 5,091.9" 5,946.7" 

Sources: see table A-l . "Each country's domestic discount rate shown in parentheses. 
a Australian and Belgian bilateral grants on gross disbursements basis. Portugal ° Estimated, 

and Netherlands, estimated. United States real cost results reduced by $100 million a Plus $827.0 million net total Public Law 480, title I, United States, as further 
to allow for overstatement of Public Law 480, title II and title III donations. explained in annex. 
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TABLE A-6 

Grant elements in DAC donors' official lending commitments 1962-1965, 
discounted by annuity method (Loans discounted at donors' domestic interest rate) 

Country 
Grant element as percentage of official loan commitment 

1962 1963 

Australia 
Austria 
Belgium 
Canada 
Denmark 
France 
Germany (Federal Republic) 
Italy 
Japan 
Netherlands 
Norway 
Portugal 
United Kingdom 
United States 

a 
a 

0.6 
a 

14.4 
18.2 
0.6 
5.1 

12.7 
a 

8.8 
11.2 
28.9 

23.0 
19.5 
0.7 
a 

12.2 
18.8 
1.3 
6.8 
4.0 

45.4 
17.1 
15.6 
37.8 

7.9 
15.0 
15.1 
26.5 
20.9 
22.3 
12.0 
9.6 

19.2 
a 

9.3 
28.9 
34.2 

5.7 
5.6 

26.4 
20.0 
16.8 
26.4 
9.7 

12.4 
25.6 
22.8 
10.7 
35.2 
22.8 

Source: see text of annex. 
a No loan commitments. 

I I I . A REVIEW OF THE GRANT-EQUIVALENT METHOD 

The grant-equivalent method used in this report is based on 
official commitments. If appropriate data were available, a more 
accurate method would be to compute grant equivalents on 
the basis of actual cash outflows, loan by loan, and actual 
repayment schedules, loan by loan, including allowance for 
refinancing when appropriate. Computations based on cash 
flows might produce different results from those based on 
commitments and weighted averages of loan terms on a 
hypothetical repayment schedule. An earlier study, on a 
commitment basis, but including computation of grant equi
valents on a loan by loan basis, using contractual repayment 
schedules, emerged with slight differences from the results of 
this study for the year 1962. b 

The calculation of grant equivalents on the cash-flow basis 
awaits an improved system of data collection for official 
capital transfers, such as that initiated by IBRD in 1967. 

The method used in the present study has been adopted in 
other analyses, с Other writers have commented on the method, 

b See J. Pincus, op. cit., chap. 5. 
о Ohlin, op. cit. ; I. M. D. Little and J. M. Clifford, op. cit. ; 

OECD, The Flow of Financial Resources to Less-Developed 
Countries, 1961-1965, op. cit. ; IBRD, " Grant element Calcula
tions, " unpublished memorandum, 1967 ; H. G. Johnson, Eco
nomic Policies Toward Less-Developed Countries (Washington, 
D.C., Brookings Institution, 1967). 

d United Nations, Department of Economic and Social Affairs, 
Measurement of the Flow of Resources to Developing Countries : 
a report on methodological problems by a group of experts 
appointed by the Secretary-General (United Nations publication, 
Sales No. : 67.II.D.17) ; Jacob Kaplan, The Challenge of Foreign 
Aid (New York, Praeger, 1967). 

e Richard Cooper, A Note on Foreign Assistance and the 
Capital Requirements for Development (Santa Monica, The Rand 
Corporation, RM-4291-PR, February 1965); and Wilson 
Schmidt, op. cit. 

without applying it. d Another line of inquiry has investigated 
the logical implication of maximizing behaviour for capital 
transfers.e 

The other computational efforts have emerged with results 
similar to the analysis of this report. Ohlin (pp. cit. p. 73) shows 
somewhat lower grant-equivalent ratios than this report. This 
reflects the fact that he did not take account of grace periods 
in his computations and used a uniform discount rate of 
6 per cent. His estimate for real cost of aid commitments for 
1963 is also less than that estimated in this report ($4.2 billion 
as compared to $3.7 billion above), presumably attributable to 
same differences in the method of calculation and also to : 
(a) the use of net flows rather than commitments ; (b) the effects 
of subsequent revisions in DAC data for 1963 ; and (c) the 
differences in valuation methods for Public Law 480. 

Little and Clifford have also estimated the real cost of aid 
in 1963. Their estimates were developed, like Ohlin's, by 
applying a single interest rate to all countries. Their estimate 
(when Public Law 480 is valued at reported values) is higher 
than Ohlin's at the 6 per cent discount rate and higher than 
this report at the domestic discount rate because they have 
based their calculations on gross aid flows, a different value 
from Ohlin's net flows or this report's commitments basis ; and 
also because neither of their alternative methods of valuing 
Public Law 480 corresponds to that used by Ohlin. Further
more, they have included grace period calculations of one 
year and five years in their estimates, instead of actual weighted 
averages, as above, or no grace period, as in Ohlin's estimate. 

The OECD report, The flow of financial resources to Less-
Developed Countries 1961-1965 includes grant-equivalent cal
culations for the years 1964 and 1965. Its estimates, like those 
in this report, are based on aid commitments, using a domestic 
discount rate which is about 1 per cent less than the discount 
rates used in this report. Its method of discounting uses Ohlin's 
continuous formula, as in this report, but modifies it for short-
period loans and for loans with abnormal repayment schedules. 

A comparison of the five estimates gives the following results 
for the grant-equivalent of loans : 
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Grant equivalent of DAC bilateral official loans, discounted at domestic interest rate 

(SUS million —percentage of nominal in parentheses) 

1964 1965 
Method 

Ohlina . . 
(1966) . . 

Little and 
Clifford6. 
(1965) . . 

OECD " . . 
(1967) . . 

Pincusd . . 
(1967) . . 

Pincus e . . 
(1963) . . 

Nominal 

1,890 

2,715 

2,960 

Grant 
equivalent 

358 
(19%) 

590 
(21.7%) 

516 
(17.4%) 

Nominal 

2,230 

2,082 

2,877 

Grant 
equivalent 

430 
(19%) 

(i) 537 
(25.7%) 
(ii) 598 
(28.7%) 

726 
(25.2%) 

Nominal 

3,267 

3,682 

Grant 
equivalent 

784 
(21.6%) 

1,050 
(28.5%) 

Nominal 

3,035 

3,027 

Grant 
equivalent 

448 
(14.8%) 

624 
(20.6%) 

a Ohlin, op. cit. p. 73. Nominal aid based on net flows ; formulae (a) and (bj of this annex used for discount; no grace 
period; average interest and maturities for all countries combined; 6 per cent discount rate. Data source unspecified 
(possibly OECD, Development Assistance Efforts and Policies, 1964 Review, Paris 1964). 

ь Little and Clifford, op. cit. p. 75. Nominal aid based on gross flows; formulae (d) and (e) of this annex used for 
discount; estimate (i) one-year grace period, estimate (ii), five-year grace period; average interest rate and maturity for 
each country; 6 per cent discount. Data source, OECD, 1964 Review, op. cit. 

c OECD, Flow of Financial Resources to Developing Countries 1961-1965, op. cit. p. 142. Nominal aid based on commit
ments; formulae (a) and (b) used for discounting most loans, actual repayment schedule for others; loans discounted 
loan by loan with actual grace period, maturities and interest rates; discounted at government bond rate. Data source un
specified (presumably DAC records). 

d Nominal aid based on commitments ; formulae (a) and (b) used for discounting (also annuity formulae, not shown 
above, in table A-6); average interest, maturities and grace period for each country; discounted at mortgage rate or govern
ment bond rate plus 1 per cent. Data source, see annex text. 

e Pincus, op. cit. pp. 135, 140. Nominal aid based on commitments; formulae (d) and (e) used for discounting most 
loans, actual repayment schedule for others, loans discounted loan by loan with actual grace periods, maturities and interest 
rates ; discounted at mortgage rate or government bond rate, plus 1 per cent. Data supplied by OECD. 

None of these methods can be termed right or wrong, 
although the closer the analysis approaches a loan by loan 
discounting based on actual loan terms, actual repayment 
schedules and actual domestic opportunity costs, the closer it 
meets the tests of relevance to current cost of aid. OECD and 
Pincus have sought consistency by relating commitments to loan 
terms and conditions which, for the years in question, are 
generally available only on a commitments basis. Ohlin and 
Little and Clifford have sought relevance by relating their 
computations to the flow of resources. Each pays a price in 
accuracy, the former because of the divergence between commit
ments and actual aid flows ; the latter because of the notional 
quality of their estimates of terms and conditions, as well as 
the inaccuracies introduced by use of a uniform discount rate. 

The OECD study includes an estimate f of the " grant-
element " of multilateral aid in 1965 discounted at 10 per cent, 
showing grant equivalents of 32 per cent (IBRD), 84 per cent 
(IDA) and 44 per cent Inter-American Development Bank 
(IDB) for the three major lenders. The OECD study finds that 
on the average DAC bilateral aid has a larger grant element 
than multilateral aid because most multilateral aid is in the 
form of loans. However, the grant-element ratio of multilateral 
loans in 1965 was the same as that of bilateral loans, when 
both were discounted at the 10 per cent rate. 

When we turn from computation to discussion, a number of 
common elements run through the various studies. They all 
agree that no single measure can encompass all the dimensions 

of resource transfer. The grant-equivalent approach as now 
formulated cannot encompass balance-of-payments problems, 
budget constraints, and the unquantified effects of private 
investment, or other effects described above as " genuinely 
qualitative ". Nor does it take account of donor's benefits 
from aid.9 

Some observers have questioned the validity of including 
reparations payments, h and have suggested that aid to former 
colonies falls in somewhat the same category as reparations.] 
A number of writers, such as Kaplan, have questioned the 
validity of comparing aid flows to GNP, particularly for inter
national burden-sharing comparisons. These criticisms are not 
applied to grant-equivalent estimates, per se, but to the present 
methods of calculating aid and of making burden-sharing 
calculations. 

While it is generally agreed that grant equivalents cannot 
measure all aspects of aid flows, the literature shows some 
confusion as to the extent of its applicability. Thus, the OECD 
report describes as a " major conceptual difficulty " such 
questions as whether the appropriate discount rate is the lender's 
or the borrower's, or whether the discount rate should be uni
form for all countries, j As this report shows, these are not 

i See OECD, The Flow of Financial Resources to Less-Devel
oped Countries, 1961-1965, op. cit., pp. 145-146. 

g See Ohlin, op. cit., p. 74 ; United Nations, Department of 
Economic and Social Affairs, op. cit., pp. 44-45 and 126-127. 

h See J. Pincus, op. cit., p. 115, and J. Kaplan, op. cit., p. 330. 
i See J. Kaplan, op. cit., p. 330. 
j See OECD, The Flow of Financial Resources to Less-

Developed Countries, 1961-1965, op. cit., pp. 192-195. 
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conceptual difficulties but depend on the purposes of the 
particular enquiry. 

The United Nations experts' report expresses reservations on 
grant-equivalent calculations, because of the difficulty of 
selecting discount rates that measure the marginal efficiency of 
investment. This reservation is particularly well taken for 
recipient countries in view of their disorganized capital markets 
and the presumed importance of external effects in determining 
the social marginal efficiency of capital. For developed coun
tries, the problem is more manageable because of the superior 
organization of capital markets. Estimates of the social rate of 
return to capital in the United States in recent years have been 
close to the mortgage rate, к Evidently, much more work would 
be required in order to provide refined estimates. The reser
vations of the United Nations group, in this regard, should 
be taken to apply primarily to the present state of knowledge 
rather than to the method itself. As an interim device, the 
long-term bond rate offers an adequate discounting criterion. 
The United Nations group has correctly pointed out that there 

к See Otto Eckstein, " A Survey of The Theory of Public 
Expenditures," in National Bureau of Economic Research, Public 
Finances : Needs, Sources and Utilization (Princeton University 
Press, 1961), pp. 439-504. 

is typically a spread of bond rates, but this difficulty is easily 
disposed of by such devices as weighted averaging of rates. 

Little and Clifford have pointed outl that the method fails to 
provide a single definition of aid volume on the donors' side, 
citing specifically discount rate problems and tying. Both of 
these elements, however, are amenable to analysis as indicated 
above. Little and Clifford are on far stronger ground in 
pointing out the deficiencies of grant-equivalent analysis for 
measuring recipient's benefit. The full effects of tying are 
particularly difficult to estimate. 

In summary, there has been general recognition that grant 
equivalents cannot subsume all aspects of aid in a single measure 
for each donor and a single measure for each recipient. But 
there has also been some confusion between conceptual pro
blems, on the one hand, which can be solved, if at all, only at 
a rather high level of abstraction ; and data problems, on the 
other hand, which require primarily further analysis and refine
ment of the data but have no inherent barriers. Naturally, 
perfectly precise measurement, even of those elements that are 
in principle measurable, will continue to elude us. But one aim 
of science is to improve the accuracy of measurement, even if 
ultimate precision seems remote. 

1 Op. cit., p. 72. 



DOCUMENT TD/7/SUPP.11 

The Horowitz proposal 
Study by the UNCTAD secretariat 

[Original text : English] 
[6 December 1967] 

Chapter I 

Introduction 

1. The Committee on Invisibles and Financing related 
to Trade at its second session requested the Secretary-
General of UNCTAD " to review the significance, if any, 
for the Horowitz proposal1 of the general prospects of 
capital markets in the longer-term future, seeking such 
expert assistance as he might consider appropriate".2 

In response to this request the present study has been 
prepared by the UNCTAD secretariat in consultation 
with financial experts. 

2. The proposal rests on the generally accepted 
premise that the flow of aid to developing countries 
needs to be greatly increased and that the terms of 
assistance have to be softened considerably so as to 
permit an adequate net transfer of resources to devel
oping countries and also to prevent explosive debt 
situations from emerging. It further assumes that because 
of budgetary constraints, there are limits to the growth 
of official aid flows but that the requisite resources for 
aid can be found in the capital markets of developed 
countries. Since funds on the capital markets can only 
be raised on commercial terms, there is need for sub
sidies to make these funds available on soft terms to 
developing countries. Thus the proposal envisages an 
international institution raising funds on national capital 
markets of developed countries on normal commercial 
terms and relending these funds through the Inter
national Development Association (IDA) to developing 
countries at low rates of interest for a suggested period 
of thirty years.3 The difference between the cost of 

1 The Horowitz proposal for financing economic development 
was first submitted to the United Nations Conference on Trade 
and Development at its first session in 1964 by Israel (see 
Conference document E/CONF.46/C.3/2 and E/CONF.46/C.3/ 
L.5/Rev.l). The Conference expressed strong interest in the 
proposal and recommended that a further study be made by the 
International Bank for Reconstruction and Development (IBRD). 
(See Proceedings of the United Nations Conference on Trade 
and Development, vol. I, Final Act and Report (United Nations 
publication, Sales No.: 64.II.B.11), p. 48, annex A.IV.ll.) 

2 See Official Records of the Trade and Development Board, 
Fifth Session, Supplement No. 3 (TD/B/118/Rev.l), para. 89. 

3 The international institution concerned could be IBRD or 
IDA itself. The funds raised would be additional to those 
required by IBRD for its normal transactions and the resulting 
obligations would be backed by new and independent guarantees. 

borrowing to the institution and the lower rates of 
interest on lending would be covered by an interest 
equalization fund. The resources for this fund would be 
obtained through budgetary allocations of the developed 
countries to IDA, through the allocation of some por
tion of the net income of IBRD, or through some 
combination of both methods. 

3. The IBRD staff study of the Horowitz proposal, 
prepared in accordance with recommendation A.IV.ll 
of the Conference, was presented in February 1965.4 

The IBRD staff examined the technical implications of 
the proposal and underlined certain problems likely to 
arise in its implementation. In particular it noted the 
limited borrowing prospects in the capital markets of 
North America and Europe, high borrowing rates then 
prevailing in the markets, possible competition between 
IDA and IBRD for the available funds, the problems 
involved in the establishment of IDA as a new borrower 
on the capital markets, the problems raised by govern
ment guarantees to IDA borrowing and the long-term 
aid commitments required by the creation of an interest 
equalization fund. In addition to the above technical 
issues, the report by the IBRD staff summarized the 
policy issues raised for the consideration of governments 
by the Horowitz proposal as follows : given the premise 
that IDA's resources should be substantially increased, 
would the governments concerned find it easier to 
achieve this objective (a) by employing the technique of 
the Horowitz proposal, thereby assuming the obligations 
as regards guarantees, the interest equalization fund, 
access to markets and refinancing ; (b) by raising the 
level of their annual subscriptions to IDA ; (c) by 
lending to IDA on IDA-type terms, whether out of 
borrowed or appropriated funds ; or (d) by some com
bination of these approaches? At the same time, the 
IBRD staff study noted that " there can be little doubt 
that if governments of the industrialized countries were 
to (a) give borrowings for IDA the necessary priority 
over other borrowers in access to their markets, (b) pro
vide guarantees satisfactory to the market, (c) permit the 
borrowings to be made at rates of interest attractive in 
relation to competing bond issues and (d) accept a long-
term commitment to contribute to the interest equal
ization fund, the amount envisaged could be raised ".5 

4 IBRD, The Horowitz Proposal : A Staff Report (Washington, 
D.C. 1965). 

5 Ibid. 
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4. At its first session held at Geneva in December 
1965, the Committee on Invisibles and Financing related 
to Trade recommended the appointment of an expert 
group to review the Horowitz proposal, similar schemes 
and possible variations, giving due regard to the IBRD 
staff study. 

5. The Group of Experts met in April 1966 and it had 
before it both the original Horowitz proposal and an 
amended version submitted by Mr. Horowitz.6 

6. The original proposal envisaged a new and inde
pendent system of government guarantees, applicable to 
principal and interest, in which all of the industrialized 
countries which are members of IDA (i.e., the Part I 
countries) would participate. The guarantees would 
apply directly to market borrowings of IDA or, if IBRD 
should be the borrowing agency, would alternatively 
apply to loans made by IBRD to IDA out of the 
proceeds of the market borrowings. The provision of 
new guarantees would facilitate operations in the market 
by assuring bond holders that the fact that the borrowed 
money was to be re-lent by IDA to developing countries 
on soft terms did not imply any risks as to the repay
ment of interest and principal to bond holders. New and 
separate guarantees would also prevent adverse effects 
on the credit standing of IBRD should it be chosen 
as the borrowing agency for implementation of the 
Horowitz proposal. The UNCTAD Group of Experts 
agreed that loans by the World Bank to IDA " made 
subject to several guarantees as to the capital and 
interest could not possibly be regarded as adversely 
affecting the Bank's credit standing ".7 

7. Since obtaining a system of additional govern
ment guarantees might prove to be difficult, the Group 
of Experts considered an amended version of the pro
posal which differed from the earlier version in so far 
as it did not provide for a separate system of guarantees. 
According to this amended version, IBRD would borrow 
increased amounts on capital markets on the strength of 
its existing system of guarantees and re-lend them to 
IDA. In other words, holders of existing IBRD bonds 
would have to share with the new bond holders the 
protection afforded by the existing guarantees to back 
the obligations of IBRD. The amended Horowitz pro
posal thus gave rise to the following major question : 
How would the credit-worthiness of IBRD be affected 
in the eyes of existing and potential holders of IBRD 
bonds if IBRD were to borrow increased amounts on 
capital markets and, without separate and additional 
guarantees, were to make these funds available to IDA 
for relending on soft terms ? The members of the Group 
of Experts were unable to agree on the question whether 
or not this absence of separate guarantees would impair 
the credit standing of IBRD.8 In any case, the repre-

6 See " The Horowitz Proposal : report of the Group of 
Experts " (Trade and Development Board document TD/B/C.3/ 
23), annex A. 

7 See " The Horowitz Proposal : report of the Group of 
Experts, " op. cit., para. 13. 

8 Some members of the Group of Experts considered that even 
without a separate system of guarantees, IBRD could lend (out 
of increased borrowings) to IDA an average of approximately 

sentative of IBRD at the meeting of the expert group 
made it clear that IBRD would not be prepared to make 
any loans to IDA that were not secured by additional 
guarantees. 

8. While the Group of Experts regarded the existing 
climate in both the North American and European 
markets as "generally unfavourable", it pointed out 
that " the absorptive capacity of these markets is capable 
of expansion and has, in fact, grown more rapidly than 
might have been expected in recent years ". The Group 
went on to add that " it is necessary to take into 
account not merely the short-term position but also the 
possibility that in the longer run the situation in capital 
markets may improve significantly".9 

9. Since both the Bank staff and the Group of Experts 
prepared their respective reports at a time when capital 
markets were extremely tight, it is natural that these 
unfavourable conditions should have had an influence on 
the approach adopted by them. However, as the Group 
of Experts itself recognized, it is important not to be 
unduly influenced by the temporary ups and downs of 
capital markets and the long-term outlook should be 
kept in view. It is for this reason that the Committee on 
Invisibles and Financing related to Trade at its second 
session requested the Secretary-General of UNCTAD 
" to review the significance, if any, for the Horowitz 
proposal of the general prospects of capital markets in 
the longer-term future ". 

10. The present report has been discussed with Mr. 
Sixto Roxas, who had served as Chairman of the 
Group of Experts on the Horowitz proposal, and with 
Professor Richard Cooper of Yale University, and takes 
their views into account. Mr. Roxas and Professor 
Cooper are not, however, in any way responsible for 
the report. 

11. The Horowitz proposal consists of three essential 
elements : (a) the use of capital markets as a source of 
funds for development lending by an international 
agency ; (b) a system of guarantees to back up the 
indebtedness of that agency ; and (c) a system of interest 
subsidies. The issues raised by these three elements are 
surveyed in the following pages. 

Chapter II 

Recent developments in capital markets 

12. In contemplating the use of capital markets as 
a source of funds for development loans by an inter
national agency, the Horowitz proposal does not consti
tute a radical departure from existing practice. IBRD 
borrows in various capital markets and also sells to 
private investors portions of the Bank's loans. The 

$200 million annually for a five-year period on an experimental 
basis without impairment of its credit standing. Some members 
felt that the outstanding amount of such loans permitted should 
be restricted to no more than $100 million or possibly $200 mil
lion. Some other members felt that any deviation from present 
lending principles of IBRD might have disproportionate effects 
on the credit standing of IBRD (Ibid., para. 15). 

9 Ibid., paras. 6 and 7. 
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Inter-American Development Bank (IDB) also raises 
part of its funds in capital markets. The real question 
therefore does not relate to the principle of using 
capital markets but rather concerns the extent to which 
these markets can be made to yield additional funds 
for purpose of development finance, on soft terms. 

National markets 

13. Since 1960, there has been an over-all rise in net 
issues in the domestic capital markets of the developed 
countries. It can be seen from table 1 that, during the 
period 1960-1966, there has been a substantial increase 

TABLE 1 

National capital markets: Domestic net issues 
(SUS million) 

Country 1960 1961 1963 1966 

Belgium 
Public 441 a 

Private bonds 171 
Denmark 

Public 
Private bonds 

Federal Republic of Germany 
Public 283 c 

Private bonds 758 
France 

Public 4 e 

Private bonds 924e 

Italy 
Public <• 300 
Private bonds 1,017 

Netherlands 
Public 337 s 
Private bonds 37 

Spain 
Public 
Private bonds 

Sweden 
Public 141 
Private bonds 195 

Switzerland h 

Public -39 
Private bonds 214 

United Kingdom 
Public1 392 
Private bonds 252 

United States J 
Public11 4,600 
Private bonds 5,000 

Canada 
Public 1,435 1 

Private bonds 321 
Japan 

Public 
Private bonds 

TOTAL 
Public 7,894 
Private bonds n 8,889 

245 a 
245 

218° 
1,484 

49 e 
1,086 e 

263 
933 

125 s 
14 

-14 
291 

-37 
273 

-477 
393 

1,400 
5,100 

2,157 х 
336 

3,929 
10,155 

5 9 1 a 
258 » 

-26 
381 

618 е 
1,766 

-159 
865 

100 
1,586 

31 s 
83 

90 
185 

106 
594 

-12 
457 

1,989 
476 

6,500 
5,000 

1,577 ! 
390 

701 
1,122 

11,706 
13,163 

201 
220 b 

-27 
496 

901" 
2,133 

457 
1,004 

-114 
1,838 

281 « 
- 6 

227 
345 

429 
375 

-16 
508 

-84 
671 

8,500 
5,300 

2,109 ! 
518 

1,025 
1,483 

13,889 
14,885 

417 
114b 

-26 
504 

822 A 

2,575 

208 
1,049 

367 
1,954 

136 
39 

389 
332 

93 
612 

116 
491 

-558 
809 

5,900 
6,600 

1,341 
521 

145 
2,523 m 

9,350 
18,123 

594 
307 

-20 
699 

776 * 
2,336 

139 
1,293 

1,060 
2,073 

155 
197 

610 
432 

-17 
542 

123 
419 

1,205 
1,037 

1,400 
8,100 

567 
856 

391 
3,854 m 

6,983 
22,145 

537 
309 

-23 
607 

106 4 
1,306 

170 
1,547 

2,484 
1,917 

177 
221 

557 
437 

2 
932 

208 
367 

1,172 
1,395 

4,300 
11,300 

1,605 
471 

2,797 
4,345 m 

14,092 
25,154 

Source: UNCTAD secretariat based on BIS Thirty-third Annual Report, Thirty-
fourth Annual Report; Thirty-seventh Annual Report. 

a Includes change in medium and long-term direct debt. The 1962 figure excludes 
the December conversion into non-negotiable bonds of part of the banks' com
pulsory holdings of certain treasury certificates issued in 1957, 

b Includes deposit-bank issues of medium-term savings bonds. 
c Includes change in market holdings of bonded loans and premium treasury 

bonds. Excludes Development Aid Loan in 1961, the special subscriptions to which 
brought in DM 1,180 million. 

d Includes change in market holdings of bonded loans and medium-term notes. 
e Gross issues. 

f Includes indirect treasury borrowing. 
s Excludes payments into pre-subscription accounts. 
h Includes privately-placed issues. 
1 Includes change in marketable debt (excluding treasury bills) in public hands. 
s Figures for the years 1962-1966 are based on Federal Reserve flow-of-funds data, 

excluding mortgage loans. 
k Includes change in public holdings of marketable debt having a maturity of one 

year or more. 
I Includes amounts held outside government accounts. 
m Includes public corporation bonds. 
II Includes issues of semi-public credit institutions and nationalized industries. 
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in the volume of net issues by both the public and 
private sectors of these countries. Public and " private " 
borrowing on a net basis rose from approximately 
$16,700 million in 1960 to $39,200 million in 1966.10 

Governments of most developed countries with market 
economies are increasingly relying on bond issues and it 
is estimated that in most of these countries the public 
sector accounts for at least 40 per cent of new bond 
issues at the present time.n 

14. The factors responsible for changes in net issues 
are many and vary from year to year and from country 
to country.12 For instance, the relatively small amount 
of corporate bond issues in the early 1960s in the United 
States market can, broadly speaking, be attributed to 
the availability of corporate internal funds relative to 
investment requirements.13 On the other hand, the 
large rise in corporate net issues which occurred in the 
United States market between 1965 and 1966 may be 
attributed to the sharp increase in capital spending, 
much of which was financed through bank borrowing 
and bond issues. In 1966 and 1967 the narrowing of 
profit margins, the acceleration in corporate tax pay
ments, anticipatory hedging against possible higher 
interest rates and the financing needs of the Government 
were some of the main factors which helped to account 
for the large amount of corporate bond financing.14 

15. The figures given in table 1 must thus be inter
preted with care. However, despite the many qualifi
cations which are necessary in analysing each market, 
there appears to be little doubt that the period 1960-
1966 has been marked by an over-all increase in net 
issues by both the public and private sectors. 

10 The figures used throughout this paper are intended to show 
broad over-all changes which have occurred in capital markets. 
It would be necessary to introduce numerous modifications in 
order to place the figures for each country on a strictly com
parable basis. For the most part, net figures are used throughout 
in order to show the new money raised by the issue of securities. 
While gross figures would have helped to indicate the capacity 
to absorb new issues, such figures were available on a compar
able basis only for the years 1960-1962. See United States 
Congress, Joint Economic Committee, Economic Policies and 
Practices, Paper No. 3, A Description and Analysis of Certain 
European Capital Markets (Washington, D.C., U.S. Government 
Printing Office, 1964). The figures for private borrowing given 
in table 1 are overestimates in so far as they include issues of 
semi-public credit institutions and nationalized industries. 

11OECD, " Improving the Working of Capital Markets," 
OECD Observer, No. 27, Paris, April 1967. 

12 For a discussion of the individual characteristics of each 
market and the factors which influence these markets see 
S. Rolfe, " Capital Markets in Atlantic Economic Relationships," 
the Atlantic Institute ; EEC Commission, The Development of a 
European Capital Market : report of a group of experts appoint
ed by the EEC Commission (Brussels, 1966) ; United States 
Congress, Joint Economic Committee, op. cit. See also Annual 
Reports of the Bank for International Settlements (BIS). 

18 See Salomon Brothers and Hutzler, 1965 Annual Review 
of the Bond Market, p. 12. 

14 In recent years, part of the increase in corporate bond 
financing in the United States has been due to an increase in 
convertible debentures, i.e., bonds which can be converted into 
equities at some predetermined price. These issues reduce the 
cost of corporate borrowing as bond-holders are willing to 
accept a lower rate of interest in exchange for expected capital 
gains arising out of the appreciation of equity prices. 

16. Net foreign issues on national markets rose from 
approximately $800 million in 1960 to $1,900 million in 
the year 1966 (table 2).15 The United States accounted 
for the vast majority of these issues during the period 
1960-1966 as approximately three-quarters of all foreign 
issues on domestic markets were placed in the United 
States market. 

TABLE 2 

Foreign and international bond issues, 1960-1967a 

($US million) 

1960 . 
1961 . 
1962 . 
1963 . 
1964 . 
1965 . 
1966 . 
1967 . 

Years International issues 

. . . 100 
. . . . 800 
. . . . 1,200 
. . . . 1,200 
. . . . 1,800° 

Foreign issues 
on national markets 

800" 
1,100" 
1,400 b 

1,800 
1,500 
1,800 
1,900 

Sources: UNCTAD secretariat, based on BIS, Thirty-seventh Annual Report, and 
United States Congress, Joint Economic Committee, op. cit. 

a Unless noted otherwise, the figures given above include all the countries in 
table 1 and international institutions. The figures also include private placements. 
Company borrowing through foreign subsidiaries is normally treated as borrowing 
by the country of the parent company. Non-resident loans issued in the Federal 
Republic of Germany after the announcement of the 25 per cent coupon tax in 
March 1964 are generally treated as international issues. Since such issues are exempt 
from the tax, they were issued at interest rates below those prevailing on the domes
tic market for sale mainly to foreigners, 

b Figures include Federal Republic of Germany, Netherlands, Sweden, Switzer
land, United Kingdom and United States. Refunding issues are included but 
IBRD issues are excluded. European data are nominal amounts; United States 
data are net of discounts and commissions. European data cover only publicly 
offered issues; United States data cover both public offerings and private place
ments, including issues purchased in connexion with United States direct invest
ments abroad. European and United States data include purchases by both residents 
and non-residents. The United States data shown thus differ from United States 
balance-of-payments figures on new issues of foreign securities, which cover only 
portfolio purchases by United States residents and include equities as well as bonds. 

c Estimated figure. 

17. The rise in foreign issues on national markets 
would probably have been much larger had it not been 
for government policies in the major developed coun
tries. In recent years, a number of major countries, 
including Switzerland and the United States, introduced 
formal and/or informal restrictions which are, in large 
part, attributable to balance of payments disequilibria or 
to fears that domestic policies would be disrupted or that 
domestic capital requirements would go unsatisfied. 

The international or " Euro-issue " market 

18. An important extension of the international 
capital market has taken place during the past few years 
in response to a tightening of controls on traditional 
foreign issues. In 1963 and 1964, particularly, restrictions 
were introduced on foreign issues in both the United 
States and Swiss markets. Potential borrowers in these 
markets could not turn to markets in other countries 
since these were already subject to tight restrictions. 

15 The rise is overstated in so far as the 1966 estimate includes 
a figure for gross issues in the United States market. 
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Meanwhile there was a substantial and growing volume 
of funds available for investment in long-term issues 
of high quality. The result was the growth of the so-
called international bond market. In this market, bonds 
are denominated in United States dollars or some other 
acceptable currency and are issued on behalf of third 
country lenders and borrowers—the new international 
capital market, in short, is foreign to both borrower 
and lender and thereby escapes the usual sort of con
trol on the issuance of new foreign securities.16 These 
issues are organized by the sponsoring syndicates for 
sale in more than one country and have the advantage 
that they require no special consent in the main issuing 
centres. Since the introduction of the United States interest 
equalization tax in 1963, new issues in the Euro-issue 
market have risen from less than $200 million in 1963 to 
$1,200 million in 1966 (see table 2). Preliminary esti
mates for the first half of 1967 indicate that a further 
significant increase is likely to occur in the year 1967 
as new issues will approach $2,000 million.17 

19. It has been pointed out, however, that the growth 
of the international market has been confined almost 
entirely to borrowings by governments and corporate 
elite.18 Estimates for the first half of 1967 indicate that 
over 80 per cent of new issues have been denominated 
in United States dollars.19 This is slightly above the 
average for the period 1960-1966. In which roughly 
70 per cent were denominated in dollars. While exact 
information regarding the source of funds is not 
available, it would appear that substantial amounts 
originate in developing countries.20 The Euro-issue mar
ket has, for this reason, been described as " a type of 
reverse-development plan ".21 

20. While there has been an expansion in each of the 
markets described above, developing countries, for the 
most part, have not shared in this growth. During the 
period 1960-1965, the gross value of bond issues of 
developing countries as a whole has remained roughly 
constant, rising from $170 million in 1960 to $210 mil
lion in 1965.22 In 1966 total issues were approximately 
$223 million. ® More than 70 per cent of developing 
countries' issues for the period 1960-1966 can be attri
buted to two countries, Mexico and Israel. In both these 
cases, special factors seem to have been at work and 
it seems doubtful if other developing countries would 
be able presently to raise by themselves significant 

18 David Williams, " Foreign Currency Issues on European 
Security Markets," IMF Staff Papers, vol. XIV, No. 1, March 
1967, p. 44. 

17 H. Erich Heinemann, " Eurobond Market is Expanding," 
The New York Times, 13 September 1967. See also Neil 
Mclnnes, " Global Pinch," Barrons National Business and 
Financial Weekly, New York, 17 July 1967, for a discussion 
of recent trends. 

18 Nathaniel Samuels, " The Shaping of the Future Inter
national Money and Capital Markets," National Industrial 
Conference Board Panel, 22 November 1966. 

19 Heinemann, op. cit. 
20 Rolfe, op. cit., Williams, op. cit. 
21 Rolfe, op. cit. 
" Official Records of the Economic and Social Council, 

Forty-third Session, Annexes, agenda item 5, document E/4375. 
23 IBRD-IDA, Annual Report 196611967. 

amounts on the capital markets of developed countries. 
Preliminary estimates for the first half of 1967 show total 
issues of $89.1 million, $89 million of which were placed 
by Israel and Mexico. 

21. The foregoing account makes it clear that during 
the 1960s there has been a significant growth in the capital 
markets of developed countries. It is of course true that 
many of these markets have been faced in recent years 
with tight conditions. But this is because the demand for 
long-term funds has increased even faster than the 
supply. However, the tightness of markets has not always 
been due to the shortage of savings. As a recent EEC 
report has pointed out, "the present shortcomings of 
the capital markets are due not so much to insufficient 
savings as the impossibility of adjusting correctly supply 
and demand on markets that are too narrow".24 

Sustained economic growth resulting in higher savings 
and a reform of the capital markets in Europe should 
add further to the future capabilities of these markets. 

22. It has been argued that while the capacities of 
world capital markets have increased substantially, the 
relevant comparison for the Horowitz proposal should 
be the amount of foreign issues on national markets. 
Even if this view were accepted, the preceding descrip
tion shows that net foreign issues have risen since 1960, 
i.e. from under $1,000 million in 1960 to $1,900 million 
in 1966. A more serious point is that institutions like 
IBRD are currently faced with the prospect of being 
unable to raise all the needed funds in the next few 
years in the capital markets25 because of the difficulty 
of obtaining access to capital markets of the developed 
countries. So long as such restrictions are maintained, 
the prospects for additional borrowing that would not 
interfere with existing flotations by multilateral institu
tions are bound to be poor. However, it is to be hoped 
that developed countries even under existing conditions 
might allocate a proportion of the increase in the 
capacity of their capital markets to flotations by multi
lateral institutions ; it is presumably not the intention 
to maintain these restrictions at their present level 
indefinitely. Since it would in any case take a consider
able time to prepare the groundwork for a scheme of the 
Horowitz type as well as to obtain the necessary 
guarantees, the present state of the capital market should 
not prevent further examination of such schemes. 

23. It has been suggested that if the raising of resour
ces under the Horowitz proposal is concentrated on the 
markets of surplus countries, this may give rise to an 
inequitable distribution of the burden of providing 
resources. However, this is not inevitable over a longer 
period of time particularly if countries' balance-of-
payments positions change over time so that surplus 
country (as opposed to the balance-of-payments burden) 
should be borne in mind that the resource burden on a 
country (as opposed to the balance-of-payments burden) 
is not measured by the amount of resources raised on 

24 See EEC Commission, op. cit., p. 15. 
25 See statement by the representative of the International 

Bank for Reconstruction and Development at the 13th meeting 
of the Sessional Committee on IBRD transfers to the Inter
national Development Association (Trade and Development 
Board document TD/B/SC.7/L.4). 
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its capital market since the money is to be raised on 
normal commercial terms. The real resource burden on 
a country is represented by its contribution to the interest 
equalization fund. It should be possible to distribute this 
burden in an equitable manner among various countries 
on the basis of objective criteria. 

24. Even under present conditions, substantial 
amounts could be raised in the international market. 
Financial experts consulted in the preparation of this 
paper have estimated that an amount of up to §200 mil
lion per annum could be raised in the international mar
ket if the borrowing agency were an accredited institu
tion backed by joint and several government guarantees. 

Chapter HI 
Guarantees 

25. It has to be recognized that without proper 
guarantees it would be difficult for an international 
agency like IDA to raise significant amounts of financial 
resources on capital markets for lending to developing 
countries. In the case of the obligations of IBRD, mem
ber countries provide guarantees to the extent of their 
respective uncalled capital subscription. Guarantees can 
take various forms.2б Under a system of " full joint and 
several guarantees ", each guarantor would be liable for 
the full amount of the guaranteed obligations and a 
bondholder could make a claim against any single 
guarantor for the full amount. On the other hand, under 
a " several guarantee " system each guarantor would 
guarantee only a specified proportion of each bond. An 
intermediate possibility is represented by a system under 
which a guarantor, while giving only a several guarantee, 
would contribute, in an amount based on the proportion 
of the bonds guaranteed by it, to a fund to be shared by 
the bondholders in the event of a default. This is 
described as a " limited joint and several guarantee " 
and resembles the existing system of guarantees provided 
by member governments for the obligations of IBRD. 

26. The UNCTAD Group of Experts on the Horowitz 
proposal considered that difficulties would be involved 
in getting joint and several guarantees to back up the 
obligations of IDA and that governments might be more 
willing to provide several guarantees than limited joint 
and several guarantees. The Group of Experts therefore 
suggested that IBRD (assuming it to be the borrowing 
agency on behalf of IDA) might consider " several 
guarantees of the IDA Part I members in appropriate 
proportions".27 As noted earlier, the Group believed 
that loans made subject to a separate system of several 
guarantees as to the capital and interest " could not 
possibly be regarded as adversely affecting the Bank's 
credit standing ".28 The ease with which a separate sys
tem of several guarantees could be obtained depends 
almost entirely on the political will of the governments 
concerned. 

26 See The Horowitz Proposal : A Staff Report, op. cit. 
27 See " The Horowitz proposal : report of the Group of 

Experts," op. cit., p. 13. 
28 Ibid. 

Chapter IV 
Interest subsidies : existing practices 

27. The suggestion in the Horowitz proposal that 
interest subsidies be used to raise amounts which would 
otherwise not be available and to lower the effective rate 
of interest is by no means an untried technique. Interest 
subsidies have been granted in numerous instances by 
individual governments in the major developed countries 
in order to help certain domestic sectors. Nor has the use 
of interest subsidies been restricted solely to the domestic 
sphere. Some developed countries are already subsid
izing, through budgetary appropriations, the interest 
rates on funds allocated for external assistance which 
they borrow on their capital markets. For example, in 
1964 the Netherlands, in expanding long-term lending to 
countries outside the Kingdom, employed budgetary 
interest rate subsidies to hold long-term rates at the 
IBRD interest rate level.29 In 1965 the Netherlands 
decided to adopt further measures which would bring 
interest rates down to 3 per cent.80 In one sense, nearly 
all development lending can be said to contain some 
element of interest subsidy since most development lend
ing, and even some portion of export financing, take 
place at interest rates below the normal commercial 
rates. 

28. In the sphere of multilateral aid, it seems relevant 
to mention the interest rebate system of the European 
Investment Bank (EIB). The beneficiaries of interest 
subsidies are Greece and Turkey and also the Associated 
Countries and Territories. In 1964, interest rebates 
financed by special budgetary provisions in the countries 
of EEC helped to lower the effective interest rates on 
loans by EIB to Greece and Turkey.31 At the request 
of the Associated African States and Madagascar and 
the Associated Overseas Countries and Territories, 
ordinary loans of EIB to those areas may be accom
panied by interest rebates (at rates of up to 3 per cent) 
financed from the grant contributions to the European 
Development Fund (EDF).82 

,29. The Horowitz proposal envisages the establish
ment of an interest equalization reserve as a means of 
lowering the effective long-term rate of interest on 
borrowings of the developing countries. 

30. The creation of an interest equalization fund, as 
the IBRD staff study pointed out, raises no particularly 
difficult technical problem. However, the proposal does 
involve an express or implied commitment on the part 
of governments to appropriate funds for the interest 
equalization fund for a long period of time. It has been 
suggested that the long-term nature of the commitment 
may raise problems since budgetary appropriations in 

29 See OECD, Development Assistance Efforts and Policies, 
1965 Review (Paris, 1965), p. 85. 

30 See OECD, Development Assistance Efforts and Policies, 
1966 Review (Paris, 1966), p. 107. 

31 OECD, 1965 Review, op. cit., p. 87. 
32 EIB, Details of the intervention of the European Investment 

Bank in the countries associated with the European Economic 
Community. In addition, special term loans which are normally 
on concessional terms are granted under certain conditions. 
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most countries currently take place on an annual basis. 
However, the problems involved are not insoluble. 
Development assistance channelled through IDA has 
involved a commitment to make future payments of a 
specified amount : five years in the case of initial 
subscriptions, three for the first replenishment. It has 
also been suggested that should the long-term nature of 
commitments prove to be a problem, the difficulty could 
be overcome if a country's estimated aggregate obliga
tions to the interest equalization fund over some period 
ahead were to be appropriated within a brief span of 
years, rather than in smaller amounts annually. The 
amounts appropriated could be segregated in a special 
account, either in the custody of the country itself or of 
IDA, to be drawn upon annually to discharge the coun
try's obligation to the interest equalization fund. Funds 
retained in the special account could be invested and the 
income credited to the interest equalization fund to 
reduce the aggregate amounts required. 

Chapter V 
Conclusion 

31. Recent developments in capital markets, notably 
the imposition of restrictions on IBRD borrowing, make 

it clear that the short-term outlook for schemes of the 
Horowitz type has not improved since the report of the 
Group of Experts, as far as borrowing possibilities on 
national markets are concerned. On the other hand, 
there is growing unexploited potential in the inter
national bond market which may not be subject to 
restrictions to the same extent as domestic markets. 

32. If restrictions on national capital markets are 
eased or eliminated in the longer run, it would appear 
that there should be ample scope for schemes of the type 
discussed in this report. Both the interest equalization 
fund and the institution of an appropriate system of 
guarantees present no serious technical problems. It is 
now generally recognized that there is a need to improve 
the functioning of capital markets in order to facilitate 
and to increase the transfer of savings into long-term 
investment.33 If such improvements take place, and if 
the vast institutional savings which flow into capital 
markets continue their annual rates of increase, it would 
be reasonable to assume that significant amounts of 
resouces could be raised for re-lending to developing 
countries at low rates of interest. 

ss See Rolfe, op. cit., p. 15. 
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Suppliers' credits — rediscounting facilities for exports from developing countries 
Report by the IBRD staff * 

[Original text : English] 
[15 February 1968J 

1. This report has been prepared by the IBRD staff 
to inform the second session of the United Nations 
Conference on Trade and Development of the work it 
has carried out in response to recommendation A.IV.14 
of the first session.1 In compliance with that recommen
dation, the Bank staff prepared a study on " Suppliers' 
Credits from Industrialized to Developing Countries ", 
which was transmitted to the Secretary General of the 
United Nations by the President of the Bank on 
20 January 1967.2 Complementary studies were made 
by the United Nations Secretariat on the same subject.3 

2. The Bank staff study on suppliers' credits from 
industrialized to developing countries contained recom
mendations on the collection of information, administra
tion of external debt, co-ordination of creditor practices 
and policies, and international co-ordination for indi
vidual countries. These recommendations have been 
discussed in various international forums since the trans
mittal of the study to the United Nations and its general 
release. In some of the fields covered by the recommend
ations, the Bank itself has always been involved in the 
course of its operations. Since the publication of the study 
steps have been taken to implement the expanded reporting 
system on external lending of the Organisation for Econo
mic Co-operation and Development (OECD) and (IBRD). 
Reporting forms were mailed to participating countries in 
August 1967. Some replies have been received. A 
meeting will be held in March 1968 at OECD in Paris 
where the two institutions will present a progress report 
and problems encountered will be discussed with member 
countries. As regards administration of external debt and 
international co-ordination for individual countries, the 
Bank continues to follow the subjects closely and to 
consult with developing countries concerning external 
borrowing policies, as well as to present analyses bearing 
on appropriate terms of lending in deliberations of the 
international consortia and consultative groups over 
which it presides. In the context of its general promotion 
of better co-ordination among national and international 
development finance agencies, the Bank has continued its 

* This report does not purport to represent the views of the 
Executive Directors of the Bank, or of the Governments which 
appointed or elected them. 

1 See Proceedings of the United Nations Conference on Trade 
and Development, vol. I : Final Act and Report (United Nations 
publication, Sales No. : 64.II.B.11), p. 50. 

2 A revised edition was issued on 3 April 1967. 
3 Export Credits and Development Financing (United Nations 

publication, Sales No. : 67.II.D.1). 

efforts to negotiate arrangements under which substantial 
amounts of export credits furnished or guaranteed by 
national export credit agencies can be associated with 
Bank-financed projects. In this connexion, the Govern
ments of several major capital-exporting countries have 
taken the position that credits, or credit guarantees, 
involved in joint financing schemes to which IBRD is a 
party need not be subject to all the limiting conditions 
normally governing such credits or guarantees. The 
United Nations Secretariat is continuing its work on the 
subject of export credits from industrialized to develop
ing countries by keeping up to date part two of its 
studies mentioned above, pursuant to resolution 1270 
(XLIII) adopted by the United Nations Economic and 
Social Council in August 1967.4 

3. The second aspect of suppliers' credits included in 
the resolution, namely their use to finance exports from 
developing countries, was not dealt with in the study 
completed by the Bank staff in January 1967, since it is 
quite different in nature from the first aspect and 
required separate consideration. A step towards 
such consideration has been undertaken by Bank staff 
through a review of the rediscounting facilities for export 
credits available at the Inter-American Development 
Bank (IDB), and through consultations with the African 
and Asian Development Banks as to the need for such 
facilities in their member countries and whether they are 
contemplating schemes similar to that of IDB. This 
report is based in part on the views expressed during 
those consultations. An account of the IDB scheme is 
annexed to this report. 

4. To ensure co-ordination of future work on the second 
aspect of suppliers' credits, the Bank staff has consulted 
with the Fiscal and Financial Branch of the United 
Nations Department of Economic and Social Affairs. 
Following suggestions by some delegations in the course 
of the work of the UNCTAD Committee on Invisibles 
and Financing Related to Trade, and in response to a 
specific directive of the United Nations Economic and 

4 The resolution requested the Secretary-General of the United 
Nations 

" (a) To keep up to date the country studies... 
(b) To consult with the appropriate national and inter

national authorities on the best means of establishing the most 
practical national and regional schemes for the financing of 
capital goods exports by and among the developing countries, 
on the basis of the available experience with existing export 
credit schemes in developing and developed countries." 

148 
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Social Council (resolution 1270 (XLIII) of August 1967), 
the United Nations Secretariat is undertaking a pro
gramme of work which is described in detail in a 
progress report which it has prepared for the second 
session of the Conference.5 As a first stage, a full field 
evaluation is being made of existing national export 
credit systems in developing countries, in order to deter
mine the characteristics and conditions that make for 
effective systems ; and an inquiry is being conducted in 
the other developing countries on their relevant trade 
patterns and potentials and on the availability and 
possibilities of export financing and insurance facilities. 
At the conclusion of the first stage, the United Nations 
Secretariat plans to review with IBRD and other interested 
agencies the material gathered, the possible lines along 
which proposals for expanding export credit financing 
and insurance facilities in developing countries could 
evolve, and the appropriate arrangements for co
operation at subsequent stages of the work. 

5. In view of the work being carried out by the United 
Nations Secretariat, the Bank does not contemplate at 
this time undertaking any systematic study of the same 
subject. It will nervertheless continue to be concerned 
with the subject in the course of its regular consultations 
on economic policy matters with developing member 
countries. 

6. The subject of export growth of developing coun
tries, which is generally recognized as a basic factor in 
the solution of their long-run balance of payments 
difficulties, recently became one of the most intensively 
discussed topics in the field of development economics. 
This report does not intend to go into a detailed discus
sion of the problem, and only presents certain 
observations which may shed some light on the discus
sion of credit facilities for the exports of durable pro
ducers' goods from developing countries. 

7. One of the characteristics of developing countries 
is that a large proportion of their export earnings is 
often derived from only a few commodities. Of the 
forty-eight countries in which three commodities made 
up 50 per cent or more of total exports in 1957, only 
four were developed countries. A recent IBRD staff 
survey of eighty-six developing countries showed that, 
in 1965, thirty-eight countries relied on a single product 
for more than one-half of their export earnings from 
commodity trade. Seventy-six countries relied on one to 
seven products for more than 50 per cent of their export 
earnings, while for the remaining ten, from one to seven 
products accounted for between 25 and 49 per cent of 
such earnings. 

8. It is widely accepted that the diversification of 
production, and a consequent diversification of exports, 
are an essential feature of sound economic growth of 
developing countries. Although import substitution offers 
one avenue for bringing about economic growth and a 
diversification of domestic production and has been 
widely adopted to achieve industrial development, it is 
of limited usefulness and subject to abuse by becoming a 
device for excessive protection. In any case the growth 

5 See volume Ш of this series, document TD/7/Supp.l3. 

of a manufacturing sector and the accompanying in
crease of the national product in general have led to a 
substantial rise in the import bill even where local indus
tries were based on nationally available raw materials. 
This has resulted in a continuation of balance-of-pay-
ments problems in the countries concerned and has 
emphasized the need for securing a faster growth of 
exports. The apparent conflict between policies of export 
expansion and diversification and of import substitution 
is in part one of time perspective. Regardless of the 
balance-of-payments effects in the short run, in the long 
run an economically sound import substitution sector 
would promote growth through an increase in the export 
of manufactured goods.6 A basic requirement is that 
these goods be competitive in the world market. Un
fortunately, however, in the development of import 
substituting industries, insufficient attention has often 
been paid in the past to the costs involved and the 
international competitiveness of their products.7 

9. The recent export experience of developing coun
tries has shown a trend towards export diversification, 
particularly into manufactures. World export trade in 
manufactures has in recent years tended to expand about 
twice as fast as the export trade in primary products.8 

Between 1959/60 and 1965/66, the total exports of 
developing countries increased by 41 per cent, the 
growth of primary products (including non-ferrous 
metals) being 36 per cent and of manufactured products, 
104 per cent.9 Were we to consider the exports of only 
those countries which are responsible for the bulk of 
the exports of manufactured goods from developing 
countries, the contrast between the rates of growth of 
exports of primary products and of manufactured goods 
would, in all likelihood, be even sharper. Manufactured 
goods production in developing countries increased by 
60 per cent over the period. There has been an acceler
ation of the growth rate of manufactured goods exports 
of the developing countries from 4.8 per cent annually in 
1955-1960 to 9.7 per cent in 1960-1965.10 This acceler
ation in the growth of exports of manufactures has 
occurred even though the growth of manufacturing 
production has remained relatively constant. However, 
the growth is on a relatively small base, and manu
factured goods made up only 14 per cent of total exports 
from developing countries in 1965-1966. 

10. It is difficult to generalize about the sectors and 
industries which promise the most rapid export develop
ment in developing countries. It would appear to be 
widely true that in many countries industrial develop
ment has started with the growth of light consumer 

" This paper refers only to industrial goods. It is clear that 
the development of agriculture on an economically sound basis 
leads to both import substitution and export expansion. 

7 See Santiago Macario, " Protectionism and Industrialization 
in Latin America," Economic Bulletin for Latin America, vol. 
IX, No. 1 (United Nations publication, Sales No. : 64.II.G.8). 

8 GATT, International Trade, 1966 (Sales No. GATT/1967-1), 
p. 2. 

9 Ibid., p. 37. 
10 GATT, " Preferences and other policy measures to stimulate 

exports of the less developed countries," Trade Intelligence 
Paper, No. 7, July 1966, para. 5. 
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goods industries. The production of durable capital 
goods requires, as a minimum, a fairly large domestic 
market, and therefore capital goods industries on any 
significant scale have begun only in the later stages, 
when the manufacturing sector has already become a 
significant part of the national economy and national 
income has risen substantially. Therefore the growth of 
exports of capital goods is likely to come only from 
those developing countries which are already relatively 
further advanced in industrial development. A study of 
the export experience of twenty-nine developing coun
tries between 1950 and 1963 reveals certain patterns.11 

Minor exports12 (including most manufactures except 
textiles) expand faster than major exports. Countries 
with small market shares in major exports tend to fare 
better than those with large shares. Countries with faster 
growth of manufacturing production tend to have faster 
growth of total and of minor exports (including manu
factures). Studies by GATT also show that, in a number 
of manufactures which in the studies are described as 
" simple ", the comparative advantage has shifted to 
developing countries. In the case of other manufactures, 
the cost advantage usually tends to lie with developed 
countries. However, studies of heavy electrical equip
ment and automotive industries carried out in the Bank 
appear to indicate that the problem of competitiveness 
is to some extent a problem of scale. If capacity and 
production in these industries were planned, not only 
with the relatively small domestic market in mind, but 
with a view to export, and if excessive emphasis were 
not placed in all cases on uneconomically high domestic 
content, costs comparable with world prices might be 
achievable even in equipment industries. In the case of 
these industries, the significance of exports is thus 
underlined. 

11. Experience shows that the development and 
expansion of exports of durable capital goods from 
developing countries faces many obstacles. Trade in such 
goods requires breaking into established markets in 
which consumers have often shown a preference for 
established brands manufactured in developed countries 
and with reliable and proven distribution and repair 
services. Products from developing countries frequently 
suffer in comparison also from high prices, particularly 
because marginal cost pricing is practised at times in 
the world markets for producer goods. Quality consider
ations and technological advancement may also consti
tute obstacles to capital goods exports by developing 
countries. The credit terms which the producer can give 
to the buyers are, nevertheless, also a most important 
factor in encouraging sales. This is particularly so in 
the case of sales to developing countries, as is evidenced 
by the rapid expansion of suppliers' credits to those 
countries and credit competition among suppliers which 
has led, among other things, to a lengthening of the 
period of payment. Thus international competitiveness in 

11B. A. de Vries, " The export experience of developing 
countries " IBRD Occasional Paper No. 3, 1967. 

12 Major exports are defined in the study to include all com
modities which accounted for more than 5 per cent of merchan
dise exports in 1950-1963 of at least one of the countries in the 
group. Minor exports constitute all the rest. 

price and quality is not enough by itself to encourage 
exports. It must be supported by a marketing organiz
ation and finance.13 What appears to be required is a 
" package " of financial, technical and marketing arran
gements. 

12. Regional integration among developing countries 
has been supported, among other reasons, as enabling 
the developing countries " to exploit systematically and 
intensively the opportunities available for trade expan
sion and economic co-operation among themselves".14 

However, preferential tariff treatment alone within a 
common market would probably not be a sufficient con
dition for the growth of intraregional trade in capital 
goods. Bilateral trade and payments agreements have in 
some countries been used as a device for tackling inter 
alia some of these problems and thus increasing trade in 
capital goods with particular countries. However, with 
few exceptions they are a relatively unimportant feature 
in trade among developing countries. Further, bilateral 
payments agreements do not adequately attack the prob
lems that inhibit exports of capital goods and, being 
subject to cancellation, they are unlikely to lead to a 
stable export market. Because of the consideration dis
cussed above (para. 11) and the inadequacy of other 
arrangements such as bilateral trade and payment agree
ments, some developing countries have followed the 
example of the developed countries in establishing 
national schemes for export financing. National systems 
of export financing have been established in a number 
of developing countries, e.g., Argentina, Brazil, Mexico 
and Yugoslavia, and in some cases have played an im
portant role in promoting the export of capital goods. 
However, generally speaking, credit involves deferment 
of receipts, and export credit implies deferment of 
foreign exchange receipts from exports. Developing 
countries face a situation of chronic foreign exchange 
shortage and their basic purpose in expanding exports 
is to get more foreign exchange. Additional exports on 
credit would increase foreign exchange receipts only in 
the long run. A scheme, presumably international, for 
refinancing these export credits would enable the devel
oping countries to realize immediately the foreign 
exchange from credit sales of producer goods. Of course, 
to the extent that funds used for refinancing subtract 
from the flow of other assistance, the net gains to the less 
developed countries would be reduced. 

13. Exports of manufactures, including durable capi
tal goods, from developing countries are expected to 

13 Intensive studies of the export effort of individual less 
developed countries undertaken in the GATT have identified 
export marketing as one of the main obstacles to a more rapid 
export expansion. Especially in the field of manufactured pro
ducts, the term " export marketing " covers market research ; 
publicity, advertising and selling ; export financing ; transport 
arrangements and insurance. In each of these areas, technical 
and even financial assistance could be given and would be most 
useful. See GATT, " Preferences and other policy measures to 
stimulate exports of the less developed countries," Trade Intel
ligence Paper No. 7, luly 1966, para. 99. 

" UNCTAD, Trade Expansion and Economic Co-operation 
among Developing Countries : Report of the Committee of 
Experts (United Nations publication, Sales No. : 67.II.D.2), 
para. 78. 
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grow. If exports of manufactures from developing coun
tries continue to grow at the rate achieved during 
1960-1965, they should reach about $10 billion in 1975.15 

However, a GATT study concludes that a rate of growth 
of 15 per cent "could materialize before 1975" with 
"special measures".16 On this assumption, the total 
exports of manufactures from developing countries 
would be about $17.5 billion in 1975. If the share of 
durable capital goods remained constant, the annual 
export of such goods from developing countries could 
be between $1.4 and $2.4 billion by 1975." Since in 
developed countries roughly one-third of capital goods 
exports may be financed by medium-term (suppliers') 
credits, it would be reasonable to expect on the basis of 
these rough estimates a substantial need for the financing 
of exports of durable capital goods from developing 
countries. 

14. The only regional development bank which has 
established a scheme in this field of export financing is 
the Inter-American Development Bank (IDB) (for details, 
see annex). IDB established a programme for financing 
intraregional exports of capital goods in September 1963. 
The object of the programme is to enable Latin 
American exporters to compete, from the financing 
standpoint, on equal terms with suppliers from other 
areas. The capital goods eligible for financing must 
originate in the member countries (excluding the United 
States). Export credit transactions of more than 180 
days and, in general, up to five years are financed. 
Credits of more than five years can, however, be 
extended if deemed necessary. The programme operates 
through national agencies appointed by the member 
countries. The total value of exports financed under the 
programme, as of 30 September 1967, was $18.9 million. 
The exports financed under the programme have origin
ated chiefly in Mexico (49 per cent), Brazil (24 per cent) 
and Argentina (24 per cent). The chief importers of 
goods financed under the programme have been 
Argentina (46 per cent), Chile (25 per cent) and Peru 
(9 per cent). 

15. The fact that the other regional development 
banks have not introduced schemes of this type does 
not constitute, per se, conclusive evidence that similar 
arrangements are not needed outside Latin America. 
However, the tentative and preliminary conclusions 
reached after the consultations with the regional banks, 
including IDB, seem to support the views expressed in 
the preceding paragraphs, which can be summarized as 
follows : first, the production of durable capital goods on 

15 Exports of domestically produced manufactures from devel
oping countries were valued at $4.25 billion in 1965 (GATT, 
International Trade, 1966, Sales No. : GATT/1967-1, p. 55). 
The rate of growth of exports of manufactures from developing 
countries during 1960-1965 was 9.7 per cent per year (GATT, 
" Preferences and other policy measures to stimulate exports 
of the less developed countries," Trade Intelligence Paper No. 7, 
July 1966. 

18 GATT, ibid., para. 55. 
17 In 1965, exports of electric appliances, apparatus, office 

machines and metal manufactures and other heavy industrial 
products" accounted for 13.6 per cent of the developing coun
tries' total export of manufactures of $4.25 billion (GATT, 
International Trade, 1966, Sales No. : GATT/1967-1, table 20). 

a significant scale is usually undertaken only at a fairly 
advanced stage of the development process ; secondly, 
in the absence of deliberate government export pro
motion policies, export problems for these goods may 
arise, depending on cost competitiveness, only where a 
persistent excess capacity exists, in relation to domestic 
demand, or where, in the case of a cyclical slackening in 
domestic demand, it is deemed appropriate to maintain 
output at a near capacity level and thus to find foreign 
outlets for the excess supply ; thirdly, a need for redis-
counting arrangements is therefore unlikely to arise in 
areas encompassing countries which are at a less 
advanced stage of economic growth, and as long as this 
situation prevails ; fourthly, it may not arise on a signi
ficant scale even in countries or areas at a more 
advanced development stage, if the availability of capital 
goods for exports is intermittent and at prices and of 
a quality which are out of line with those prevailing in 
world markets. 

16. As developing countries succeed in establishing 
more diversified and complex economies, more and 
more of them will reach the stage where a need for such 
arrangements will conceivably arise if sound economic 
policies are followed. In a few cases this stage may 
already have been reached. The possibility for the export 
of capital goods and therefore the need for refinancing 
facilities, however, would not depend solely on the rate 
of growth but also on a number of factors affecting the 
competitiveness of the goods involved, including careful 
planning and management of the industries concerned 
with a view to exporting a part of the output abroad, 
and an exchange policy that does not impede the flow 
of exports in general. The setting up of rediscounting 
facilities to support exports of capital goods by devel
oping countries is a matter that deserves close consider
ation in connexion with the evolution of these countries 
towards more advanced stages of economic development. 

ANNEX 

The experience of the Inter-American Development Bank (IDB) 
in financing intraregional export trade * 

A. The system 

1. Pursuant to an April 1963 resolution (AG-8/63), the 
Board of the Inter-American Development Bank (IDB) appro
ved, on 30 September 1963, regulations governing a programme 
for financing intraregional exports of capital goods. The Bank 
allotted an initial sum of $30 million to finance the programme. 
The aim of the programme is to enable Latin American 
exporters to compete, from the financing standpoint, on equal 
terms with suppliers from other areas. 

2. Admitted to the financing facilities of IDB are exports of 
capital goods usually financed with medium-term credits in 
international trade practice. Since no precise definition of 
capital goods can be given, IDB has adopted a provisional 
list of goods which is revised from time to time, as necessary. 
The capital goods eligible for financing must originate in the 
Latin American countries (including Trinidad and Tobago) 
which are members of the Bank. Goods produced in a given 

* As of 30 September, 1967. 
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country from raw materials or parts originating from other 
Latin American member countries (including Trinidad and 
Tobago) are considered to originate from the producing country. 
Goods are also considered to originate in a country when they 
include components imported from outside Latin America, but 
from member countries of the International Monetary Fund 
(IMF), provided that the c.i.f. value of the imported component 
is less than 50 per cent of the f.o.b. value of the goods. Goods 
are admitted under the programme if the imported component 
from countries not members of IMF is not more than 10 per 
cent, provided that they meet the criterion mentioned above. 

3. The programme finances export credit transactions at 
medium term, or for a period of more than 180 days and, in 
general, up to five years. In establishing the periods, the condi
tions and practices customarily applied in international financing 
to the respective goods are considered. Credits of more than 
five years can be extended, particularly, to meet extra-regional 
competition. On operations financed under the programme, the 
Bank charges the national agencies an interest rate equal to that 
applied to its other operations from ordinary capital resources 
(at present 6.5 per cent). 

4. The programme operates through national agencies 
appointed by the member countries. These agencies are, nor
mally, those in charge of granting export financing in the 
member countries. The national agencies are responsible for 
centralizing programme operations and supervising compliance 
with the provisions of the regulations at the national level, 
particularly with regard to the nature of the exported goods, 
their origin, transaction terms and so on. National agencies 
normally also assume the financing of that portion of a 
transaction not paid in cash by the importer or financed by IDB. 

5. The regulations foresee three possibilities as to the form 
in which IDB may deal with national agencies. These are : 
first, concession of global loans to national agencies with a fixed 
amortization period and interest rate, to be re-lent to exporters 
at different individual terms ; secondly, opening of lines of 
credit to refinance export credits financed by national agencies 
either through rediscounting the credit documents of the impor
ter, guaranteed by the national agency, or through issuance by 
the national agency of promissory notes to the order of IDB 
and thirdly, any other operation that the Bank may determine. 
In practice, IDB has used only line of credit agreements to 
refinance export credits granted by national agencies through 
the issuance by the national agencies of credit documents to the 
order of IDB. The preference given to promissory notes of the 
national agencies over the rediscounting of the importers, paper, 
with the full responsibility of the national agency, is due to the 
fact that the amount and the interest rate of the latter are 
generally higher than that of the IDB credit. The amortization 
terms of the promissory notes issued by the national agencies 
approximate those of the credit documents of the importers. 

6. The amount covered by the line of credit is agreed between 
IDB and the national agency, taking into account the possibilities 
of utilization existing in the exporting countries. The resources 
of each line of credit are increased by the repayments to IDB 
that national agencies make during the period of utilization of 
the line of credits. Also, they can be increased by the sale of the 
credit documents which the Bank may effect without its 
guarantee. This provision has not as yet been put into practice. 

7. The line of credit contract does not establish the repayment 
period. This period is set in the promissory notes issued by the 
national agency to IDB and must correspond approximately to 
the period included in the documents of the importer discounted 
by the national agency, it being understood that the periods in 
the latter documents must not be longer than the maximum 
authorized by IDB. 

8. The Bank refinances up to 70 per cent of the export 
value, whether f.o.b. or c.i.f. value of the exports, provided the 

resulting amount does not exceed the part of the export credit 
financed by the national agency. Of the part financed by the 
national agency, only the principal is refinanced by IDB, not 
interest, which must be deducted even in cases where the 
documents of the importer do not specify interest separately. 
The exporter must assume a financial responsibility (commer
cial credit risk) for at least 15 per cent of the value of the 
credit extended to the importer. 

B. Operations of the system 

9. The situation of the IDB programme as of 30 Septem
ber 1967 is shown in table 1. Since the beginning of the 
programme, six normal lines of credit and one " special " line 
of credit (see below) have been opened. Table 2 gives the 
value of exports financed by the programme, its origin and 
destination. Tables 3 and 4 give, in summary form, the type 
of capital goods exported by two major participants and 
financed under the programme. 

10. Because the volume of operations is as yet relatively 
small, a few large individual operations loom large. Thus 
in Mexico, 31.7 per cent of the exports under the programme 
came from one enterprise (Tubos de Acero). In Brazil, where 
exports under the programme are more diversified, an operation 
covering the export of automotive body-stamping equipment 
from one producer (Willis) to its own counterpart in Argentina 
unduly influences the picture. However, it does not appear 
justified to conclude that the benefits of the programme are 
flowing only to a few large firms and particularly to trade 
among subsidiaries of the same foreign corporation located in 
different Latin American countries. Although full documen
tation on the individual firms is not readily available, a larger 
number of small operations with Latin American firms appear 
to have been undertaken. 

C. Suggested changes in the programme 

11. The instructions of the programme have been revised 
once since its inception. A supplementary instruction, issued in 
late 1966, considerably simplifies the procedures of the pro
gramme. This simplification originated in a meeting of all the 
national agencies with the Bank. On that occasion, a number of 
suggestions were advanced by the national agencies as to the 
possible expansion of the programme. 

12. Three suggestions have been made on changing the list 
of goods to expand the coverage of the programme beyond 
capital goods proper : first, additions to the list of specific capital 
goods (such as typewriters, sewing machines and fertilizers) ; 
secondly, inclusion of goods which are not capital goods per se 
but which could be considered as such by reason of their 
utilization ; thirdly, inclusion of all types of durable goods, 
even consumer goods, which are sold at terms of more than 
180 days on the international market. 

13. A number of other suggestions have been made. One 
which was adopted was to finance large exports through special 
lines of credit instead of within the line of credit for general 
goods included in the hst. This new operation was established 
for financing exports in process of negotiation and involving 
substantial amounts. The special line of credit has a two-part 
period of validity : an initial period, coinciding with that 
required by the exporter to negotiate the export, and a second 
period coinciding with that necessary for the delivery of the 
goods. This new facility permits the national agencies to commit 
themselves with the exporters, and gives IDB additional flexi
bility since it can terminate the line of credit if the exporter's 
negotiations are unsuccessful. One such line has been opened 
for Brazil to finance the export of ships to Mexico. Negotiations 
between the exporter and importer are still in progress. 
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14. Proposals have been advanced to permit IDB to par
ticipate in the prefinancing of exports of goods involving long 
periods of production and aiming at effecting disbursements 
during the period of production, rather than waiting until the 
goods have been delivered to the importer. The regulations have 
not yet been changed but, in the case of the special line of 
credit described above, this procedure was permitted. Another 
proposal aims at extending the programme to financing exports 
intended for countries other than Latin American countries. 
Given the fact that transactions with third countries represent 
a small share of the national agencies' business and that the 
IDB financing of intra-regional trade frees resources that the 
national agencies can use to finance inter-regional trade, this 
suggestion has not been accepted. 

15. One of the requirements of the regulations of IDB is that 
the exporter bear 15 per cent of the risks. Since insurance 
agencies in the field have raised maximum coverage over 
85 per cent, a lowering of the 15 per cent level of financial 
responsibility (commercial credit risk) of the exporter is under 
study. Other ideas suggested for study include the setting up 
of national systems or a regional system of insurance or 
reinsurance against export credits risks. 

Conclusions 

16. The programme is still at a stage where it appears pre
mature to draw any firm conclusions or to emphasize any clear 
tendencies. The ultimate test of the programme is its success 
in promoting capital goods exports. From the available infor
mation, the achievements of the programme in promoting intra-
regional exports of capital goods is difficult to assess. It is true 
that a relatively small proportion of the capital goods exports 
of the countries in the programme have been financed by 
IDB. For example, Brazil's total capital goods exports to the 
Latin American Free Trade Association (LAFTA) countries in 

the two years 1964 and 1965 were $34 million, or about 
7.6 times the amount of Brazilian exports financed by the pro
gramme by 30 September 1967. However, it can be argued 
that the relevant comparison should be made not with total 
capital goods exports but with capital goods exported on 
medium-term credit for which no figures are available. There is 
little doubt that the programme covers a relatively large part of 
the total intraregional exports on medium-term credit. It cannot 
be said, without more information from the countries concerned, 
what proportion of those exports would not have occurred in 
the absence of the IDB programme. 

17. While the countries covered by the programme include 
some of the more industrialized of the developing countries, 
this in itself does not make the relatively low volume of 
export financing a matter for disappointment. Export markets 
for capital goods require to be built up, the products have to 
acquire a reputation, a tendency for consumer preference for 
capital goods from the developed countries has to be counter
acted. Striking results should not, therefore, be expected in a 
three or four-year period. Further, there must be clarity as to 
what any programme of export financing can or cannot do. 
It can, and does, improve the competitiveness of Latin American 
exports, as regards credit conditions. This is important for com
modities, in which exports on credit are a normal feature, and 
where suppliers tend to compete not only in terms of price and 
quality but also in terms of favourable credit. However, an 
export financing programme cannot offset completely all other 
causes of lack of competitiveness that may inhibit capital goods 
export from developing countries. 

18. The question can be raised that the IDB programme does 
not make available a new facility to exporters, but only 
strengthens the financial position of national agencies already 
engaged in the business of export financing. In fact, the pro
gramme has stimulated the development of existing national 
export finance facilities and the establishment of new ones. 

TABLE 1 

Operations under the programme as of 30 September 1967 
(SUS thousand) 

Amounts disbursed Amounts available 
Year , . 

of line Amount , , , 
of credit authorized As °f in

 As °J As °J As °J 
mvttvn^t 30 September m**i*-7 30 September 30 September 30 September 
contract 1У6616/ , „ , , , 0 , r t ,o r t 7 

1966 1967 1966 

Banco Central, 
Argentina 1964 

Banco do Brasil 1964 
Banco do Brasil 

(special) 1966 
Banco Central, 

Chile 1964 
Nacional Financiera, 

Mexico 1964 
Banco Nacional, 

Nicaragua 1966 
Banco Industrial,a 

Peru 1965 

TOTAL 

3,000 
5,000 

10,780 

2,000 

5,000 

1,000 

185 

1,502 
1,482 

— 

— 

3,163 

— 

270 

1,072 
1,371 

— 

— 

2,973 

— 

— 

2,574 
2,853 

— 

— 

6,136 

— 

270 

1,827 
1,705 

10,780 

2,000 

2,039 

1,000 

754 

1,318 
3,336 

10,780 

2,000 

214 

1,000 

— 

26,965 6,417 5,416 11,833 20,105 18,648 

NOTE: Amounts disbursed can exceed those authorized, since repayments can be further utilized. For the same reason, amounts available 
plus amounts disbursed can exceed amounts authorized. 

a This line of credit originally was for $ 1 million, but was cancelled in June 1967. 
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TABLE 2 

Cumulative value of exports financed by the programme: direction of trade as of 30 September 1967 
(SUS thousand) 

Impo 
coun 

Bolivia . . 

Chile . . . 
El Salvador 

Mexico . . 
Panama . . 

Peru . . . 
Uruguay . . 
Venezuela . 

rting 
'tries 

TOTAL 

Percentage 

Argentina 

80.0 
56.8 
9.4 

3,292.9 
— 
— 
— 
90.1 

14.2 
589.4 
40.9 

431.7 

4,605.5 
24.33 

Exporting countries 

Brazil Mexico 

3,679.1 5,029.2 
122.9 — 

— — 
23.8 996.3 

100.1 1,337.1 
50.5 71.2 

126.9 — 
137.4 258.7 
108.5 — 

92.5 — 
40.7 1,142.3 
71.5 — 
— 453.0 

4,553.9 9,287.8 
24.07 49.07 

Peru 

— 

— 
• — • 

— 
— 
— 

478.5 
— 

— 
— 

478.5 
2.53 

Total 

8,708.3 
202.9 
56.8 
9.4 

1,020.1 
4,730.1 

121.8 
126.9 
396.0 
198.6 
478.5 
106.7 

1,772.4 
112.4 
884.7 

18,925.7 
100.00 

46.01 
1.07 
0.30 
0.05 
5.39 

24.99 
0.64 
0.70 
2.09 
1.05 
2.53 
0.56 
9.35 
0.60 
4.67 

100.00 

TABLE 3 

Cumulative Brazilian exports financed by the programme as of 30 September 1967 
(SUS thousand) 

Automotive Au'°"">."^ 
vehicles" «earning 
venicies equipment 

Road Industrial 
building machinery 

equipment and 
and tractors equipment 

Machine 
tools 

Steel 
sheets Total 

Argentina 757.3 
Bolivia 90.3 
Chile — 
Costa Rica 23.8 
El Salvador 50.5 
Guatemala 126.7 
Honduras 137.2 
Mexico 
Paraguay 
Peru 
Uruguay 

TOTAL 

Percentage 

1,311.0 847.7 
32.4 
67.0 

428.7 113.8 

33.1 

115.2 

— 
84.9 
— 
71.5 

1,342.2 
30.2 

— 
— 
— 
— 

1,311.0 
29.5 

— 
— 
— 
— 

947.1 
21.3 

46.9 
— 
— 
— 

475.6 
10.7 

61.7 
7.6 

40.6 
— 

256.8 
5.8 

— 
— 
— 
— 

115.2 
2.5 

4,447.9 
100.0 

a Includes trucks, light trucks, forklift trucks, buses, chassis, cabins, jeeps, diesel motor injector pumps. 
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TABLE 4 

Cumulative Mexican exports financed by the programme as of 30 September 1967 
(SUS thousand) 

3 S r — F1z^ ** — «gs„ ™ 
Argentina 4,361 667 — — — — 
Costa Rica — — 996 — — — 
Chile — 1,139 — 198 — — 
El Salvador — — — — — 71 
Honduras — — — — 259 — 
Peru — 1,143 — — — — 
Venezuela — — — 453 — — 

TOTAL 4,361 2,949 996 651 259 71 9,287 
Percentage 47.0 31.7 10.7 7.0 2.8 0.8 100.0 

a Includes heat exchangers, distillation towers and columns, pressure tanks, storage tanks, large diameter steel pipes, prefabricated 
piping, steel bridle clamps and pipe connexions, metal forms. 
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Introduction 

1. The first session of the United Nations Conference 
on Trade and Development laid considerable emphasis on 
the interdependence of the mobilization of domestic and 
external resources in the development process.x Mobiliza
tion of resources involves action to increase the supply 
of those factors which are considered to be of crucial 
importance in the growth process. The factors critical 
for economic growth vary not only from country to 
country but also for the same country at different stages 
of its development. Since there are considerable differ
ences in the level of development among various develop
ing countries, no single list of critical factors would be 

* This study is a revised version of document TD/B/C.3/28 
issued on 26 January 1967 for the second session of the Com
mittee on Invisibles and Financing related to Trade and 
incorporates document TD/7/Supp.2/Corr.l. 

1 See Proceedings of the United Nations Conference on Trade 
and Development, vol. I : Final Act and Report (United Nations 
publication, Sales No.: 64.II.B.11), p. 42, A.IV.l, para. l(a)(ii). 

applicable to all of them. Even were it possible to com
pile such a list, the relative importance of various fac
tors in the list would still vary from one country to 
another. Therefore the comparative economic perfor
mance of various developing countries cannot be assessed 
on the basis of any single set of factors. However, there 
is at the same time widespread agreement on the broad 
outlines of an effective development policy and this is 
reflected in the guidelines adopted by the first session of 
the Conference in that respect.2 

2. In what follows, attention is focused on some of the 
areas which, as those guidelines indicate, are considered 
of crucial importance for any evaluation of self-help 
performance : namely, trends in output, investment and 
savings, the growth of the agricultural sector, the deve
lopment of education and technical skills, and the effec
tiveness of the planning process. Developments in those 

•Ibid. 

157 
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fields are reviewed so as to give a general indication of 
the measure of progress achieved.8 

3. A major conclusion of the study is that, despite 
important failures and short-comings, notably in the 
sphere of agriculture, significant progress over a broad 
front has been made in a considerable number of deve
loping countries. The evidence set forth in the study 
shows that many of these countries are making better 
use of their own resources than they were some years 
ago, and that their ability to utilize external resources 
productively has advanced accordingly. As pointed out 
recently by the Chairman of the Development Assistance 
Committee (DAC) of the Organization for Economic 
Co-operation and Development (OECD), " there can 
be little question but that the rate of change will be 
accelerated if the flow of foreign capital and technical 
assistance are increased in volume and effectiveness".4 

4. The available estimates show that a considerable 
number of developing countries attained an average 
annual rate of growth of real gross domestic product of 
5 per cent or more during 1960-1966. In addition, in a 
number of other countries, the rate of growth realized 
during 1960-1966 was higher than that of 1950-1960. 
However, the weighted average rate of growth of the 
developing countries as a whole during the period 1960-
1966 was lower than 5 per cent—the target of the United 
Nations Development Decade. 

5. It would appear that the developing countries need 
to invest 15 to 20 per cent of their annual gross income 
in order to sustain an annual growth rate of 5 per cent. 
The available estimates for fifty-four countries indicate 
that in thirty-seven cases gross domestic capital forma
tion amounted to 15 per cent or more of gross domestic 
product in 1963-1965. In a considerable number of coun
tries, real gross investment increased at an average 
annual rate of 7.5 per cent or more during the period 
1950-1965. 

6. It appears from the foregoing that a rate of domes
tic savings of at least 15 per cent of gross income would 
be a necessary condition for self-sustained growth in the 
developing countries. Available data for fifty-four deve
loping countries show that, during 1963-1965, twenty-
three of those countries saved 15 per cent or more of 
their gross domestic product. At the same time, of the 
thirty-eight countries for which statistically significant 
estimates of marginal savings rates were obtained for the 
period 1950-1965, twenty-three had a marginal annual 
savings rate of 15 per cent or more. 

7. Although the data on the sectoral composition of 
domestic savings are imperfect, it appears that, in a 

s It must be emphasized that, while the indicators provided in 
this study are useful in assessing performance, they do not by 
themselves exhaust the information required for evaluating a 
country's over-all economic performance or for comparing it to 
that of other countries. Such a task would require a detailed 
investigation of resource endowment, economic structure and 
potentialities, and the initial level of development. Moreover, 
some of the important elements of progress, such as the building 
and strengthening of a favourable institutional framework, 
cannot be quantified. 

4 OECD, Development Assistance Efforts and Policies, 1966 
Review (Paris, 1966), p. 25. 

majority of developing countries for which information is 
available, government savings are neither the most impor
tant nor a fast growing component of domestic savings. 
In most countries, the bulk of savings seems to be expect
ed in the private sector. The private sector also seems 
to be the major source of the increases in net domestic 
savings ratios recorded in the decade ending in 1964. 

8. The relative insignificance of public savings in the 
developing countries is partly due to ineffective tax sys
tems. These are dominated by indirect taxes, which in 
many cases tend to be relatively income inelastic in yield 
and inequitable in incidence. Lack of effective administra
tion leads to considerable evasion of direct taxes. Agri
cultural taxation in many developing countries also needs 
reform in the interest both of equity and of efficiency. 

9. Despite these obvious defects, tax revenue in a 
majority of developing countries for which estimates are 
available rose faster than gross domestic product over 
the period 1950-1965. Of twenty-eight developing coun
tries for which statistically significant estimates of the 
income elasticity of tax revenue were obtained, twenty-
one countries had income elasticities of greater than one. 
However, in a majority of countries, the growth of cur
rent government expenditure seems to have wholly 
absorbed the additional tax revenue, so that the public 
savings potential was not realized in those cases. It 
should be borne in mind that current government expen
diture includes outlays for education and health, which 
contribute to development. 

10. Per capita agricultural production in the develop
ing regions of the world as a whole tended to stagnate in 
the 1960's and data for 1965-1966 indicate a sharp 
decline. However, taking the period 1948-1963 as a 
whole, the growth of total agricultural output in the 
developing regions does not compare unfavourably with 
that of the developed regions of the world. 

11. Developing countries recognize that attempts to 
increase agricultural production can be frustrated by 
such institutional obstacles as inefficient and inequitable 
systems of land ownership or land tenure practices. Many 
of them have enacted land reform legislation, although 
it appears that implementation has not been very effect
ive. 

12. Improvements in agricultural technology are an 
important source of increased agricultural production. 
Progress is being made in this respect by the developing 
countries, although the use of modern practices such as 
the application of fertilizers is still confined largely to 
limited sectors of agriculture such as plantations or 
export crops. 

13. The developing countries are critically short of 
many types of technical skills. As a result, they are 
putting increasing emphasis on education and training. 
Judging by the trends in enrolment, there has been a 
significant advance at all three levels of education during 
the past decade. However, progress in terms of effective 
schooling is not considered satisfactory due to a high 
drop-out ratio. There is also increasing concern that 
educational programmes should be so planned as to 
reflect the requirements of social and economic develop
ment. 
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14. Planning has come to be widely accepted as an 
indispensable tool for accelerating the pace of develop
ment. Development planning is currently applied by-
most of the developing countries, although its form, 
objectives and effectiveness vary considerably from one 
country to another. In a number of countries, imple
mentation of plans, particularly in agriculture, is far from 
satisfactory. However, it appears that, despite consider
able handicaps on account of political difficulties, insti
tutional rigidities and other factors, planning is serving 
a useful purpose in improving the economic manage
ment of the countries concerned and the quality of 
planning is itself gradually improving over time. 

15. In the interests of their development, it is essential 
that developing countries should undertake an adequate 
mobilization of their internal resources. Such mobilization 
is important not only in itself, but also in order to make 
possible the most effective use of external resources as 
well. However, a country's economic performance is 
influenced by many factors, not all of which may be 
amenable to government control. Thus meaningful per
formance norms cannot be established without a detailed 
evaluation of structural characteristics, potentialities and 
constraints which condition the pace of development of 
each country. An impartial expert evaluation of plans 
and performance on a continuing basis would help 
greatly in evolving an effective international development 
policy. Such a procedure would assure donor countries 
that their aid was being put to good use without requir
ing them to set up their own evaluation machinery, a 
task for which only a few major donor countries are 
adequately equipped. At the same time, it would also 
help to foster the growth of the idea that the sole object 
of economic aid should be to promote economic develop
ment. 

Chapter I 

Growth rates of output 

16. The growth rate of aggregate output is usually 
regarded as a convenient way of summing up a country's 
over-all economic performance. A country's current per
formance may be assessed either by comparison with 
performance of other countries during the same period 
or on the basis of its own past performance. Both these 
methods have their advantages and limitations. 

17. A cross-section approach covering a number of 
countries may give a general indication of relative per
formance, provided that too much importance is not 
given to relatively small inter-country differences. More
over, in comparing one country with another it is essen
tial to bear in mind basic structural differences or factors 
outside the control of the countries concerned. For 
example, if two countries start from different initial 
points with respect to the size of per capita income or 
the utilization of existing productive capacity, differences 
in their rates of growth may be at least partly the result 
of factors unrelated to performance. Observed differences 
in growth rates among countries may also be due to the 
varying incidence of natural calamities or of unforeseen 
fluctuations in prices and in the volume of exports. 

Furthermore, in some cases the divergences in the rates 
of growth of output may partly be accounted for by 
differences in the inflow of external assistance. At times, 
differences in rates of growth of output may reflect differ
ences in basic development strategies. For example, a 
country may deliberately choose a strategy which initially 
yields a lower rate of growth but is considered more 
profitable over a longer period. In such cases, differences 
in growth rates during any given period need not reflect 
comparative performance. 

18. A time series analysis of growth rates makes it 
possible to assess a country's current performance against 
its own past rate of growth. Thus a high or rising rate 
of growth is prima facie an indicator of good perfor
mance. But even in this case caution is required in 
drawing inferences about performance from the observed 
behaviour of growth rates over time. Both an accelera
tion and a decline in the rate of growth over time may 
be the results of factors having no bearing on perfor
mance, such as fluctuations in harvest yields in response 
to sudden changes in weather or changes in the volume 
and prices of exports on account of events in the outside 
world.5 Thus the rate of growth of aggregate output, 
although a useful starting point in the analysis of per
formance, is not a sure basis of judgement on compara
tive performance. 

19. Information regarding rates of growth of real 
gross domestic product in the developing countries during 
1950-1960 and 1960-1966 is summarized in table l.e Two 
facts emerge from an examination of this table. First, 
twenty-three out of forty-four countries for which data for 
both periods are available achieved on the average a 
higher rate of growth during 1960-1966 than in 1950-
1960 ; in nineteen of the twenty-three countries the accel
eration of the growth rate exceeded 1 per cent. Secondly, 
judging in terms of the target set for the United Nations 
Development Decade, the following twenty countries 
achieved average annual growth rates of 5 per cent or 
more during 1960-1966 : Bolivia, China (Taiwan), Greece, 
Guatemala, Iran, Iraq, Israel, Jordan, Malaysia, Mexico, 
Nicaragua, Nigeria, Pakistan, Panama, Peru, Republic of 
Korea, Thailand, Trinidad and Tobago, Venezuela and 
Zambia. In addition, Syria and the United Arab Repub
lic, for which data are not yet available for 1966, record
ed average annual growth rates of more than 5 per cent 
during 1960-1965. However, despite significant progress 
in those countries, many other developing countries 
failed to realize the annual target growth rate of 5 per 
cent. What is perhaps more significant is the fact that 
the latter group included countries with large populations 
such as Argentina, Brazil, India and Indonesia. 

5 For example, the average annual rate of growth achieved by 
India during 1960-1964 was 4.4 per cent. It compared favourably 
with the average annual rate of growth of 3.7 per cent of the 
1950's. However, because of an unprecedented drought in 1965, 
total output declined by over 4 per cent in 1965, pulling down 
the annual average for 1960-1965 to 2.7 per cent. 

11 For some of the countries included in table 1, the data relate 
to 1955-1960 and 1960-1965 instead of 1950-1960 and 1960-
1966 respectively. 
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Chapter II 

Level and trend of investment 

20. From the point of view of economic policy, invest
ment stands out as one of the instruments of growth 
most readily influenced or controlled. Although there are 
other sources of growth, the significance of investment 
lies in the fact that it not only adds to productive 
capacity but also provides the means for the transmis
sion of technical progress. Even improvements in orga
nization and skills gained through " learning by doing " 
are influenced by the rate of investment. Furthermore, a 
high rate of investment adds to the flexibility of the 
economy and facilitates its structural adaptation to 
changes in the economic environment. 

21. Despite the great importance of investment in the 
process of growth, there need be no unique relationship 
between an increase in investment and the growth of 
output. The contribution that a unit of investment makes 
to increased output depends on a number of factors such 
as efficiency in the selection, design and execution of 
investment projects as well as the effectiveness with which 
capital and other co-operating factors of production are 
combined in the productive process. Furthermore, higher 
investment will not lead to an increase in output if the 
additional productive capacity cannot be utilized either 
because of an unexpected deficiency of demand or 
because of a failure to make adequate provision for the 
supply of raw materials and intermediate products need
ed to set the productive capacity into motion. Besides, as 
is well known, the observed values of the aggregate 
incremental capital-output ratios are also influenced by 
the sectoral distribution of total investment as well as by 
the existence of excess capacity, if any, in the system 
to start with. Furthermore, at times the underlying rela
tionship between investment and output may be obscured 
by the sudden emergence of such factors as fluctuations 
in harvest yields. For all these reasons, it appears that 
countries with the same investment ratios do not always 
experience the same rate of growth of output. However, 
all this does not detract from the strategic role of invest
ment in the growth process. Investment is no doubt a 
necessary although not always a sufficient condition of 
sustained economic growth. 

22. In interpreting statistics on investment and savings 
of the developing countries, the unreliability of the avail
able estimates, especially those relating to the rural 
sector, must be borne in mind. International comparisons 
of investment rates are subject to an additional difficulty, 
in so far as relative prices of investment goods may vary 
from one country to another. For want of data, it has not 
been possible in this study to make allowances for these 
factors. The available data on rates of gross domestic 
capital formation in the developing countries during 
1963-1965 are presented in table 2. Of the fifty-four 
countries included in that table, twenty-nine were devot
ing 15 to 20 per cent of their gross domestic product to 
capital formation during the early 1960's and eight other 
countries had achieved investment rates of over 20 per 
cent during that period. 

23. Rates of growth of real gross investment during 
the period 1950-1965 have also been impressive in a 

considerable number of countries. Table 3 shows that, 
of the forty-one countries for which statistically signifi
cant results were obtained, sixteen managed to increase 
real investment at an average annual rate of 7.5 per cent 
or more during that period ; in fourteen other countries 
the average annual rate was in the range of 5 to 7.5 per 
cent. 

24. The adequacy of any given rate of investment may 
be assessed in terms of target rates of growth of output 
and the probable values of the incremental capital-output 
ratio. Of forty-one developing countries for which incre
mental capital-output ratios were calculated for the 
period 1950-1965, all but seven had ratios in the range 
of 3 to 4. That would suggest that those countries needed 
to invest 15 per cent or more of their income in order 
to realize the United Nations Development Decade 
annual target growth rate of 5 per cent. Investment ratios 
in two-thirds of the developing countries listed in table 2 
lie in that range. 

25. The observed trend of investment is a useful indi
cator of the intensity of the development effort but 
differences in rates of capital formation may also be due 
to factors unrelated to self-help measures. In so far as 
a part of capital formation is financed through external 
aid, differences in rates of investment may simply reflect 
different flows of aid. It is therefore of interest to exam
ine the magnitude of the domestic savings effort. 

Chapter HI 

Mobilization of domestic savings 

Savings and economic development 

26. It is generally agreed that the pace of economic 
development is associated, among other things, with the 
growth of savings. This is because an act of saving makes 
possible the release of productive resources from con
sumption which may then be utilized to add to the stock 
of productive capital, thereby promoting the expansion 
of output. 

27. It is for this reason that much has been made of 
various measures of savings as a key to the self-help 
performance of developing countries. A country is consid
ered to be doing well if the ratio of its domestic savings 
to its total output is high, or at least rising. Conversely, a 
low or falling savings ratio is often regarded as evidence 
of insufficient domestic effort. 

28. Inferences along these lines would be reasonable if 
the effort to save more were all that was needed to bring 
about a higher level of investment. In fact, however, 
attempts to raise the level of savings may be frustrated 
in at least two ways. 

29. In the first place, a reduction in consumption will 
help to raise savings only if total output is not adversely 
affected thereby, and the resources released from con
sumption are in fact utilized for additional investment. 

30. Where the additional savings are generated through 
higher tax revenues, and are used directly by the public 
sector for stepping up its own investment, no problem 
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would arise.7 But where there is a spontaneous reduction 
in private consumption unaccompanied by a rise in 
public investment, this does not in the least imply that 
entrepreneurs would thereby be induced to add to their 
original planned level of investment. And if they did not 
do so, the effect of the fall in consumption would be to 
reduce total output and income to the point at which 
savings were no greater than the original planned level 
of investment. In these circumstances, the effort to save 
more would fail. 

31. Indeed, an increase in the desire to save (a cut 
in private consumption) could, in certain circumstances, 
bring about a reduction in the volume of savings actually 
realized. That would occur if the fall in consumption led 
to a downward revision of the original investment plans 
owing to a decline in business expectations. 

32. Attempts to save more could also be frustrated if 
it proved impossible to translate the additional savings 
into the investment goods required. Since the capacity of 
developing countries to manufacture capital goods is 
generally limited, the conversion of domestic savings 
into additional investment usually involves some increase 
in imports of machinery and equipment. But such an 
increase in imports may not be possible unless the fall 
in domestic consumption has the effect of adding suffi
ciently to the supplies—and sales abroad—of export
able goods or of reducing other demands for imported 
goods. 

33. Since the commodities exported by developing 
countries are highly specialized and do not usually 
figure prominently in domestic consumption,8 a fall in 
total consumption would not generally affect export 
earnings significantly. And since the import content of 
investment expenditure is normally much higher for 
these countries than that of consumer expenditure, a fall 
in consumer expenditure would not release sufficient 
foreign exchange resources to pay for the additional 
imports associated with an equivalent amount of addi
tional investment. 

34. If, as a result of this balance of payments con
straint, the rise in investment falls short of the planned 
additional savings, the effort to increase savings will once 
again be partially frustrated ; it will lead to idle capacity 
and an aggravated under-utilization of resources. 

35. Thus a low or falling level of savings does not 
provide a clear indication of inadequate effort or perfor
mance ; and a high or rising level of savings is no proof 
of good effort or performance. Apart from the fact that 
savings may be low simply because income is low, 
" insufficient " savings may reflect not any absence of 

7 The additional public savings would probably be accompan
ied by a decline in private savings, but since the additional 
taxation would also impinge upon consumption, total domestic 
savings would increase. 

8 There are some exceptions to this, notably in the case of 
countries which export products that are important items of 
domestic consumption, such as meat or textiles, However, even 
as regards some of these commodities, notably textiles, a fall in 
domestic consumption will not always be reflected in a rise 
in the value of exports, as the latter may be limited by import 
restrictions in the major markets rather than by productive 
capacity in the exporting countries. 

willingness to save, but a lack of suitable investment 
opportunities, or an inability to earn sufficient foreign 
exchange. Under such conditions, it would be quite 
irrational for a country to seek to raise its propensity to 
save even although it had the capacity to do so. 

36. Declining savings may also reflect a fall in export 
earnings resulting from a drop in commodity prices, just 
as rising savings may be merely the counterpart of an 
increase in commodity prices. Here the fall in savings 
may result directly from the setback in total income, or 
indirectly from an enforced curtailment of imports of 
investment goods, or of raw materials and components, 
tending to depress total output and income still further. 

37. It will be evident, therefore, that savings perfor
mance requires a much more careful analysis than it 
sometimes gets in the course of efforts to appraise the 
degree to which countries are helping themselves. It will 
not be possible, within the compass of the present paper, 
to undertake the type of case-by-case examination that 
would be needed to fulfil this kind of task properly. The 
present paper does not, therefore, go much beyond a 
review of certain of the well-known aggregate measures. 

38. Generally, it is to be expected that the level of 
savings would rise as development proceeds, on account 
of the increase in the surplus of per capita income over 
minimum subsistence needs and also because of the 
progressive disappearance of rigidities in the structure of 
domestic production. Since income per capita may be 
taken as a rough index of these two factors, a compari
son has been made of levels of per capita income and 
per capita savings in thirty-one developing countries for 
which the relevant data were available. The results9 

indicate a strong relationship between these two variables, 
as well as a strong and statistically significant tendency 
for the marginal rate of savings to increase with per 
capita income. 

Gross domestic savings rates 1963-1965 and marginal 
savings rates 1950-1965 

39. It was suggested earlier that the developing coun
tries would need to invest 15 to 20 per cent of their 
income in order to realize the 5 per cent growth target 
of the United Nations Development Decade. Thus a rate 
of domestic savings of at least 15 per cent of gross 
income would appear to be a necessary condition for 
self-sustained growth at a satisfactory rate in the devel
oping countries.10 

9 The relationship tested and the results obtained from regres
sion analysis for thirty-one developing countries are as follows : 

St 0\> (V 
— =14.4-0.0207 — + 0.000223 — 
P t P t P t 

where St/Pt = Gross Domestic Savings per capita in period t 
Yt/Pt = Gross Domestic Product per capita in period t 

The values of the above coefficients relate to a cross-country test 
for the year 1960. Cross-country tests for all sample countries 
with data relating to the years 1955 and 1958 as well as for 
regional sub-samples have yielded very similar results. 

" I n so far as a part of domestic savings has to be earmarked 
for meeting the service obligations on accumulated external 
debt, the domestic savings rate must exceed the rate of domestic 
capital formation by the full amount of debt service charges if 
self-sustained growth is to be achieved. 
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40. Data on savings are among the least reliable in 
all countries, and the developing countries are no excep
tion. However, judging by the available data presented 
in table 4, a considerable number of developing countries 
are currently saving 15 per cent or more of their annual 
gross domestic product. Of the fifty-four countries includ
ed in table 4, eight were saving less than 10 per cent of 
their gross domestic product during the early 1960's ; 
twenty-three countries saved 10 to 15 per cent; eleven 
countries attained a savings rate of 15 to 20 per cent ; 
and twelve countries had a savings rate of 20 per cent or 
more. Of the thirty-seven countries shown in table 2 as 
devoting 15 per cent or more of their gross domestic 
product to investment in the early 1960s, nineteen also 
recorded domestic savings of 15 per cent or more of 
total output. 

41. Since developing countries are not all at the same 
stage of economic development or level of per capita 
income,11 and also because they did not all start their 
development programmes at the same time, it would not 
be appropriate to measure their commitment to self-help 
by reference only to rates of gross domestic savings 
attained in a given time period. From this point of view, 
the behaviour of the marginal rather than of the average 
savings rate of a country may be a better indicator of the 
speed with which it is adapting itself to growing invest
ment opportunities. Accordingly, marginal savings rates 
were computed for forty-seven developing countries 
covering the period 1950-1965, of which results for 
thirty-eight countries turned out to be statistically signi
ficant. Of these thirty-eight countries, twenty-three had 
a marginal annual savings rate of 15 per cent or more 
(table 5). 

Sectoral composition of domestic savings 

42. A sectoral breakdown of total savings may throw 
light on the pattern and quality of investment, especially 
where capital markets are underdeveloped or where 
there are other difficulties in making the savings of one 
sector available to finance worth-while projects in another 
sector. For example, if household savings are not made 
available to finance productive investments in the business 
sector but are earmarked for luxury construction or for 
speculative investment in such things as gold or jewellery, 
the growth of output is bound to be affected. 

43. Unfortunately, for lack of data it is not possible 
to analyse the sectoral composition of savings in all 
developing countries. Even where figures are available, 
they are often not internationally comparable ; in some 
countries, savings of government commercial enterprises 
are merged with general government savings, while in 
others they are included in corporate savings. However, 
judging by the available figures, government savings 
appear to be neither the most important component of 
total savings nor are they growing particularly fast in the 
majority of the developing countries for which informa-

11 It should be noted that savings depend not only on the 
level of per capita income but also on the distribution of income. 

tion is available.12 With a few exceptions, private savings 
seem to constitute the most important component of 
domestic savings in the developing countries. It also 
appears that the private sector was largely responsible 
for the increases in net savings ratios recorded in the 
decade ending in 1964.1S 

44. The available data on private savings do not indi
cate the relative importance of personal and business 
savings. Household savings as defined in statistics of 
national accounts also include savings of unincorporated 
enterprises which account for a sizeable part of business 
activity in many developing countries. As is well known, 
motives for business savings are different from those for 
personal savings. Although it is not possible statistically 
to divide total private savings into personal and business 
savings, the available evidence suggests that in most 
developing countries the latter constitute a far larger 
contribution than the former to total domestic savings 
available for productive investment. In some countries, 
the bulk of private savings is accounted for by the cor
porate business sector. 

45. The share of public savings in total savings is 
partly dependent on the relative importance of public 
investment in the development strategy of a country. 
This is essentially a political decision. As such, the 
relative share of public savings in total savings will vary 
from country to country.14 However, many developing 
countries have assigned a growing role to public invest
ment in their development strategy. In the absence of 
adequate public savings, public investment can be finan
ced by borrowing either at home or abroad. Borrowing 
abroad is subject to major limitations, as shown in 
other papers before the Conference. The scope for 
internal borrowing is, however, also limited by the often 
primitive nature of capital markets in the developing 
countries and by the risk of inflation, especially in view 
of the rigidities characteristic of the economic structure 
of those countries. It is therefore important to study 

12 "In most developing countries, the government contribution 
to the savings ratio of 15 to 20 per cent of gross domestic product 
implicit in the growth target is a very small one. Nor has it 
been increasing in recent years : on the contrary, between 1953-
1955 and 1962-1964, the proportion of Governments managing 
to raise their net saving rates was only half that of those in which 
there was a decline. And the reductions in rates were generally 
significantly greater than the increases." United Nations World 
Economic Survey, 1965, part I (United Nations publication, 
Sales No. : 66.II.C.1), chap. I, p. 21. 

18 Ibid. 
14 For a number of reasons, the relative share of public 

savmgs in various developing countries cannot form the basis 
of assessing their comparative performance. First, as pointed out 
above, the share of public savings is at least partly influenced 
by the political decision concerning the role of public investment 
in total investment. Since there is no precise relationship between 
the size of public investment and the pace of development of an 
economy, the relative size of public savings need have no close 
relation to successful growth performance. Moreover, conven
tional definitions of consumption, investment and savings do not 
provide a true indication of the relative productivity of various 
types of government expenditure. Some items of government 
current expenditure, such as education and health, may be as 
productive as government investment as conventionally defined. 
Thus the relative size of public savings, as usually measured, 
may not adequately reflect a Government's commitment to 
self-help. 
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carefully the means by which the share of public sector 
savings in total income can be increased. Of course, in 
order to secure optimum results, such an increase should 
be achieved in such a way as to avoid unfavourable 
effects on productive investment in the private sector. 

The tax structure 

46. Public savings in the developing countries are 
bound to remain small if their tax-income ratios are not 
substantially raised. In the developed market economies, 
taxes on the average absorb about 30 per cent of the 
annual gross domestic product.15 On the other hand, of 
the thirty-three developing countries for which data are 
set forth in table 6, only fifteen show tax revenue exceed
ing 15 per cent of their gross domestic product16 in the 
early 1960's. 

47. No doubt, the taxable capacity of the developing 
economies is lower than that of the developed countries 
on account of their much lower per capita income, which 
means that they have a much smaller surplus over mini
mum essential consumption. Also, when a large part of 
the national income of a country accrues to the subsist
ence sector, it cannot be easily identified for tax pur
poses. However, considering the great inequalities of 
income and wealth to be found in many developing coun
tries and also the well-known defects in their tax legisla
tion and administration, it is unlikely that their current 
tax revenues reflect their full tax potential. 

48. The existing tax structure in many developing 
countries is not conducive to a rapid growth of tax 
revenues unless there are frequent changes in coverage 
and rate of taxation. Of the thirty-three countries includ
ed in table 6, nine had lower ratios of tax revenue to 
gross domestic product in 1963-1965 than in 1955-1957. 
In the developed market economies, tax revenue tends to 
rise faster than national income even without a revision 
of the rate structure. This is due to the importance of 
progressive taxes on income and wealth in their tax 
structure. In the early 1960s, indirect taxes accounted 
for about 35 to 50 per cent of total tax revenue in the 
developed countries of Western Europe and North Amer
ica. During the same period, of the thirty-two develop
ing countries included in table 7, only twelve collected 
less than 60 per cent of their total tax revenue through 
indirect taxation. The majority of developing countries 
collect about 70 per cent or more of their tax revenue 
from indirect taxes. However, it appears that, in a num
ber of countries, the share of indirect taxes in total tax 
revenue is gradually declining. 

15 During 1962-1964, tax revenue was equivalent to 28 per 
cent of the gross domestic product in the United States ; 29 
per cent in the United Kingdom ; 35 per cent in the Federal 
Republic of Germany ; 37 per cent in France, and 26 per cent 
in Canada. 

18 Inter-country differences in the ratio of tax revenue to gross 
domestic product may reflect factors other than the willingness 
to mobilize resources for development. They may, for example, 
be due to different conceptions of the role of government in 
economic activity or to differences in the proportions of income 
accruing in sectors that are relatively easy to identify for tax 
purposes. The contribution of customs duties, which are relativ
ely easy to collect, will depend on the ratio of imports to total 
income. 

49. Since many indirect taxes tend to be both regres
sive in incidence and inelastic in yield as income rises, 
their preponderance in the tax structure of the develop
ing countries calls for frequent revisions of basic rate 
structure if the share of tax revenue in total income is 
to be maintained. Of course, it is sometimes possible to 
build into a system of indirect taxation a certain degree 
of progressivity, as through progressive excise taxes, 
whereby articles of mass consumption are either exempt 
or are taxed at lower rates than luxuries. Also, when 
inequalities of income and wealth are not very*serious 
and the administrative system is so poor that income 
taxes are easily avoided, indirect taxes may be an equi
table method of distributing the tax burden. Thus cus
toms duties may be the only practicable way of taxing 
peasant incomes or urban consumers where they cannot 
be reached through income taxes. But when there are 
considerable economic inequalities, indirect taxes are 
generally less equitable and effective than progressive 
taxes on income and wealth, and exert less restraint on 
socially wasteful consumption. Clearly, there is need in 
most developing countries to superimpose on the existing 
indirect taxes an effective system of progressive taxation 
of income and wealth, and to train the officials required 
to administer such a system. 

50. Most developing countries levy direct taxes on 
income, but because of defective legislation and ineffi
cient administration, tax collections fall far short of 
amounts legally due.17 In many Latin American coun
tries, apart from the general problem of evasion, there 
is no single comprehensive tax on all income but the 
cedular system of income taxation which leaves many 
important sources untaxed. In addition, exemption levels 
tend to be higher than they need be. In some Asian 
developing countries, for example, personal incomes up 
to a multiple of ten to twenty times the average per 
capita income remain altogether exempt from income 
taxes, whereas the corresponding multiple is one to 
three in most developed market economies.18 Lack of 
administrative personnel sometimes stands in the way of 
lowering exemption limits, but other methods can be 
found to tax the growing class of industrial and urban 
workers. In this connexion, the role of parafiscal devices, 
such as compulsory contributions for social insurance 
and pensions, can be very significant. It appears that in 
the United Arab Republic the increase in savings in 
recent years has been in large measure the result of such 
parafiscal devices.19 

17 According to estimates of the Central Board of Revenues of 
India, 30 per cent of income assessable to income tax evaded 
taxation in 1955-1956. 

Argentina's central bank estimated under-reporting of income 
to be 50 per cent in 1952 and 60 per cent in 1957. Income 
assessed to complementary tax in Chile was estimated to have 
been under-reported by 65 per cent in 1956. Cf. R.C. Desai, 
" Fiscal Capacity of Developing Economies," in Fiscal Policy 
for Economic Growth in Latin America (Baltimore, Md., Johns 
Hopkins Press, 1965), p. 43. 

18 Economic Commission for Asia and the Far East (ECAFE), 
Economic Survey of Asia and the Far East, 1960 (United Na
tions publication, Sales No. : 61.II.F.1), p. 94. 

10 See Jorgen R. Lotz, " Taxation in the United Arab Republic 
(Egypt)," IMF Staff Papers, vol. XIII, No. 1, March 1966. 
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51. In developing countries, the proportion of total 
income generated in agriculture is relatively high. It is 
not easy to calculate the burden of taxation borne by 
agriculture because of difficulties in allocating indirect 
taxes among various sectors of the economy. However, 
there is general agreement among experts that agriculture 
is rather lightly taxed in developing economies. In Asia, 
the burden represented by the traditional land tax has 
progressively declined as agricultural prices have risen 
and reassessments have not been frequent.20 In Latin 
America, according to H. P. Wald, " except in a few 
countries which seem to have been moderately successful 
with export taxes on agricultural products, the prevailing 
taxes on Latin American agriculture are generally 
primitive in form, poorly administered, and productive 
of almost negligible amounts of revenue".21 He goes 
on to add : " From every point of view—equity, revenue 
need and economic effects—this is an unmistakably 
damaging state of affairs. The tax shelter enjoyed by 
wealthy landlords in most Latin American countries, 
paradoxically enough, impedes agricultural development 
and more generally exerts a drag on over-all economic 
progress in the region."22 In a recent analysis of 
taxation in tropical Africa, J. F. Due comes to the 
conclusion that, "while African countries do not have 
the large land-holdings problem characteristic of some 
underdeveloped countries, the general field of land 
taxation offers perhaps the greatest opportunity for 
improvements in their tax structure. However, before 
this can be accomplished, registry of rights of ownership 
or use of land surveys are required ".23 Of course, 
one must not underestimate the political and adminis
trative difficulties in taxing agriculture, particularly when 
it is organized on a subsistence basis. Nevertheless, 
although agriculture may not lend itself to very advanced 
forms of taxation, a simple graduated tax on the basis 
of the size of the family holding, from which small 
holders can be exempted, may be administratively 
feasible. 

52. Despite these obvious drawbacks in their tax 
structure, tax revenue in a number of developing coun
tries has been rising faster than national income.24 Thus 
of the twenty-eight countries included in table 8, twenty-
one showed an income elasticity of tax revenue exceed
ing unity during 1950-1965. Yet in a large number of 
countries, the growth of current government expenditure 

"ECAFE, op. cit., pp. 100 and 101. 
21 H.P. Wald, " Reform of Agricultural Taxation to Promote 

Economic Development in Latin America," in Fiscal Policy for 
Economic Growth in Latin America (Baltimore, Md., Johns 
Hopkins Press, 1965), p. 326. 

22 Ibid. 
23 J.F. Due, Taxation and Economic Development in Tropical 

Africa (Cambridge, Mass., Massachusetts Institute of Tech
nology Press, 1963), p. 163. 

24 A high income elasticity of tax revenue may be due either 
to a built-in progressivity in the tax system or to frequent revi
sions of the rate structure. It has not been possible in this study 
to isolate the relative importance of the two factors. However, 
in view of the great importance of indirect taxes in the tax 
systems of developing countries it appears that revisions of rate 
structure may have been more important than the built-in 
progressivity of the tax system. 

seems to have consumed most of the additional tax 
revenues. For a great majority of countries listed in the 
table, the income elasticity of current government expen
diture was equal to or higher than the elasticity of tax 
revenue as well as the elasticity of current government 
revenue (excluding current transfer receipts from 
abroad). As noted earlier, some items of current govern
ment expenditure such as education and health may 
contribute to economic development as much as, if not 
more than, physical capital formation. However, when 
the growth of current expenditure is due to increasing 
outlays on defence and general government adminis
tration, there is not likely to be much benefit for 
development. 

Chapter IV 

Development of the agricultural sector 

53. Agriculture often accounts for as much as one-
half or more of the national income in developing 
countries. Although it is characteristic of the develop
ment process that the share of agriculture in total income 
tends to decline, this does not mean that the role of 
agriculture in development is a subordinate one. On the 
contrary, historical experience shows that overcoming 
agricultural backwardness is not less important than the 
development of industry, and that the generation of an 
adequate surplus by the agricultural sector is indis
pensable in stepping up over-all investment and growth. 
The danger of a world food shortage obviously em
phasizes still further the importance of successful 
performance in the field of agriculture. 

Growth of agricultural output in developing countries 

54. Information on changes in total and per capita 
output of the agricultural sector since 1954/55 is set 
forth in table 9 and in the chart. The table indicates 
that, between 1954/55 and 1959/60, per capita agricul
tural production increased moderately in all developing 
regions25 except Africa. Per capita production levelled 
off from 1959/60 to 1964/65 and estimates for 1965/66 
suggest a sharp reduction in per capita output in that 
year. 

55. To a considerable extent, these unfavourable 
developments were due to rapid, and in some cases 
accelerating, population growth. Trends in total output 
were not unimpressive—total agricultural production in 
the developing countries has risen no less than one-
third since the mid-1950's. 

56. Further, the over-all increase in production in 
developing countries does not compare unfavourably 
with that in the economically advanced nations. A study 
by the United States Department of Agriculture, Changes 
in Agriculture in Twenty-six Developing Nations, 1948 
to 1963, found that, in the course of that period, "twelve 
of the twenty-six developing nations had compounded 

25 The classification established by the Food and Agri
culture Organization of the United Nations (FAO) includes 
Cyprus, Japan, South Africa and Turkey among the developing 
regions and excludes Yugoslavia. 
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rates of increase in crop output of more than 4 per cent 
per year. These rates surpassed those ever achieved by 
now economically advanced nations during comparable 
periods of time. Rates of increase in crop output failed 
to exceed population growth rates in only five of the 
twenty-six countries ". This summary should, however, 
be qualified in at least two respects. First, the data 
referred to do not include the production of livestock, 
which rose more slowly than that of field crops. 
Secondly, the study gives equal weight to small and 
large countries. It so happens, however, that small coun
tries, on the average, raised their production more than 
the large countries. 

57. The over-all and regional developments discussed 
above conceal very large differences among the various 
developing countries. Table 10 gives the average annual 
change in agricultural production in developing countries 
over the past decade. Out of thirty-two countries for 
which data are available, only two indicate a decline 
in production in absolute terms ; however, owing to the 
rapid growth of population, per capita production 
declined in eleven out of thirty-two countries. On the 
other hand, a considerable number of countries were 
able to step up their per capita production significantly 
over this period. 

58. It is usually assumed that the promotion of 
agricultural development is likely to save scarce foreign 
exchange and that such development does not itself call 
for heavy foreign exchange outlays because the import 
component of both investment and output in agriculture 
is lower than in the rest of the economy. This assumption 
is borne out by a number of development plans which 
analyse imports of capital goods by sectors of des
tination. Import content may be particularly low in the 
case of investments in research, training, extension, 
marketing and also investments accompanying land 
reform. Nevertheless, even if most of the needed capital 
goods are of simple design and can be produced locally, 
some of the capital goods and raw materials or inter
mediate products required for the local production of 
capital goods may call for imports. 

59. Some agricultural investment projects involve 
quite heavy foreign exchange costs. The International 
Bank for Reconstruction and Development (IBRD) has 
estimated the average import content of the fifty-one 
agricultural projects financed by the Bank during the 
past decade or so at 36 per cent (see table 11). While it 
is not possible to determine how typical these projects 
are of agricultural investments generally as regards 
import content, the figure of 36 per cent does not differ 
substantially from the average import content of total 
capital formation in developing countries, which has 
been estimated at between 30 and 40 per cent.26 

Land reform 

60. It is now generally recognized in developing coun
tries that increases in agricultural output depend upon the 

creation of a suitable institutional framework, which in 
many countries would necessitate land reform as well as 
an appropriate reorganization of the systems of farm 
credit and of the marketing of farm produce. Reform 
is oriented not so much to the problem of increasing 
output in the short run as to the broader social impact, 
whose effects on production may not emerge until much 
later. Land reform is regarded as an indispensable 
element in the development process in so far as it 
involves breaking feudal ties, redistributing land, freeing 
labour and improving the distribution of the national 
income. 

61. While the need for reform is almost universal, the 
specific problems differ from region to region and from 
country to country. There are, however, a number of 
typical cases. 

62. The problem in many Latin American countries 
lies in the polarization between a small number of large 
estates (latifundia) and the many small holdings (mini-
fundia). The minifundia are usually farmed by im
poverished peasants lacking the knowledge, the resources 
and the initiative to invest in improvement, and their 
holdings are often below the minimum size necessary 
for efficiency. The large estates, on the other hand, are 
farmed with the help of dependent and badly paid 
labourers. They provide their owners with a sufficiency 
of power and money, and the incentive to break away 
from traditional mores and methods so as to increase 
output is therefore very limited. 

63. The Latin American countries have formally 
declared land reform to be an integral part of their 
development policies, through the charter of Punta del 
Este.27 Nearly all Latin American countries have 
adopted measures to this end, although the results 
achieved do not generally add up to any basic change in 
the system of land tenure.28 

64. In other developing regions, notably in Asia, the 
problem is usually one of tenancy systems, where 
shortage of land causes fragmentation and enables 
absentee landowners to exploit their farmers to a degree 
which leaves no resources or initiative for improvement. 
Any margin left to the farmer after he has paid his rent 
tends to find its way into the hands of the landowner for 
the supply of seed or credit. Most Asian Governments 
have adopted a policy of agrarian reform either in the 
form of land redistribution, with a ceiling to single 
holdings, or of some regulation of the tenancy itself.29 

65. Finally, in many African countries, notably south 
of the Sahara, land ownership is communal to a large 
extent and the individual farmer may have no incentive 
to invest. Here there may be a need for land settlement 
and registration and some authorities consider that a 
system of private ownership is required. This is not the 

26 See United Nations, World Economic Survey 1961, part I 
(United Nations publication, Sales No. : 62.ÏI.C.I), p. 23. 

The estimate includes capital formation for residential 
housing. 

27 See Alliance for Progress, Organization of American States, 
Washington, D.C., 1961, Official Records (OEA/SER.H/XII.l). 

28 See FAO, The State of Food and Agriculture, 1965, pp. 173-
175 ; also United Nations, Progress in Land Reform : Fourth 
Report (United Nations publication, Sales No. : 66.IV.I), paras. 
25-27. 

29 See FAO, op. cit. (1965), pp. 170-173. 
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only approach, however, and many experts prefer to 
preserve the communal elements or transform them into 
modern co-operatives.80 

66. It seems that important attempts are being made 
by Governments in a majority of countries to enact land 
reform policies. Also, a number of basic principles are 
now widely accepted by Governments carrying out such 
policies. The question still is to what extent these poli
cies, even if well understood, are effectively implemented. 
FAO reports that, while many laws have been passed, 
their implementation has often been incomplete. Major 
difficulties arise due often to lack of a comprehensive 
registration of land ownership and the lack of an 
administrative organization to carry out the reforms 
against the will of the existing land owners, who use 
all legal, technical and political means to oppose reform. 
Village organization is recognized more and more as 
indispensable to enlist the farmer's co-operation and 
interest in technical progress. 

Agricultural technology 

67. According to a recent FAO report although a 
good deal of the new agricultural technology is still 
confined almost entirely to the developed countries, 
many of the technological advances of the decade have 
also been put to use, at least to some extent, in the 
agricultures of the developing countries. That is the case 
with many of the results of plant breeding, improved 
pesticides and new methods of pest control.31 

68. There are, however, important obstacles to the 
dissemination of the new technologies. Most agricultural 
research and technological innovation have taken place 
in the developed countries, where needs and conditions 
are different in both the agronomic and economic senses 
from those in the developing countries. Developed coun
tries are mostly located in temperate zones while many 
developing countries are located in either tropical or 
much more arid regions. Many of the innovations 
introduced in the developed countries, therefore, are 
not easily applicable to conditions in the developing 
countries. 

69. Economic conditions are also different. Much of 
the modernization of agriculture in developed countries 
is based on the need to save labour, while this is not a 
primary objective in developing countries. It does not 
follow that labour-saving techniques are of no relevance 
to developing countries if such techniques provide the 
best means of increasing output and the highest return 
per unit of capital invested. Nevertheless, the difference 
in factor endowments between developed and developing 
countries is likely to be an important factor in deter
mining a suitable development strategy for agriculture. 

70. The FAO report suggests further that the use of 
modern technology has grown rapidly in the developing 
countries but remains very limited ; furthermore, modern 
methods tend to be confined to limited sectors of agri
culture such as sugar plantations or the production of 

s»See FAO, op. cit. (1965), pp. 176-177. 
31 Ibid., p. 78. 

crops for export. It is true that there has been a 
substantial increase in the use of fertilizers in developing 
countries from 1.5 to 4.2 million metric tons between 
1954/55 and 1963/64.82 Even so, the quantity of 
fertilizers per unit of arable land used in developed 
countries was still between four and twenty times higher 
than in developing countries in 1963/64, depending on 
the cases compared. The same rising trend but low 
absolute level applies to the use of tractors and other 
farm equipment in developing countries. 

71. Yields have increased quite substantially in 
developing countries, but more slowly than in developed 
countries. About one-third of the increase in output in 
developing countries during the past decade is explained 
by higher yields, while in the case of developed countries 
higher yields account for the whole of the additional 
output. 

Economic incentives 

72. Some experts believe that existing agricultural 
development plans do not pay sufficient attention to 
policy measures which would induce the private sector 
to respond in line with plan targets. The farmer needs 
some degree of guarantee that prices will not fall below 
a minimum remunerative level if he is to be induced to 
increase production, and to invest in the farm. Govern
ments have been reluctant to recognize this need and 
even when agricultural prices are stabilized, they are 
often fixed at a low level in the interests of the urban 
consumer or of general price stability. 

73. This relative disregard of the need to make it 
worth-while for the farmer to introduce innovations and 
increase output is gradually disappearing. The FAO 
reports that "in more and more of these [developing] 
countries, however, it has come to be recognized that 
the assurance of stable and reasonably remunerative 
prices, effective at the farm level, is a prerequisite to 
increased production for the market. Many developing 
countries, therefore, have adopted policies of guaranteed 
or minimum farm prices, although, because of weak
nesses in marketing structure and in local administration, 
few of them have yet succeeded in making price supports 
fully effective at the farm level. " ^ 

Chapter V 

Education and training 

74. There is a growing realization among the devel
oping countries that the quality of the human resources 
of a country is an important determinant of the pace 
of economic development and that, therefore, investment 
in human beings must go hand in hand with physical 
capital formation. In fact there is a considerable degree 
of complementarity between physical investment and 
expenditure on education and training, since the speed 
at which an economy can organize an expanding flow 
of profitable development projects and programmes is 

Ibid., table VI-1, p. 93. 
Ibid., p. 9. 
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greatly influenced by the availability of trained man
power. 

75. The quantity and quality of trained manpower 
available to a country are largely dependent upon the 
level of its educational development.84 However, in 
devising educational programmes, it is necessary to 
remember that some types of educational outlays may 
add much more to an economy's productive capacity 
than others. It is therefore essential that the educational 
system (its structure by level and type, its curricula etc.) 
should be adapted to the actual requirements of 
economic and social development. An efficient system of 
manpower planning is a great help in linking educational 
programmes to the future requirements of the economy. 
There is a general awareness in the developing countries 
of the need for manpower planning, although progress 
in that direction has been limited. 

76. Subject to what has been said above, the total 
educational expenditure of a country expressed as a 
percentage of its gross national product would, if 
available, provide a rough and ready indicator of efforts 
being made by it to improve the quality of the 
educational attainments and skills of its human resour
ces. Unfortunately, no reliable data are available along 
these lines : available data on expenditure by central 
governments on education underestimate the national 
expenditure, since in many developing countries both 
local authorities and the private sector make consider
able outlays on education. However, the importance 
attached to educational progress in the developing coun
tries is reflected in the fact that in eighteen out of 
twenty-five countries for which data are available the 
ratio of central government expenditure on education to 
gross national product rose significantly from 1960-1961 
to 1963-1964 ; in another three cases the ratio was 
unchanged. Furthermore, according to estimates by the 
United Nations Educational, Scientific and Cultural 
Organization (UNESCO), the rate of growth of public 
educational expenditure in the developing countries in 
the 1950's was roughly three times the rate of growth 
of national income, starting of course from a low base of 
educational expenditure ; public educational expenditure 
continued to grow in the eraly 1960's, starting from a 
higher base, at a rate generally somewhat more than 
twice that of national income (ignoring price changes in 
both cases).35 The total cost of educational programmes 
in the developing countries in 1965 has been estimated 
by UNESCO to be 4.25 per cent of their combined 
gross national product and on present expectations it 
should rise to 5 per cent by 1970. 

77. In terms of quantitative results, the data in 
table 12 point to a significant growth of enrolment at 
all three levels of education86 in the developing countries. 

34 It must be borne in mind that the average level of education 
and skills of the labour force would fully respond to increased 
educational expenditures only after a time lag. 

35 UNESCO, Unesco's contribution to the promotion of the 
aims and objectives of the United Nations Development 
Decade : report by the Director-General, 14C/10, (Paris, 1966). 

38 The precise definitions of first, second and third levels of 
education vary from one country to another. However, generally 
they correspond to the more traditional terms primary, secondary 
and tertiary education. 

78. The aim of free compulsory primary education is 
widely accepted by the Governments of the developing 
countries and considerable progress is being made in this 
direction. In the Asian developing region, the enrolment 
ratio87 at the first level of education increased from 
46 per cent in 1955 to 56 per cent in 1962 and the 
objective was to raise it to 63 per cent by 1965.88 In 
Latin America in 1965 only five of the smaller countries 
had enrolment ratios of less than 90 per cent for the 
7 to 12 age group,89 although the situation is much less 
satisfactory in particular regions of the larger countries 
as well. For Africa as a whole, the enrolment ratio at the 
first level of education was less than 50 per cent in 1960. 
Although figures for later years are not yet available, 
a considerable increase probably occurred between 1960 
and 1965, bringing the ratio close to the target ratio 
of 51 per cent by 1965.40 

79. Although enrolment ratios at the first level of 
education show an encouraging trend, progress in terms 
of effective schooling is not considered satisfactory. 
Poverty and the lack of well equipped schools in rural 
areas are among the factors responsible for a high drop
out ratio. Thus in the developing Asian region as a 
whole, not more than 40 per cent of pupils entering 
grade one reach grade five.41 In Latin America, only 
about 27 per cent of pupils who start primary education 
remain until the end of the cycle.42 The corresponding 
estimate for Africa is 25 per cent.43 Another major 
defect is that in most developing countries the enrolment 
ratio for females is much lower than for males. 

80. Secondary education is often of strategic im
portance, for it governs the growth of primary education 
by providing teachers, of higher education by providing 
a flow of students and of the economy in general by 
supplying the middle-level manpower of which the 
developing countries stand in great need. 

81. Despite considerable expansion of secondary 
education in Africa during the past decade, in 1965 only 
about 9 per cent of children between the ages of 15 and 
19 attended schools and the ratio would be much lower 
if the United Arab Republic, which accounts for nearly 
30 per cent of total enrolment in that continent, were 
to be excluded. At present, secondary schools in Africa 
can absorb only about 15 per cent of the graduates of 
primary schools. In the Asian developing region, the 
enrolment ratio for the region as a whole at the second 
level went up from 9 per cent in 1955 to nearly 15 per 

37 The enrolment ratio at any given level of education is defined 
as total enrolment at that level expressed as a percentage of 
total population in the age group corresponding to that level of 
education. 

38 ECAFE, Economic Survey of Asia and the Far East, 1965 
(United Nations publication, Sales No. : 66.II.F.1), p. 82. 
UNESCO, op. cit., annex II, table 3. 

39 UNESCO, Educational Developments in Latin America 
1956-1965 (Minedecal/6). 

40 Richard Greenough, Africa Prospect : Progress in Educa
tion, Paris, UNESCO, 1966. 

41 ECAFE, op. cit., p. 85. 
42 UNESCO, Educational Developments in Latin America 

1956-1965 (Minedecal/6). 
43 Richard Greenough, op. cit. 
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cent in 1965, although there are great variations among 
countries of the region. In Latin America as a whole, the 
enrolment ratio at the second level of education was 
about 16 per cent in 1960 and on existing trends should 
have reached about 22 per cent by 1965. 

82. University education has also undergone a rapid 
expansion in the developing countries in the post-war 
years. The enrolment ratio at the third level of education 
in Asian developing countries taken together increased 
from 1.6 per cent in 1955 to 2.8 per cent in 1962.44 In 
Latin America as a whole, this ratio went up from 
3 per cent in 1956 to 3.7 per cent in 1965.45 In Africa, 
the enrolment ratio at the third level is still less than 
1 per cent for the continent as a whole, although there 
has been considerable expansion in the last decade.46 

83. A major defect of the system of secondary and 
university education in the developing countries is that 
in many cases it is ill adapted to the needs of modern 
social and economic development and may largely 
reflect the structure and aspirations of the traditional 
society or of the former metropolitan Power. A recent 
United Nations survey of higher education in East 
Africa concludes that higher educational institutions in 
the sub-region have not sufficiently geared their activities 
and facilities towards accelerated development of high-
level manpower resources as required by economic 
growth needs.47 Similar criticism is heard in Latin 
America. In Asian countries, there is a general feeling 
that the educational system is still geared mainly to train 
students for the civil service rather than to meet needs 
for diversified skills generated in the process of develop
ment. Education in many countries is largely a means 
of access to the privileged class of public officials. Since 
the civil service has a limited capacity to absorb new 
graduates, graduate unemployment exists in some of the 
developing countries side by side with severe shortage 
of skilled manpower. The problem of an appropriate 
balance between general education and technical edu
cation is far from having been resolved. There has been 
a general neglect of agricultural education at the second 
level in spite of the great importance of agriculture in the 
economic life of most developing countries. As a result, 
rural extension services in most developing countries are 
severely hampered by the shortage of trained staff and 
do not yet reach the majority of farmers.48 

84. Another weak spot in the educational programmes 
of developing countries is an inadequate recognition of 
the need to devise effective programmes of adult 
education. Illiteracy percentages have been reduced, 
notably in Asia and Latin America (table 13), although 

44 ECAFE, op. cit., p. 82. 
45 UNESCO, Educational Developments in Latin America 

1956-1965 (Minedecal/6). 
48 According to the regional educational plans formulated in 

co-operation with UNESCO, the targets of educational develop
ment for the third level provided for the enrolment ratio to be 
raised by 1965 to 0.35 per cent in Africa, 3.4 per cent in Latin 
America and 3.4 per cent in Asia. See UNESCO's Contribution 
to the Promotion of the Aims and Objectives of the United 
Nations Development Decade : report by the Director-General, 
14C/10, Paris, 1966, annex II, tables 1 to 3. 

47 Economic Commission for Africa, " Trained manpower 
requirements for accelerated economic growth in the East 
African sub-region" (E/CN.14/LU/ECOP/9) (1965). 

48 FAO, op. cit. (1965), p. 9. 

there may not have been any decrease in absolute terms. 
Adult education programmes deserve special emphasis 
because investment in this field may pay off in a very 
short period, in contrast with education of children and 
young people, which yields results only after a relatively 
long period of time. Such programmes tend to have the 
greatest impact if the workers selected are those in a 
position to put their new skills and knowledge to work 
immediately. 

Chapter VI 
The planning process 

85. A development plan or programme involves the 
conscious application of interrelated policy instruments 
so as to influence or direct the course of economic 
development. Planning necessitates an explicit analysis 
and evaluation of various alternatives within a compre
hensive and consistent framework. It thereby facilitates 
and rationalizes the process of decision-making by both 
public authorities and private enterprise. 

86. The principle of planning has gained widespread 
acceptance in the developing countries. Most developing 
countries now have plans of development, although in 
some of them the planning process is much more 
advanced than in others. The techniques of macro-
economic planning are fairly well known in many 
developing countries, and have been widely applied in 
the drawing up of national plans. 

87. The preparation of a plan is, however, only the 
beginning of the planning process and the effectiveness 
of planning depends greatly on the mechanism for plan 
implementation. In this respect, performance varies a 
great deal. Sometimes political instability or adminis
trative obstacles greatly affect the implementation of 
plans. Often, inadequate data and lack of technical 
experience result in the establishment of unrealistic 
targets which fail to materialize. Particular difficulty is 
often experienced in working out the sectoral require
ments of a global plan and in securing adequate per
formance at the sectoral level.49 

88. While the failure to realize plan targets in many 
developing countries has been disappointing, progress in 
this field should not be judged exclusively by the results 
achieved so far. Sometimes, success or failure in the 
realization of plan targets may be affected by factors 
quite beyond the control of a Government. In appraising 
the effectiveness of planning, the real issue is whether, 
through the adoption of a plan, the management of 
government policies has been improved. If a plan con
tributes to the more effective mobilization and utilization 
of resources for the achievement of national economic 
and social objectives, it serves its purpose even although 
the specified targets may not be fully realized. Judged 
from this standpoint, the planning process in the 
developing countries is serving a useful purpose and is 
undergoing improvement over time. In the words of a 
recent OECD report : " Of notable importance is the 
improvement in the planning process. First attempts in 

4S Problems of plan implementation in developing countries 
are discussed in considerable detail in United Nations, World 
Economic Survey, 1966, part I (United Nations publication, 
Sales No. : Е.67.П.С.1). 
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this direction often set unrealistic targets, required 
administrative direction far beyond that which was 
available, failed to take into account the related man
power requirements and were unrelated to their 
subsequent implementation. The assistance which sen
sible planning can give to policy makers, to international 
institutions and to the bilateral donors has now become 
clear and the next generation of plans is proving to be 
much more useful ".50 

Chapter VII 
Evaluation of plans and performance 

89. It is generally agreed that, while developing coun
tries must bear the primary responsibility for their 
development, external assistance also has an important 
role to play both by adding to the resources at the 
disposal of developing countries and by helping them 
to mobilize and make more effective use of their own 
resources. 

90. It is not unreasonable for donor countries to seek 
to ensure that their aid is put to effective use. This 
would require that an objective analysis of development 
plans and economic performance be made so as to 
establish that aid is really being used to promote 
development. Developing countries, for their part, have 
a right to insist that such an evaluation should be based 

on technical and economic criteria and that political 
factors should be set aside. 

91. A country's economic performance has many 
aspects and is influenced by many factors, some of 
which may be beyond government control. Thus it is 
not possible to set up meaningful performance norms 
without a detailed analysis of the structural charac
teristics, potentialities and constraints—economic, social 
and cultural—which condition the pace of development 
of each developing country. Obviously, no single cri
terion would do justice to the great variety of experience 
to be found within the developing world. Thus it would 
appear that an impartial expert evaluation of plans 
and performance on a continuing periodic basis would 
help greatly in evolving an effective international 
development policy. It would strengthen the hands of 
those who would like aid to be divorced from objectives 
other than that of promoting economic development. It 
would also provide an assurance to donor countries 
that their aid is being put to good use without requiring 
them to set up evaluation machinery of their own, a 
task for which only a few major donor countries have 
the resources or the inclination. 

92. If the principle involved in the above proposal 
were accepted, appropriate institutional arrangements 
could be worked out. 

> OECD, 1966 Review, op. cit., p. 24. 

ANNEX 

TABLE 1 

Developing countries: average annual growth rates of real gross domestic product*, 1950-1960 and 1960-1966 
(Percentage) 

Country^ 1950-60 1960-66 Country b 1950-60 1960-66 

China (Taiwan) 7.9 9.7 
Greece 5.9 9.7 
Syria0 3.4 9.2й 

Israel 11.1 8.4 
Jordan 8.7 е 8.3 
Panama 4.5 8.0 
Nicaragua 5.3 7.8 
Korea, Republic of 5.2 7.5 
Thailand 6.4 7.2 
Trinidad and Tobago 8.5 6.6 
Peru 5.2 6.6 
Guatemala 3.8 6.5 
Iraq' 4.5 s 6.4 
Mexico 6.1 6.2 
Malaysia 4.1 s 6.1 
Zambia 6.3 s 6.0 
United Arab Republic 5.9 h 5.9 d 

Iran 7.3 i 5.9 
Pakistan » 2.7 5.3 
Venezuela 7.6 5.2 
Bolivia 0.2 5.1 
Nigeria 4.1 5.1 
Tunisia 3.7 4.9 

Turkey 6.3 4.9 
Philippines 4.5 s 4.8 
Honduras 3.5 4.8 
Jamaica 7.7e 4.8 
Colombia 4.6 4.7 
Chile 3.6 4.6 
Kenya 3.5 ' 4.5 
Ecuador 4.9 4.3 
Brazil 5.8 4.2 
Southern Rhodesia 6.4 s 4.0 a 
Tanzania . . . 3.7 
Uganda 4.2 ' 3.5 
India0 3.7 3.2 
Argentina 3.1 2.6 
Morocco 1.1 h 2.5 
Ceylon 3.1 2.3 
Indonesia 5.0 2.0d 

Burma 5.4 2.0 
Ghana 5.7 1.9 
Dominican Republic 5.7 1.7 
Malawi 4.0 * 1.0 J 
Uruguay 0.0 s 0.4 

Source: United Nations, Statistical Yearbook, 1966 (United Nations publication, 
Sales No.: 67.XVII.1), Monthly Bulletin of Statistics and national sources. 

a Computed as average annual compound rates of growth of gross domestic 
product at constant market prices. 

b In descending order of the rate of growth during 1960-1966. 
c Net domestic product at constant factor cost. 
d 1960-1965. 

0 1953-1960. 
1 At constant factor cost, 
e 1955-1960. 
ь 1956-1960. 
i 1954-1960. 
i 1960-1963. 
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TABLE 2 

Gross domestic capital formation in developing countries: average 1963-1965 
(Percentage of gross domestic product) 

Under 10 per cent 10 to 15 per cent 15 to 20 per cent 20 per cent and above 

Vietnam, Republic of Chile 
Congo, Democratic Republic ofa 

Dominican Republic 
Ecuador 
El Salvador 
Ethiopia b 

Guatemala 
Iraq a 

Malawic 

Morocco 
Nigeria b 

Philippines 
Sierra Leone d 

Southern Rhodesia 
Tanzania 
Uruguay 

Argentina 
Barbados a 

Bolivia 
Brazil 
Burma a 

Cambodia c 

Ceylon 
Colombia 
Costa Rica 
Ghana 
Guyana a 

Honduras 
India 
Iran 
Jamaica 
Jordan 
Malaysia 
Mauritius 
Mexico 
Nicaragua 
Pakistan 
Panama 
Paraguay 
Korea, Republic of 
Sudan a 

Togoa 

Turkey 
United Arab Republic b 

Zambia 

China (Taiwan) 
Greece 
Israel 
Peru 
Thailand 
Trinidad and Tobago 
Tunisia 
Venezuela 

Source: United Nations, Monthly Bulletin of Statistics, Yearbook of National 
Accounts Statistics, 1965 (United Nations publication, Sales No.: 66.XVII.2), 
and national sources. 
* 1962-1964. 

ь 1961-1963. 
= 1962-1963. 
a1963-1964. 

TABLE 3 

Developing countries: average annual growth rates of real gross domestic investment" 1950-1965 
(Percentage) 

Under 5 per cent 5 to 7.5 per cent 7.5 to 10 per cent 10 per cent and above 

Argentina 
Bolivia 
Burma b 

Ceylon 
Colombia 
Dominican Republic 
Ecuador 
Honduras 
Peru 
Uruguay 
Venezuela 

Barbados b 

Brazil 
Chile 
Costa Rica 
El Salvador 
Guatemala 
Guyana b 

India ° 
Irand 

Mauritius b 

Mexico 
Nicaragua 
Paraguay 
Philippines 

Israel 
Jamaica 
Pakistan 
Panama 
Korea, Republic of 
Trinidad and Tobago b 

Turkey 
United Arab Republic e 

China (Taiwan) 
Ghana ° 
Greece 
Jordanf 

Malaysia e 

Nigeria ° 
Thailand 
Tunisia ь 

Source: United Nations, Yearbook of National Accounts Statistics and national 
sources. 

& Calculated by fitting a time trend to data on real gross investment (at 1960 
market prices). 

ь 1953-1964. 
о 1950-1963. 

a 1954-1964. 
« 1957-1963. 
• 1954-1963. 
« 1955-1965. 
» 1960-1965. 
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TABLE 4 

Gross domestic savings" in developing countries: average 1963-1965 
(Percentage of gross domestic product) 

Under 10 per cent 10 to 15 per cent 15 to 20 per cent 20 per cent and above 

Barbados b 

Ethiopia c 

Jordan 
Malawid 

Korea, Republic of 
Vietnam, Republic of 
Sierra Leone e 

Togoe 

Bolivia 
Cambodia a 

Ceylon 
Chile 
Congo, Democratic Republic ofb 

Costa Rica 
Dominican Republic 
Ecuador 
El Salvador 
Ghana 
Guatemala 
Honduras 
India 
Israel 
Morocco 
Nigeria ° 
Pakistan 
Paraguay 
Sudan" 
Tunisia 
Turkey 
United Arab Republic ° 
Uruguay 

Brazil 
Burma b 

China (Taiwan) 
Colombia 
Greece 
Jamaica 
Mexico 
Nicaragua 
Panama 
Philippines 
Tanzania 

Argentina 
Guyana ь 

Iran 
Iraqb 

Malaysia 
Mauritius 
Peru 
Southern Rhodesia 
Thailand 
Trinidad and Tobago b 

Venezuela 
Zambia 

Source: United Nations, Monthly Bulletin of Statistics, Yearbook of National 
Accounts Statistics and national sources. 

a Calculated as gross domestic capital formation minus (plus) the balance of 
payments deficit (surplus) on goods and services account, excluding factor income 
payments. 

» 1962-1964. 
= 1961-1963. 
i 1962-1963. 
» 1963-1964. 

TABLE 5 

Developing countries: marginal rates of savings in relation to real gross domestic producta, 1950-1965 
(Percentage) 

Under 10 per cent 10 to 15 per cent 15 to 20 per cent 20 per cent and above 

Barbados b 

Bolivia 
Ceylon 
Dominican Republic 
Honduras 
Nigeria ° 
Korea, Republic of 

Chile 
Costa Rica 
Ecuador 
Guatemala 
Israel 
Panama 
Turkey 
Uruguay 

Brazil 
Colombia 
El Salvador 
Ghana ° 
Mexico 
Nicaragua 
Pakistan 
Peru 
Sudan" 
Trinidad and Tobago b 

Argentina 
China (Taiwan) 
Greece 
India ° 
Iran* 
Iraq" 
Jamaica 
Malaysia e 

Philippines 
Thailand 
United Arab Republic1 

Venezuela 
Zambia 

Source: United Nations, Monthly Bulletin of Statistics, Yearbook of National 
Accounts Statistics and national sources. 

a Percentage of incremental real gross domestic product (at 1960 market prices) 
saved; calculated by fitting a linear equation of the form у = a + bx. Results not 
statistically significant were omitted. 

» 1953-1964. 
" 1950-1963. 
a 1954-1964. 
» 1955-1965. 
' 1957-1963. 
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TABLE 6 

Developing countries: government tax revenue as a proportion of gross domestic product, average 1955-1957 and 1963-1965 
(Percentage) 

Country a 1955-1957 1963-1965 Country a 1955-1957 1963-1965 

Uruguay . 
Israel . . 
Brazil . . 
Chile. . . 
Greece . . 
Tunisia . . 
Zambia . 
Argentina 
Malaysia . 
Mauritius . 
Ecuador . 
Jamaica . 
Peru . . . 
Barbados . 
Venezuela 
Costa Rica 

26 
23 
19 
18 
19 
22 d 
21 
19 
18 
15 
14 
12 
14 
18 
17 d 
14 

28 b 
26° 
22 » 
22 
22 
22 
21 
19a 
1 9b 
18 
17 
16 
16 
16" 
16 
15b 

Southern Rhodesia 
Burma 
China (Taiwan) . . . 
Panama 
Guyana 
Bolivia 
Philippines 
Ghana 
Trinidad and Tobago 
Nigeria 
India 
Colombia 
Jordan 
Honduras 
Tanzania 
Korea, Republic of . 
Guatemala 

14 
15 
17 
12 
18 
12 
10 
12 
13 
9 
9 
11 
12 
7 
101 
8 
10 

15 
14° 
14 
14 
13b 
12 
12 
12 
12 b 
11» 
11 = 
10» 
10 = 
10 = 
10 
9 
8» 

Source: United Nations, Yearbook of National Accounts Statistics 1965 (United 
Nations publication, Sales No.: 66.XVII.2), Statistical Bulletin for Latin Ame
rica, vol. 3, No. 1 (United Nations publication, Sales No. : 66.II.G.6), and national 
sources. 

a In descending order of percentage ratios in 1963-1965. 
ь 1962-1964. 
° 1961-1963. 
* 1960-1962. 

TABLE 7 

Developing countries: revenue from indirect taxes as a proportion of total government tax revenue, 
average 1955-1957 and 1963-1965 

(Percentage) 

Country a 1955-1957 1963-1965 Country a 1955-1957 1963-1965 

Zambia 
Uruguay 
Chile 
Venezuela 
Southern Rhodesia . , 
Trinidad and Tobago , 
Guyana 
Panama 
Argentina 
Colombia 
Ecuador 
Tanzania 
Greece 
Jamaica 
Israel 
Korea, Republic of 

16 
52 
44 
54° 
46 
54 
65 
63 
52 
61 
72 
55 е 
60 
63 
61 
71 

23 b 
42 b 
45 
46 
47 
50° 
54" 
55 
57" 
57 d 
57 
59 b 
61 
62 
63 
63 

Bolivia . . . . 
Peru 
Costa Rica . . 
Malaysia . . . 
Mauritius . . . 
Barbados . . . 
Burma . . . . 
Philippines . . 
Brazil . . . . 
India 
Guatemala . . 
Nigeria . . . . 
Ghana . . . . 
Jordan . . . . 
Honduras . . 
China (Taiwan) 

60* 
51 
70 
77 
57 
63 
71 
74 
67 
70 
76 
57 
86 
84 
84 
85 

66 
66 b 
68 
69» 
69 
70» 
70 d 
71 
72 b 
73 d 
77 ь 
78 d 
79 ь 
83 d 
86 d 
87 

Source: United Nations, Yearbook of National Accounts Statistics and national 
sources. 

a In ascending order of the share of indirect taxes in total tax revenue during 
1963-1965. 

» 1962-1964. 

о 1960-1962. 
* 1961-1963. 
« 1960-1961. 
' 1958-1960. 
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TABLE 8 

Developing countries: income elasticity a of government tax revenue, 
total current revenue and current expenditure 

Country b Period Tax revenue 
elasticity 

India 1953-1963 1.8 
Nigeria 1955-1962 1.4 
Philippines 1950-1965 1.4 
Costa Rica 1950-1964 1.3 
Ecuador 1950-1965 1.3 
Israel 1950-1963 1.3 
Malaysia 1955-1964 1.3 
Panama 1951-1965 1.3 
Burma 1950-1963 1.2 
Honduras 1950-1963 1.2 
Greece 1955-1964 1.2 
Jamaica 1950-1965 1.2 
Korea, Republic of 1953-1965 1.2 
Peru 1950-1965 1.2 
Southern Rhodesia 1955-1964 1.2 
Zambia 1956-1965 1.2 
Bolivia 1958-1965 1. 
Brazil 1954-1964 1. 
Chile 1952-1965 1. 
Ghana 1955-1964 1. 
Tunisia 1960-1965 1. 
China (Taiwan) 1951-1965 1.0 
Uruguay 1955-1964 1.0 
Colombia 1953-1963 0.9 
Tanzania 1960-1964 0.9 
Trinidad and Tobago 1953-1962 0.9 
Venezuela 1960-1965 0.9 
Guatemala 1955-1964 0.5 

Current 
revenue 

elasticity 

1.7 
1.8 
1.4 
1.2 
1.3 
1.3 
1.4 
1.0 
1.3 
1.2 
1.2 
1.2 
1.2 
1.2 
1.2 
1.1 
1.1 
1.0 
1.1 
0.9 
1.2 
1.0 
1.1 
0.9 
0.7 
0.9 
1.0 
0.4 

Current 
expenditure 

elasticity 

1.7 
1.9 
1.3 
1.7 
1.2 
1.1 
1.2 
0.8 
1.6 
1.9 
1.1 
1.2 
1.1 
1.3 
1.5 
1.3 
1.0 
1.1 
1.1 
1.6 
1.0 
1.0 
1.1 
1.1 
1.4 
0.7 
0.8 
1.2 

Source: United Nations, Yearbook of National Accounts Statistics and national 
sources. 

a Estimates of elasticities have been derived by fitting a log-linear function to 
the data with gross domestic product as the independent variable. Results that were 
not statistically significant were omitted. 

b In descending order of the elasticity of tax revenue. 

TABLE 9 

Indices of total and per capita agricultural production in the developing regions in selected years 
(Indices, average 1952/53 -1956/57 = 100) 

Period 

Total production 
1954/55 
1959/60 
1964/65 
1965/66 

Production per capita 
1954/55 
1959/60 
1964/65 
1965/66 

Latin 
America 

100 
122 
135 
138 

100 
107 
103 
102 

Far 
Easte

rn 
116 
133 
131 

100 
105 
107 
103 

Near 
East0 

97 
121 
139 
140 

97 
108 
108 
106 

Africa ° 

101 
114 
132 
130 

101 
101 
104 
100 

All developing 
regions 

100 
118 
134 
134 

100 
106 
107 
104 

Source: FAO, The Stale of Food and Agriculture, 1966, table II.2, pp. 16 and 17. 
a Including Japan, where the increase was larger than the average for the region 

between 1954/55 and 1959/60, and somewhat lower than the average for the region 
after 1959/60. 

» Including Afghanistan, Cyprus, Iran, Iraq, Israel, Jordan, Libya, Sudan, Syria, 
Turkey and United Arab Republic. 

c Excluding Libya, Sudan and United Arab Republic, including South Africa. 
The increase in South Africa was larger than the average for the region throughout 
the period. 
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TABLE 10 

Average annual change in agricultural production and population 
in developing countries 1952/1953-1954/1955 to 1962/1963-1964/1965 

(Percentage) 

Rate of increase in 
Production Population 

Rate of imcrease in 
Proauction Population 

Countries in which production increased 

4 per cent or more 
Israel 
Mexico 
Guatemala 
Thailand 
Venezuela 
Yugoslavia 
Syria 
China (Taiwan) 
Malaysia: Malaya 
Brazil 

3-3.9 per cent 
United Arab Republic 
Panama 
Iran 
Korea, Republic of 
Philippines 
Ceylon 

9.9 
6.3 
5.8 
5.2 
5.1 
5.1 
4.7 
4.3 
4.2 
4.0 

3.7 
3.4 
3.3 
3.3 
3.2 
3.1 

3.9 
3.1 
3.1 
3.0 
3.5 
1.1 
3.1 
3.4 
3.1 
3.0 

2.5 
2.8 
2.5 
2.6 
3.2 
2.6 

Ethiopia 
Honduras 

2-2.9 per cent 
India 
Burma 
Colombia 
Peru 
Chile 
Pakistan 

0.1-1.9 per cent 
Argentina 
Morocco 
Tunisia 
Indonesia 
Cuba 
Iraq 

Countries in which production declined 
Algeria 
Uruguay 

3.1 
3.1 

2.7 
2.5 
2.4 
2.4 
2.2 
2.2 

1.7 
1.6 
1.1 
1.0 
0.7 
0.6 

-0.4 
•0.4 

1.7 
3.1 

2.2 
2.2 
2.8 
2.6 
2.6 
2.4 

1.7 
2.8 
1.8 
2.2 
2.2 
2.8 

1.8 
1.5 

Source: F АО, The State of Food and Agriculture, 1966, table II-3, p. 19. 

TABLE 11 

Estimated average import component of agricultural investment projects financed by IBRD5 

(Percentage) 

Type Number 
of projects 

Total cost Import content 
of projects as a percentage 
( $ million) of total cost 

Irrigation 26 
Multipurpose (irrigation, power, flood control, naviga

tion etc.) 
Agricultural credit 
Livestock 
Land settlement 
Food-grain storage 
Fisheries 

TOTAL 51 

923 35 

3 
11 
6 
3 
1 
1 

221 
218 
150 
74 
39 
9 

32 
42 
38 
24 
62 
83 

1,634 36 

Sources: IBRD. 
a Includes projects still in operation in mid-1966, which roughly corresponds to loans granted within the last decade. 
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TABLE 12 

School enrolment indices by level and region, 1958-1963 and 1965-1970 

Enrolment trends 

1958 

Africa 
Third level . 
Second level 
First level . 

Asia 
Third level . 
Second level 
First level . 

Latin America 
Third level . 
Second level 
First level . 

Enrolment objectives 

1965 1970 

100 
100 
100 

100 
100 
100 

100 
100 
100 

238 
195 
151 

152 
162 
138 

155 
170 
134 

100 
100 
100 

100 
100 
100 

100 
100 
100 

174 
185 
133 

150 
159 
135 

138 
184 
125 

Source: UNESCO, UNESCO's Contribution to the Promotion of the Aims and Objectives of the United Nations Development Decade: Report by the Director-
General, 14C/10, Paris, 1966, annex II, p. 38. 

TABLE 13 

Illiteracy among adults a in developing countries 
(Percentage of total adult population) 

1950 1960 1965 

Africa 
Asia 
Latin America 
Total, developing countries 

86.8 
77.9 
42.8 
73.5 

84.3 
66.8 
34.3 
63.9 

82.9 
60.4 
29.0 
58.3 

Source: UNESCO, UNESCO's Contribution to the Promotion of the Aims and *• Adults are defined as persons of the age of 15 years and above. 
Objectives of the United Nations Development Decade: Report by the Director 
General, 14C/10, Paris, 1966. 

CHART 

Trends in agricultural production and population in developing countries 
(Indices 1954/55 = 100) 

336 

132 

128 

124 

120 

116 

112 

108 

104 

100 

Agricultural production 

_ _ _ _ Population 

Agricultural production per capita 

54/55 55/56 56/57 57/58 58/59 59/60 60/61 61/62 62/63 63/64 64/65 65/66 

Source: F АО. 



DOCUMENT TD/7/SUPP.9 

Problems of economic management at the governmental level in developing countries and the implementation of 
central decisions : study prepared by the Centre for Afro-Asian Research of the Hungarian Academy of 
Sciences 

[Original text : English] 
[14 November 1967] 

CONTENTS 

Chapter Paragraphs Page 

I. The concept of execution 1-14 176 

II. Public administration at the government level for the execution of the 
plan 15-32 177 

III. Taxation and financial policy as a means of implementing plans and 
mobilizing economic resources 33-49 179 

IV. Some questions bearing on the implementation of industrialization plans 50-65 180 

V. The place and importance of agriculture in the implementation of devel
opment policy 66-79 181 

VI. Co-operatives as a means of implementing plans and mobilizing internal 

economic resources 80-91 182 

VII. Extension of the multiplier effect and integration of the domestic economy 92-102 183 

VIII. The role of education and training 103-125 183 

IX. Contribution of foreign trade to the implementation of development 
policy 126-147 185 

X. Contribution of foreign resources to the implementation of development 
policy 148-167 187 

XI. Research work on the problem of execution 168-172 188 

Chapter I 

The concept of execution 

1. In the initial phase after achieving independence, 
practically every Government has striven to develop its 
own long-range economic programme and for this 
reason economic advisers have been kept busy in the 
first place with problems of planning. Scientific thinking 
has also proceeded in this direction because it has 
realized that the most immediate task is to determine the 
general lines of economic activity. 

2. The importance of good planning remains un
diminished, though there seems to have been a shift in 
the professional interests of economists ; problems of 
comprehensive planning are gradually giving way to 
specific development plans of individual sectors of the 
economy and there is a new emphasis on execution as 

one of the basic factors in economic progress. What is 
the background to this shift in interest ? It will be found 
in the demands imposed by practice. 

3. The role of execution can be studied in connexion 
with the following four types of decisions : 

(a) Correct and practical decisions (this does not 
exclude the possibility of their non-fulfilment) ; 

(b) Wrong but practical decisions (e.g. the one-sided 
over-development of a branch or sector) ; 

(c) Wrong and impractical decisions ; 
(d) Decisions that appear right in themselves and are 

wrong only because they cannot be carried out (e.g. 
exaggerated targets for school registration). 

4. A study of the execution and a better under
standing of the problems involved enables one to avoid 
the errors of types (c) and (d). 

176 
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5. Errors due to mechanical imitation of the practice 
of other countries generally belong to type (d), i.e. they 
are " right " but impractical. 

6. Execution of the plan lies largely in the hands of 
developing countries themselves and self-help must play 
the key role. Here there is little scope for external aid 
to replace domestic resources. Lack of domestic capital 
can in principle be remedied by foreign capital ; and the 
experts to prepare major decisions can somehow be 
obtained from abroad, but the thousands and tens of 
thousands of cadres who do most of the actual work of 
carrying out these decisions can only come from 
domestic resources, not only because there is simply no 
place to import them from, but also because their work 
demands local knowledge which people brought up in 
other societies cannot possess. 

7. The stress laid in this study on self-help does not 
mean that we underestimate aid from rich countries. On 
the contrary, we think that neither the amount nor the 
efficacy of such aid is sufficient. And all this applies 
to our field, too ; increased aid is indispensable to 
promote the capacity to implement. In other words, 
developing countries need more experts, in key executive 
posts and more opportunities for training of this kind. 
This type of aid is a sine qua non for the effective 
qualitative improvement of implementation in the near 
future. 

Correct analysis of plan execution 

8. It would be a grave mistake to regard an analysis 
of statistical reports on plan fulfilment as a study of the 
execution of the plan. The fact is that the former gives 
information not on the successful or unsuccessful 
character of the work of execution, but on final results 
deriving from the correctness or incorrectness of the 
plan itself, from unforeseen factors (extreme weather, 
unexpected changes in the world market, etc.) and from 
the extent of foreign aid just as much as from the 
standard of execution. In order to discover the mistakes 
in this phase, we have to examine implementation itself. 
A full explanation of plan fulfilment can thus be derived 
only from a complex analysis of the results and the 
processes leading to these achievements. 

9. What does analysis of implementation include ? An 
analysis of the methods and efficiency of 

(a) Incentives and direction ; 
(b) Training and selection of personnel ; 
(c) Organizational forms, jurisdiction ; 
(d) Operational patterns and arrangements ; 
(e) System of control. 

Role of government in plan fulfilment 

10. In our view, the government is responsible for 
plan fulfilment though we know that the role of the 
government is far from identical in every developing 
country. 

11. The present study assumes that there is a resolute 
and strong government which works consistently for 
social and economic progress ; it presupposes a system 

led by progressive-minded statesmen who wish to steer 
their homeland into the twentieth century, who aim to 
establish just social conditions and are able to implement 
the necessary social reforms, which are preconditions of 
a modern society and economy. Such governments agree 
that, in the first place, they are responsible for the 
achievement of economic and social development. This 
comprehensive interpretation of responsibility and duty 
enables us to deal with problems arising at the most 
varied economic and social levels. Wherever the critical 
points of implementation appear, the government leader
ship is, in our opinion, obliged to intervene. 

Social and political aspects of plan implementation 

12. Execution of the plan can never be restricted simply 
to an appropriate sequence of economic measures. The 
social and political aspects are already evident in the 
drafting of the plan, and if the plan decisions are 
political acts, their execution is also a succession of 
political acts, in fact often even more so. A long period 
of implementation and the inevitable concomitant 
difficulties provide opportunities for groups whose views 
or interests (or supposed interests) are contrary to the 
plan targets, to slow down or even to hinder plan 
fulfilment. 

13. At the level of government leadership, the political 
aspects and applications become very apparent. Repre
sentatives of the different groups of interests usually sit 
in the various organs and offices, and their acts 
deliberately and sometimes subconsciously reflect their 
views. 

14. Thus, the phase of execution can by no means 
be regarded as free of politics and, although our study 
does not delve into the political implications, we must 
not forget that they exist. 

Chapter II 

Public administration at the government level 
for the execution o£ the plan 

15. In order to achieve the social and economic goals 
of development in the developing countries, it is a most 
serious mistake to insist on copying either Western or 
socialist administrative practice. The new situation 
requires new organizations and functions; this is what 
governments in the developing countries must recognize, 
and their European and United States advisers must 
understand this. 

Need for strong centralised administrations 

16. As Professor Bruno Tohngodo puts it so aptly, 
public administration must become " l'administration du 
développement "A 

1 Bruno Tohngodo : " Défaillances et insuffisances de l'Ad
ministration Publique des Etats d'Afrique Noire et à Mada
gascar ", Développement et civilisation, 1967, vol. III, No. 29, 
p. 13. 
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17. This type of function determines the organ
izational structure of the administrative network. The 
answer to the question of centralized versus decentral
ized organization is to be found in the main task of 
administration, which is the promotion of development. 
Hence, obviously the stress should be where this 
responsibility is the most decisively represented and this 
is at the administrative level closest to the political 
factors of State leadership. Consequently, in our opinion, 
a strongly centralized administration is best adapted to 
execute the tasks facing developing countries. 

18. In countries divided into larger provinces or 
states, the control of planning and execution is usually 
distributed among the federal and provincial (or state) 
centres. India and Nigeria are characteristic examples of 
this latter arrangement. 

19. Centralization should not be regarded as an end 
in itself : The feelings of the people and existing 
economic and geographical conditions must be duly 
considered. The substance of our stand is not an 
organizational scheme but the need for certain require
ments to be met within the administrative apparatus. 
Authority should be distributed in such a way that the 
centre (or centres) representing advanced policies should 
be able to enforce its instructions down to the lowest 
levels. 

20. The efforts to achieve a unified direction of 
economic policy or the necessities that force the Govern
ment to proceed in this direction have in every develop
ing country brought the administrative centre of 
economic policy into being in some form or other. The 
various administrative organizations which constitute 
this centre exercise considerable influence on all 
decisions on economic development despite the fact 
that the administration does not make the formal 
decisions on economic development anywhere. 

Role of the planning office 

21. Within the centre of economic administration the 
planning office2 holds a special position. There are three 
main reasons why, during the period of plan im
plementation, there is a need for permanent contact 
between the Government and the planning office. 

(a) Plans never materialize exactly according to the 
original drafts, and consequently a re-evaluation of the 
changing situation is frequently needed ; 

(b) The views and judgements of those exercising 
political power may change ; 

(c) The permanent participation of the leaders of the 
planning office in everyday government work is one of 
the best guarantees that the long-term economic targets 
of the country will be achieved. 

22. It follows from this situation that whether it is 
formally responsible for execution of the plans or not, 

2 For the sake of simplicity, the name planning office is used 
regardless of the different nomenclatures applied to this organ 
in different countries (planning committee secretariat, planning 
unit of the Ministry of Economic Development, etc.). 

the planning office must carefully follow all measures of 
economic policy and its advice must carry great weight 
when the decisions are taken. The more weight long-
range planning carries in a given country, the more 
the planners influence the bodies that make the supreme 
decisions and, organizationally, the more independent 
the planning office the greater is its influence on 
economic life as a whole. 

23. Beyond a certain limit the influence of the 
planning organization may have its disadvantages, too. 
It may retard adaptation to the actual situation, make a 
fetish of targets which experience has proved to be bad, 
and prevent sober, short-range decisions. 

Problem of shortage of administrative manpower 

24. A society which is short of cadres naturally feels 
the disadvantages of this shortage in public administra
tion, too. There is no need to elaborate unduly on the 
importance of this, and below we shall emphasize only 
three aspects directly connected with plan fulfilment, 
namely, the composition and level of the staff, the 
training and further education of cadres, and outside 
assistance. 

The composition and level of the staff 

25. The composition and the qualifications of the 
personnel should be determined by tasks of econ
omic development, except that the shortage of per
sonnel often makes selection academic. 

Training and further education of cadres 

26. A significant method which immediately comes to 
mind is further education, including advanced training 
on the spot, various forms of full-day courses, courses 
taking up a few hours in the week and individual study. 

27. Courses offered by institutes of public adminis
tration impart this type of knowledge, equipping students 
with the basic skills of general and specialized adminis
tration. 

28. All this has to be made available, as far as 
possible, with advanced methods of adult education that 
require the least expense and the smallest number of 
teachers. 

29. Experience in Hungary provides convincing evid
ence that it is not enough to make graduation from 
school obligatory. A kind of spirit has to be developed 
in which superiors and colleagues alike urge, assist and 
encourage further study.3 

Outside assistance 

30. In overcoming the shortage of high-level adminis
trative manpower, the possibilities of outside assistance 
are limited. Even the foreigners who work in industrial 

3 Correspondence students at the universities are given time 
off (paid) for their Saturday lectures, and twenty-four days of 
special " study holidays " a year (also paid). 
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or business companies are an irritant to national pride 
and sovereignty, and this attitude is even stronger in the 
case of public administrative officials who are supposed 
to represent the nation and the State. 

31. With the establishment of institutes of adminis
tration, international organizations and the advanced 
countries have made an excellent start in providing 
assistance. It is in education in administration that the 
international organs and the countries willing to help 
can give the most extensive assistance. This is an 
excellent and very efficient start but, as compared to 
the need, it is far from adequate. 

32. Finally, there is an additional important field for 
external assistance, namely, research in administration 
—the evaluation and generalization of the administrative 
experience of developing countries. Analysing the 
specific administrative functions in the initial phases of 
economic and social development and identifying the 
organizational patterns which have proved effective are 
a valuable way of helping to improve the operation of 
public administration. 

Chapter III 

Taxation and financial policy as a means 
of implementing plans and mobilizing economic resources 

Role of taxation 

33. Taxation is one of the ways of mobilizing 
domestic resources in monetary terms. 

34. One of the most important sources of tax revenue 
of the developing countries is export customs duties, but 
this source is highly unreliable. Efforts should therefore 
be made to decrease the proportion of export duties 
within the State revenues. Indirect taxation has definite 
advantages in the developing countries. 

35. The possibility of introducing an efficient system 
of direct taxation is limited, whereas, under the indirect 
tax system, taxes are assessed and paid by firms ; thus, 
the existing economic organization performs the duties 
of the tax collector's office. From the viewpoint of 
short-range policy it is expedient to merge taxes and 
prices (this in fact, happens in the case of manufacturers' 
excise taxes) but, in the long run and for the sake of 
establishing a democratic nation, it is desirable to make 
proper preparations for introducing an income tax. 

36. As to the corporation income tax, besides the 
taxation of profits to a larger or smaller extent, it might 
be expedient to impose taxes on one or other of the cost 
elements and to choose those which can be fairly easily 
assessed by means of book-keeping (even outside the 
firm). For the purpose of skimming off profits not only 
taxation but many methods and forms of price and tariff 
policy can be applied as alternatives to influence the 
distribution of incomes. 

37. Payments made into the State treasury by State-
owned enterprises, or those in which the State has an 
interest, are a highly favoured source of capital 
formation. 

38. A good example is provided by the socialist coun
tries where the overwhelming bulk of budgetary revenues 

comes from the payments made by State or co-operative 
enterprises (this amounts in Hungary to 80 per cent). 
The major part of the payments consists of turnover 
taxes and the smaller part of profits paid in by State-
owned enterprises. 

39. Privately owned capital must also be increasingly , 
mobilized for investment purposes with the help of State 
measures directed to this end. 

40. One way of mobilizing private capital may be by 
introducing measures to transform capital by changing 
the existing capital structure. The unsatisfactory com
position of capital is a well-known feature of developing 
countries ; trading capital predominates and, at the same 
time, funds for the financing of agricultural and indus
trial investments are in short supply. Since the surplus 
of trading capital and the shortage of industrial and 
agricultural capital do not cancel each other out 
spontaneously (because, among other things, of the 
profitability and safety of capital and the backwardness 
of the banking system), it is necessary to take purposeful 
measures to achieve the transformation of capital. 

41. In several developing countries, usurious loans 
and the buying-up of agricultural products go hand in 
hand. Calculations show that both the magnitude and 
the economic effect of usurious loans are sufficiently 
large to be taken into account when taking stock of 
economic resources. 

42. Various co-ordinated measures are needed to 
channel usurious capital towards development. In the 
first place, the supply of credit on "normal" terms 
should be expanded either by establishing loan banks 
(mainly credit societies) or as part of agricultural 
marketing and supplying co-operatives. In practice this 
does not simply mean the expansion of credits, but 
the replacement of trading capital and usurious loans 
by these credits. 

43. At the outset the State might pay higher rates of 
interest than normal (though far lower ones as compared 
to the usurious interest rate) for long-term bank deposits, 
in order to siphon off hoarded capital. If, at the same 
time, development credits are granted at a low rate of 
interest, usurious loans will be ousted by new sources 
of credit which have arisen out of the former usurious 
capital itself. 

44. Naturally, collecting deposits with a high interest 
rate and offering credits at a low one means a negative 
interest gap which must be bridged by subvention. But 
the high interest rate paid for deposits may attract a 
considerable amount of hoarded capital. At any rate, 
less financial resources are needed to close such a 
negative interest gap than to replace the total amount of 
hoarded capital by other sources, for instance, by credits 
from abroad. 

45. Such difficult financial-political manoeuvres have 
to be carefully co-ordinated with the corresponding real 
processes of economic activity. A well conceived expan
sion of production in line with the extension of credits 
(e.g. an agricultural surplus created through credits) may 
offset an inflationary trend. 
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New credit sector 

46. These new and complex financial targets require 
a new credit sector. In addition to State finance and the 
private money market, a third sector—sponsored and 
aided by the State—is also needed, whose units are 
owned by the people and will organize the collective 
financial self-help of the population at the local level. 
Credit societies and farmers' co-operatives could be 
suitable bases for this third sector. Experience proves 
that co-operatives, if they are adequately supported, can 
be important factors of domestic capital formation. 

47. It should also be mentioned that the hoarded 
" traditional " capital to be mobilized sometimes takes 
the form of material assets (e.g. cattle that are con
sidered as " treasure ") which could be introduced in its 
original form into the active economy. 

48. Domestic capital formation by means of a prices 
policy can be achieved, first and foremost, in agriculture. 
There are, however, some structural preconditions for 
this. First of all, state-controlled organization should 
carry out the purchase of the produce and thereby 
exclude intermediates who exploit the peasants by 
charging usurious rates of interest. It is obvious that the 
Government can only prescribe or influence the purchase 
prices if it can rely on organizations of its own. 

49. Finally, it should be mentioned that for accu
mulation, agricultural produce can be delivered partly in 
kind. In Senegal, for instance, farmers are allowed to 
pay off credits in kind. 

Chapter IV 

Some questions bearing on the implementation 
of industrialization plans 

50. It is of the utmost importance that, with regard 
to large-scale investments, all the alternatives should be 
taken into consideration and inputs and outputs scru
tinized realistically. It is advisable to refer to more than 
one expert's opinion, in order to check the feasibility 
and soundness of the project, and to include among the 
experts, persons who have no vested interest in the 
implementation of the project. 

51. When the costing of the probable imput is being 
analysed, authorities may find it useful to compare the 
investment estimates with the actual figures of similar 
projects. 

52. Experience shows that, generally speaking, it is 
not the building and installation costs of the plant itself 
which are underestimated but those of the investment in 
the complementary productive and non-productive 
workshops. This is particularly true of a project which 
has not been built in or near a town but in a previously 
uninhabited area where a population has to be settled 
in addition to the plant. 

53. The difficulty of measuring the output is attribut
able to three main factors of uncertainty : 

(a) The probable volume of production ; 
(b) Sales possibilities and prices ; 

(c) The cost level. 
54. These three elements together determine the 

viability of the project, and the uncertainty of the three 
factors is the combined risk which has to be taken in 
connexion with the project. 

55. The main cause of insufficient utilization of 
investment and, in general, of capital stock is the short
ness of the working time (or more precisely the short 
period of time) during which the machinery is actually in 
operation. The number of working days of even fully 
employed urban workers is very low and does not 
exceed 200-250 days annually. Work done in only one 
shift is another feature in under-developed countries, as 
a result of which the utilization of the machinery does 
not exceed 20 per cent. 

56. For the Government of a developing country sales 
possibilities and prices constitute the basis of the pro
spective profit, on the basis of which the rate of assess
ment and tax revenues can be calculated. 

57. In order to circumvent the law, capitalist investors 
employ, sometimes even before the project has been set 
up and the credit granted, a group of lawyers and tax 
experts with whose help they arrange to evade the 
payment of local taxes after they have reaped a con
siderable part of the profits. The under-developed coun
tries could protect themselves against these underhand 
practices by gathering information on the real sales 
possibilités and on prices and, if necessary, they them
selves could transact the sale of the products. 

Small-scale industry 

58. From the aspect of economic growth and technical 
advance, two specific fields of small-scale industry are 
particularly noteworthy : (a) micro-industry which uses 
modern tools and equipment in order to meet the 
requirements of up-to-date technical demand ; and (b) 
the repair industry which, on a small scale, forms part 
of the iron, metal and machine industry. 

Micro-industry 

59. Micro-industry means mechanized production in 
small workshops where a few workmen operate machines 
and each workshop produces a special model (type). 
Their sphere of activity is practically unlimited and 
ranges from building materials, items of clothing, tools, 
electrical equipment and motor car parts to builders' 
hardware, nails, nuts, screws, farm implements, artisan 
hand tools, etc. 

60. Micro-industry is a field where self-help can be 
applied as one of the means of solving problems on the 
spot. This is because it is decentralized and involves the 
careful use of capital in order to increase gradually the 
growth of technical development on a wide basis. The 
aid Nepal and Pakistan received from Sweden and 
Switzerland for the development of their small-scale 
industry shows that aid granted by small advanced 
countries can be a powerful stimulus in helping countries 
to develop in this region. 
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61. An intermediate organizational and guiding insti
tution is needed between the micro-economic and macro-
economic levels to provide the elements needed for the 
functioning of the small plant by means of purposeful 
measures, and to provide and strengthen backward and 
forward linkage. 

62. Small-scale industrial activity can also be trans
formed into large-scale industry if the change is carried 
out on a co-operative basis. 

The repair industry 

63. The situation is somewhat different in the case of 
the repair shops and plants of the iron, metal and ma
chine branch, i.e. the other large sector of the small-
scale industry to be developed. It is absolutely indispens
able to establish these shops and plants : from the 
macro-economic aspect it is essential that the continually 
increasing stock of machines and equipment, mainly 
imported, should be kept in good running order. How
ever, at the outset and at the micro-economic level these 
plants will function profitably only in some branches. 

64. It would help at the outset if the rural extension 
services operating in almost every developing country 
were to include repair shops with standardized equipment. 
Besides carrying out repair services, these workshops 
could spread technical knowledge and become in time 
the rural centres of technical education. 

Hungarian agricultural machine and tractor stations 

65. This may be a good place to mention the agricul
tural machine and tractor stations which were set up 
when the system of planned economy was introduced in 
Hungary. In addition to the services rendered in terms of 
mechanized farming, they repaired the machines of both 
co-operatives and individual farmers, disseminated tech
nical knowledge and helped the young people in the 
villages to take up technical professions without having 
to move to another place. 

Chapter V 

The place and importance of agriculture 
in the implementation of development policy 

66. The Government must play a decisive role in the 
" take-off " and acceleration of development : the formu
lation of the concept of agricultural development and its 
application to the plan of action ; the establishment of 
social, political and economic relations that further devel
opment ; and the launching of different plans. 

67. In some parts of the developing countries, elimin
ating and transforming large estates, which hinder 
further development, is a matter of urgent necessity. 
Experience shows that the most expedient method is to 
modernize agriculture within the traditional framework, 
gradually introducing economic elements into the tradi
tional communities and organizing them into co-opera
tives. Mexico has attained a remarkably quick rate of 
agricultural growth by taking advantage of land reform, 

increasing the number of small farms and retaining, and 
even increasing as far as possible, the traditional Indian 
communities (ejidos). 

68. Even in countries where the economy is based 
entirely on extensive farming and further facilities for 
expansion are available, it would be more expedient to 
concentrate the energies of growth on intensive farming 
in the interest of more efficient development. In Ethiopia, 
for example, the extensively-raised cattle stock is too 
large, not only from the point of view of actual econo
mic demand, but also from that of fodder reserves and 
water supply. A far smaller cattle stock than the present 
one would allow better grazing, feeding and watering of 
the animals, more effective veterinary care, improvement 
of the stock, etc. and this could mean better selling 
possibilities on external markets, i.e. the activating of 
latent resources. However, these aims cannot be realized 
under present conditions in view of the oversized and 
extensive system of animal husbandry. A shift from 
extensive to intensive breeding could be carried out in 
most of the developing countries. This could also be 
done in their crop sector too, with the foreseeable result 
that, with a decrease in the area of arable land, greater 
attention would be given to farming techniques and 
improved quality could create far better marketing con
ditions than exist at present. In line with the develop
ment of agriculture the proper direction and pattern of 
industrialization and of the distribution sector should 
be worked out. From the aspect of demand, the food 
and raw material processing industries are the partners 
of agriculture. In the majority of developing countries 
these industries have not developed at a satisfactory rate 
over the past two decades. 

69. On the supply side, it is advisable to concentrate 
on improving the fertility of the soil. Integrated agrono
mical development (water supply, artificial fertilizers, 
seed improvement, higher standards of vocational train
ing, development of distribution services) could contribute 
to an economically efficient increase in production in the 
decades to come without mechanization on a larger 
scale. Where there are yields of 10-20 quintals per hec
tare, manual sowing, fertilization and plant protection 
could also bring about a noticeable increase in the crop. 
In some of the countries of South-East Asia and in 
Egypt, too, traditional but labour-intensive farming tech
niques made it possible to reach very high crop yields. 
The main industrial partner of agriculture is the chemical 
industry producing artificial fertilizers, insecticides, plant 
protectors, etc. 

70. The capacity of the distribution sector (transport, 
storage, trade) determines the further possibilities of 
development. In certain areas of several developing coun
tries considerable quantities of agricultural surplus pro
ducts pile up or are rained simply because they cannot 
be marketed for lack of distribution capacity. The devel
opment of the distribution sector could bring large areas 
into the nation's active economic life and thus contribute 
to a quick increase in national income. 

71. As regards the expansion of production, some 
prompt though temporary results can be achieved by 
eliminating certain economic and political obstacles. It is 
important that a type of economic and political environ-
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ment should develop that prevents capital from being 
invested away from agriculture—except for public 
revenue purposes. Thus, building operations unjustified 
from the point of view of the national economy and spec
ulative transactions in the dividing of land into parcels 
should not be tolerated. A very suitable organizational 
form for carrying out complex agricultural development 
programmes in a given area, including the preparatory 
processes of cultivation and settling, is the establishment 
of a firm by the Government expressly for this purpose. 
The fact that a firm manages the whole venture gua
rantees that economy will be observed. A case in point is 
the Société d'aménagement et d'exploitation du Delta in 
Senegal. 

72. The establishment of State model farms is very 
important from the aspect of up-to-date farming tech
niques, organizational methods and speeding up diversi
fication. 

73. Owing to the widely different natural endowments 
and geographical features of the developing countries, 
national agricultural research work is very important 
because the economic and technical experience gained in 
countries which have a temperate climate cannot be 
applied to the developing countries. 

74. Action by the State can partly take the form of 
the granting of credits. For the granting of agricultural 
credits, credit societies or other local organizations (e.g. 
producers' or buyers' co-operatives) can also be 
employed. 

75. Moral and material incentives, e.g. bonuses award
ed for outstanding production, might also yield considera
ble results. Bonuses for high yields or technical innova
tions in farming, in addition to the recognition of merit 
and to honorary titles, would effectively encourage far
mers. 

76. In order to speed up agricultural production, devel
oped countries must also assist the agriculture of the 
developing countries to a greater extent and in a more 
efficient form than has been done so far. In the first 
phase of economic growth, assistance in the form of 
food is of decisive importance. Food aid should not only 
be a safety-valve in an emergency but directly further the 
growth of the economy and agriculture. Experience 
gained in Pakistan and Tunisia proves that food aid can 
contribute to capital formation. 

77. Food aid is also welcome when, as a consequence 
of land reform or settlement programmes, a population 
is transferred from one region to another (as, for exam
ple, in Bolivia and Peru), a change-over from one struc
ture to the other takes place and production lags or falls 
behind expectations. 

78. Simultaneously with food aid, long-range agricul
tural development plans should be drawn up. After the 
technical assistance work has been done, the situation is 
ripe for changing over from food aid to assistance in 
terms of the means of production, chemicals, machinery, 
etc. 

79. In several developing countries, better utilization 
of livestock, i.e. the development of the meat industry, is 
hindered owing to the lack of fodder. In such cases, aid 

in the form of long-range credits could be granted for 
the purpose of financing fodder imports, provided that 
the fodder is imported from another developing country. 
This kind of financial arrangement is a suitable means 
of developing agriculture, on the one hand, and expand
ing the markets of developing countries, on the other. 

Chapter VI 

Co-operatives as a means of implementing plans 
and mobilizing internal economic resources 

80. Co-operatives have a special place among the 
institutions in developing countries. 

81. The co-operative form of organization allows the 
small-scale and cottage industries to contribute to the 
economic growth of the country. Where artisans are in a 
position to establish, through co-operation, adequate rela
tions with the wider field of industry and with the 
national economy in general, the course to be taken by 
the new forms of industry can be mapped out even in a 
decentralized economy. The plants processing agricultural 
products often represent the first step in industrialization. 

82. The co-operative movement is an important in
strument and organizational framework of agricultural 
policy. In the present state of the developing countries, 
agricultural reform is a prerequisite of economic growth. 
The consolidation and further development of the results 
achieved through the reform can best be attained by 
means of the agricultural co-operative movement. Co
operative farms have been set up in Kenya and co-opera
tive rural settlements have been established in Tanzania 
with State support. In Senegal, the Société d'aménage
ment et d'exploitation du Delta applies similar methods 
of settlement on land brought under cultivation in the 
Delta region. 

83. The co-operative form of organization is an im
portant instrument for the Government in implementing 
its agricultural development plans. 

84. Co-operatives offer an organizational framework 
for modernizing the traditional economic sectors of some 
countries. In Senegal, for instance, fishing with the tra
ditional pirogue has been mechanized largely through the 
co-operatives. 

85. Apart from legislation, the practical help of the 
State is indispensable for the development of co-opera
tives at the national, sectoral and local levels. It is the 
function of the Government to help the co-operatives by 
planned development and organization, enabling them, 
after a certain formative period, to take over the man
agement themselves. 

86. Prosperous co-operatives, regarded by the peasant
ry as their own institutions, may take part in the imple
mentation of government plans in many different ways. 
They may operate as " agents " for the various sectoral 
and regional institutions. 

87. In developing countries, agricultural co-operatives 
may constitute a new institutional form of agriculture, 
covering both horizontally and vertically this important 
economic and social sector. 
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88. So far as participation in capital formation is 
concerned, every type of co-operative may contribute to 
internal capital formation through share capital, reserves 
and insurance fees, following which the inventory of 
equipment increases and new premises and dwellings 
are built. The co-operative network in agriculture enables 
the Government to enforce a price policy whereby the 
monetary processes are directed towards investment. 

89. Co-operative organization encourages the creation 
of surpluses, thus increasing consumption and promoting 
capital formation ; part of the excess profits generated 
by the surplus products can be used directly or indirectly 
for investment. 

90. The significance of co-operative training and educ
ation has implications which extend beyond supplying 
the co-operative movement with local officials. 

91. The general institutional function of the co-opera
tives can develop if the chain of co-operative organiza
tions ranges from the lowest to the middle and highest 
levels in the form of regional or national unions. 

Chapter VII 

Extension of the multiplier effect and integration 
of the domestic economy 

92. Since the time of J. M. Keynes, the " multiplier 
effect " has been an important conceptual tool in develop
ment economies. The " multiplier " refers to the magni
fied impact that changes in investment spending have on 
total income. (For example, a $1 billion increase in 
investment will ultimately raise total income by 
$5 billion). 

93. Foreign aid used for investment purposes also 
produces multiplier effects. But at present, the greater 
part of the multiplier effect of foreign aid remains within 
the donor country, where the amount of aid is spent by 
the developing country on equipment and other invest
ment goods.4 (This explains why developed countries 
give preference to tied aid.) 

94. It is therefore neither rational nor desirable 
to maintain the present situation where the developing 
countries are using aid resources for importing basic 
and construction materials and relatively simple equip
ment needed for investment projects. National or regional 
production of such materials and equipment would turn 
the multiplier effect of investments financed from aid to 
the advantage of developing countries. 

95. In order to extend the multiplier effect of invest
ments in general (financed from both foreign and home 
resources) communication lines must be established 
between the centres of development activities and also 
between the different sectors and levels of the economy 
to transmit the main impetus of development energy and 
multiplier effect. 

4 For full particulars, see Goran Ohlin, Foreign Aid Policies 
Reconsidered (Paris, Development Centre of the Organisation 
for Economic Co-operation and Development, 1966), pp. 93-97. 

96. It is not only specifically economic institutions 
that can be employed in the starting, spreading 
and integration of economic flows in developing coun
tries. The institutional framework which gives im
petus to economic growth and spreads the multiplier 
effect can consist of various types of organizations and 
their combinations. 

97. One of the most important initiatives that can be 
taken by the Government or local organs is to establish 
and integrate market relations which transmit the multi
plier effect, and to mobilize and co-ordinate for this 
purpose the various modern and traditional social organ
izations in whatever form they exist. 

98. Measures for furthering the implementation of the 
plan must cover and integrate the entire process, from 
the preparation of production to the last phase of con
sumption. A production drive in agriculture can only 
be successful if, in the course of the preliminary spade-
work, all ancillary aspects, for example, the network for 
receiving goods, storage, transport, prices and consumer 
market, are also taken into account. 

99. Direct action to initiate and integrate economic 
processes is almost the only way of quickly and smoothly 
blending the traditional sector into a country's main 
economic fabric. In Tanzania, for instance, development 
officers of considerable prestige mobilize the rural popul
ation for economic tasks in accordance with the aims 
of higher economic bodies and thus play an important 
role in drawing backward areas and communities into the 
main fabric of the economy. At a later stage, the econ
omic results of the work done may generate a continuous 
and increasing impetus for raising production. 

100. Any social or economic organization, be it 
modern or a traditional tribal community, may be a 
suitable means of spreading the multiplier effect and 
directly initiating and co-ordinating economic processes. 

101. Given the conditions prevailing in the developing 
countries, it is particularly important to have a line of 
uninterrupted responsibility to follow each phase of com
modity and money flows. This applies particularly to 
the taking over of foreign aid supplies and their dispatch 
to their places of destination. 

102. Institutes and researchers concerned with applied 
economics in developing countries may be of great help 
in developing the instruments of " linkage ", " spreading 
effect " and " multiplier effect " and the elements and 
lines of integration, by discovering and thoroughly anal
ysing, for the country's economic policy, those ways in 
which or through which the inner integration and the 
multiplier effect can be strengthened by economic and 
political means even within the given structure, i.e., those 
ways which will promote " self-help ". 

Chapter VIII 

The role of education and training 

103. In this key area of social and economic life the 
speed of development in a given developing country is 
determined in the first place by the efforts and skills of 
its people. 
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104. The typical economic objective—the most 
rational use of restricted resources—calls for solutions 
in the educational field, too. Limited resources in this 
context mean, in the first place, a small number of 
trained men and women and a great lag of educational 
facilities behind the demand. 

105. Every effort must be made to alter this situation. 
The importance of adult education and training is far 
greater in the education system of developing countries 
than elsewhere. The best way to promote it is the use of 
material incentives to encourage employees to attain 
higher levels of skill. 

106. In State employment salary scales may provide a 
special incentive for advanced training, whereas in the 
private sector supply and demand lead to higher pay for 
higher skills. The salary scales fixed by the State are 
important regulators everywhere, for a substantial pro
portion of all employees are employed by the State ; 
consequently the State can do a great deal to promote 
training and encourage study. 

107. The other aspect of this policy of manpower 
economy is to create facilities for further training. Larger 
enterprises, recognizing their own needs, usually make 
provision for the further training of their workers but 
enterprises cannot be expected to organize or maintain 
training facilities which go beyond their direct require
ments. 

108. As one of the practical examples of help provided 
by the State let us mention Nigeria, where teachers can 
enrol in a two-year residential college to obtain higher 
qualifications. During this period they do not lose their 
jobs ; the years spent on study are regarded as contri
butory service when it comes to promotions, increments, 
seniority and pensions, and they are even given pocket-
money during the study period. 

109. Adult education is economical from every point 
of view, for if suitable conditions exist, there are few 
drop-outs. Adults who are studying directly for promo
tion have so much at stake in their examination results 
that no comparable incentive can be provided in the 
education of young people. 

110. Limited resources also necessitate effective eco
nomy in the education of young people. 

111. The financial factor calls for Draconian measu
res : to speak plainly only the cheapest possible educa
tional system can be maintained. Spartan accommoda
tion ; the maximum number of pupils per instructor ; 
the elimination of all overlapping and superfluity ; a very 
strict admission system into higher schools in order to 
keep dropping out to a minimum ; vocational training ; 
and adjustments in the level of the teaching staff—these 
are the basic requirements, and, if the principles of the 
school system used as a model are not compatible with 
this, then independent development is preferable to 
imitation. 

112. Thrift, of course, affects the methodology of 
education. This must be accepted. For instance, the 
price to be paid for a British-type university life seems to 
us prohibitive. Let us mention Nigeria, with a per capita 
income of £30-40 a year, which spends approximately 

£1,000 on the average university student. A significant 
factor in raising the cost is the fact that the universities 
operate with a very small student body. 

113. Unless economy is observed, it will be increa
singly difficult to increase the number of places for 
students. Changes in the direction of extreme thrift are 
needed, particularly in the case of secondary schools 
and institutes of higher education. As a result of the 
rapid expansion of primary schools there will shortly be 
strong pressure on the secondary and higher education 
schools to admit many more students than today. With 
the present costs this is not feasible. 

114. The planners and the conferences of the United 
Nations Educational, Scientific and Cultural Organization 
evaluated educational priorities correctly when they gave 
first priority to technical trades. 

115. This principle must not be limited to the training 
of technicians and graduate engineers. Instruction in 
technical knowledge and skills must be organized even 
in primary schools and in secondary schools with other 
fields of specialization as well. A technical sense and an 
understanding of the basic principles of science are 
essential to update the thinking of the masses still in the 
wake of the twentieth century. 

116. Some difficulty will obviously occur, if the school 
system is in the hands of organizations maintaining old 
traditions. In Nigeria, most secondary and primary 
schools are run by voluntary bodies. Although the State 
pays the whole of the salary received by teachers, their 
employment and dismissal are decided by the organiza
tion running the school. Technical education is alien to 
the tradition of these organizations whose ideals of 
learning are centred on the humanities. 

117. The attraction of advanced countries presents a 
great difficulty, because it lures highly qualified cadres 
away from developing countries. It is scarcely possible to 
resist the " brain drain " by reducing the number of 
students sent to foreign universities. For several decades 
to come the countries of Africa South of the Sahara will 
not even be in a position to refuse foreign scholarships 
offered for studies in universities abroad. 

118. What can be done to avoid such losses ? Indem
nity regulations calling for the payment of compensation 
would hardly be expedient. 

119. There are only two ways of improving this situa
tion. One is for the advanced countries to introduce 
administrative measures barring the employment of gra
duates from developing countries, let us say, for five 
years after graduation. 

120. The other way is not administrative ; it presup
poses that the educational system and public life will 
develop such an attitude that every student and young 
person will consider it a patriotic duty to serve his 
country. 

121. One of the principal ways in which foreign assist
ance promotes development is by providing the highly 
skilled people needed by the developing countries. 

122. With regard to this most important part of 
assistance, the developing countries do not complain 
strongly enough that it is inadequate. In education 
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they are striving to replace foreigners in positions 
requiring highly experienced experts as soon as possible, 
and there are various plans calling for complete inde
pendence from foreigners in education within different, 
but always short, time-limits. Realistic forecasts suggest 
the contrary : even more foreign teachers will be needed 
in the next decades. Therefore advanced countries must 
carefully consider the numbers involved in providing for 
this need. In other words, they must take note of the 
fact that in the forthcoming decades, over and above 
their own requirements, they will also have to meet part 
of the need for qualified cadres in the developing coun
tries. Not very detailed planning is envisaged by this 
suggestion but we certainly regard it as expedient, first 
perhaps for international organs and later for individual 
countries, to estimate what types of large-scale require
ments will emerge in what areas of the developing coun
tries. We attach importance not only to the quantitative 
planning of cadres for developing countries but also to 
their special education and training. 

123. This type of training should be partly profession
al, partly social and, where needed, linguistic. It should 
be arranged for those who desire or have to work for a 
few years in a developing country. 

124. We believe that this type of training should 
spread over many different levels, with different methods 
and organizational frameworks for the different trades 
and professions, including regular day courses, evening 
schools, correspondence courses, and seminars on special 
subjects and offered in the colleges and universities. 

125. In the final analysis such training should be 
directed to two ends : (a) to prepare experts for their 
work in developing countries by equipping them with 
all the skills and information that can be passed on 
through formal instruction. To spare them most of the 
mistakes they would inevitably make in the first one or 
two years simply because of unfamiliarity with local con
ditions in their special field or in human behaviour ; (b) 
to keep track of those who would be willing to spend a 
few years or a longer period of time working in develop
ing countries. This would facilitate recruitment, as the 
various organs of the developing countries could make 
offers in the first place to people who have received this 
type of training. 

Chapter IX 

Contribution of foreign trade to the implementation 
of development policy 

126. Foreign trade plays a key role in accelerating the 
economic growth of developing countries. 

127. What possibilities and tasks may be envisaged in 
respect of the expansion of foreign trade ? 

128. The problem can be approached either from the 
viewpoint of the world economy, or from the inside, i.e. 
from the viewpoint of the domestic economy. Thus, eco
nomic necessity does not shape the foreign trade policy 
of developing countries but rather forces it to comply. 
Yet, their foreign trade policy, which must of necessity 
comply with world economic processes, can and should 
be included as a specific factor in the economic and poli

tical thinking of these countries. It is therefore desirable 
that their decisions in respect of foreign trade should 
have a " shaping " aspect in that they should aim at 
achieving a national economic optimum. 

129. Among economic-political methods the special 
function of import duties is to promote the import-
substituting sectors of the domestic economy and to 
stimulate regional co-operation. With respect to exports, 
customs duties used to contribute considerably to the 
capital formation, i.e. export taxes and duties constituted 
substantial income items in the budget. Owing to the 
aggravation of export problems, however, the scope for 
applying this means has been reduced. 

130. The establishment of import taxes requires very 
careful study and greatly influences the attainment of 
economico-political targets. 

131. The regulating function of exchange policy has 
been intensively used in Latin American countries (and 
also in Indonesia and the Philippines). 

132. The development of a system of exchange per
mits is another alternative which can best be included 
in an economic policy designed to limit the influence 
of market forces. 

133. The policy of organizing compensatory and 
barter transactions has a beneficial effect on development 
since it induces additional expansion of the turnover in 
the exchange of goods other than essential goods, and may 
also lead to the introduction of new ones. This policy 
may greatly enhance co-operation, especially in respect of 
industrial commodities. This economico-political activity 
may sometimes be relegated to certain alliances of pro
ducers (e.g. coffee producers, jute producers, co-operative 
centres, industrial federations etc.), State assistance being 
limited to reducing rates of exchange or to administra
tive privileges. In the absence of such institutions, a 
special State bank or a State or semi-State economic 
development agency may perform similar duties with 
monetary funds. 

134. As experience shows, it may be useful to establish 
State or mixed funds in order to create new production 
capacities for promoting exports or to improve the qual
ity of the products manufactured with existing capacities. 
For products of a better quality than the traditional 
domestic output it is expedient to grant price support. 
It is useful to have the same organization as the supplier 
of technical aid, for instance in the form of high-quality 
seed, chemicals, the transport of breeding animals and 
consultation by experts. Similar organizations have so far 
proved very successful in initiating Mexican and Colom
bian meat exports, and developing jute production in 
Pakistan and rice centres in Thailand. 

135. In countries which have reached only a low level 
of development, economic growth cannot be started 
purely by market-type incentives. According to exper
ience gained in Ethiopia and Tanzania, the economic 
development agencies organized to operate within a 
large action radius must assume a more and more all-
embracing or comprehensive character including such 
activities as buying up the produce, possibly using 
incentives of price and credit policy, organizing minor 
investments, transport, the improvment of quality, and 
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education. The comprehensive approach has greatly con
tributed to the spectacular export achievements of Tan
zania, and the organization of the Ethiopian Oilseeds 
Board also relies on the requirements of comprehensive 
operation. Vertical integration has been found to be 
more urgently needed the less advanced the economic 
environment of the given countries. For rapid success the 
example of Senegal may be quoted. There—thanks to the 
expedient organizational and credit-granting activities 
of the Government and to technical assistance from the 
Food and Agriculture Organization of the United Nations, 
fishing, based on old traditions, could be further devel
oped on a considerable scale. All this shows that it would 
be a mistake to concentrate the organizational, economic 
and technical assistance of the State merely on the 
development of output capacity. The scope of the market 
for certain goods makes it impossible to realize sales of 
additional quantities ; thus it is advisable to concentrate 
development on the qualitative or rational improvement 
of yields for export. 

136. The working out of a system of measures for 
promoting regional co-operation is a new and encourag
ing economico-political objective. Of course regional co
operation proclaimed and advocated at the political level 
is not sufficient. A sound economic basis and a common 
will to co-ordinate economic development are essential. 

137. Concerning the international aspects of their 
economico-political tasks, it is advisable for the develop
ing countries to make greater efforts to conclude long-
term agreements and contracts that will ensure the con
solidation of their marketing positions and of their 
foreign trade relations and the promotion of a healthier 
development policy. Long-term agreements serve the 
main objectives of a developing country : by stabilizing 
essential branches of the economy they introduce an 
element of security and make planning more reliable. 

138. An increase in turnover is only one of the results 
of long-term agreements. Their contribution in steering 
the structure of the economy in the right direction may 
be even more important. 

139. The more the State can influence foreign trade 
and the more possibilities that exist for direct interven
tion by the Government, the more effective will be the 
agreements. 

140. Besides long-term agreements, the mobilization of 
the producers of certain goods on an international, regio
nal or subregional basis may turn out to be useful because 
such concentrations would make it possible to co-ordinate 
production policy and marketing policy and to form a 
common front. Both long-term agreements and alliances 
of producers—in addition to securing direct advantages 
—may stimulate the conclusion of international stabiliz
ing commodity agreements with due regard to the inter
ests of all countries concerned. 

141. The main instruments of implementation are the 
institutional framework of foreign trade control and the 
personnel employed in foreign trade. 

142. The principal aspects of the foreign trade 
mechanism are centralization or decentralization, direct or 
indirect methods of control and the institutional relation
ships between the directing organs. Many arguments can 

be put forward in favour of concentrating foreign trade 
activities in the hands of the State such as : 

(a) a stronger negotiating position ; 
(b) better co-ordination of foreign trade policy with 

top-level decisions ; 
(c) the possibility of better foresight ; 
(d) better possibilities of co-ordinating market opera

tions between the developing countries ; 
(e) the accumulation of profits from foreign trade. 
143. Against the advantages enumerated above, there 

is the bureaucratization of trade and the danger of a 
slowing down of reflexes. Therefore the formation of an 
adequate staff is a precondition for the good functioning 
of State-owned enterprises. State control has proved 
particularly useful for major export and import items, 
for commodities in bulk, such as food, fuel and vehicles. 
However, the mixed forms of ownership have to be taken 
into account when a Government decides on its foreign 
trade policy and organization. In order to achieve relative 
uniformity in foreign trade policy, instruction must be 
supplanted by incentives. The use of subsidies and pro
tectionism is unavoidable in developing countries and, 
though the influence of the world market cannot be 
excluded, its effects must be limited in order to facilitate 
progress towards an independent economy. 

144. One of the economico-political methods of im
portance is planning. The relatively simple patterns of 
the national economies of the developing countries 
obviously permit large-scale planning of national growth. 
Owing to its specific circumstances, planning must em
phasize such activities as the securing of ample and 
reliable information on world economic trends and on 
the outlook for the domestic economy in the following 
year, including forecasts, adjustments in the plan to 
bring it into line with changed conditions and the quick 
and efficient handling of " feedback " operations. 

145. On account of the crucial importance of foreign 
trade and of the grave problems of external imbalance, 
it is desirable to strengthen the institutional role of the 
main organs concerned with foreign trade and to ensure 
that they have an adequate position for negotiating with 
ministries of finance, issuing banks and planning offices. 
For instance, since most of the activity of these organs 
centres around the implementation of tasks of internal 
development, they often lack the necessary experience 
and outlook so far as the world economy is concerned. 

146. It is a paradoxical fact that in many developing 
countries the level of economic administration does not 
match the importance of the problems falling within the 
competence of the relevant institutions. The level of the 
State organs engaged in foreign trade is much lower than 
the Ministry of Finance or the issuing bank. In many 
countries the bodies supervising foreign trade cannot be 
strengthened radically and quickly because of opposition 
from an old-fashioned bureaucracy. In such countries, 
especially those largely dependent on the world economy, 
it is advisable to set up a central Ministry, or a govern
ment commission under the guidance of a deputy prime 
minister to deal with external economic relations, foreign 
trade, credit aid, and debt service. 
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147. The sufficiency or lack of cadres has a far-
reaching impact on the evolution of the organization and 
machinery of foreign trade, and even on the formulation 
of foreign trade policy. The specific need for cadres is 
justified by the fact that they maintain the most signi
ficant foreign relations and their personal erudition should 
match, or at least not fall far behind, world standards. 
Foreign relations represent a simultaneous encounter and 
struggle with interests opposed to those of the country ; 
hence the defence of national interests requires, besides a 
specialized education, a sound ethico-political attitude. 
The inadequate importance ascribed in a country's 
hierarchy to foreign trade is one of the causes of cadre 
shortage in this field. In Ethiopia and Tanzania, for 
instance, the number of those concerned with foreign 
trade at the ministerial level is so small that they are 
unable to participate in the development of foreign trade 
to the necessary extent. The shortage of cadres explains 
why there are no local representatives on important 
external markets and why nobody is commissioned to 
gather information on the spot. Many developing coun
tries have the same problems. Efficient international help 
should be secured for the solution of these problems but 
in the first place the countries concerned should strive to 
strengthen their own apparatus. 

Chapter X 

Contribution of foreign resources to the implementation 
of development policy 

148. The present inadequate effectiveness of assistance 
is due to various factors. 

149. Among the causes of this inefficiency let us men
tion the negative aspects of international assistance 
policy, of the assistance mechanism and of assistance 
methodology. These negative features include the follow
ing : 

(a) The present flow of aid is crucially affected by 
political considerations ; 

(b) Owing to the predominance of trade-developing 
credits, i.e., their stimulation by the State, developing 
countries are under great pressure to sell ; 

(c) Owing to the priority of trade development, exter
nal financiers are not interested in granting aid that does 
not contribute directly to the expansion of trade rela
tions ; 

(d) Owing to the bilateral character of the flow of aid, 
assistance has not been co-ordinated either at the inter
national or the regional level (not even on a national 
scale) ; 

(e) The absolute and relative insufficiency of credits 
that can be used multilaterally makes it difficult for the 
developing countries to select partners, to reduce costs 
and to establish an optimal economic policy and division 
of labour ; 

(f) The aid-administering and controlling system of the 
financing countries is less flexible and more complicated 
and subject to protracted delays than it should be ; 

(g) It seems to be methodologically wrong that the 
bulk of the flow of aid is still made up of single projects 

and not of comprehensive development programmes. 
Establishments created under one project, though indi
vidually necessary, rarely constitute a comprehensive 
whole or interconnected chain, so, however up-to-date 
they may be in themselves, when put together they do 
not create a modern economic sector. 

150. Factors deriving not only from financing but also 
from the recipient countries themselves are also respon
sible for the low efficiency of the aid. 

151. The utilization of aid has, in most cases, not been 
included in long-term development plans. In many devel
oping countries aid has not been used properly so far as 
the improvement of world-economic relations are con
cerned. Many developing countries have failed to make 
the necessary efforts to expand the scope of capital-
absorption. Few developing countries have worked out a 
proper system of aid administration within their economic 
and State apparatus. 

152. The points outlined above show that, by for
mulating a proper policy of aid utilization, the developing 
countries could make available for themselves substantial 
resources with which to improve the efficiency of the aid 
they utilize. 

153. The main prerequisite for achieving a more effi
cient flow of aid is to visualize an assistance policy differ
ent from the policy pursued today by donor countries. 

154. Owing to the nature of the financing needs of the 
developing countries, the extension of multilateral financ
ing is indispensable. 

155. It would be desirable to concentrate the economic 
activities of the United Nations connected with the devel
oping countries on the extension of multilateral funds. 

156. Multilateral contributions should be permitted not 
only in hard currency but also in goods, in experts, and 
possibly in local currency. In addition to this, participa
tion in multilateral assistance on a bigger scale, i.e. the 
acceptance of a gradually increasing share in financing, 
would not overburden even the smaller of the advanced 
countries. 

157. The framing of a policy of aid utilization com
mon to developing countries situated next to each other 
and the implementation of large-scale aid projects with 
the participation of several developing countries are 
essential elements of economico-political work. The 
establishment and the activity of the Comité inter-Etats 
pour l'aménagement du fleuve Sénégal constitute a 
worthy example of regional co-operation between devel
oping countries. 

158. The strengthening of the elements of co-ordina
tion in international assistance may have a marked 
impact on the improvement of efficiency. The organiza
tion of such co-ordination, i.e., co-operation, is at present 
the responsibility of the United Nations. 

159. The work of co-ordination may be implemented 
by the regional economic commissions of the United 
Nations or by the United Nations Conference on Trade 
and Development (UNCTAD). 

160. The most important aspect of passive assistance 
policy is to prevent aid from having a detrimental effect 
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on development, and to steer it in the desirable direction 
of economic development. 

161. It is advisable to be highly selective in adopting 
norms of passive assistance policy with respect to aid 
targets, the technology used and the conditions of assist
ance. This selective policy—beside its domestic interest 
—is of paramount importance, since the financing coun
tries themselves, particularly the international monopolies 
and financial groups, pursue an extremely selective assist
ance policy towards the developing countries with due 
regard to their own interests. Leaving aside emergencies, 
it still depends on the decision of the developing country : 

(a) whether it accepts or refuses certain possibilities of 
external financing ; 

(b) to what organ it addresses its request for aid for a 
definite purpose ; 

(c) what specific sums it asks for within the global 
amount of aid ; 

(d) whether it wishes to be financed from private or 
by State resources ; 

(e) what countries it accepts aid from, etc. 
162. Thus the developing countries have at their dis

posal various means of influencing the flow of aid. 
Nevertheless, they must have their own ideas about 
utilizing the assistance which must not depend on impro
visations and external initiatives. 

163. The precondition for a rational and efficient 
assistance policy is the long-term economico-political 
conception, usually referred to as " the plan ". 

164. Another way to improve the efficiency of aid util
ization is to set up an effective system of aid adminis
tration. 

165. The principal functions of the authority responsi
ble for aid administration in a given country should 
include assistance in market research, in planning and in 
policy. 

166. It is of great importance to plan the correlative 
proportion of the various types of aid embodied in 
capital goods, consumer goods and intellectual imports. 
Improvement in the ratio of technical assistance increases 
the efficiency of production, yields higher profits, ensures 
better accumulation possibilities, and generally enhances 
the capacity to absorb the aid. 

167. It is the duty of the organ responsible for assist
ance policy (a) to evaluate the practical possibilities of 
assistance on the basis of information from the aid 
market and of the utilization plans ; (b) to conduct nego
tiations concerning the acceptance of assistance ; (c) to 
make the necessary decisions and then to ensure smooth 
utilization, and (d) to control the work of the special 
organs and institutions responsible for implementation. 

Chapter XI 

Research work on the problem of execution 

168. The most important groups of problems which 
appear collectively only in the developing countries are 
the following : 

(a) The lack of cadres and, as a corollary, the special 
role of experts and specialists from abroad ; 

(b) The special role of the State and community organ
izations in furthering economic development ; 

(c) The importance of foreign capital, foreign trade 
and aid in economic development ; 

(d) The weight and importance of the traditional sec
tor ; social institutions and groups acting as a brake on 
economic development. 

169. Without attempting to present a full picture, let 
us mention some characteristic subjects of research relat
ing to the groups enumerated above. 

(a) Lack of cadres : 

(i) Quantitative and qualitative assessment of the 
staff and employment of cadres ; 

(ii) Education during work-time and adult education ; 
(iii) Development of a relatively effective school sys

tem that takes into account the lack of cadres and of 
material resources ; 

(iv) The most expedient ways of selecting, recruiting 
and training experts and specialists from abroad and of 
putting them to work. 

(b) Special role of State and community organizations in 
furthering economic development : 

(i) Experiences of executive State enterprises and 
other State-owned bodies, the ways and means by which 
the State stimulates and influences various branches of 
the private sector ; 

(ii) The position of the planning office in the hierarchy 
of public administration, its practical and legal role in 
implementation of plans ; responsibility for implementa
tion and control of plan fulfilment ; 

(iii) Theorganizationalframeworkand economico-legal 
measurements for promoting the achievement of the 
targets of domestic saving, industrial investment, agricul
tural production, etc. ; 

(iv) The organizational problems of public administra
tion, the forms of local self-government, the disseminated 
effect of central decisions, etc., require the thorough study 
of a number of administrative and organizational ques
tions ; 

(v) The activities and functions of community organ
izations representing strata or branches of the modern 
sector (labour unions, co-operatives, cultural societies, 
etc.) pose many questions worth studying. 

(c) Foreign capital, foreign trade and aid : 

(i) Regulations governing collaboration with foreign 
private capital ; 

(ii) Direction of foreign trade at the government level, 
organizations for implementing trade policy, and financial 
questions bearing on trade, co-ordination of foreign trade 
decisions with other organizations of public administra
tion, cadre problems of foreign trade ; 

(iii) Formulation of aid policy and of the role and 
function of the institutions established to render assist
ance in the countries providing aid ; 
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(iv) Study of the aid-mechanism with special regard to 
the extent to which the system is suited to determining 
correct priorities ; 

(v) Co-ordination of the purposes of aid with the plan 
targets and the problem of timing. 

(d) The weight and importance of the traditional sector : 

(i) The problems of transforming social and ethical 
institutions in order to restrict the traditional sector and 
to make the functioning of the modern sector efficient ; 

(ii) Rules and customs hindering development, the 
extent of their influence, and ways of overcoming these 
kinds of obstacles ; 

(iii) The place of traditional leadership and its impact 
on development especially on land ownership and the 
modernization of agriculture, measures ranging from 
educational to legal ones, which promote the transfor
mation of the large type of " family " unit (village, tribal) 
based on the principle of " collective production and 
equal distribution ". 

170. The research problems relating to execution which 
we suggested above, without claiming that they are com
plete, call primarily for comparative studies. 

171. Comparative research is the most suitable way of 
selecting from the different solutions the most effective 
ones, and at the same time it makes it clear why different 
methods have to be applied at the various levels of 
development in different economic, social and intellectual 
environments. 

172. Intensified research on execution can be greatly 
facilitated if the international organs playing an impor
tant role in the control and direction of scientific research 
use the material and intellectual resources at their dis
posal to direct the attention of researchers to these prob
lems. This would not only make it easier for the 
Governments of developing countries to arrive at the 
right conclusions by their specific decisions on imple
mentation, but would also produce a no less important 
side-effect : it would emphasize the importance of execu
tion and help to eliminate the kind of leadership which 
is satisfied with the announcement of high-sounding aims 
but does very little to overcome the obstacles on the 
road to achieving those aims. Intensified research helps 
to make the inseparability of the plan and its execution 
a matter of public knowledge and it promotes the widest 
possible understanding of the responsibility of leadership. 
Of the many things that have to be done for economic 
and social progress in the developing countries, this is 
certainly one of the most important. 
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Introduction 

1. International aid to developing countries, like lend-
lease in its time, represents a new institution in inter
national economic relations. Its purpose is to accelerate 
economic development up to a point where a satisfactory 
rate of growth can be achieved on a self-sustaining basis. 
Its aim is equality not of income but of opportunity ; 
not to equalize income in different countries but to pro
vide every country with an opportunity to achieve steady 
growth. The primary criterion for allocating aid is thus 
to maximize additional national effort, not to maximize 
income created per dollar of aid. 

2. There is a natural credibility gap as to whether 
such a primary criterion will in fact be applied. Justified 
or unjustified suspicion that aid-giving might be used to 
obtain other concessions, that it will be subject to 
political or economic strings, impedes discussion of what 
measures are needed and are possible to increase or to 
optimize national effort. The incentive effect of aid as a 
catalyst of (and not a substitute for) often painful and 
difficult national development measures is weakened. 
The very discussion by a credit-giving country of what 
the receiving country should do invariably raises objec
tions that the latter's national sovereignty is being 
infringed. In such circumstances, the discussion is either 
incomplete and not explicitly articulated or it is bound 
to give rise to bad blood and mutual recrimination. In 
practice, both effects occur in a varying mix of disadvan
tages. It is natural, therefore, that from time to time 
there have been, in the post-war years, demands for the 
establishment of procedures for an independent evalua
tion of national development efforts, the results of which 
would be acceptable to both the donors and the recipients 
of aid. An impartial international evaluation is an attempt 
to reconcile the legitimate interests of both parties, avoid
ing thereby the friction that could result from potential 
differences of opinion between them. 

3. The creation of the International Bank for Recons
truction and Development (IBRD) in 1946 marked the 
first major agreement to allocate aid by an international 
agency in accordance with some internationally agreed 
principles. It was a step in the right direction, but it 

* This study by P. N. Rosenstein-Rodan, Professor of Eco
nomics, Massachusetts Institute of Technology, was prepared 
at the request of the UNCTAD secretariat. The views expressed 
in the study do not necessarily reflect those of the secretariat. 

cannot be said truly to represent an independent inter
national evaluation of national development efforts. That 
idea gradually developed with the practice and the 
doctrine of IBRD, beginning with joint comprehensive 
survey mission reports arranged by IBRD and the res
pective Government, starting in 1950.x The reports of 
the survey missions, however, were a basis for the 
selection of projects to be financed by the Bank rather 
than for a firm decision to finance a development pro
gramme as a whole. In one case only, before 1958, did 
the Bank finance a development programme as a whole : 
that was in 1951, when a series of loans were granted for 
the development of southern Italy. The amount of the 
loans was determined by the nature of the programme 
as a whole, although single loans were attached to 
specific projects. During the first decade of its operations, 
IBRD in fact confined itself to project loans. Its official 
statement that " the Bank would prefer to go further, 
wherever that is feasible, and base its financing on a 
national development programme, provided that it is 
properly worked out in terms of the projects by which 
the objectives of the programme are to be attained "2 , 
remained platonic. The Bank also realized the main 
shortcomings of single project loans : " The Bank recog
nizes, of course, that by financing one particular invest
ment project it may be releasing resources already avail
able to the borrower for some other investment activity. 
This is the principal reason why the Bank seeks to con
sult with its member countries not only concerning the 
merits of projects for which a loan is requested but con
cerning the country's projected investment expenditures 
as a whole. " 3 Apart from a project report, each loan, 
therefore, also led to an economic report on the country, 
but its main emphasis was to assess, first, the country's 
capacity to repay loans, secondly, the general order of 
priority of projects under consideration and, lastly, the 
appropriateness of the Government's economic and 
financial policies to further the development process. The 
survey mission reports had an educational effect not 

1 IBRD reports on Colombia (L. Currie), 1950 ; Guatemala, 
1951 ; and Uruguay 1951, published by IBRD, Washington D.C. 
Beginning in 1952, the following reports were published by the 
Johns Hopkins University Press, Baltimore, Md. ; Iraq, 1952 ; 
Jamaica, 1952 ; British Guiana, 1953 ; Mexico, 1953 ; Nica
ragua, 1953 ; Ceylon, 1955 ; Malaya, 1955 ; Nigeria, 1955 ; 
Libya, 1960 ; Venezuela, 1961 ; Uganda, 1962. 

2 IBRD, Fifth Annual Report, 1949-1950 (Washington D.C), 
p. 8. 

3 Ibid., p. 9. 
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only in the countries concerned but also in the Bank to 
shift the emphasis towards an assessment of the main 
outlines of a development programme. While the pro
gress was gradual, the first report incorporating that spirit 
was perhaps the IBRD report on India in 1958. It is in 
this spirit that most IBRD country reports are written in 
the 1960s. 

4. Progress towards an evaluation of a nation's devel
opment programme as a whole, rather than of single 
parts of it in the form of projects, was gradual and slow 
and was accelerated only under the impact of the " Three 
Wise Men " mission to India—which was not an IBRD 
mission—and of the consortium loans initiated by the 
India consortium under the guidance of IBRD in 1958. 
Nevertheless, the principle of a multilateral decision and 
of concerted action was already largely, although not 
wholly, secured by the very fact that a multinational 
agency such as IBRD, and later the regional develop
ment banks (Inter-American Development Bank, African 
and Asian Development Bank), and not a single national 
government, acted both in evaluating and in lending. 
What Milton Eisenhower cites as the advantages of the 
Inter-American Development Bank (IDB) is thus true 
of all such multilateral organizations : " First, decisions 
on loan applications would be made co-operatively ; 
thus there would be no justification for identifying the 
United States with project development that, while 
improving the economics, continues to strengthen the 
prevailing order. Second, if conditions were attached to 
loans, in the hope of spreading more widely the benefits 
of economic growth, the intervention involved or implied 
would have been collectively determined. In other words, 
an agency of the Americas might help to solve the 
dilemma : desirable social changes might be fostered 
through credit, while avoiding malodorous charges that 
had arisen as the United States sought sincerely but 
unilaterally to promote economic development in Latin 
America. " 4 The Bank through its survey missions, its 
sponsorship of more consortia and consulting groups 
and also through its gradually increased emphasis on 
evaluating a development programme had a headstart 
and has made in this one important respect a greater 
contribution, so far, than the regional development 
banks. But, although a multilateral agency, its voting 
power is strongly weighted in favour of the group of 
creditor nations. The regional development banks are 
not only multilateral agencies but also have a higher 
voting power of developing countries, which enhances the 
validity of their co-operative collective decisions. 

Chapter I 

Delegation of decisions to allocate aid : 
from the Marshall Plan to the Alliance for Progress 

5. The Marshall Plan—a co-operative effort for the 
reconstruction of Western Europe—introduced clearly 
the principle of a de facto (not de jure) delegation of 

4 Milton Eisenhower, Historic Roots : " The Alliance for 
Progress " (Johns Hopkins Press, Baltimore, Md., 1962). 

decisions to allocate aid. The ministerial committee of its 
organization—the Organization for European Economic 
Co-operation (OEEC)—"decided", on the basis of 
studies of a committee of technicians appointed by Gov
ernments and of its secretariat, the allocation of annual 
aid among the participating European countries. Legally, 
the OEEC allocation decisions were mere recommenda
tions. Nobody doubted, however, that the recommenda
tions—short of extraordinary reasons and circumstances 
—would be accepted by the United States Government, 
which had made a declaration of intent to allocate aid 
according to such recommendations, and in fact did so ; 
the system worked smoothly during the second half (the 
third and fourth year) of the Marshall Plan. 

6. The Marshall Plan's criterion for aid allocation was 
somewhat simpler than that of a general development 
programme—it was, after all, a reconstruction, not a 
" construction " plan—namely, to cover the dollar bal-
ance-of-payments deficit, assuming that the national 
effort to reduce it was sufficient. The judgement as to 
whether the effort was sufficient was in fact delegated to 
OEEC. Since the primary object was to reduce the 
balance-of-payments deficit, less emphasis was paid to 
the allocation of aid funds to single projects. It should be 
remembered, moreover, that, even though the adminis
tration of the so-called counterpart funds presented some 
difficulties similar to those of development, those dif
ficulties were largely overcome because the head, or a 
high official, of a Marshall Plan mission had direct 
contact and co-operation with the Minister for Economy 
or Finance or a corresponding high national official 
about the total economic policy of the country. Those 
contacts, crystallized in an over-all view, had priority, 
while details of technical assistance about single projects 
tended to be in the background. 

7. While the Marshall Plan clearly introduced the 
principle of multilateral co-operation and of the de facto 
delegation of decisions to allocate aid, it did not achieve 
all that might be achieved in the evaluation of national 
development efforts : it was multilateral but not inde
pendent. Decisions to allocate aid were taken by a 
ministerial, i.e. a political committee, not by a committee 
of independent experts. The Marshall Plan represented 
important progress towards, but not the full realization 
of, an independent multinational evaluation which alone 
can effectively remove all suspicion of "political strings". 
But even political decisions on economic policy are taken 
differently in the 1960s. The economic rationale worked 
out by an expert secretariat forms a backbone and a 
constraint which politicians and statesmen have to respect 
and can only partly twist and change. The Council of 
Economic Advisers in the United States and its equiva
lents in other countries have only advisory, not decision
making, functions. Governments are largely influenced 
by them, however, and the very process of having to 
expound an economic rationale for political decisions 
largely changes and " functionalizes " their policies. 

8. Decisive progress in the formulation of the doctrine 
of multinational independent evaluation of national 
development efforts came from Latin America. In 1954, 
the Economic Commission for Latin America (ECLA) 
set up a group of experts to work out a report on ways 
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in which international economic co-operation could be 
reinvigorated ; that report5 was then submitted to the 
meeting of Ministers of Finance and Economy of the 
American Republics held at Quitandinha, Brazil. The 
report accepted largely the basic ideology of ECLA and 
contained most of the principles later incorporated in the 
Charter of Punta del Este (1961)—except for the special 
emphasis on social progress which was included later in 
the Act of Bogota (1961)—and notably three. The first 
was the need for planning national development in order 
to make optimal use of international economic co-opera
tion. The second was the need for long-term pledges of 
external resources which would supplement the increas
ingly mobilized additional national resources. Continuity 
of aid is often even more important than the amount. 
Those two principles were taken up again in 1958 by 
the Operation Pan America presented in an aide-mé
moire by the Brazilian Government. The third important 
principle stressed the need for both a multilateral and an 
independent evaluation. 

9. A development programme is essentially a con
sistently formulated system of economic policy. It should 
be evaluated on the basis of the correctness of policy. 
But who should do the evaluating ? The policy should 
not be framed simply by those who are contributing 
resources. There should be a separation between pro
gramming and financing. An independent "committee of 
wise men " should evaluate the development programme, 
its consistency, and notably the adequacy of national 
effort on the basis of which it would assess the amount 
of external resources needed and justified. International 
agencies and Governments would agree to tender aid 
according to that recommendation. Internationally agreed 
criteria, tested and applied by an international committee 
independent of both creditors and debtors, would remove 
the frictions which result from political suspicions. Such 
a committee should therefore be able to insist more 
emphatically on some efficiency conditions and could 
thereby achieve better results. The evaluation of a 
development programme on functional lines would to a 
very large extent " depoliticize ", streamline and " func-
tionalize " the negotiations on economic development. 

10. In an internal paper of the group of experts con
vened by ECLA in 1954, the hope was expressed that 
such a committee of experts would receive an interna
tional mandate to assess the national and international 
effort required for all international development aid. 
The finally published report modified the approach in 
two respects : it said first that such a committee should 
be convened only in "certain cases" and, secondly, that 
its findings should be recommendations and not manda
tory. The basic principle of both a multilateral and an 
independent evaluation was, however, maintained : 

" That in preparing internal measures aimed at 
facilitating the full utilization of international co
operation it might, in certain cases, benefit the Latin 
American countries to receive the prior opinion of an 
independent group of experts ; 

5 International co-operation in a Latin American Development 
Policy (United Nations publications, Sales, No. : 1954.II.G.2). 

" That owing to the confidence this group might 
inspire in the interested governments and international 
credit institutions, the advice of such experts could 
also contribute to harmonizing different points of 
view and facilitating negotiations ; 

" That in order to discharge their duties to the best 
of their ability, the experts should act in a personal 
capacity and as entirely independent of the institutions 
appointing them. " 6 

11. Even that modified recommendation did not prove 
acceptable at Quitandinha. Acceptance of the requests 
for specific long-term pledges of aid for national develop
ment programmes and for a delegation of decisions to 
allocate aid was regarded as de facto, if not de jure, 
impossible. The further evolution of Latin American 
thinking on international co-operation in development 
—through the Operation Pan America 1958, followed 
by the lengthy (twenty months) bureaucratic process of 
trie Committee of Twenty-One, then an additional aide-
mémoire from Mr. Kubitschek, President of Brazil to the 
President of the United States up to the Act of Bogota 
in 1961, which established the Inter-American Develop
ment Bank (IDB) and a special fund for development 
earmarking resources for social development to be 
handled financially through IDB—is excellently des
cribed by H.A. Villa and R. Saez.7 While the need for 
a multilateral partnership in development was accepted, 
no effort was made to deal explicitly with the problem 
of a multilateral independent evaluation of national 
development efforts. The latter concept—rejected as 
unrealistic in 1954—became realistic and was accepted 
by President Kennedy at Punta del Este in August 1961, 
when the Alliance for Progress was established. 

12. Outside Latin America some progress in multi-
lateralization was achieved in the late 1950s through 
the technique of consortia and later on through consul
tative groups. In 1949-1950, IBRD undertook a successful 
mediation leading to joint action by India and Pakistan 
in the Indus river basin. The " Three Wise Men " 
mission to India and South East Asia in 1953 was an 
isolated attempt to present to the world an independent 
multinational assessment of development needs, in the 
hope that the moral weight of the findings would lead 
to action by Governments and international agencies. In 
that sense it was not unsuccessful, since it contributed 
to decisions to increase lending to India and Pakistan. 
The mission had its own secretariat ; IBRD provided the 
logistics but was not responsible for the findings. 

13. In August 1958, IBRD established a consortium 
for aid to India. The initial meetings to cover the 

"Ibid., part II, p. 136. Part II of this publication is the report 
containing the conclusions and recommendations of the group 
of experts, composed of Eduardo Frei (Chile), Evaristo Araiza 
(Mexico), Cleantho de Paiva Leite (Brazil), Carlos Lieras 
Restrepo (Colombia), Rodrigo Facio (Costa Rica) and Francisco 
Garcia Olano (Argentina). Part I contains the preliminary report 
prepared by the secretariat of ECLA. 

' Hernando Agudelo Villa, La revolucion del desarrollo, 
Mexico, Editorial Roble, 1966, and Raul Saez, " Global partner
ship : agencies on development," in International Organization, 
Boston, Mass., World Peace Foundation. 



Mobilization of internal resources 193 

requirements of the last two and a half years of the 
second plan period indicated only broad magnitudes of 
aid which participating members intended to make 
available. Authorizations of aid subscribed by eleven 
participants between 1961-1962 and 1965-1966 amount
ed to $4,698.7 million. The second consortium organized 
by IBRD was for Pakistan in 1960. The consortium 
aid pledges in 1961/62-1965/66 amounted to 
$2,050 million. Other consortia were established by 
OECD for Greece in 1960 and Turkey in 1965. Con
sultative groups were established by IBRD for Colombia 
(1963), the Republic of Korea (1966), Malaysia (1966), 
Sudan (1964), Thailand (1965), Tunisia (1962), as well 
as for Morocco, Nigeria and Peru. IDB established a 
consortium for Ecuador in 1965. 

14. The advantage of consortia and consultative 
groups is not only that they mobilize resources from 
different countries or agencies, but also that they assess 
the country's development effort and strategy as a whole 
instead of limiting its attention to single project analysis. 
The agencies organizing consortia have so far been inter
national agencies (IBRD, OECD, IDB), thus introducing 
to some extent the principle of multilateral decision. 
Each consortium attempts to co-ordinate all sources of 
external borrowing by and lending to each country. In 
spite of this advantage of multinational financing spon
sored by a multilateral agency, the consortium technique 
is only one insufficient step towards a co-ordinated inter
national aid policy. It stops short of any de facto 
delegation of decisions to lend. The evaluation of a 
country's development programme provides valuable 
information which may induce creditors to lend but need 
not lead to the recommended volume of aid. Even 
assuming that each of the consortium reports is based 
on the same criteria for allocation of aid which will 
gradually be the case—it is still entirely uncertain, and 
a matter of chance, whether each country will in fact 
receive the suitable amount and composition of aid. This 
will be possible only if one, some, or all countries, or 
international agencies, is willing to " underwrite " the 
residual amount of aid, i.e., the amount required to make 
up the total lending appropriate for each country. 
Without such international agreement to constitute a 
" loan fund of last resort ", the consortium technique 
cannot prevent the amount and composition of aid 
available to an underdeveloped country from depending 
on the haphazard willingness of various countries to 
provide the necessary quota of both conventional and 
unconventional loans. The undesirable result might be 
that country A would receive all that is recommended, 
while country В received less. Some countries might be 
willing to finance the attractive-looking projects and, 
having picked the plums, leave the rest to other sources 
of financing. Consortia established for different countries 
may represent in international financing the equivalent 
of the single project approach instead of the programme 
approach. In the same sense in which single projects do 
not add up to a programme, individual consortium 
decisions need not result in an appropriate level of 
external aid for the various countries. 

15. One form or another of underwriting a "loan 
fund of last resort " must logically complement the con

sortium technique. That, however, requires an inde
pendent international evaluation of national development 
efforts to be supported by an effective undertaking on the 
part of the parties concerned to accept recommendations 
on the allocation of aid made by one co-ordinating 
committee (or more) set up for that purpose. 

16. Progress towards a de facto delegation of deci
sions to allocate aid has been achieved in the Alliance 
for Progress. Even though the principle has so far 
witnessed more lip service than actual application, it 
represents a decisive step forward in the doctrine of 
international aid. 

Chapter II 
The Alliance for Progress: Role of the Committee 

of Nine and of the Inter-American Committee on the 
Alliance for Progress (CIAP) 

17. What appeared impossible in 1954 at the Quit-
andinha Conference became possible in August 1961 at 
Punta del Este when the Alliance for Progress was 
created. The Kennedy administration in fact accepted 
the main Latin American proposals for a multilateral 
programme, including long-term pledges of aid which 
would supplement additional national efforts ; the need 
for planning national development in order to make 
optimal use of international economic co-operation and, 
last but not least, the establishment of an independent 
international body of experts to evaluate national 
development efforts. The evaluations of that body, which 
was officially entitled the Committee, or Panel, of Nine 
(and was popularly known as the " Committee of Nine 
Wise Men ") were to guide the allocation of external 
resources to member countries. The principle of multi
lateral decision was accepted, and the United States 
Secretary of the Treasury, Douglas Dillon, stated : " If 
a group of highly capable and impartial experts were 
established, my Government would expect their recom
mendations to be very important when deciding how to 
spend our resources for the development of Latin 
America. We would expect that other friendly Govern
ments, potential suppliers of capital, would also accept 
these recommendations from the experts as a major 
factor in their decisions about help for Latin America. " 
However, the functions actually assigned to the 
Committee of Nine had a more limited scope. The 
Charter of Punta del Este states in fact : " Each Govern
ment, if it so wishes, may present its programme for 
economic development for consideration by an ad hoc 
committee composed of no more than three members 
drawn from the panel of experts referred to in the 
preceeding paragraph, together with an equal number of 
experts not on the panel. " The panel appears, therefore, 
as nothing but a list of names from which ad hoc 
committees for the evaluation of national programmes 
should be formed. The submission of a development pro
gramme to those committees is not compulsory and 
their reports can be released only if the interested coun
try consents. The Charter does, however, acknowledge 
the fact that " the recommendations of the ad hoc com
mittee will be of great importance in determining the 
distribution of funds under the Alliance for Progress 
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which contribute to the external financing of such 
programmes ". 

18. It is noteworthy that the members of the Committee 
of Nine were independent of Governments and therefore 
both of debtor and creditor countries. No single country 
could influence this body or its composition. The 
committee consisted of seven Latin Americans, one 
United States national and one European who were not 
responsible to any of the Governments concerned. They 
were elected by the Council of Ministers of the Inter-
American system on the proposal of three Latin Amer
ican institutions, the Organization of American States 
(OAS), the Economic Commission for Latin America 
(ECLA) and IDB, to which CIAP was subsequently 
added. 

19. Despite its limited functions and scope, the 
establishment of a multinational independent committee 
of experts whose judgement would guide the allocation 
of aid represented a great innovation in international 
relations. Their recommendations were not only directed 
to suppliers of external resources but also focused on 
what had to be done to step up national development 
efforts. Since national efforts were necessarily to provide 
the majority (80 per cent) of total investible resources, 
while external aid would provide 20 per cent of those 
resources, the new institution—had the innovation 
worked successfully—would in fact have brought about 
a reversal of the burden of responsibility from the con
tributor to the receiver of capital aid. 

20. The role and functions of the Committee of Nine 
were considerably strengthened when the Committee 
worked out a set of regulations for its own work, which 
it applied and submitted in its report to the first annual 
meeting of the Inter-American Economic and Social 
Council (IA-ECOSOC) at the ministerial level on 
27 October 1962 in Mexico.8 The decisions of the 
committee were officially recognized in resolution 
A-6/M 62, adopted at that meeting. The regulations 
provided that each ad hoc committee evaluating a coun
try's development programme should consider itself a 
sub-committee of the Committee of Nine as a whole. 
That alone would make it possible to apply common 
evaluation criteria. The committee stated that, in every 
case, it would consider external aid as supplementary 
financing for a development programme as a whole. 

21. The functions of the committee should, strictly 
speaking, have been those of evaluating national efforts 
and recommending the amounts of external aid appro
priate to supplement them. However, the multinational 
co-operative character of the Alliance for Progress 
naturally involved many other activities. In the absence 
of any other multinational body that could represent the 
Alliance, the Committee of Nine began to undertake 
these activities "discreetly and firmly".9 On the other 
hand, the Committee of Nine felt that, in accordance 
with its role as an independent international evaluating 
authority, it ought to confine itself to an assessment of 

8 See OAS document series 4, Pan American Union, Wash
ington, DC, 1963. 

9 R. Saez, op. cit. 

required amounts of internal and external resources 
without having to negotiate with various national and 
international agencies for the implementation of that 
recommendation. It considered that implementation 
should be left to another multilateral but political agency. 
It therefore proposed a revision of the machinery of the 
Inter-American System. In Mexico, in October 1962, 
OAS designated two leading Latin American personal
ities—Mr. Kubitschek, former President of Brazil, 
and Mr. Lieras Camargo, former President of Colombia, 
to propose such new machinery. On the basis of their 
report, the Committee of Nine presented for the con
sideration of IA-ECOSOC in Sâo Paulo in November 
1963 a proposal for the establishment of the Inter-
American Committee on the Alliance for Progress 
(CIAP). 

22. The reasons for the establishment of CIAP were 
mainly twofold : to express the multilateral character of 
the Alliance, and to safeguard the independent character 
of the Committee of Nine's evaluation processes by 
assigning the political implementation of their reports 
to CIAP. The evaluation procedure of the Committee 
of Nine involved a separation between programming 
and financing ; it concentrated on the evaluation of 
programming. Such evaluation was not qualitative but 
quantitative, leading to conclusions about, first, the 
adequacy or inadequacy of national effort and, secondly, 
the amount of external resources required and recom
mended. While considerations as to the composition and 
form of external resources could be added, distinguish
ing between soft and hard loans, and the proportion 
of loans available for local expenditure, no attempt was 
made to apportion the global amount of external 
resources among the various sources (international 
agencies and Governments). The negotiations with those 
agencies, as well as the negotiations with Governments 
submitting programmes for evaluation on how to im
plement the recommendations, were to be the task of 
CIAP. CIAP thus logically complemented the action 
of the Committee of Nine ; far from there being a 
conflict, there is complementarity between programming 
and financing. An independent international evaluation is 
logically followed by negotiations to implement the 
resulting recommendations. 

23. The Committee of Nine proposed in Sâo Paulo in 
1963 that CIAP should execute, co-ordinate and 
represent multilaterally the programme of the Alliance 
for Progress. Among the executive functions of CIAP 
proposed by the Committee of Nine the most debated 
at the Sâo Paulo meeting was that of deciding about the 
allocation of Alliance funds according to the recom
mendations of the ad hoc committees responsible for the 
evaluation of the programmes. The proposal, because of 
its far-reaching political implications, had to be consider
ably modified. In practice, CIAP was granted the power 
to make recommendations, and the United States, 
through its representative, Averell Harriman, undertook 
to give great weight to those recommendations. 

24. CIAP proceeded to organize annual country 
studies which were to evaluate the development pro
grammes of all Latin American countries and notably 
the progress accomplished in implementing them. In 
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those cases in which there existed evaluation reports by 
ad hoc committees of the Committe of Nine, the CIAP 
country studies took them into account. The reports of 
the Committee of Nine evaluated a long-term (five or 
ten year) plan of orientation as well as the operative plan 
indicating how the orientation plan was to be imple
mented during the next year. The CIAP country studies 
were progress reports with additional emphasis on the 
operative plan, involving three tasks : first, to compare 
and contrast the ex ante projections and the ex post 
realization, and to establish reasons for any discrep
ancies ; secondly, to elaborate the next stage of the 
orientation plan after one or more years had passed 
since the last long-run evaluation, (if discrepancies were 
great between ex ante and ex post projections and were 
not due to accidental or exceptional circumstances, a 
re-elaboration of a changed orientative plan might have 
to be undertaken) ; and thirdly, to elaborate the 
operative plan for the subsequent year. 

25. In addition, CIAP was also to undertake the 
evaluation of such development programmes as were not 
submitted to the Committee of Nine for evaluation. In 
the longer run it was of course hoped that all countries 
would submit their plans to the Committee of Nine. 
Practical experience of evaluation by the Committee of 
Nine and to some extent also that of the country studies 
of CIAP are considered in section IV of this study. 

26. It must be remembered that CIAP, like the 
Marshall Plan Committee of OEEC, is a multilateral 
but not an independent body ; its members are appointed 
by Governments and are not independent experts. As 
their recommendations were to be based on an 
independent multilateral evaluation by the Committee 
of Nine, the functional, apolitical character of those 
recommendations would be manifest. The remaining part 
of their recommendations refer to measures necessary to 
implement and to negotiate the application of such 
principles. Even if such recommendations were not 
based on the findings of an independent body but only 
on studies of a staff committee of economists, that would 
still be very much better than a strictly bilateral loan 
negotiation. To the extent, moreover, to which CIAP 
bases its findings on fuctional economic considerations 
indicated by its advisory secretariat, this represents a 
substantial advance over a purely political negotiation. 
However, a lack of separation between programming and 
financing tends to blur the process of international 
evaluation. 

27. The principle of multilateral independent evalua
tion incorporated in the Alliance for Progress—even in 
its weakened form—did not receive the enthusiastic 
support of Governments, despite the lip service paid 
to it. " The Alliance—contrary to its basic philosophy— 
was more and more considered as a way of obtaining 
aid, not as an inherent part of an integrated development 
task, not as a catalyzer, but sometimes as a substitute 
for national effort. To obtain more aid seemed easier 
and more familiar in bilateral talks... To submit aid 
decisions to a functional independent judgement, which 
is the backbone of the Alliance for Progress and of any 
enlightened international aid policy, received less and less 
lip service until it was practically dropped at the Buenos 

Aires CIES conference in March 1966. To submit aid 
decisions to an independent judgement implies, of 
course, a sacrifice and limitation of national sovereignty, 
as do all measures of progress in international rela
tions. "10 At that conference it was proposed that the 
experts of the Committee of Nine should become an 
advisory staff of CIAP. Such a decision seemed to be 
a serious mistake : " to mix the technical, impartial 
judgement of the plans and other responsibilities of the 
Nine Wise Men with the decision of those who must 
carry out a political implementation is to join two ele
ments that should have been kept apart".11 So great a 
change in the whole concept of the Alliance for Progress 
seemed to be involved that all the members of the 
Committee of Nine resigned in April 1966. 

28. The independent multinational evaluation agency 
set up in Punta del Este in 1961 thus came to an end 
in May 1966. The progress which had been achieved 
—from the de facto delegation of decisions under the 
Marshall Plan to a multilateral, but political ministerial 
committee of OEEC, to a fully independent multi
national committee under the Alliance for Progress— 
was not maintained. Time alone will show whether the 
experiment was premature or superfluous. It should be 
remembered, however, that the less perfect organization 
of the Marshall Plan—with admittedly a less difficult 
task—was a conspicuous and undisputed success. Im
perfect tools handled well may achieve more than better 
tools handled imperfectly. If we are not perfectionists, 
considering the better to be the enemy of the good, then 
we should recognize that the statutes of CIAP, with 
functions similar to those of OEEC, could give it ample 
power to influence decisions. The declaration of the 
Presidents of America in April 1967 again pledged 
vigorous support to the Alliance for Progress, empha
sizing its multilateral character. The so-called Fulbright 
amendment, introduced in 1966 to the Foreign Assist
ance Act, does not confer a full or positive mandate of 
decision-making, but it does establish the need for 
approval by CIAP for otherwise bilaterally negotiated 
loan agreements : " Loans may be made under authority 
of this title only for social and economic development 
projects and programmes which are consistent with the 
findings and recommendations of the Inter-American 
Committee of the Alliance for Progress in its annual 
review of national development activities. " Notwith
standing certain weaknesses, CIAP could play a very 
important role in multilateral decisions on Latin 
American development. 

Chapter HI 

The meaning of multilateralization. Criteria for the 
evaluation of national development programmes 

29. International action for economic development 
should be a partnership according to the modern 
development creed. The conditions are not unilaterally 

10 P. N. Rosenstein-Rodan, " La Marcha de la Alianza para et 
Progreso " in Vision, New York, 1966. 

11 Raul Saez, op. cit. 



196 Volume IV — Problems and policies of financing 

imposed, but are mutually agreed upon. The meaning 
of multilateralization does not refer primarily to : tar
gets, projects (including even multinational projects) or 
forms of administration (national or multinational), but 
fundamentally to the spirit in which policy is conducted 
and to the criteria governing the evaluation of develop
ment programmes by an independent multinational body 
with an operational conclusion—which should command 
enough moral prestige to be accepted and applied—as 
to how to allocate external aid resources. 

30. While targets have been commonly proclaimed as 
consisting of three main groups : rate of growth, im
proved income distribution and social progress, and 
achievement of the above two targets within the 
framework of an open society with evolutionary demo
cratic methods, the relative importance attached to each 
of these aims, which in the short run are largely in 
conflict with each other, is strictly a matter of national, 
not international, responsibility. Any progress in achiev
ing those targets (for instance, an increase in investment 
represented by an additional investment project) is a 
matter of national responsibility but of multinational 
concern. The evaluation of the national effort to achieve 
those targets should be a multilateral function delegated 
to a multinational and preferably independent body. The 
same principle also applies to the administration of aid 
funds. 

31. This administration should proceed by applying 
principles agreed upon multilaterally. It is not necessary, 
even were it desirable in the long run, that the adminis
tration of all aid funds should be concentrated under 
one international flag, provided that the various national 
and international aid administrations operate according 
to the same multilaterally agreed principles. This might 
be called " bilateral aid in a multinational framework ". 

32. Aid should be allocated to different countries 
according to the same principle. Its primary aim should 
be to maximize additional national effort. If the 
additional efforts of countries cannot be measured, 
assessed or estimated, they cannot provide the basic 
criterion of aid. An evaluation of national development 
effort—be it national or international—presupposes 
the existence of operational criteria which could be 
applied in practice to determine the amount of aid. Do 
such criteria exist and what are they? This is not the 
place to expound on and examine such criteria fully ; 
that would require a separate study. Suffice it to say 
that, although approximate and subject to high margins 
of error and consequent zones of imprecision, such 
criteria do exist and can be applied to yield at least a 
ranking if not exact measurement of national efforts. 
Moreover, rough as they are, such criteria do not 
become any better if they are applied, or are said to be 
applied, by national instead of international agencies. 
The suspicion that they will not be functionally applied 
in bilateral relations is indeed all the greater because the 
criteria are rough and not easily grasped by non-pro
fessional public opinion. The very fact that only rough 
approximations rather than exact measurements of 
national effort are possible, far from being an argument 
against delegating such judgements, is an argument for 
an independent and multilateral evaluation. 

33. A rough sketch of the main problems of 
evaluation may be preceded by three methodological 
remarks. First, economic theory can determine the 
necessary but not sufficient conditions of growth. The 
so-called "non-economic" factors account for the gap 
between the necessary and sufficient conditions. Any 
evaluation of development effort can only state that the 
necessary conditions for growth exist ; it cannot predict 
with certainty that growth will actually take place. 
Secondly, most differences of opinion among economists 
originate from two sources : on the one hand, different 
interpretations of data, since data are mostly deficient ; 
and, on the other different interpretations of or assump
tions about objectives (ends), since the welfare function 
is seldom explicitly stated or even consistently under
stood. If both data and ends were given, there would 
be a large consensus as to how to apply economic 
techniques and few differences of opinion among 
economists would remain. Thirdly, planning objectives 
are determined by the society's scale of values (value 
judgements) incorporated in a " social welfare function". 
These objectives relate not only to a rate of growth but 
also to income distribution and other social goals. The 
economist is no more competent to make these value 
judgements than any other citizen. The function of the 
economist, however, is to reveal and show explicitly 
the implications of policy decisions and also possible 
conflicts between various objectives. An international 
evaluation has to take the value judgements incorporated 
in the objectives of the national development programme 
as a datum. 

34. It is necessary, first of all, that the evaluation 
should not fail to see the wood for the trees ; it must 
assess the country's development effort and its strategy 
as a whole and not limit its attention to single project 
analysis. A collection of projects presented for financing 
does not add up to a programme, although any realistic 
programme should be specified in detail in projects. 
The various projects comprising a development pro
gramme are interrelated and reinforce each other. This 
balance depends on whether complementary activities 
have been planned on the required scale. It is therefore 
practically impossible to judge the soundness of any 
particular project without knowledge of the whole pro
gramme of which it is a part. The analysis and end-use 
supervision of projects can be undertaken as a sampling 
device to measure the execution of the programme and 
as a means of providing technical assistance in the 
preparation and selection of projects. These projects 
should of course satisfy the criteria of, on the one 
hand, additionally (i.e. they should represent additional 
investment) and, on the other hand, optimality. 

35. Nor does investment consist only in what is nor
mally described as projects, or even less as " bankable " 
projects. The necessary reorganization of the economy 
requires an effort in the area of fiscal, administrative 
and agrarian reform, progress in each of which is a part 
of a national effort and should be judged as the ful
filment of a project. The same is also true of a 
typically " non-bankable " project taking the form of 
the expenditure necessary for the reorganization of 
the economy in the sense of providing for the 
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diversification of exports. This is more easily said than 
done. The effort to switch from coffee, cocoa, bananas, 
sugar etc., to other exports must necessarily take several 
years. During the first, second and third year of such an 
effort no visible improvement in exports or yields 
appears on the surface. The reorganizing of exports is a 
project which has a gestation period of, say, five years 
when no increase in yield (there is even sometimes a 
fall in yield) will materialize during the first four years. 
Yet, unless this effort is undertaken when needed, the 
requisite diversification will not take place five years 
later. The investment necessary for projects of such long 
gestation requires external assistance. That, however, can 
be provided only within the context of a programme 
approach rather than within that of a single project 
approach. 

36. There are, finally, two other reasons for a high 
proportion of programme-lending rather than project-
lending. One is that a multiplicity of small projects does 
not lend itself to separate external loan negotiations, 
which can best be dealt with by national development 
banks that are given a separate block of loans for 
relending locally in small projects. More important is the 
situation where, for a certain period which may extend 
over one or two five-year plans or even longer, the 
foreign exchange gap is greater than the resources gap. 
A deficiency of foreign exchange leads to the frustration 
of some potential national savings. If more foreign 
exchange were available, more national savings could 
be realized. In the transition period, however, before 
the two gaps become equal through a proper reorgan
ization of the economy (by increasing exports or in
tensifying import substitution), the amount of external 
lending required may be greater than the increase in 
national investment. Yet this is the only way of obtaining 
an increase in national investment after the transition 
period. 

37. National effort can be measured only in relation 
to given objectives. The rate of growth of income alone 
is not the only objective. Even so far as the economic 
goal of growth is concerned, the criterion of maximum 
increase in income in any particular five- or ten-year 
period would not suffice. At different stages and different 
phases of development, more investment may be 
required to produce a unit of additional income than at 
others. This is invariably the case where, for instance, 
social overhead capital has to be built up first. Such 
investment in economic infrastructure yields directly only 
small increases in income. It creates, however, a frame
work necessary to the profitability of more immediately 
lucrative subsequent investments. The direct increase in 
income is less important here than the increase in 
investment opportunities. Income created per dollar of 
aid may, therefore, at first be low ; far from being an 
argument for less aid, there are circumstances in which 
this might well be an argument for more. 

38. The evaluation should assess a country's develop
ment effort as a whole, its absorptive capacity and its 
capacity to repay. According to the development poten
tial and to the sufficiency or insufficiency of national 
effort, larger or smaller external resources might be 
recommended as a supplement to national effort. 

39. " Absorptive capacity " consists of two com
ponents : first, the capacity to organize investment, i.e., 
the capacity to absorb capital (technical, or absorptive 
capacity in the narrower sense) ; secondly, the capacity 
to mobilize national savings for investment, best ex
pressed by the level of and the extent by which the 
marginal rate of savings is higher than the average rate. 

40. The capacity to organize investment, involving 
pre-investment studies, project preparation and execu
tion, has its limits in every country. It can be stepped up 
in many developing countries—as has in fact occurred 
during the past decade—by nationally organized effort 
reinforced by technical assistance ; there are, however, 
narrow limits to the pace and extent by which it can be 
expanded. If the rate of investment has been increasing 
in the past by, say, 5 to 6 per cent per annum, it might 
be raised by 25 to 35 per cent to, say, 7.5 to 8 per cent 
per annum. But it is not true to say that absorptive 
capacity depends entirely on the amount of effort one is 
willing to put into massive technical assistance. Outside 
skills and knowledge may well supplement but cannot 
entirely replace domestic abilities to organize and to 
administer. Education in the long run, and the trans
formation of habits in the short run, may widen the 
scope. 

41. The capacity to mobilize savings can be stepped 
up more quickly, when savings are low, by institutional 
and fiscal reforms, notably by raising the difference 
between the average and marginal rate of savings ; at 
average savings levels of 10 per cent of gross domestic 
product, the marginal rate could be twice or more than 
twice that high.12 Judgement on a country's ability to 
mobilize additional taxes when incomes are rising may 
justify a projection far above the recently realized lower 
limit of the country's ability to save. A changing com
position of output (more industry with high marginal 
rates of savings) will lead in many cases to foreseeably 
higher savings rates for the country as a whole. 

42. While no exact measurement of absorptive capa
city is possible, there is not in practice much difference 
of opinion about the " push " or " potential " of differ
ent countries ; agreement can be obtained on a ranking 
order of magnitudes for a short period of the next few 
years. The longer the time distance, the less certain is 
the judgement ; hence the need for periodical re-
evaluations. 

43. The flow of external resources should be within 
the limits, on the one hand, of absorptive capacity and, 
on the other hand, of the capacity to repay. While the 
first limit should preponderantly determine the amount 
of aid, the second should largely determine the method 
of financing it. The capacity to repay should not be 
assessed by a static projection of the present situation 
but should take into account the increase in income 

" Of course, if higher savings cannot be readily converted into 
increased investment for want of an adequate supply of foreign 
exchange to finance the import content of higher investment, no 
useful purpose would be served by raising the rate of domestic 
savings. While in the short run increased national savings cannot 
replace foreign exchange, in the longer run such replacement 
becomes possible through a reorganization of the economy. 
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and the increase in the rate of savings—as well as 
expansion in the export-gaining and import-saving 
investments—which will result from the adoption of a 
soundly conceived development programme. Nor is it 
sensible to assume that the whole " hard " foreign debt 
of each country should be amortized within twenty 
or thirty years. The rational question is : how much 
foreign indebtedness can a country maintain in the long 
run? After, say, twenty years, the gross capital inflow 
may continue while the net capital inflow comes to 
a stop. 

44. A development programme must be evaluated not 
only as to its consistency but also as to its feasibility. 
The question to be examined is not only what is to be 
done but also how it is to be done. A development 
strategy can use various mixes and combinations of the 
instruments of economic policy, i.e., of monetary, fiscal, 
foreign exchange and commercial policy. The task of an 
independent multilateral evaluation is not to prescribe 
one mix rather than another but to ensure that a 
purposeful combination of policies should add up to an 
efficient strategy of development. Governments are 
mostly more knowledgeable than independent experts as 
to which combination of policies is likely to be 
acceptable. 

Chapter IV 

Experience of multinational evaluation 
of development programmes 

45. The main technical difficulty confronting the 
Committee of Nine in their evaluation reports was the 
fact that very few of the development programmes were 
well worked out and contained sufficient and reliable 
statistical documentation. The very process of evaluation, 
however, helped to identify the main deficiencies of the 
development programmes and was conductive to their 
better preparation in time. In many cases the evaluation 
reports had to be necessarily preliminary and confined 
to a general assessment of the appropriateness of the 
general strategy of development. In other cases (for 
instance, in those of Chile, Colombia and Venezuela), in 
spite of many lacunae the evaluation report could be 
more thorough. Direct discussions with high officials or 
ministers responsible for development policy decisions 
often succeeded in making both the national policy and 
the evaluation procedure of the ad hoc committee more 
consistent. It could thus to some extent modify and 
influence policy decisions and certainly also modify 
initial erroneous impressions about their content and 
rationale. 

46. Foreign lending is an expression of national policy 
and is motivated by many factors, not all of which are 
related to the promotion of economic development. It 
might be better, however, if lending for purposes other 
than that of economic development were handled under 
a different name ; nor would it obviously be the subject 
of an independent international evaluation. While the 
United States never failed to implement in practice the 
recommendations referring to aid in the reports of the 
Committee of Nine, it did so consistently on the stronger 
basis of its own evaluation in the form of a strictly 

bilateral negotiation. In spite of the goodwill shown by 
the United States Agency for International Development 
(USAID), the bilateral loan negotiations, even if they 
corresponded to the recommendations of the ad hoc 
committees, never stressed the principle that the con
ditions governing United States aid were limited to those 
contained in the independent and multilateral evaluation 
reports of the Committee of Nine. Moreover, in many 
cases in which aid was given without an evaluation 
report by the Committee of Nine, the amount and the 
conditions of loan contracts were no less favourable than 
those that were based on such reports. No wonder that 
gradually the impression spread in Latin America that 
the conditions insisted upon by the Committee of Nine 
were in many cases more onerous than those which 
could be obtained in a directly bilateral negotiation. The 
Alliance for, Progress was not conceived as a per
fectionist device. Even countries without development 
programmes or those which did not submit them to the 
Committee of Nine could not thereby be deprived of 
aid. But those which in fact submit their reports for 
evaluation and accept difficult and often painful deci
sions to implement the structural reforms postulated by 
the Alliance for Progress should receive more aid and 
more flexible conditions (for instance, the financing of 
local currency expenditure) than the others. Otherwise 
the positive inducement to do difficult things would 
tend to disappear ; a moral obligation to implement the 
targets of the Charter of Punta del Este unfortunately 
does not in itself suffice. The United States in fact 
implemented the recommendations of the Committee of 
Nine evaluation reports, but never made it clear that 
those reports were the basis of its allocation. Gradually, 
therefore, after 1964, the evaluation reports of the 
Committee of Nine carried less weight than they had 
previously. The conclusion to be drawn from this 
experience is that, unless the recommendations of an 
independent international evaluation are known to pro
vide the basis for aid policy, the evaluation cannot 
achieve its objective. 

47. The country studies of CLAP, in its annual review 
of national development activities, were not generally 
understood to be a complement to the independent 
multilateral evaluations of the Committee of Nine and 
thus unintentionally created some confusion about and 
misunderstanding of the role of such reports. The pro
cedure of this annual evaluation has two great advan
tages : first, that of constituting a continual progress report 
on the implementation of long-term plans ; secondly, 
that of providing a platform for contact among all 
agencies involved in providing aid. Although none of 
these agencies assume any obligation or commitment, the 
meetings yield additional information and occasionally 
suggestions of a different approach to diagnosis and 
prognosis. Representatives of the country who are pre
sent and confronted with evaluation have, moreover, a 
clear impression that decisions are not taken behind their 
backs or without their being heard. The CIAP evaluation 
process also has disadvantages, however, if it is not 
supplemented by or based on independent multilateral 
evaluation reports. Discussions in the presence of all 
agencies and observers—which, moreover, also lead to 
a public communiqué—are necessarily inhibited from 
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probing too deeply and from raising difficult or 
embarrassing questions. 

48. The evaluation procedure is necessarily a long 
process which involves not only a thorough study but 
also a series of discussions, suggestions and "de facto 
negotiations " with the Government concerning the 
tempo of structural reform and the acceleration of the 
national effort where possible. Such discussions are in 
practice impossible in a public hearing with all national 
and international agencies present. Nor can all the 
details of such discussions be aired publicly after they 
have taken place. The value of the evaluation report of 
an independent multilateral body such as the Committee 
of Nine does not consist primarily in its findings and 
conclusions but in the procedure of arriving at them by 
a series of discussions between the Government and the 
functional impartial body which does not represent either 
creditors or debtors. Such confidential discussions may 
enable an independent multilateral committee, such as 
the Committee of Nine, to understand the country's 
problem better and also enable the Government con
cerned to gain a better appreciation of the need for 
intensifying national effort. They will also make it clear 
that the recommended amount, continuity, and flexibility 
of aid will depend on what catalytic effect aid can be 
expected to produce in mobilizing additional national 
effort. However, the very nature of the committee's work 
was such that a vital part of its discussions and per
suasion had to take place behind closed doors if it was 
to be fully useful. 

Conclusion 

49. This historical survey of the doctrine and practical 
experience of evaluation reports on national develop
ment efforts reveals the many difficulties involved in its 
application and the proximate reasons for slow progress 
in that field. It also shows, however, that without such an 
independent and multilateral evaluation principle, sus
picions in aid negotiations will not be removed and a 
co-operative spirit and improvement in international 
relations will not be achieved. 

50. At the same time, the experience of the Committee 
of Nine demonstrates that the institution of an in
dependent international evaluation machinery cannot be 
fully effective unless the parties concerned are willing 
to accept the major implications inherent in the adoption 
of such a procedure. 

51. What is said about the evaluation of a national 
development effort as a whole also largely applies to 
partial evaluations of a special aspect of economic and 
social development, for instance, the evaluation of con
ditions under which supplementary financing should be 
given in cases of declines in export earnings. The main 
problem, here again, is whether such evaluation conveys 
the assumption of being both multilateral and inde

pendent. IBRD, for instance, is a multilateral agency. 
There may be two main arguments against it being the 
ideal evaluation agency whose verdict should be accepted 
and followed by all the others. The first and less im
portant is that it is ultimately governed by government 
representatives (executive directors) who vote according 
to the shares held by their Governments ; in their great 
majority those are creditor and not debtor countries. 
This fact dilutes its independent character, but only 
formally, since in fact the management of IBRD is 
independent. The drawback is more in credibility than in 
content. The independence of the management may 
change in time, however, and may constitute a real 
weakness. A more serious drawback is the fact that the 
separation between programming and financing is 
lacking, since the same staff members of the Bank who 
evaluate the development effort also take part in loan 
negotiations, so that they are both judges and executors 
at the same time. That could be corrected by forming 
an independent subsidiary of international experts under 
their own statute and independent of IBRD, Economic 
survey mission of IBRD already frequently appoint 
heads of such missions from outside IBRD. The verdict 
of the mission has, however, to be accepted by IBRD. 
Institutional reform could correct that weakness in the 
future. 

52. The International Monetary Fund is a multilateral 
agency but not an " independent " evaluator in that sense 
and only examines one sector or one aspect of develop
ment ; it cannot undertake the role of general evaluation. 
It may provide short-term assistance in dealing with 
balance-of-payments difficulties, but it was not intended 
to be the agency which should give the green or red 
light for the allocation of aid. 

53. Who, then, should do the evaluating and how are 
numerous overlapping multilateral evaluations to be 
avoided ? The multiplicity of evaluating missions at 
present imposes an unbearable burden on developing 
countries and necessarily detracts from the efficiency of 
the evaluation reports. Some delegation of decisions to 
one, two or three—but not ten, twenty or thirty— 
evaluating bodies is undoubtedly called for. The per
fectionist solution would be for such evaluations to be 
both independent and multilateral. Nationalist feelings 
prevailing at present in both developing and developed 
countries stand in the way of realizing this ideal. Will 
evaluations which are only partly independent without 
the real delegation of decisions to an arbitrating body 
be acceptable ? That may be the second or third best 
solution, representing a step towards the final goal of 
a truly independent international court of economic 
justice—but that may be below the minimum threshold 
of credibility and therefore fail to fulfil its objects and 
function. The difference between a partly or wholly 
independent and partly or wholly multinational evalua
tion may be more than a difference of degree. 
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Chapter I 

Background of the establishment of the Inter-American 
Committee on the Alliance for Progress 

1. The establishment of the Inter-American Com
mittee on the Alliance for Progress (CIAP) is closely 
linked to the history of the efforts made by the Latin 
American countries to provide a multilateral basis for 
the process of resolving the problems of economic and 
social development. 

2. It is appropriate to recall—to refer only to the 
most recent experience—that, in seeking collective 
action, the Latin American countries went before the 
United Nations and obtained from the world body the 
creation of the Economic Commission for Latin America 
(ECLA). Those were the times when the Government of 
the United States believed that the problems of the 
Western Hemisphere countries were much less urgent 
than those which afflicted Europe and required " a type 
of collaboration in which a much greater role falls to 
private citizens and groups than is the case in a pro
gramme designed to aid European countries to recover 
from the destruction of war ".1 

3. The Latin American countries had been insisting, 
since 1933, on the advisability of holding an inter-
American economic conference that would provide the 
means of setting up a co-operative undertaking designed 
to achieve more rapid progress and which, at the same 
time, would constitute a tangible expression of solidarity 
based on a policital foundation. 

4. It was, perhaps, due to these circumstances that the 
world body—rather than the regional one—became the 
first centre of multilateral action for stimulating the 
economic and social development of Latin American 
countries. 

5. Under the direction of Mr. Prebisch, ECLA laid 
down the doctrinal framework for economic program
ming, industrialization, the interrelationship between 
trade and development, and regional economic in
tegration. It may well be said that only then were the 
dramatic realities of Latin America's underdevelopment 
brought to the fore. 

1 Harry S. Truman, Address at Petropolis Conference, April 
1947. 

6. Up to 1957, the technical assistance programme 
established by the Truman Administration—better 
known as the Point Four Programme—and loans 
granted by the Export-Import Bank and the Inter
national Bank for Reconstruction and Development 
(IBRD) for specific projects, were the only developments 
worth mentioning in the area of inter-American 
economic solidarity, and it is appropriate in this respect 
to emphasize that their nature was clearly bilateral. 

7. In 1958, the Government of Brazil outlined in 
" Operation Pan-America " the basis for collective action 
by the Western Hemisphere countries, the purposes of 
which were to adapt the international agencies and 
institutions to the requirements thrust upon them by 
the struggle against economic under-development ; to 
broaden and bring up to date the resources of inter
national financial agencies ; to channel technical assist
ance toward higher productivity ; to adopt urgent 
measures to stabilize commodity markets and guarantee 
economic development through a revision of the fiscal 
and economic policies of the individual countries. Oper
ation Pan-America was defined as " a reorientation of 
continental policy ", not " a mere programme but an 
over-all policy ".2 

8. Since then, the United States Government has been 
gradually moving towards a multilateral approach and 
a clearer perception of mutual dependence. 

9. The signing, in April 1959, of the agreement 
establishing the Inter-American Development Bank 
(IDB), was another step in this process of bringing 
criteria closer together, and satisfied another old and 
justifiable Latin American aspiration, originally ex
pressed seventy years earlier at the first International 
Conference of American States. 

10. Operation Pan-America, designed to attack the 
problems of underdevelopment along a broad front, led 
to the establishment of a commission to study the 
formulation of new measures for economic co-operation 
(Committee of Twenty-one), agreed upon by the Council 
of the Organization of American States (OAS), and 
then by the Act of Bogota, subscribed to in September 
1960 by the third meeting of the Committee of Twenty-
one. The Bogota document, moreover, incorporates two 

2 " Operation Pan-America ", aide-mémoire presented by the 
Government of Brazil to the Governments of the Western 
Hemisphere countries in August 1958. 
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important features : it began the structural modification 
of the Inter-American Economic and Social Council in 
order to adapt it to the new and more intense activities 
expected as a result of deliberations and agreements 
reached during the aforementioned meeting, and for the 
first time the United States Government made a specific 
contribution to inter-American social development in the 
form of a social progress trust fund. Furthermore, pro
gress was being made along the road to multilateral 
action, since it was provided that IDB should be " the 
chief mechanism responsible for managing this fund ". 
The process was becoming more vigorous and dynamic. 

11. On 13 March 1961, President Kennedy, in a 
historic address, stated that " if the countries of Latin 
America are ready to do their part—and I am sure they 
are—then I believe the United States, for its part, should 
help provide resources of a scope and magnitude suffi
cient to make this bold development plan a success, just 
as we helped to provide, against nearly equal odds, the 
resources adequate to help rebuild the economies of 
Western Europe ". That joint undertaking, in which 
external aid would supplement the self-help efforts of 
each Latin American country, was designated by Presi
dent Kennedy as an " Alliance for Progress ". 

12. The Charter of Punta del Este signed on 17 
August 1961, institutionalized the Alliance for Progress, 
which in turn embodied the ideas and aspirations con
ceived and sustained over many long years by the 
countries of Latin America. 

13. The philosophy governing the Alliance programme 
is directed not only to increasing the growth rate of 
Latin American countries, but also to improving their 
social contours in a democratic system. While working 
on achievements of a strictly economic nature, the 
Alliance simultaneously contemplates the implemen
tation of a series of reforms in the prevailing regional 
economic and social structures. There can be little doubt 
that this conception of the problem has been influenced 
by the historical experience derived from the application 
of programmes designed strictly for economic develop
ment in countries where social conditions are notably 
unjust and where only through totalitarian means has 
it been possible to emphasize economic development 
without fulfilling simultaneously urgent social needs. 

14. The efforts being made by the Alliance for Pro
gress are governed by reciprocal agreements of a 
multilateral nature. This means a substantial modifi
cation of the bases on which inter-American economic 
co-operation rested prior to the Act of Bogota and the 
Ciiarter of Punta del Este. 

15. The Charter of Punta del Este set forth the follow
ing as underlying objectives of the Alliance for Progress : 
an increase in the rate of economic growth to a yearly 
level of at least 2V2 per cent per capita ; a more equi
table distribution of national income ; the diversification 
of economic structures, particularly through industrial
ization ; a considerable increase in agricultural produc
tivity and output, through comprehensive programmes 
of agrarian reform and improved storage, transportation 
and distribution services ; the broadening of resources 
from the external sector of national economies by main

taining stable prices for commodity exports ; developing 
programmes to avoid excessive fluctuation in foreign 
exchange incomes derived from exports ; strengthening 
economic integration agreements in order to arrive at a 
Latin American common market ; and adopting broad 
programmes in the fields of health, education and 
housing. 

16. In order to achieve these goals, the member coun
tries of the Alliance for Progress established certain 
basic requirements, among them : implementation of 
national economic and social development programmes 
for the purpose of reaching a self-sufficient level of 
growth ; setting up such plans on the principle of self-
help, as established in the Act of Bogota, and maximum 
utilization of domestic efforts ; strengthening and im
provement of institutions, in both the public and private 
sectors, and including labour organizations, co-operatives, 
and business, industrial and financial entities, to enable 
them to make increasing and more effective use of 
national resources ; and promotion and strengthening, 
through alliance programmes, of Latin America's move
ment towards economic integration. 

17. To back up the national development programmes 
thus envisaged and implemented, the Charter of Punta 
del Este determined that the Latin American countries 
should have available a capital contribution from all 
external sources, during the first decade of operation, of 
not less than |20 billion, most of which would be pro
vided by public funds. 

18. There were, at Punta del Este, no fundamental 
differences as to the objectives sought by the Alliance. 
It has already been pointed out that those objectives 
incorporated a philosophy long felt and nourished by the 
Latin American countries, to which the United States 
would now add its support. It was, however, necessary 
to find a formula that would permit an " evaluation " of 
national development plans, and thus provide them with 
international financing. The United States sought to 
promote a greater collective responsibility in that area 
and therefore supported the idea of establishing an inter
national agency to carry out the important " evaluating " 
function. Other countries shared the idea but at the 
same time felt that the evaluating body should have 
the power to approve the distribution of funds. Accord
ing to an authoritative United States observer, John 
C. Dreier, the result of that impasse was the creation of 
the panel of nine experts, the powers of which were 
hedged about with various nationalistically inspired 
limitations. 

19. Obviously, as recognized in a number of studies 
and publications, including the reports of the panel of 
experts, the compromise made in Punta del Este meant 
that the alliance was left with a power vacuum with 
regard to its administration, to the evaluating function 
and to the distribution of external aid funds. 

20. Thus the Charter of Punta del Este entrusted the 
task of evaluating national development programmes to 
ad hoc comittees in which the panel members would 
participate together with experts designated by the 
Secretary-General of OAS, at the request and with the 
consent of the governments involved. The need for 
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having a body responsible for the multilateral represen
tation of the Alliance and for the promotion, implemen
tation and co-ordination of its programmes soon became 
evident. 

21. In their report to the second annual meeting of 
the Inter-American Economic and Social Council (IA-
ECOSOC) at the ministerial level, the panel of experts 
suggested the creation of a mechanism through which 
the activities of the organs of the Inter-American system 
having responsibilities in the development of the hemi
sphere and in the alliance programme, might be as
certained, linked together and co-ordinated, and sus
tained that the intention was to create an active 
mechanism with sufficient authority to make decisions 
in some cases and, in others, to co-ordinate, but in all 
cases to exercise specific executive functions, in order 
to accelerate the alliance programme. The panel, for 
the sake of even greater clarity, stated that IA-ECOSOC 
at the ministerial level would be the annual assembly 
having the highest decision-making powers in the techni
cal field and in the administrative sphere, and would 
formulate the general policies, and that CIAP should 
act as its permanent agent to apply the policy determined 
by the IA-ECOSOC with regard to the alliance and to 
represent the alliance during those periods in which the 
latter body was not assembled. 

22. If the matter was indeed urgent with respect to 
the Alliance itself, it was no less urgent that the 
adoption of the Charter of Punta del Este required the 
beginning of a revision of the whole Inter-American 
system, in view of the fact that the system, as constituted, 
had been in the main established prior to the Alliance 
for Progress, and in consequence might not possess a 
type of structure permitting of the achievement of the 
objectives of the Charter of Punta del Este in the 
dynamic and efficient manner required.3 

23. On 20 November 1962, the Council of OAS, on 
the basis of the above considerations, resolved to request 
former presidents Alberto Lieras Camargo, of Colombia, 
and Juscelino Kubitschek, of Brazil, to study the 
organization and activities of the institutions and agen
cies of the Inter-American system with responsibilities 
in connexion with the Alliance for Progress, in order 
to recommend, if necessary, the procedural and struc
tural changes indispensable to ensure the effectiveness 
and vigour of the Alliance. 

24. The two Latin American leaders delivered indi
vidual reports and agreed that there was a need which 
could no longer be deferred for the creation of a per
manent body to implement the programme of the 
Alliance for Progress. 

25. Mr. Kubitschek conceived the body as a per
manent, collective agency, capable of fixing guidelines 
within the sphere of execution of the Alliance and of 
exercising functions that would impart to common 
undertakings the energy and efficiency they now lacked. 
Under the policies established by the Inter-American 
Economic and Social Council at the ministerial level 

3 Resolution A-8, adopted at the first meeting of the Inter-
American Economic and Social Council at the ministerial level. 

—that is, by the Governments of the member States— 
the new agency should represent common interests and 
show impartiality, and its decisions should be of a 
multilateral nature, in the spirit of the Charter of Punta 
del Este. The agency should be an organ of the Inter-
American Economic and Social Council, permanently 
occupied with the deliberations and decisions necessary 
to the energetic and effective execution of the Alliance 
for Progress. 

26. In the opinion of Mr. Lieras Camargo, the agency, 
assisted by a high-level advisory board, would be res
ponsible for making arrangements with the United States 
Government, the Inter-American Development Bank, the 
Export-Import Bank, IBRD, the Development Assist
ance Committee (DAC) of the Organization for Econo
mic Co-operation and Development (OECD), the 
European countries and Japan, individually or collec
tively, and with private banks etc. for financing national 
programmes. Furthermore, it would ensure the equitable 
distribution of funds that might be anticipated at any 
time for the proper financing of national programmes. 
In each country, it would encourage the government or 
private enterprise to act as rapidly and efficiently as 
possible in putting the programmes into effect, and it 
would take note of any default in national or foreign 
contributions offered for developing each national plan, 
as well as of delay in or compliance with the aims 
established therein, in order that further stages might 
be adapted to the likelihood of achieving those aims. 

27. The high-level advisory board referred to would 
be the panel of experts, which, according to Mr. Lieras 
Camargo, should be transferred into an active body, in 
the nature of a technical advisor, designed essentially 
to evaluate national programmes. Its duty, however, he 
added, should certainly not be limited to providing 
experts for studying the programmes ; it must review 
the programmes once they had been prepared by the 
ad hoc committees, for the purpose of establishing the 
greatest possible consistency of criteria, and advise, in 
the main, on the potential for economic integration that 
might arise from the individual plans. It would likewise 
serve as the consultative body of the proposed Inter-
American Development Committee (later CIAP). 

28. As will be seen, those ideas have been largely 
accepted in the process of transforming the organs of the 
Alliance for Progress. 

Chapter II 

Establishment of the Inter-American Committee 
on the Alliance for Progress (CIAP) 

29. Based on the coinciding viewpoint of the two 
former presidents, the second meeting of the IA-
ECOSOC at the ministerial level, held in Sâo Paulo, 
Brazil, in November 1963, adopted resolution l-M/63 
creating the Inter-American Committee on the Alliance 
for Progress (CIAP). 

30. The resolution afforded an institutional framework 
adequate to the Alliance that was, nevertheless, flexible 
enough to be adapted—both structurally and opera-



Mobilization of internal resources 203 

tionally—to the conditions and requirements of an 
undertaking called upon to face problems of enormous 
magnitude. Furthermore, there were no precedents or 
experiences of multilateral action to guide the Alliance 
and its committee, with the exception of certain aspects 
of the implementation of the Marshall Plan, duly adapt
ed to the differing circumstances of the problem to be 
faced. In the case of Europe, the task had been to 
rebuild economic structures destroyed in the Second 
World War. In that of Latin America, it involved over
hauling an entire organism, long affected by the chronic 
illness of underdevelopment. Europe prior to the 
Marshall Plan had had available a number of valuable 
resources of its own with which to begin the process 
of economic and social reconstruction. It had had vast 
transportation and communications networks which, 
though seriously damaged, could be rebuilt, and its 
population had possessed a high level of literacy, know-
how and technical skills. 

31. As far as the Alliance for Progress is concerned, 
the process of broadening multilateral action is clearly 
accelerating. 

32. The Act of Bogota, of October 1960, set forth a 
number of recommendations for the establishment of 
" multilateral co-operation for economic and social pro
gress ", consisting, fundamentally, of annual meetings of 
IA-ECOSOC in order to review the economic and social 
progress of the member countries, to analyse the 
advances made and the problems met in each case and 
to prepare reports on prospects for the future. 

33. A few months later, the Charter of Punta del 
Este introduced the concept of preparing national 
development programmes to be submitted to the consid
eration of an ad hoc committee made up of members of 
the panel of experts and technicians appointed in 
accordance with proposals by the interested Govern
ments. " The recommendations of the ad hoc com
mittee "—as stated in the Charter of Punta del Este— 
" will be of great importance in determining the distri
bution of public funds under the Alliance for Progress 
which contribute to the external financing of such pro
grammes. " 

34. As already mentioned, in November 1963, the 
second annual meeting of IA-ECOSOC at the ministerial 
level established CIAP and gave that body the task of 
conducting analyses of national development efforts 
which came to be a regular system of annual " country 
reviews ". 

Chapter III 

The concept of multilateralism 

35. The Alliance for Progress is the first truly multi
lateral economic co-operation effort. It is based on a formal 
compact among countries, including donors and reci
pients, in which all assume reciprocal obligations. In 
this sense, the alliance differs from the Marshall Plan, 
under which there existed no formal multilateral treaty 
or agreement, but only a unilateral statement of policy 
by the United States. While the recipient countries 

organized themselves multilaterally, through the Organ
ization for European Economic Co-operation (OEEC), 
in order to facilitate the distribution of assistance, the 
United States, as the donor country, was not formally 
bound by any of its decisions or recommendations al
though in practice it adhered to them. Unlike the 
Marshall Plan, therefore, the Alliance for Progress 
constitutes a multilateral agreement set forth in the Char
ter of Punta del Este and signed by all member countries, 
including the United States. Thus the Alliance is not a 
United States aid programme ; it is a truly inter-
American effort, based on the principle of multilateral
ism. Because of these characteristics of the Alliance, 
moreover, its direction must also be multilateral. Thus 
the question whether the signatories of the Charter of 
Punta del Este comply with their commitments 
obviously cannot be left to the decision of one or a few 
countries, as might have been possible under the 
Marshall Plan. It must be based on collective decision. 

36. As noted earlier, this multilateral concept has 
been taking shape within the Inter-American system for 
nearly a decade. What is important in this respect is not 
so much the way the financial or technical aid is chan
nelled, but rather whether its amounts, conditions, dis
tribution, and the tests of internal performance are 
determined by a body in which donors and recipients 
are represented. This is not a purely technical exercise. 
It is essentially a policital one, although it requires a 
sound technical base. In this sense it should be stressed 
that there is a considerable difference between the 
evaluation of a development plan as such—the task 
with which the panel of experts is charged—and the 
evaluation of a development policy. While those con
cepts are different, they are complementary. The multi
lateral direction of the Alliance, pinned exclusively on 
plan evaluation alone, could be as inadequate as if its 
management were based purely on an analysis of short-
term policies and performance, and on the obtaining of 
financing. In order to evaluate performance and policies, 
there must be a plan or strategy having a multi-annual 
time dimension. 

37. Secondly, such evaluations must be linked to 
financing. The technical evaluation of a plan in and by 
itself does not, under present conditions, automatically 
generate the required financing. Although it is to be 
hoped that the mechanism of internal economic co
operation can some day be carried to the point at which 
a technical body, by virtue of its prestige and in
dependent judgement of a development plan, would 
automatically oblige all sources of external financing to 
furnish the required capital and technical assistance, 
such a situation today may still be premature. Thus an 
organ like CIAP is required to analyse policies and per
formance and to play active roles in securing external 
assistance, based on internal effort. In this sense, the 
establishment of CIAP constitutes the completion of the 
multilateral apparatus of the Alliance, which began with 
the restructuring of the IA-ECOSOC and the creation 
of the panel of experts. The panel of experts and CIAP, 
together, represent the practical machinery required to 
give multilateral direction, supervision and co-ordination 
to the Alliance for Progress. 
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Chapter IV 

CIAP functions and the country review process 

38. CIAP is not a judicial body. It is more like an inter
national ombudsman, representing the interests of the 
developing countries before the external financial com
munity and vice versa. The prime function of CIAP is to 
determine each country's internal performance and 
external financial needs, and on that basis to calculate 
for the region as a whole and for each member 
financial availabilities and requirements, as well as their 
distribution. In addition, CIAP is charged with the study 
of other "horizontal" problems of the regions, with a 
view to making appropriate recommendations on such 
matters as inflation, external debt burden, private invest
ment, trade and agrarian reform. CIAP's functions are 
fundamentally those of evaluating internal effort and 
making recommendations on supplementary external 
financial assistance requirements ; acting on behalf of 
recipient countries in obtaining financing ; making repre
sentations with individual countries regarding their com
mitments, particularly those relating to internal reforms 
as well as to trade policies prejudicial to the interest of 
Latin America ; promoting the co-ordination of assist
ance among financial agencies, and representing the 
Alliance for Progress multilaterally. 

39. Those functions are carried out through a system 
of annual country reviews, each lasting about one week, 
with the participation of individual country delegations, 
representatives of the international financial community 
(IDB, IBRD, the United States Agency for Inter
national Development (US AID), the International 
Monetary Fund (IMF)) as well as of several United 
Nations organs (the Economic Commission for Latin 
America (ECLA), the United Nations Development Pro
gramme (UNDP), the International Labour Organisation 
(ILO), the Food and Agriculture Organization of the 
United Nations (FAO)) and observers from non-member 
donor countries (Belgium, Canada, Federal Republic of 
Germany, Israel, Italy, Netherlands, Spain, Switzerland 
and the United Kingdom. 

40. These " country reviews " are preceded by staff 
visits and consultations with each country and with the 
external financial agencies prior to the session, which 
serve as a basis for the working paper presented in each 
case. Moreover, the panel of experts has completed an 
over-all plan evaluation, which is used as the framework 
for assessing performance and needs. At the end of each 
review, a set of specific conclusions and recommenda
tions pertaining to the entire breadth of the development 
effort is worked out, including quantitative targets for 
internal resource mobilization. 

41. As a follow-up to these reviews, it has now become 
customary to request countries to file reports concerning 
implementation of recommended measures or to supply 
new data, as well as to obtain information from the 
financing agencies regarding the extent to which they are 
meeting the capital requirements. In some cases, letters 
outlining intended policies and measures, in accordance 
with the recommendations of CIAP, are filed with the 
Chairman of CIAP. 

42. This review is multilateral to the extent that it is 
conducted by CIAP sub-committees and presided over 
by a CIAP member. It is multilateral to the extent also 
that the technical work is prepared by an international 
secretariat or by the panel of experts, which is also 
multinational in character. The multilateral aspect is 
further strengthened by the active participation of other 
multilateral agencies, particularly organs of the United 
Nations. As a result, purely bilateral considerations, that 
might operate against the interests of genuine develop
ment, are pushed into the background. 

43. Apart from the foregoing, these reviews have 
other important effects. First, they permit each country 
to set forth its policies and to justify them before a full 
forum of countries and financial agencies. Until the 
creation of CIAP, no such forum existed. Secondly, the 
preparations made for such reviews by each individual 
country have been an important factor in the better 
co-ordination of policies, the preparation of statistics, 
and the stimulation of public interest in the development 
effort. Thirdly, the sessions make it possible, for the 
first time, for each financing agency or country to obtain 
a more systematic knowledge of the position and policies 
of the others. Often, this leads some agencies to alter 
their position in the light of the position of others. 
Fourthly, to the extent that the reviews cover the broad 
economic and social panorama, individual country or 
agency participants obtain a view that goes beyond 
immediate project considerations and shows the broad 
relationships and their impact on a particular pro
gramme. Thus, for example, IMF is made aware of 
certain social or non-financial considerations, whereas 
another agency, such as ILO or FAO, may be informed 
about fiscal problems and their impact on manpower or 
agricultural programmes. Fifthly, observers from non-
member countries are able to learn about possibilities for 
their financial or technical contribution. Lastly, more
over, the review attempts to arrive at a broad consensus 
of priorities. 

44. From the beginning, the panel of experts partici
pated in such reviews. During its first plenary meeting 
after its creation, CIAP considered that the possibility 
of making relatively exact assessments of domestic 
efforts and external resource requirements existed only 
in the case of those countries whose plans had been 
evaluated by the panel of nine experts. In addition, 
CIAP decided that members of the panel would partici
pate in the sub-committees entrusted with carrying out the 
country reviews. 

45. No process in the Alliance for Progress has made 
a more fundamental contribution to the efficacious 
multilateralization of Latin America's economic and 
social development efforts than the country reviews 
conducted annually by CIAP. It is noteworthy that the 
country reviews have the participation of international 
financial agencies and institutions, extracontinental coun
tries and Canada. 

46. This constituted the materialization of the aspir
ation expressed by the panel of experts in suggesting the 
creation of a permanent forum to debate and review the 
problems and policies of the Alliance, with the collective 
participation of the countries of Latin Amercia and the 
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United States, and even financial agencies and capital-
exporting countries, in order that such policies 
and problems might not be defined and interpreted 
unilaterally.4 

47. Michael L. Hoffman pointed out in June 1966 that 
the pattern of co-ordination which was being developed 
by CIAP was that the Latin American countries subjec
ted their policies and programmes to high-level inter
national review, while the United States subjected its 
aid programmes and economic policies towards Latin 
America to review by the same body. The composition 
of CIAP, the way it conducted its meetings and the sense 
of permanence about it, compared with previous co
ordination efforts, had combined to raise it very quickly 
to a position of authority held by no other intergovern
mental committee linking sources of aid and recipients. 
Mr. Hoffmann had selected for comment only one aspect 
of the CIAP experience which seemed to him especially 
significant in its implication for the problems of aid 
co-ordination in other parts of the world and in other 
frames of reference, namely, the extent to which CIAP 
had been able to gain acceptance of the idea that it was 
neither an infringement of sovereignty nor a confession 
of weakness for a Government to submit its economic 
development plans and policies to examination by its 
peers assembled in committee. The extent to which the 
country review exercises of CIAP were developing into 
serious and objective critiques of national economic per
formance did not seem to be widely recognized outside 
circles directly involved in Western Hemisphere affairs. 
Only in OECD was any similar collective review of 
national performance regularly carried out, and the cir
cumstances there were different, although it was worth 
recalling that the OECD practice had originated at a 
time when many of the then members of the Organ
ization for European Economic Co-operation (OEEC) 
had also been aid recipients. CIAP worked in private 
and had developed procedures that emphasized the 
mutuality of the review process. As a result of its oper
ations, it seemed to be increasingly accepted in Latin 
America, more than in any other part of the world, that 
performance commitments by a Government to an im
partial international body were not merely an appropri
ate, but in fact an essential part of a rational and 
mutually beneficial relationship between Governments 
and agencies which were sources of development finance, 
and recipient countries. The International Bank for 
Reconstruction and Development and the International 
Monetary Fund had, of course, for years sought and 
sometimes obtained performance commitments based on 
recognition by a country that its long-run interest would 
be thereby served. CIAP's great contribution in that 
area was the simultaneous recognition by aid sources and 
recipient countries that not merely one or two coun
tries and not merely badly performing countries, but all 
developing countries could benefit from objective reviews 
of economic performance and regular discussions in an 
international forum. The standing of the country whose 
programme was being examined was that of a member, 
not a petitioner. It was to be hoped that other regions, 

4 Report of the panel of experts to IA-ECOSOC, 1963. 

in which there was much talk but little evidence of a 
desire for regional co-operation of various kinds, would 
not wait as long or suffer as many frustrations as the 
countries of the Western Hemisphere before undertaking 
the kind of commitments to each other that were in
volved in the establishment and operation of CIAP. 

Chapter V 
Amendments to the Punta del Este Charter 

and further advances towards multilateralism 

48. In March 1966 IA-ECOSOC, assembled in 
Buenos Aires, resolved to incorporate into the Alliance 
Charter a number of provisions designed to bring the 
charter into line with the evolutionary process that had 
been developed. Thus, as a result of the establishment 
of CIAP, the membership of the panel of experts 
—previously attached to IA-ECOSOC—was to be 
composed of up to five high-level technical experts 
attached to CIAP, which is, in addition, the permanent 
executive committee of IA-ECOSOC. 

49. The modifications introduced into the Charter of 
the Alliance for Progress at Buenos Aires did not 
represent any change in the basic principle that national 
and international efforts towards the hemisphere's 
economic and social development should be evaluated 
in acordance with functional criteria by an independent 
organ. 

50. The panel members, who are selected from among 
the most experienced, competent and capable person
alities available within the Inter-American system in the 
various and complex areas of development, maintain the 
same unchallenged autonomy in their judgements, 
evaluations and recommendations that have given 
meaning and authority to the actions of the past six 
years. 

51. National and international development efforts are 
weighed according to functional criteria and by an 
independent body. The function which the Charter of 
Punta del Este originally limited to the ad hoc com
mittees is now entrusted—as a task of the highest 
priority—to the panel. The designation of the ad hoc 
committees is now only an exception to the general 
rule.б 

52. Another event of major importance has strength
ened the multilateral and co-operative nature of the 
Alliance for Progress. This was the decision adopted by 
the United States to grant Alliance programme loans in 
accordance with the conclusions and recommendations 
made by CIAP in its annual reviews of national devel
opment activities.6 

53. This concept was broadened by the declaration 
of the presidents of America (14 April, 1967) at the 
meeting of American chiefs of State in Punta del Este 
and by IA-ECOSOC at its annual meeting in Vina del 
Mar, in order to include the financial institutions in 
general. At the January 1968 session of CIAP, 

5 Resolution 27-M/66, adopted by IA-ECOSOC, Buenos Aires. 
8 Foreign Aid law, Fulbright amendment. 
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moreover, the programme lending policy of the United 
States to Latin America was linked to the CIAP country 
reviews, with respect to timing and criteria. 

54. In view of these advances towards genuine multi
lateralism, the need for effective and objective criteria 
for assessing performance by the recipient countries and 
donors becomes ever more pressing. The problem centres 
around the establishment of a series of standards and 
indices, both qualitative and quantitative, against which 
development—as distinct from simple aggregate econ
omic growth—can be measured. CIAP is now in the 
process of developing such criteria, based on a specific 
mandate by IA-ECOSOC. Once such indices are 
established it will be possible to reduce even further 
some of the subjective considerations that still govern 
some aspects of international economic co-operation, 
and to set up an adequate technical basis for multilater
alism that will be fully attuned to the institutional 
advances achieved so far. 

55. There is no doubt that the concept of multilateral 
economic co-operation is the trend of the future. The 
significant advances achieved within the Inter-American 

system and the lessons learned, especially regarding the 
institutional aspects, may well be applied to other devel
oping regions as well. The advantage of CIAP and the 
panel of experts is precisely that they are not financial 
institutions and that the criteria they are able to apply 
to the development effort of each country can be broad 
and flexible and can go beyond a purely sectoral project 
or approach, so as to include the all-important human 
and non-economic determinants of the development 
strategy. Nor is it possible for these organs to use the 
pressure of financial resources in particular situations, 
thereby safeguarding the sovereign rights of each nation 
to shape its destiny in accordance with its own traditions 
and institutions. There is need, however, for further 
advance towards the concept of " global plan financing ". 
This will require joint efforts by several donors and 
financial agencies, through the consortium idea. For this 
concept to develop further, however, there is need for a 
" residual lender ", i. е., an agency or institution that will 
finance those projects or programmes which, while 
necessary and rational, are not of a nature able to be 
accepted by the financial institutions. To search for such 
a lender will have to be a task of CIAP for the future. 



SUPPLEMENTARY FINANCIAL MEASURES 

DOCUMENT TD/41 

Joint statement by the developing countries members of the Intergovernmental Group 
on Supplementary Financing* 

[Original text : English] 
[16 November 1967] 

1. The efforts of developing countries to accelerate the 
pace of their economic development are severely ham
pered by uncertainty regarding their export earnings. 
In view of the crucial importance of foreign exchange 
in economic development, uncertainty regarding foreign 
exchange receipts renders orderly planning extremely 
difficult. Export earnings usually being the most im
portant source of foreign exchange, unexpected export 
shortfalls can seriously disrupt otherwise sound develop
ment programmes. The developing countries therefore 
wish to reaffirm their strong support of recommendation 
A.IV.18 of the first session of UNCTAD1 and wish to 
state that in their view a scheme along the lines of that 
recommendation is both desirable and feasible. 

2. The developing countries note that, in its study2 

the staff of the International Bank for Reconstruction and 
Development (IBRD) came to the conclusion that 
the problem of adverse movements in the export pro
ceeds of developing countries was a genuine one, because 
of the disruptive effect on development ; that the existing 
international financial machinery did not include a 
mechanism designed to meet the problem ; and that a 
feasible scheme of supplementary financing could be 
worked out. The developing countries strongly support 
this view, and note also that it has received the support 
of several developed countries. 

3. The scheme should embody the following elements : 
(a) An export norm from which shortfalls may be 

measured ; 
(b) A policy understanding ; 
(c) Provision for the use of other available resources ; 
(d) Clearly limited financial commitments by donor 

countries to a fixed and adequate amount, such amount 

* Statement submitted on 11 November 1967 during the 
group's third session. The developing countries members of the 
group are : Argentina, Brazil, Ceylon, Ghana, India, United 
Arab Republic, Yugoslavia. 

1 See Proceedings of the United Nations Conference on Trade 
and Development, vol. I : Final Act and Report (United Nations 
publication, Sales No. : 64.II.B.11), p. 52. 

2 See IBRD, Supplementary Financial Measures (Washington, 
D.C., 1965). For a discussion of the study, see United Nations 
publication, Sales No. : 68.II.D.3, paras. 18-98. 

to be additional to that which donor countries are now 
providing by way of development assistance ; 

(e) Compatibility with the compensatory financing 
facility of the International Monetary Fund (IMF). 

4. It is indispensable for assistance under the scheme 
to be based on objective criteria. There is a general 
agreement in the Intergovernmental Group on Supple
mentary Financing on the need for an export norm of 
some kind. The IBRD staff has proposed that the export 
norm be determined by export projections, and the devel
oping countries support this approach as the appropriate 
method for interpreting "reasonable expectations". It 
may be noted that the drawing up of any development 
plan necessarily involves taking a view of export pros
pects, and under prevailing international practice the need 
for basic development finance is determined at least in 
part on the basis of prospective export receipts and foreign 
exchange expenditure. What the scheme implies is that, 
in so far as export receipts fall short of the level foreseen 
in the development plan, as accepted by the international 
community, efforts should be made to make good the 
shortfall, so as to permit the accepted plan to be im
plemented. 

5. The developing countries accept the view that it is 
necessary to ensure that supplementary finance is used 
for the purpose for which it is intended, namely, to 
safeguard development plans against disruption due to 
export shortfalls that are beyond their control. To this 
end, they agree that countries should, at the beginning 
of each planning period, have a policy understanding 
with the administering agency indicating the main lines 
of the economic policy that they intend to pursue. In 
addition, at the time of any shortfall, there should be a 
determination, by consultation between the agency and 
the country concerned, of whether the drop in export 
income is due to circumstances beyond the control of 
the country concerned. 

6. It has been suggested in the IBRD staff study that 
consultation between the agency and member countries 
should take place on a continuous basis so as to ensure 
a prompt determination in the event of a shortfall. The 
need for such continuous consultation requires further 
examination. In any event, consultation under the 
scheme, whether continuous or whether limited along the 
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lines of paragraph 5, would have to be consistent with the 
requirements of national sovereignty as defined by the 
country concerned. 

7. The IBRD staff report recommends the prior use 
of other foreign exchange resources, including reserves 
and the compensatory financing facility of IMF, if 
available. The developing countries accept this proposal. 
At the same time, they wish to point out that countries 
suffering export shortfalls should not be compelled to 
resort to credit facilities which are subject to onerous 
terms and conditions, or to run down their gold and 
foreign exchange reserves below prudent levels. 

8. The working out of a supplementary financing 
scheme should not interfere with International Develop
ment Association replenishment, since financial obli
gations under the scheme could not arise for some 
considerable time ahead. 

9. The developing countries fully endorse the view 
that the scheme must not be established in such a way 
as to give rise to an open-ended commitment on the part 
of donor countries. They are satisfied that a workable 

scheme could be set up on the basis of a fixed commit
ment of $300 to $400 million per annum for an initial 
five-year period as recommended by the IBRD staff. The 
developing countries accept the need for rationing as a 
method of last resort for reconciling claims upon the 
agency with fixed resources. They are convinced that 
it is feasible to establish an equitable system of rationing 
on objective criteria. 

10. The developing countries see the need for further 
liberalization of IMF's compensatory financing facility, 
but they believe that the objectives of the supplementary 
financing scheme cannot be secured through such liberal
ization. Nor can they accept refinancing of the IMF 
facility as the sole or main objective of the scheme. 

11. On the other hand, the developing countries accept 
the view that the operations of the agency should be 
compatible with those of IMF. This should be secured 
by consultation between the two institutions, bearing in 
mind the views of IMF on matters falling within its 
competance, such as the extent to which there should 
be recourse to the gold and foreign exchange reserves 
of member countries in meeting export shortfalls. 



DOCUMENT TD/II/C.3/2 

The role of supplementary financial measures in the development of an international commodity policy 
Note by the Secretary-General of UNCTAD 

[Original text : English] 
[1 March 1968] 

1. A basic objective of an effective international 
commodity policy is to tackle the problems created, on 
the one hand, by the relatively slow rate of growth of 
commodity exports of developing countries and, on the 
other hand, the instability and uncertainty which 
characterize this segment of world trade. 

2. Given the complexity of factors influencing the 
commodity outlook, an effective international commodity 
policy should provide for a multi-dimensional but well 
co-ordinated programme of action. In the final analysis, 
the basic long-term solution to the problems of sluggish 
growth, instability and uncertainty of commodity exports 
must be found in a progressive diversification of the 
structure of production and exports in developing coun
tries. It has been recognized, however, that progress 
towards diversification is bound to be slow and that 
direct measures are needed to deal with the instability 
and uncertainty of export earnings. It is for this reason 
that the Final Act of the first session of UNCTAD laid 
considerable emphasis on action designed to deal with 
the specific problems of instability and uncertainty of 
exports as an essential element of an integrated inter
national commodity policy. 

3. Two complementary approaches to this problem 
are needed. On the one hand, efforts should be made, 
to the maximum extent possible, to secure international 
commodity arrangements which would " stimulate a dy
namic and steady growth and ensure reasonable predicta
bility in the real export earnings of developing countries, 
so as to provide them with expanding resources for their 
economic and social development, while taking into 
account the interests of consumers in importing coun
tries 'V On the other hand, in view of the fact that such 
arrangements may prove difficult to achieve for certain 
types of commodities, and that they could not in any 
case ensure the complete elimination of all fluctuations 
in export earnings of developing countries, there is a 
need for additional measures which would provide 
assistance to countries encountering such fluctuations 
through no fault of their own. 

4. The fact that international commodity arrange
ments cannot entirely eliminate fluctuations in export 
earnings will be apparent for several reasons. In the 
first place, not all primary commodities readily lend 

1 Proceedings of the United Nations Conference on Trade 
and Development, vol. I, Final Act and Report (United Nations 
publication, Sales No. : 64.II.B.11), p. 26. 

themselves to stabilization arrangements. For example, 
there are difficulties in devising arrangements for com
modities that are perishable, or which are subject to 
competition from comparable products or synthetics pro
duced in the industrial countries. 

5. Where commodity arrangements are feasible, pro
vision is usually made for floor and ceiling prices within 
which price fluctuations are permitted. For example, 
in the proposed international cocoa agreement, a price 
range of from 20 to 29 cents per lb has been envisaged. 
This means that prices may still fluctuate by up to 45 per 
cent of the floor price and the export earnings of coun
tries could be affected accordingly. Moreover, even if 
prices remain stable, the export earnings of particular 
countries can be affected by such factors as crop failures 
affecting the volume of exportable output. 

6. Even the most effective programme of international 
commodity arrangements, or organization of markets, 
that can be envisaged would therefore not eliminate com
pletely the danger of disruption of development pro
grammes due to export shortfalls outside the control of 
the countries concerned. It would be the object of a 
supplementary financing scheme to seek to deal with the 
residual problem of export shortfalls that had not been 
avoided through whatever commodity arrangements 
existed. 

7. It is important to note, from the point of view of 
donor countries, that the resources required for a 
supplementary financing scheme do not involve dupli
cation with those required for commodity stabilization. 
This follows from the fact that supplementary financing 
is residual financing. The more efficient are the inter
national commodity arrangements in preventing price 
fluctuations, the less would be the resources required 
for supplementary financing. The two types of scheme 
are therefore, in a very real sense, complementary and 
not competitive. 

8. This point may be further illustrated by reference 
to certain regional arrangements currently in force which 
seek to deal with commodity price fluctuations. The 
European Economic Community (EEC) has an arrange
ment whereby Associated African States and Mada
gascar as well as overseas countries and territories 
receive deficiency payments in respect of certain fats and 
oils exported to EEC whenever market prices of these 
fats and oils fall below a reference price. Under the 
scheme presently in force, the amount of payment due 
is calculated on the basis of 80 per cent of the difference 
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between the reference price and the world market 
price of each commodity, multiplied by the quantity of 
the respective commodity imported by EEC from the 
countries concerned. Although this system has obvious 
advantages for the latter countries, they could still 
encounter some difficulties. For one thing, it is quite 
natural that no compensation is provided in respect of 
exports to non-EEC countries. Moreover, as noted 
above, compensation is paid only on the basis of 80 per 
cent of the difference between the reference price and 
the world market price ; and the reference price itself can 
be modified through normal EEC procedures after the 
first year of operation of the scheme. In the third place, 
stable prices cannot prevent a loss of export earnings if, 
for any reason, there is a decline in the quantity exported. 
And finally a limit2 is placed on the total sums payable 
under the scheme, so that if actual claims were to exceed 
that limit, the amount of assistance provided to each 
country would be reduced proportionally. Supplementary 
financing can help to fill some of these gaps. Since 
supplementary finance is a residual source of finance, 
there should be no conflict between it and the existing 
EEC arrangements. In determining the amount of assist
ance needed, the agency administering the scheme for 
supplementary financing would take account of the 
assistance available under the EEC system. 

9. Similar considerations arise in relation to the Com
monwealth Sugar Agreement, which assists in stabilizing 
the export earnings of Commonwealth producers of 
sugar. The United States quota system for sugar has a 
comparable effect in respect of countries granted prefer
ential access to the United States market. However, 
countries with export surpluses in excess of those which 
can be disposed of in preferential markets at pre-agreed 
prices have to sell them on the free market, which is 
subject to chronic instability. In so far as exporters of 
sugar to the United Kingdom and the United States 
nevertheless suffer from export instability, the existence 
of a scheme for supplementary financing would help to 
offset the adverse effects of the residual element of 
export instability. 

10. In general, therefore, the negotiation of com
modity agreements or of the organization of markets, 
would not eliminate the need for a scheme of residual 
finance in cases where the stabilization programmes con
cerned were not fully effective in preventing unexpected 
export shortfalls. But they would reduce the cost of the 
scheme by limiting the frequency and magnitude of 
such shortfalls. The two types of scheme would thus 
mutually support and reinforce one another. 

2 The limit is 13 million units of account for the period from 
1 July 1967 to 31 May 1969. 

11. The proposal of the staff of the International 
Bank for Reconstruction and Development (IBRD) on 
supplementary financing8 anticipates an initial expend
iture of $300 to $400 million per annum for the purposes 
described above. The assumption is that this amount of 
resources would be additional to the bilateral and 
multilateral assistance currently provided through other 
channels. It is thus envisaged that subscriptions to the 
supplementary financing agency would not be at the 
expense of other existing programmes of assistance, 
whether for commodity stabilization or for other 
purposes. There is, of course, always a sense in which 
resources used for one purpose cannot be used for 
another. Since funds contributed by donor countries for 
supplementary financing would presumably count to
wards the achievement of the 1 per cent target, it might be 
suggested that, granted the fulfilment of the target, there 
is a choice between allocating resources for supplement
ary financing as against allocating them for some other 
purpose. What could be said, however, is that the 
supplementary financing scheme envisaged would not 
compete for resources with other existing programmes 
of assistance ; but that as additional resources become 
available over and above present levels as donor coun
tries move towards the achievement of the target, it 
might be reasonable to allocate $300 to $400 million per 
annum of these additional resources for supplementary 
financing. 

12. Finally, there is the question whether the func
tions envisaged for a supplementary financing scheme 
could be fulfilled through the compensatory financing 
facility of the International Monetary Fund (IMF). 
Recommendation A.IV.18 of the first Conference4 took 
specific account of the IMF facility, but recognized that 
this facility was not designed to deal with the objective 
of that recommendation, namely, the provision of assist
ance to help in avoiding the disruption of development 
programmes arising from adverse movements in export 
proceeds. Here again, however, no duplication is en
visaged, since, as provided both in recommendation 
A.IV.18 and in the IBRD staff proposal, the amount of 
supplementary finance provided to any country would 
take into account any short-term accommodation received 
by that country from IMF under its facility. Provision 
is also made in the proposed scheme for continuous 
consultation and co-operation between IMF and the 
supplementary financing agency on all questions of joint 
concern. 

8 See IBRD, Supplementary Financial Measures (Washington, 
D.C., 1965). 

4 Proceedings of the United Nations Conference on Trade 
and Development, op. cit., p. 47. 



INTERNATIONAL MONETARY ISSUES 

DOCUMENT TD/7/SUPP.7* 

Progress report on international monetary reform 
Note by the secretariat of UNCTAD 

[Original text : English] 
[2 November 1967] 

Summary 

1. It is now generally agreed that the present system 
of reserve creation based on the accretion of gold 
to monetary authorities and the balance-of-payments 
deficits of the reserve currency countries cannot be 
relied upon to bring about an orderly growth of reserves 
suited to the requirements of an expanding world 
economy. 

2. The Executive Directors of the International 
Monetary Fund (IMF) have recently approved the 
outline of a facility for the creation of special drawing 
rights operated through a Special Drawing Account in 
IMF. At its September 1967 meeting at Rio de Janeiro, 
the Board of Governors of IMF requested the Executive 
Directors to submit by 31 March 1968 a report propos
ing amendments to the Articles of Agreement and the 
By-Laws of IMF so as to establish a new facility on the 
basis of the agreed outline. After approval by the Board 
of Governors, this document will be submitted to 
Governments for ratification. 

3. Special drawing rights will be created under the 
new scheme for an initial basic period of five years. They 
will represent unconditional liquidity in the sense that 
a participant will be able to use them in the event of 
a balance-of-payments or reserve need without its 
judgement of need being subject to prior challenge. 
However, members will be expected not to use special 
drawing rights for the sole purpose of changing the 
composition of their reserves. 

4. Like the existing practice in IMF, a member's 
choice of currencies to be drawn will not be unfettered 
but will be subject to guidance from IMF based on the 
following general principles : (a) normally, currencies 
will be acquired from participants having a sufficiently 
strong balance-of-payments and reserve position ; (b) 
IMF will seek to bring about over time equality in the 
ratios of holdings of special drawing rights to total 
reserves of various participants. 

5. Countries using their special drawing rights will be 
obliged to reconstitute them in accordance with agreed 

* Incorporating document TD/7/Supp.7/Corr.l. 

rales. The reconstitution rules for the first basic period 
of five years provide that reconstitution will be necessary 
if the average net use of special drawing rights by a 
participant, taking into account both use below and 
holdings above its net cumulative allocation, exceeds 
70 per cent of its average net cumulative allocation 
during this period. 

6. In order to enhance the acceptability of the special 
drawing rights as a reserve asset, they will carry a gold 
value guarantee and also a moderate rate of interest. 
Moreover, in order to protect the interests of individual 
participants, a participant's obligation to provide cur
rency in exchange for special drawing rights ceases once 
its total holdings of these drawing rights are equal to 
three times its net cumulative allocation. 

7. Participation in the new scheme will be open to 
all members of IMF that accept the obligations of the 
scheme. The distribution of special drawing rights to 
members will be expressed as a percentage of quotas, 
uniform for all members. A member's quota in IMF 
will be the same for the purpose of both the General and 
the Special Drawing Account of IMF. 

8. The agreed outline does not deal with the con
ditions for the activation of the scheme and they are 
to be defined in the introductory section of the amend
ment and, to the extent necessary, in a report explaining 
the amendment to the Articles of Agreement and By-
Laws now in preparation by the Executive Directors of 
IMF. In view of the growing evidence that an over
all shortage of world reserves is contributing to restric
tions on trade and aid policies in the developed coun
tries, it would appear desirable that consideration of 
the activation of the scheme be begun as soon as 
possible, and not await ratification. 

9. The agreed outline provides that decisions to create 
special drawing rights would be taken by an 85 per cent 
majority of the total voting power of all participants. 
This provision is stricter than the existing practice of 
IMF concerning major decisions and would confer 
special bargaining advantages on any group of countries 
able to muster more than 15 per cent of total votes. 
While the provision is designed to achieve the degree 
of consensus required for the effective operation of the 
scheme, there is a danger that in a situation calling for 
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urgent action a stalemate between major voting groups 
could affect vitally the interests of small countries. 

10. Now that agreement has been reached on the 
outline of a scheme for the creation of a new form of 
international monetary reserve, renewed consideration 
should be given to the implications of this decision 
for the flow of aid to the developing countries. Balance 
of payments difficulties have been cited by some of the 
main aid-giving countries as a major obstacle to the 
expansion of aid, and potential loss of reserves has been 
a factor affecting the policies even of surplus countries. 
In so far as the creation of new reserves eases the 
process of international balance of payments adjust
ment it creates a presumption that the flow of aid could 
be increased likewise. This would be true whether or not 
such an increase in the flow of aid were organically 
linked to the process of reserve creation. While there 
are important advantages in an organic link, the require
ments of the situation could equally well be met if a 
convention were adopted whereby acts of international 
liquidity creation were accompanied by voluntary con
tributions to the International Development Association 
(IDA) by all the Part I Member countries of IDA—the 
size of the voluntary contribution being a certain uniform 
proportion of the share of each Part I country in inter
national liquidity creation. By these means, it would be 
possible to secure generous replenishment for IDA from 
time to time without any fear that some countries might 
stand to lose reserves as a result of their contributions 
to IDA—a fear that has played a major part in the 
current delay in IDA replenishment. 

11. The Executive Directors of IMF are reviewing 
the rules and practices governing IMF's traditional 
activities and they have been requested by the Governors 
to submit by 31 March 1968 a report proposing amend
ments to the Articles of Agreement and the By-Laws of 
IMF in order to give effect to modifications they will 
recommend. One of the proposals under consideration 
would involve raising to 85 per cent the voting majority 
required for certain major decisions in IMF. Concern 
has been expressed as to whether the requirement for 
a higher majority might render IMF policies governing 
drawings in the credit tranches more restrictive than they 
now are. Such a development, if it came about, would 
run counter to the widespread desire of developing coun
tries for greater automaticity in ordinary drawings. Any 
revision of the present rules and practices of IMF should 
therefore take the wider interests of the entire world 
community into account. 

Introduction 

12. International monetary issues figured prominently 
at the first session of the United Nations Conference on 
Trade and Development. The Conference in its recom
mendation A.IV.19, was of the view that " it is necessary 
to ensure that any decisions reached on future organ
ization of international monetary relationships should be 
made fully consistent with the purposes of the present 
Conference " and also that " any arrangements for the 
solution of the currency problems of the major trading 
countries should take fully into account the needs of 

developing nations".1 It therefore recommended the 
convening of a group of experts " to consider the inter
national monetary issues relating to problems of trade 
and development with special reference to the objectives 
and decisions of this Conference, and devoting particular 
attention to the needs of the developing countries in their 
trade with one another and the rest of the world ".2 

13. The Group of Experts on International Monetary 
Issues met in New York in October 1965 and its findings 
are contained in its report entitled International Mone
tary Issues and the Developing Countries.3 

14. This report was considered by the Committee on 
Invisibles and Financing related to Trade both at the 
first session held in Geneva from 6 to 22 December 
19654 and at the special session held in New York from 
27 January to 4 February 1966.5 At the conclusion of 
the discussion at the special session, the developing 
countries jointly presented a memorandum6 to the Com
mittee setting forth their position on international 
monetary issues. The Committee, while deciding to keep 
the report of the Group of Experts on its agenda, 
recommended that the Board transmit the report and 
other relevant documents to the international monetary 
institutions for their due consideration.7 The Trade and 
Development Board at its third session approved this 
recommendation.8 

15. At its twenty-first session, the General Assembly 
of the United Nations adopted unanimously resolution 
2208 (XXI) on international monetary reform recog
nizing " the need for a reform of the international mone
tary system that would make it more responsive to the 
requirements of the economic growth of both developed 
and developing countries ". To that end, the General 
Assembly endorsed " the need for those developed and 
developing countries which so desire to be fully 
represented in the discussions and decisions leading to 
any new international monetary reform arrangements, 
including those relating to the problems of international 
liquidity, and to participate fully in the operation of 
such arrangements as may be made ". In addition, the 
General Assembly requested the Secretary-General of 
the United Nations Conference on Trade and Develop
ment (UNCTAD) to consult with the Managing Director 
of IMF on the progress of activity relating to inter
national monetary reform and to report to the Trade 
and Development Board at its fifth session through the 
Committee on Invisibles and Financing related to Trade. 

1 See Proceedings of the United Nations Conference on Trade 
and Development, vol. I, Final Act and Report (United Nations 
publication, Sales No. : 64.II.B.11), p. 53. 

2 Ibid. 
3 United Nations publication, Sales No. : 66.II.D.2. 
4 See Official Records of the Trade and Development Board, 

Third Session, Supplement No. 3 (TD/B/42/Rev.l), part 11, 
chap. IV. 

5 Ibid. Supplement No. 4 (TD/B/57 and Add. 1 and 2). 
6 Ibid., annex I. 
1 Ibid., para. 21. 
8 See Official Records of the General Assembly, Twenty-first 

Session, Supplement No. 15 (A/6315/Rev.l), part one, para. 57. 
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16. The report of the Secretary-General of UNCTAD9 

was presented to the Committee on Invisibles and 
Financing related to Trade at its second session held in 
April 1967. During this session, several developing coun
tries jointly presented a further memorandum setting 
forth their views on international monetary reform.10 In 
accordance with the decision of the General Assembly, 
the progress report on international monetary reform 
was submitted to the Trade and Development Board at 
its fifth session, taking into account new developments 
that had occurred after the second session of the Com
mittee on Invisibles and Financing related to Trade.11 

The present note reviews further developments up to and 
including the 1967 annual meeting of IMF at Rio de 
Janeiro. 

The inadequate growth of world reserves 

17. The growth of world reserves12 has slowed down 
markedly since the end of 1964. Whereas they increased 
at an average annual rate of 3.3 per cent from 1960 to 
1964, the rate of growth during the two following years 
averaged only 2.2 per cent per annum.1S 

18. Gold is still the most important component of the 
stock of world reserves, accounting for about 57 per cent 
of the total at the end of 1966. Since the end of 1964, 
the world stock of monetary gold, i.e., gold held by 
national monetary authorities and international mone
tary institutions, has hardly increased and in fact in 
1966 it fell for the first time in the post-war period.14 

Given the levelling-off in the rate of growth of gold 
production,15 and the growing intensity of non-monetary 
demand for gold, there seems little prospect that the 
flow of gold into official monetary holdings will rise 
sufficiently in the years ahead to meet reserve needs. 

19. The foreign-exchange component of world re
serves declined by $518 million in 1965 and the bulk 
of the increase in 1966 is accounted for by ad hoc factors. 
Thus of the total increase of $1,370 million in 1966, 
$900 million was due to a transfer of dollar holdings 
to the United Kingdom's reserves, representing the 
proceeds of liquefying part of the United Kingdom 
Treasury's dollar security portfolio. Of the remaining 
increase of $470 million, a large part was due to the 

9 Official Records of the Trade and Development Board, 
Fifth Session, Annexes, agenda item 7, document TD/B/115. 

10 Ibid., Fifth Session, Supplement No, 3 (TD/B/118/Rev.l), 
annex III. 

11 Ibid., Fifth Session, Annexes, agenda item 7, documents 
TD/B/115/Add.l-2. 

12 For want of information, " world " reserves exclude 
throughout the reserves of socialist countries of Eastern Europe 
and Asia. 

13 In absolute terms, reserves increased by $1.7 billion in 1965 
and $1.4 billion in 1966. 

"The total stock of world monetary gold amounted to 
$43.015 billion in 1964, $43.225 billion in 1965 and $43.115 
billion in 1966. See IMF, International Financial Statistics, 
vol. XX, No. 9, September 1967. 

15 World gold production (excluding socialist countries) in 
1965 has been estimated by IMF to be of the order $1.440 bil
lion ; the corresponding estimate for 1966 is $1.442 billion. 
(Ibid.) 

acquisition of foreign exchange by national monetary 
authorities as a result of swap and other credit oper
ations between them. Since foreign exchange acquired 
under such operations is in the nature of credit and 
hence is repayable, reserves would tend to decrease 
when repayments fall due. 

20. Until recently the most important source of 
additions to world reserves of foreign exchange has been 
the balance-of-payments deficits of reserve currency 
countries. Such deficits cannot, however, continue in
definitely without undermining confidence in the key 
currencies and this in turn tends to be reflected in a 
growing unwillingness of central banks to add further 
to their holdings of the key currencies. If, as has recently 
been observed, recipient countries acquiring reserve 
currencies seek to convert them into gold, the link 
between the deficits of the reserve currency countries 
and the growth of world reserves is destroyed. It is 
therefore generally recognized that " Large United States 
deficits are not a satisfactory source of future reserve 
increases for the rest of the world nor are they 
acceptable to the United States ".16 

21. Reserve positions in IMF accounted for nearly 
70 per cent of the total increase in world reserves from 
1964 to 1966. However, this increase was also the 
product of special factors. For example, in 1965, the 
United Kingdom's drawing of the equivalent of $1.4 bil
lion, which increased its outstanding drawings in the 
credit tranches and reduced its conditional drawing 
rights to the same extent, added $1 billion to other 
countries' gold tranche positions and loan claims on 
IMF.17 In 1966, the most important factor in the in
crease in reserve positions in IMF was the net payment 
of gold to IMF on account of quota increases. Since 
reserve positions in IMF created by other countries' use 
of credit tranches are reversed when the credits are 
repaid, they cannot form the basis of any significant 
regular or permanent addition to world reserves. 
Similarly, reserve positions created by gold subscriptions 
to IMF merely replace gold holdings of national 
monetary authorities. IMF has therefore concluded that 
the role played by reserve positions in IMF in adding to 
world reserves " is likely to be limited or even negative 
in the immediate future. " 18 

22. The foregoing account makes it clear that not 
only has the growth of world reserves slowed down 
considerably since the end of 1964 but also that what
ever increase has actually taken place has been due 
largely to ad hoc factors, associated with the grant of 
(repayable) credits to countries in balance-of-payments 
difficulties. Indeed, the creation of new reserves was only 
an incidental result of these operations. Moreover, as 
pointed out by the Bank for International Settlements 

18 See Group of Ten, Communiqué of Ministers and Governors 
and Report of Deputies (July 1966), " Communique of the 
Ministerial Meeting of the Group of Ten on July 25th and 26th 
in The Hague," para.4. 

17 IMF, Annual Report of the Executive Directors for the 
Fiscal Year ended April 30th, 1967 (Washington, D.C., 1967), 
p. 16. 

18 Ibid., p. 17. 
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(BIS) : " With the importance of special transactions, 
global reserves are a less homogeneous and meaningful 
aggregate than they used to be ; as the assets that arise 
from official credit arrangements are to some extent not 
readily marketable, they do not provide the same degree 
of ' liquidity ' as traditional reserves. This may not be 
important so long as the volume of such assets is 
relatively small, but a problem could arise if they were 
relied upon for the continuous growth of global 
reserves".19 

The adoption of an agreed outline 
of a contingency plan 

23. In view of the circumstances described above, 
there is now general agreement that the existing inter
national monetary system cannot be relied upon to bring 
about an orderly growth of reserves in harmony with 
the requirements of an expanding world economy. The 
recognition of this fact has provided the basis for 
studies which have led to the adoption of an agreed out
line of a contingency plan for the deliberate creation 
of reserves. 

24. The future of the international monetary system 
has been under active discussion both in IMF and in the 
Group of Ten, comprising the industrialized countries 
which are IMF's partners in its General Arrangements 
to Borrow.20 At an early stage IMF had kept in touch 
with the Group of Ten through the participation of its 
Managing Director in meetings of the Ministers and 
Governors of the Ten and IMF staff members at 
meetings of the Deputies. At a later stage, direct contact 
was established between the Group of Ten on the one 
hand and the Executive Directors of IMF on the other 
through four series of joint informal meetings held 
between November 1966 and June 1967. At the last 
meeting held in Paris from 19 to 21 June 1967, agree
ment was reached on the outline of a scheme aiming 
at the creation of special drawing rights within the 
framework of IMF. 

25. However, there still remained some unsettled 
questions relating principally to the conditions for 
reconstitution of special drawing rights and decision
making in the new system. The remaining differences 
were resolved in the course of two Ministerial meetings 
of the Group of Ten held in July and August 1967. 
On 11 September 1967, IMF released the text of an 
" Outline of a Facility Based on Special Drawing Rights 
in the Fund " as approved by the Executive Directors 

"BIS, Thirty-seventh Annual Report, 1st April 1966—31st 
March, 1967 (Basle, 1967), p. 36. 

20 The General Arrangements to Borrow constitute an agree
ment between IMF and the Group of Ten under which the 
members of the Group of Ten have agreed to lend their 
currencies to IMF up to specified amounts. The currencies so 
loaned can be utilized by IMF only when the lending country 
and IMF are agreed that such additional resources are necessary. 
These arrangements were first negotiated for a period of four 
years beginning in October 1962. They were extended for a 
further period of four years from October 1966. The members 
of the Group are : Belgium, Canada, Federal Republic of 
Germany, France, Italy, Japan, the Netherlands, Sweden, the 
United Kingdom and the United States. 

for submission to the Board of Governors of IMF. At 
its Twenty-Second Annual Meeting, held in Rio de 
Janeiro from 25 to 29 September 1967, the Board of 
Governors of IMF requested the Executive Directors to 
submit by 31 March 1968, a report proposing amend
ments to the Articles of Agreement and the By-Laws of 
IMF for the purpose of establishing a new facility on the 
basis of the Outline.21 After approval by the Board of 
Governors, the text of that amendment would be sub
mitted to Governments for ratification. 

26. The resolution adopted at the Rio meeting also 
provides that the Executive Directors should proceed 
with their work relating to "improvements in the 
present rules and practices of the Fund based on devel
opments in world economic conditions and the experi
ence of the Fund since the adoption of the Articles of 
Agreement of the Fund ". The Executive Directors are 
required to submit by 31 March 1968 a report " propo
sing such amendments to the Articles of Agreement and 
the By-Laws as would be required to give effect to those 
modifications in the present rules and practices of the 
Fund " which they will recommend. These studies have 
been undertaken largely at the initiative of the countries 
of the European Economic Community (EEC), which 
have taken the view that the present strength of the Six 
and their union in EEC must, in any event, ensure that 
they have a proper influence in IMF, particularly in the 
voting procedure.22 

27. A question has arisen as to the extent to which 
the amendment of IMF's Articles of Agreement and 
By-Laws to permit the introduction of special drawing 
rights is linked with the amendment relating to the pre
sent rules and practices of IMF. On one view, the two 
proposals are independent and the adoption of the one is 
not conditional on the adoption of the other. The opposite 
view is that the two amendments are indissociably 
linked. 

The nature and form of the new reserve asset 

28. The new facility is to be established within the 
framework of IMF by creating special drawing rights 
operated through a Special Drawing Account. The 
operations of, and resources available under, the Special 
Drawing Account will be kept separate from the 
operations of IMF as at present constituted, which will 
be referred to as the General Account. 

29. A country using its special drawing rights will be 
entitled to acquire an equivalent amount of convertible 
currencies either directly from another participant or 
through thé Special Drawing Account. 

"Resolution 22-8, adopted on 29 September 1967, by the 
Board of Governors of the Fund, in Joint Session with the 
Boards of Governors of the International Bank for Reconstruc
tion and Development, the International Finance Corporation 
and the International Development Association (see IMF, 
Summary Proceedings, Annual Meeting, 1967 (Washington, D.C., 
1967), pp. 271-272. For text of the " Outline," see attachment to 
resolution 22-8 (ibid., pp. 272-279). 

22 Communiqué of the Finance Ministers of the members of 
EEC of 18 April 1967. 
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30. At an earlier stage of negotiations, two alternative 
schemes were under active consideration and the new 
agreed scheme combines some features of both the 
earlier schemes. One of the schemes involved the 
creation of automatic drawing rights of the gold tranche 
type, with additional currencies necessary for the oper
ation of the scheme being made available to IMF 
through lines of credit. The second scheme involved the 
creation of a new reserve unit, the transferability of 
which was ensured by the participants' obligation to 
accept it within certain quantitative limits. 

31. Merits were claimed for both types of scheme. 
Thus, in favour of the automatic drawing rights scheme it 
was argued that it would employ techniques already well 
known in IMF and this aspect commended it to those 
who stressed the desirability of building on familiar 
foundations. On the other hand, the advocates of a 
reserve unit scheme thought that reserve units would 
be "more in line with the reserve assets traditionally 
held by monetary authorities and would be more readily 
seen by them, by the markets and by the public at large 
as a supplement to gold".23 On the latter view, credit 
facilities, even when of an unconditional nature, are not 
a complete substitute for " owned " reserves " for repay
ment terms are usually at the discretion of the lender, 
and this can often cause considerable inconvenience, if 
not hardship, for the borrower".24 While it was 
recognized that the obligation and the necessity to 
replenish after use are not less urgent in the case of 
" owned " reserves than for credit facilities, it was 
pointed out that in the former case replenishment can 
take place at the convenience of the user.26 The system 
of special drawing rights represents a compromise 
solution, attempting to reconcile the two different schools 
of thought referred to above. 

32. To an even greater extent than the existing gold 
tranche facilities in IMF, special drawing rights represent 
unconditional liquidity. A participant will be able to use 
them without its judgement of need being subject to 
prior challenge.26 

33. Similarly, like the existing practice in IMF, a 
member's choice of currencies drawn upon will normally 
be subject to guidance from IMF based on the following 
general principles : 

" (a) Normally, currencies will be acquired from 
participants that have a sufficiently strong balance of 
payments and reserve position, but this will not pre
clude the possibility that currency will be acquired 
from participants with strong reserve positions even 

28 Group of Ten, op. cit., " Report to Ministers and Governors 
by the Group of Deputies," para. 54. 

" See Inter-American Committee on the Alliance for Progress 
(CIAP), International Monetary Reform and Latin America : 
Report to CIAP by the Group of Experts (Washington, D.C., 
Pan-American Union, 1966), p. 20. 

25 Ibid. 
28 However, if in IMF's judgement a member has not used its 

special drawing rights because of balance of payments require
ments or in the light of developments in its total reserves, but 
has used them for the sole purpose of changing the composition 
of its reserves, IMF may make representation to such a member 
and may direct drawings to it. 

though they have moderate balance of payments 
déficits. " 

" (b) The Fund's primary criterion will be to seek 
to approach over time, equality among the participants 
indicated from time to time by the criteria in (a) 
above, in the ratios of their holdings of special drawing 
rights, or such holdings in excess of net cumulative 
allocations thereof, to total reserves. "27 

34. Drawing rights used within the traditional frame
work of IMF have to be reconstituted over a period 
of three to five years. Special drawing rights created 
under the new scheme will also carry reconstitution 
obligations. The reconstitution obligations during the 
first basic period of the scheme's operation are such that 
reconstitution will be necessary only if, and to the extent 
that, the average net use, taking into account both use 
below and holdings above its net cumulative allocation, 
made by a participant of its special drawing rights 
calculated on the basis of the preceding five years, 
exceeds 70 per cent of its average net cumulative alloca
tion during this period.28 Members are also expected to 
pay due regard to the desirability of pursuing over time 
a balanced relationship between their holdings of special 
drawing rights and other reserves. 

35. While the new scheme has many features of the 
existing gold tranche facilities in IMF, automatic draw
ing rights under the present system come into existence 
either as a result of gold subscriptions to IMF or as an 
incidental outcome of drawing in the credit tranches 
made by countries facing payments difficulties. As these 
drawings are repaid, reserve positions in IMF contract 
accordingly. Under the new scheme, instead, special 
drawing rights will be created deliberately in amounts 
considered necessary in the light of reserve requirements, 
and constitute a permanent addition to the total of 
reserves, assuming that the scheme is renewed.29 

Distribution of the new reserve asset 

36. Under the new scheme, participation in the Special 
Drawing Account will be open to all members of IMF 
that accept the obligations of the scheme. The distri
bution of special drawing rights to members will be 
expressed as a percentage of quotas, uniform for all 
members. A member's quota in IMF will be the same 
for the purposes of both the General and the Special 
Drawing Accounts of IMF. 

37. These arrangements represent a considerable ad
vance over the thinking which had prevailed previously 

2? See IMF, Summary Proceedings, Annual Meeting, 1967, 
op. cit., pp. 276-277. In addition, a reserve centre that wishes 
to purchase balances of its currency held by another participant 
is free to direct its drawing specifically to such a participant, 
provided the latter agrees. Moreover, the Fund's rules and 
instructions for guidance will cover use of special drawing 
rights in accordance with reconstitution provisions. 

28 Reconstitution rules are to be reviewed before the end of the 
first and of each subsequent period and new rules will be 
adopted, if necessary. 

29 Special drawing rights created under the scheme can also, 
however, be cancelled. 
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in relation to the criteria for the distribution of new 
reserves. At one stage of the negotiations, for example, 
it had been suggested that the distribution of new reserve 
units should be limited to a small group of industrialized 
countries, while the needs of developing countries could 
best be met through conditional credit facilities. 

38. The report of the UNCTAD Group of Experts on 
International Monetary Issues, deliberations in UNCTAD 
and in the General Assembly of the United Nations, as 
also the firm position on this matter taken by the 
Managing Director of IMF, helped to remove objections 
to the full and equal participation of developing coun
tries. 

39. While the principle of universal participation is 
observed as far as IMF members are concerned, the 
recommendations of the UNCTAD Group of Experts 
for a " truly international " reform had gone somewhat 
beyond this : 

" We are aware that membership of the IMF is not 
universal, but we hope that the reforms being discus
sed may be accomplished with the participation (per
haps in an associate capacity) of countries not now 
members, if they are prepared to take part in both 
the benefits and the obligations of new monetary 
arrangements designed to serve the interests of the 
international community as a whole."30 

No provision has been made for participation in the 
scheme by non-members of IMF. 

Conditions of acceptability 

40. The acceptability of the new asset to any in
dividual participant would be primarily the result of 
acceptance obligations assumed by other participating 
countries. However, in order to enhance the acceptability 
of the new asset and also to induce members to hold it, 
special drawing rights will carry a gold value guarantee 
and also a moderate rate of interest. The cost of this 
interest payment is to be assessed against all participants 
in proportion to net cumulative allocations of special 
drawing rights to them. 

41. However, a participating country's obligation to 
accept special drawing rights is not unlimited. In order 
to make it possible for individual participants to avoid 
acquiring a disproportionate share of these drawing 
rights, a participant's obligation to provide currency is 
not to go beyond the point at which its holdings of 
special drawing rights in excess of the net cumulative 
amount of such rights allocated to it are equal to twice 
that amount. A participant may, however, accept larger 
amounts of special drawing rights. 

The concept of a basic period 

42. The decision to create drawing rights will be 
taken for a basic period, normally of five years' duration. 
The rate or rates at which special drawing rights will 

30 See Group of Experts on International Monetary Issues, 
op. cit., para. 68(d). 

be allocated during the basic period will also be specified 
in that decision. 

The activation of the contingency plan 

43. In discussions leading up to the adoption of the 
agreed outline, it has been customary to draw a distinc
tion between the establishment of a contingency plan to 
deal with a potential shortage of reserves, and the 
activation of that plan. The Communiqué of the Min
isterial Meeting of the Group of Ten of July 1966 
emphasized this distinction and also suggested that pre
requisites of activation " should include the attainment 
of a better balance of payments equilibrium between 
members and the likelihood of a better working of the 
ad justement process in the future".31 The question of 
the conditions for the activation of a contingency plan 
was also discussed at the second joint meeting of 
Executive Directors of IMF and the Deputies of the 
Group of Ten held in London during January 1967. 
There was a general consensus that, although conditions 
such as those listed in the Communiqué had to be kept 
in view in the activation of a contingency plan, there 
could not be a rigid or mechanical link between the 
balance-of-payments situations of particular countries 
and the activation of a contingency plan.82 

44. The " agreed Outline of a Facility based on 
Special Drawing Rights in the Fund " is silent on the 
conditions of activation, for it states only that " special 
considerations applicable to the first decision to allocate 
special drawing rights... will be included in the intro
ductory section of the Amendment and, to the extent 
necessary, in a Report explaining the Amendment ". The 
conditions of activation have therefore still to be deter
mined and a collective judgement will be required as to 
whether sufficient progress has been made towards a 
more satisfactory operation of the existing adjustment 
processes and the attainment of a better balance-of-
payments equilibrium in the key currency countries. 

45. It is also not clear how far countries are agreed 
on the existence of a present need for increasing world 
liquid reserves. It was pointed out in paragraph 22 above 
that the growth of world reserves has slowed down 
markedly since the end of 1964 and that whatever 
growth has actually taken place since then has been 
due largely to ad hoc and often reversible factors. It 
would thus appear that in the absence of a deliberate 
creation of additional reserves, the period ahead may 
be one of competition among countries for a stagnant or 
even dwindling level of reserves, leading to further 
strains in world payments. 

46. Some of the symptoms of inadequacy of reserves 
have been listed in the Report of the Study Group on 
the Creation of Reserve Assets by the Group of Ten 
dated 31 May 1965. In the words of this report : 

81 Op. cit, para. 6A. 
32 Statement to the press by Dr. Otmar Emminger, Chairman 

of the Deputies of the Group of Ten and Co-Chairman of the 
joint meetings of the Executive Directors of IMF and the 
Deputies of the Group of Ten, on 26 January 1967. 
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" . . . An indication that reserves are inadequate might 
be found in a reluctance to extend intergovernmental 
credit, or in an increasing propensity to seek credit, in 
preference to parting with reserve assets. Clearer 
evidence of a general scarcity might be found in a 
marked tendency to make maintenance, increase or 
restoration of reserves an overriding objective of 
economic policy, taking priority over other funda
mental objectives, such as economic growth, a high 
level of employment and freedom of international 
trade. Indeed, a general scarcity might well have been 
permitted to develop too far when such tendencies 
became evident. In that situation, the anxiety to retain 
or increase reserves would probably lead countries to 
adopt excessively restrictive policies to prevent the 
emergence of a payments deficit or to achieve a sur
plus. In such conditions, therefore, the absence of 
large imbalances would not necessarily be evidence 
that reserves were adequate. " 

47. There are indications that many of these symp
toms have been present in the world economy in recent 
years. The fact that aid to the developing countries 
has failed to increase materially during the past few 
years despite rapid economic growth in the industrialized 
countries, that aid is tied not only by deficit but by 
surplus countries as well, and that progress in the 
reduction of tariff and non-tariff barriers to the flow 
of exports of developing countries is very slow, suggest 
that countries' policies are being increasingly influenced 
by their preoccupation with the state of their reserves.88 

Thus developing countries have a strong interest in 
measures to alleviate the world shortage of reserves, 
which has contributed to restrictive trade and aid policies 
in surplus as well as in deficit countries. 

The decision-making process 

48. The agreed Outline lays down that decisions to 
create special drawing rights (including the basic period 
for, timing of, or rate of allocation of these drawing 
rights) would have to be taken by an 85 per cent 
majority of the total voting power of all participants.34 

This is more strict than the existing practice in IMF 
whereby decisions to increase IMF quotas have to be 
taken by an 80 per cent majority of the total voting 
power, while most of the remaining decisions require 
only a simple majority of votes cast. 

49. The outline also envisages a complex process of 
consultations to precede actual voting. These consultations 
are to be organized by the Managing Director of IMF, 
who is charged with the responsibility for making a 
proposal which, after concurrence by the Executive 

33 One of the major findings of the UNCTAD Group of 
Experts on International Monetary Issues was that " there 
appears to be a prima facie case that the general level of 
reserves is inadequate, or in imminent prospect of becoming 
so" (op. cit., para. III). The CIAP Group of Experts which 
reported in 1966 also concluded that developments that would 
indicate an incipient shortage of liquidity exist now and that 
" a shortage of reserves is a very real danger " (op. cit., p. 10). 

34 However, decisions to decrease the rate of allocation of 
special rights for the remainder of a basic period may be taken 
by a simple majority of the total voting power. 

Directors, would be put before the Board of Governors 
for vote. The purpose of consultations to be organized 
by the Managing Director is to ensure that there is 
broad support among the participants for the various 
elements which are to be included in his proposal. 

50. The larger majority required for decisions on the 
new scheme strengthens the bargaining power of any 
group of countries which can muster more than 15 per 
cent of the total vote. It is, of course, unlikely that the 
new arrangements would prove workable if they did not 
command the willing support of major participants, and 
in this sense the higher majority merely recognizes a basic 
feature of the current political landscape. On the other 
hand, small countries would be vitally affected if a 
stalemate between major voting groups developed in a 
situation calling for urgent action. 

The link with development finance 

51. Now that agreement has been reached on a 
scheme for the creation of a new form of international 
monetary reserve, renewed consideration may be given to 
the implications of this decision for the flow of aid to the 
developing countries. Balance-of-payments difficulties 
have been cited by some of the main aid-giving countries 
as a major obstacle to the expansion of aid. Even surplus 
countries have been reluctant to add to their aid commit
ments, some in the belief that their surpluses were a 
temporary phenomenon, some from a desire to add to 
their foreign exchange reserves or to protect the attained 
level of reserves. In so far as the creation of new 
reserves eases the process of international balance-of-
payments adjustment, it creates a presumption that the 
flow of aid could be increased likewise. 

52. Both the UNCTAD and CIAP Groups of Experts 
on international monetary issues came to the conclusion 
that it was feasible and desirable to establish a link 
between the creation of international liquidity and the 
provision of development finance, without detriment to 
either process. They suggested that while monetary 
considerations alone should determine the amount of any 
reserves to be created, such a link would be in harmony 
with the basic objectives of international monetary 
reform—namely, the promotion of expanding levels of 
income, trade and aid. 

53. Opposition to the link has arisen principally from 
the view that reserve creation should not become a 
mechanism for effecting permanent transfers of real 
resources from one set of countries to another and that it 
should therefore be kept materially separate from devel
opment assistance.85 

54. The UNCTAD Group of Experts agreed that a 
link between liquidity creation and development finance 
cannot be established without a transfer of real resources. 
However, they pointed out that there was nothing in the 
least forced or unusual in the linking together of liquidity 
creation and transfer of resources. To quote their report : 

35 " We are agreed that deliberate reserve creation is not 
intended to effect permanent transfers of real resources from 
some countries to others." (Group of Ten, op. cit., " Report to 
Ministers and Governors by the Group of Deputies," para. 40.) 
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" Every domestic banking system, for example, 
creates liquidity for individuals in the form of deposits 
and simultaneously effects a more or less permanent 
transfer of real resources from those who are normally 
creditors of the system to those who are normally 
borrowers. In the international sphere a similar com
bination is found in the present activities of the Inter
national Monetary Fund where real resources are 
transferred from those countries that hold reserve 
positions on the Fund to those that have drawings 
outstanding. The same point would apply even under a 
gold standard system in that the countries whose 
monetary authorities acquire gold for their reserves 
transfer real resources in the form of exports of goods 
and services to countries where the gold is mined. "86 

55. It would appear that most developed countries 
would like, if possible, to maintain a surplus in their 
balance of payments on current accounts. The only way 
in which all developed countries could simultaneously 
succeed in attaining this objective would lie through the 
maintenance of an over-all surplus by the developed 
countries as a group with the developing countries ; 
otherwise the surpluses of some developed countries 
inevitably have their counterpart in the deficits of others. 
As matters now stand, however, the disadvantage of an 
over-all surplus with developing countries is that the 
asset acquired in exchange is only the indebtedness of 
these countries. At a time of universal preoccupation 
with actual and potential reserve positions, developed 
countries might be more willing to maintain an export 
balance with developing countries if that balance could 
be made to yield an asset in the form of internationally 
accepted reserves. 

56. Two main forms of the link could be envisaged. 
On the one hand, it would be possible to provide that the 
process of reserve creation itself should be carried out 
in such a manner as to add to the flow of development 
finance. Alternatively, it would be possible to take 
parallel and simultaneous action in the two fields of 
liquidity creation and provision of aid. 

57. The first of these two approaches could take the 
form of the allotment of a part of any newly created 
special drawing rights to the International Bank for 
Reconstruction and Development (IBRD) or to IDA 
under agreed rules. 

58. While there are important advantages in an 
" organic " link of this type, the requirements of the 
situation could equally well be met if a convention 
were adopted whereby acts of international liquidity 
creation were accompanied by voluntary contributions 
to IDA by all the Part I member countries of IDA 
—the size of the voluntary contribution being a certain 
uniform proportion of the share of each Part I country 
in international liquidity creation. By these means, it 
would be possible to secure generous replenishment for 
IDA from time to time without any fear that some coun
tries might stand to lose reserves as a result of their 

311 Group of Experts on International Monetary Issues, op. cit., 
para. 97. 

contributions to IDA—a fear that has played a major 
part in the current delay in IDA replenishment. 

59. Whatever objections there may be to the link in 
its " organic " form, the same objections do not apply 
to the alternative version of the link outlined above. 
What is involved here is the acceptance of parallel and 
simultaneous commitments to increase aid by developed 
countries benefiting from allocations of special drawing 
rights. Since one of the objectives of the new reserves 
is presumably to encourage more liberal trade and aid 
policies, the assumption of such parallel obligations 
would be in the spirit of the reform, while maintaining 
the separate and independent character of the two pro
cesses—liquidity creation and the provision of devel
opment finance. 

Changes in the existing rules 
and practices oï IMF 

60. As pointed out earlier, the Board of Governors 
of IMF has instructed the Executive Directors to review 
the rules and practices relating to the traditional acti
vities of IMF and to submit by 31 March 1968 a 
report proposing amendments in the Articles of Agree
ment and By-Laws of IMF in order to give effect to 
modifications which they will recommend. The Monetary 
Committee of EEC is understood to have made certain 
proposals in this regard which have not been made 
public so far. However, from certain statements at the 
Rio meeting of the Board of Governors it appears that 
one of these proposals would involve raising to 85 per 
cent the voting majority required for the principal 
decisions in IMF, especially those relating to a general 
change in quotas or regarding the creation of additional 
facilities.37 Concern has been expressed as to whether 
the requirement for a higher majority might render IMF 
policies governing drawings in the credit tranches more 
restrictive than they now are.38 Moreover, there is a 
proposal to revise the existing definition of reserves 
used by IMF,39 the purpose of which may be to lay 
down stricter rules governing repurchases of IMF 
drawings. Another proposal seeks to enhance the status 
of drawings in the gold tranche, and calls for full 
automaticity of such drawings.40 

61. At the Rio meeting of the Board of Governors 
of IMF, Governors representing developing countries 
also put forward suggestions for improvements in the 
existing rules and practices of IMF. Thus, many 
Governors stressed the desirability of greater automa
ticity in the use of IMF resources.41 It was suggested 

37 Statement by Mr. I. Zijlstra, Governor of IMF for the 
Netherlands, on 28 September 1967 (IMF, Summary Proceedings, 
Annual Meeting, 1967, op. cit., p. 145). 

38 Statement by Mr. William McMahon, Governor of IMF 
and IBRD for Australia, on 26 September 1967 (ibid., p. 32). 

39 Statement by Mr. Michel Debré, Governor of IBRD for 
France, on 26 September 1967 {ibid., p. 66). 

40 Statement by Mr. Hubert Ansiaux, Governor of IMF and 
Alternate Governor of IBRD for Belgium, on 28 September 
1967 {ibid., p. 132). 

41 Statements by Mr. Francis C. Prevatt, Governor of IMF 
and IBRD for Trinidad and Tobago, and by Mr. U. B. Wan-
ninayake, Governor of IMF and IBRD for Ceylon, on 26 
September 1967 {ibid., p. 88 and p. 92). 
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that the terms of repurchase applicable to developing 
countries needed to be further liberalized, linking them 
to the recovery of exports.42 It was further argued that 
the limit for repurchase ought to be extended to seven 
years in the case of developing countries.43 IMF was 
requested to provide special facilities for dealing with 
payments problems arising in connexion with regional 
integration.44 It was also proposed that provision should 
be made for selective increases in the present quotas of 
developing countries taking into account the special 
problems facing these countries.45 

62. IMF has been in operation for over two decades. 
It is therefore understandable that some need is felt for 
revision of some of its existing rules and practices in 

42 Statement by Mr. Clovis Desinor, Governor of IBRD for 
Haiti, on 29 September 1967 {ibid., p. 224). 

43 Statement by Mr. U. B. Wanninayake. 
44 Statement by Mr. Antonio Delfim Netto, Governor of IMF 

and IBRD for Brazil, on 28 September 1967 (ibid., p. 164). 
45 Statement by Mr. U. B. Wanninayake. 

the light of past experience and the present structure of 
international economic relationships. However, the 
objectives of any revision of these rules and practices 
should be to strengthen the character of IMF as a 
multilateral agency responsible for promoting world
wide monetary co-operation. Any effort to counter
balance the creation of special drawing rights by the 
application of more restrictive conditions on the existing 
operations of IMF might have serious effects on devel
oping countries and would run counter to the widespread 
desire of these countries for greater automaticity in 
ordinary drawings. The benefits to be derived by the 
developing countries from special drawing rights would, 
in the absence of the link, be limited by the size of 
their IMF quotas. If, therefore, agreement on new 
reserve creation were accompanied by the introduction 
of more restrictive provisions with respect to the 
ordinary operations of IMF, including the process of in
creasing quotas, the developing countries might on 
balance find themselves no better off than before. Any 
revision of the present rales and practices of IMF should 
therefore take the wider interests of the entire world 
community into account. 
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Progress report on compensatory financing of export fluctuations 
Note by the UNCTAD secretariat 

[Original text : English] 
[1 November 1967] 

Introduction 

1. The United Nations Commission on International 
Commodity Trade, at its tenth session held in Rome 
in May 1962 invited the International Monetary Fund 
(IMF) to present " as soon as possible, a report as to 
whether and in what way the IMF might play an 
increased part in the compensatory financing of export 
fluctuations of primary exporting countries...".1 In 
response to the invitation extended by the Commission, 
the Fund published in February 1963 a report containing 
a decision by the Executive Directors to establish, within 
the Fund, a new facility for compensatory financing of 
export fluctuations, designed particularly to benefit coun
tries exporting primary products.2 The United Nations 
Conference on Trade and Development at its first 
session, while welcoming the Fund decision of February 
1963 as " a definite step towards the solution of short-
term financing problems " adopted recommendation 
A.IV.17 for study by Governments members of IMF 
with a view to a further extension and liberalization of 
the Fund facility.8 Similar recommendations were also 
made by an UNCTAD Group of Experts convened in 
October 1965.4 In the light of these recommendations 
and other relevant considerations, the Fund reviewed its 
compensatory financing facility in September 1966 and 
announced its decision5 to modify certain features of 
the 1963 decision on compensatory financing.6 This note 
outlines the major features of the 1963 Fund decision 
as also of the amended Fund facility and also indicates 
the extent to which the amended facility has incorporated 
the relevant recommendations of the Conference at its 
first session and of the UNCTAD Group of Experts. 

1 See United Nations Commission on International Commodity 
Trade, report on the tenth session (Official Records of the 
Economic and Social Council, Thirty-fourth Session, Supple
ment No. 6), para. 55. 

2 IMF, Compensatory Financing of Export Fluctuations : A 
Report by the International Monetary Fund (Washington, D.C., 
1963). 

s See Proceedings of the United Nations Conference on Trade 
and Development, vol. I, Final Act and Report, p. 52. 

4 United Nations, International Monetary Issues and the 
Developing Countries—report of the Group of Experts (United 
Nations publication, Sales No. 66.II.D.2). 

5 See IMF, Compensatory Financing of Export Fluctuations : 
A Second Report by the International Monetary Fund 
(Washington, D.C., 1966), chap. V. 

e Ibid., appendix III. 

The 1963 Fund decision on compensatory financing 

2. The major features of the Fund facility for com
pensatory financing of export fluctuations as it operated 
since its inception on 27 February 1963 until 20 Septem
ber 1966 are set out below. 

3. The facility was designed to compensate for short
falls in export receipts identified to be of a short-term 
character and attributable to circumstances beyond the 
control of the member concerned. 

4. Temporary export shortfalls were defined as short
falls of actual exports from a medium-term trend in 
export earnings. The trend value or the norm was to be 
established by the Fund, in conjunction with the mem
ber concerned, " on the basis of appropriate statistical 
data in conjunction with qualitative information about 
its export prospects ".7 

5. The 1963 decision of the Executive Directors did 
not contain a definition of the medium-term trend. 
However, in all applications of the scheme to particular 
countries the trend of the norm was defined " as the 
average of actual exports for the five years beginning two 
years before and ending two years after the year for 
which the trend value was calculated ".8 The actual 
estimate of the trend value was derived by using two 
separate techniques : one involving the application of 
a statistical formula to exports of the year of the short
fall and the two preceding years, and the second 
requiring judgement as to the export prospects for the 
two years following the year of the shortfall.9 

6. Under the first approach, the norm for any year 
was estimated as the weighted average of actual exports 
for the year in question and those of the two preceding 
years. This approach avoided the necessity of forecasting 
the value of exports during the two years following the 
year of the shortfall. In this connexion, the Fund used 
two types of statistical fomulae, a " general " formula 
and a " national " formula. The " general " formula 
attached uniformly a weight of 0.50 to the exports of 
the year for with the shortfall was to be calculated, 
0.25 to the preceding year and 0.25 to the second 
preceding year. " National " formulae varied from 

1 Ibid., II, B. (7). 
8 See Compensatory Financing of Export Fluctuations : A 

Second Report by the International Monetary Fund, p. 5. 
9 Ibid., p, 6. 
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country to country, the formula for each country being 
arrived at on the basis of the export experience of that 
country alone. 

7. The second approach varied from country to coun
try, but the procedure involved estimating, by market 
analysis, the average exports anticipated for the two 
years following the year for which the shortfall was 
being calculated, and then taking an average of the 
five years centred on the shortfall year. 

8. The results obtained by the two approaches des
cribed above were given approximately equal weight in 
determining the final estimate of the trend value of 
exports.10 

9. Compensation was given in the form of a drawing 
which was subject to the Fund's established policies and 
practices on repurchase, including an outside limit of 
three to five years. 

10. Compensatory drawings were subject to the 
proviso that the total of such drawings outstanding 
would not normally exceed 25 per cent of the member's 
quota. 

11. In order to implement its decision on com
pensatory financing, the Fund expressed its readiness to 
raise the ceiling on its holdings of a member's currency 
from 200 per cent to 225 per cent of a member's quota, 
wherever appropriate. 

12. Drawings under the compensatory financing facil
ity were conditional in the sense that a member had to 
satisfy the Fund that it was facing payments difficulties, 
that the shortfall was of a short-term character and was 
largely attributable to circumstances beyond its control, 
and that the member would co-operate with IMF in 
an effort to find, where required, appropriate solutions 
for its payments difficulties.11 The intention was that 
policies of members drawing under the facility would 
be subject to less rigorous tests than those applicable 
in the case of a non-compensatory drawing in the same 
tranche. On the other hand, compensatory drawings 
were regarded as equivalent to ordinary drawings from 
the standpoint of their effect on the conditions to be 
applied to subsequent ordinary drawings. In other 
words, a compensatory drawing could have the effect of 
shifting a country's position from the first to the second 
credit tranche, or from the second to the third, thereby 
affecting the rigour of the conditions requiring to be 
satisfied in the event that a further ordinary drawing 
was needed. 

10 Ibid., p. 8. 
11 " In the application of the Decision to individual cases, the 

Fund, in accordance with the intention of the Decision, has not 
attempted to reach agreement with the member on what the 
nature of these solutions would have to be. This has been left 
to subsequent discussions, and has not stood in the way of 
prompt action on requests for compensatory drawings. Never
theless, in one instance in which a compensatory drawing was 
requested, the country concerned made, at the time of the 
request, a statement of the policies it intended to follow. In the 
two other compensatory drawings, the Fund subsequently 
reached agreements on appropriate policies with the countries 
in question " (Ibid., p. 16). 

Recommendation A.IV.17 of the 
United Nations Conference on Trade and Development 

13. In recommendation A.IV.17 the United Nations 
Conference on Trade and Development recommended 
the following measures for study by Governments mem
bers of IMF : 

" (1) To increase, as soon as possible, the amount 
allocated by the Fund to compensatory financing, over 
and above its current transactions, from 25 per cent to 
50 per cent of a member country's quota. 

" (2) To place compensatory credits entirely outside 
the structure of the gold and successive credit tran
ches, so that the drawing of compensatory credits 
would not directly or indirectly prejudice a member's 
ability to make an ordinary drawing. 

" (3) To explore ways to secure possible refinancing 
of compensatory financing obligations of the devel
oping countries in the event of a persistent shortfall 
in export receipts beyond the control of the country 
affected ". 

The Conference also requested that " the International 
Monetary Fund, in its determination of the shortfall in 
export receipts, consider giving greater weight to the 
actual experience of the three preceding years ". 

Recommendations of the UNCTAD Group 
of Experts 

14. The UNCTAD Group of Experts on Inter
national Monetary Issues reporting in October 1965 
found that the Fund facility had " several shortcomings 
which could be remedied".12 The group favoured the 
enlargement of the scope of the facility along the lines 
of recommendation A.IV.17 of the Conference. To that 
end, it made the following recommendations : 

(a) The amount allocated by the Fund to com
pensatory financing, over and above its current trans
actions, should be increased from 25 per cent to 50 per 
cent of a member country's quotas and that " in the 
course of time this revised limit could with advantage 
be extended ". 

(b) Compensatory credits should be entirely outside 
the structure of gold and credit tranches so that drawings 
on such credits would not directly or indirectly prejudice 
a member's ability to make an ordinary drawing. 

(c) The criteria for determining shortfalls should be 
given further study taking into account the effects of 
changes in the terms of trade and the proposal that 
greater weight be given to the experience of the three 
preceding years might also be considered. 

(d) Repayment obligations in respect of compensatory 
drawings might be linked more directly to the recovery 
of exports and there was a " need for refinancing the 
facility in case exports do not recover ".13 

12 United Nations, International Monetary Issues and the 
Developing Countries, Report of the Group of Experts, 1965, 
op. cit., para. 56. 

13 Ibid., paras. 56-58. 
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The revised Fund facility 

15. On 20 September 1966, the Executive Directors 
of the Fund amended their 1963 decision on compen
satory financing of export fluctuations along the following 
lines (see para. 1 above). 

16. The facility was extended to permit outstanding 
compensatory drawings up to an amount equivalent to 
50 per cent of a member's quota, but with the qualifi
cation that " except in the case of shortfalls resulting from 
disasters or major emergencies, such drawings will not 
be increased by a net amount of more than 25 per cent 
of the member's quota in any 12-month period ". More
over, whereas in the case of compensatory drawings 
within the first 25 per cent of the quota, the Fund has 
to be satisfied that " the member will co-operate with the 
Fund in an effort to find, where required, appropriate 
solutions for its balance-of-payments difficulties ", com
pensatory drawings in excess of 25 per cent of quota 
are to be granted only if the Fund is also satisfied " that 
the member has been co-operating with the Fund in an 
effort to find, where required, appropriate solutions for 
its balance-of-payments difficulties ". 

17. Short-term export shortfalls will continue to be 
identified as deviation from the medium-term trend value 
of exports based as before " partly on statistical calcu
lation and partly on appraisal of export prospects". 
Previously, the Fund used both a " general " as well as 
" national " statistical formula. However, the use of 
" national " formulae is to be discontinued on the 
ground that they are based on too small a number of 
observations, and complicate the statistical side of the 
shortfall determination. It was considered that a some
what greater weight than in the past should be assigned 
to calculations of the five-year average, centred on the 
shortfall year, and based in part on an appraisal of 
export prospects during the two succeeding years, as 
against calculations involving the application of statistical 
formulae to the exports of the shortfall year and of 
the two preceding years. In order to give members some 
assurance that estimates of the trend value of exports 
remain within a certain predictable range the average 
level of exports for the two years following the short
fall year will not be assumed to exceed by more than ten 
per cent the average level experienced in the two years 
preceding the shortfall year and will not be assumed to 
be less than the level of exports experienced in the 
shortfall year itself. 

18. The compensatory financing facility has been 
placed outside the structure of the ordinary facilities of 
the Fund, in the sense that the amount of outstanding 
drawings under the compensatory facility will not affect 
members' ability to draw from the Fund under its 
policies regarding ordinary drawings in the various credit 
tranches. Thus the Fund will apply its tranche policies 
to ordinary drawings by a member as if its holdings of 
the member's currency were less than its actual holdings 
of that currency by the amount of any drawings out
standing under the compensatory facility. In order to 
implement its revised decision, the Fund has expressed 
its readiness to raise the limit on Fund holdings of a 

member's currency to 250 per cent of a member's quota, 
wherever appropriate. 

19. A member may, within six months of an ordinary 
drawing, request the reclassification of all or part of it as 
a compensatory drawing, and thus restore to that extent 
its normal drawing rights for future contingencies, 
provided that, in the circumstances existing at the time 
of the request for reclassification, the member could 
make a compensatory drawing for that amount. 

20. As regards the repayment system appropriate to 
compensatory drawings, the existing practice, whereby 
members repay the Fund within the limit of three to 
five years, has been retained. At the same time, in order 
to encourage members to reduce fluctuations in their 
export receipts, net of the amounts of transactions under 
the facility, the Fund now recommends that members 
repay after the end of each of the four years following 
a drawing under the facility an amount approximately 
equal to one-half of any excess of exports over the 
medium-term trend value of their exports. 

The extent of compliance with recommendations 
of the Conference 

21. In accordance with recommendation A.IV.17 of 
the Conference, the limit for outstanding compensatory 
drawings under the amended facility has been raised 
from 25 per cent to 50 per cent of a member's quota. 
However, the acceptance of that recommendation is not 
unqualified since it has also been laid down that : 

(a) Except in the case of shortfalls resulting from 
disasters or major emergencies, outstanding drawings 
may not increase by more than 25 per cent of the 
quota in any twelve-month period. 

(b) Compensatory drawings in excess of 25 per cent 
of quota will be granted on stricter terms than those 
applicable to compensatory drawings below 25 per cent 
of a member's quota in that they will be granted only 
when the Fund is satisfied that the member has been 
co-operating with the Fund in an effort to find, where 
required, appropriate solutions for its balance-of-pay-
ments difficulties. 

Thus, the extent to which the revised facility represents 
in this particular aspect an improvement over the Fund's 
past practice depends on the manner in which condition 
(b) referred to above is interpreted. 

22. The Fund agrees that there is much to be said for 
extending the limit of the facility from 25 to 50 per cent 
of quota. However, it was not prepared for an outright 
extension of the compensatory tranche to 50 per cent 
of a member's quota, as recommended by the United 
Nations Conference on Trade and Development, partly 
because it feared that since the adoption of this practice 
would involve an addition to the amount of liquidity 
which the Fund provides on relatively liberal terms, this 
might tend to reduce the willingness of countries to have 
recourse to facilities of a more strictly conditional 
character. Moreover, the Fund also took into account 
the effect that an outright extension of the compensatory 
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tranche to 50 per cent of a member's quota might have 
on the Fund's own liquidity.14 

23. The Conference's recommendation that compen
satory drawings be placed entirely outside the structure 
of the gold and successive credit tranches, has been 
accepted by the Fund in full. 

24. As regards the refinancing of compensatory finan
cing obligations recommended by the Conference, the 
Fund points out that : 

" While there is no specific provision in the Com
pensatory Financing Decision of 1963 for refinancing 
of compensatory drawings, refinancing on a short-term 
to medium-term basis would, in effect, be possible in 
the circumstances that appear to be envisaged in the 
UNCTAD recommendation, viz., in the case where at 
the time when a repurchase falls due in the fourth or 
fifth year following a compensatory drawing there is 
a shortfall in export receipts beyond the control of 
the affected country. The repurchase would restore the 
compensatory financing facility pro tanto, and if at 
that time an export shortfall of the type described 
persisted, the member would be in a position to apply 
for a new drawing under this facility ".15 

Moreover, it is considered that the recommendation on 
repurchases out of export excesses, to the extent it is 
implemented, should reduce the likelihood of a repur
chase obligation arising at a time of an export shortfall. 
However, this would not hold if export shortfalls persist 
for at least four years in a row or where a shortfall is 
followed by three years without export excesses and then 
by other shortfalls. The Fund considers that "where 
such circumstances occur there may be need for basic 
and long-run measures to restore the exporting power of 
the country or to ensure satisfactory growth of the 
market value of its exports ".16 

25. The Conference had also requested that IMF, in 
its determination of the shortfall in export receipts, con
sider giving greater weight to the actual experience of 
the three preceding years. The Fund agrees that a 
formula giving equal weight to each of the three years 
preceding the shortfall would have led, over the period 
1951 to 1964, to somewhat larger drawing entitlements 
than the present formula.17 However, the Fund considers 
that " the ' performance ' of the scheme (as measured by 
the degree to which compensatory drawings and repur
chases bring export availabilities closer to the true trend 
value, and the degree to which they tend to smooth out 
export availabilities) would not have improved, but if 
anything, worsened by such a change in the formula ".18 

In any case, in the operation of the revised facility, less 
weight is to be placed on the statistical formula and 

14 IMF, Compensatory Financing of Export Fluctuations : A 
Second Report by the International Monetary Fund, op. cit., 
pp. 18-19. 

15 Ibid., p. 27. 
16 Ibid. 
17 Ibid., p. 9. 
18 Ibid. 

more on export forecasts in the calculation of export 
shortfalls. This makes it possible to take some account 
of the rising trend of exports in calculating shortfalls. 

26. The UNCTAD Expert Group on International 
Monetary Issues had recommended that the criteria for 
determining shortfalls be given further study, taking into 
account the effects of changes in the terms of trade. The 
Fund facility is not presently designed to take into 
account the effects of changes in terms of trade. The 
Fund concedes that " there are undoubtedly good 
economic reasons for compensating not the money value 
but the real value, or importing power, of exports ".19 

However, the Fund felt that difficulties would frequently 
be encountered where the import price indices of devel
oping countries were unavailable, unreliable or late in 
appearing. Estimates on the basis of export or import 
price indices of industrial countries would not be a 
satisfactory alternative because developing countries 
experiencing the largest fluctuations in import prices are 
substantial importers of primary products, often from 
developing countries. Apart from such cases the import 
price indices of primary producing countries do not, as 
a rule, show very large movements within a short period 
of years. For all these reasons, it was considered better 
to adhere to the principle of compensating for shortfalls 
in export proceeds. 

The actual use of the Fund facility 

27. Between its introduction in February 1963 and the 
revision in September 1966, only the following three 
countries made use of the Fund facility for compensatory 
financing of export fluctuations : (a) Brazil in June 1963, 
to the equivalent of $60 million ; (b) the United Arab 
Republic in October 1963, to the equivalent of $16 mil
lion ; and (c) Sudan in June 1965, to the equivalent of 
$11.25 million. Thus the total compensatory drawings 
amounted to only $87.25 million. The infrequency of use 
was at least partly due to the fact that export earnings 
of developing countries showed a generally upward 
trend during this period. 

28. Since the amendment of the compensatory facility 
in September 1966, compensatory drawings have tended 
to increase. Thus up to mid-September 1967 the follow
ing seven countries had made use of this facility to 
offset temporary export shortfalls, the total drawings 
amounting to about $102million; Ceylon in March 
1967, equivalent of $ 19.50 million ; Colombia in March 
1967, equivalent of $18.90 million ; Dominican Republic 
in December 1966, equivalent of $6.60 million ; Haiti in 
August 1967, equivalent of $1.3million; Ghana in 
December 1966, equivalent of $17.25 million ; New Zea
land in May 1967, equivalent of $29.90 million ; and 
Syria in September 1967, equivalent of $9.50 million. 
Less favourable tendencies in the export earnings of 
primary producing countries over the past year of so 
have probably contributed to the greater utilization of 
the facility. 

19 Ibid., p. 12. 



PROCEEDINGS OF THE SECOND SESSION OF THE UNITED NATIONS 
CONFERENCE ON TRADE AND DEVELOPMENT 

Contents of the series 
(5 volumes) 

Volume I. Report and Annexes 

This volume contains the report of the United Nations 
Conference on Trade and Development on its second 
session. 

The report provides an account of the background, 
objectives and organization of the second session of the 
Conference. It includes also a summary of the general 
debate and the conclusions reached at the end of the 
session. The full text of resolutions, declarations and 
other decisions adopted by the Conference, and of 
observations by Governments on these decisions, are 
contained in Annex I. The texts of proposals referred by 
the Conference to the Trade an Development Board are 
reproduced in Annex VIII. 

Annex V contains the summaries of statements made 
by Heads of delegations and representatives of inter
governmental bodies during the opening and closing 
stages of the second session. The texts of reports sub
mitted by Committees and other sessional bodies of the 
Conference are reproduced in Annex VII. 

Other basic documents reproduced under Annex IX 
include addresses made by distinguished personalities 
and messages received from Heads of State and Govern
ment. The Charter of Algiers is also included in 
Annex IX. 

United Nations publication, Sales No. : E.68.H.D.14. 

Volume П. Commodity problems and policies 

This volume contains selected studies submitted to 
the Conference dealing with commodity problems and 
policies. 

These studies provide an analysis of the recent devel
opments and long-term trends in commodity trade ; the 
main elements of a commodity policy ; and a programme 
for the liberalization and expansion of trade in 
commodities of interest to developing countries. 

United Nations publication, Sales No. : E.68.11.D.15. 

Volume III. Problems and policies of trade 
in manufactures and semi-manufactures 

This volume contains selected studies submitted to the 
Conference dealing with trade in manufactures and semi
manufactures ; these have been classified under three 
main headings : 

(a) Preferential or free entry of exports of manufactures 
and semi-manufactures of developing countries to 
the developed countries 

The studies in this section discuss the principal ele
ments of a general non-discriminatory and non-reci
procal scheme of preferences for the exports of 
manufactures and semi-manufactures from developing 
countries ; one of them deals specifically with the ques
tion of objective criteria for invoking an escape clause in 
a general scheme of preferences. 

(b) Programme for the liberalization and expansion of 
trade in manufactures and semi-manufactures of 
interest to developing countries 

These studies contain a survey of existing quantitative 
restrictions applied in selected developed market eco
nomy countries to the trade in manufactures and semi
manufactures (including processed agricultural products) 
and make suggestions concerning a programme for trade 
liberalization. 

(c) Measures for the promotion, expansion and diversifi
cation of exports of manufactures and semi-manu
factures from developing countries 

The papers in this section outline suggestions for a 
possible export promotion programme, and include a 
brief summary of United Nations technical assistance in 
trade and related fields. 

United Nations publication, Sales No. : E.68.U.D.16. 

Volume IV. Problems and policies of financing 

This volume contains studies submitted to the Confer
ence dealing with various aspects of development finance. 

The studies selected for this volume cover a wide 
range of problems related to economic growth and aid, 
conditions for external development financing, including 
questions of external debt and tying of economic aid. 
Problems of mobilization of internal resources in devel
oping countries, supplementary financial measures to 
offset export shortfalls, and international monetary issues 
are also dearth with. 

United Nations publication, Sales No. : E.68.II.D.17. 

Volume V. Special problems in world 
trade and development 

This volume contains studies dealing with particular 
problems of trade and development, such as the 
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international division of labour and trade relations among be taken in favour of the least developed among the 
countries having different economic and social systems, developing countries. 
It also includes a report on methods suitable for The latter part of this volume includes two reports on 
achieving trade expansion and integration among devel- the world food problem and the measures necessary to 
oping countries and on the role of international assist- assist developing countries to increase their food pro-
ance in this connexion ; and studies on special prefer- duction and to improve the conditions for its distribution 
ential trading arrangements between certain developing and marketing. 
and certain developed countries and special measures to United Nations publication, Sales No. : E.68.II.D.18. 
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