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Chapter I
Mobilization of domestic resources

1. A study prepared by the secretariat ! indicates that,
on the whole, developing countries succeeded in improving
their over-all growth record and their efficiency in the use
of developiment resources in the second half of the 1960s.

2. Available estimates for 51 developing countries
indicate that the average annual rate of growth of gross
domestic product (GDP) increased from 4.9 per ceat dur-
ing the period 1960-1965 to 5.2 per cent during the period
1965-1970.2 This acceleration in the rate of growth of
GDP was associated with improvements in export per-
formance. Thus the average annual rate of growth of
exports in constant prices was 6.0 per cent during the
second half of the 1960s, as compared with 5.6 per cent
during the first half of the 1960s,

3, For the countries examined, the ratio of investment
to GDP also improved significantly from about 16.0 per
cent during 1960-1965 to 17.6 per cent during 1965-1970.

1 See the report by the UNCTAD secretariat entitled “Mobiliza-
1ion of resources for development™ {TD{118/Supp.1) (see p. 13 below).

2 Ibid., table 2. In part one, chapter 1, averages are unweighted.

Similarly, the ratio of gross domestic savings to GDP
registered a substantial increase between these periods,
namely from 16.9 per cent to 18.2 per cent.

4. Indications are that part of the acceleration in the
rate of growth of output may be attributable to more inten-
sive and efficient utilization of the capital stock.

5. Thestudy also indicates that, on the whole, develop-
ing countries succeeded in raising the ratio of tax revenue
to GDP. For 37 developing countries for which data are
available, the ratio of tax revenue to GDP during the
period 1960-1969 was 14.7 per cent. This ratio registered
an increase of 1.6 percentage points during the 1965-1969
period relative to the first half of the 1960s.® Part of the
increase was no doubt the result of better export perfor-
mance, The Governments of most developing countries
still depend heavily upon indirect taxation for raising
additional resources for development. Income and prop-
erty taxes represent, on the average, only a small propor-
tion of total government revenues. Further improvement
in the tax collection system and relatively greater emphasis
on taxing property and personal and corporate incomes
would be needed to generate a major increase in govern-

* Ibid., paras. 30-31 and table 7.
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ment resources for development and would contribute
significantly to a more equitable distribution of income,

6. In a number of developing countries impressive
advances in irrigation, the use of commercial fertilizers
and the introduction of new high-yielding varieties led to
significant increases in agricultural produnction. Neverthe-
less, the expansion of food production failed to keep pace
with the increase in population in about one-third of the
countries examined.

7. During the period 1960-1969, manufacturing out-
put increased, on the average, at a rate of 7.7 per cent per
anoum. On the other hand, industrial employment in-
creased during the same period at a rate of 3.8 per cent per
annum, a rate that was probably no higher than that of the
increase of the labour force. It would appear, therefore,
that a significant reduction in nnemployment would re-
quire a rate of expansion of industrial output considerably
higher than that observed in the past, as well as measures
to absorb more manpower in other sectors, notably agri-
culture, construction and services.

8. It should be noted that only about half of the 51
developing countries studied recorded gains in the growth
rates of output and exports in the second half of the 1960s.
On the other hand, certain indicators that may be con-
sidered as reflecting the efforts of developing countries
somewhat more closely suggest that a stepping-up of such
efforts in the latter part of the 1960s may have been more
widespread. Thus the savings-GDP ratio registered an
increase in about two-thirds of the 51 countries examined.
Similarty, 33 out of the 37 countries examined recorded an
increase in the ratio of fax receipts to GDP between the
first and second halves of the decade of the 1960s.4

Chapter I1
The flow of fmancial resources

9, Total net flows of financial resources to developing
countries from developed countries and multtateral insti-
tutions rose from $7.0 billion in 1960 to $14.0 billion in
1970, reflecting an annual average rate of growth of
7.2 per cent.® It should be noted that these flows are cal-
culated net of amortization and capital repatriation but
not of interest, dividends and profits.

10. The prices of goods and services financed by these
flows, however, also increased significantly during the
decade. If account is taken of price increases, net flows in
1970, measured at 1960 prices, were of the order of
$11.8 billion. Thus total net flows of financial resources to
developing countries, in constant prices, increased at an
average annual rate of 5.4 per cent over the decade.

11. The composition of net flows underwent note-
worthy changes during the 1960s, with private flows and
flows from the multilateral institutions substantially in-
creasing their share in the total flows to developing coun-
tries. Net private flows increased at an average annual rate

4 Ibid., tables 4, 5, 6 and 7.

* For a more detailed discussion of the fiow of financial resources
to developing countries, see the report by the UNCTAD secretariat
entitled *“External development finance” (TD/118/Supp.2) (see
p. 47 below).

of 8.4 per cent, resulting in an increase in their share in
total flows from 38.4 per cent in 1960 to 43.3 per cent in
1970. Private export credits, which accounted for one-
third of total net private flows in 1970, increased rapidly
at an average annual rate of 13.1 per cent.

12. Net flows from multilateral institutions also in-
creased rapidly at an average annual rate of 17.1 per cent
during the decade of the 1960s and in 1970 accounted for
10 per cent of total net flows to developing countries.

13, Netdisbursements of official assistance from devel-
oped market-economy countries to developing countries
increased moderately——atarate of 4.8 percent perannum—
during the decade of the 1960s; in constant prices the in-
crease was even less, namely 2.5 per cent per annum. The
share of these flows in total flows—in current prices—
declined from 55.6 per cent in 1960 to 44.8 per cent in 1970.

14, Viewed againstthe background of the capital needs
of developing countries, the rates of growth of net flows
recorded in the 1960s were inadequate. A study prepared
by the secretariat ® indicates that, if the developing coun-
tries are to achieve acceleration in their rates of growth of
GDP in line with the objectives of the International Devel-
opment Strategy for the Second United Nations Develop-
ment Decade, net resource transfers to developing coun-
tries should increase in the 1970s at a substantially higher
rate than in the past. The study estimates that the external
resource requirements of the developing countries would
be broadly met if the 1 per cent and official development
assistance targets provided for in the Strategy were
achieved in accordance with the time schedule indicated.

A. THE | PER CENT TARGET

15, While all the countries that are members of the
Development Assistance Committee {DAC) of the Organ-
isation for Economic Co-operation and Development
(OECD) have accepted the 1 per cent target set in the
International Development Strategy,” several countries
have entered reservations with respect to the specified
dates.

16, Australia, Belgivm, France, the Netherlands and
Portugal attained the volume target in 1970, Sweden has
expressed its intention of achieving the target by the year
1972, and Norway by the year 1974, Japan and the United
Kingdom have accepted the year 1975 as the target year,

17. Theearly attainment of the 1 per cent target would
require a sharp reversal of the historical trend. The ratio
of the total net flows from DAC member countries to their
combined gross national product declined from 0.75 per
cent during the early part of the 1960s to 0.70 per cent in
1969 and 0.71 per cent in 1970. If the 1 per cent target is to
be achieved by all DAC member countries in 1975, the
total net flow of resources from DAC member countries
at 1970 prices would have to rise from $14.1 billion to

& Trade prospects and capital needs of developing countries during
the Second United Nations Development Decade (United Nations
publication, Sales No. E.72.IL.D.11).

"The International Development Strategy provides in para-
graph 42:

“Each economically advanced ccuntry should endeavour to provide by 1972
annually to developing countries financial resource transfers of a minimum net
amount of 1 pey cent of its gross nationa!l produci at market prices in terms of
aciual disbursements ... Those developed ¢ountries which are unable to achitve
thiz target by 1972 will endeavour 1o attain it not later than i975%,
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about $26.0 billion between 1970 and 1975. It shouid be
borne in mind that these flows include private investment
and export credits.

18. While the socialist countries of Eastern Europe
have declared their readiness to assist developing countries
in their development efforts, they consider that the 1 per
cent target does not apply to them.

19. Official statistics covering financtal disbursements
by the socialist countries of Eastern Europe and Asia to
developing countries are not available. Commitments in
1970 are estimated at §1.7 billion,

B. OFFICIAL DEVELOPMENT ASSISTANCE

20. From the standpoint of government commitments,
particular importance attaches to the official development
assistance target. Official flows are not only under the
direct control of the Governments but are virtually the
only resources ® supplied primarily for purposes of devel-
opment and on concessional terms. In 1970, net disburse-
ments of official development assistance from developed
market-economy countries to developing countries and
multilateral institutions amounted to $6.7 billion, or to
0.34 per cent of the combined gross national product
(GNP) of the former countries.

21, 'The International Development Strategy states in
paragraph 43 that:

Each economically advanced country will progressively increase
its official development assistance to the developing countries and
will exert its best efforts to reach a minimum net amount of
0.7 per cent of its gross national product at market prices by the
middle of the Decade,

Only Belgium, the Netherlands, Norway, Porlugal and
Sweden have accepted the target, while all other countries
have entered reservations either with respect to the target
itself or with respect to the date of its achievement.

22, France, while accepting the target in principie, has
declared its intention to maintain the ratio at a level
between 0.6 and 0.7 per cent, while Canada and the Federal
Republic of Germany have accepted the 0.7 per cent target
in principle but have not specified a date for achigvement.
In Denmark, substantial increases in disbursements of
official assistance are envisaged under the medium-term
assistance programme. Recent development programmes
in Switzerland and the United Kingdom indicate an inten-
tion to raise the ratio of official development assistance to
GNP, possibly to 0.4 per cent by 1975. While Australia has
not accepted the target in principle, its official development
assistance programme has been increasing rapidly and in
1970 amounted to 0.59 per cent of GNP, placing Australia
in the third rank among the DAC member countries in
this respect. In Austria and Italy, reviews of development
assistance policies are under way. In spite of the rapid
increase in the official development assistance of Japan,
the ratio was maintained at a relatively fow level during the
past decade and in 1970 it amounted to 0.23 per cent,
Recently, the Government of Japan expressed the inten-

® Other than a refatively small amount of grants from private
voluntary agencies.

tion of raising the ratio to at least the average level of
DAC member countries as speedily as possible.?

23. Even if the above-mentioned countries were to
step up their official development assistance substantially,
the prospects for total flows to developing countries
would remain in doubt in view of uncertainties regarding
assistance from the United States, which accounted for
45 per cent of official development assistance flows from
DAC member countries in 1970. The ratio of United
States official development assistance to its GNP declined
steadily over the decade of the 1960s and amounted to
0.31 per centin 1970. On 15 August 1971, in the context of
a series of measures to deal with both domestic and exter-
nal economic problems, the President of the United States
announced a 10 per cent cut in the appropriations envis-
aged in the aid bill submitted to the current session of the
United States Congress.

24. On the basis of the above indications, the Chair-
man of DAC has drawn the following conclusions regard-
ing the prospects for official development assistance
(ODA):

There is no evidence just at present of the reversal of priorities
required in several major countries to bring about the increases in
disbursements that would be needed to meet the target by 1975,
Thus, taken as a whole, the probability is that the percentage of
GNP devoted to ODA will not change much in the next few years,
though a slow upward movement is possible,®

25. Apartfrom the problem of achieving general agree-
ment on a timely attainment of the target for official
development assistance, certain other questions arise with
respect to the expansion of bilateral aid programmes. As
pointed out in the DAC Chairman’s report,* even at
present levels of aid commitments there are considerable
difficulties in generating an adequate number of projects
that meet present donor criteria for financing, Moreover,
even if the required volume of projects were forthcoming,
there is some question as to whether the present admin-
istrative capacities of both donors and recipients are such
as to ensure that they could be implemented without
lengthy delays. In view of this, some modification of cur-
rent policies and practices should be given careful con-
sideration. These include:

(@) the review by both donor and recipient countries
of current project evaluation and negotiation procedures,
with the object of standardizing and simplifying the latter;

(&) the allocation of additional aid resources to pro-
ject preparation, and the reduction, whenever possible, of
the present requirements for local participation;

(c) greater assistance to aid recipients in developing
their administrative capacity to formulate and execute
projects;

(d) in the context of the broader set of considerations
that these issues raise, recognition of the fact that policies
governing local-cost financing and the mixing of project
and non-project assistance will have a bearing on donors’
ability to translate rising levels of commitments into
increased disbursements with a minimum of delay.

® See summary records of the fifth session of the Commitiee on
Invisibles and Financing rvelated to Trade (TD/BfC.3/SR.92-110),
. 59.

10 See OECD, Development Assistance, 1971 Review, p. 50,

n 1bid., pp. 56-58,
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C. MULTILATERAL INSTITUTIONS

26. As was noted in paragraph 12 above, net flows
from multilateral institutions increased rapidly and in 1970
amounted to §1.4 billion. In part, this increase was made
possible by substantial contributions of developed market-
economy countries to multilateral agencies. Thus the share
of contributions to multilateral institutions in total official
development assistance rose from 11 per cent in 19611962
to 17 per cent in 1969-1970. This trend is in keeping with
the recommendation of the Pearson Commission that
aid-providers increase granis and capital subscriptions for multi-

lateral development aid programmies to a minimum of 20 per cent
of the total flow of official development assistance by 1975.%

. 27, It should be noted, however, that the rapidity of
the approach to the above target ratio was associated with
slow increases in the volume of total official development
assistance. The above recommendation of the Pearson
Commission should be taken in conjunction with the
Commission’s other recommendation that official devel-
opment assistance should reach a level equivalent to
0.7 per cent of the GNP of developed countries by 197513
This would imply that by 1975 contributions to multi-
lateral agencies should be equivalent to 0.14 per cent of
the GNP of developed countries, and bilateral assistance
to 0,56 per cent of GNP. In 1969-1970, contributions to
multilateral agencies amounted to 0.06 per cent of GNP
of developed market-economy countries and bilateral
official development assistance to 0.28 per cent of their
GNP,

Chapter IIT
The Iink

28. One means of increasing the flow of resources
through multilateral institutions is to introduce a link
between the creation of new international liquidity and
the provision of additional development finance. The
establishment of such a link has been advocated by two
expert groups on international monetary issues convened
by the Secretary-General of UNCTAD. The second Expert
Group ¥ considered two main types of link: an “organic”
link involving the allocation of special drawing rights
(SDRs) to the International Development Association
(IDA) or the regional development banks cither directly
by the International Monetary Fund (IMF) or by devel-
oped countries receiving SDRs; and a “non-organic” link
involving the contribution of national currencies to IDA
or the regional development banks by the developed
countries, upon receipt of their SDR allocations.

29. The rationale of the proposal is that, while in the
past countries have had to run export surpluses in order
to acquire reserves, with the activation of SDRs they
receive liquidity without incurring any costs. It is suggested
that the beneficiaries of such a saving of rescurces should
be the developing countries rather than the developed

12 See Partners in Development: peport of the Commission on
International Development {London, Pall Mall Press, 1969), p. 215.
1B fhid,, p. 152, recommendation 2.
W International monetary reform and co-operation for development:
report of the Expert Group on Intetnational Monetary Issues
{United Nations publication, Sales Neo. E.70.IL.D.2), chap. IV.

countries. Through a link some of the savings accruing to
the developed countries would be transferred to the devel-
oping countries. Advantage has also been seen, from the
viewpoint of the international monetary system itself, in a
process of reserve creation which involves a transfer of
funds to developing countries. Such a transfer would
expand the export markets of the developed countries as
a whole, and would thereby reduce the danger of conflict
among the developed countries in their search for larger
markets,

30. Several objections have been raised to the proposal.
1t has been suggested that the creation of liquidity should
not entail a transfer of real resources. It has also been
argued that a link would counstitute deficit finance and
would be inflationary. Proponents of the scheme have
pointed out that the accumulation of gold also involves a
transfer of real resources—to gold producers—and have
argued that the link would be no more inflationary than
the mining of new gold. They have also suggested that to
the extent that a link served to increase aggregate demand,
its inflationary impact could be offset in the context of the
fiscal and monetary policies pursued by Governments to
manage their economies,

31. The objection has also been raised that if the size
of SDR allocations were to have an automatic impact on
the volume of assistance, considerations unrelated to global
reserve needs would enter into the making of decisions on
S$DRs, and distort the decision~-making process. Supporters
have argued this would not be the case, since developing
countries have recognized that the size of SDR allocations
should be determined solely on the basis of monetary
criteria.ls

32. The link has met with the support of the Govern-
ment of Italy, the Joint Economic Commtittee of the
Congress of the United States and of the United Kingdom
House of Commons Select Committee on Overseas Aid.
The Commonwealth Finance Ministers meeting in Sep-
tember 1971 noted that, since the situation has now arisen
in which the entire structure of the international monetary
system will have to come under fundamental review, the
possibility of providing more directly in any reform of this
system for an automatic transfer of resources to develop-
ing countries should be considered.

Chapter IV
The debt problem

33. A note by the UNCTAD secretariat shows that
reverse flows from developing countries on account of
interest and amortization payments and profits amounted
to approximately $t1 billion in 1969 while the inflow was
of the order of $18 billion. These figures imply that the net
resource fransfer to developing countries in 1969 on
account of both public and private flows was around
$7 billion.®

1 For g fuller discussion of the main issues raised by the link,
see the report by the UNCTAD secretariat entitled “The link”
(TD{118/Supp.4) (see p. 64 beiowh

% See “The oulflow of financial resources from developing

countries: note by the UNCTAD secretariat™ (TD/118/Supp.5)
{sec p. 71 below).



Fceonomic growth and development financing _ 7

34. Data for eighty developing countries ¥ show that
total external public indebtedness grew at an averapge
annual rate of 14 per cent during the 1960s, and at the end
of 1969 stood at about $59 billion. During the same period,
payments on account of interest and amortization in-
creased at an average rate of 9 per cent per annwm.®
Thus, in spite of an increase in the disbursements of
official grants and loans including publicly guaranteed
private loans—from $8.8 billion in 1965 to $10.2 billion
in 1969—the net transfer of resources declined from $5.4
billion to $5.2 billion. If account is taken of increases in
the prices of the goods and services financed by these
resources, the decline in the net transfer of official and
officially guaranteed grants and loans in real terms was of
the order of 15 to 20 per cent over the period 1965-1969,

35, The decline in the net transfer of resources in cur-
rent and constant prices is particularly disturbing when
account is taken of the fact that, on the whole, the largest
declines occurred in the lowest-income countries in Africa,
and in India and Pakistan,??

36, Under the pressure of rapidly increasing debt
service payments, a substantial number of countries have
been compelled to seek renegotiation of debt during recent
years. Moreover, projections prepared by the UNCTAD
secretariat indicate that, in the absence of new measures
to ease the terms of assistance and provide debt relief in
appropriate circumstances, a larger number of developing
countries may be faced with debt difficulties in the 1970s
than in the 1960s. For example, while in 1969 only five of
the sixty countries examined had a ratio of debt service
payments to export earnings of more than 20 per cent, in
1980 the ratio of seventeen countries is expected to surpass
the mark of 20 per cent.®

37. TIiis worth noting that these results were obiained
on the basis of rather optimistic assumptions about the
prospects for export earnings of developing countries and
the growth of development assistance at concessional
terms. For example, it was assumed that the proportion of
grants in total development assistance would remain con-
stant although there has been a downward trend in this
proportion in recent years. Moreover, it was assumed that
official development assistance would grow at a rate higher
than in the past and that the rate of growth of export
credits would be curtailed considerably. If in the light of
recent developments in international trade and develop-
ment assistance more cautious assumptions had been made
about the prospects for export earnings, grants and official
assistance at concessional terms, the projections would
have shown that debt servicing problems might be more
widespread and acute in the 1970s than indicated in
paragraph 35.

38. While in certain instances debt servicing difficulties
have been caused by poor economic management, it
would be erroneous to conclude that past debt crises were
invariably due to mismanagement or laxity in developing

17 For more detailed discussion of the debt servicing problems
on account of public debt, see the report by the UNCTAD
secretariat entitled Debt problems of developing countries (United
Nations publication, Sales No. E.72,ILD.12).

18 Ibid,, para. 12,
i Jbid., para. 13.
 Ibid., para, 55.

countries, Even when projects are carefully selected, and
financing is made available at terms corresponding to
project profitability, there is no certainty that debt servic-
ing problems will not arise. Projects may exert serious
pressure on the balance of payments long before their
effects on the over-all capacity of the economy to generate
export earnings or import savings are felt. Moreover,
inability to raise export earnings and obtain adequate
official development assistance may present policy makers
with a difficult dilemma. The choice then lies between
slowing down the development programme, with all the
attendant economic, social and political implications, and
seeking private credits on hard terms, thereby running
serious risks of debt servicing difficulties later on. Neither
of these choices can be regarded as satisfactory either from
the standpoint of the individual country or from that of
the international community.

39. These considerations indicate that the question of
debt relief should be examined in the broader context of
the development goals to which the international com-
munity is committed. Thus far the view has generally pre-
vailed that debt relief should be limited to exceptional and
critical cases, that relief should be the minimum needed to
permit a resumption of debt service payments and that any
cost to the creditors resulting from postponement of such
payments should be paid for through additional interest at
commercial rates. Moreover, the “short leash” policies
often associated with debt relief operations are of dubious
value to the lending countries in the long run, while they
seriously curtail the freedom of the debtor countries to
plan ahead with a reasonable sense of security. The
interests of both creditor and debtor countries would be
gerved best if the relationship between debt relief and aid
were acknowledged and if the renegotiation of debt, on
concessional terms when necessary, were regarded as open
for consideration in appropriate cases even if there were no
immediate danger of default. For example, if notwith-
standing every effort to mobilize effectively its internal and
external resources a country were unable to realize a
volume of savings adequate for its development pro-
gramme, of could not increase its import capacity to the
minimum level required by that programme, that country
should be regarded as a prima facie candidate for debt
relief, irrespective of whether a crisis situation is imminent.

40. In this context, careful consideration should be
given to the following recommendations of the Pearson
Commission ; 2

1. Debt relief operations shouid avoid the need for repeated
reschedulings and seek to re-establish a realistic basis for develop-
ment finance. .

2. When it is necessary to set limits on new export credits,
equal attention should be given, where there is a sound development
programme, to the possible need for concessional external assistance.

3. Aid-~giving countries should consider debt relief a legitimate
form of aid and permit the use of new loans to refinance debt
payments, in order to reduce the need for full-scale debt negotiations,

41, In addition, consideration should be given to the
following:

2 Sec Partners in Development: report of the Commission on
Internarional  Development (London, Pall Mall Press, 1969),
pp. 166-167. ]
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() Inclusion in loan agreements of a “bisque clause”
whereby the debtor would, under certain conditions, be
accorded some pre-agreed measure of relief, such as the
postponement or waiving of amortization and interest
payments,

() The creation of a suitable multilateral framework
for examination of the debt problems of a country in the
context of its over-all development plan and requisite net
transfer of resources.

(¢) The question of whether more formal institutional
machinery is needed to conduct negotiations on a more
systematic basis and to formulate standards and proce-
dures to be applied in such negotiations, so that wide
discrepancies do not develop in the treatment of countries
in roughly simiiar sitvations, as appears to have occurred
in the past.

Chapter V
The terms and conditions of assistance

42. A softening in the terms of assistance would signi-
ficantly enhance developing countries’ abilities to generate
the foreign exchange required to underpin their develop-
ment efforts. With respect to official flows, Conference
decision 29 (II) included a propesal by developing coun-
tries and some developed countries for further easing of
terms as follows:

Either

(@) Developed countries might provide 80 per cent or more of
their official aid in the form of grants;

Or

(#) they might

() provide 90 per cent of their official aid commitments as prants
or loans at 2,5 per cent or less, with a repayment period of
thirty years or more.

(ii} attain a minimum grace peried of eight years.

43. Broadly similar recommendations were made by
the Pearson Commission, but the suggested norms re-
ferred to official development assistance? only:

The terms of all official development assistance loans shouid
henceforth provide for interest of no more than 2 per cent, a

maturity of between 25 and 40 years, and a grace period of 7 to
10 years.®

44. Responding to the need for softening the terms of
assistance, the DAC member countries revised their own
earlier norms and in 1969 adopted the “Supplementary
Recommendation on Financial Terms and Conditions™ 2
In both 1969 and 1970 a large number of DAC member
countries met those targets and at the present time these
targets do not exert significant pressure on more than a
handful of countries to improve their terms. The DAC

22 The difference between official development assistance and
official assistance consisis of the exclusion from the former of
(a) official Dbilateral transactions which are not concessional, or
which are primarily export-facilitating in purpose; (&) net acquisi-
tion by Governments and central monetary institutions of securities
issued by multilateral development banks at market terms. In 1970
official development assistance accounted for 86 per cent of total
official assistance.

¥ See Partners in Development: report of the Conmmission on
International Developmeni (London, Pall Mall Press, 1969}, p. 167.

* S8ee OECD, Development Assistance, 1969 Review, annex 111,
p. 267.

terms are harder than the norms suggested in Conference
decision 29 (II) or the recommendations of the Pearson
Commission on terms and the question of further soften-
ing of the terms along the lines of the above recommenda-
tions deserves serious consideration, At the Tenth Annual
High-Level Meeting of the Development Assistance Com-
mittee, it was recalled that in 1972 the DAC would, in the
light of the first three years® experience, review the 1969
Recommendation on financial terms, including the pro-
visions on harmonization %

45. Exact figures regarding the composition and the
terms of financial flows from the socialist countries are
not available. Incomplete data from various sources
indicate that a large proportion of credits from socialist
countries have maturities of ten years and interest rates
of 3 per cent. Several interest-free government loans have
also been made, with maturities varying from sixteen to
thirty years. The over-all concessional element of financial
flows from socialist countries would, of course, depend on
the mixture of government loans and credits, It should
also be noted that many of these loans are repayable either
in the form of commodities from debtor countries or in
their national currencies.

46, The rapid expansion of multilateral lending in
recent years has required increased borrowing by these
institutions from capital markets at commercial rates.
The ordinary lending rates of the multilateral institutions
currently range from 714 per cent to 8 per cent. The high
cost of borrowing by these agencies is thus reflected in
their lending rates, indicating the importance of finding
means of softening their terms.

47. There are two principal methods available for
accomplishing an easing of multilateral terms. The volume
of funds available for lending at comcessional terms,
through IDA and the soft-loan windows of regional
development banks, could be increased so as to bring
about a rise in the share of concessional lending in total
disbursements. In this connexion, it is important that
efforts to provide the African Development Bank (ADB)
with a soft-loan facility be brought to a successful conclu-
sion as soon as possible. Given present expectations
regarding the expansion of the regular lending of the
International Bank for Reconstruction and Development
(IBRD), current plans for replenishing IDA would be ade-
quate only to maintain the ratio between regular IBRD
loans and IDA credits: average terms on IBRD/IDA
lending would probably not improve, Moreover, the third
IDA replenishment had not yet been completed by the end
of November [971. As pointed out in chapter ITI, multi-
lateral institutions would be provided with additional
resources for concessional lending if a link were established
between the creation of new international lquidity and
additional development finance.

48. The establishment of an interest equalization fund
would also serve to soften the terms of multilateral lending.
In this scheme, the difference between the borrowing costs
of multilateral institutions and the lower interest rates
they would charge recipient countries wonld be covered by
an interest equalization fund to be financed by the net
income of the IBRD (and possibly of the IMF), and

* QECD Press release (PRESS{A(71)54), dated 22 October 1971,
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by budgetary allocations of the developed countries. The
proposal has been found technically sound provided that
certain conditions relating to guarantees are met.*® More-
over, a recent study by Harry S. Bell entitled “Some
institutional aspects of a multilateral interest equalization
fund” # has indicated that Governments in the developed
market-economy countries have for some time been mak-
ing use of interest subsidization as a financial technique to
lower the costs of borrowing for a wide variety of domestic
programmes and, in certain cases, of export credits to
developing countries. In addition, the European Economic
Community (EEC) has established arrangements for sub-
sidizing interest rates on its loans to developing countries.
The study also found that no insurmountable problems
have been encountered by Governments in using interest
subsidization techniques and in assuming multi-year
budgetary commitments in respect of the interest subsidies
involved.?

49, As regards the conditions of assistance, in a num-
ber of recipient countries greater efficiency could be
achieved if the share of non-project assistance in their total
external financing were substantially increased.®® Non-
project assistance may be particularly effective in cases
where a country has reached a stage of development that
enables it to produce domestically a high proportion of the
capital goods needed for its investment programme, while
requiring an increasing volume of other imports, to
sustain growth, In addition, where under-utilization of
existing industrial capacity is due to an inability to finance
imports of complementary inputs, non-project assistance
may be more effective than project assistance, which would
expand capacity still further, Non-project lending may be
of particular importance for the least developed countries,
notably in cases where an inadequate supply of freely
usable foreign exchange threatens to disrupt the growth
process.

50. While there has been some flexibility with regard
to the share of non-project assistance in bilateral assistance,
most multilateral assistance is limited to project lending.®

20 See IBRD, The Hovowitz Proposai: a Staff Report (Washington,
D.C., 1965) and “The Horowitz Proposal: report of the Group of
Experts” (TD/B/C.3/23 and Corr.2).

2 See Official Records of the Trade and Development Board,
Elfeventh Session, Annexes, agenda item 7, document TD/B/361f
Add.1.

2 Jbid., para. 11.

2 For more details see “External development finance: report
by the UNCTAD secretariat” (TID/118/Supp.2) (see p. 47 below).

3 The Eoropean Development Fund finances general develop-
ment activities, and the proposed Special Programme of the ADB
places emphasis on programme aid. Roughly 7 per cent of the
cumulative total of foans by the IBRD and IDA have been in the
form of general development and programme loans, but about one-
third of this has been allocated to Europe and Awustralasia. The
other multilateral agencies are exclusively project lenders. As
regards the IBRD/IDA, in a recent policy decision the Executive
Directors “accepted that programme lending was appropriate
in speciaj circumstances and took the view that in principle,
subject to specific demmonstration in each case, such circumstances
might arise when a borrowing country had a satisfactory develop-
ment programme and was following sound economic and financial
policies, but could not obtait the external resources required to
support the programme by borrowing only for specific projects.”
(See IBRD-International Development Association, Arrual Report
1971, page 29.)

Thus any increase in the share of assistance channelled
through multilateral agencies may tend to accentuate
existing rigidities in disbursing assistance.

51. In the light of the above, consideration should be
given to increasing the share of non-project assistance in
total flows to developing countries. In particular, the
question should be considered whether multilateral lend-
ing institutions might take steps to increase the share of
non-project lending in total multilateral assistance to the
level prevailing for bilateral assistance, namely 22 per cent,
Both bilateral and muitilateral aid-givers may wish to con-
sider the possibility of providing 40 per cent of their
assistance in the form of non-project aid by the end of the
decade, corresponding to the rise in the level of develop-
ment and diversification of production structures expected
in the course of the decade,

52. Assistance should not be tied to the import con-
tent of projects, since this practice tends to inflate import
content and distort priorities in favour of import-intensive
projects. It also leads to inadequate use of local resources
and capacities. For international tenders, certain of the
multilateral agencies such as the IBRD provide a margin
of preference of 15 per cent for local suppliets but, as
the Pearson Commission pointed out, the impact of this
policy has been limited and yet there is persistent idle
capacity for the production of many kinds of capital goods
in developing countries. The Commission therefore recom-
mended that aid-givers should remove regulations which
limit or prevent contributions to the local costs of projects,
and make a greater effort to encourage local procurement
whenever economically justified.™

533. Some DAC member countries have recently taken
measures to reduce the extent of aid tying by source. In
addition, DAC member countries have reported that sub-
stantial progress has been made in drawing up a draft
agreement on multilateral untying of development assist-
ance.® Early action on this front would improve the condi-
tions of assistance significantly, To be fully effective, such
an agreement would need to contain, inter alia, the follow-
ing basic features:3?

(a) Procurement of goods and services financed by
project or non-project lending and deemed suitable for
international competitive bidding should be open to
tendering by suppliers in all developed countries partici-
pating in the agreement as well as in all developing
countries;

(b) Invitations to bid should be announced well in
advance and should be given wide publicity, so that all
eligible suppliers would have adequate time in which to
prepare their bids;

N 8ee Pariners in Development: report of the Commission on
Internavional Development (London, Pall Mall Press, 1969), p. 177.

2 In ihe context of a series of measures to deal with economic
problemns, taken in Auvgust §971, the United States decided to
postpone participation in such an arvangement. However, the DAC
Chairman has expressed the view that “as soon as current inter-
national economic negotiations have been brought to a successful
conclusion, work will be resumed in DAC to resolve the remaining
obstacles to a wide and generous agreement” (see OECD, Develop-
menr Assistance, 1971 Review), p. 12,

8 See below, “External development finance: report by the
UNCTAD secretariat”, paras. 51 and 52.
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(¢} The choice of projects and of consultants and con-
sulting firms and the procurement specifications and
standards should be such as to ensure that the underlying
purpose of the agreement is not frustrated by indirect
informal tying.

54. The developing countries would stand to benefit
further if the agreement embodied some flexibility in
procurement from sources of supply in the recipient
country and if all donors granted a margin of preference
to local suppliers participating in an open international
tender that is at least equal to, and preferably greater than,
the 15 per cent margin presently allowed by certain of the
multilateral agencies.

Chapter VI
Private capital flows

55. Rt is generally recognized that, under appropriate
conditions, private flows can play an important role in
promoting the development of developing countries,

56. While commercial credits are extended to develop-
ing countries primarily for the purpose of promoting the
exports of developed countries, prudent use of this credit
instrument could be of considerable help in the financing
of import requirements. However, in certain instances,
excessive reliance on export credits for the purpose of
financing long-term development programmes has led to
debt crises. Although the Governments of developing
countries have a primary responsibility for limiting the use
of commercial credits to the financing of appropriate
activities, the Governments of developed countries could
provide more effective surveillance over the terms and
conditions on which their exports to developing countries
are financed. Moreover, the system of commercial credits
would benefit from active co-operation among national
and multilateral institutions with respect to collection and
dissemination of information on terms of commercial
credits and prices at which goods are supplied. Attention
is also drawn to the possibility of increasing the role of
buyers’ credits, which generally provide importers with
certain cost advantages as compared with suppliers’
credits.®

57. Net portfolio investment increased rapidly during
the 1960s. An increasing number of developing countries
were successful in raising capital by issuing bonds in
capital markets, but this source of finance is still limited to
a dozen of the relatively more advanced developing coun-
tries. Although the interest rates now prevailing in the
capital markets are quite high, a number of developing
countries are finding it possible to service the debt. But
the procedures involved in issuing bonds in foreign capital
markets are such that many developing countries find it
difficult to make effective use of this credit instrument,

58. Foreign private direct investment can play an
important role in transferring capital and skills to the

3 Qee *Yugoslav experience with suppliers’ credits: a study by
Trving B, Kravis, Ivo Fabinc and Miljko Trifunovic” (TD/B/C.3/78)
and “The use of buyers® credits by developing countries: report
prepared at the request of the UNCTAD secretariat by Sherwood
M. Fine” (TD/B{C.3/93).

developing countries. There are none the less wide differ-
ences of opinion on the impact private foreign investment
has had in the past, and on the role it might play in the
future. The question whether a particular private foreign
investment project is socially profitable for the host
country, and if so to what extent, cannot be determined
a priori, but requires careful analyticdl investigation in the
circumstances of each case. Projects have to be reviewed
in the light of their consistency with the development
objectives of the host country, including such factors as
the growth and distribution of income, the expansion of
employment opportunities, and the absorption of new
skifls and technology. In countries experiencing foreign
exchange stringency, special attention has to be paid to
the impact of projects on the balance of payments.

59, The interests of the Governments of host countries
and foreign companies may not be the same, and as a result
conflicts have arisen between the parties involved.®® If
agreement is to be reached between host countries and
foreign companies and is to remain satisfactory to both
sides, it must be characterized by stability and flexibility.
Host countries are entitled to establish the ground rules
for foreign investment, and should do so in a manner that
makes it quite clear to foreign investors where they stand
as regards such questions as whether there are any sectors
of the economy in which foreign investment is not wel-
come; what restrictions will be applied to transfers of
profit and repatriation of capital; at what rates taxation
will be levied; what degree of local participation in owner-
ship and control is envisaged, either immediately or in the
future; and what may be required by way of employment
of local personnel and use of locally produced inputs, Once
the framework has been established, reasonable stability
18 necessary if investments are to operate as planned, and
the legitimate expectations of foreign companies are to be
fulfilled. Stability should net, of course, be confused with
rigidity, and it would be unrealistic to expect rules to
remain immutable. But while Governments are free to
change the ground rules affecting private foreign invest~
ment, they have to weigh the gains achieved thereby in
relation to the prospects of any future collaboration with
private foreign capital that they may have in mind. In
these as in other respects, what is necessary is that Govern-
ments and foreign investors should have regard to each
others’ legitimate interests.

60. There is a need for more exchange of information
concerning the experience of various countries in dealing
with foreign investors. In many cases, countries have dif-
ficulty in reacting to specific proposals for foreign invest-
ment, or to requests by foreign companies for particular
conditions to be applied regarding profit remitfances,
taxation, local borrowing, etc., because they have no basis
of experience from which to judge what course of action
might be reasonable and mutually satisfactory in the par-
ticular circumstances of each case. There is, therefore, a
case for establishing a clearing-house of information on the
policies and practices of countries in dealing with private
foreign investment as well as on the objectives and require-

3 For a general discussion of the problems involved, see “Private
foreign investment in its velationship to development: report by the
UNCTAD secretariat™ (TD/f134) (see p. 76 below).
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ments of foreign investors in considering whether to
invest in particular developing countries.

61. The IBRI> has under consideration a multilateral
investment insurance scheme which would seek to provide
guarantees against risks of a non-commercial nature.’®

Chapter VI

Compensatory finance and supplementary
financial measures

62. It is generally accepted that instability in export
earnings of developing countries may affect their develop-
ment plans adversely. For one thing, the opportunity cost
of holding adequate “owned™ reserves to offset wide and
unforeseen fluctuations in export earnings is high in the
case of developing countries. At the same time, the regular
drawing facilities of the IMF generally fall short of the
needs of a country facing export shortfalls,

63. The compensatory financing facility established
by the IMF in 1963 and expanded in 1966 is intended as a
special balance-of-payments support to those countries
that experience payments difficulties because of adverse
movements in their export earnings. As of November
1971, total drawings under this facility amounted to $316
million. The largest recourse to this facility in a single year
occurred in 1967, when ten countries drew nearly $200 mil-
lion. In 1968, seven countries drew $68 million, but since
then its use has been more limited, with two countries
drawing $11 million in 1971 up to November, As of
November 1971, a total of $50 million in drawings under
this facility remained outstanding. About half of the
repurchases that have occurred were made in response to
a recovery in export earnings.

64. The recent decline in developing countries’ use of
the compensatory financing facility reflects the exceptional
upsurge in the export earnings of primary producers in
1969-1970, and the continuation of relatively high earnings
in 1971. More extensive use may take place if the antici-
pated slackening in the growth of trade materializes. This,
in turn, focuses attention on certain limitations of the
facility in its present form, and on suggestions for its
improvement,

65, It has been suggested,® for example, that the full
amount of the facility—equivalent to 50 per cent of quota
—should be available for drawing in one year. Moreover,
there seems to be an asymmetry in the rules concerning
repayment. When a country’s exports recover rapidly to a
point above the medinum-term trend, partial or total repay-
ment is encouraged even before the expiration of the 3-5
year repayment period. But the opposite does not apply—
repayment falls due at the prescribed time even though
exports have not recovered from their shortfall. Finally,
there are strong grounds for adjusting the criteria govern-
ing eligibility for compensatory financing so as to take

36 fhid., paras, 68-72.

¥ See The international monetary situation: impact on world trade
and developmeni—report by the secretariat of UNCTAD..., paras. 125
and 126,

adverse movements in import prices into acount. This
aspect has gained additional importance in view of the
currency appreciations associated with the present inter-
national monetary crisis. The facility could readily be
adapted to provide relief for countries that face difficulties
because of currency realignments by important trading
partners,

66. While the above suggestions would enhance the
usefulness of the compensatory financing facility, there
remain cases where adverse moveéments in export earnings
prove to be of such a nature and duration that they cannot
be adequately dealt with by short-term balance-of-pay-
ments suppert, To prevent such occurrences from dis-
rupting countries’ development programmes is the objec-
tive of proposals for supplementary financing.®®

67. The recommendation contained in annex A.IV.1§
to the Final Act of the first session of the Conference set
forth the objective and principles of such a scheme. The
Conference invited the IBRD to study the feasibility of a
scheme consistent with the stated objective and principles,

68. In the light of the report prepared by the IBRD
staff,?® the question of supplementary financial measures
was cxamined by the Inter-governmental Group on Sup-
plementary Financing and by various UNCTAD bodies.
In decision 30 (II), the Conference at its second session
reaffirmed the objective of its previous recommendation,
listed the issues which remained to be settled and requested
the Inter-governmental Group on Supplementary Financ-
ing to attempt to resolve them, '

69. In pursuance of Conference decision 30 (II), the
Inter-governmental Group on Supplementary Financing
attempted to clarify certain aspects of the IBRD staff
scheme and examined alternatives to it. The report of the
Group on its fifth session, submitted to the Trade and
Development Board at its ninth session, concluded that:

(a) Arrangements for supplementary finance can be designed to
help meet the problem of disruption of development arising from
adverse movements in the export proceeds of developing countries.

(6) Supplemendary financial measures should be administered
within the IBRD Group in consuftation with IMF.

(¢) 1In the operation of any supplementary financial measures
discretion should be left to the agency so as to ensure the best
possible adaptation to the merits and needs of each case in meeting
the objectives expressed in paragraph 2 of Conference deci-
sion 30 (II). It can be expected that on the basis of the experience
gained in the operation of supplementary financial measures,
appropriate objective criteria will be developed so as to provide
reasonable assurance to help to protect a country’s development
plan or programme against the effects of export shortfalls, The
agency would take into account the development plan, including
its targets, and all information relevant to the objectives of sup-
plementary financial measures.

{d) Any understandings involved in the operation of supple-
mentary financial measures should be no different in character
from those which now arise in the relationships between IBRD
and member countries,

% For further details, see the report by the UNCTAD secretariat
cntitled “Supplementary financial measures™ (TD{118{Supp.7).

8 I1BRD, Supplementary Financial Measures: a study requested
by the United Nuations Conference on Trade and Development, 1964
{Washingion, D.C., December 1265).
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(e) 1t is the general consensus of the Group that it would be
of little value merely to divert available resources from basic
development finance for the purpose of supplementary financing.
The cost of a discretionary scheme cannot be estimated pending
the preparation of a scheme.

70. In resolution 60 (IX} the Trade and Development
Board expressed its agreement with the above conclusions
of the Inter-governmental Group and invited the compe-
tent organs of IBRD to consider working out arrange-
ments for supplementary financing and, if appropriate, to
consider introducing them. At its tenth session the Board
was, however, informed in a letter dated 14 August 1970
sent by the President of IBRD to the Secretary-General of
UNCTAD 4 that, owing to the very limited support
among potential donors for additional contributions for
supplementary finance, the Bank had decided to defer
consideration of a scheme.

71. The Trade and Development Board responded with
a declaration *® to the effect that it was necessary for an
effort to be made to work out the details of a discretionary
scheme of supplementary financing that could be imple-
mented within the IBRD Group and to assess the probable
cost of such a scheme. Once that was done, member
countries of the IBRI} would be in a position to judge
whether the additional resources required might be made
available. The Board expressed the hope that the IBRD
would give further consideration to the adoption of sup-
plementary financial measures at the earliest practicable
opportunity, and that in the meantime it would pursue
its efforts at working out a discretionary scheme of
supplementary financing.

72. Im a written communication of 4 May 1971 to the
Secretary-General of UNCTAD *® the President of IBRD
outlined the Bank’s effort in

0 See Official Records of the Trade and Development Board,
Ninih Session, Supplement No. 6 (TD{B{260{Rev.1), para. 34,

U See Official Records of the General Assembly, Twenty-fifth
session, Supplement No. 15 (Aj8015/Rev.1), part two, annex V.
2 Ihid., para. 203.

4 Official Records of the Trade and Development Board, Eleventh
Session, Annexes, ageada item 7, document TD/B{353.

dealing with the special problems that arise because of the
negative long-term price trends in some commodities of which they
[the developing countries] are major producers and the tendency
of the prices of cerfain comtmodities to fluctuate widely.

The Bank shared the view expressed in UNCTAD since
the proposal for a scheme of supplementary financial
measures had first been put forward at the first session of
the United Nations Conference on Trade and Develop-
ment, that it would be desirable to deal separately with
that single aspect of the commodity problem only if
additional funds were provided for the purpose without
diverting resources from basic development finance. The
President added:

The lack of any reasonable prospect of such additional funds
has led the management and some of the Executive Directors to
consider that we should defer further detailed studies within the
Bank of such a scheme, Gther Directors, on the other hand, would
wish further detailed studies to be undertaken immediately, As
there is no consensus, we shall keep the matier under review.

The President of IBRD concluded:

The Executive Directors have therefore authorized me to assure
you that, should a developing country member of the Bank, for
reasons outside its control, experience an unexpected shortfall in
its export earnings which threatens to disrupt the implementation
of its development programme, the Bank Group would examine
the case on its merits with a view to deiermining whether and how
it could shape or modify its lending and other operations for that
country in such a way as to help the country to overcome the
diffienttics.

73. The question was considered at the eleventh ses-
sion of the Trade and Development Board and at the fifth
session of the Committee on Invisibles and Financing
related to Trade. At the latter session the developing
countries issued the “Joint statement of the developing
countries members of the group of 77 on supplementary
financial measures™, %

4 See Official Records of the Trade and Developmeni Board,
Twelfth Session, Supplement No, 2, annex 11
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Swmmary

1. This study, prepared in response to suggestions
made at the fourth session of the Commitiee on Invisibles
and Financing related to Trade,! addresses itself mainly to
the following interrelated issues:

(¢) To what exient have the developing countries suc-
ceeded in mobilizing resources for development?

(b) Whether efficiency in the use of available resources
has improved.

2. Part one of the study examines the relative progress
of developing countries with respect to imcreasing the
resources mobilized for development and improving the
efficiency of their nse during the period 1965-1970 as com-
pared to the period 1960-1965. The comparisons are based
largely on selected quantitative indicators relating to
growth rates of gross domestic product (GDP) and export
carnings, investment, domestic saving and tax ratios to
GDP, aggregate capital-output ratios, the development of
agriculture, labour employment and produectivity of the
manufacturing sector and price stability.

3, Part two of the study examines in greater detail
developments in the agricultural and manufacturing sec-
tors on the basis of more disaggregated indicators and
discusses the problems involved in assessing government
efforts in maintaining price stability,

1 See Official Records of the Trade and Development Board,
Tenth Session, Supplement No, 4 (TD/Bf318), chap. IV. For a
methodological analysis of the issues involved in analysing the
mobilization of resources for development, see The measurement
of development effort (United Nations publication, Sales No. E.71.
I1.D.4}.

4. The major conclusions that emerge from an exam-
ination of selected development indicators may be sum-
marized as follows:

(1) While the experience of countries varied greatly,
about half of the developing countries succeeded in
accelerating their rates of growth of income between
the periods 1960-1965 and 1965-1970. Excluding the
cases of seven countries that were adversely affected
by regional hostilities and internal strife, the remain-
der of the developing countries registered, on the
average, an acceleration of the rate of growth of their
incomes during the period 1965-1970 by 0.3 per-
centage points.

(ii) There was a pronounced tendency for changes in the
rates of growth of income to be positively associated
with changes in the export performance of develop-
g countries, measured in terms of rates of growth
of exports.

(iii) Changes in the rates of growth of income were
assoctated with changes in capital-output ratios in
the opposite direction, suggesting the possibility that
income gains during the second half of the 1960s
might have been associated with over-all improve-
ments in resource utilization. If the seven countries
mentioned above are excluded, the ratio of invest-
ment to income increased between 1960-1965 and
1965-1970 by 1.6 percentage points.

(iv) The average ratio of domestic savings to income
increased significantly from 15.9 per cent during the
period 1960-1965 to 18.1 per cent during the period
1965-1970. A major part of this increase relates to
gains registered by only eight countries.
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(v) The ratio of total tax revenues to income increased

by 1.7 percentage points. Most Governments of
developing countries still depend heavily upon in-
direct taxation as a means of raising resources for
development.

(vi) During the 1953-1968 period, developing countries

made substantial efforts to raise the technical fevel
of their agricultural sector, Neveriheless, only about
63 per cent of the countries sampled succeeded in
raising the rate of growth of agricultural output
above the rate of increase in their population,

(vil) During the period 1950-1969, in a large number of

developing countries industrial development pro-
ceeded at a rapid pace, but the rate of increase of
industrial employment was probably no higher than
the rate of expansion of the labour force.

(viii) In most developing countries the rate of increase in

prices in the 1960s was no greater than in the devel-
oped couniries. High rates of inflation did, however,
occur in a relatively small number of developing
countries: most of these succeeded in moderating
inflation in the second half of the 1960s.
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Part one — Mobilization of resources in the light of selected indicators

Chapter T
The choice of indicators

5. Unambiguous comparisons of the effort made by
developing countries to mobilize resources for develop-
ment would call for indicators that could distinguish
clearly between contributing factors that lie outside the
control of the Governments and those that reflect genuine
effort. An earlier study of this subject by the UNCTAD
secretariat 2 noted the difficulties in developing such
indicators. Further work on this issue has confirmed that
it would be futile to seek to draw a sharp distinction
between genuine “effort” and extraneous factors that have
affected the relative “success” of a country,

6. A more fruitful line of approach would be to exam-
ine both the size of resources mobilized for development
and the degree of efficiency with which these resources are
used. In principle, it would be possible to devise indicators
for this purpose, and some progress along these lines has
been made and reported in this study, but more work on
methedology and considerable improvements in statistical
information would be required before a systematic analysis
could be attempted over a broad spectrum of countries
and sectors.

7. The selection of indicators for this study has been
influenced by availability of information. A possible gen-
eral shortcoming of these indicators may be that they often
reflect the combined effect of both size and efficiency of
mobilized resources, but whenever possible an effort has
been made to identify the probable contribution of each
factor separately. From the standpoint of measuring
success under given external conditions, the merging of
these two factors into one indicator is of no consequence.
For example, in the context of a growth indicator, it is a
matter of indifference whether a given increase in agri-
cultural production results from an expansion of the culti-
vated area or from an increase in yield, but the general
consensus seems to be that these alternative methods of
increasing production should be given different weights in
evaluating over-all performance. A brief description of the
indicators follows.

8. Therate of growth of GDP. Itis generally agreed that
the rate of growth of GDP is the best single indicator
reflecting the combined effects of resource mobilization
and efficiency in their use. It is also recognized that in
certain instances this indicator may be misleading unless
taken in conjunction with indicators relating to other
development and social goals which, in the short run, may
be alternatives rather than complements to GDP growth.
For example, measures with respect to diversification of
production, re-structuring the economic and institutional
framework, acceleration of health and education pro-
grammes, more equitable distribution of income, etc.,
may have an unfavourable effect on the short-run rate of
growth of GDP. However, the changes which these mea-
sures are intended to accomplish are not only desired
per se but are also pre-requisites for long-run self-sustained

? Qe The measyrement of development effort...

development. Unfortunately, information on these mea-
sures is not available on a systematic basis for a large
number of developing couniries and their quantitative
impact on development is still inadequately understood.
In view of these difficulties, the indicator of GDP growth
can be supplemented, at present, only by qualitative
information about these fundamental objectives of and
requirements for development.

9. Export performance. The rate of growth of the
volume of exports could provide useful information about
the role of world trade in economic development, and the
degree to which resources were mobilized to realize faster
export growth. Moreover, an examination of factors that
determine the rate of growth of exports could provide a
useful insight into the kind of resources mobilized for
exports. From this standpoint, the rate of growth of a
country’s exports may be viewed as the outcome of the
combined effect of three factors, namely the growth of
world demand for the country’s traditional exports, its
competitiveness in world markets for these products ® and
the degree of diversification of its export structure,

10, Investment: its efficiency and financing. In the long
run, the rate of economic development depends, among
other things, vpon the distribution of current output
between conswmer and producer goods. Thus the gross
domestic investment-GDP ratio is an indicator of some
importance. Since a rise in the investment-GDP ratio
might be due in part to external financing, the ratio of
domestic saving to GDP is often used as an indicator of
the effort made by a country in bringing about a relative
increase in capital formation. While the latter ratio cor-
rects for the direct influence of foreign capital inflow on
capital formation, it is not necessarily a valid measure of
the domestic effort to mobilize resources for development
since it is sensitive to exogenous factors that do not reflect
effort.*

11. Notwithstanding these shortcomings, the Inter-
national Development Strategy for the Second United
Nations Development Decade has included, in para-
graph 17, the objective of raising the savings ratio by one-
half of 1 per cent per annum, and this calls for an evalua-
tion of recent trends in this ratio. At the same time, in
view of the dominant role that the Government plays in
development, it is important to examine the government
contribution to domestic savings through tax policy. For
this purpose, the ratio of tax revenues to GDP is used.

12. While the indicators discussed above provide a
basis for evaluating the magnitude of resources mobilized
for capital accumulation, they do not indicate the efficiency
with which resources are used. For the latter purpose, the
marginal capital-output ratio is often used. As shown in
the earlier study, inter-country comparisons of capital-
output ratios cannot provide a basis for measurement of

3 A country may increase its share in world exports of a particular
commodlity by expanding its volame of exports faster than the
other supplying countries. However, to the extent that the world
demand for this product is price inelastic, earnings from all exporters
taken together may be reduced.

1 See The measurement of development effort...
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efficiency. However, in certain instances, it may be iilumi-
nating to examine changes in the capital-ouiput ratio of a
country between two relatively stable periods.

13.  Performance of the agricultural and manufacturing
sectors. Sectoral indicators relating to the performance of
these sectors are discussed in detail in Part two of the
study. For purposes of the over-all review provided in the
next chapter, the rates of growth of both agricultural and
manufacturing output are shown as supplementary infor-
mation to the rate of growth of GDP. Moreover, in view
of the importance attached to the issue of unemployment
in developing countries, the rate of growth of employment
in the manufacturing sectors is also shown.

14, Price stability. Price instability might adversely
influence mobilization of resources. The impact of price
instability on mobilization of resources is discussed in
detail in Part two, chapter III. In the over-all review pro-
vided in the next chapter, changes in the cost of living and
other related indices are used to illustrate the varying
experience of developing countries in this respect.

Chapter IT

Progress in the mobilization
of resources in recent years

15. Table 1 summarizes the experience of fifty-eight
developing countries during the decade of the 1960s. For
purposes of exposition, these countries have been divided
into several groups.® Ranges of growth rates of GDP
during the 1960s were used as a basis for classifying coun-
tries into five major groups.

16, While the unweighted average rate of growth of
GDP during the period 1960-1970 was 5.3 per cent per
annum, experience varied widely from country to country.
Thus thirteen countries experienced annial growth rates
of 6.5 per cent and above but in six countries the growth
rate was hardly above that of population.

® For country data, see annex table.

TasLE 1

Annual average rates of growth of GDP and related indicators, 196019702

{ Percentages)
Indicators relating Yo capital formation
and its financing
Rate Rare investiment- lucr ! D Marginal
Number af growth  of growth GorP capittl= Faving- saving
Couniry of copntries of GDP  of exports ratio output ratic GDP ratlo rute
Developing countries . . . . , ., . 58 5.3 6.6 171 39 169 - 2301
Classification of countries on the basis
of GDP growth rates ©
Growth rates of 6.5% and above 134 1.6 9.9 19.4 2.5 20.7 ¢ 335°
Growth rates of 5.0-6.4%; 14 5.5 6.2 157 2.6 20.9 20.6
Growth rates of 4.0-4.9% . . . . 13 4.4 5.3 17.1 3.8 16.2 220
Growth rates of 3.0-3.9% . . . . 11 36 33 17.2 4.8 12.4 15.0
Growth rates of 2.9% and below 6 1.8 2.6 124 8.7 9.8 192
Tndicators relating
1o the tax effore Rate Rate Rate
Rate of growth af growth of Inerease
Taxese Income of growth af [ o
Gop elasticlty  of agrieulural manufacturing  indusivial cost-of-living
Cowntey ratio af faxes outpit onipil employment index
Developing countries® . . . . . . . 147 1.3 3.3 1.7 3.8 9.4
Classification of countries on the basis
of GDP growth rates ¢
Growth rates of 6.5%, and above 13.7 1.3 4.5 11.6 4.6 3.5
Growth rates of 5.0-6.4% 12.6 1.2 37 6.9 2.9 6.4
Growth rates of 4.0-4,9%; 14.8 1.3 2.5 6.6 3.2 7.8
Growth rates of 3.0-3,99% C o 17.6 1.2 24 5.4 3.2 62
Growth rates of 2.9% and below 19.5 1.1 1.6 el 8 ... 8 .

Source: See annex table.

s Figutres refer to unweighted averages of countriss included.
Data relating to faxes, agriculiural and manufactoring output,
industrial employnient and prices are not available for all countrics
of the sample and the averages shown relate to a selected number
of countries in each group, See annex table.

b Total includes Libyan Arab Republic, which is excluded from
countries having growth rates of 6.53% and above.

¢ For country coverage of the groups, see annex table,
4 Excludes Libyan Arab Republic.

¢ Bxcludes Jordan,

" Excludes Israel and Jordan,

# Estimates are not shown since available data refer to a few
countries only,
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Ta

BLE 2

Changes® in growth rates of GDP and related variables between the periods 19601965 and 1965-1976Y

Rate of Changes In Changes v Changes fn Changes In Changes in
Number growth rate growth rafe t apital 34 tic Changes In
Conntries grovped aceording to changes In GDP growth rates @ of GDF aof growth  of export GDF autput savings-GDP  rax-GDP
Jrom 19601065 ro 19635-~2070 courtiries  1960-1965 af GDP earnings reatio ratfe ratio ratio ©
Group I— Changes by 2 percentage points
andabove. . . . . . .. .. .. 10 39 3.2 4.8 34 —5L8 2.0 4.4
Group II — Changes between 1 and 1.9%; points 5 3.7 1.5 31 1.1 —1.3 -21 0.1
Group IIT — Changes between 0 and 0.9 % points 13 4.6 .5 1.3 1.5 —0.2 2.6 1.4
Group IV — Changes between —0.1 and —-0.9%,
points . . . . .. ... . ... 10 57 —0.4 —1.9 2.6 0.8 2.3 1.1
Group V — Changes between —0.9 and —2.09;
points . . . . . . . . . .. . . 9 5.5 —1.4 —4.1 —0.5 0.8 1.8 1.9
Group VI — Changes between —2.0 and —4.0%,
points . . . . . . . ... ... 4 3.9 —-31 —4.5 —0.34 0.rd —-3.3 0.4
Group VII — Changes between —4.0 and more. . 7 1.3 —17.7 —18.5 —3.6® 27.8¢ 83 0.7
Developing countries . . . . . . . . . . . .. 58 5.6 —0.6 —2.0 t.0de 2.8de 2.2 1.6
Developing countries, excluding group VIT . . . . 51 4.9 0.3 0.4 1.6¢4 024 L3 1.7

Source: UNCTAD secretariat, based on data of <he Staligtical Office of the
United Nations and information provided by the Department of Economic and
Sacial Affairs of the Unitad Nations.

*In columns showing changes, no sign indi
in question; minus sign indicates a decline.

b For gome countries, the period is shorter than 1965-1970. Ser annex table,

tes an ir in the per

17. The striking result that emerges from table 1 and
the annex table is the close and positive association
between the rates of growth of GDP and exports.® On the
whole, exports increased at a rate higher than that of
GDP, but the export elasticity 7 was not uniform among
the sample countries.

18. On the average, the ratios of savings and invest-
ment to GDP did not show a clear association either with
the rate of growth of GDP or income per capita. Similarly,
the marginal propensity to save varied widely from coun-
try to country. Furthermore, the tax-GDP ratio and the
income elasticity of taxes also showed a similar lack of
association with the rate of growth of GDP or income per
capita. On the other hand, the capital-output ratic exhib-
ited a clear and inverse relationship with rates of growth
of GDP.

19. On the average, during the 1960s agricultural out-
put increased at 3.3 per cent per annum, a rate slightly
above the rate of growth of population. However, this
rate was rather unevenly distributed among the countries,
and in about one-third of them it was below that of popu-
1ation. The rate of growth of manufacturing output showed
some slight positive association with the rates of growth of
GDP and of GDP per capita: the average for all countries
was 7.7 per cent per annum. The output of the manu-
facturing sector tended to grow approximately twice as

A rank correiation between rates of growth of GDP and exports
during the period 1960-1970 for the sample of fifty-eight countries
indicated a strongly positive relation between the iwo indicators.
The Spearman cotrelation coefficient was p = 0.69 which is
significant at the 1 per cent level.

? Defined as the ratio of rate of growth of exports to rate of
growth of GDP.

= Esthmates refer to 37 countries of the sample for which tax datz are available.
For country average, see table 7 which includes, in addition, two countrigs, Burma
and Ivory Coast, that are excluded from the sample of 32 couniries.

4 Excluding Chad.
2 Excluding Migeria.

fast as that of agriculture, except in the relatively large
countries, where it grew nearly three times as fast.

20. In spite of the relatively fast growth of output of
the manufacturing sector, industrial employment increased
by only 3.8 per cent per annum or by about one half of the
rate of growth of manufacturing output. In the light of the
rapid expansion cf the labour force in developing coun-
tries, this gives rise to some concern. Because of the histor-
ical relationship between the rate of growth of manufactur-
ing output and labour absorption, the rate of industrial
growth will have to accelerate considerably if the industrial
sector is to make an adequate contribution to the creation
of employment opportunities in developing countries.

21. Finally, the rate of change in prices—measured by
the cost of living—bore no systematic relationship to the
other indicators.®

22. As noted earlier, inter-country differences in the
development indicators require careful interpretation. It
is, however, useful to ask whether developing countries
have increased their development efforts over a period of
time. Table 2 summarizes the changes in the selected indi-
cators that occurred between the first and second halves
of the decade of the 1960s.? On the whole, the relationships
among the various indicators observed during the period
1960-1970 seem to hold also for changes in these indicators
between the sub-periods 1960-1965 and 1965-1970. A
discussion of these developments follows.

8 The relatively high rate of inflation in the sample of low-growth
countries reflects the varyving experience of three countries only.
¥ Gyowth rates of agricultural and manufacturing production and
industrial employment are discyssed in Part two of the report.
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TaniE 3

Countries ranked by average annuat rate of growth of GDP,
19601965 and 19551970 »

{ Percentages)
19601965 1965-1970
Cowtry Rate of growth Rank Rate of growth Rank
Libyan ArabRepublic. . . . . . . . . . . 335 1 18.7 1
Jordan . . . . . .. . . ... .. 9.8 2 36 47
Israel . . . . . . . . . . . ... ... 9.5 3 5.0 24
MNicaragua . . . . . . . . . . . . ... 28 4 4.4 36
Syrian Arab Republic. . . . . . . . . .. 2.1 5 7.1 9
Saudi Arabia. . . . . . ... . ... .. 8.0 6 7.8 5
Panama . . . . . . . . .. . ... ... 7.6 7 7.4 6
Thailand. . . . . . . . . ... ... .. 7.3 8 7.4 6
Venezuela . . . . . . . . . . . ... .. 7.2 9 4.3 40
Mexico . . .. . . .. ... ... 7.1 10 7.0 10
EfSalvador . . . . . . . . .. .. ... 6.9 1% 4.4 36
Maugitius . . . . . . . L ... Lo L 6.8 12 0.2 56
Iraq. . . . . . . ... ... ... ... 6.6 13 4.9 29
Togo . . . .« . ... . 6.5 14 5.4 21
CostaRica. . . . . . . ... ... ... 6.4 15 6.8 12
RepublicofKorea . . . . . . . . . ., .. 6.3 16 12.5 2
EBgypt. . . . . . . .. . ... ... 6.3 16 0.4 35
Tram. . . . . . . .. ... 6.2 18 9.9 3
Malaysia. . . . . . . . . . .. ... .. 6.1 19 4.9 29
Peru . . . . . . . . ... 6.0 20 2.9 50
Pakistan. . . . . . . . . . . . . . ... 57 21 6.3 15
Zambia . . . . . . . . ... .. 56 22 8.3 4
Kuwait . . . . . .. ... ..., .. 5.5 23 7.4 6
Jamaica . . . . . . . .. . .. ... .. 53 24 4.4 36
Guatemala. . . . . . ... ... .... 53 24 5.0 24
Mozambique . . . . . . . . ... .. .. 5.3 24 4.7 3
Bolivia . . . . . ... ... ... ... 52 27 59 16
Liberia . . . . . . . ... ... .. .. 52 27 4.0 44
Morocee. . . . . . . .. ..o L. L. 5.0 29 4.4 36
Guyana . . . . . . . . . ... .. ... 4.9 30 52 22
Tanisia . . . . . . . . . . .. .., .. 49 30 3.0 49
Chile . . . . . .. ... . ... .... 4.9 30 3.2 48
Uganda . . . . . . . . . ... ... .. 4,7 33 4.6 34
Cameroon . . . . . . . . . .. ... .. 4.7 33 50 24
Colombia . . . .. . . . ... .. ... 4.7 33 56 19
Philippines . . . . . . . . . .. ... 4.6 36 4.0 44
Nigeria . . . . . . . . .. . ... ... 4.6 36 -7.2 58
Kenya. . . . . . . ... ... ..... 4.4 38 6.4 14
Ecuador . . . . . . . ..o ... 4.4 38 5.7 17
ILebanon. . . . . . . . . ... 4.4 38 2.6 52
Paraguay . . . . . . . .. .. .. ... 4.4 38 4.5 35
Ethiopia . . . . . . . . . . .. ... .. 4.2 42 4.0 44
Honduwras . . . . . . . . . ... . ... 4.1 43 5.0 24
Brazil . . . . . . ... ... ... ... 4.0 44 7.0 10
Ceylon . . . . .. . ... ... ... 3.8 45 6.7 13
India . . . . . .. ... 3.8 45 43 40
TFanzania, United Republicof . . . . . . . 3.7 A7 4.1 43
Zaire . . . . .. ..o 0oL 36 43 5.0 24
Argentina . . . . . . . .. .. .. .. 35 49 4.2 42
Sierraleone . . . . . . . . ... ... 3.5 49 5.5 20
Sudan. . . . . ..o 0oL L. 34 51 5.1 23
Chad . . . . . . ... . ... ..... 34 51 —0.5 57
Ghana. . . . . . ... . ... ... .. 3.1 53 1.7 53
Dominican Republic . . . . . . . . . . . 2.6 54 57 17
Malagasy Republic . . . . . . . . . . .. 1.8 55 2.9 50
Indonesia . . . . . . . .. . ..., ... 1.6 56 4.7 31
Malawi . . . . . . . . ... ... ... 1.4 57 4,7 31
Uraguay. . . . . . . . . .. oL 0.8 58 0.9 54

Source: UNCTATY secretariaf, baszd on data of the Statistical Office of the United Mations and information provided
by the Department of Economic and Soeial Affairs of the United Nations.

& For some countries, the period is shorter than 1965-197). Ses annex fable,
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23, The rate of growth of GDP. As may be seen from
tables 2 and 3, changes in the rates of growth of GDP
between the periods 1960-1965 and 1965-1970 varied
widely from country to country. The unweighted average
for the sample of fifty-eight countries is significantly
influenced downwards by sharp declines in the growth
rates of seven countries (table 2, group VII). Most of these
countries were unfavourably affected by hostilities in the
Middle East and internal strife. In another country, the
Libyan Arab Republic, the sharp decline in the rate of
growth of GDP reflected a normal downward adjustment
from the extremely high rate of growth for the period
19601965 which was connected with discovery and ex-
ploitation of oil reserves.

24. Excluding the above group of countries, the un-
weighted average gain in the growth rate of GDP of the
remaining fifty-one countries between the periods 1960-
1965 and 1965-1970 was relatively modest, namely 0.3 per-
centage points*? (table 2). Nearly half of the fifty-one
developing countries experienced declines in their growth
rates.

25. A salient feature that emerges from tables 2 and 3
is the improved growth performance of the conntries that
grew at less than 5 per cent per anunum during the period
1960-19635. Of the thirty countries in this group,two-thirds
registered gains in their growth rates during the second
half of the 1960s. On the other hand, only eight of the
twenty-gight countries with growth rates equal to or
higher than 5 per cent per annum during the period 1960-
1965 registered gains in their growth rates during the
second half of the 1960s—and four of them were either
petroleum or copper producing countries. In general, as
may be seen from table 2, there appears to be an inverse
correlation between the rate of growth of GDP in 1960~
19635 and the acceleration in the growth rate between the
first and the second half of the 1960s.1* As a result, the
spread of country growth rates around the sample average
was less for the period 1965-1970 than for the period
1960-1965.

26. The sources of changes in the GDP growth rate
varied, of course, from country to country and it would be
impossible to attempt, within the scope of this study, a
proper assessment of the factors invelved. However, the
data suggest that general patterns exist, and this is dis-
cussed below in the context of the review of a number of
more specialized indicators.

27. Export performance. An examination of growth
rates of exports for the sample of fifty-one countries 12

1 When rates of growth of GDP are weighted by the 1963 levels
of GDP of the developing countries, the gain in the rates of growth
between these periods is (L8 percentage points.

1 For the sample of fifty-eight countries, the following results
were obtained:

DR = —0.59 RY + 2.68
{-—3.258) (2.653)
where DR = difference in growth rates of GDP between periods
1965-1970 and 1960-1965.
RY = rate of growth of GDP in 1960-1965.
Figures in parentheses are t-values,
12 As noted earlier, the sample of fifty-one countsies excludes

from the whole group of fifty-eight seven countries whose growth
rates declined in 1965-1970 for special reasons.

RE = 037

reveals, on the average, an acceleration between the petiods
1960-1965 and 1965-1970 by 0.4 percentage points (see
tables 2 and 4). As in the case of comparisons of growth
rates of GDP and exporis for the decade of the 1960s,
changes in export growth rates are associated with changes
in growth rates of GDP.%#®

28. The close association between growth rates of
GDP and exports may indicate the role of world demand
in influencing the level of production. Alternatively, this
association may reflect vigorous and successful export
promotion policies. While in the former case external
demand may have stimulated expansion of output in
sectors that were previously producing under conditions
of less than full capacity, the latter case would call for
substantial mobilization of resources and standards of
efficiency that would make it possible for a country to
compete internationally.

29, It appears that the experience of individual coun-
tries varied in this respect. In some countries high growth
rates of exports reflected favourable world conditions for
their traditional export products but in a number of other
countries the gains registered were attributable either to
competitiveness or to diversification of their export struc-
tures or to both. Detailed analysis of changes in export
growth rates between the periods 1960-1965 and 1965-
1970 is not yet possible but preliminary results of a study
by the UNCTAD secretariat tend to confirm that
improvements in export performance took place in a con-
siderable number of countries. According to the study, in
more than half of the ninety-five countries for which data
were available the rates of growth of export earnings
exceeded the rates obtained by applying the individual
commodity export growth rates for the world as a whole
to their base vear (1962} expori structure. The study
indicates that only sixteen countries had more favourable
export structures than world trade as a whole in 1962 and
that fifty-eight of the countries had structures which were
considerably less favourable : the commodity export struc-
tures of the latter countries were such as to exert a down-
ward bias of at least 3 to as much as 9 percentage points
below the average annual growih rate of total world
exports during the period 1962 to 1968 (9.4 per cent).
Despite the fact that only sixteen of the countries had
relatively favourable export structures, thirty-five coun-
tries surpassed the export growth performance of the
world, and fifty-one of the ninety-five countries had a
positive competitive performance, after allowance for
their export structures. Of these latter, iwenty-six coun-
tries exceeded the export growth rates given by their expoit
structures by 5 per cent or more per annum. As a result of
the changes between 1962 and 1968, twenty-one of the
countries showed significant improvements in their export

12 A regression of changes in the rate of growth of GDP (R) and
changes in the rates of growth of exporis {RX) between the periods
1960-1965 and 1965-1970 yielded the following:

R =024 RX -- 0.24 Rt = 0.37
(5.620) (1.163)

Furthermore, the rank correlation coefficient between the two

variables is = (.64, which is significant at the 1 per cent level.
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TABLE 4

Countries ranked by average annual rate of growth of exports of goods and services,
1960-1965 and 1965-1970 =

{ Percentages)
1960-1965 J955-1970
Cotttiry Rate of growth Rank Rate of growth Ranle
Libyan Arab Republic. . . . . . . . . .. 750 1 26.3 2
Republicofl Korea . . . . . . . . . . .. 19.0 2 28.1 I
Nicaragua . . . . . . . . . . . . . . .. 16.4 3 1.3 50
Jordan . . . . . . . . ... 14.9 4 —2.7 55
srael . . . . . ... 1330 5 1240 4
Liberia . . . . .. . . ... ... ... 12,9 0 6.2 26
ElSalvador . . . . .. .. . ... ... 1275 7 1w 13
Mauritivs . . . . . . .. .. L L L. 121 8 —2.6 54
Togo . . . . . . . .00 11.5 9 5.7 28
Guatemala., . . . . . . . . .. . .. .. 102 10 7.8 15
SaudiArabia . . . . . . . ... .. ... 0.2 10 74 13
Papama . . . . . . .. . ... 0L 10.1 12 84 10
Thailand. . . . . . . . .. ... . ... 2.7 13 7.1 20
Vepezuela . . . . . . . . .. L. L. 9.7 13 2.6 45
Philippines. . . . . . . . . . . . . ... 9.6 15 6.6 48
Nigeria . . . . . .. .. . .. ... .. 92 16 —10.7 58
Kuwait . . . . . . ... .. ... ... 6.1 17 8.0 14
Uganda . . . . . . . . . . .. .. ... 8.0 18 38 41
Hondwras . . . . . . . . . . . ... .. 7.9 19 7.1® 20
Tebanon. . . ., . . . . . . . .. ... 7.9 19 39 8
Tean. . . . . . . . ... 7.7 21 134 3
Mozambiqee . . . . . . L L L. L L. 7.6 22 11.5 i3
Bthiopia. . . . . . . . . . .. . . ... 7.6 22 69 23
Iraq. . . . . . . . . .00 7.6 22 43 37
Ecwador. . . . . . . . . . ... . ... 7.2h 25 570 28
Syrian Arab Republic . . . . . . . . . .. 6.8 26 2.6 45
Kenya. . . . . . . . . ... ..., 6.6 27 4.3 37
Argentina . . . . ., . . . . . ... L. 6.1 28 4.3 3
Egvpt. . . . . . ... ... 5.9 29 —6.4 36
Chad . . . . . . ... .. ... ... 57 30 1.4 49
Jamaica . . . . . . . . .. ... 5.7 30 44 36
Pakistan . . . . . . . . . . . . . .. .. 560 32 500 33
Chite . . . . . . . . ... ... .. .. 5.3 33 47 34
Mexico . . . . . . . . ... ... 5.3 33 5.4 31
Malaysia. . . . . . . . ... ... ... 5.1 33 33 32
Cameroon . . . . . . . . . . . . .. .. 5.1 Lkt 6.5 25
Tanzania, United Rep. of . . . . . . . . . 4.9 37 3.3 11
Malagasy Republic . . . . . . . . . . .. 4,70 38 580 27
CostaRica. . . . . . . . ... .. ... 4.5 39 121 5
Guyana . . . . . . . . ... ... 4.4 40 55 30
Bolivia . . . .. . . ... . ...... 4.4 40 83 i1
Peru . . . .. . . . . . ..., 4.3 42 2.5 47
Urpgaay . . . . . . . . . . . . < . ... 4.2 43 -0.9 53
Ghana. . . . .. .. ... . .. .... 4.1 44 —9.1 57
India . . . . ... . ... ....... 39 45 7.4 17
Tonisia . . . . . . . . . . .. .. ... 370v 46 —0.40 52
Zambia . . . . . ... ... 2.8 47 8.5 9
Sudan. . . . . . .. ... ... 2.7 48 4.5 33
Colombia . . . . . . . ... ... ... 24 49 7.3 19
Brazil . . . . . . . . ... .. ... .. 2.1 50 9.0 7
Ceylon . . . . . . .. . ... .. ... 2.1 50 —-0.3 31
Morocco. . . . . . . . .. Lo 2.1 50 4.3 37
Malawi . . . . . . . . ... ... 1.3 53 3.0 42
Indonesia . . . . . . . . .. .. . ... 0.6 54 2.7 43
Sierraleone . . . . . . . . . . . ..., —14 55 7.3 i6
Paraguay . . . . . . . . . . . .. ... —1.6 56 2.7 43
Dominican Republic . . . . . . . . .. . —4.8 57 7.1 20
Zaire . . . . .. ..o —5.8 58 6.6 24

Soprce; UNCTAD secretarias, based on data of the Statistical Office of the United Mations and information provided
by 1the Department of Economic and Social Affairs of the United Nations.

& For some countries, the periad is shorter than 1965-1970. See annex table.

b Exportz of goods only.
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TABLE 5
Average investment-GDP ratios and marginal capital-output ratios,
1960-1965 and 1965-1970
{ Percentages)
Invesimert- Muarginal caplial=
GDP ratio aufput rofic
Coutitry 8 1960-1965  [963-1970%  [0G0-1965  JG6S-1970%
Libyan Arab Republic. . . . . . . . . .. 37.5 20.9 0.9 1.0
RepuMicof Korea . . . . . . . . . . .. 14.2 259 2.2 2.0
Saudi Arvabia, . . . . . . .. .. .. .. 13.7 15.4 1.6 1.8
Zambia . . . . . . .. ... ... 19.3 25.7 33 kN |
Jordan . . . . . . .. ... ... 16.5 16.3 1.6 4.1
Iran. ., . . . . .. ... ... ... 14.9 18.4 2.2 1.7
Panama . . . . . . . . . . . ... ... 18.4 22.1 24 2.8
Tsracl . . . . . . . ... ... .. 2716 21.4 2.8 4.4
Thailand. . . . . . . . . . .. .. ... 21.0 29.8 2.7 35
Mexico . . . .. . ... ... ... 13.8 20.1 24 2.5
CostaRica. . . . . . ... . ... ... 21.6 22.8 3.1 i1
Syrian Arab Republic . . . . . . . . . .. 16.5 169 2.2 2.3
Togo . . . . . . . . 144 16.5 1.8 29
Nicaragua . . . . . . . . . . .. .. .. 17.4 20.7 1.8 4.1
Iraq. . . . . . .. . .. 18.2 15.3 2.7 30
Kuweit . . . . . .. ... ... .... 12.8 174 2.3 2.4
Pakistan. . . . . . . . . . . . ... .. 15.0 15.2 2.7 2.0
Bolivia . . . . . .. ... .. ... .. 16.6 19.3 3.0 2.8
ElSalvador . . . . . . . . . . .. ... 14.0 14.0 1.9 3.1
Malaysia, . . . . . . ... ... .. 16.6 16.3 2.6 32
Venezuela . . . . . . . .. . ... ... 17.0 17.4 2.2 s
Kenva. . . . . . . . . .. . ... ... 134 14.7 31 22
Honduras . . . . . . . . . . ... ... 15.1 19.2 2.8 3.5
Guatemala. . . . . . . . . . .. . ... 10.3 12.3 | ) 2.3
Brazit . . . . ... ..o 17.7 17.6 4.4 2.2
Cameroon . . . . . . . . . . . . .... 12.2 12.8 2.4 31
Colombia . . . . . . .. .. .. . ... 19.2 18.8 4.0 28
Beuador . . . . . . . . ... . ... .. 14.3 13.5 3.2 22
Uganda . . . . . . . . . . . ... ... 11.7 152 2.2 32
Jamaica . . . . .. . . . ... ... 19.3 234 34 4.9
Ceyion . .. . . . .. . . .. ..... 14.2 15.7 38 20
Mozambigque . . . . . . .. ... L. 270 204 5.2 6.t
Liberia . . . . . . . . . . .. ... .. 18.7 15.1 39 4.0
Paraguay . . . . . . . .. . .. ... 14.1 15.3 31 6.4
Pern . . . ... . ... .. ... 22.0 21.0 3.6 33
Sierraleone . . . . . . . . . . ... .. 124 14.3 3.3 2.2
Ethiopia. . . . . . . ... ... .. .. 12.1 13.4 2.8 3.3
Philippines. . . . . . . . . . . . ... . 16.9 19.6 3.5 5.9
Chile . . . .. . ... . ... .. 17.9 17.8 3.6 4.3
Argenting . . . . . . . . . . ... L. 19.4 18.5 5.5 4.0
Tanzania, United Republicof . . . . . . . 12.0 14.7 30 35
Lebanon. . . . . . . . ... . ... .. 22.1 237 4.8 2.4
Moroceo., . . . . . . . ..o 11.1 13.7 24 30
Guyana . . . . . . . . . ... .. .. 20.5 22.1 4.2 4.0
Zaire . . . . . .. o 14.1 19.1 4.1 3.2
Malawi . . . . . . ... ... .. ... 9.1 14.0 6.3 2.7
Tunisia . . . ... ... ... ..... 20.7 238 4.0 7.0
Sudan. . . . . . .. ... L. 14.9 10,8 4.9 21
Egypt . . . .. . . . . ... . ... 13.2 18.0 2.8 752
Dominican Republic . . . . . . . . . .. 15.6 18.8 7.8 31
Mauritius . . . . . . . . . L L., 19.5 13.8 28 909
India . . . . . . ... ... . .... 17.0 17.2 4.4 42
Indonesia . . . . . . . . . . .. . ... 8.7 8.7 5.8 2.5
Ghana, . . . . . .. . . . ... ... 20.2 15.9 6.2 10.2
Malagasy Republic . . . . . . . . . . .. 9.8 10.6 5.5 34
Urogaay. . . . . . . o« v v o 14.8 124 2%.8 16.3

Source: DNCTAD secretariat, bazed on data of the Statistical Office of the United Nations and information provided
by the Deparunent of Evonomic and Social Affairs of the United Nations.

* Ciountries are in descending order of rate of growth of GDP during the period 1960-19706,
b For some couniries, the period is shorter than 1965-1970, See annex tabis,
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structures (equivalent to a growth rate of 1 per cent or
more per annum) and five countries showed significant
deterioration (equal to 1 per cent or more per annum).

30. Investment-GDP and capital-output raties. As
shown in table 2, for the sample of fifty-one countries the
investment-GDP ratio increased between the periods
1960-1965 and 1965-1970 by 1.6 percentage points, In
thirty-six of the fifty-one countries the ratio showed
improvements, but the distribution of gains was rather
uneven (see table 5). For example, eight countries regis-
tered increases in the ratio by more than 4 percentage
points and thus accounted for a major part of the over-all
increase.

31. On the whole, there was a tendency for changes in
the investment-GDP ratio to be associated with changes
in the growth rates of both GDP and exports,* Moreover,
foreign saving did not appear to be a significani factor in
explaining increases in the investment-GDP ratio. In fact,
in fourteen of the thirty-six countries which increased
their investrent-GDP ratios, foreign saving as a propor-
tion of GDP showed a decline. On the other hand, among
the countries where a decline in the investment ratio was
recorded, adverse movements in the ratio of foreign
saving to GDP was a contributing factor.

32, Changes in the capital-output ratios were inversely
associated with changes in the rate of growth of GDP.1
In cases where the rate of growth of GDP declined, capital-
output ratios increased, indicating that the slowdown of
economic activity might have been associated with reduc-
tion in the use of installed capacity. On the other hand, in
cases where therate of growth of GDP accelerated, capital-
output ratios showed a downward trend, and this was often
accompanied by increases in the investment-GDP ratio.
In thirteen of the sample countries which recorded acceler-
ation in the rate of growth of GDP, increases in the invest-
ment-GDP ratic were associated with declines in the
capital-output ratios, suggesting the possibility that the
productivity of a larger volume of the resources mobilized
might have increased.

33. The savings effort. As shown in table 2, the average
change in the savings-GDP ratio for the sample of fifty-
one countries was noteworthy, showing a gain of 1.3 per-
centage points. As may be inferred from the data provided
in table 6, about two-thirds of the countries recorded an
increase in the ratio, but the gains were distributed
unevenly. Of the thirty-eight countries which registered
an increase in the ratio, ten recorded advances of more
than 6 percentage points and accounted for the major
part of the over-all gain.’® For the remaining twenty-eight

1 The rank correlations between changes in investment-GDP
ratios on the one hand and changes in the rates of growth of GDP
and exports on the other hand were 0.31 and 0.35, respectively,
and both significant at the 5 per cent level.

5 The rank correlation beiween the two variables was —0.56
which is significant at the [ per cent fevel.

1 These countries are; Cevleon, Honduras, Jamaica, Kenya,
Liberia, Libyan Avab Republic, Nicaragua, United Republic of
Tanzania, Thailand and Togo.

couniries the average increase in the savings-GDP ratio
was 1.6 percentage points. There appears to be no uniform
pattern explaining the declines in the savings-GDP ratios
of twenty of the sample countries shown in table 6, but a
number of them were affected by adverse short-term
factors.

34. The tax effort. Total tax revenues as percentage of
GDP are shown in tables 2 and 7. The tax-GDP ratio
increased by 1.6 percentage points between the periods
1960-1965 and 1965-1970. As may be inferred from the
figures in table 7, thirty-three out of the thirty-seven
countries shown in that table increased tax ratios during
the latter half of the 1960s, reflecting a vigorous effort to
enhance the role of government in economic activities,
The substantial increase in the ratio is particularly impres-
sive since it appears to have been realized independently of
increases in income or export growth rates. However, the
increase in the ratio exhibits a rather close and reverse
association with changes in the rates of inflation as re-
flected in the cost-of-living indices.??

35. ‘Tax policies, particularly when directed at increas-
ing the share of direct taxes in total revenue, could poten-
tially be an effective measure in redistributing income. As
is shown in table 7, during the period 19601969, in only
four countries did the ratio of direct to total tax revenues
exceed 50 per cent; in three of the four countries, the high
incidence of direct taxation is attributable to corporate
income taxes on copper (Chile and Zambtia) or oil (Vene-
zuela), and in the fourth country (Uruguay) it is signifi-
cantly influenced by relatively high social security taxes.
Of the thirty-seven countries listed in table 7, twenty-nine
recorded an increase in the direct tax ratio during the
second half of the decade. With the exception of Israel,
Uganda and Panama, countries exhibiting the largest
gains in direct taxation also appear to have made substan-
tial advances in the over-all tax-GDP ratio, It should be
noted that in some cases the gains in direct taxation may
reflect factors which are to a certain extent extraneous to
the countries concerned. In the cases of Chile and Zambia,
part of the increase in direct taxation appears to be due o
high copper prices and steeper corporate income taxes
affecting the copper sector.

36. Instability. In developing countries, whereas export
prices move both in an upward and a downward direc-
tion, internal prices, as in the case of developed countries,
generally move only upwards. The degree of instability in
internal prices is, therefore, synonymous with the rate of
inflation, which is best measured by changes in the price
index of domestic consumption and investment expend-
tures combined.?® Since this index is not available for a
sufficiently large number of developing countries, the
cost-of-living index and the index of consumer prices have
been used as a substitute in this study.

¥ The rank correlation between the two variabies is 0.55 and
significant at the i per cent level.

18 This index is often called the implicit deflator of “gross domestic
expenditure”™.
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‘TABLE 6

Countries ranked by average savings-GDP ratios,
1960-1965 and 1965-1970 2

{ Percentages)
I960-1965 19651970
Country Ruatio Rank Ratlo Ranlc
Kuwait . . . . . . . . . . . ... 59.3 1 56.6 3
Saudi Arabia. . . . . . . . . ... ... 55.5 2 58.8 i
Zambia . . . . . . . L. ..o L, 38.9 3 38.3 4
Venezuela . . . . . . . . .. ... ... 35.4 4 356 1)
Trag. . . . . . . ..o 34,9 5 35.8 5
Malaysia. . . . . . . ... ... ... 292 6 3C4a 8
Guyana . . . . . . L ... .o 24.0 7 20.5 16
Iran. . . . . . . ... 232 8 26.9 g
Zaire . . . .. ..o 22.1 9 16.5 28
Uganda . . . . . . . . ... .. ... 21.0 10 22.5 12
Peru . . . . . .. ... 20,5 1§ 12.3 42
Argenting . . . . . . . . . . . .. ... 20.5 11 202 17
Mozambique . ., . . . . . . . .. ... 20,2 13 20.8 15
Thailand, . . . . . . . . .. ... ... 19.5 14 25.7 10
Ghana. . . . . . . ... ... ... .. 18.9 15 130 2t
Mexico . . . . . . ..o 18.3 16 19.2 . 18
Colombia . . . . . .. ... ... ... 17.9 17 16,9 25
Brazil . . . . . . . . ... 17.6 8 18.2 20
Jamaiea . . . . .. L L. oL 16.7 19 23.3 11
Liberia . . . . . . .. ... ... ... 16.7 19 30.7 7
Mauritics . . . . . . . . .. L 0. 16.1 21 17.6 22
Chile . . . . . . . . . ... ... ... 15.6 22 14.3 33
Cameroon . . . . . ., . . . . . .. ... 15.5 23 16,3 29
Egypt . . . . . . . . . .. .. ... 15.4 24 16.6 27
Feouador . . . . . . . . . . .. .. ... 15.3 25 12.3 42
Ceylon . . . . . . . . ... .. .... 15.3 25 209 14
Kenya. . . . . . . . . .. .. ... .. 15.0 27 14.8 30
India . . . . . . . . . . . .. .. ... i5.0 27 14.7 31
Syrian Arab Republic . . . . . . . . . . 145 29 16.7 26
Libyan Arab Republic. . . . . . . . . .. 14.7 30 58.1 2
Panama . . . . . . . . . ... .. .. 14.5 31 19.1 19
ElSatvador . . . . . . . . . ... ... 14.5 3 12,7 41
Tsvmel . . . . . . ..o Lo 13.8 33 84 52
Paraguay . . . . . . . . .. .. ... 13.3 34 14.3 33
Tanzania, United Republicof . . . . . . . £3.3 34 21.3 i3
Dominican Republic . . . . . . . . . .. 13.2 36 9.3 50
Uruguay. . . . . . . . . . . . . ... 13.1 37 13.8 35
Lebanon. . . . . . . ., ... L 13.0 38 13.2 38
Philippines. . . . . . . . . . . . . ... 12.4 39 11.3 45
Pakistan . . . . . . . ... oL L 11.6 40 102 49
Sudan. . . . . . .. .. oL 10.7 41 i0.9 46
Togo - . . . . . ..o 106 42 174 24
Tunisia . . . . . . . . ... 10.5 43 5.7 54
Moroceo. . . L L L L 0L L 10.4 44 12.2 44
CostaRica. . . . . . . . ... ... .. 10.3 45 14.7 31
Nigeria ., . . . . . . .. .. ... ... 10.2 46 i3.2 38
EBthiopia . . . . . . . . . . . .. .. .. 10.0 47 104 48
Sierralegne . . . . . . .. . ... .. 9.5 48 10,7 47
Guatemala. . . . . . . . . . ... ... 2.1 49 12.9 40
Indonesia . . . . . . . ... ... ... 2.4 50 %3 50
Malagasy Republic . . . . . . . . . . .. 0.7 51 7.1 53
Republicof Korea . . . . . . . . . . .. 04 52 17.5 23
Bolivia . . . . . . . . ... ... ... 5.6 53 54 55
Chad . . . . . . . . ... 2.3 54 -10 56
Nicaragua . . . . . . . . . . . . . ... 1.4 55 133 35
Honduras . . . . . . . ... . . . ... -39 56 13.6 37
Malaw: . . . . . . . ... L. -39 56 —-23 57
Jordan . . . . . . . .. ..o L. -10.3 58 -84 58

Sonrce: UNCTIAL secretariat, based on daia of the Siatistical Oftice of the United Nations and information provided
by the Department of Economic and Social Affairs of the United Nations.

a For some countries, the period is shorter than 1965-1970. S#e annex tahle,
5 Conntries arve ranked in descending order of saving-GDP ratio during the period 1960-1965.
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TABLE 7

Tax revenve as proportion of GDP 1960-1969 and changes in tax-GDP ratio
between the periods 1960-1965 and 1965-1970 ©

{ Percentages)

Change in Change in

roral taxe direct tax-

1960-796%9 Divect tax= GDP ratio GDP ratio

Tax-GDP rorad tax 196015965 19601965

Country ratio Rank ratio 1965-1969 1965-1969
Uruguay. . . . . . . . . . . .. 26.5 1 52,5 0.3 —1.2
Chile . . .. . . ... . ..., 26.4 2 54.2 4.0 2.8
Tsrael . . . . . . . .. . .. .. 26,2 3 40.5 0.4 20
Tumisia . . . . . . . . . . . .. 229 4 34.5 2.4 1.4
Brazil . . . . . . . ... .... 2t.1 5 30.8 4.6 2.1
Maaritivs . . . . . . . ... . 18.3 6 30.1 —0.2 —1.0
Burma. . . . .« . 0. 18.1 7 420 4.5 4.4
Zambia . . . . . .. ... L. 18.1 7 81.2 12.6 10.2
IvoryCoast . . . . . . . . ... 17.7 9 16.4 1.0 1.2
Guyana . . . . . . . . . . .., i7.5 10 36.6 1.4 —-0.2
Uganda . . . . . . .. . .. .. 17.1 131 24.9 1.2 24
Peru . .. .. ... ... ... 16.5 12 36.3 1.6 0.5
Venezuela . . . . . . .. . ... 16.2 13 55.6 —0.9 1.8
Jamaica . . . . . . . . . ... 16.0 14 36.9 1.7 0.4
Ecvador . . . . . . . . .. ... 15.4 5 422 0.1 0.2
CostaRica. . . . . . . ... .. 15.3 113 30.1 -0.1 0.9
Kenya. . . . . . . .. . . ... 14.1 17 40.4 1.6 1.4
Panama . . . . . . . . . . . . . 13.8 18 44.9 1.6 2.0
Tanzania, United Republic of 13.6 19 346 5.1 2.0
India . . . . . ... ... ... 131 20 26,7 0% —0.2
Ghana. . . . . ... ... ... 12.5 21 21.6 0.3 0.5
MOrocco. . . . .« .« o oo ow 12.3 22 28.5 1.3 1.1
Bolivia . . . ... . ... ... 12.0 23 350 3.5 —0.1
Colombia . . . ... ... ... 11.5 24 40.9 23 0.6
Jordan . . . . . . . ... ... 111 25 15.3 1.4 0.0
Argentina . . . . . . . . . ... 11.1 25 227 1.7 —0.1
Honduras . . . . . . . . . . . . 11.0 27 1%.1 1.9 1.3
Micaragua . . . . . . . . . .. 10.9 28 239 1.0 1.1
Paragway . . . . . . . . . . .. 10.5 29 29.5 09 0.1
Thaitand. . . . . . . . . . ... 10.4 30 14.4 0.9 0.3
Republicof Kotea . . . . ., . . . 10.4 30 30.8 24 1.4
Philippines. . . . . . .. . . .. 9.8 32 224 0.0 0.2
Guatemala. . . . . . . . .. .. 89 33 22.5 0.8 0.1
Pakistarr . . . . . . ... .. .. 3.7 34 27.6 1.2 0.1
Ethiopia . . . . . . . . . . ... 7.5 35 24.0 0.3 0.0
Iran. . . . . . . . . ... 7.4 36 18.9 0.8 0.2
Iraq. . . . .« . o L. 73 37 24.7 0.6 0.7

Sakree: UNCTAD secratariat, based on data of the Siatistical Office of the United Nations and information provided
by the Department of Economic and Social Affairs of the United Nations,

& For some countries, the period is shorter than 1965-1970, See annex table.
b Countries are in descending order of the tax ratic during the period 1860-1969,

37. It can be seen from tables 8 and 9 that prices rose
continuously in the great majority of developed and devel-
oping countries in the 1960s. Although the rate of increase
in prices in most developing countries shown in table 8
has been no higher than that in developed countries, dif-
ferences in the rate of inflation experienced by individual
countries have been considerably greater among the for-
mer, The factthat the average rate of priceincrease during
the first half of the 1960s was more than twice as high in

developing couatries is explained primarily by particu-
larly high rates in a smali number of them, mostly in Latin
America, i.e. Argentina, Brazil, Chile, Colombia and the
Philippines. Except for Argentina, all these countries suc-
ceeded in moderating inflation in the second half of the
1960s, and this largely accounts for the decline in the
average rate of price increases for all developing countries
shown in table 8.
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TABLE 8

Average annual rate of increase in cost-of-living indices
for selected developing countries, 1960-1969

1960-1565 1965-1969

Argentiga . . . . . . . . . . .. 21.2 23.6
Bolivia . . . . ... ...... 4.8 7.6
Brazil . . ... ... ... ... 49.2 28.4
Ceylon . . . ... ... . ... 2.0 4.9
Chile . . . . . ... ... ... 25.6 20.6
Colombia . . . . .. . . . ... 13.1 2.3
Cyprus . . . . . . . . . . ... 0.4 1.9
Dominican Republic . . . . . . . 3.8 —
Bevador . . . . . . . . . .. .. 19 35
Bgypt . . . . ... oo 24 3.7
ElSalvador . . . . . . . . . .. 04 1.0
Guatemala. . . . . . . . . . .. 0.3 0.9
India . ... ... ....... 5.6 7.0
Itan., . . . . . .. . ... 1.9 1.4
Tsrael . . . . . . ... oo 6.9 3.0
Kenya. . . . . . .. .. .. .. 1.7 2.1
Mexico . ... ... .. ... 1.7 3.0
Morocco., . . . . . . L L L L L 4.2 0.4
Pakistan. . . ., . . . . .. . .. 2.0 4.3
Panama . . . . ... .. .. .. i.1 15
Peru. . . . .. ... . .. ... 8.5 11.5
Philippines . . . . . . . . . . .. 0.2 3.7
Sudam. . . . . ... . ... .. 32 29
Tanzania, United Republic of . . . 0.8 4.4
Thailand, . . . .. . . ... .. 1.5 29
Tunisia . . . . . . . . ... .. 2.2 3.2
Uganda . . . . . . . .. .. .. 3.1 —

Unweighted average 6.7 57

Sources: UNCTAD sseretariat, based on IMF, Imfernational Fingheiol Stariss
fics, various issues, and Statistical Office of the United Nations.

TABLE 9

Average annual rate of increase in cost-of-living indices
for selected developed countries, 1960-1969

19501955 1965-1969

Belgiom . . . . ... ... ... 2.3 3.3
Canada . . . . . .. ... ... 1.6 4.0
Federal Republic of Germany . . . 1.5 —
France. . . .. .. . . ... .. 39 39
Italy. . . . . . ... ... ... 52 24
Japan . . . . .. ... ... 59 4.8
Luzembourg . . . . . . . . . .. 22 24
MNetherlands . . . . . . . .. .. 3.6 4.7
United Kingdom . . . . . . . . . 33 4.0
United States. . . . . . . . . .. 1.1 39

Unweighted average 3.1 33

Source; UNCTAD secretariat, based on IMF, Tnternational Fi Il Sratisties,

various izsnes,

38, The major causes of inflation are discussed in
Part two of this paper. That analysis suggests that
inflationary pressures emanating from both the supply and
demand side are likely to be stronger in developing than in
developed countries. In addition, developing countries
have faced greater balance-of-payments difficulties and
the policy response of many Governments to such difficul-
ties has, as explained later, played an important role in
raising prices. It is therefore of interest to examine develop-
ments in the 1960s from this standpoint.

TasLE 10

Indicators of external instability for selected developing
and developed countries, 19601969 »

1960-1965 19651959
Srandard devigrion
1. Index of unit value of exports ®
Developing countries, . . . . 6.7 6.6
Developed countries . . . . . 22 2.1
2. Balance of payments ¢
Developing countries. . . . . 0.08 0.06
Developed countries . . . . . 0.04 0.04
Per cent deviation from trend
3. Index of volume of exporis
Developing countries. . . . . 4.7 i3
Develaped countries . . . . . 2.5 22
4, Index of volume of imports
Developing countries. . . . . 6.6 50
Developed countries . . . . . 33 2.5

Sonrces: UNCTATD secretariat, based on Statistical Office of the United Nations
and IMF, International Finaneial Siafisties, various issnes.

& Unweighted aritlunetic averages for the number of countries stated in each
case.

b For 20 developing and 10 developed countries.

¢ Far 33 developing and 10 developed countries; standard deviation of the ratio
of the balance of the receipts and payments on goods and services account 10
payments on that account.

d For 29 developing and 9 developed countries. Represents

Py

=1
#y ;\(r

o

=

I
where # is the number of years, X; the actual value and Xy the exponential trend

M
value of the index; X; = a(1 + ¥, a2 and r are obtained by the least sqnares
methad,

39. Exports of developing countries have been rela-
tively more unstable, both in volume and price, and this is
avery important factor in the greater incidence of balance-
of-payments difficulties amongst them. Table 10 shows
four indicators of instability related to foreign transactions,
for a selected number of developing and developed coun-
tries during the first and second halves of the 1960s. The
standard deviation has been used to measure instability in
export prices and in the balance of payments on goods and
services. For the volume of exports and imports, which are
subject to a time trend, the percentage deviation from trend
has been used. All these indicators show that during both
halves of the last decade developing countries experienced
a considerably greater instability in their external trans-
actions than developed countries; the instability of export
prices was more than three times as high in the former
group and that of the other three indices about twice as
great,

40. The caunsal relationship between the four indicators
is rather complex, but it is reasonably safe to assume that
in developing countries it is the fluctnations in the volume
and prices of exports that have generally been responsible
for the instability of imports and of the balance of pay-
ments. The data presented in table 10 suggests that,
although there was no abatement in the instability of
export prices of developing countries in the course of the
1960s, the volume of their exports fluctuated less violently
during 1965-1969 than in the preceding five years. The
latter may partly explain the reduction in the instability
of imports and of the balance of payments of these coun-
tries in the second half of the 1960s indicated by the table.



27

Mobilization of resources for development

9T I's 6'€ [ (A £ar O'LE 9tl ] LT ¥t ) Tttt AenBeleq
ian v ves ¢ PN eee es &gl 210 'y . e e e s BT
LT 0el "t &9 L'8C £0T ¥'LT L 8y ‘ *o ot onbluRZONy
14 F'e 9z 8¢ 61 FAL &L I'sl o'l 8 ) A (e
€ oy I 091 F'ee 91z L 1 e v . R LY
0t e 6T T 'Ll £9¢ 81T rer 9'c & : Tttt epuEdn
14 9l 't 1 9T 'l el 80 9el 6'el s 0 (189 . oottt ot lopenag
L1l 50 1Y 87 Y 'F I rara LT 6l e os LTt BqUIo[on)y
1+ 9% 8T R4 A LEl (4 oS . T T T T uaOIues)y
L'8¢ £l 0'c §T ot I't U're 00T L LA £9 oS : M (FAS 1
0 ¥0 i pe A (AR 6'8 1'9¢ (LA} £lIr £'6 e ! T T EjEgEnD
9T 9y e 8t 8% $'1 o1 Ll 134 "Ll 0’6 123 Tt T T T sempuoy
6’1 144 0’9 £T I'T I'vI €5l 133 £F1 s 8¢ 199 R ave). |
Pl £ oL £s 8T g'o 9l I'LE ¥se Ll ¢'s 98 T T T T ERnzeliRA
{5 4 e 6T rE 6'6C £91 I's 9% ! I A 2
L'0 e 6 £T 6'L oLl 6El o t'6 86 R s L E |
¥e L £C L'T Fl (Lras £9 Y LT £L gs Tt T EIANog
8¢ 8T 101 £'e T ¥1 L8 001 29 €Sl e 9F IS . T ueslyeg
N . Tz vea £'oF 6'LS 9pT ¢'c 9 . Coe e s ymany
A €y Le €1 €L 9°0F (S 4Y Lt 9 <9 i M 0 A1
T ol LT €1 601 £'IT 89 681 8’8 RY : Tttt enSeleolN
o'z PO e i Er P ool 9 . <es s - - - - 0801
8T 2 L8 A 9T e o 8'9C £sl 891 £ L's T rguday qery uelsg
oC ot L 9% 8T 60 el I'st €T L'1e £'6 89 : Tt T TN MISOD
LT L'8 I'¥ £C Ul L8l 6l I's 'L . ot OANXSA
T I'e £l ¥o1 goe ¢iT P5E 3’6 YL : T T T U puEeql
¢S I'E 101 99 9t 18] 9T b vl 05T s 801 ¥i e * RISt
¢l 8¢ L01 i 9z £l el '8¢ oLl ¥oT £'6 A : I §
91 T |1 St g1 Tl ¥L 698 9%T £o1 66 8L oot oruey
T 0¢ rAl ! Il I'o— I'ol— 9 6’6 8 : s urplof
69 ocl £T £7 181 '8¢ 9'8¢ | o' £8 STttt uquey
. - 91 659 L'9§ 1241 001 v’ ’ " Eqery paeg
g'el P8 8Ll 8¥ 61 'l 01 Lsg ird soz 9T 96 © ©2107 JO olqndeyy
o e o 6'¢ 0T o o 8L 96T 13 AN &'Le : -ongndey qeay wedqr]
X pnif Bupetiopfuum p Mo p idio arjos xol fo O} itd et ot 40 5 L 3 Sdugteips ddo jv q A NN
FUAN-fomI50D ui FrpAIGfie  jaagnslse mding Agopsega dFHxnf sHupMos ~Jigars Ja0 Hodxs fo a1
fe mwamlopduty o 4 ~foadna Bt SUsaMIop DNESECE I TIANS Yranous Mo
aduvis fo Atroqut fo yrnpad fo HiMo4E fo Pl TEr ETe g seoul SFOID 0
apey WmoER fo vy 0y AT
2y
{sadptaosad }

20LGE096] ‘SH0YEIPUT PACH PUE JA5) JO (Rucad Jo 59181 prnoduiod dBeide [eny

ATaYL X3NNY



ANNEX TABLE (continned)

Annual average compound rates of growth of GDP and related indicators, 196019702

{ Percentages)
Rate
Adarginal Rerte Rare of growth Rate
Rate Gross gross Tricremental af growih aof growtk of labour af ehange
Groweh growth Fnvesiment- domestic domestic Ineome capitais of employment &;
rare af axport Falo Seving- savings Tax-GDP elastivity output agricuiinral mmufacmrmg in cost-of-living
Country ® of GDP earnings ¢ rario GLDF ratio rgise ratic of tax ratlo oupput A outpul mantfacturing Index
Peru . .. .. .. ... ... 4.4 3.1 1.4 16.5 —18.1 16.8 1.1 31 1.6 7.6 2,9 2.9
SierraLeone . . . . . . . . .. 4.4 0.8 12,6 10.0 20.6 cas - 2.8 . - 8.2 4.2
Ethiopia. . . . . ... . ... 4.3 6.5 12.8 10.4 14.9 7.5 1.4 2.9 2.7 . - R
Philippines. . ., . . . - 4.2 7.2 18.2 12,1 0.5 9.8 1.0 4.5 2.7 6.0 1.1 7.
Chile . . . . .. ... .... 4.2 5.3 17.8 14.7 9.9 26,4 1.1 3.8 20 4.6 12 248
Argentina . . . . .. . .. .. 41 4.7 19.0 19.8 256 11,1 Bl 4.3 2.2 44 0.6 21.0
Tanzania, United Republic of 4.0 8.1 12.9 16,1 58.8 13.6 2.5 3.1 van 6.1 2.6
Lebanon, , . . . . ... ... 3.8 7.6 228 134 189 oee 5.8 cer ves o
Moroceo. . . . . . . . L. L. 38 1.9 12.7 10.9 239 12.3 1.2 32 4.0 34 2.2
Guyana . . . . . ... ... . 3.8 4.5 21.2 21.2 84 17.5 13 4.8 i .
Zaire . . .. . . .. ... .. 3.7 —-1.1 16.1 19.6 1.0 217 . 4.6 21.8
Malawi . . . . . ... .. .. 37 5.2 11.5 -3.1 7.2 . [ 2.7 can -
Tunisia . . . . . ... ... . 3.6 5.8e 222 5.2 149 229 i3 6.0 0.3 3.1
Sudan. . . . ... ... .. . 3.5 2.5 13.3 10.9 12.6 - . 4.0 5.1 ces vas 2.6
EBgvpt . . . . . ... . .. . 34 0.2 17.9 157 272 . vas 5.9 32 10.5 4.0 4.4
Dominican Republic . . . . . . 3.4 —-0.2 176 11,6 —3.5 17.6 - 4.7 0.2 2.1 . 1.9
Mauritius . . . . . .. . .. B 3.3 55 17.1 16.2 40.5 18.3 0.8 51 PR ca PN ves
India . . . .. ... .... . 3.2 3.9 16.8 14.7 15.8 13.1 1.2 5.6 1.7 5.4 2.4 71
Indonesia . . . . . . .. ... 2.8 1.5 8.7 8.6 10.¢ ves vas 4.2 1.9 - . 108.%
Ghana, . . . . ... . ... R 2.2 —0.7 17.9 18.3 14.2 12.5 1.1 8.9 ves 8.8 4.8 -
Chad . . . . . . . ... .. 2.0 32 11.2 0.9 vas . 3.7 . von 4.7
Malagasy Republic . . . . . . . 1.8 4,9¢ 10,2 6.7 —-31 5.5 . e 4.9 .
Nigeria . . . . . . . . .. .. 1.3 4.8 12,3 11.0 40.9 vas ver 11.2 - 80 3.7 .
Uruguay. . . . . . . . . .. . 0.8 1.3 139 13.2 33.6 26.5 1.0 16,5 13 0.7 41.7

Sourges: UNCTAD secretariat, based on data of the Statistical Office of the United Nafions and informa-
tion made available by the Department of Economic and Social Affairs of #he Upited Mations; also national
FOUTCES,

+ Egtimates of some indicators ave for shorter periods as listed below,

Rate of growth of GDP, exports, investment and savings ratios. Period 1960-[963: Chad, Iran, Jsrael, Jordan,
Kuwait, Libyan Arab Republic, Mozambique, Nigeria, Saudi Arabia, Sierra Leone, Sudan Synan Arab
Republic, United Republic of Tanzania, Petiod 1960-1969: Ceylon, Egypt, Ghana, Iraq, Kenya, Lebanon,
Liberia, Malagasy Republic, Mauritius, Zambia. For India, rates of growth of GDP and exports refer
to 1960-1970; but investmant and saving ratios refer to the period 1960-1968. For Indonesia, the rate
of growth of GDP refers 1o 1960-1970, but the rate of growth of export earnings, investment and savings
ratios refer to 1960-1963.

Tax-GDP ratio and income elasticity of tax. Estimates refer to 1960-196% with the exception of following
countries, for which data are available for different periods. 1960-1%67; Ecuador, Guatemsla, Guyana,
India, Tran, Tsrzel, Thailand, Tunisia, Urnguay. 1960-1968: Brazil, Colombia, Costa Rica, Ghana, Iraq,

Jamaica, Jordan, Nicaragva, Panama, Republic of Korea, Venezuela, 1961-1968; Ethiopia. 1961-1969:

Kenya and United Repoblic of Tanzania, [962-196%: Paraguay.
Rate of growth of manufacturing gukput: estimates refer to 19460-1962,
Rate of growth of employment in manufacturing: estimates refer to [960-1965.

Rate of change of ¢cost-of-living index: estimates for Bolivia, Colombia, Ecuador, Egypt, Guatemala, Nicaragua,
Philippines, Sudan and Uruguay refer to the period 1960-1969; those for Uganda refer to the period
1960-1968; those for Mozambique refer to the period 1961-1969; those for Chad refer t¢ the pericd
1961-1970; those for Zaire refer 1o the period 19631969,

b Countries are listed in descending order of rate of growth of GDP.
¢ Refers to exports of goods and services in constant 1960 prices,

4 Refers to rates of growth of volume of production.

¢ Refers to volome index.
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Part two — Indicators of development effort in key areas

Chapter I
Development effort in agriculture

41, The aim of this chapter is to present a methodol-
ogical approach that may be used in assessing the agri-
cultural performance of developing countries. Whenever
possible, an illustration is provided by reviewing the infor-
mation available for the 1953-1968 period. In section A,
rates of growth of agricultural production, agricultural
land area, and yields per hectare are examined. An
attempt is also made to show what underlies the rates of
increase in land productivity by looking at the efforts
developing countries have been making to raise the tech-

nical level of the agricultural seetor, Section B deals with
methods which may be used to assess the contribution of
the agricultural sector to economic growth. Finally,
section C discusses certain aspects related to the distri-
bution of agricultural income and wealth,

A. THE RATE OF GROWTH OF
AGRICULTURAL PRODUCTION
AND ITS MAJOR DETERMINANTS

42. Table 11 shows average annual rates of growth of
total and per capita agricultural production for thirty-
nine countries over the 1953-1968 period. The figures in

TaBLE 11

Average annual rate of growth of total and per capita agricultural production, 1953-1968

{Percentages)
Rate of growth Rate of growth
, af per capita
agricultural agricritural
Cottlry & production Rank production Rank
Isracl . . . . . . ... 0000000 8.3 i 4.3 1
Ecuador . . . . . . . . . .. . ... 5.7 2 2.5 3
Venezuela . . . ., . . . . . . . ... .. 5.6 3 1.8 7
Guatemala . . . ., . . . .. ... .... 5.5 4 24 5
Cyprus . . . . . . . . .. . . ... 5.2 5 39 2
Thailand. . . . . . .. .. . ... ... 5.0 [ 2.0 6
Mexico . . . . . ... .. .. ... 4.6 7 1.4 8
Bolivia . . . . ... ... .. ..... 4.4 8 2.5 3
Honduras . . . . . . . .. . ... ... 4.3 9 0.8 15
CostaRica. ., . . . ... ... .. ... 4.3 9 04 21
Libya . . . . . .. ... .. ... 4.2 i1 0.9 13
Sudan. . ... ... ... ... ... 4,1 12 1.2 9
Republicof Korea . . . . . . . . . . .. 3.9 13 1.2 9
Panama . . . . . . .. .. .. .. ... 38 14 1.1 1
Malaysia. . . . ., . . ... ... ... 37 15 0.8 15
Brazil . . . . . e e e e e e e e 37 15 0.9 13
Philippines . . . . . . . .. ... ... 35 17 —-0.1 26
Iran. . . . . . . . .. ... 3.3 18 0.5 20
Ceylon . . ... ... .. ... ... 3.2 19 0.8 15
Egypt. . . . . . . ... ... 0. io 20 0.8 I3
Ethiopia. . . . . . . . ... ... ... 2.9 21 1.1 11
Syrian Arab Republic . . . . . . . . . . . 238 22 0.3 23
Colombia . . . . .. ... ... .... 2.8 22 —-0.3 29
Pero . . . .. .. ... 2.8 22 0.0 25
Pakistan. . . . . . . ... .. ... .. 2.7 25 0.2 24
Buma. . . . . .. ... .00 2.6 26 0.6 19
ITfaq. . . . . . . . oo . 2.5 27 —-0.7 33
Paraguay . . . . . . . . .. .00 2.4 28 —0.1 26
Morocco. . . . . . . . . ..o 2.3 29 —0.5 32
Afghanistan . . . . . . . . .. . . ... 2.3 29 04 22
India . . ... ... ... ..., 2.0 3 —03 29
Chile . . . ... ... ... ... 1.9 32 —0.4 31
Dominican Republic . . . . . . . . . . . 1.8 33 —-2.1 38
Indomesia . . . . . . ... ... .... 1.6 34 —-0.7 33
Argentina . . . . . . ... .. ... .. 1.5 3s —0.2 28
Tenisia . . . . . . . . . .. 0.6 36 —1.0 35
Cuba . . . . ... . ... 0. 0.5 37 —L3 36
UMIBUay . « « « v v v v v v e e e e, 0.0 38 —1.6 37
Algeria . . . . . ... .. —1.6 39 —3.8 39
Unweighted average 32 0.5

Sowrce: UNCTAD secretarial, based on FAQ, Produciion Yearbook, 1969,
2 In descending crder of rate of growth of agricultural production.



30 Volume I — Financing and invisibles

table 11 show a wide dispersion in the growth rates. While
the unweighted average of the growth rates of total pro-
duction was 3.2 per cent, they range from 83 to —1.6
per cent. However, two-thirds fall within the 5.0-2.0 per
cent range. The figures on the growth of per capita
agricultural output reveal that in twenty-five out of the
thirty-nine countries included in table 11, agricuitural
output grew at a faster pace than population.

43. The growth of agricultural output may be use-
fully broken down info the following components: (a)
expansion of the cultivated area; (5) increasing yields per
hectare; and (¢) changes in crop composition, i.e., shifts
from low-valued to high-valued crops. Statistical infor-
mation with regard to the influence of the latter factor is
not available in a systematic way for a large number of
developing countries. On the basis of estimates for a small
sample of developing countries, it appears that changes in
crop composition are, in certain cases, a significant factor,
but on the whole the expansion of agricultural output has
been determined primarily by expansion in the cultivated
area and increases in yields per hectare.

44. Regarding expansion of the cultivated area, it is
generally agreed that although in the last two decades a
significant source of agricultural growth has been land
reclamation and the expansion of cultivation to virgin
areas, this source of growth is likely to be less important
in the future.) Although data on agricultural land are
scarce, of doubtful reliability, and not totally comparable,
the available information has been used in table 12 to
derive rates of growth of agricultural area and yields per
hectare. The latter rates of growth should be interpreted
as including the effects of increases in physical yields and
in the value of output due to shifts in commodity com-
position.

45. According to the calculations shown in table 12,
only in ten out of twenty-seven countries included in the
analysis did yields per hectare rise at a rate of 2.0 per

18 Bee OECD, Supply and Demand Prospects for Feriilisers in
Developing Countries (Paris, 1968), p. 14; and 8. Ishikawa, Feonorzic
Development in Asian Perspective {Tokyo, Kinokuniya Bookstore
Co., Lid., 567), p. 61.

‘TABLE 12

Average annual rate of growth of agricultural production, area
and yields per hectare, 1953-1968

{Percentages)
Percemage
Rate Rate Rate contribution
of growtd of growth of growth of higher yiclds

of agricwlrural  of agricultural of yields o the growth

Couniry & production ared per fieetare of production
Cyprus . . . . . . . . oL 5.2 — 52 100
Brazil . . . . . .. .. ... ... 524 0.7e 4.5 87
Mexico . . . . . . .. ... ... 604 1.8¢ 4.2 70
Ecvador . . . . . . . . ... ... 57 1.6 4.1 72
Venezuela®™ . . . . . . ... L. 5.2 1.6 3.6 69
Morocco, . . . . . . . .. L. ., 2.3 —09¢ 32 139
Israel . . . . .. ... 8.3 5.3 3.0 36
Republic of Korea . . . . . . . .. 3.9 1.2 279 09
Egypt . . . . . . . . ... 3.0 080 22 73
Syrian Arab Republic . . . . . . . . 2.8 0.8 2.0 "
Ethiopia . . . . . . . . ... ... 29 1.1e 1.8 62
Libya . . . . . . . . ... ... 4.2 (255 1.7 40
Thailend. . . . . . . . . . ..., 5.0 Jj4n 1.6 3z
Pakistar . . . . . . . . ... ... 2.7 1.21 1.5 56
Philippines. . . . . . . . . . . .. 3.5 20t 1.5 43
Chile . . . . .. ... .. .... 1.9 0.6¢ 1.3 68
India . . . . . ... ... ... 2.0 08t 1.2 60
Indonesia . . . . . . . ... ... 161 091 0.7 44
Argentina® . . . . . . .. ... 2.3 2.2 0.1 4
Ceylon . . . . ... ... .... 3.2 3.1 0.1 3
Perl . . . . . . . . ... 2.8 (3.2)¢ —04 —14
Tunisia® . . . . . ... .. ... 1.0 (1.6} —0.6 — 6}
Urnguay. . . . . . . . . . . . .. 00 078 —0.7 .
Tragt . . . . . . . ... ... 1.6 2.6) —1.0 —63
Algeria . . . . . . . . . ... .. —1.6 0.4 —1.2 75
Paraguay . . . . . . . . .. . .. 24 4.5t —1.9 —79
Buwma. . . . . . . .. ... ... 2.6 4.9 ¢ —2.3 —388

Sonrce: UNCTAD secretariat, based on FAQ, Production Yearbook, various issyss.

arable land only.

& In descending order of rate of growth of yields per hectare.

® 1960-1968 * 1949-1965 B1952-1961. - T 1952-1964 ® 1951-1963
€ 1950-1960 t 19531967 1 1952-1963 ! 1953-1965 “1952-1965
9 19521960 k19531966 3 19471963 ™ 195415635 P £932-1961

Figures in parentheses refer to
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cent per annum ot higher. Moreover, it seems that in some
countries such as Brazil, Ecuador and Venezuela, the low
rates of growth of agricultural area—and hence the high
rates of increase in yields—were due to the constancy in
the area devoted to permanent meadows and pastures,
the data on which appear to be particularly unreliable,
If only arable land is used to estimate the rates of
growth of land under cultivation, a large share of the
increase in yields reported for these countries disappears.
Nevertheless, it is interesting to note that only in five coun-
tries did agricultural area grow faster than output, and in
fourteen countries the contribution of higher yields to total
growth exceeded 50 per cent.?

46. The basic force behind increases in yields is
technical change. Resource endowment considerationsand
the growing difficulty of many developing countries in
providing productive occupations for their entire labour
force would appear to call for the introduction of labour-
using, capital-saving innovations. Moreover, even though
it is not possible to classify technological innovations as
being purely labour-saving or yield-increasing, most ob-
servers agree that the introduction of mechanical equip-
ment has a primarily labour-displacing effect, and new
forms of inputs such as commercial fertilizer, insecticides,
pesticides, and improved seeds appear to be complemen-
tary to labour in that they primarily increase yields per
hectare 2

47. Eventhough yield-increasing inputs do not require
great on-the-farm capital expenditures, certain types of
infrastructural outlays {(e.g. irrigation, flood control, and
drainage) are necessary for these inputs to yield optimal
results.® It is, therefore, important to gain an idea of the
efforts developing countries have been exerting in provid-
ing themselves with the requisite infrastructural capital in
agriculture. Although comparable data on such invest-
ments are not available for a sufficiently large number of
countries, data compiled by FAO allow the calculation of
rates of growth of irrigated land in twenty countries for
the period 1953-1968, The results are shown in table 13.
Nine countries show rates of growth of irrigation of
5 per ceni per annum or higher, and four countries
(Ecuador, Venezuela, Cuba and Algeria) have growth

2 For developing regions as a whole, FAO has estimated that,
for twelve major crops, the coniribution of increases in yields to
the growlh of output was 37 per cent during the 1948/52-1957/5%
period and 51 per cent during the 1957/59-1966/68 period (see
FAOQ, The State of Food and Agriculture, 1970, p. 142),

A1 See, for example, Y. Hayami and V. Ruttan, “Factor Prices and
Technical Change in Agricultural Development: The United States
and Japan, 188019607, Journal of Political Economy, vol. 78, MNo. 5,
September/October 1970, p. 11i5; and M. Yudelman, R. Banerji
and G, Butler, “The Use of an Identity to Examine the Association
between Technological Changes and Aggregate Labour Utilization
in Agriculture”, Journal of Development Siudies, voi. 7, No. I,
October 1970, n. 37,

22 3. Ishikawa, op. cit., pp. 84-85. The complementarity between
fertitizer consumption and irrigation was also revealed for the
countries in table 13 by regressing fertilizer consumption in 1961-
1962, expressed in kilogrammes of plant nutrient per hectare of
arable land, on the ratio of irrigated to total arable land (I):

Cr=9226 + 15541 R* =036
(0.798) (3.49%) -
The figures in parentheses are t-ratios and R® stands for the coeffi-
cient of multiple determination adjusted for degrees of freedom.

TaniE 13

Average annual rate of growth of irrigated land, 1953-1968
{ Percentages)

Rate of growth Ratlo of irrigated

Conntry ® of irvigated Ranf  to arable fand,
tand 1953
Ecvador . . . . . . . . 19.7 1 1
Venezuela ., . . . . . . 16.3¢v 2 1
Caba . . . . . . ... 16.2¢ 3 3
Algeria ., . . . . . .. 11.9 4 1
Brazil . . . . . . ... 9.9% 5 —
Colombia . . . . . . . 820 6 2
Iran. . . . . . . . .. 8.14 7 13
Tsrael . . . . . . ... 53 3 18
Urnguay . . . . . . . . S0e 9 1
Thailand. . . . . . . . 4.3 10 8
Jordan, . . . . . . . . 4.2 11 3
Irag. . . . . . . ... 4.1¢ 12 23
Argentina . . . . . . . 340 13 3
Ceylon . .. ... .. 324 14 13
Pakistan . . . . . . . . 248 15 32
Bolivia . . . . . ... 21 16 2
Republic of Korea . . . 1.9 17 25
India . . .. ... .. 191t 17 13
Philippines . . . . . . . 1.8e 1% 9
Egypt . . . . ... .. 0.9 20 100
Unweighted average 6.5

. Sourge: UNCTAD secretsriat, based on FAQ, Production Yearbook, various
155085,

*In degsconding order of rate of growth of irrigated land,
b 19321964 ¢ 19501964 t 19531967
€ 19521965 ¢ 19531966 € 19531965

rates exceeding 10 per cent per annum. Only in four
countries (the Republic of Korea, India, Philippines and
Egypt) does the growth rate drop below 2 per cent per
annum.

48, The rate of growth of land under irrigation should
be considered only as a rough indicator of effort to raise
land productivity. Countries which had already attained
high ratios of irrigated to total arable land at the beginning
of the period could have been expected to show lower
rates of growth than countries with initially iow irrigation
ratios. Moreover, while some countries are endowed with
adequate rainfall and natural soil moisture throughout the
year, other countries require farge expenditures on irri-
gation to create the same environmental conditions.

49. The above discussion on the forms of technical
change which are appropriate to the resource endowment
of developing countries suggests that special attention
should be given to progress in the introduction of yield-
increasing inputs. Because data on a substantial number
of these inputs are not available, and since it would in
any case be difficult to reduce them to a single expression,
a proxy must be found. The proxy chosen is the rate of
growth of fertilizer consumption. This variable is likely
to be a good representative of the whole category of
yield-increasing inputs.®® Moreover, because new inputs

% Beverat authors stress the importance of fertilizers. See, for
example, S. Ishikawa, op. c¢it,, pp. 84-122; and Y. Hayami and
V. Rurttan, op. cit.
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TastLe 14

Average annual rate of growth of fertilizer consumption,
1952/53-1968/69 and 1961/62-1968/69

{ Percentages)
Fertilizer cansumpiion
1952{53-1968{69 1961162-1968169 per hectare
of arable land,
1961162
Rate Rate {in kilogrammes
Country * of growth Rank af growth Rank  of plant nutrient)
Irae. . . ... . ... .. ... 34.3 1 26.4 6 1.2
Irag. . . .. .. ... ..... 28.9 2 27.2 5 0.2
Thailand. . . . . . .. .. ... 24.83 3 26.4 6 1.6
Nicaragoa . . . . . . . . . ... 24.4 4 2.7 2 4,5
Ghana. . . . .. ... ... .. 23.5 5 29 1 0.2
Pakistan. . . . . . .. ... .. 22.5 6 25.0 11 2.8
Republic of Viet-Nam . . . . . . . 21.0 7 24.2 13 8.0
Equatorial Guinea . . . . . . . . 20.5 8 25,640 9 vas
Bolivia . . . ... .. ... .. 18.8 9 18.0% 2 0.3
India . . ... ... ... ... 18.2 10 22.3 16 2.6
Ecuador. . . . . . . ... ... i8.1 11 23.4 14 4.2
IvoryCoast . . ... .. .. .. 17.9 12 13.0 25 0.8
Semegal . . . . . .. . .. ... 16,7 13 12.7 27 1.3
Cambodia . . . . . . . . . ... 14.7 i4 25.3 10 0.3
Cameroon . . . . . . « . . . .. 14,7 14 2630 8 -
Guatemalz . . . . . . . . . . .. 144 16 13.0 25 10.0
Uruguay. . . . . .« .« . . . . . 14.3 17 33b 45 15.3
Malagasy Republic . . . . . . . . 14.0 18 230 15 0.5
Jordan . . ... .. ... ... 13.2 19 11.0 29 1.7
Sudam., . . . . . .. . .. ... 12.8 20 12.7 27 3.7
Indonesia . . . . .. . .. ... 12.6 21 1.9 47 10.7
Domipican Republic . . . . . . . 12,5 22 10.3 30 13.1
Uganda . . . . . . . .. .. .. 12,3 23 g2® 34 0.6
ElSalvador . . . . . . . . ... 1.8 24 10.3 30 e
Brazil . . . . .. ... ... .. 1.8 24 13.1 24 6.7
Avgentina . . . . . . . ... .. 113 26 247 12 0.5
Philippines. . . . . . . . .. .. 104 27 6.3 39 9.1
Cuba . . . ... . ... ... 10.0 28 189 20 65.1
Honduras . . . . . .. ... .. 9.2 29 19.3 19 7.0
Jamaica . . . . . L ... L 9.0 30 10.3 30 56.3
Syrian Arab Republic . . . . . . . 3.9 3 6.60 37 36
Morocco. . . . . . . ... .. 8.4 32 13.2 23 0.4
Chile . . . ... .. ... ... 8.0 33 5.6 42 20.0
Republicof Korea . . . . . . . . 8.0 33 6.6 37 136.3
CostaRica. . . . . . .. . ... 1.3 35 7.0 36 302
Kenya. . . ... ... .. ... 7.4 36 199» 17 7.2
Cyprus . . ., . . . . . .. 71 a7 39 44 kLR
Lebanon e e e e e e 7.0 38 8.0 3s 48.4
Nigeria . . . . . . .« ... 6.8 9 28.1 4 cas
Mauriting . . . . . ... L 0.8 39 1.9 47 201.0
Ceylon . .. ... ... ..., 6.0 41 62 40 330
Venezuela . . . . .. . . .. .. 5.7 42 1980 18 31
Zaire . . . . 0 o e e e e 52 43 28.5 3 cas
Colombia ., ., ... ... .. .. 5.0 44 58 41 17.2
fsrael . . . .. .. ... ..., 4.8 45 4.6 43 88.5
Mexico . . . ... .. ... .. 34 46 14.4 22 8.1
Tunisia . . . . . . .« « . . .. 3.1 47 920 33 4.7
Guyana . . . . . .. e e e . 3.1 47 0.0 49 43.5
Barbades . . . . .. . . . ... 24 49 —0.3 50 196.2
Peru Ve e e e e e e e e e 0.8 50 —2.8 52 348
Egvpt . . ¢ v v v v o v o0 o —1.4 51 320 46 854
Zambia + . .« v 000 e —52 52 —23.5 53 13.3
Algeria . . . . . . v . —6.1 53 —2.2"% 51 8.1
Unweighted average 11.4 134

Sonrce: UNCTATD secretariat, based on FAQ, Production Yearbook, varions issues,
s In descending order of rate of growth of fertilizer consumption.
b 1962/63-1968/69.
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tend to be of a complementary nature, expansion in the
use of the most representative one would tend to capture
advances in the whole area.

50. Rates of growth of fertilizer consumption for
fifty-three countries over the 1952/53-1968/69 and
1961/62-1968/69 periods are shown in table 14. These
tates of growth are quite impressive and, together with
the data on irrigation growth rates, confirm the impression
that developing countries as a whole have been making
considerable efforts to spur their agricultural development.
For the 1952/53-1968/69 period, twenty-eight out of the
fifty-three countries inciuded in table 14 have growth
rates of fertilizer consumption exceeding 10 per cent per
annnm, and only nine countries exhibit rates of growth
below 5 per cent per annum. Rates of growth above
20 per cent per annum were experienced in Iran, Irag,
Thailand, Nicaragua, Ghana, Pakistan, the Republic of
Viet-Nam and Equatorial Guinea. The evidence for the
shorter period shows an acceleration in fertilizer con-
samption over time, the unweighted average of growth
rates jumping from 11.4 to 13.4 per cent per annum.

51. As anindicator of agriculfural development effort,
the rate of growth of fertilizer consumption suffers from
the same kinds of defects as the rate of growth of irrigated
land. The rate of growth of fertilizer consumption is
likely to be influenced by the consumption level attained
at the beginning of the period and by the availability of
water, either from irrigation or rainfall. In other words,
a low rate of growth of fertilizer consumption is not
necessarily an indicator of poor performance. In some
cases substantial efforts may have been made in past
periods, and simply maintained in the most recent one, or
the couniry’s situation regarding irrigation may have
made it advisable to concentrate efforts on increasing the
irrigation ratio.

52, Animportant development in the field of technical
change in agriculture during the 1960s has been the
adoption by a number of developing countries of new
high-yielding cereal varieties. The two grains which have
spread most rapidly are wheat, developed in the late
1950s in Mexico, and rice, developed in the early 1960s at
the International Rice Research Institute of the Philip-
pines.

33. The improved wheat varieties were quickly
adopted in Mexico, and at present they are used in all
of Mexico’s wheat area, In Pakistan, 12 per cent of the
wheat area was planted to new varieties during the
1967/68 season. The corresponding figure for India #* was
20 per cent. It is estimated that in 1968/69, 7 per cent of
the area devoted fo rice in south and southeast Asia was
under high-vielding varieties. In 1968/69, the leading
country in the area was the Philippines with 30 per cent,
followed in 1969/70 by Malaysia with 16 per cent, India
with 9 per cent, and Burma and the Republic of Vietnam
with 8 per cent® In 1967/68, roughly 30 per cent of

2 Bee J, Willett, The Impact of New Varieties of Rice and Wheat
in Asig (Washington, D.C., Agency for International Development,
1969), pp. 7-8.

25 See FAO, The State of Food and Agriculture, 1970, p. 82.

West Pakistan’s rice area was planted to high-yielding
varieties.

54, The basic advantages of the new varieties are their
higher responsiveness to fertilizers and irrigation and, in
some instances, their shorter growing period, which facili-
tates multiple cropping. There are, however, some prob-
lems which are conspiring against their spread. Besides the
problem posed by the requirements of carrying out adap-
tive research and concurrently providing irrigation and
fertilizers, Asian experience during recent years also raises
the question of their effects on income distribution. If the
adoption of high-yielding varieties occurs in the context of
a rapid increase in demand and, moreover, it leads to a
greater increass in food output than in the demand for
food, urban dwellers are better off because of lower food
prices, and farmers, large and small, are better off because
the rise in output is usually more than sufficient to com-
pensate for the drop in prices. In that case, the over-all
impact on economic welfare, employment and income
distribution would be positive. However, if the result is to
displace the small farmer tilling un-irrigated land and to
concentrate the same total output on the larger, irrigated
units, unemployment may grow and income distribution
worsen. The problem is likely to be aggravated if employ-
ment opportunities outside agriculture are not expanding.
There is evidence that the recent experience of some Asian
countries conforms more closely to the latter than to the
former picture.

B. THE CONTRIBUTION OF AGRICULTURE
TO ECONOMIC DEVELOPMENT

55. Although the contribution of the agricultural
sector to economic development may take many forms,
most authors have stressed the importance of the net flow
of resources out of agriculture as a means of financing the
development process.® This net outflow may be deliber-
ately extracted by the Government by means of taxation,
or it may emerge from the operation of the market
mechanism as a result of vigorous growth in agriculiural
production and productivity.

56. The measurement of the agricultural sector’s con-
tribution to financing economic development is a complex
matter. Data availability does not permit a direct measure-
ment of the net inter-sectoral flow of resources. A rough
idea of attempts by the Government to channel a share of
the marketable surplus of the agricultural sector to develop-
ment coutd be gained by studying the ratio of agricultural
taxation to total tax revenues, total government expendi-
tures, or development expenditures (government invest-
ment plus expenditures on health and education). But the
requisite data are not available for a sufficientty farge
number of countries.

% 8ee F.L. Corty, Rice—New Cereal Varieties (Washington,
D.C., Agency for International Development, 1969), p. 10.

7 J. Willett, op. cit., pp. 23-24; and FAO, op. cit., p. 162.

* 1t should be mentioned that some authors hold the view thag,
at the stage in which most developing countries find themselves,
their agricultural development usually requires large investments
in infrastructure which must be financed with net capital inflows
into agriculture. Hence, they view agricufture’s role as one of
minimizing the sector’s demands on the non-agricultural ¢economy.,
See, for example, S, Ishikawa, op. cit., p. 347.
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57. A net transfer of resources can come about as the
result of rapid agricultural expansion. If the rate of
growth of the marketable surpius exceeds the rate of
growth of demand for agricultural commeodities by the
non-agricultural sector, the terms of trade of agriculture
vis-d-vis non-agriculture wiil fall and, because urban
wages are spent mostly on food, wages will decline rela-
tivelr to the price of manufactures. This implies that
industrial profits are likely to rise and, if they are rein-
vested, the rate of capital formation will tend to increase.

58. On the other hand, an inadequate expansion of
agricultural output may have retarding effects on the over-
all pace of development. First, if the growth in the demand
for agricultural commodities stemming from industrial-
ization and urbanization outstrips the growth of produc-
tion, relative agricultural prices will rise in the cities, and
industrial output and capital formation will slow down.
Secondly, agricultural imports are likely to rise, putting
pressure on the balance of payments. Thirdly, the experi-
ence of a number of countries has shown that an increase
in relative agricultural prices may touch off an inflationary
spiral,®

59. Therefore, the problem of assessing the agricul-
tural sector’s contribution to development may be tackled
from the point of view of agriculture’s ability to meet the
demands imposed upon it by the process of economic
development, This implies deriving an index of excess
demand for agricultural commodities. It may be said that
countries whose ontput growth has been sufficient to meet
the growth in demand have not experienced a serious
agricultural constraint on their economic growth, and the
binding constraint must be sought elsewhere, On the other
hand, countries with excess demand are likely to have
come up against an agricultural bottle-neck.

60. One may distinguish three sources of demand for
agricultural commodities: demand for food, demand for
agricultural raw materials, and export demand. In the
absence of firm data on the share of exports and raw
materials in total demand, estimates of total demand for
agricultural commodities become pure guesswork. There-
fore, the analysis is confined to the food sub-sector. There
are additional reasons why food preduction should be
singled out for special consideration. The significance of
food production for the economic welfare of developing
countries is obvious. Moreover, with the exception of the
more industrialized developing countries, the bulk of
agricultural production destined for the home market is
composed of foodstuffs. Since most of the major export
crops of developing countries are non-foods,* concentra-
tion on food production makes it easier for the analyst to
abstract at least partially from the influence of foreign
markets on domestic production. In addition, data for
the food sub-sector, such as relative food prices and income
elasticities of demand derived from consumer budget
studies, are more readily available. Finally, foodstuffs
constitute a more homogeneous group of commodities

2 Sea M. Edel, Food Supply and Inflation in Latin America
(New York, Praeger, 1969), pp. 65 and 137,

* Beverages such as coffee, tea, and cocoa are classified as
non-feods by FAO,

than total agricultural production, and it was hoped that
the relationships between the different variables studied
would thus conte through more clearly.

61. Intable 15, anindicator of excess demand for food
(1) is calculated using the formula:
Fs — Fg
Iy =
Fa

‘Where rs =rate of growth of food production
ra=rate of growth of demand for food

62. The rate of growth of demand for food (r2) has
been estimated by multiplying the income elasticity of
demand for food (E;) ® by the rate of growth of per capita
GDP (r,), and adding to the result the rate of growth of
population (rs):

!’tl:Ey.f'y—""rﬂ

63. Leaving aside the assumptions that are necessary
in order to construct it, the indicator of excess demand
derived above is open to other serious objections. The
most important one may be drawn from the theory of
comparative advantage. A country need not rely on domes-
tic production and can satisfy its demand for food in an
indirect way through foreign trade by exporting a few
crops or nen-agricultural commodities and importing the
food it needs—i.e. vigorous export growth lessens the
pressure on food production, especially if a country’s
exports are non-foods.®?

64. If the index of excess demand can be interpreted
as indicating the existence of a food production bottle-
neck, from table 15 it would appear that only eleven out
of the thirty-four countries included in the analysis did
not experience. a food production constraint on their

%1 Jse was made of income elasticities of aggregate food consump-
tion {excluding tropical beverages) measured at farm gate prices
obtained by FAO from consumer budget surveys. See FAOQ,
Agricultural Commodities—Projections for 1975 and 1983, vol. 11
{CCP 67/3{Rev.) (Rome, 1967}, pp. 28-33.

32 This hypothesis is supported by the rosults of regression
analysis with a pooled time-series and cross-section sample for
48 countries over the 1958-1968 period. While agricuftural exporis
weve found to be positively correlated with agricultural value added,
non-agricultural exports are negatively correlated with agricultural
value added, and agricultural impoits are negatively associated
with the shaire of agriculture in fotal exports:

() logve = 1.075log ¥ — 0.053 (log ¥¥
67.128) (§8.297)
-+ 0.177 log (Xa/Xs)
{15.536}

1.020 log » — 0.051 (log ¥P*
(56.200) {14.954)
+ 0.100 log xo — 0.085 log xae
(8.402) (8.813)
(3} log pg = —4.918 + 2.107 log y — 0.129 (log »)*
(3.802) (4.485) (3.003)
— 0.361 log N — 0.120 X/X)
(14.983) (3.613)
where vu = per capita GDP originating i agriculiure
vy = per capita GDP
Xe = agriculiural exports
X: = total exports
xa = per capifa agricultural exports
Xna = per capita non-agricultural exports
P == pey capita agricuttural imports
N = population

R =071
(2 log g =
R =0.69

R =071



Mobilization of resources for development as

TABLE 15

Index of excess demand for food,® 1953-1968

{ Percentages)
Rate Ranlk
Rate of growih accovding
af grawl Income of domestic Index ta rate
of i.!cmd elasticity ‘demand of excess af growth
Countryh Pr 1 of d d for food ® demiand © Rank aof protiction
Tsrael ., . . . . . . . . ... N 0.13 4.2 83 1 1
Ecuador . . . . . . . . .. .. 5.7 0.54 3.8 30 2 3
Bolivia. . . . . . . .. . . .. 4.6 0.66 3.1 48 3 5
Venezuela . . . . . . . . . .. 59 0.40 4.4 34 4 2
Mexico . . . . .. ... ... 5.0 0.36 4.3 16 5 4
Ceylon. . . . . . . . . . ... 39 0.63 34 15 6 9
Hondaras . . . . . . . . . .. 4.0 0.46 3.6 12 7 g
Sudan . . . . . ... ... 3.8 0.52 3.5 9 g 11
Brazil . . . . . . . ... ... 4.1 0.30 3.8 8 9 7
Thailand . . . . . . ., . ... 4.6 044 4.6 — 10 5
Guatemala . . . . . . . .. .. 3.8 0.42 38 — 10 i1
Republic of Korea. . . ., . . . . 39 0.47 4.4 -1t 12 9
Panama . . . . . . . ., .. .. 38 0.37 4.3 —-12 13 il
Egypt . . . . .. ... ... . 31 0.50 3.6 —14 14 16
Argentina . . . . . . . . . .. 1.7 0.14 2.0 -15 15 . 30
Borma. . . . . .. ... ... 2.7 0.48 3.2 —~14 16 20
Philippines . . . . . . . . . .. 34 0.61 4.1 —17 17 14
Moroceo, . . . . .. L L. 24 0.55 29 —17 17 23
Ethiopia. . . . . . . .., . . .. 2.3 0.56 29 -—21 19 24
Colombia . . . . . ... ... 2.8 0.42 36 22 20 18
Paraguay. . . . . . . . . . .. 2.3 0.35 30 -23 21 24
Indonesia . . . . . .. . ... 1.7 0.68 2.3 —26 22 30
Pakistan . . . . . . ., . ... 2.7 0.72 3.9 -3 23 20
Peru. . . . . . . ... .. .. 2.8 0.48 4.1 -3 24 18
CostaRica . . . . . .. . ... 34 0.40 5.0 —32 24 14
Chile . . . . . . ... . ... 1.9 0.43 3.2 —4 26 27
Tran . . . . . . . ... .... 3.0 0.67 5.3 46 27 17
India . .. . ... .. .... 1.9 0.72 3.5 —46 27 27
Irag . . . . . . . . ... ... 2.6 0.58 4.8 —46 27 22
Dominican Republic, . . . . . . 2.0 0.43 3.7 —46 27 26
Syrian Arab Republic . . . . . . 1.8 0.49 4.0 55 3 29
Tumisia . . . . . . . . . . .. 0.5 Q.57 2.9 —93 32 32
Uruguay . . . . . . . . . . .. 0.1 0.15 1.4 —93 33 33
Algeria, . . . . . . .. . ... —1.5 0.46 2.3 -163 34 34
Sources: UNCT ;zD secretarial, based on data of the Statistical & Excess demand is indicated by a negative sign.
o s D s, S pcipl s, end FAC: | In dsnding ordec of iner ofeces domand:

ectlons for 1975 and 1985, vol. 11 {(CCP 67/3/Rev.), pp. 28-33.

economic growth., However, in view of the crudeness of
the data and methods used, the results may be subject to
a wide margin of error. If countries are divided into three
groups—those having more than 20 per cent excess supply
(in terms of growth rates), those between 20 per cent excess
supply and 20 per cent excess demand, and countries with
excess demand of more than 20 per cent—four countries
do not appear to have had a serious food production
problem, fourteen countries fall on the borderline between
excess supply and excess demand, and sixteen countries
appear to have experienced a serious food production
constraint on their economic growth,

65, It is often argued that food imports are the other
side of the coin of domestic production, in the senge that a
shortfall in output relative to demand tends to be reflected
in an increase in imports. Therefore, a survey of import
growth rates would appear to be necessary to obtain a

more complete view of development efforts in the agri-
culiural area. However, since food imports are also
influenced by the availability of foreign exchange, the rate
of growth of food imports would partially reflect factors
other than the capacity of domestic agriculture to meet
demand. In other words, the rate of growth of the purchas-
ing power of exports will affect the extent to which a
country is able to satisfy its demand for food with imports.

66. The data do seem to suggest that the growth in
food imports, at least over the 1958-1968 period for
twenty-one countries for which data were available, is
partially the result of inadequate growth in domestic
supply.®® In addition to domestic food production, the

 Results obtained by Edel on the basis of time-series data for
eight Latin American countries tend to confirm these findings.
See M. Edel, op. cit., pp. 43-60.
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TaeLE 16
Food import performance of selected developing conntries, 1958-1968
{ Percentages)
Exress demand®
Rate of growth Rate of growth
Covpry of food imports Rarnk & of total exporty Tndex Rank

Venezuela . . . . ., . ., . . —6.2 1 2.9 63 2
Burma. . . . .. ... .. —4.6 2 —8.3 —37 17
Colombia . , . . . .. .. —3.3 3 30 —18 15
Umgeay. . . . .. . ... - 4 1.8 —83 20
Ceylon . . . .. .. ... 1.3 5 1.5 ) 3
Ecuador. . . . . . . ... 1.4 6 3.0 8 o
Israel . . . . . . ... .. 2.5 7 13.5 7% 1
Panama . . . ., . ... .. 2.8 g 10,0 ~15 13
Thailand., . . . . . . . .. 2.9 9 10.8 -4 10
CostaRica. . . . .. . .. 2.9 9 2.9 —17 14
Paraguay . . . . . . ... 37 11 0.9 - 16
Egwpt. . . .. ... ... 3.6 12 1.8 -6 11
Brazil. . . ... ... .. 6.2 13 4.0 14 4
Argentina . . . . . .. .. 6.5 14 4.3 i1 5
Guatemala. . . . . . . .. 7.5 15 9.5 0 3
Chile . . . . ... .. .. 8.1 16 53 -39 13
Honduras . . . . . . ... 8.3 17 9.7 8 6
India . . . . . ... ... 92 13 2.4 —59 18
Philippimes . . . . . . . .. 9.6 19 8.3 -3 9
Republicof Korea . . . . . 122 20 24.2 —14 12
Dominican Republic 144 21 —0.6 —106 21

Soprees: VNCTAD secrstariat, based on data of the Statistical Office of the United Nations, official nationat sources,
and FAQ, Production Yearbook and Trade Yearbook, various issues.

2 From [owest to highest tate of growth.

b For definition, see text, In the column showing the index, excess desnand is indicated by a negative sign.

rate of growth of total exports also appears to be a signi-
ficant explanatory variable for the rate of growth of food
imports. The following results were obtained:

(@) rms=7.963 — 2.011 r; 4 0.600 r»x R® = 0.47
(4.291) (3.698)  (3.968) ~
(B) rms =095 — 0,068 I; + 0.468 r+ R? = 0.37

(0.711) (2.904)  (3.070)
where [y = index of excess demand
rws = rate of growth of food imports
Ps rate of growth of domestic food supply
row = rate of growth of exports of goods and
SEIVICES

67. Table 16 shows the rates of growth of food imports
for twenty-one countries over the 1958-1968 period. A
comparison of import growth rates with the index of
excess demand, recalculated for the 1958-1968 period,
shows that while Venezuela and Ceylon appear high in
the ranking according to both indicators, the Dominican
Republic, India and Chile exhibit the poorest relative
standing. Some countries change their relative position.
Countries exhibiting a more satisfactory performance
according to the import rather than excess demand indi-
cator are Burma, Colombia and Uruguay. The reverse is
true of Israel, Brazil, Argentina, Guatemala, Honduras,
the Philippines and the Republic of Korea. The variation
in the relative rankings of some countries such as Burma,
Israel, Guatemala, Honduras, Philippines and the Repub-
lic of Korea may be explained by the influence exerted by
the rate of growth of exports. On the other hand, in the
cases of Argentina and Uruguay, the change in ranking

i1

might reflect the fact that these countries are net food
exporters, and that shortfalls in domestic production
result primarily in changes in the exportable surplus rather
than in food imports.

68. If prices were free to adjust to market forces, a
deficit in domestic food supply relative to demand would
express itself in relative food price increases. The pressure
on food prices would, however, be moderated by food
imports whenever the country’s import capacity allowed
an increase in imports. Since import growth rates are
influenced by variables other than domestic performance,
changes in relative food prices cannot be regarded as a
pure indicator of the ability of domestic supply to meet
demand. Besides, in order to avoid inflation and ircreases
in the prices of necessities, the Governments of developing
countries usually place food prices under strict control.

69. Nevertheless, relative price changes and the indi-
cator of excess demand appear to be roughly related.
Rates of change in relative food prices during 1958-1968,
shown in table 17, were obtained by dividing the index of
food prices by the cost of living. With the exception of
Ecuador and Morocco, all countries experiencing positive
rates of change in relative food prices also exhibited a
deficit of supply relative to demand growth, And excluding
the Dominican Republic, Algeria and Bolivia, declines in
relative prices were associated with a growth in supply
exceeding demand expansion. In the case of the Dominican
Republic, it seems that severe excess demand resulted in a
large rate of growth in imports rather than in a rise in
relative food prices.
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TaBLE 17

Annual average rates of change of relative food prices, 1958-1968

{ Percentages)
Rate of change
of relative Index
Conniry Food prices Rank 2 af exeess demand © Rank
Bolivia . . . .. . .. ... ... —L3 i —4 26
Iseael . . . . . . . .. ... ... —-13 2 79 1
Honduras ., . . . . .. .. .. .. —0,7 3 8 7
Brazil . . . . . . ... ... ... —0.6 4 14 5
Vemezuela . . . ., . . . . .. .. —0.6 4 63 2
Argentina , . . . . . . . ... .. —0.5 6 il 6
Guatemala. . . . . ... ... .. —0.3 7 0 10
Ceylon . . ., ... .., ...,.. —0.1 8 n 3
Algeria . . . . . . . ... ..., —-0.1 8 —250 33
Dominican Republic . . . , . . . . -1 8 —106 3
Sudan. . . . . .. ... ... .. 0.0 11 3 9
CostaRica, . . . . ... ... .. 0.0 11 —26 21
Mexico . . . . .. .. .. .... 0.0 13 —7 15
Morocco. . . . . . . L ... L. 0.1 14 16 4
Tunisia . . . . . . . .. .. ... 0.2 i5 —137 32
Uraguay. . . . . . . . . . . . .. 0.4 it —83 30
Panama . . . . . . . . .. ..., 0.4 16 —15 18
Cotombia . . . . . ... ... .. 0.4 16 —18 19
India . . . . .. ... ... ... 0.5 19 —59 28
Perv . .. . ... ... ... .. 0.6 20 —-32 22
Pakistan. . . . . . . . . .. ... 0.7 21 —40 25
Ecuador. . . . . . . . ... ... 0.7 21 8 7
Thaitand. . . . . . . . ... ... 0.8 23 —4 12
Burma. . . . . . ... ... ... 08¢ 23 —37 24
Traq. - . . . . . . .. .. ... 0.8 23 —8 16
Philippines. . . . . . . .. .. .. 1.0 26 -3 11
Syrian Arab Republic . . . . . . . . L0 26 —6 13
Iram. . . . . . ... ... ... 1.0 26 —351 27
Republicof Korea . . . . . . . . . 1.1 29 —14 17
Egvpt . . . . . . . . .. ... 30 —6 13
Chile . . . . . . . .. ... ... 1.4 30 —359 28
Paraguay . . . . . . . ... ... 1.7 32 -2 20
Indomesia . . . .. ... ... .. 1.7 32 —~32 22

Sources; UNCTAD secretariat, based on data of the Statistical Offics of the United Mations, official national sources,

and FAD, Producrion Yearbook, 1969,

® From lowest to highest rate of change of relative food prices.
t For definition, se¢ text, Excess demand is indicated by a negative sign.

€ 1958-1964.

70. Table 17 shows that despite efforts exerted by
Governments to conirol them, relative food prices in-
creased over the 1958-1968 period in twenty out of the
thirty-three countries in the sample. The rate of increase
was 1.0 per cent per annum or more in Indonesia, Para-
guay, Chile, Egypt, the Republic of Korea, Iran, Syrian
Arab Republic and the Philippines. In three countries
relative food prices remained stable, and in ten countries
they declined.

C. INCOME AND WEALTH REDISTRIBUTION

71.  Anystudy of agricultural development effort would
be incomplete without a discussion of efforts by develop-
ing countries to effect changes in the extremely unegual
distribution of income and wealth prevailing in the coun-
tryside. Besides its immediate welfare impact on the major-
ity of the rural population, income and wealth redistribu-
tion appears to be necessary {0 create an economic and

social environment more conducive to increases in the
efficiency of resource use in agricutture,

72. The basic determinant of income and wealth dis-
tribution in agriculture is land ownership. Although the
problems posed by prevailing fand tenure structures vary
from region to region and from country to country, the
need for reform is almost universal,

73. Many developing countries have enacted land
reform legislation in the last two decades. However, its
scope and extent vary from case to case. While in some
countries (e.g. Bolivia, Cuba, Egypt, Iraq, Peru) land
reform was part and parcel of a social revolution, in most
countries it has been attempted within the framework of
the existing social structure. Therefore, it is difficult to
capture in a single indicator the complex and far-reaching
effects of land tenure reforms. Nevertheless, if data were
available, certain kinds of ratios would help to elucidate
progress in this area. The following indicators would be
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useful: (@) the change over time in some measurement—
e.g. a Gini ratio—of concentration in land ownership;
() the area cultivated by tenants, as a share of total arable
land; and {¢) the number of land fragments per acre and
the average distance between fragments. While the first
measure seems to be more applicable to Latin American
countries, the latter two appear to describe best the land
tenure situation of Asian countries. A measure of inequal-
ity in the distribution of rural incomes or consumption
would summarize the effects of the land tenure structure,
whatever its specific characteristics, and a reduction in the
inequality indicator would be a good proxy for improve-
ments in the land tenure situation.

Chapter II
The manufacturing sector

74, Itis generally agreed that the modernization of an
economy is intimately bound up with the growth of its
industrial sector. This chapter analyses the performance of
manufacturing industry in selected developing countries

over the last two decades. Section A deals with the over-all
rate of growth of output, section B discusses various mea-
sures of gain in the productivity of the factors of produc-
tion, and section C reviews the question of labour
absorption.

A, THE RATE OF GROWTH OF OUTPUT

75. Table 18 provides a simple ranking of twenty-
seven developing countries by their trend rate of growth
of manufacturing output over the periods 1950-1969,
1950-1960 and 1960-1969. Taken as a group, these devel-
oping countries experienced an unweighted average
growth rate of 7.0 per cent per annum for the entire period,
and for the sub-periods 6.8 and 7.4 per cent, respectively.
Each of the countries in table 18 performed beiter, in
terms of crude growth rates, in manufacturing than in
agriculture; for a majority of them, growth in mannfactur-
ing is atleast twice as high as in agriculture, Of the twenty-
seven countries listed in table 18, seventeen improved their
performance during the 1960s. This improvement was con-
centrated, however, among those countries that had also
grown fastest during the 1950s, Particularly good perfor-

TABLE 18

Average anrual rates of growth of manufacturing production for selected countries,
1950-1969, 1950-1960 and 1960-1969=

{ Percentages)
1950-1969 1950-1960 1960-1969
Country Rate of growth Rank Rate of growth Rank Rate of growth Rank
Pakistan . . . . . . . . . . .. 13.7 1 17.4 i 0.1 6
Republicof Korea. . . . . . . . 12.5 2 12.1 3 17.8 1
Egypt . . . . .. . .. . ... 11.7 3 8.0 9 10.5 4
Panama . . . . . . . . . . .. 10,0 4 8.1 8 10,7 3
Turkey. . . . . . . . . . ... 9.8 3 10.3 5 13.3 2
Venezuela . . . . . . . . . .. 9.5 6 12.7 2 7.0 14
Nigeria . . . . . . . . . . .. 2.0 7 10.6 4 3.0 11
Nicaragua . . . . . . . . . .. 2.1 8 7.0 12 10.4 5
Philippines . . . . . . . . . .. 7.7 9 10.3 5 6.0 15
CostaRica . . . . . . . . . .. 7.7 9 7.4 11 9.0 8
5 7.7 9 7.0 12 7.6 12
Mexico . . . . . . . .. ... 7.7 9 7.0 | 4 8.7 9
Brazit . . . . . .. . .. ... 7.6 13 88 7 50 21
El Salvador. . . . . . . . . . . 7.2 14 5.6 18 9.2 7
Honduras . . . . . . . . . .. 7.1 13 6.3 13 8.3 10
India . . . .. .. .. ... 6.5 i6 6.1 17 54 18
Colombia . . . . . . .. . .. 6.4 17 7.5 10 5.4 18
Kenya. . . . . . . . .. ... 5.6 18 4.8 15 6.0 15
Ecuador . . . . . . . . . . . . 5.1 i9 4.4 20 59 17
Chile . . .. ... ... ... 4.5 20 4.0 22 4.6 2
Domipican Republic. . . . . . . 4.3 21 6.3 15 21 27
Guatamala . . . . . . . . ., . . 4.3 21 4.4 20 4.2 24
Morocco . . . . . . .. L L. 3.7 33 37 23 3.4 25
Paraguay. . . . . . . . . . .. 35 24 1.8 25 51 20
Haiti . . . . .. . ... .. 2.8 25 2.6 24 3.0 26
Argentina . . . . . . . . . .. 2.7 26 1.8 25 4.4 23
Bolivia. . . . . . . . . .. .. 2.5 27 —1.7 27 7.5 13
Unweighted average 7.0 6.8 7.4%®

Sowree; DNCTAD secretariat, based on data of the Sratistical
{rfice of the United Nations, fmrer ofie The Growih of World
Dniusiry, vavious issues.

a2 For some countries selected periods are slightly different,
depending vpon aveilability of data,

b Data for a lareer sample of 33 countries for the period indicates
an unweighted growth rate of 7.7 per cent.
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mance was recorded in the Republic of Korea, Mexico and
Egypt--countries which registered even higher growth
rates during the 1960s than their significantly above
average rates during the 1950s,

76. The figures in table I8 should be interpreted with
caution. In mest circumstances, rates of growth of manu-
facturing production depend not only on a country’s effort
to develop its industrial sector but also on its stage of
development and on the sitvation of and the policies
applied in other sectors of the economy. In the first place,

attainable rates of growth seem to be negatively correlated .

with the level of industrialization. Statistically, any given
absolute increment in production will result in a higher
rate of growth the smaller is the industrial base. Besides,
countries in the early stages of industrialization have
untapped markets for light consumer goods currently

imported. As industrialization proceeds, the further

growth of the manufacturing sector has historically
depended on the development of manufactured exports
and on the extension of import substitution to the inter-
mediate and capital goods categories, and this is consider-
ably more difficult to achieve.34

77. Secondly, the rate of growth of manufacturing
production is often the end result of a number of canses,
gsome of which cannot be modified over the short run.
Rapid industrialization usually depends on the removal of
certain bottle-necks which are a constraint to economic
growth. Some of these are the size of the agricultural sur-
plus, the availability of foreign exchange to import the
required industrial inputs which the country cannot pro-
duce itself and the supply of skills appropriate to a
modern industrial economy. Statistical analysis of the
first two factors for twenty-one couniries for the 1953-
1968 peried shows that manufacturing growth rates were
related to the rate of growth of per capita agricultural out-
put (r,), a proxy for the growth in the agricultural surplus,
and the rate of growth of imports (1.}, which stands for
the expansion in foreign exchange availability. The results
WETE !

Fom = 5.685 + 0.737.7s + 0.335 rm
4.703) (2.422) (2.362)
Efforts in the direction of removing these constraints are
slow in maturing and therefore are not sufficiently reflected
in a country’s manufacturing growth record.

R = 0.33

B. THE RATE OF GROWTH OF FACTOR PRODUCTIVITY

78. Output growth may be obtained by increasing the
volume of resources used in production or by raising the
productivity of those resources. Particular significance
attaches to the latter source of growth because it is the
main determinant of rising incomes per worker and the
competitiveness in world markets of a country’s manu-
facturers. In order to assess progress in increasing the
productivity of the factors emploved in manufacturing, it

# The hypothesis that rates of growth of manufacturing produc-
tion {rom} are negatively correlated with the share of manufacturing
in GDP {vx) was t¢sted for 28 countries over the 1953-1968 period.
Despite the low coefficient of multiple determination—which
indicates that additional variables are needed to explain variations
in the growth rates—the results are of some interest:

Fom = 10979 — 0.191 yyp R =0.18
(9.553) (2.481)

would be desirable to adjust the growth rates of output
shown in table 18 for the effects en production of increases
in the labour force and the capital stock. In this way a
measure wonld be obtained of that part of the growth rate
which could be attributed to improvements in efficiency
of resources used. This kind of analysis is hampered by the
unavailability of data for a sufficiently large number of
countries.

79. The capital-output ratio has often been regarded
as a rough indicator of the efficiency with which capital—
the scarce resource for most developing countries—is used.
However, international comparisons are marred by the
fact that, since capital-output ratios vary from sector to
sector, the aggregate capital-output ratio is unduly influ-
enced by a country’s product mix. In order to draw mean-
mgful inferences, a capital-output norm for each country
would be required. Similarly, the rate of change of the
capital-output ratio will reflect not only changes in effici-
ency but also changes in the commodity composition of
the manufacturing sector. An additional factor that limits
the usefulness of international comparisons of capital-
output ratios is the wide variation among countries in the
price relation between capital goods and aggregate output.

80. The rate of growth of labour productivity may be
considered a proxy for the growth in total factor produc-
tivity.3® An index of labour productivity alone, however,
is subject to an upward bias since it subsumes the contri-
butions to outpnt from capital equipment and better ntil-
ization, improved organization of production, and tech-
nical progress.® Owing to data limitations, it has not
been possible to construct an index of “pure” labour
productivity by eliminating the contributions to output
from other factor services. However, since labour is an
important factor input, it may be expected to provide an
approximation to an index of total efficiency.

81. Table 19 shows a ranking of countries according
to the average annual rate of growth of labour produc-
tivity in manufacturing industry for a group of twenty-
three developing countries. The average growth in produc-
tivity of 4.3 per cent for the whole group conceals con-
siderable variation among countries: while in the Republic
of Korea and Egypt it is over 7 per cent per annum, for
Nigeria, Uganda, Chile and Argentina it is less than
3 per cent. Regarding the contribution of productivity to
growth, calculated by dividing the rate of growth of pro-
ductivity by the rate of growth of output, the figures in the
third column of table 19 indicate that it has been an impor-
tant source of growth, averaging 55 per cent for the
sampled countries,

3 The rate of growth of labour productivity (r5) may be obtained
by subtracting the rate of growth of employment (rem) from the
rate of growth of output (Fom). Thus: rs = rom — Fem

# The effects of higher capital intensity and size of plant on
labour productivity were tested for a sample of observations drawn
from i35 branches of industry in 13 developing countries over the
195766 period. The explanatory variables are the share of non-
wage value added (NWVA), used as a proxy for the degree of
capifal intensity, and value added per establishment (VAES), used
as a proxy for the size of establishment and scale effecte. The
dependent variable is the average productivily of labour (APL).

log APL = 3.574 4+ 0.541 log NWVA + 0.77] Jog YAES
' (7.297) (4.019) (12.324)

R? = 0.54
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TABLE §9

Indicators of labour productivity in manufacturing industry
for selected developing countries, 1953-1968

Rate of growth Stare of lxboxr
of lahour productivity
Countries ranked by rate productivity It output
of growth of outpus {percensage} Rank growh » Rank
Republicof Korea . . . . . . . .. 7.4 1 0.53 14
Egypt . . . . . . ..o 71 2 0.57 1
Pakistan . . . . . . . . . .. ... 6.2 4 0.53 14
Panama . . . . . . . . . . .. .. 31 17 0.29 22
Israel . . . . . . ... oL 4.8 9 0.46 17
Tran. . . . . . . . .. ... ... 62 4 0.60 10
Turkey . . . . . . . . . . . ... 33 15 0.36 21
Nigeria . . . . .. . ... ... 1.0 23 0.11 23
Syrian Arab Republic . . . . . . . . 4.7 11 0.54 13
Tanzania, United Republic of 4.8 9 0.56 12
Venezuela . . . . . . . . . .. .. 6.9 3 0.84 1
Mexico . . ... ... ... ... 5.0 8 0.61 §
Peru ... ... ... .. ..., 3.0 18 0.39 19
Brazif . . . . . ... ... .. 5.1 7 0,70 4
ElSalvader . . . ... ... ... 2.6 19 0.37 20
Honduras . . . . . . . . . . ... 5.5 6 0.78 2
Philippines. . . . . . . . . . . . . 4.7 u 0.69 5
India . . ... ... ...... . 32 16 0.50 16
Uganda . . . . . . . . . . . ... 2.5 22 0.42 18
Colombia . . . ... ... .. .. 4.0 13 0.67 7
Guatemala. . . . . . . . . . ... 3.5 14 0.78 2
Chile . . . . . . . . . . .. .. 2.6 19 0.61 8
Argentina . . . . . . . . . . .. . 2.6 19 0.68 6
Unweighted average 4.3 0.55

Souwrce: UNCTAD secretariat, based on data of the Statisticel Office of the United Nations, inter afia, The Growth
aof World Industry, various issues, and official national sources.

& Rate of growth of productivity divided by rate of growth of cutput.

82, It is usually asserted that in the manufacturing
sector high rates of growth of labour productivity are
associated with high rates of growth of production, This
relationship would reflect the influence of factors such as
learning by doing and economies of scale.® This hypo-
thesis was tested for twenty-one countries over the 1953—
1968 period. The resuits are given below:

Fp = 1.818 -+ 0.385 rom  R2® = 0.37
(1.971) (3.678)

83. Useful as these results may be, they do not in
themselves provide an adequate basis for considering the
growth of labour produciivity as an indicator of total
resource efficiency in the manufacturing sector.

C. THE GROWTH IN MANUFACTURING EMPLOYMENT

84. An important objective of an industrialization
strategy is to create additional employment opportunities
for the growing labour force in non-traditional activities.
However, the experience of developing countries indlicates
that the demand for labour in the manufacturing sector
has not expanded at a satisfactory rate, given the rate of

3 See, for example, Eeonomic Survey of Europe in 1909, Part I,
Structural trends and prospects in the European economy {United
Mations publication, Sales No. E.70.ILE.1}, p. 65.

growth of output. The dimensions of the problem may be
briefly stated: for the developing countries as a whole, the
growth of the labour force is expected to accelerate from
arate of 1.7 per cent during 1950-1965 to 2.3 per cent dur-
ing 1970-1980. In the populous regions of south and east
Asia, in Central and South America, and in North Africa,
the growth in labour force will be substantially higher than
the average; and the rate of growth of the urban popula-
tion will be even greater than the over-all rate of growth
of the labour force.

85. Table 20 shows average growth rates in manu-
facturing employment for twenty-three developing coun-
tries over the 1953-1968 period. The unweighted mean
value of 3.8 per cent conceals wide inter-country differ-
ences, the rate of growth of employment ranging from
8.0 te 1.0 per cent. The third column in table 20 provides
an indicator of labour absorption, measured as the elas-
ticity of labour demand with respect to output growth and
calculated as the ratio of the rate of growth of employ-
ment to that of output. While the unweighted average
clasticity for the whole group is 0.44, the figures range
from a high of 0.89 to a low of 0.16. Only a third of the
twenty-three countries sampled have an elasticity coeffi-
cient significantly above average.

86. Among the forces affecting the rate of growth of
employment are the labour-saving bias embedded in
meodern industrial technology, changes in the composition
of manufacturing output, the evolution of relative factor
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TABLE 20

Indicators of employment in manufacturing indusiry
for sclected developing countries, 1953-1968

Rate of growth Elastteity
Countries vanked by rate of employment of labour
of growth of outpint {percentage} Ranf emplayment * Rank
Republicof Korea , . . . . . . .. 6.6 3 0.47 9
Egypt . . . . .. ... ... ... 54 7 0.43 13
Pakistan. . . . . . . . ..., ... 5.6 5 0,47 9
Panama . . . . . . ... ... .. 7.6 2 0.711 2
Tsrael . . . . .. . .. ... 5.6 5 0.54 7
Iram. . . . .. ... ... .. .. 4.1 10 (.40 14
Turkey . . . .. . . ... .. .. 59 4 0.64 3
Nigeria . . . . ... ... .... 8.0 1 0.89 1
Syriar Arab Republic . . . . . . . . 4.0 il 0.46 11
Tanzania, United Republic of 3.7 12 0.44 12
Venezuela . . . . . . .. ... .. L3 21 0.16 23
Mexico . . . . ... .. ... .. 3.0 i3 0,39 15
Peru . ... 0000 4.6 8 0.61 5
Brazil . . . . . .. ... ... .. 22 16 0.30 20
ElSalvador . . . . . . ... ... 4.5 9 0.63 4
Hondoras . . . . . .. ... ... 1.5 20 0.22 21
Philippines. . . . . . . . ... .. 21 17 0.31 19
India . . . .. ... ... .... 3.3 14 0.50 8
Uganda . . . . . .. ... .. .. 3.5 13 0.58 6
Colombia . . . . .. ... .... 2.0 18 0.33 17
Guatemala, . . . .. ... .. .. 1.0 23 022 21
Chile . . . . ... ... ..... 1.7 19 .39 15
Argentina . . . . . .. . ... .. 1.2 22 0.32 18
Unweighted average 3.8 0.44

Source; UNCTAD secreiariat, based on dava of the Statisiical Office of the Uniied Nations, The Growth of World

Industry, various issues, and official national sowvrces,

& Rare of growth of employment divided by rate of growih of putput.

prices, and the growth in production. The latter was used
as an explanatory variable in investigating the variation
in employment growth for a sample of twenty-one coun-
tries over the 1953-1968 period. The results are given
below:

Fem =

~1.818 4+ 615¢rem R2 =062
(—1.971) (5.880) i

87. Faster output growth appears to be a significant
determinant accounting for 62 per cent of the variation
in employment growth. The impact of other variables on
employment growth cannot be examined at this stage
owing to lack of sufficiently disaggregated data.

Chapter 11
Price stability and government policies

88, Price stability cannot be considered an economic
end by itself, The fact that maintenance of price stability
constitutes an important ingredient of economic policy in
most countries is because of the widely held belief that
rising prices tend to hinder the process of economic devel-
opment and o exercise a negative effect on the patterns of
income distribution, production and expenditure from the
viewpoint of social welfare. Inflation is considered harm-
ful on these grounds even by many of those who recognize
that, in some circumstances, it may encourage business
enterprise by reducing the real burden of interest and of
debt repayments falling on the entrepreneurial class.

89, Some of the more important drawbacks of infla~
tion are the following, First, unless a rise in prices
is predictable, it introduces an element of uncertainty into
business transactions which iay seriously complicate and,
at times, render entirely impossible, a rational planning of
investment and consumption expenditures. Secondly, in-
flation often has an adverse effect on the balance of
payments on both current and capital accounts. A rise in
domestic prices encourages imports and discourages
exports unless the rates of exchange are varied simulta-
neously. Inflation would also tend to stimulate imports
by encouraging unproductive investment in such items as
precious metals, jewellery, works of art etc. bought abroad
as a protection against the depreciation of the purchasing
power of money. An outflow of capital may also be
induced by the expectation of inflation since this provides
an incentive to businessmen and other owners of wealth
to convert at least some of their liquid assets into foreign
currencies and securities belonging to countries that enjoy
relatively more stable prices. Thirdly, inflation tends to
redistribute income in a regressive way, and this is gen-
erally considered undesirable even though it may en-
courage enterprise by favouring business entrepreneurs
at the expense of rentiers. Those sections of the commu-
nity who lag behind in adjusting their money incomes to
price rises suffer in relation to the others. Generally, it is
the lower income groups, such as the pensioners and
unskilled workers who are not protected by strong trade
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unions, that suffer most from inflation. Finally, unless
inflation is curbed in time, it may accelerate rapidly and
end in the social and economic chaos of hyper-inflation.

A. CAUSES OF INFLATION

90. To combat inflation effectively and with the appro-
priate policy instruments it is essential first to make a
proper diagnosis of an inflationary situation and to iden-
tify, as far as possible, the canses of the rise in the general
price level. Until the great depression of the 1930s this was
considered to be a rather simple matter: the dominant, if
not the exclusive cause of rising prices was thought to be
an increase in money supply: hence a slowing down in the
rate of growth of the money supply was regarded as the
proper instrument for curbing inflation. It is now generally
recognized that infiation is a considerably more complex
phenomenon than had previously been thought. It may be
caused by a large number of factors operating under a
variety of economic conditions; the appropriate policy
instruments for curbing inflation should be determined
primarily by the nature of the factors involved and by the
conditions of the economy at the time.

91. As in the case of the price of a single good or

service, the general price index of goods and services may

rise because of an upward shift either in supply prices or
in aggregate effective demand. It has become customary to
refer to those general price rises that are generated from
the supply side as “cost-push”, or simply “cost”, inflations,
since a rise in supply prices is often brought about by
increases in costs of production. Price rises induced by the
growth of effective demand are usually designated as
“demand-pull” or “demand” inflations. I'n some instances,
supply and demand factors operate jointly to raise prices
and there develops what may be called a mixed “cost-
demand” inflation.

92. Before considering the respective roles of supply
and demand factors in generating inflation, it is important
to introduce some method for measuring the volume and
the pressure of demand on productive capacity of the
economy. Changes in demand for goods and services at
any given price ate reflected in changes in expenditure
incurred on them at that price, just as changes in demand
for labour are reflected in changes in the volume of employ-
ment at a given wage level. It is rather misieading to
measure changes in demand for goods and services and for
labour by reference to changes in prices and in money
rates, respectively, as is sometimes done. Although move-
ments of demand have some effect on prices and wage
rates, they are not the sole, nor necessarily the most
important, factor which influences prices and wages. As
explained below, prices and wages may rise because of the
operation of supply factors in periods of stagnant or even
falling effective demand.

93, An important factor on the supply side that may
initiate a cost-push inflation is a rise in prices of imported
goods. For developing countries a part of the rise in
domestic prices of imported goods can be attributed to a
rising trend in c.i.f. quotations for imports in terms of
foreign currencies in recent years. Considerably more pro-
nounced, however, has been the rise in import prices which
has taken place periodically in some countries as a result
of such measures as devaluation, import controls and

increases i tariff rates, resulting from efforis to resolve
serious balance-of-payments difficulties, As far as the

-initiation of cost-push inflation is concerned, it is immate-

rial whether such balance-of-payments difficultics were
brought about by excess internal demand pressures or by
factors entirely unrelated to internal demand, ¢.g. a fall in
export prices, a bad harvest, etc. Other governmental
actions which have at times raised prices from the supply
side and have contributed to the initiation of a cost-push
inflation are increases in indirect taxes and reduction of
subsidies, especially when they have affected a wide range
of essential consumer goods and services. Finally, a sim-
ifar inflationary role has occastonally been played by a
fallin the supply of internally produced goods and services,
due to such factors as poor harvests and prolonged strikes,
in so far as they have not been offset by an increase of
imports,

94, The type of price rises mentioned in the preceding
paragraph would generally be localized and of a once-for-
all type,® but for the rise in money wage rates that they
usually engender; wage claims are made and generally
granted to compensate the workers for the price rises that
have taken place. If the increase in wage rates exceeds the
growth of labour productivity, labour costs per unit of
output rise, thereby pushing up the supply prices of all
goods and services affected by such wage rises. Even
industries not affected by wage increases will be confronted
with rising costs to the extent that the prices of some of
their production inputs go up in the process. Inflation will
continue if the new price rises provoke further wage
increases in excess of the growth of labour productivity,
and thus a “wage-price spiral” may be set in motion -
which will continue as long as increases in money wage
rates and in labour productivity are not brought in line
with each other. The role played by wages in transmitting
inflation from goods and services initially affected by price
rises to the rest of the economy and in perpetuating price
increases through the mechanism of a wage-price spiral
will vary from one country to another depending largely
on the relative size of organized labour and on the bargain-
ing power of the unions against employers.

95. 1t it important to emphasize that price rises that
take place in the course of a cost inflation of this type, are
entirely unrelated to the state of aggregate effective
demand and to changes in it; they neither refiect nor
generate an expansion in effective demand. Such inflation
may start in periods of relatively high or low levels of
aggregate effective demand and, as inflation progresses
through a wage-price spiral, the volume of effective demand
and hence of demand for labour may rise, remain un-
changed or decline. The exact course followed by effective
demand during a cost-push inflation will depend primarily
on changes that take place in the volume of private invest-
ment and of public investment and consumption and in
ihe behaviour of exports, and not on the rate of increase
in prices. The rate at which prices rise, on the other hand,
will be determined by the relationship of wage rises to
labour productivity changes.

% Except for that part of price rises that can be attributed to
the almost continuouns increase in ¢.i.f, prices of imports, .
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96. A demand-pull inflation is caused by the pressure
of internal demand on the supply of goods and services
avaitable for domestic expenditure and can take place in
the absence of any upward pressure on prices from the
supply side. Prices will tend to rise when and as [ong as a
planned, or intended, increase in aggregate expenditure,
at a given price level, exceeds the growth in the supply of
goods and services that can be procured from a rise in
national product and from a growth of imports at that
price level. It follows that, with any given rate of expan-
sion of aggregate effective demand, the more elastic is the
supply of internally produced goods and services of a
country and the greater is its ability to withstand a deteri-
oration in its external account, the less is it likely to suffer
from inflation.

97. Given the limit of deterioration in the external
balance that a country can and is willing to tolerate, the
exact level of effective demand and of economic activity
at which inflaiionary demand pressures set in will depend
primarily on the degree to which thestructure of productive
capacity is in harmony with the pattern of internal and
foreign demands. Generally, in the developed countries,
which enjoy a relatively more diversified structure of pro-
duction, inflationary demand pressures appear at a rela-
tively high level of activity, i.e. at full or near full level of
employment. If the production structure is less diversified,
as in the case of most developing countries, important
bottle-necks in the form of shortages of skilled labour,
equipment, raw materials, power or transport facilities
may appear in some sectors when there are still wide-
spread idle productive capacities inthe rest of theeconomy.
The emergence of such bottle-necks tends to stimulate
imports and to push up prices in the sectors affected. It is
primarily for this reason that the ceiling of economic
activity, in relation to productive capacity, at which infla-
tionary demand pressures set in is almost invariably lower
in developing than developed countries,

98. A demand-pull inflation, if allowed to continue
for a time, is likely to bring about additional upward
pressures on prices from the supply side, Wage claims in
excess of growth of labour productivity may be made to
offset a rise in prices that has taken place, and, if granted,
they will push up prices. A wage-price inflationary spiral
may thus be set into motion in the course of a demand-pull
inflation, producing what has been termed a mixed cost-
demand inflation. Wage claims will be even higher and
the cost-push inflationary pressures stronger, if the
authorities resort to such measures as those mentioned in
paragraph 93 above. Prices will continue to rise as long as
labour and other costs per unit of output are increasing,
even if the expansion of demand is completely halted.
Thus, what started as a simple demand-pull infiation may
first be transformed into a mixed cost-demand inflation
and end as a simple cost-push inflation.

B. INDICATORS OF COST AND DEMAND INFLATION

99. It is not always easy to identify clearly all the
factors involved in generating an inflation, and it is even
more difficult to impute to individual factors their exact
contribution to a given price increase. This is particularly

true in developing countries where often one cannot
obtain adequate data for a thorough analysis of an
inflationary situation. Despite these difiiculties, in order
to formulate a rational stabilization policy, it is essential
to have at least some general indication of the major
factors responsible for the inflationary pressures.

100. Some of the more important factors which may
push up prices from the supply side were mentioned in
paragraphs 93 and 94 above. These consisted of a rise in
domestic prices of imported goods, an increase in indirect
taxes and a reduction in producer or consumer subsidies,
a fall in the supply of domestically produced goods due
to such factors as poor harvests, strikes etc., and, perhaps
the most prevalent and persisteni factor of all, a rise in
labour cost per unit of output resulting from increases in
money wage rates in excess of the growth of labour
productivity. It should be possible for most countries to
get sone idea of the role played by these factors, jointly
and severally, in raising the general price level; the accu-
racy of the estimates made will of course depend on the
quatity of the data.

101. A reasonably clear view of the movements of
aggregate demand can usually be obtained by examining
the indicators mentioned below. Unless the economy is
operating at full productive capacity, the expansion of
aggregate demand should be accompanied invariably by
a growth of production and very often by a rise in
employment, in hours worked per week and in job
vacatcies. In addition, one can expect an increase in new
orders received and in imports and a reduction of idle
equipment capacity unless new productive capacity is
being instailed at a relatively rapid pace. When productive
capacity is fully utilized, a rise in planned demand, if
satisfied, will be reflected in a deterioration of the balance
of payments on current account and, if not satisfied, wiil
generally result in lengthening of order books and of
delivery periods and in an upward movement of prices.
Similar indicators covering individual sectors of the
economy can be used to ascertain sectoral demand
movements.

102, If in the course of an inflation the foregoing
indicators point to a stagnant or a falling level of effective
demand, the inflation must be of a cost-push type; an
examination of the factors which operate on prices from
the supply side should confirm this diagnosis, No such
ready diagnosis of inflation can, however, be made if
price rises are accompanied by an expansion of effective
demand; the inflation couid in that case be of a simple
cost-push or demand-pull type, or, as often happens, of a
mixed cost-demand type. If the productive capacity of
the country, in the form of equipment and labour, is not
fully wtilized and no serious bottle-necks and inelasticities
have been encountered in meeting the growing demand
and production and if, at the same time, the country is able
and willing to withstand any deterioration in the balance
of payments that may be taking place, then it must be
experiencing primarily a cost-push inflation; the role, if
any, played by demand in pushing up prices in such cases
cannot be very significant. If, on the other hand, one or
both of the above two conditions do not hold, the inflation
must be either of a simple demand-pufl or of a mixed
cost-demand type.
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C. REMEDIES FOR INFLATION

103. In view of the large number of factors that may
combing in a variety of ways to bring about an inflation-
ary situation, it would be impossible in practice to devise
a blueprint, in the form of a set of measures, which would
be appropriate for curing all types of inflation. Every
mflationary situation has certain special characteristics
which have to be taken into account in devising appro-
priate policy instruments for dealing with it. The most that
can be done within the context of this paper is to indicate
briefly the considerations that may affect the choice of
measures to deal with the major types of inflation dis-
cussed above,

104. It is clear that when the primary reasons for a
rise in general price level emanate from the supply side,
the broad strategy of a stabilization policy should aim
at curbing the advance of the supply price of goods and
services rather than at checking the growth of demand.
This is particularly true when inflation takes place at a
relatively low level of economic activity in relation to the
productive capacity of a country. When, as is often the
case, an inflationary process is maintained through the
operation of a wage-price spiral, a rational stabilization
policy would require the introduction of some form of
incomes policy that would aim at preventing the rise in
money wage rates from exceeding the growth of labour
productivity. This may entail the introduction of subsidies
and price controls to stabilize the cost of living and thus
help to restrain wage claims.

105. Policies which aim at slowing down the pace of
a wage-price inflationary spiral by curbing effective
demand will tend to lower the rate of growth of produc-
tion and employment without necessarily reducing the rate
of wage and price increases significantly. Wage claims
made in the course of this type of inflation are prompted
by the desire of the urions to maintain the purchasing
power of their members. The size of the claims made is
therefore determined primarily by the rate at which prices
have risen and are expected to rise and not by the state of
demand for labour. In such conditions, a slackening in
demand would generally have only a marginal effect in
moderating union claims for wage increases. In any case,
the effect of the slackening in demand may be largely
offset by the adverse effect on the growth of labour pro-
ductivity, thus leaving the rate of increase in labour cost
per unit of output—the primary cause of inflation—
largely unaffected.

106. A demand-pull inflation can, on the other hand,
be halted by curbing the growth of effective demand
through restrictive fiscal, monetary and other measures.
The chief drawback of such a policy is its adverse effect
on the growth of production unless the economy is
operating at full capacity at the time the restrictive mea-
sures are applied; as mentioned above, this is rather
unlikely to be the case for developing countries. These
countries are thus often faced with the dilemma of either
enduring demand inflation or submitting to lower rates of
growth of production, and hence of savings, than they
could otherwise have attained with their productive
resources. Considering the importance of raising the level
of domestic savings and investment and the strong social
pressures for improving the standard of living in develop-

ing countries, it is not surprising that many of them have
in the past been reluctant to curb the expansion of effective
demand and of production in the intercst of stabilizing
prices. In the long run, the proper way of resolving the
dilemma is a concentration of effort on the removal of
the bottle-necks which are the primary cause of engender-
ing inflationary demand pressures at relatively low levels
of economic activity. But meanwhile the decision as to
whether or not to adopt a stabilization policy based on
curbing demand must be made by balancing the damage
caused by the inflation against the loss of produciion
entailed by such a policy. The decision will vary from one
situation to another, depending on such factors as the
seriousness of the inflation, the rate of growth of produe-
tion, import capacity and the availability of idle produc-
tive capacity.

107. If the indicators mentioned above point to a
mixed cost-demand inflation, it may be advisable to con-
centrate the effort at counteracting the forces that push
up prices from the supply side while at the same time
considering, along the lines suggested in the preceding
paragraph, whether and to what extent the growth of
demand and production should be restrained in order to
reduce the pull of demand en prices.

108. The degree of success attained by a stabilization
policy should be judged by reference to its long-run impact
on the rates of inflation and on the growth of production,
One can say that a policy has been successful if it has
produced a deceleration of inflation without exercising an
adverse effect on the trend of growth of production. This
criterion of success should be applied over a number of
years since, as shown below, the immediate impact of
most anti-inflationary measures on prices and production
may differ substantially from their medium- and long-run
effects.

ID. STABILIZATION POLICIES

109. As noted in Part one of this report, prices rose
continuously, albeit at different rates, in almost all devel-
oped and developing countries throughout the 1960s; this
occurred despite the stabilization efforts of the Govern-
menis, It would clearly be impossible within the scope of
this paper to give an account of the stabilization policies
followed by all developing countries. They have varied
from one situation to another, depending largely on the
special circumstances encountered and on the policy
objectives of the Governments in each case. The most
that can be done here is to examine the efficacy of the
major types of stabilization measures taken in recent
years by reference to the experience of some developing
countries. Since, as noted earlier, inflation has in many
cases been accompanied by balance-of-payments difli-
culties, most stabilization policies have also had the
objective of restoring external balance.

110. The more important stabilization measures taken
by developing countries in recent years can be categorized
for convenience into supply-oriented and demand-oriented
policies. The first category comprises measures affecting
supply, such as wage and price controls, subsidies, price
support schemes, import controls and multiple exchange
rates; these generally entail substantial interference with
the market mechanism. In the second category may be
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placed those measures which are designed to stabilize the
economy by curbing the growth of internal demand and
by restoring the market mechanism. Most stabilization
policies have included both types of measure but the
relative emphasis placed on the one or the other has varied
from one case to another.

111.  Almost all developing countries and most devel-
oped countries rely to some extent on price controls and
on consumer subsidies to stabilize prices. Consumer sub-
sidies are often provided by running at a loss certain
government enterprises, such as transport, power and
communications, and by fixing a relatively favourable
rate of exchange for the import of essential consumer

_goods under a muitiple exchange rate system. In addition,
many countries make nse of production subsidies, such
as price support schemes, to stimulate investment in cer-
tain key sectors of the economy. The main advantages of
supply-oriented measures are that they diminish the pres-
sure for wage claims and, hence, the risk of setting into
motion wage-price spirals while at the same time easing
the constraint of bottle-necks on the expansion of demand.
Furthermore, they generally improve the pattern of in-
come distribution and thereby contribute to social and
political stability.

112. Among the many countries that have adopted
this type of measure, Ceylon may be cited as an example
of one that has relied heavily on such policies. In addition
to maintaining an extensive welfare system in the form
of free health services and education, it has run certain
government enterprises, such as railways, power, post and
telecommunications, at a loss. It has also subsidized food
consumption heavily; until the end of 1966 each person
over one year of age was allowed a ration of two measures
of rice (4 Ib) per week at a price of Rs 0.25 per measure,
which was considerably lower than its cost of procurement.
Moreover, to encourage domestic rice production, the
Government subsidized production inputs and set a goar-
anteed procurement price which was generally well above
the c.i.f. price of imported rice. In this way it succeeded, on
the one hand, in stabilizing the cost of living and hence
wages and, on the other, in stimulating the production of
rice. Between 1960 and 1966, the cost-of-living index rose
by less than 2 per cent per year on average and wages and
salaries increased even more slowly; prices and wages
rose somewhat faster after 1966 following a reduction in
food subsidies in December 1966 and a devaluation of the
rupee towards the end of 1967. On the production side,
the country succeeded in almost doubling the output of
rice in the course of the 1960s, by extending the area under
cultivation and improving yields,

113. Supply-oriented measures have a number of
important disadvantages. For example, consumer subsidy
and price control schemes involve administrative costs
and difficulties and raise problems of efficiency in govern-
ment enterprises; price controls also tend to discourage
investment in the sectors affected. But, from the point of
view of economic development, the most important single
drawback of consumer subsidies and large welfare outlays
is that they sustain consumption at the expense of savings
and investment and place a heavy burden on the balance
of payments when they stimulate the consumption of
internationally traded goods. This will have particularly

serious implications for the growth of production and
employment, if the momentum of the growth in income is
for some reason slowed down, as happened in the case of
Ceylon following a deterioration in its terms of trade
after 1955, Although no detailed national accounts data
are available for the 1950s, the available economic indi-
cators clearly suggest a reduction in the rate of savings
and of growth in that country after 1955. During the
period 1961-1965 the rate of growth of production declined
further, real per capita income stagnated, and unem-
ployment, especially among the young, increased rapidly.
Despite a pronounced acceleration in investment and a
marked improvement in the rate of growth of production,
made possible by foreign economic assistance after 1965,
the country continues to face a serious unemployment
problem which it would find very difficult to solve satis-
factorily without a continued inflow of foreign aid.

114. The problem of unemployment is not, of course,
confined to those developing countries which, like Ceylon,
have introduced extensive consumer subsidy and welfare
policies; many other countries that have not adopted such
policies face similar problems. What can be said, however,
is that these policies, by stimulating consumption at the
expense of investment, do tend to aggravate the problem
of expanding employment opportunities. The final judge-
ment on the success or failure of the policies in question
must therefore depend on a comparison, in each case, of
the gains in social welfare and in price, wage and political
stability obtained from them with the loss that they
entail by restraining savings and investment, thereby
slowing down the rate of growth of production and
employment.

115. Demand-oriented policies rely heavily on restric-
tive monetary and fiscal measures. Generally, under these
policies, a ceiling is imposed on the total supply of money,
and bank credit is restricted. Fiscal measures are taken in
order to contain and, if possible, to reduce budget deficits
by increasing revenues from direct and indirect taxation
and by reducing public expenditure, including outlays on
consumer subsidies. To restore the free operation of
market forces, price controls are abolished and foreign
exchange transactions freed, although import controls are
often strengthened. The freeing of exchange transactions
usually results in a devaluation of the currency.

116. A large number of developing countries have in
recent years made some use of this category of measures
as part of their over-all stabilization efiorts. The imme-
diate impact of these measures has almost invariably been
an acceleration of inflation, often accompanied by a
slackening in demand and production and by an improve-
ment in the balance of payments, Prices rise more rapidly
primarily because of increases in indirect taxes, reduction
of consumer subsidies and a rise in import prices following
devaluation; the slackening of demand results from a
reduction in the volume of public and private investment
expenditures and from a fall in real wages with its adverse
effect on consumption; and improvement in the balance
of payment is brought about by a fall in imports due to
a slackening of internal demand and, in some cases, to a
tightening of import controls. As shown below, this
occurred, for example, in Argentina, in 1959 and 1962-
1963, in Brazil during 19641965 and in Colombia in 1957
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and 1963; similar developments followed the stabilization
budget of Ghana in 1966, except with respect to
inflation.

117. Countries making heavy use of demand-oriented
measures have usually been conscious that an acceleration
of inflaticn and a slackening of economic activity will
take place in the initial phase of their stabilization pro-
grammes. Their strategy has been to stirnulate demand
and production after removing the basic causes of the
inflationary pressures and restoring the external equi-
librium; however, they have not always succeeded in
attaining this objective. To moderate inflation, Govern-
ments must be able to prevent the emergence of a strong
wage-price spiral following the initial rise in prices, and to
stimulate economic activity they have to be willing to
relax subsequently the restrictive monetary and fiscal mea-
sures initially introduced. More important, since a revival
of activity generally increases the demand for imports,
its continuation necessitates an expansion of import
capacity through the growth of export receipts andfor
through increased inflows of foreign capital; this necessity
will remain until the country succeeds in reducing its
dependence on imports.

118. It may be useful to illustrate these points by
reference to the stabilization programmes of some devel-
oping countries. In Argentina, for example, the stabiliza-
tion programme of 1959 resulted in an acceleration of
inflation and a fail in production and imports in that
year. This was followed in 1960-1961 by a recovery of
production, a deceleration of inflation and a rise in
imports financed largely by an inflow of foreign capital of
which direct investment and suppliers’ credits formed a
substantial part. Following the completion of the major
foreign investment projects and the partial settlement of
suppliers’ credit, the country found itself in serious
balance-of-payments difficulties. To resolve these difficul-
ties, it devalued the peso and adopted restrictive monetary
and fiscal measures similar to those taken in its first
stabilization programme during 1959. These resulted in
an acceleration of inflation, due to a wage-price-devalua-
tion spiral, and in a fall in the level of production in
1962-1963; most of the stabilization measures were
abandoned in the course of 1964.

119. The stabilization programme of Argentina in
1967 differed in three important respects from the previous
efforts: a stronger emphasis was placed on controlling
wages; credit to the private sector was not restricted; and
there was an increase in public investment financed with
the additional revenue generated through fiscal reforms.
The programme succeeded in slowing down the rate of
increase in the cost-of-living index from an annual rate
of about 30 per cent in 1966-1967 to 16 per cent in 1968
and to 8 per cent in 1969; at the same time, the rate of
growth of GDP rose from 2 per cent in 1967 to just under
5 per cent in 1968 and to about 6.5 per cent in 1969.
Following the disturbances of May 1969, the incomes
policy was relaxed and higher wage awards were permit-
ted in the second half of 1969 and in the course of 1970~
1971. This, together with a steep rise in the price of beef
due to a reduction of supplies, was principally responsible

for a resumption of inflation during 1970-1971. Prices
rose by 14 per cent in 1970, compared with 8 per cent in
the preceding year, and have since been rising faster,

120. A somewhat different type of example is provided
by the stabilization measures of Ghana, introduced early
in 1966, Here the Government has succeeded in checking
inflation, but had not until recently been able to bring
about a significant improvement in the rate of growth of
production. The rate of increase in the consumer price
index fell from 30 per cent in 1965 to 13 per cent in 1966
following widespread reductions in import duties and
sales taxes and a severe cutback in public investment;
during 1969-1970, prices have been rising at about 7-8 per
cent per year. The deceleration of inflation has, however,
been accompanied by a fall in the ratios of taxation,
savings and investment to GDP and by a stagnation of
production. The volume of gross domestic product, which
had been rising very sluggishly in 1964-1965, remained
unchanged in 1966, rose by less than 2 per cent per annum
in 1967-1968 and by just over 3 per cent in 1969, With a
rapid growth of population, estimated at 2.5-3 per cent
per year, the slow rate of expansion of activity in recent
years has brought about a noticeable rise in the level of
unemployment.

121. By contrast, the Governments of Brazil and
Colombia have in recent years succeeded in containing
inflation without retarding the growth of production. The
stabilization programmes of the two countries have relied
heavily on both supply- and demand-oriented measures.
In Brazil, inflation accelerated at first; the cost-of-living
index rose by 90 per cent in 1964, compared with 70 per
cent in 1963. Subsequently, the rate of increase in prices
slowed down; it had fallen to 30 per cent by 1967 and to
just over 20 per cent per year during 1968-1970. Similarly,
Colombia succeeded in reducing the rate of increase of
the consumer price index from 17 per cent in 1966 to
9 per cent in 1967 and to an annual rate of about 7 per cent
during 1968-1970, The ability of the two Governments
to restrict wage increases and to regulate price changes
played a key role in checking inflation. In both countries
the deceleration of inflation was accompanied by a rapid
growth of demand and production in the years 1968-1970,
amounting annually to about 2 per cent in Brazil and to
6-7 per cent in Colombia. The expansion of demand was
stimulated by a steep rise in public investment and by an
easing of credit conditions after the initial stage of the
stabilization programmes. Important reforms in the fiscal
systems of the two countries resvlted in a substantial
increase in public revenues, which were used to finance
growing investment expenditures. The rise in imports
generated by the rapid expansion of production was
financed partly by a growing inflow of foreign capital and
partly by a rise in export receipts. The latter resulted from
a recovery in coffee prices after 1967 and a steep rise in
non-traditional exports, which were stimulated in both
countries by fiscal incentives and by a crawling-peg
exchange system, It is worth noting, however, that even
the relatively high rates of growth of production in the
two countries have not as yet significantly mitigated their
problem of unemployment,
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Summary

1. Total net flows of financial resources to developing
countries from developed countries and multilateral
institutions rose from $7 billion in 1960 to $14 billion
in 1970, reflecting an average annual rate of growth of
7.2 per cent. Measured in constant prices, these flows
increased at an average rate of 5.4 per cent over the
period 196019701

2. The composition of net flows underwent note-
worthy changes during the 1960s, with private flows
and flows from the multilateral institutions substantially
increasing their share in the total flows to developing
countries, Net private flows increased at an average
annual rate of 8.4 per cent, resulting in an increase in
their share in total flows from 38.4 per cent in 1960 to
43.3 per cent in 1970. Private export credits, which
accounted for one-third of total net private flows in
1970, increased rapidly at an average annual rate of
18.1 per cent.

3. Net flows from multilateral institutions also
increased rapidly at an average annual rate of 17.1 per
cent during the period 1960-1970. In 1970 these flows
amounted to $1.4 billion and accounted for 10 per cent
of total net flows to developing countries.

4, The ratio of total net flows from member coun-
tries of the Development Assistance Committee (DAC)
of the Organisation for Economic Co-operation and
Development (OECD) to their combined gross national
product declined from .73 per cent in 1968 to 0.70 per
cent in 1969 and rose again to 0.71 per cent in 1970,
In 1970, net flows from developed market economy
countries to developing countries and multilateral insti-
tutions amounted to $14.2 billion.

1 Data on financial flows during the period 1960-1970 are provided
in the stafistical annex to this document (tables A-1 to A-9).

5. Total net official development assistance accounted
for 47.1 per cent of net flows from developed market
economy countries. The ratio of net official development
assistance from DAC member countries to their combined
gross national product fell from 0.35 per cent in 1969
to 0.34 per cent in 1970. Most developed countries have
not yet accepted the official development assistance target
set out in the International Development Strategy, and
only three countries are within short reach of that target.

6. Commitments of the socialist countries increased
from $758 million in 1968 to $1.7 billion in 1970. No
reliable information is available about disbursements
resulting from these commitments,

7. New commitments relating to official development
assistance loans from DAC member countries show
increases in average maturity and grace periods and a
decline of the average interest rate between the years 1969
and 1970. However, the proportion of grants in total
official development assistance declined from 65 per cent
in 1969 to 63 per cent in 1970. Ten DAC member coun-
tries met in both 1969 and in 1970 at least one of the alter-
native norms for terms set out in the 1969 DAC Supple-
mentary Recommendation on Financial Terms and Con-
ditions.? In addition, one DAC member country, while not
meeting the norms in 1969 did so in 1970, However, al-
though it has yet to be attained by certain countries, the
DAC terms target i1s not in itself a means of bringing
about any significant over-all easing in the terms of
assistance,

8. Terms of lending of multilateral institutions contin-
uved to harden, reflecting the higher costs that these
institutions have incurred in borrowing from international
capital markets. The ordinary loans of the multilateral

2 See QECD, Development Assistance, 1969 Review (Paris, 1969)
annex II1, p. 247.
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institutions are currently carrying interest charges of
between 714 and 8 per cent.

9. Comprehensive figures regarding the composi-
tion and terms of financial flows from the socialist coun-
tries are not available. Incomplete data from various
sources indicate that a large proportion of credits from
socialist countries carry maturities of 10 years and
interest rates of 3 per cent. Several interest-free govern-
ment loans have also been made with maturities varying
from 16 to 30 years. Many of these loans are repayable
either in the form of commodity exports from the debtor
countries or in their national currencies.

10. A number of recipient countries would benefit
if the share of programme aid in the total inflow of
assistance were substantially increased, notably from
the multilateral agencies which lag considerably behind
bilateral assistance programmes in this respect.

11. Some DAC member countries have taken steps
to reduce the extent of aid tying. In addition, DAC mem-
ber countries have agreed on the desirability of broad
measures to untie aid, and a press release on the June 1971
ministerial meeting of the Council of OECD reported
that “substantial progress had been made in drawing up
a draft agreement on aid untying to be proposed to the
governments who would be invited te indicate whether
they wish to participate™.® In the context of a series of
measures to deal with economic problems, taken in
August 1971, the United States decided to postpone
participation in such an arrangement. However, the
DAC Chairman had expressed the view that “as soon
as current international economic negotiations have been
brought to a successful conclusion, work will be resumed
in DAC to resolve the remaining obstacles to a wide
and generous agreement”.$

12. Agreement on multilateral untying of develop-
ment assistance would improve the conditions of assis-
tance significantly. The effectiveness of such an agree-

$ QECD, Press release {PRESS/A(71)18), of 8 June 1971.

4 Sce OECD, Development Assistance, 1971 Review (Paris, 1971)
p. 12.

ment would depend on provistons that would ensure
adherence to the principle of international tendering and
that would discourage indirect or informal tying. The de-
veloping countries would stand to benefit further if the
agreement embodied some flexibility in procurement from
sources of supply in the recipient country and an adequate
margin of preference for local suppliers when partici-
pating in an open international tender.

13. The distribution of net official bilateral and mul-
tilateral flows among the developing regions changed
considerably during the second half of the 1960s. A
number of low-income developing countries experienced
a fall in their share, and in certain instances net flows to
these countries declined between the periods 1964-1965
and 1969-1970,

Chapter I
Total net flow of financial resources to developing countries

14. As may be seen from table 1, total net flows of
financial resources to developing countries in Africa, Asia
and Latin America rose from $12 billior in 1968 to
$12.6 billion in 1969 and to $14 billion in 1970, represent-
ing an increase of 4.8 per cent between the years 1968 and
1969 and of 11.3 per cent between the years 1969 and 1970.

15. The rise in total flows from 1968 to 1970 primarity
reflected substantial increases in private flows from devel-
oped market economies, which rose from $35.5 billion in
1968 to $6.4 billion in 1970, and in flows from multi-
lateral institutions, which rose from nearly $789 million
in 1968 to $1.4 billion in 1970 (see tables 1 and 2). Taken
together, these two categories accounted for four-fifths of
the increase in total flows. Bilateral grants and loans at
concessionial terms rose modestly, from $3.3 billion in
1969 to $5.5 billion in 1970.5

® Figures for 1968 on the basis of the United Nations definitions
of developing couniries are not available for these items. However,
OECD figures for bilateral grants and loans at concessional terms
which are inclusive of disbursements to European recipient coun-
tries showed no significant change between 1968 and 1969,

TasLe 1

TFotal net Aow of financial resources to developing countries
in Africa, Asia and Latin America, 1961-1970

{ Net disbursements}
From developed From
market economy wudeilateral
Totals countries ingtitutions
S5, Percentage SIS, Percentage FULS, Pereentage
Year miifion change b miltion change v million change b
1968 . . . . .o Lo o L 11 980 10.6 10 241 13.9 789 —21.3
1969 . . . .. . .00 o 12 557 4.8 11 246 2.8 1081 370
1970 . . . .. 0oL o 13 979 11.3 12326 9.6 1403 29.8
1961-1965 (annual average) 8 707 7.9 7 809 6.6 549 29.1
1966-1970 (annnal average) 11905 6.6 10 626 6.6 1019 14.0

Seogrces: UNCTAD secretariat, based on OECD, 1977 Review ..., and data supplied by the OECD secretariat directly
and the United Nations Department of Economic and Social Affairs.

& Includes vough estimates of net disbursements from socialist countriss to developing countries, exclusive of Cuba,

These estimates are derived from the QECD Press refease (PRESS{A(T1)22), of 28 June 1971, and shouid be 1aken only as
reflecting a broad order of magnitede, See also paragraphs 29 and 30 of the present report.

b Percentage change from the precsding year, or average | percent h

duting the period specified.
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TaBLE 2

Net flows of financial resources ® from developed market economy countries » to multilateral
institutions and to developing countries in Afvica, Asia and Latin America, 1969-1970

{ Ner disbursements in 3U.S. million)

1969 1970

Per gent Per cent

e Amount of total Amowni af total

1. Official development assistance . . . . . . 6413 50,1 6702 47.1
of which:

1. Bilateral grants and grantlike flows . . 3252 25.4 3271 23.0

2. Bilateral loans at concessional terms . . 2095 16.4 2282 16,0

3. Contributions to multilateral institutions® 1 063 83 1149 8.1

1. Other official flows . . . . . . . . . .. 584 4.6 1120 75
of which:

1. Bilateral . . . . . . . . ... ... 504 39 714 50

2, Multilaterald . . . . . . .. . ... 80 0.6 406 29

‘Total official flows (I4+1D) . . . . . . . 6 997 54.6 7822 550

M. Privateflows . . . . . . . . . .« ... 5814 45.4 6 402 45.0
of which:

1. Direct investment . . . . . . . . . . 2 398 18.7 3245 22,8

2. Bilateral portfolic . . . . . . . .. 1277 10.0 809 5.7

3. Multilateral portfolio . . . . . . . . 419 3.3 343 24

4. Exportcredits® . . . . . . . . . .. 1720 13.4 2005 14.1

TotaL (I+II4+11D) 12 811 100.0 14 224 100.0

Somrces: See table 1,

2 The net flows of financial resources are as defined in Conferance decision 27(IL}, footnote to paragraph 2,

¥ DAC member countries and rough estimates for flows from Finl

Republic of South Africa.

d Iceland I

#, Mew Zealand and

¢ Including grants and other contributions, capital subscriptions, and participations relating to the following organ-
izations: African Development Bank {ADE), Asian Development Bank (AsDB}, Evropean Development Fund (EDF),
European Investment Bank (EIB), International Bank for Reconstenciion and Development (IBRD), International Develop-
ment Association (IDA), Fniernationg]l Finance Corporation (IFC), Inter-American Development Bank (IDE), United
Natiops Development Programme (UNDP}, United Nations Fund for the Congo (UNFC), United Mations High Com-
missioner for Refugees (UNHCR), United Nations Children’s Fund (UNICEF), United Nations Korean Reconsiruction
Agency (UNKRA), United Maticns Pelief and Works Agency for Palestine Refugees in the Near East {UNWRA), United
Mations Temporary Executive Authority (West Irian), and World Food Programme (WFFP), Contributions to the regular
budgets of the United Naticns and the specialized agencies are not inciuded.

4 The net aoqulmmn by govermments and central monetary msmunons of securlt:es issued by mudtilateral davelopment

banks{enumerated in note ¢) at market terms; plos repa

ts and minng disbuc

ar account of foans by multilateral

development banks to developed market economy conntries, (Rediscounting of trade instruments is not considered as an

official flow.)

& Mensured by some countries as change in ouistanding amounts guaranteed, by others as change in outstanding
amounts due on disbursed ¢redits. Interest is inctuded in the sums recorded as outstanding, so that the net flow tends to be

overstated if gross new guarantzes are rising, and vice versa,

A. FiNaNcialL FLows FrRoM DAC
MEMBER COUNTRIES

16, Inits decision 27 (II), paragraph 2, the Conference
at its second session recommended “that each economi-
cally advanced country should endeavour to provide
annually to developing countries financial resource
transfers of a minimum net amount of 1 per cent of its
gross national product (GNP} at market prices in terms
of actual disbursements™.* A broadly similar recommenda-
tion was made in General Assembly resolution 2415

$ See Proceedings of the United Nations Conference on Trade and
Development, Second Session, vol. 1 and Corr.] and 3 and Add.1-2,
Report and Annexes {(United Nations publication, Sales No.
E.68.1LD.14), p. 39.

(XXIID) of 17 December 1968. The International Develop-
ment Strategy adopted by the General Assembly re-
affirmed the above recommendation (General Assembly
resolution 2626 (XXV), paragraph 42) and went on to
state that:

Those developed countries which have already met this target will
endeavour to ensure that their net resource transfers are maintained
and envisage, if possible, an increase in them. Those developed coun-
tries which are unable to achieve this target by 1972 will endeavour
to attain it not later than 1975.

17. The ratio of total net flows from all DAC member
countries to the combined GNP of these countries declined
from 0.73 per cent in 1968 to 0.70 per cent in 1969, and
then rose to 0.71 per cent in 1970 (see table 3). During the
second half of the decade the ratio was significantly lower
than during the first half, primarily reflecting declines in
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TABLE 3

Performance ander the 1 per cent target * — DAC member countries, 1961-1970

{Percentage of GNP)
Anstial Annual
average average

Couniry 1961-1965 1966-1970 1968 1969 1970

Awstralia . . . . . . . . ... .. 0.51 0.87 0.88 0.82 1.14
Austria. . . . . . ... .00 L 0.19 046 0.52 0.55 0.48
Belgiom . . . . ... .. .. .. 1.09 0.99 1.07 1.03 1.13
Canada . . . . .. .. ... .. 0.30 0.52 0.49 0.50 0.69
Denmark . . . . . . .. ... .. 0.16 0.55 0.74 0.87 0.63
Federal Republic of Germany 0,67 0.82 1.11 1.00 0.62
Framce . . . . . . . . . .. ... 164 1.19 1.27 1.19 1.22
Tealy . . . . . . . o L. 0.51 0.70 0.64 0.99 0.80
Japam . . . . . ... L L. 0.42 0.69 0.64 0.73 0.90
Netherlands . . . . . . . . . . .. 1.05 1.14 1.0t 1.25 1.43
Norway . . .. .. .. .. ... 0.23 0.51 0.67 0.80 0.62
Portugal . . . . . . . . ... .. 1.40 1.1 0.78 1.61 1.04
Sweden . ... .. ....... .27 0.52 0.46 0.72 0.58
Switzerland . . . . . . ... L 1.3 0.71 1.10 0.55 0.54
United Kingdom . . . . . .. .. 0.92 0.82 0.63 0.97 0.9
United States . . . . . . .. . .. 0.72 0.58 0.62 0.49 0.54
DAC ToTaL 0.75 0.70 0.73 0.70 0.71

Sources: Based on IMF, International Financiol Statistics, various issues; United Nations, Mowihly Bulletin of Statistics,
October 1968, and Yearbook of National Accotnts Statisties, various issues; and sources ¢ited in table [,

& Net Aow of financial resources to developing countries in Africa, Asia and Latin America, and 20 multilateral institu-

tions, as a percentage of GNP at market prices,

the ratios relating to three of the major donors—¥France,
the United Kingdom? and the United States. These
declines were partially offset by a rapid growth in assist-
ance from other member countries, notably Japan and the
Federal Republic of Germany, which ranked in 1970 as the
third and fourth major contributors, respectively. Other
noteworthy increases were recorded inthe cases of
Australia, Awustria, Canada, Ttaly, the Netherlands,
Norway and Sweden.

18, The performance of individual DAC member
countrics in 1968-1970 was varied. Australia surpassed
the target ratio of 1 per cent for the first time in 1970. The
Federal Republic of Germany, having surpassed the
target ratio in 1968 and 1969, fell considerably below it in
1970, a refiection primarily of a decline in private portfolio
investments. Switzerland had surpassed the target ratio
in 1968, but fell below it in both 1969 and 1970. Belgium,
France and the Netherlands surpassed the target in all
three years, while Austria, Canada, Denmark, Italy,
Japan, Norway, Sweden, United Kingdom and United
States failed to reach the target in any of the three years;
however, Canada and Japan showed a decided upward
trend, while Sweden and the United Kingdom showed
some improvement over the period, although both coun-
tries recorded a decline in 1970. While in 1961 six DAC
member countries had achieved the 1 per cent target
(Belgium, France, Netherlands, Portugal, Switzerland and
United Kingdom), in 1970 only five countries attained the
target (Australia, Belgium, France, Netherlands and
Portugal),

P During  1969-1970, the United Kingdom ratio recovered
significanily,

1. Official development assistance

19. The International Development Strategy, in para-
graph 43, urged that:

In recognition of the special importance of the role which can be
fulfilled only by official development assistance, 2 major part of finan-
cial resource transfers to the developing countries shouid be provided
in the form of official development assistance. Each economically
advanced country will progressively increase its official development
assistance jo the developing countries and will exert its best efforts to
reach a mipimum net amount of 0.7 per cent of its gross national
product at market prices by the middle of the Decade,

20,  As may be seen in table 4, only Australia, France
and the Netherlands are within short reach of the target.
For the other countries the early attainment of the target
would call for a vigorous acceleration of the disbursements
of official development assistance. For DAC member
countries as a whole, official development assistance as a
percentage of GNP declined from 0.35 per cent in 1969 to
0.34 per cent in 1970, The ratio decreased in ten of the
DAC member countries, including all of the larger donors,
and rose in the six remaining countries.

21. A number of DAC member countries have agreed
without reservation to meet the official development
assistance target in accordance with the International
Development Strategy. These countries include Belgium,
Netherlands, Norway, Portugal and Sweden. France,
while accepting the target in principle, has declared its
mtention to maintain the ratio at a level between 0.6 and
0.7 per cent, while Canada and the Federal Republic of
Germany have accepted the 0.7 per cent target in principle
but have not specified a date for achievement. In Denmark,
substantial increases in disbursements of official assistance
are envisaged under the medium-term assistance pro-
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TABLE 4

Performance under the official development assistance target ratio —
DAC member countries, 1969-1970

{Percentage of GNP)

Country 1969 1970

Australia . . . . . . . . . ... 0.56 0.59
Austeia . . . . . . . L. o oL L. L. .11 0.13
Belgiom . . . . . . . . . ... .50 0.47
Canada . . . . . . . . . . « . . . .. 0.34 0.43
Deamark . . . . . - . . . ... ... 0.39 0,38
Federal Republic of Germany . . . . . . . 0.33 0.30
France . . . . . . . . . . .« . ... 0.66 0.63
Taly . . . . . . . . . .. ... 0.10 0.17
Japan . . . . . . . .. ... 0.26 0.23
Netherlands . . . . . . . . . . . . . .. 0.49 0.62
Norway . . . . . . . . . .. .. .30 0.32
Portugal . . . . . . . . . .. .. .. 1.04 0.46
Sweden . . . . . . . ... oL 0.43 0.37
Switzerland . . . . . . . ... L 0.16 0.14
United Kingdom . . . . . . . . . . .. 0.38 0.34
United States . . . . .« . .« o 4. 0.32 0.31
DAC TotaL 035 0.34

Sources: See table 1.

gramme. Recent development programmes in Switzerland
and the United Kingdom indicate an intention to raise
the ratio of official development assistance to GNP,
possibly, to 0.4 per cent by 1975, In Austria and Italy,
reviews of development assistance policies are under way.
In spite of the rapid increase in the official development
assistance of Japan, the ratio was maintained at a relatively
low level during the past decade and in 1970 it amounted
to 0.23 per cent. Recently, the Government of Japan
expressed the intention of raising the ratio to at least the
average level of DAC member countries as speedily as
possible.®

22. Even if the above countries were to step up their
official development assistance substantially the prospects
for total flows to developing countries would remain in
doubt in view of uncertainties regarding assistance from
the United States, which accounted for 45 per cent of
official development assistance flows from DAC member
countries in 1970. The ratio of United States official
development assistance to its GNP declined steadily over
the decade of the 1960s and amounted to 0.31 per cent in
1970. On 15 August 1971, in the context of a series of
measures to deal with both domesticand external economic
problems, the President of the United States announced a
10 per cent cut in foreign assistance expenditures.

23. On the basis of the above indications, the Chair-
man of DAC has drawn the following conclusions regard-
ing the prospects for official development assistance:

There is no evidence just at present of the reversal of priorities
required in several major countries to bring about the increases in
disbursements that would be needed to meet the target by 1975. Thus,
taken as a whole, the probability is that the percentage of GNP

® See summary records of the Committee on Invisibles and
Financing related to Trade, fifth session, 98th meeting (TD{BfC.3/
SR.98).

devoted to ODA (Official development assistance) will not change
much in the next few years, though a slow upward movement is
possible.®

2. Private flows

24. While private flows as a whole rose sharply during
the period 1968-1970, the components of these flows
show disparate movements. Large increases occurred in
the case of export credits and direct investment outlays,
Bilateral portfolio investments rose significantly in 1969,
but fell abruptly in 1970 to a level below that of 1968.
Net sales of multilateral agencies’ debt instruments to the
private sector fell sharply in 1969 and more moderately
in 1970, after attaining a record level in 1968. As regards
the principal donor countries, total private flows from the
Federal Republic of Germany rose sharply in 1969, and
then fell equally sharply in 1970. Total private flows from
France and the United States declined in 1969, but rose
again in 1970 to about the same level as in 1968. Flows
from the United Kingdom rose sharply in 1969 and
increased further in 1970.

25, For the first time, detailed statistics have been
compiled by the DAC secretariat covering grants made
by private voluntary agencies to developing countries,1®
In 1970, a total of $340.2 million is estimated to have been
contributed through these channels. These funds originate
from a multitude of donor organizations and have varied
aims and objectives. They are not included in table 2,

B. FLOWS FROM MULTILATERAL INSTITUTIONS

26, Net flows from multitateral institutions rose from
$789 million in 1968 to $1,403 million in 1970 accounting
for 10 per cent of total net flows to developing countries
(see table 5). Net disbursements from IBRD doubled
between the years 1968 and 1970 but this increase was
partially offset by a fall in net disbursements from IDA,
reflecting primarily a drop in disbursements to India;
the combined net outlays of the two organizations rose
from $360 million in 1968 to $498 million in 1970. The
lending operations of ADB and AsDB are of relatively
recent origin and disbursements between 1968 and 1970
were more than offset by subscriptions of developing
countries to these institutions. The marked increase in
net disbursements from IDB between the years 1968 and
1970 also reflects, in part, the concentration in 1568 and
1969 of contributions and subscriptions of developing
member countries to the Bank, partly in national cur-
rencies.

27. The rapid increase in net disbursements by mul-
tilateral institutions was made possible, in part, by
rising contributions of developed market economy coun-
tries to these institutions. Thus the share of contributions
to multilateral institutions in total official development
assistance rose from 11 per cent in 19611962 to 17, per

¥ 8¢e OECD, 197! Review, ..., p. 50.

i These grants are defined as “the expenditures on development
assistance and relief undertaken by private non-profit-making
agencies, inchuding co-operative societies and trade anions (but not
business firms)” (OECD, 1971 Review, ..., p. 38}
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TABLE 5

Net How of resources from multilateral institutions * to developing
countries of Africa, Asia and Latin America, 1961-1970

{ Net disbursements in 3U.S. million)

Annual Annual

average avergge
Agency 1961-1965  1966-1970 1968 1969 1970
ADB?® . . . ., —16 -7 —10 -3 -2
AsDBe . . . . . — —26 —-29 —24 —15
EDF . .. ... 66 i19 110 117 145
EiBe . . .. .. — 7 5 11 10
IBRD . . . . . . 241 228 171 215 347
DA . ... .. 67 236 189 234 151
IFC. . . .. .. 9 32 20 47 54
DB, . . ... 3 119 19 160 300

United Nations

agencies ., . . 169 312 34 328 413
Totar. 539 1020 789 1081 1403

TABLE 6

Comniitments of bilateral economic assistance to developing countries
from the socialist countries of castern Euvope and Asia,
1961-1970 ®

(3U.S. million)

Annual Annrial
avérage arerage
Country 19611965  I966-1970  I968 1969 1970
Bulgaria . . . . . 8 40 35 20 82
China, People’s
Republic of 127 149 42 —_ 695
Czechoslovakia . . 66 112 200 37 45
German Democra-
tic Republic . . 50 100 8 134 125
Hungary . . . . 35 47 40 21 79
Poland . . .. . 60 28 2 30 25
Romania . . . . 35 40 45 132 10
USSR. . .. .. 334 514 368 402 ﬂ
ToraL 714 1030 758 776 1 694

Sourge: UNCTAD gecyetariat, based on reports of the multilateral institutions,

& Grants and loans tess subscriptions and coniributions (regardiess of whather
made in the cirrency of the vecipient country or in other currencies) and participa-
tion and repayments where relevant. The data are also net of changes in holdings in
developing countries of the funded debt of IBRD and IDB. Negative figures indicate
subseriptions, contributiens and pardicipations in excess of disbursements, net of
repayments,

b First year of transactions, 1964.
¢ First year of transaciions, 1966.

9 Sogial Progress Trust Fund disbursements are reported as bitateral assistance
of the United States.

cent in 1969-1970. This trend is in keeping with the
recommendation of the Pearson Commissiont that:

Aid-providers increase grants and capital subscriptions for multi-
lateral development aid prograins to a minimum of 20 per cent of the
total flow of official development assistance by 197511

28. It should be noted, however, that the rapidity
of the approach to the above target ratio was associated
with a relatively slow growth of total official development
assistance. The above recommendation of the Pearson
Commission should be taken in conjunction with another
of the Commission’s recommendations to the effect that
official development assistance should reach a level
equivalent to 0.7 per cent of GNP of developed countries
by 197532 This would imply that by 1975 contributions
to multilateral agencies shouid be equivalent to 0.14 per
cent of GNP of developed countries, and bilateral assis-
tance to 0.56 per cent of GNP. In 1969-1970 contribu-
tions to multilateral agencies amounted to 0.06 per cent
of GNP of developed market economy countries and
bilateral official development assistance to 0.28 per cent
of their GNP,

C. DEVELOPMENT ASSISTANCE FROM THE SOCIALIST
COUNTRIES OF EASTERN EUROPE AND ASIA

29, Official statistics covering financial disbursements
by sccialist countries of eastern Europe and Asia are

U See Partners in Development: Report of the Commission on
International Development (Pall Malt Press, London, 1969), p. 215.

1 Jpid., p. 148,

Sources; United MNations, World Economic Survey, 1969-1970 (United Nations
publication, Sales Ne. EJILCI), pp. 169-170, and additlonal information
supplied by the Centre for Development Planning, Projections and Policies of the
United MNations Secretariat,

& Exctuding commitments to Cuba.

not available.1® Estimates of commitments are shown in
table 6.

30. While 1969 commitments showed no significant
change from 1968, commitments more than doubled
from 1969 to 1970. This increase reflected an exceptionally
high level of lending activity by the People’s Republic of
China, including a loan of $405 million to Zambia and
the United Republic of Tanzania for the construction of a
1,066 mile railway line between Dar es Salaam and Lusaka,
Significant increases in commitments during 1969-1970
were also recorded by Bulgaria, the German Democratic
Republic, Hungary and the Soviet Union. Commitments
by the latter in 1970 rose sharply from the levels recorded
in 1968 and 1969, Czechoslovakia, on the other hand,
showed declines in commitments.

Chapter IT

The terms of financial flows
A. DAC MEMBER COUNTRIES

31. Table 7 shows the terms of development assis-
tance commitments for the years 1969 and 1970. In 1970,
the average maturity and the average grace period of
new loan commitments lengthened, while the average
interest rate declined, with the consequence that on all
three counts there was a slight improvement in the terms
of lending. However, the proportion of grants in total
official development assistance declined from 65 per cent
in 1969 to 63 per cent in 1970,

13 The OECD has estimated these disbursements to be §130 mil-
lion in 1960, $230 million in 1967, and $250 million in 1968. (See
OECD, Press release (PRESS/A(71)22), of 28 June 1971). For the
same three years, the United Nations Depariment of Economic and
Social Affairs has estimated such disbursements to be $550 million,
$516 million, and 3588 million, respectively; see The Exiernal
Financing of Economic Development, 1970 (United Nations publica-
tiort, Sales No. E70.1LA 3).
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TaABLE 7

Average terms of officinl development assistance commitments—
DAC member coumtries, 1969-1970

Gramis as Loat terms
percentage of wotal —
official development Maturity Tuterest rate Grace period
assistance {years) {per cent} {years)
Coantry 1968 1970 1969 1970 1959 1970 1969 1970
Australia . . . . . . ... oL L. 100 91 —e 14.0 —a 6.4 —2 4.0
Austria . . . . .. . ... L. 69 41 14.6 13.9 4.4 5.1 4.2 4,2
Belgivm . . . . . . . ..o 0L, 92 92 28.2 29.6 2.7 2.3 7.9 9.2
Canada . . . . . . . .. .. . ... 60 65 48.5 48.5 0.3 0.2 2.8 9.8
Denmark . . . . . . . .. . . ... 76 92 25.0 25.0 0.0 0.0 1.0 7.0
Federal Republic of Germany . . . . . 51 54 26.0 27.5 32 2.9 7.6 8.5
France . . . . . . . . . . .. ... 74 73 17.0 16.2 37 .7 1.9 23
Ttaly . . . . . . . . . ... .. 27 54 10.2 13.1 5.3 4.9 1.8 52
Japam . . . . . . . Lo o L. 42 9 19.5 21.4 3.7 37 6.1 6.7
Netherlands . . . . . . . . . . ... 69 64 28.6 29.0 31 29 8.1 7.8
Norway . . . . . . . .. ... ... 91 99 36,0 230 1.7 2.4 7.9 2.0
Portugal . . . . . . . . ... ., .. 30 27 30.1 29.0 2.3 4.0 8.0 8.0
Sweden . . . . . . .. . .. . ... 85 82 47.2 35.4 0.9 1.5 10.0 160.0
Switzerland . . . . . . . .. .. .. 76 82 33.0 36.0 2.3 2.0 8.0 8.0
United Kingdom . . . . . . . . ., .. 48 50 241 24.6 1.2 1.7 5.6 62
United States . . . . . . . . .. .. 70 64 YA 37.4 3.0 2.6 8.7 8.7
DAC TotaL 65 63 28.1 299 29 2.8 6.7 74

Source: OBCD, 1971 Review, ..., pp. 62-63.
# There were no Australian loan commitments in 1969,

32. In the 1969 Supplementary Recommendation on
Financial Terms and Conditions, the DAC member coun-
tries set out norms for the terms of official development
assistance (ODA). According to these recommendations,
a member country is in compliance with the terms if:

(a) grants represent 70 per cent or more of its QDA
commitments; or

(B it provides at least 85 per cent of its ODA so
that each transaction has a minimum grant element of
61 per cent; or

{¢) eightyfive per cent of its ODA commitments
contain an average grant element of at least 85 per cent,

33, Countries whose volume at gqualifying terms is
significantly below the DAC average as a percentage of
GNP are not considered as having met the terms target.

34. The position of DAC member countries with
respect to the terms recommendation is set forth in
table 8. Australia, Belgium, Denmark, Norway and
Sweden met all three of the criteria both in 1969 and
1970, while Canada and the United Kingdom met the
norms on the basis of alternatives (#) and (c), and France
ont the basis of alternatives (g) and {(c), in both years.
While the Federal Republic of Germany failed to meet
any alternative in 1969, it complied with alternative (c¢)
in 1970, The Netherlands qualified through route (c) in
1969 and through routes (b) and (¢} in 1970, and the
United States complied with all three alternative norms
in 1969 and with aliernatives (b) and {(c¢) in 1970. Italy,
Japan and Portugal failed to meet any of the alternative
criteria in either year.

35. Notwithstanding their performance in other res-
pects, Austria and Switzerland did not satisfy the require-

ments of the target because the volume of their assistance
at qualifying terms was significantly below the DAC
average as a percentage of GNP both in 1969 and in 1970.

36, It will be noted that in 1969 the DAC member
countries as a group more than met the terms target
through alternative (¢) and were very close to meeting
the requirements of alternative (5). In 1970 they met the
target through alternatives (b) and (c). Consequently,
while the DAC terms target has yet to be attained by
certain countries, it is not a means of bringing about any
significant over-all easing in the terms of assistance.l®

B. MULTILATERAL INSTITUTIONS

37. During recent years there has been a continuing
increase in the cost of borrowing from multilateral lending
institutions. The rate of interest charged by IBRD was
raised from 7 to 7%, per cent early in 1971, and the lending
rates of the other multilateral institutions currently stand
between 7% and 8 per cent. These increases have been
necesgitated by the higher costs the multilateral institu-
tions have incurred in borrowing from the capital markets
of developed market economy countries. The IBRD, for
example, has reported that the average cost of its borrow-
ings rose from 6.17 per cent in fiscal year 1968 to 6.46 per
cent in fiscal vear 1969 and to 7.6% per cent in fiscal
year 1970. In Auvgust 1971 it was announced that the
IBRD would issue 25-year bonds in the amount of
$175 million at an interest rate of 814 per cent,

1 For an evaluation of the target, see “The terms of .financial
flows, including an analysis of the 1269 DAC Supplement: report
by the UNCTAD secretariat” {TD/B}C.3/72 and Cotr.} and 2).
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TABLE 8

1969 Supplementary Recommendation on the terms of official development assistance commitments:
standing of DAC members in 1969-197¢

Grants as
percentage of fotal
(rarnt: 7O per cent}

Per cent
of programmes averaging
o conecasional element
of 35 per cent
{norm: 83 per cent)

Grams and logns with

a concessional clement
of at least 61 per cent
as a percentage of total

(nover; 85 per cear}

Country 19659 1970 1969 i970 1969 1970
Augtralia . . . . . . .. ... 100 91 100 ot 100 100
Austria . . . . . .. ... .. 69 41 69 41 91 64
Belgiom . . . . . ... .. .. 92 92 a4 98 100 160
Canada . . . . . . . .. ... 60 65 97 93 100 98
Denmark . . . . . ... ... 76 92 100 100 100 100
Federal Republic of Germany 51 54 ! 84 81 86
France . . . .. . . .. ... 74 73 75 73 97 93
Tealy . .. ... ... ..., 27 54 27 54 36 76
Japan . . . . . . . . .. ... 42 39 54 56 68 74
Netherlands . . . . . . . . .. €9 64 82 89 100 91
Norway . .. .. ...... 91 99 96 100 100 100
Portugal . .. . . ... ... 30 27 60 41 7 67
Sweden . . . . . . . .. ... 83 82 100 100 100 99
Switzerland . . . . . . . . . . 76 82 88 93 100 100
United Kingdom . . . . . . . . 48 50 9 88 9 90
United States . . . . . . . .. 70 64 95 92 100 92
DAC 1o1aL 63 63 84 85 99 92

Sonrce: QECD, 1971 Review,

38. Multilateral fending institutions have some scope
for mitigating the effects of high interest rates by blending
ordinary loans with funds made available through a
“soft window”. The effectiveness of this method, however,
depends on the magnitude of resources made available
for soft lending. For example, while the third replenish-
ment of IDA, approved in 1970,1% provided for a consid-
erable increase in the resources of IDA, the increase
would probably be adequate only to keep pace with the
growth in the ordinary lending of the IBRD.

39, The importance of softer terms for both bilateral
and muitilateral flows of assistance is discussed in separate
papers on the debt problem and on the proposal for a
multilateral interest equalization fund.®

Chapter IIT

The conditions of assistance
A. PROGRAMME LENDING

40. Inits decision 29 (II), paragraph 7, the Conference
at its second session welcomed the increased availability
of financial assistance for programme financing and
stressed that external finance should be made available
both for programmes and projects and should include
local costs where necessary.

15 The United States conftribuiion to the third replenishment has
not yet received legislative approval.

16 See Debt problems of developing countries (United WNations
publication, Sales No. E.72IL.D.12) and “Multilateral interest
equalization fund and related problems: report by the UNCTAD
secretariat™ (TD{B/C.3/76).

viy PP 62 and 64, and QOECD, Press release (PRESSIA{T1)22), of 28 June 1971, 3, 31,

41. The Pearson Commission made the following two
recommendations with respect to programme aid:**
Aid-givers should adapt the forms of aid to the needs and level of
development of the receiving country and recognize the great value,
in many cases, of more program aid.
and

IDA should undertake program lending wherever appropriate,
seeking, if necessary, statutory change to make this possible.,

42. There are no readily available statistics on the
extent of programme aid given by the aid suppliers. A
study carried out by the OECD 8 shows that the follow-
ing countries extend to a varying degree programme aid to
recipient countries: Australia, Austria, Belgium, Canada,
Denmark, Federal Republic of Germany, France, Italy,
Japan, Netherlands, Sweden, United Kingdom and United
States. The survey indicates that the conditions and cir-
cumstances under which the programme aid is extended
vary considerably from country to country,

43. With regard to multilateral agencies, three banks
are exclusively project lenders: AsDB, EIB and IDB. The
EDF, however, does finance general development activ-
ities. An important feature of the proposed Special Pro-
gramme of AfDB is its emphasis on programme aid.®
The IBRD group makes a modest amount of funds
available for programme lending. Roughly 7 per cent of

¥ See Pariners in Development, op. c¢it., recommendations 11
and 12, p. 190,

B QECD, Resowrces for the Developing World: The Flow of
Financiel Resources to less Developed Countries, 1962--1968 (Paris,
1970), part one.

1 See AfDB, Interim Report, January-July 1970, p. 9.
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the cumunlative total of loans granted by the IBRD and
IDA have been in the form of “general development and
programme loans”, but roughly one-third of this has been
allocated to Europe and Australasia. Only small amounts
have gone to Africa and virtvally none to Latin America.*®

44. Since there are circumstances in which assistance
tied to imports of capital goods for investment projects
will not permit effective support of a country’s develop-
ment efforts, the availability of adequate amounts of pro-
gramme aid is of great importance to a number of develop-
ing countries. Programme assistance may be particularly
effective in cases where a country has reached a stage of
development where it is able to produce domestically a
high proportion of the capital goods needed for its invest-
ment programme, while requiring an increasing volume of
other imports to sustain growth. Moreover, where under-
utilization of existing industrial capacity is due to an
inability to finance imports of complementary inputs,
programme assistance may be more effective than project
assistance, which would expand capacity still further.
‘While the foregoing instances relate to countries that have
already achieved a certain level of industrial development,
programme lending may be of importance for the least
developed countries also, notably in cases where an
inadequate supply of freely usable foreign exchange
threatens to disrupt the growth process. This could occur,
for example, where there had been stagnation or a fall in
export earnings for reasons beyond a country’s control, or
where a country was faced with high levels of debt service
payments,

45, If aid resources are to be used to maximum effect,
it will be important for donor countries to adopt flexible
positions with respect to the share of programme assis-
tance in their total aid outlays. As one of the more rapidly
growing sources of financial flows, it is particularly desir-
able that the IJBRD group should raise the proportion of
its outlays designed for programme aid significantly above
past levels.

B. UNTYING OF AID

46. At its second session, the Conference took the
view that, in principle, financial assistance should be
untied, and consequently urged the developed countries
“to take what practical measures they can, individually or
collectively, both to reduce the extent of tying and to
mitigate any harmful effects” (decision 29 (II}, paragraphs
17 and 18). The Pearson Commission also recommended
progressive untying of all bilateral and multilateral aid
and the International Development Strategy reaffirmed
the principle (paragraph 45).

47. Some DAC member countries have recently taken
certain concrete steps to reduce the extent of aid tying.
The Canadian Government has decided to make available
for procurement in developing countries 20 per cent of its
bilateral assistance; Japan and the United Kingdom have
liberalized the procurement procedures applied to their
contributions to the Consolidated Fund of AsDB, and,
in the case of the United Kingdom, to IDB; and the

2 See IBRD-IDA, Annual Report, 1971, p. 108,
A Partners in Development, op. cit., recommendation 3, p, 189,

United States has authorized procurement in developing
countries under its bilateral lending programme. Other
countries have taken measures designed to mitigate the
harmful effects of aid tying, such as providing greater
flexihility in the choice of goods, better price and quality
checks, and the use of independent consultants 22

48. 1In addition, DAC member countries have agreed
on the desirability of taking further broad measures to
untie aid. At the High Level Meeting of the OECD
Development Assistance Committee in September 1970,
members agreed on the principle that contributions to
multilateral institutions should not be tied. For the first
time, a large majority of members also declared themselves
prepared in principle to adhere to an agreement to untie
their bilateral development assistance.

49. At a recent ministerial meeting of the Council of
the OECD, it was noted that “substantial progress had
been made in drawing up a draft agreement on aid untying
to be proposed to Governments who would be invited to
indicate whether they wish to participate”. The Ministers
also “agreed that work on aid untying should be actively
pursued in the DAC and expressed the hope that co-
ordinated action with respect to untying could be taken
at an early date”.®

50. The measures announced by the United States
Government in August 1971 to deal with economic prob-
lems included postponement of participation in a multi-
lateral arrangement for aid untying, In this respect the
DAC Chairman has stated :®

While all nations had not agreed to participate at this time, those
that were ready to do so were naturally not prepared to proceed with-
out the United States. It may be possible, however, further to extend
untying for procurement in developing countries, which the United
States continues to authorize. And of course as soon as current inter-
natiopal economic negotiations have been brought io a successful
conclusion, work will be resumed in DAC to resoive the remaining
obstacles to a wide and generous agrecment.

51. Depending on the precise terms of the agreement,
the untying of development lending could mark an impor-
tant step forward in improving the conditions of assis-
tance, and in substantially increasing the volume of goods
and services that could be procured out of a given total
of lending. To be fully effective, such an agreement would
need to contain certain basic features. The mostimportant
of these is that the procurement of goods and services of a
type suitable for international competitive bidding should
be open to tendering by suppliers in all developed coun-
tries participating in the agreement as well asin all develop-
ing countries. This procedure should apply to both project
and non-project lending. Invitations to bid should be
announced well in advance and should be given wide
publicity, so that all eligible suppliers would have adequate
time in which to prepare their bids. Exceptions to the
principle of open international tendering should be
restricted to those instances in which a clear economic
Jjustification exists.

2 QECD, Development Assistance, 1970 Review (Paris, 1970),
p- 53

# OECD, Press release (PRESS/A(71)18), of 8 June 1971, p. 4.
® QECD, 1971 Review, ..., p. 12,
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52. Special measures would be required to ensure that
the underlying purpose of the agreement was not frus-
trated by indirect or informal tying. Thus it would be
necessary to provide that the choice of projects that
individual donor countries are prepared to finance should
not be limited in a way that systematically favours sup-
pliers in the financing country. Moreover, the choice of
consultants and of consulting firms, and the way in which
procurement specifications and standards are defined,
should be such as to ensure that the subsequent procure-
meni is free from bias or extraneous influence. It would be
necessary to avoid such practices as the mixing of develop-
ment loans and export credits in a single package, and
delaying the granting of loans until after national suppliers
have successfully tendered for projects.

33, The developing countries would stand to benefit
considerably even if untying were limited to the partici-
pants in an agreement along the above lines. It would also
be desirable, however, that such an agreement should
embody the greatest possible flexibility in procurement
from. sources of supply in the recipient countries. Thus
it would be desirable to liberalize provisions having the
effect of limiting development lending to the import
content of projects, since such stipulations exclude sup-
pliers in the recipient countries and also discriminate
against social and other projects that characteristically
have a low import content. Where loans are used to
finance local costs, restrictions should not be placed onthe
use of the foreign exchange thereby made available. Con-
sideration should also be given to allowing a margin of

preference to local suppliers (as well as to suppliers from
other countries in a regional grouping of which the
recipient country is a member) when participating in an
open international tender.®

54, Multilateral lending institutions should undertake
to follow similar procedures. The question of geographic
eligibility for procurement has arisen in the case of the
regional development banks, and the principle has been
applied that developed countries should be eligible
sources of procurement only to the extent that they them-
selves supply resources to the institution in question. This
restriction should not, however, limit the eligibility of
developing countries: all multilateral lending institutions,
whether regional or global in scope, should regard all
developing countries as eligible sources of procurement,
which is not universally the case at present.

Chapter IV

Geographical distribution of official bilateral and
multilateral assistance

55. As may be seen from table 9, the geographical
distribution of net official bilateral and multilateral flows
changed considerably during the second half of the 1960s.
Developing countries in the Western Hemisphere and
Oceania increased their share in total assistance from

25 The World Bank and IDB customarily grant a margin of
preference of up to 15 per ¢ent to local suppliers.

TABLE 9

Official bilateral and multilaterat flows io developing countries, 1964-1965 and 1969-1970
{ Net disbursements in 8U.S. million)

1964-19565 19681970
(annual average) (annual average)
Per cent Per cent
Developing region ™ Amount of total Amount of total
Africa, total® . . . . ., . ... .. 1733 211 1714 223
Northof Sabara . . . . . .. . .. 569 8.9 342 4.4
Southof Sahara . . . . .. . . .. 1138 17.8 1337 17.4
America, total® . . . . . ... L L. 993 15.5 1420 18.4
North and Central . . . . . . . . . 266 4.2 536 7.0
South . . . . . . . .. ... 586 91 356 111
Asia, total® . . . . .. ... L. 3016 47.1 3584 46.5
Middle East . . . . . . .. . ... 273 4.2 204 3.8
South Asia . . . . . ... . ... 1869 292 1394 18.1
FarBast., . . ... ... . .... 853 13.3 1870 243
Oceania . . . . . . - « v . o .., 93 1.5 253 33
ToraL® 6405 103.0 7700 100.0
Sowrces: OECD & hical Distribution of Fi) ial Flows 1o Less Developed Countries (Pariz, various issues) and

1971 Review, . P 186-187

. Country ooverage of developing regions, following the classification adopted in sources:
Africa North of Sahara: Algeria, Bgypt, Libyan Arab Republic, Moroceo, and Tunisia.
Africa South of Sahara: Remaining developing couniries in Africa.
America, North and Central: Bahx}mas, Bermuda, Cosla Rim, Cuba, Dominican Republic, El Salvador, Guatemala,

Haiti, Honduras, British e

Tobago and British West Indies.

Nether[ands Antilles, Nicaragusa, Panama, Trinidad and

Sonth America: Remaining developing countries in the Americas.
Middle Easi: Babrain, Iran, Iraq, Ismaed, Jordan, Lebanon, Muscat and Oman, Qatar, Saudi Arabia, Syria, Trucial Oman

and Yemen,

South Asia: Afghanistan, Burma, Ceylon, India, Mepal and Pakistan,

Far East: Remaining developing countries in Asia.
¥ Including unallocated disbursements.

¢ Including flows to European recipient covatries and unallocated disbursements.
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15.5 per cent and 1.5 per cent respectively in 1964-1965
to 18.4 per cent and 3.3 per cent in 1969-1970.

56. While the share of Asian developing countries in
total net flows remained constant between the periods
1964-1965 and 1969-1970 there were considerable changes
in the distribution of assistance among the three major
Asian sub-regions. In South Asia, the most populous sub-
region, the average annual flow of assistance registered a
decline of $475 million between these periods. This
reflected primarily a decrease of net flows to India and
Pakistan. In the case of India, net flows declined from
$1,244 million in 19641965 to $820 million in 1969-1970.

The corresponding figures for Pakistan were $521 million
and $422 million, respectively.

57. The share of African developing countries in total
net official bilateral and multilateral flows declined sharply
from 27.1 per cent in 1964-1965 to 22.3 per cent in 1969-
1970, In the case of couniries north of the Sahara net flows
declined by $227 million over this period. While the decline
in the share of assistance to developing countries south of
the S8ahara was minor, the level increased by only $199 mil-
lion between the period 19641965 and 19691970 and a
number of the least developed countries of the region
experienced a fall in the level of assistance.
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STATISTICAL ANNEX

TaBLE A-1

Toial net flow of financial resources to developing countries
in Africa, Asia and Latin America, 1960-1970

( Net disbursements in 3U.S. million)

From developed From nudtilateral
Year Total® ECONGINY eOuntrics institutions
960 . . ... oL 7019 6 600 289
B 7934 7509 210
1962 . . . .. ... ... 7851 7152 3599
B 8 540 7544 616
3 9004 7 855 719
1965 . . . . . .. .. .. 10 266 8984 802
1966 . . . . . ... ... 10173 2016 822
1967 . . . .. .. ..o 10 835 92603 1002
1968 . . . . . . ... L. 11 880 10941 789
1969 . . .. .. ... ... 12 557 11 246 1081
3 L1 13 975 12 326 1403

Source: UNCTAD secretariat, based on OECD, 1971 Rewvlew, ..., and data supplied by the OECD secretariat
directly and by the United Nations Department of Econormuc and Social Afiairs.

& Includes rough estimates of net disbursements from socialist countries to developing countries, exciusive of Cuba,
These estimates are derived from the OECD Press release {(PRESS/A(T1)22), of 28 Junre 1971, and should be taken only as
reflecting a broad order of magnitude.

TABLE A-2

Net How of financial resources from DAC member countries to developing conntries in Africa, Asia and Latin Ametica
and to muliilateral instifutions, 1969-1970

(3U.S. million}

Official Other Percentage
development aficial Private share of DAC
assistace Hows Hows Toial roial

Country 1969 1970 1969 1970 1969 1970 1966 1970 1969 1970
Austealia . . . . . .. L L. 175 203 25 27 58 159 258 389 2.0 2.7
Austria. . . . . . .. L. 14 19 7 7 47 42 68 68 0.5 0.5
Belgivm: . . . . . . . . .. 114 118 10 5 112 162 236 285 1.8 2.0
Camada. . . . . .. . ... 245 343 44 37 75 178 64 558 25 39
Denmark . . . . . . . . ., 54 39 o 3 62 36 122 98 1.0 0.7
Federal Republic of Germany . 502 555 —69 86 1104 505 1 537 1146 12.0 3.1
France . . . . . . . . . .. 921 924 18 42 730 806 1 669 1772 13.1 12,5
Ttaly . . . . . . ... . .. 79 153 35 58 698 531 812 742 6.4 52
Japan . . . . ..o L. L. 433 459 330 633 436 073 1205 1765 9.4 12.5
Netherlands. . . . . . . . . 139 195 8 15 205 238 352 448 2.8 3.2
Norway . . . . . . . . .. 29 36 15 8 M4 26 78 70 0.6 Q.5
Portwgal . . . . . . . . .. 58 29 14 30 18 7 90 06 0.7 0.5
Sweden . . . . .. .. .. 121 116 — — a2 67 203 183 1.6 1.3
Switzerland . . . . . . . .. 29 29 —6 5 §0 88 103 112 0.8 3.8
Upited Kingdom . . . . . . 414 416 —3 7 660 686 1073 1109 8.4 7.8
United States . . . . . ., . . 3048 3003 135 154 1 408 2185 4 591 5342 36.0 3.3

DAC rotar 6 375 6 657 575 1107 5 809 6389 12759 14153 100.0 100.0

Souree: UNCTAD secretariat, based on OECD, 71971 Review, . . ., and data supplied by the OECD secretariat direcily.



60 Volume IIT1 — Financing and invisibles

TABLE A-3
Performance under the 1 per cent target 8&=—DAC member countries, 1960-1970
{ Percentage of GNP)

Country 1960 196§ 1962 1963 1964 1965 1966 1957 1958 1969 1970
Australia, . . . . . . . . . 0. 0.51 0.54 0.41 0.49 0.53 0.5% 0.64 0.87 0.88 0.52 1.14
Austria. . . . . . ... ... —0.13 0.06 0.16 — 0,19 0.52 0.33 0.40 0.52 0.55 0.48
Belgium . . . . . ... ... .. i.51 1.32 0.91 121 0.96 1.05 0.91 0.79 1.07 1.03 1.13
Canada . . . . ... ... ... 0.36 0.22 0.29 0.28 0.33 0.36 0.50 0.44 0.49 0.50 0.69
Denmark. . . . . . . . . .. .. 0.51 0.35 0.16 —-0.02 0.19 0.14 0.25 0.28 0.74 0.87 0.63
Federal Republic of Germany . . . . 0.76 0.92 0.70 0.58 0.57 0.56 0.51 0.86 1.11 1.00 .62
France. . . . . . . . « .« « . .. 2.16 2.03 1.89 1.52 1.46 1.30 1.19 1.08 1.27 1.19 1.22
Ttaly. . . . ... . ... .... 0.62 0.47 0.76 0.57 0.35 0.39 0.76 0.33 0.64 0.99 0.80
Japan . . . .. ... ..o 0.38 0.57 0.37 0.34 0.35 0.49 0.56 0.61 0.64 0.73 0.90
Nethetlands. . . . . . . . . ... 225 1.66 0.38 0.87 0.66 1.16 1.16 0.35 L.01 1.25 1.43
Norway . . . ... .. .. ... 0.11 0.23 0.08 0.24 0.22 0.38 0.15 0.33 0.67 0.80 0.62
Portugal . . . . . . .. ... .. 3.05 1.63 1.41 1.65 1.57 0.74 0.73 1.40 0.78 1.61 1.04
Sweden. . . . . ... . ... .. 0.31 0.13 0.21 0.28 0.40 0.34 0.43 0.43 0.46 0.72 0.58
Switzeland . . . . . . . . . . .. 1.81 209 1.45 1.30 0.66 1.07 0.57 0.81 1.10 0.55 0.54
United Kingdom . . . . . . . .. 1.04 1.09 0.88 0.74 091 0.96 0.52 0.72 0.68 0.97 091
United States . . . . . . . . . .. 0.68 0.77 0.70 0.70 0.69 0.74 0.61 0.65 0.62 0.49 0,54

DAC ToTal.  0.31 0.86 0.75 0.70 0.69 0714 0.66 0.68 0.73 070 071

Sources: Based on Unjted Nwons, Momhb’ Bulletin of Statlstics, October 1968, = Net flow of fi ial to developing countries in Africa, Asia and Latin
and Yearboeok of Nati ics, vatious issues; IMFE, Infernational  America and to multilateral institutions as a percentage of GNP at market prices,
Financial Stotistics, various issues; and sources ; cited in table A-1.

TABLE A4

Net flow of resources from multilateral institutions ® to developing countries
in Africa, Asia and Latin Amerlca, 1960-1979

{ Net disbursements in §U.S. million)

Agency I960 1961 1962 1963 1964 LM 1966 1967 1948 1969 Fhorid
AfDB» . . .. ... ... ... —_ —_ _ —_ —5 —26 -7 —7 —10 —8 A
AsDB® . . ... ... ..... —_— —_— — — — — —28 —33 —29 ~~24 —15
EBDF. . ... ... ....... 4 17 55 67 85 105 117 104 110 117 145
EIBe . . . . ... ... ..., — —_ — —_— — —_ 2 5 5 I 10
IBRD . . . . .. . . ... ... 259 197 272 250 231 257 211 197 171 215 347
IDA. . .. ... . ... .... —23 -37 —26 42 95 259 254 351 189 234 151
IFC . . . . . . .« . . ... 13 9 12 7 10 9 20 18 20 47 54
B2 . ... ... ... .. —62  —106 —53 n 104 1 10 108 19 160 300
United Nations agencies . . . . . . 105 130 139 179 199 197 244 259 314 328 413
TortaL 289 210 399 616 719 802 822 1002 789 1081 1403

Source: UNCTAD secretariat, based on reports of multilateral agencies, b First year of transactions: 1964,

& Grants and loans less subscriptions and contributions (regardless of whether ¢ First year of transactions: 1966,

made in the currency of the recipient couniry or in other currencies) and participa- d

tion and repayments where relevant. The data are also net of changes in hoidingsin ¢ thi%:}tmgi,;?f“m Fund disbursements are reporied as bilateral assistance
developing couatries of the funded debt of IBRD and IDE. Negative figores indicate

subscriptions, conteibutions and participations in excess of disbursemenis, pet of

repayments,
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TABLE A-5
Commitments of bilateral economic assistance to developing countries in Africa, Asia and Latin America
from the socialist countries of eastern Europe and Asia, 1960-1970 2
($L.5. milfion)
Country 1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970
Bulgaria . . . . ... ... ... —_ 12 — 6 5 17 15 47 35 20 82
China, People’s Republic of. . . . . 43 154 11 88 305 77 6 —_ 42 — 695
Czechoslovakia . . . . . . . . .. 115 146 1 20 118 43 192 88 200 37 45
German Democratic Republic. . . . 27 46 — — 71 132 — 23t 8 134 125
Hungary . . . . . . . . ... .. 34 111 — 14 10 42 52 45 40 21 79
Poland. . . . . . . . . .. ... 65 128 88 8 54 22 — 63 20 a0 25
Romania. . . . . . . . . . . .. — 100 — —_— 73 _— — 14 45 132 10
USSR . . . . . ... ... .. 582 302 214 205 618 330 1033 133 368 402 633
ToraL 868 999 314 341 1254 663 1298 621 758 T 1694
Saurces; United Mations, World Econmmic Swrvey, I969-1970 (United Natlons & Execluding commitments to Cuba,
publication, Sales No. E.7LILC.1), pp. 169-170, and additicpal information
supplied by the Centre for Development Planning, Profections and Poligies of the
United Nations Secretariat.
TABLE A-6
Geographical distribution of official bilateral (DAC member countries)
and multilateral Bows to developing countries, 1960-1970
{ Net disbursements in 3U.S, million)
Developing region s 1960 7961 1962 1963 1964 1365 1966 1967 1968 1069 1970
Africa® ., . . .. 1481.8 16547 1777.2 16636 17622 17012 15907 16010 15795 16425 17853
North of Sahara . 797.3 801.9 716.5 688.4 666.1 470.8 349.8 305.7 3342 296.4 385.5
South of Sahara . 683.2 849.9 998.7 970.2 10766 11986 12054 12668 12083 13089 13655
America®. . . . . 2889 767.8 856.4 1096.7 990,2 9046 11805 11820 13005 12843 15554
North and Ceatral  120.0 1643 169.4 2599 198.1 3310 463.9 488.7 535.8 457.3 615.4
South . . . .. 125.5 552.3 6I2.5 734.5 622.8 547.9 733.8 658.7 722.0 806.3 903.6
Asiad . ., ., . 22443 22111 23788 27388 28429 3188.0 31939 36854 34516 35099 36826
Middle East . . . 2821 392.9 3249 286.9 2379 306.6 2704 255.0 2726 290.6 297.9
Sowth . . . .. 11215 101t4 11970 15958 18219 19152 17680 20342 16528 13838 14040
Far East 838.5 804.0 844.9 8301 761.2 944.1 11359 13732 15014 17976 19476
Oceania . . . . . 233 26,3 41.1 43.7 42.9 142.2 149.8 165.4 192.7 221.8 2838
ToraL® 41763 43578 53035 58172 57994 62126 63589 68963 68698 70007 7T501.0

Saurces: OECD, Geographical Distribwtion of Financial Flows 1o Less Developed
Couniries (Paris), vacious issues, and J970 Review and 1971 Review, op. cit.

b Including

ted disbur +

& For country coverage of developing regions, see table 9 in texi,
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TaBLE A-7

Geographical distribution of official bilateral (DAC wmember countries)

and multilateral flows to developing countries, 1960-1970

( Net disbursements per cent)

Developing reglon * 15960 1961 1062 1963 1964 1965 1966 1967 1968 1950 1970
Aftica® . . . . . ... 35.5 34.1 335 28.6 30.4 274 250 232 23.0 23.5 238
North of Sahara. . . . . . . ., 19.1 16.5 14,6 11.8 115 7.6 5.5 4.4 49 4.2 51
South of Sahara., . . . . . . . ., 16.4 17.5 18.8 16.7 18.6 19.3 19.0 18.4 17.6 18.7 18.2
America® . . . .. ... ... 6.9 153 16.1 18.9 17.1 16.0 18.6 171 18.9 18.3 20.7
North and Central. . . . . . . . 2.9 34 3.2 4.5 34 5.3 7.3 7.1 7.8 6.5 8.2
South . . . . ... ... ... 3.0 1i.4 11.5 12.6 10.7 8.8 11.5 9.6 10.5 11.5 12,0
AsiaP . .. ... e e e e 53.7 45.5 44.9 47.1 49.0 51.3 50.3 53.4 50.2 5.1 48.8
Middle East . . . . . . . . .. 6.7 8.1 6.1 4.9 4.1 4.9 4.3 37 4.0 4.2 4.0
South . . . . . ... ... .. 26.9 208 22.6 274 314 30.8 27.8 29.5 24.1 19.8 18.7
FarEBast . . . . . ... .. .. 20.1 16.6 159 144 13.1 15.2 17.9 19.9 21.8 25.7 26.0
Oceania . . . . .. e 0.6 0.5 0.8 0.7 0.7 2.3 24 2.4 2.8 32 18
Torar® 1000 100.0 1000 100.0 1000 1000 1000 1000 1000 1000 1000
Source: See table A-6, b Including unallocated disbursements.
& For country coverage of developing regions, see table 9 in text,
TABLE A-8
Geographical distribution of official bilateral (DAC member countries)
flows to developing conniries, 1960-1970
{ Net disbursements in $U.S. million)
Developing region 1960 1962 1962 1963 1964 i965 1966 1967 1968 1969 1970
Africa® . . . .. 13237 15324 16320 15516 15766 14846 1392 13952 13246 13410 13740
North of Sahara . 708.5 788.2 756.0 679.2 637.8 455.0 339.2 207.9 306.2 272.3 3450
South of Sahara .  615.3 743.2 874.0 867.4 9256 10054 10305 10748 9920 10390 10109
America®. . . . . 278.2 816.7 787.4 810.3 670.2 837.1 967.8 872.1 10855 910.9 956.9
North and Central 89.9 188.7 140.8 139.1 97.5 279.4 363.5 392.7 4319.8 338.6 388.2
South . . . .. 146.9 578.1 573.1 573.0 421.1 452.3 567.3 443.9 616.0 561.6 523.9
Asia® .. .., 21430 20867 21855 25296 26306 27710 28588 32780 31766 31364 33158
Middle East . . . 2539 349.4 2572 227.3 193.1 2327 215.8 200.0 249.7 2297 2252
South . . . . . 10592 948.0 11097 14890 17017 16377 135492 17156 14547 11658 12736
Far East §29.9 789.3 806.6 796.3 719.1 8855 10745 13447 14536 17073 18133
Oceania . . . . . 23,2 25.9 40.7 433 42,3 141.4 147.0 161.3 189.0 219.7 275.5
ToTaL » 38866 46335 48891 51788 50746 54133 55787 59359 6101.3 359460 60923
Sonrces: See table A-G. b Including wnallocated dishursements,
& For country coverage of develeping see table 9 In text,
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TanLE A-9

Geographieal distribution of Hows from multilateral institutions
to developing countries, 1960-1970

{ Net disbursements in $U.S. milfion}

Deveioping region ® i9s Fild 1962 1983 1964 1963 1966 1967 1968 1969 1970
Africa®, . . . . . 158.1 122.3 145.2 112.0 185.6 216.6 191.5 205.8 254.9 3015 411.3
Morth of Bahara . 888 13.7 0.5 9.2 28.3 15.8 10.6 7.8 280 4.1 40.5
South of Sahara . 67.9 106.7 124.7 102.8 151.0 i93.2 174.9 192.0 216.3 269.9 354.6
America®, . . . . 10.7 -48.9 69.0 286.4 314.0 151.3 212.7 309.9 215.0 3734 598.5
North and Central 30,1 —24.4 28.6 120.8 100.6 51.7 100.4 96.0 96,0 118.7 227.2
South . . . .. —~21.4 —25.8 324 161.5 201.7 95.6 166.5 200.8 106.0 244.7 3197
Asiab ... ... 101.3 124.4 193.3 209.2 212.3 417.0 3401 407.4 275.0 3735 346.8
Middle East . . . 282 43.5 67.7 59.6 44.8 73.9 54.6 55.0 22.9 60.9 127
South . . . . . 623 63,4 873 106.8 120.2 271.5 2188 3186 198.1 218.0 1304
Far Bast . . . . 8.6 14.7 38.3 42.8 42.1 58.6 61.4 28.5 41.8 50.3 134.3
Oceania . . . . . 0.1 0.4 0.4 0.4 0.6 0.8 2.8 4.1 3.7 2.1 3.3

ToraLV 2897 2243 4144 6384 7248 7993 7802 9604 7685 10545 14087

Sonrces: See table A-6, b Ingluding unallocated dishursements.
a For country coverage of developing regions, see table ¢ in text.
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Introduction

1. The Trade and Development Board, at the first
part of its tenth session, took note of the statement of
the developing countries members of the Board con-
cerning international liquidity (reproduced in appendix
B to Board decision 64 (IX)) and of the memorandum
submitted by the developing countries entitled “A second
memorandum on international liquidity: the position
of the developing countries on the link”.! The Board
requested the Secretary-General of UNCTAD to keep
himself informed of developments in this matter and to
report to the Board at its eleventh session?® The pre-
sent report has been prepared by the UNCTAD secre-
tariat in response to this request.

Chapter I
Legislative history

2. The proposal that the provision of development
finance should be linked to the creation of new interna-
tional liquidity was advocated in 1965 by a Group of
Experts appointed by the Secretary-General of UNCTAD.?

1 See Official Records of rthe Geneval Assembly, Twenty-fifth
Session, Supplement No. 15 (Af8015/Rev.1), part two, annex IV.

t Ibid., part two, para. 194 () (i),

3 See International monelary issues and the developing countries:
report of the Group of Experts (United Nations publication, Sales
No. 66.I1L.D.2).
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It was supported and further elaborated by a second
UNCTAD Group of Experts in 1969.# The proposal was

t See International monetary reform and co-operation for devel-
opment: report of the Expert Group on International Monetary
Issues (United Nations publication, Sales No. E.70.ILD.2)}, chaps.
IV and V. See also the stady by Harry H. Bell, “Institutional aspects
of linking development financing with reserve creation under the
Rio Agreement” (TD/B/AC.8/R.2fAdd.1}, The proposal has also
been studied in the note by the secretariat of UNCTAD, “Progress
report on international monetary reform” (TD/7/Supp.?) (see
Proceedings of the United Nations Conference on Trade and Devel.
opment, Second Session, vol. IV, Problems and policies of financing
(United Nations publication, Sales No. E.68.I1.D.17, p. 211), and
in the study by the UNCTAD secretariat, Issues relating to devel-
opment financing and trade of developing countries (United Nations
publication, Sales No. E.69.11.13.,9). See also “Submissions by
Governments to the Group of Experts on International Monetary
Issues: note by the Secretary-General of UNCTAD” (Official
Records of the Trade and Development Board, Third Session, Aunexes,
agenda items 6 and 1[I, document TD/B/33), “Consideration of
the report of the Group of Experts on International Monetary
Issues—communiqué of the Ministers and Governors of the Group
of Ten issued on 28 September 1365 : note by the Secretary-General
of UNCTAD"” (ibid., document TD/B{335); “Memorandum on
international liquidity™ (ibid.,, Third Session, Supplement No. 4,
(TD/B/57/Rev.1), annex I); “A second memorandum on inferna-
tional lquidity: the position of the developing countries on the
link™ (see Official Records of the General Assembly, Twenty-fifih
Session, Supplement No. 15 (Af8015{Rev.1), part two, annex IV).
See also the following resolutions of the General Assembly: reso-
%ution 2461 (GOKIID, resolation 2565 (CXIV) and resolution 2626
XXV).
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endorsed by the Committee for Development Planning at
its sixth session.’

3. The Pearson Commission commented that:

... there are strong reasons of simplicity and equity for the devel-
oped countries to relinquish a part of their quota of the new reserve
medium in favour of the less developed countries. IDA may be a
chanmel by which the contribution of the resources to development
could be assured, and proposals for making use of this channel in
this way ar¢ worthy of further study.®

4, Atthe fourth session of the Committee on Invisibles
and Financing related to Trade, the developing countries
expressed their support for the link 7 and issued a joint
memorandum containing a reasoned case for the scheme,®

5. The link has received the support of the Govern-
ment of {taly.® Other developed market-economy coun-
tries have generally expressed opposition to the link
either in principle or because they believed consideration
of the link was premature,

6. The link has been recommended by the Joint
Economic Committee of the Congress of the United
States of America® and by the United Kingdom House
of Commons Select Committee on Overseas Aid.*® The
Commonwealth Finance Ministers, meeting in Septem-
ber 1970, agreed that IMF members ought to be ade-
quately prepared for consideration of a link by 1972,
when a decision would have to be taken concerning the
next round of SDR allocation.*?

7. In the course of their addresses to the 1970 Joint
Annual Meeting of IMF and IBRD group, held in
Copenhagen, a number of Governors discussed the
proposal for a link. In his concluding remarks, Mr. Pierre-
Paul Schweitzer, the Managing Director of IMF, stated
in connexion with special drawing rights:

5 See Official Records of the Economic and Social Counncil, Forty-
ninth Session, Supplement No. 7 (E{4776), para. 82,

* See Partners in Development: report of the Commission on
International Development (London, Pall Mall Press, 1969), p. 225.

7 Bee Official Records of the Trade and Development Board,
Tenth Session, Supplement No. 4 (TD{B/318), para. 24.

# Ibid., annex IIL

? See statement by the Governor for Italy at the annual meeting
of the Board of Governors of IMF, in IMF, Proceedings of the
Twenty=fourth Annual Meeting of the Board of Governors, Septem-
ber 29-October 3, 1969 (Washington, D.C.), p. 71

12 The representative of the United Kingdom at the fourth ses-
sion of the Committes on Invisibles and Financing related to Trade
stated that, in principle, his Government supported the idea of a
link provided that a practicable scheme acceptable to the main coun-
tries concerned could be worked out. That could not be uniil SDRs
had been firmly established, which they had not vet been, and
further work needed to be done on methodology including the
question of burden-sharing {see Official Records of the Trade and
Developmemt Board, Tenth Session, Supplement No. 4 (TD/B{318),
para. 30.

1 Gee 1971 Joint Economic Report, Report of the Joint Economic
Committee of the Congress of the United States on the February
1971 Economic Report of the President (U.S. Government Printing
Office, Washington, 1971), pp. 14-15.

18 See Report from the Select Committee on Overseas Aid, Ses-
sion 1970-1971, House of Commons Paper 299 (London, H.M.
Stationery Office), paras. 180-181.

1% For the text of the relevant passage in the communigqué of the

Commonwealth Finance Ministers, see annex II to the present
report.

Even though we are only in the early phase of the first basic
period, a number of suggestions have been made for the study by the
Fund of modifications of the facility. These range from some of a
more technical character to fundamental changes such as would be
involved in establishing a link of some kind between the issuance of
Special Drawing Rights and the financing of economic development,
I am sure that the Executive Directors will want to give carefuf con-
sideration to the Fund’s programme of work in this field, 4

8. Mr. Robert 8. McNamara, President of the IBRD
group, also referred to the link in the course of his
concluding remarks. He said:

1 would like to comment upon the possible link of Special Drawing
Rights to development finance. I think no other subject was referred
to as frequently during the week’s discussions as such a possible link
between Special Drawing Rights and development finance. Sharply
conflicting views are, I know, held with respect to the desirability of
such a link, but I think the great majority of those who spoke nrged
that the subject be given careful study, Mr, Schweitzer referred to ita
moment ago. Because the availability of more concessional finance is
of such vital importance to the development process, the Bank is pre-
pared to give assistance in any study of this matter undertaken by the
Fung.®

9. Subsequently, the Executive Directors of IMF
began consideration of the main issues that would have
to be studied in any effort to determine the destrability
and feasibility of a link.

10. The International Development Strategy for the
Second United Nations Development Decade, adopted
by the General Assembly of the United Nations in
resolution 2626 (XXV), states, in paragraph 52, that:

As soon as adequate experience is available on the working of the
scheme of Special Drawing Rights, serious consideration will be
given to the possibility of the establishment of a link between the
allocation of new reserve assets under the scheme and the provision
of additional development finrance for the benefit of all developing
countries. The question will, in any case, be examined before the
allocation of Special Drawing Rights in 1972.¢

11. At their meeting in September 1971, the Common-
wealth Finance Ministers expressed the hope that the
studies being undertaken by IMF would be completed
as early as possible and attached importance to the
results of the studies becoming available well before the
time when decisions must be taken in 1972.%

12. In General Assembly resolution 2806 {XXVI) of
14 December 1971 concerning the international monetary
situation, the General Assembly resolved that “the crea-
tion of a link between special drawing rights and addi-
tional resources for financing development as an integral

W Ses IMF, Summary Proceedings of the Twenty-fifth Annual
Meeting of the Board of Governors, September 1970 (Washington,
D.C.). p. 228.

L See IBRD, Annual Meetings of the Board of Governors, Sum-
miary Proceedings, Copenhagen, September 21-25, 1970 (Washing-
ton, D.C.}, p. 197.

15 The following Governments indicated reservations with respect
to this paragraph of the Sirategy: Australia, Belgium, Canada,
Denmark, Finland, France, Japan, Netherlands, United Kingdom,
United States of America, In addition, Chile rejected the wording
of this paragraph on the grounds that it contained no commitment
concerning the establishment of a link. (See Official Records of
the General Assembly, Twenry-fifth Session, Annexes, agenda item 42,
document A/8124/Add.1).

17 For the text of the relevant passage in the communiqué of the

Commonwealth Finance Ministers, see annex II to the present
report.
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part of the new international monetary system” should
})e taken into account, infer alia, in the reform of the
international monetary order.

13. At the fifth session of the Committee on Invi-
sibles and Financing related to Trade, the developing
countries submitted a declaration on international mon-
etary issues in which they urged IMF to expedite the
study on the link and invited the Managing Director
to submit a report thereon to the third session of the
Conference.’®

Chapter IT
The rationale of the link

14. The proposal of the second UNCTAD Group of
Experis was essenfially that the developed countries
should contribute a portion of their allocation of SDRs
to multilateral financial institutions such as IDA and the
regional development banks. Since no interest would be
charged on these contributions, there would be anincrease
in the flow of resources on concessional terms to devel-
oping countries.

15. The UNCTAD Experts studied two main ap-
proaches by which the link could be implemented. One
method (commonly known as the “organic”?® link)
would involve the contribution of SDRs by the developed
countries participating in the scheme to IDA out of
their allocations. The other (the so-called “non-organic”
link) would involve contributions in national currencies
by the developed countries to IDA in proportion to the
SDRs allocated to them. In addition, the Experts referred
to a third method (another form of the “organic™ link)
whereby IMF would allocate some SDRs directly to
IDA #

16. 1In all these schemes, the amount of SDR alloca-
tions to be directly or indirectly linked would be a matter
for prior agreement among Governtnents. The volume and
timing of SDR creation would be determined entirely by
the monetary requirements of the world economy and not
by the need for development finance,

17. Supporters of the link base their case on the
proposition that the creation of SDRs invelves a saving
of resources which can and should be used to augment
development assistance. The reasoning is that SDRs
bring benefits of two kinds to the world economy. First,
they permit the volume of international liquidity to be
made subject to collective decisions of the international
community on the basis of rational criteria rather than

8 See Official Records of the Trade and Development Board,
Twelfth Session, Supplement No. 2 (TDYB/395), p. 39.

1 The term “organic” was used to convey the fact that SDRs
themselves would be wiilized in making the requisite transfer {o
1DA and the regionai development banks, so that the link would
become, in effect, an organic part of the process of SDR creation
and allocation. In “non-organic” forms of the link, on the other
hand, the transfer to IDA would take place in conjunction with
the allocation of SDRs but would consist of national currencies
rather than of SDRs,

20 See Imternational monetary reform and co-operation for devei-
opment: report of the Expert Group on Intermational Monetary
Issues, para. 41.

to the vagaries of gold production or the deficits of
particular countries. The distribution of SDRs thereby
makes it possible to avoid any losses of real income that
might otherwise result from an inadequate volume of
world liquidity.

18. Secondly, it is pointed out, the new technigue of
reserve creation involves a saving of resources. Liquidity
is created costlessly through SDRs without the expen-
diture of scarce resources to dig metal out of the ground,
to refine it, to cast it into bars, to transport it, and to
store it. Countries receiving SDR allocations acquire
reserves without sacrificing real resources in the form of
export surpluses.

19. 1Itis recognized that resources cannot be “created”
or “saved” endlessly stimply by issuing more SDRs. But
it is claimed that if the amount of SDRs created is in
some sense “correct”, there is an equivalent saving of
resources compared with a system of commedity money.

20. It is therefore suggested that two distinct ques-
tions are involved in any decision on the pattern of SDR
distribution. First, how to distribute the new liquidity
brought about by SDR creation, and second, how to
distribute the resource savings associated with this
liquidity. Under the present arrangement both are distrib-
uted on exactly the same basis, namely IMF quotas. This,
it is felt, mixes up the liquidity and resource-saving
aspects of SDRs. From a logical standpoint the liquidity
should be distributed to countries according to their rela-
tive needs for additional liquidity, and the resource-
saving according to their relative needs for additional
TeSOULCeEs.

21. It is not necessary, in the present context, to
consider how far IMF quotas reflect the relative liquidity
requirements of countries and how far they allow for the
relative inadequacy of reserves in developing countries and
their limited access to alternative sources of short-term
finance. The important point here is that the preponder-
ance of developed countries in IMF guotas results from
their relatively large share in world trade and world
income, and not from their relative need for additional
resources. The purpose of a link would be to attain a
redistribution of resource-savings. Contributions to
development finance institutions resulting from the link
would serve to transfer some of these savings from devel-
oped countries to those in greatest need, the developing
countries.

22, Advantage has also been seen in the Iink from
the viewpoint of the international monetary system itself,
Many of the developed countries view a rapid growth in
exports as advantageous in permitting their industries to
reap the benefits of higher levels of output, At the same
time they are in many cases unwilling to absorb a com-
parable increase in imports, largely because of a desire
to protect domestic employment. On the other hand,
other developed market economies are generally unwilling
to accommodate such surpluses through deficits in their
own trade balances, Thus, the external objectives of the
developed countries would be incompatible in the absence
of adeqgunate markets in the rest of the world. The recent
monetary crisis, in which each country has sought to
safeguard or to strengthen its trading position, has high-
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lighted the difficulties and dangers resulting from such
incompatible objectives,

23, The danger of conflict would be diminished if the
exports of the developed countries to the rest of the
world were enlarged pari passu with the creation of
liquidity. This takes place as a matter of course when
developed countries acquire monetary gold, since this
increases their export markets in gold-producing coun-
tries, By contrast, when they are allocated SDRs their
export markets are unaffected. A link between SDR
allocations and development finance would, however,
serve to raise the demand for exports from developed
countries. The adoption of such a link would mean that,
as under a gold standard, developed countries would
earn their reserves; but, in contrast to the gold standard,
the acquisition of reserves would finance expenditures of
a productive rather than of an unproductive character.

Chapter ITT
Issues raised by the link

24, A decision on the link calls for consideration of
the following issues:

(@) Is it legitimate to use SDRs for development
assistance?

(6) Would the link distort decision-making on SDRs?

{¢) How would the link affect the operation of the
SDR facility?

(d) Would the link be inflationary?

(e} Would the link be disruptive to development
finance?

(f) Would the link increase development assistance?
(g) Should aid be “debudgetized”?

() Would the burden of link aid be shared equitably?
(i) 'What form should a link take?

(f) Would the link be premature at the present
time?

(a) Is it legitimate to use SDRs
Jor development assistance?

25. Critics of the link have argued that SDRs are a
monetary asset and should perform a purely monetary
role. According to this opinion, the creation of interna-
tional liquidity should not be used to effect 2 permanent
transfer of real resources and a redistribution of world
income, Monetary reserves are intended for holding
against balance-of-payments contingencies, and not for
expenditure on long-term development,

26. Advocates of the link have replied that the
accummlation of gold reserves also involves a permanent
transfer of real resources—in this case to the gold-
producing countries. On this view, the use of SDRs for
transferring real resources therefore raises no new issue,
and the main innovation would be that resource transfers
resulting from a link would be subject to decision-making
by the international community rather than to the
accidental location of gold deposits. Moreover, under the
SDR scheme, even in its present form, the obligation to
hold SDRs is a strictly limited one, each participating

country being required to maintain its average holdings
of SDRs at no more than 30 per cent of its net cumulative
allocations over the preceding five-year period. The
remaining 70 per cent of SDR allocations is therefore
available for the acquisition of real resources on a
permanent basis, if the participant so chooses. Conse-
quently, no new issue of principle would appear o be
involved in this respect either,

() Would the link distort decision-making on SDRs?

27. Tt has been suggested that if the level of SDR
allocations were to have an automatic impact on the
level of assistance, it would no longer be possible to
determine the rate of SDR creation solely on the basis of
the criteria at present agreed. The introduction into
decision-making of extraneous considerations would, it
is felt, compromise the monetary functions of SDRs,
The existence of a link might prompt developing coun-
tries to exert pressure for the creation of a volume of
SDRs larger than would be justified by the international
monetary situation alone. Such countries might also
resist any reduction in the rate of SDR creation that
might be called for on monetary grounds under certain
conditions. On the other hand, the existence of a link
might induce some donor countries to opt out of alloca-
tions when they would not otherwise do so, or lead
them to prefer a smaller volume of SDR creation.

28. Supporters of the link have denied that a link
would distort decisions on the volume of SDR creation
and have pointed out that in their “Second memorandum
on international liquidity”, the developing countries went
on record as recognizing that the amount of new reserve
creation should be determined solely by the monetary
requirements of the world economy and not by the needs
of development finance. Furthermore, developing coun-
tries may be said to have an interest in the level of SDR
creation even without a link, Decisions on SDR creation
would in any case remain solely a matter for IMF and
would require the assent of the major industrial countries
under the system of voting applicable in such circum-
stances.

29, Developed countries would want to go so far as
opting out of SDR allocations only if they were totally
opposed to the link in principle; and if this were the
standpoint of any of the important aid-giving countries,
it seems unlikely that the link could be brought into
effect. If, however, countries agreed to accept the principle
of the link, there is no reason why they should want to
reduce the volume of SDR creation below the level that
seemed appropriate in the light of the monetary require-
ments of the world economy.

(c)y How would the link affect the operation
of the SDR facility?

30. The “non-organic” link would not in any way
affect the working of the SDR facility since it would not
involve any transactions through the Special Drawing
Account. However, both types of “organic” link would
necessitate amendment of the Articles of Agreement of
the IMF to permit the recipient development finance
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agencies to hold SDRs.® A procedure for the conversion
of such SDRs into currencies would also have to be
established. Further, the transfer of SDRs to IDA by
countries would involve the use of SDRs without balance-
of-payment need: this might be considered inconsistent
with article XXV, section 3 of the Articles of Agreement.
The direct allocation of SDRs by IMF to the recipient
agencies would call for additional changes. In the latter
case the acceptance obligations 2 of participants would
have to take into account the vse of SDRs allocated to
the development agencies as well as those allocated to
participants. Provision would also have to be made for
meeting the “claim” against the recipient institution
that would arise in case of liguidation of the scheme
or of withdrawal of the institution from the arrangements.
New arrangements would be required to cover charges on
the net use of SDRs by the recipient agency, unless that
agency were to pay the standard rate of charge,

31. Advocates of the link have argued that none of
these changes would involve a substantive modification of
the SDR facility. They have pointed out that the “hold-
ing” of SDRs by development agencies would not lead to
the “sterilization™ of reserves since the SDRs given to
them could be converted into national currencies as soon
as they were received, to be held pending disbursements;
or alternatively SDRs could be used to finance current
disbursements under past commitments rather than
future disbursements under new commitments. Nor need
the conversion of SDRs present any problems. In the
first type of “organic” link countries could be designated
as recipients of the SDRs that they had initially contrib-
uted. A similar formula could also be used for a link
involving the direct allocation of SDRs by the IMF
directly to the lending agencies.

32. There would be no infringement of the provision
designed to prevent countries from using SDRs for the
sole purpose of changing the composition of their reserves
since no such change would result from the link. More-
over, in the case of a direct transfer of SDRs from IMF
to IDA, there would be no change in the absolute level
of acceptance obligations associated with given total
volume of SDR allocations, but only an increase in the
ratio of acceptance obligations to the initial allocations
of SDRs received by each country. Finally if has been
argued that couniries could underwrite the “obligations™
of the recipient agencies to the Fund and meet the interest
charges on the SDRs used by these institutions. Such an
arrangement, it is pointed out, would not have any
adverse rtepercussions on the operation of the Special
Drawing Account.

2 Under article XXIIE, section 3, of the Articles of Agreement of
IMF, only non-members, members that are not participants, and
institutions that perform the functions of a central bank for more
than one member can be prescribed as holders of SDRs, other than
participants (see IMF, Articles of Agreement of the International
Monetary Fund as modified by the proposed Amendment (Washing-
ton, D.C.), p. 42}.

2t According to article XXV, section 4, of the Articles of Agree-
ment a participant cannot be required to hold more SDRs than
three times its net cumulative allocation (#bid., p. 47).

2 Article XXV, section 3, of the Articles of Agreement of IMF
(ibid., p. 46).

(d) Would the link be inflationary?

33, Critics of the link have taken the view that SDRs
increase the world’s stock of financial assets only, and
not its real resources. Consequently, the use of SDRs
by the major recipients to increase development expen-
ditures would raise the level of aggregate demand and
thereby generate inflationary pressures. The link has
accordingly been depicted as an exercise in deficit finance
on a global scale,

34. Proponents of the link have suggested that SDRs
in fact release real resources by comparison with the
alternative situation in which reserve accumulation
involves an increase in holdings of monetary gold. They
argue that the level of aggregate demand is no higher if
reserves are accumulated through a link than it would
be if an equivalent amount of gold were acquired—
though it is, of course, higher than it would be if SDRs
were simply added to reserves without a link (as under the
present system of distribution of SDRs). Consequently,
in their view, a transfer of real resources to developing
countries in line with the creation of SDRs is no more
inflationary than a corresponding transfer of real
resources to gold-producing countries in exchange for
gold.

35. Supporters of the link also agree that it is quite
legitimate to insist that resources for link-financed aid
should be released in a non-inflationary manner. How-
ever, in their view, the problem of matching total claims
on resources with total supplies does not arise merely
in connexion with the link but also in any building up of
reserves that necessitates a transfer of real resources.
Consequently, if the additional exports generated by the
increase in assistance accompanying SDR allocations,
taken together with demand from other sources, were to
call for fiscal or monetary restraint, such action should be
taken as part of the normal process of management of
the economy—just as it would be in the event of a rise
in exports for any other reason.

36. Moreover, so it is claimed, the orders of magni-
tude ate such that the dangers of inflation are negligible.
For example, even if $1,000 million per annmum were
devoted to link aid, the increased assistance would equal
only about one half per mille of the output of developed
countries.

(e) Would the link be disruptive to development finance?

37. It has been suggested that since there is no pre-
sumption that the rate of SDR creation would be stable
from year to year—it may fall to zero in some years—the
flow of link-financed aid would fluctuate. This would
make it difficult for IDA (or other recipient agencies)
to plan ahead in committing funds for development
projects.

38. While agreeing that a smooth flow of link aid
would be preferable to an uneven one, advocates of the
link have pointed out that even under existing conditions
there is no long-term guarantee of resources for IDA or
other multilateral lending agencies, and hence the link
would not create any new problems in this respect.
Moreover, since link aid would be only one component
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of the lending of recipient agencies, the instability of
total lending would be less than that of link aid alone.

39. It is further reasoned that, although the volume
of SDR allocations may be expected to fluctuate, it ts not
likely to fall to negligible levels very often, especiaily
since some annual growth in the volume of SDRs would
be desirable in order to enhance the role of the collectively
determined component of international monetary reserves.
It may therefore be possible to make provision for the
proportion of linked SDRs to vary with the volume of
SDR allocations in a manner which would partially
stabilize the volume of link aid, without altering the
volume of SDR creation.

() Would the link increase development assistance?

40. It has been argued that the link would not result
in an increase in the flow of development assistance, as
link-financed aid would be matched by cutbacks in other
forms of assistance, The real constraint on aid levels, it is
pointed out, is the will to provide more resources rather
than the availability of suitable channels for doing so.

41, Advocates of the link concede that no country can
be induced to provide additional aid through the link
against its will. 1t is suggested, however, that countries
that are on general grounds of principle in favour of
expanding aid programmes are sometimes deterred from
doing so by budgetary and balance-of-payments consid-
erations. The link would relax the budgetary constraints
and would harness the improvement in the reserve
positions of couniries resulting from SDR allocations
for the proviston of more assistance.

(g) Should aid be “debudgetized” ?

42,  The suggestion has been made that the correct
way to finance assistance is by taxation, and that the
exclusion from the budget of public expenditure on
development assistance would constitute fiscal irrespon-
sibility. Otherwise, it is argued, the link would be a
subterfuge to hide the real burden of aid from legislators
and the public.

43. Supporters of the link have pointed out that there
are many instances in which Governments have decided
for various reasons to remove certain expenditure pro-
grammes from the budget without in any way wishing to
relax their control over aggregate demand—a control
which can be exercised by monetary as well as by fiscal
means. Moreover, since the adoption of a link would
be subject to legislative sanction and review, the link
cannot be regarded as being intended to bypass public
control. On this view, it is rather a question of shifting
from one kind of public control to another,

44. It may also be observed that inclusion of an aid
programme in the budget does not necessarily mean that
exactly offsetting taxes are levied to release the requisite
real resources. The budget as a whole may be balanced
or unbalanced, according to the requirements of over-all
economic management; and these requirements do not
depend on whether aid is included in the budget or
excluded from it. A more important feature of the inclu-
sion of aid programmes in the budget is that such pro-
grammes have to compete for priority with other expen-

diture programmes, domestic and foreign. If, therefore,
debudgetization of an aid programme were to take
place in a particular country, the reason might well be
the desire of the legislature concerned to assign priority
to that programme without having to undertake invidious
comparisons with domestic programmes. The requisite
real resources would then be released, as noted above,
in the process of the over-all management of demand and
supply for the economy as a whole,

(h)y Would the burden of link aid be shared equitably?

45. If donor countries were to “link™ the same percent-
age of their SDR allocations, the financial burden of
providing link aid would be determined by the size of
IMF quotas. This might be considered inequitable, as
there is a considerable disparity between the relative
size of IMF quotas and the relative GNPs of countries,
and it is the latter which have been generally accepted
as providing the appropriate criterion for burden-sharing.
Furthermore, the disproportions that would result from
link aid would not offset, but in some cases might accen-
tuate, the existing disparities in the aid-giving efforts of
donor countries, as measured by the ratios of their devel-
opment assistance to their respective GNPs.

46. It has also been suggested that the burden of
meeting the demand for the goods and services generated
by link aid would fall primarily on countries in payments
surplus, rather than those in deficit. Consequently, the
link would serve to accentuate the inequities created by
payments imbalances,

47. Proponents of the link have argued that IMF
quotas would not be an inequitable basis for distributing
link aid since the rise in aid-giving capacity which results
from the allocation of SDXRs is itself distributed according
to IMF quotas. Moreover, the link would facilitate the
efforts of couniries to raise their official development
assistance ratios.

48. As far as the origin of the necessary goods and
services is concerned, there is no difference between the
operation of the link and that of any other kind of
additional untied assistance: in all such cases the distri-
bution of orders would be determined by the relative
competitiveness of countries in meeting the demand for
development goods generated thereby. In so far as any
aggravation of payments imbalances might ensue, the
remedy should be sought in the normal processes of
adjustment in external payments, rather than by reducing
the volume of assistance.

()  What form should a link iake?

49, The proposed schemes involving contributions of
SDRs to IDA or the regional development banks would,
as previously noted, necessitate amendment of the Articles
of Agreement of IMF, whereas the “non-organic” link
would not require any such changes. Inasmuch as the
renegotiation of the Articles of Agreement would take
time, and might encounter difficulties, the “non-organic”
link might, from this standpoint, be preferable.

50. On the other hand, an “organic” link would be
more direct, and might, for this reason, be more desirable.
It has been suggested, moreover, that an “organic” link
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would be more effective, at least in some countries, in
easing the budgetary difficulties in the way of increasing
assistance.

51. Inreviewing this issue, the Experts concluded:

We have considered whether we should, at this time, propose a
specific method by which such a link should be established. We are
convinced that there are several methods which would be sound from
a technical point of view. We have deliberately refrained from choos-
ing among them. Once there is agreement in principle on the desir-
ability of a link, Governments will wish to choose the most conve-
nient way of establishing it, and this will involve broad issues of
policy that go beyond the scope of this report.®

(G} Would the link be premature at the present time?

52. It has been suggested that it would be premature
to introduce the link at the present time, and that such an
innovation should be postponed until the new reserve
asset has been fully and firmly established in the interna-
tional monetary system. It is felt that such a far-reaching
reform could create misgivings about SDRs and endanger
their unqualified acceptance,

53. Supporters of the link have agreed that it is of
prime and overriding importance to ensure the proper
functioning of SDRs, and that nothing should be done to
interfere with the achievement of this objective. Never-
theless, in their view, the time is now ripe to give serious
consideration to the link and such consideration would
not involve any danger for the SDR system, They note
that the Managing-Director of IMF in his opening
address to the 1970 Joint Annual Meeting of the Interna-
tional Monetary Fund and the IBRD group stated:

In my judgement, the experience up to now with the operation of
the Special Drawing Rights facility has been highly successful, and

it can now be stated that the SDR has become established as a
reserve asset.?®

54. Tt has also to be borne in mind that, even i
agreement on principle were reached in the near future,
the process of determining the precise terms of a link
might necessitate prolonged negotiation. Moreover, if the
link were of a type requiring amendment to the Articles
of Agreement of IMF, experience with previous amend-
ments suggests that the process of negotiation and ratifi-
cation might well take several years. In the circumstances,

™ See International monetary reform and co-operation for devel
opment: report of the Expert Group onr International Menefary
Issues, para. 40.

% See IMF, Sunpnary Proceedings of the Twenty-fifth Annual
Meeting of the Board of Governors, September 1970 (Washington,
D.C), p. 17.

negotiations on the principle of the link, even if initiated
immediately, would not affect the operation of the system
of SDRs for some considerable time.

ANNEXES

AnNex 1

Excerpt from the communiqué of the 1970 meeting
of Commenwealth Finance Ministers

An excerpt from the communiqué issued at the conciusion of the
1970 meeting of Commonwealth Finance Ministers, held at Nicosia
on 17 and 18 September 1970, which deals with the link, is reproduced
below.

“Link between Special Drawing Rights and development finance

“Ministers discussed the possibility of linking Special Prawing

Rights (SDRs) to development finance. They were encouraged by

the first six months® experience of the working of SDRs which

indicated satisfactory progress towards the establishment of

SDRs as a reserve asset on an equal basis with other assets, They

agreed, however, that the SDR system would need to be firmly

established before there conld be any link with development
finance, Ministers alse agreed that the next occasion when the
internatiopal community ought seriously to consider the link will
be in 1972 when consideration is to be given within the IMF

(International Monetary Fund) to the next rouad of SDR alloca-

tions. They accepted that the IMF members ought to be adequately

prepared for this consideration and that to this end the Executive

Board of the Fund should be requested to undertake a study of the

question in good time so that the results are available well before

the time when decisions must be taken in 1972.*

Annex II

Excerpt from the commmniqué of the 1971 meeting
of Commonywealth Finance Ministers

An excerpt from the communigqué issued at the conclusion of the
1971 meeting of Commonwealth Finance Ministers, held in the
Bahamas on 23 and 24 September 1971, is reproduced below,

“Special Drawing Rights and Development Finance

“Ministers considered the papers prepared by the Governments
of Jamaica and Ceylon on the proposal for a link and expressed
gratification that the suggestion made by them in 1970 had contri-
buied to studies being undertaken by the IMF, They expressed the
hope that these studies would be completed as early as possible
and attached importance to the results of the studies becoming
available well before the time when decigions must be taken in
1972. Ministers proposed that the studies should take note of any
proposals whick would involve a change in the use of Special
Drawing Rights as a reserve asset. They noted that since the situa-
tion has now arisen in which the entire structure of the inter-
national monetary system will have to come under fundamental
review, the possibility of providing more direetly in any reform of
this system for an automatic transfer of resources to developing
countries should be considered.”



THY, OUTFLOW OF FINANCIAL RESOURCES FROM DEVELOPING COUNTRIES

Note by the UNCTAD secretariat *

Introduction

1. The purpose of this note is to assess the over-all
magnitude of outflows of financial resources from develop-
ing countries, and of the two main components of that
outflow, namely payments on account of amortization
and interest on public debt, and profits on private direct
investments. An estimation of outflows of indigenous
capital has not been made, owing to the paucity of
information about the size of this ontflow.!

2. Various sources of data exist concerning financial
outflows resulting from contractual debt and foreign
capital investments in developing countries. These
sources vary in their coverage and in their breakdown in
terms of items and countries. Consequently, it has been
found necessary to use various sources in assessing the
respective flows.

I. The over-all outflow of financial resources

3. The Development Assistance Committee (DAC) of
the Organisation for Economic Co-operation and Devel-
opment (OECD) reports gross and net capital inflows,
official and private, to developing countries (including
European recipients) from DAC member countries, and
reverse flows of interest payments.? Interest and amortiza-
tion payments obtained therefrom, taken together with
income payments on account of private direct investment
as reported by the International Monetary Fund (IMF),3
give a measure of the over-all outfiow of financial resources
from developing countries to DAC membesr countries.
Multilateral institutions report both gross disbursements
to developing countries and receipts from the latter on
account of interest and amortization. However, estimates
of service payments on indebtedness to socialist countries
are not available,

4. On the basis of the data from these sources, it is
estimated that outflows on account of interest and amor-
tization payments and profits from developing countries 4

* The text of this note, which is a revised version of document
TD/B(C.3/92 and Corr. 1, was circulated to the Conference as
document TD{118/Supp.5, dated 20 December 1971.

! For rough estimates of flows from developing countries to the
Euro-dollar and Earce-bond markets and to selected developed coun-
tries in 1967, see “The outflow of financial resources from developing
countries: report by the UNCTAD secretariat” (TD/BfC.3/73 and
Corr.1 and 2).

¢ QECD, Development Assistance, 1970 Review (Paris, 1970).

% IMF, Balance of Payments Yearbook, various issues,

! Figures in this note include European recipients, since DAC
does not provide separate estimates of debt service from these
countries,
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to DAC member countries and multilateral institutions
amounted to approximately $11 billion in 1969. Of this
sum, slightly more than one half consisted of payments on
account of interest and amortization, profits accounting
for the remainder. Inflows in that vear were of the order of
$18 billion. Consequently, a net transfer of resources of
around $7 billion took place.’

IL.

5. The volume of debt service on account of public
debt is best estimated on the basis of data published by the
International Bank for Reconstruction and Development
(IBRD), which, unlike the data published by the DAC,
perntit an analysis to be made on a regional basis, as well
as in aggregate. Furthermore, the IBRD definition of
public debt 8 includes all debts considered as public in the
recipient country, whereas the DAC definition of official
flows excludes loans from countries not members of DAC,
and loans from private sources in DAC member countries
to the public sector in developing contries.

6. It is estimated that service payments on the public
debt of developing countries as a whole reached approx-
imately $5 billion in 1969, from a level of $3.4 billion in
1965 (see table 1). All regions participated in this increase,
but payments by Asia and the Middle East rose relatively
more rapidly and those by Latin America more modet-
ately.

7. The magnitude of such outflows had a significant
impact on the volume of the net transfer of resources
generated by fresh lending to the public sector. It can be
seen from table 1 that, while the volume of gross capital
inflows increased from $8.8 billion in 1965 to $10.2 billion
in 1969, the net transfer of resources declined in that period
from $5.4 billion to §5.2 billion.

8, In the same period, the debt service of developing
countries rose from 39 per cent of the new inflow to 49 per
cent (see table 2). There were substantial inter-regional
differences, however, in the level of this ratic, and in its
movements. The ratio for Africa and Asia rose, that for

Service payments on public debt

% Net transfer of financial resources is defined as the difference
between total gross inflows of capital and payments of interest,
amortization and profits. According to standard balance-of-pay-
ments procedure, undistributed earnings i foreign branches and
subsidiaries accruing to non-residents are included under the items
gross inflow of capital and payments of profits.

* The IBRD defines external public debt as “all debt (including
private debt) that is repayable to external creditors in foreign
currency with an original or extended maturity of more than one
year, and that is a direct obligation of, or has repayment guaranteed
by, the central or local governrent, a political subdivision or agency
of either, or an autonomous public boedy, in the debtor country”.
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TaBLE 1

External resource flows and service payments on external public and publicly guaranteed debt,
80 developing counitries

(8U.S. mittion)

Region » 1965 Io6s 1967 1968 1969

Africa

Gross flow . . . . . e e e e 194D 1609 1 669 13505 1 540

Debtservice . . . .. ... .. ... 468 480 476 601 725

Net transfer . . . . . . . . .. L.oo. 1472 1126 1193 904 815
Asia

Grossflow . . . . . .. ., ... ... 3047 2832 3 563 3490 3324

Debtservice . . . . . . . ... ... 5490 653 771 826 1054

Nettrapsfer . . . . . . . . .. .. .. 2 507 2179 2792 2 664 2270
Middle East

Grossflow . . . . . . .. ... . .. 397 564 762 1 46 837

Debtservice . . . . . . . .. e 247 278 241 364 475

Met transfer . . . . . .. . .. . 350 286 521 682 362
Western Hemisphere

Grossflow . . . . . . .. ... ... 2521 2 545 3002 31 3487

Debt service . . . . . . . . ... .. 1721 1934 2050 2240 2182

Netiransfer . . . . . . . . . . . ... 800 611 952 1133 1305
Total above regions

Grossflow . . . . . ... ... ... 8105 7 550 8995 9413 9188

Debtservice . . . . .. ... .. .. 2976 3346 3538 4031 4436

Nettransfer . . . . . . . . .. .. .. 5129 4204 5458 5383 4752

Total, 80 developing countries
{above regions plus Southern Europe)

Grossflow . . . . . ... ... ... B 774 8 355 9788 10324 10153
Debtservice . . . . . . . . ... .. 3416 3787 3978 4528 4 968
Nettransfer . . . . . . . . . . . ... 5358 4 568 5810 579% 5185

Source: IBRD-IDA, dnnual Report, 1971, statistical anniex, table 9.
& Covering the following countries:

Afvica: Botswana, Burundi, Cameroon, Central African Republiz, Chad, Dahomey, Egypr, Fihiopia, Gabon, Ghana,
Guinea, Ivory Coast, Kenya, Lesotho, Libeciz, Malagasy Republic, Malawi, Mali, Maortitania, Mauritius, Morocce,
Miger, Nigeria, Rhodesia, Rwanda, Senagal, Sierra Leone, Somalia, Sudan, Swaziland, United Republic of Tanzania,
Togo, Tunisia, Uganda, Upper Volta, Zalre, Zambia, plus the East African Community.

Agia: Afghanistan, Ceylon, Ludia, Indonesia, Republic of Korea, Malaysia, Pakistan, Philippines, Singapore, Thailand,
Middle East: Iran, Iraq, Israel, Jordan, Syria.

Western Hemlsphere: Argentina, Bolivia, Brazil, Chile, Colombia, Costa Rica, Dominican Republic, Ecuador, €l Salvador,
Guatemata, Guyana, Honduras, Jamaica, Mexico, Nicaragua, Panarna, Paraguay, Pera, Trinidad and Tobage,
Uruguay, Venezuela,

Southern Europe: Cyprus, Greece, Malta, Spain, Turkey, Yugoslavia.

TABLE 2

Service payments on external public debt as percentage
of gross public inflows, 1965-1969

(Percentages)

Regioi® 1963 1966 1957 1968 1969
Africa . . . . . e e e e e R | 29.8 28.5 39.9 47.1
Asia . L L L o 17.7 231 21.6 237 367
Middle East . . . . . . . . . . ., ... 41.4 49.3 3.6 34.8 56.7
Western Hemisphere . . . . . . . . . . . 68.3 76.0 68.3 66.4 62.6
Total above regions . . . . . . . . . . . 36.7 44.3 35.3 42.8 48.8
Total including Southern Europe . . . . . 329 45.3 40.6 439 48,9

Source; Table 1,
# For country coverrge of regions, see table |,
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Tapre 3

Service paymenis on external public debt as percentage

of exports of goods and services, * 1965-1969

{ Percentages)

Region ® 1965 1966 1967 1968 1969
Africa . . . . . . . . .. ... 7.3 6.9 7.0 3.3 8.7
Asia . . . . e e e e 6.0 6.7 7.5 7.2 82
MiddleBast . . . . . . . . . ... ... 7.4 7.6 62 8.0 2.3
Western Hemisphere . . . . . . . . . . . 13.1 13.8 14.4 14.6 12.9
Total aboveregions . . . . . . . . . .. 9.3 9.8 10.1 10.4 10.3
Total including Southern Europe . . . . . 9.1 9.3 2.5 9.9 9.6

Source: UNCTAT secretariat, based on IBRD-IDA. Ammeal? Report, 1971, and IMF, Balance of Payments Yearbook,

various issues.,

* For several covatries for which data om exports of goods and services are not available, estimates relating to exports

of goods only were faken,

b For country coverage of reglons, see table [ Africa and totals shown above exclude Liberia.

Latin America fell, while for the Middle East the ratio
fluctuated widely with no perceptible trend. The level of
the ratio for Latin America was almost three timesthat for
Asia, with Africa and the Middle East in an intermediate
position. The relatively high level of Latin America’s ratio
reflects the comparatively large share of suppliers’ credits
in new lending to that region.

9. An alternative indicator of the relative magnitude
of service payments is the ratio of such payments to export
receipts. This ratio points to the relationship between debt
service obligations and the supply of foreign exchange
available to finance imports. It can be seen from table 3
that for developing countries as a whole this ratio rose
moderately over the period and that it registered a marked
rise for Africa, Asia and the Middle East. For Latin
America, however, there was no clear movement in the
ratio.

HI, The outflow of profits

10. Total payments of income from foreign private
investment increased from a level of $3.5 billion in 1965
to a little under $5.4 billion in 1969, Foreign private
investment generated a net outflow of resources of $320
million in 1965 and $1.6 billion in 1969.7

11. Since much of this outflow resulted from invest-
ment in the petroleum sector, a grouping of developing

" The above figures for net outflow are derived from flows on
account of bilateral portfolio investment, direct investment includ-
ing capital repatriation and profits. The first two items refer to
private flows to all developing countries, including Southern Europe,
while estimates of profits relate to selected countries for which data
are available as shown in table 4,

TaBLE 4

Outflow of profit &
(3U.8. million)

Region® fiore 966 1967 1968 19690
Africa . . . . .. 0oL 505 6635 614 870 870
Asia . . ... Lo 268 248 29% 284 360
Middle Bast . . . . . . . . . .. .. .. 1234 1475 1525 1797 1 560

Western Hemisphere . . .
Total above regions . . . . . . . . . ..
Total including Southern Europe
Qil-exporting countries . . . . . . . . . .
Non-pil-exporting couatries . . . . . . .

1442 1659 1784 1984 2050
3 449 4047 4222 4935 5280
3482 4095 4 286 5006 3380
2326 2641 2070 3213 3350
1163 1454 14616 1792 2030

Source: IMF, Balance of Payments Yearbook, various volumes.
8 Referring $o gross payments of direct investment income, debit entry item 4.1 of IMF Balance of Payments standard

presentation.
b Covering the following countries:

Africa: Egypt, Eihiopia, Ghana, Ivory Coast, Kenya, Libyan Arab Republic, Malawi, Mali, Mauritius, Morocco, Nigeria,
Sierra Leone, Somalia, Sudan, United Republic of Tanzania, Togo, Tunisia, Uganda, Zaire, Zambia.

Asta: Burma, Ceylon, India, Indonesia, Khmer Republic, Republic of Korea, Malaysia, Pakistan, Philippines, Singapore,

Thailand, Republic of Viet-Nam.

Afiddle East; Cypeus, Iran, Traq, Tscael, Jordan, Saudi Arabia, Syria.

Western Hemisphere: Argentina, Bolivia, Brazil, Chile, Colombia, Costa Riga, Dominican Republic, Ecuador, El Salvador,
Giuaternala, Guyana, Haiti, Hondoras, Tamaiea, Mexico, Nicaragoa, Panama, Paraguay, Peru, Surinam, Trinidad and

Tebago, Uraguay, Yenszuela.

Southern Europe: Greece, Malta, Spain, Turkey, Yugoslavia.

Qil~exporting countries: Iran, Iraq, Libyan Arab Republic, Nigeria, Saudi Arabia, Trinidad and Tobago and Venezuela,
¢ For several couniries not reporting in 1969, fipures refer to rough estimates by UNCTAD secretariat.
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TABLE 5

QutHow of profits as percentage of exports of goods and services &

{ Percentages)

Region® 1965 1966 1967 1968 1969
Total, allregions . . . . . . ... ... 8.8 9.4 9.5 10.1 9.6
Africa . . . . . . . . o oo 7.8 9.2 8.5 10.5 2.9
Asia . . . L. 2.8 24 2.7 2.3 2.7
MiddleEast . . . . . . . . . .. 259 27.0 26.5 26.9 26.8
Western Hemisphere . . . . . . . . . . . 10.9 11.7 124 12,8 12.2
Southern Furope . . . . . . . . . ... 0.7 0.8 1.0 1.0 1.2
Qil-exporting countries . . . . . . . . . . 27.7 28.9 27.8 29.3 27.7
Non-oil-exporting countries . ., . . . . . . 3.8 4.2 4.5 4.6 4.6

Source: IMF, Balance of Payments ¥earbook, various volumes.
& For several countries for which data en exports of gooda and services are not available, estimates refer to exporss of

goods only,
b Far couniry coverage of regions, see table 4,

countries into oil exporters and others is warranted.® It is
estimated that profits in oil-exporting countries were
67 per cent of the total in 1965 and increased at an annual
rate of 9.5 per cent between the years 1965 and 1969,
Profits in other countries grew at a rate of 15 per cent in
those years (see table 4).

12.  Ascan be seen from table 4, there were substantial
differences in the regional shares of the total outfiow.
Latin America, with approximately 40 per cent of the
total, and the Middle East, with 36 per cent, accounted for
the bulk of profits. The growth of profits was fastest in

8 It should be borne in mind that profits in the petroleum industry
are calculated on the basis of “posted prices” which may not reflect
the actual price of petrolenmy consequently, the estimates of profits
may be subject to error.

Africa (14.6 per cent per annum) and slowest in Asia
(under 8 per cent). These differing rates of increase did
not, however, change regional shares to any significant
degree,

13. For the developing countries as a whole, the ratio
of profits to export earnings rogse from 8.8 per cent in
1965 to 9.6 per cent in 1969 (se¢ table 5). This reflected
increases in the ratios of the non-oil exporters in Africa,
Latin America and Southern Europe. On the other hand,
the ratios for Asia and oil-exporting countries did not
show a clear trend,

14, Table 6 shows profit outflows as a percentage of
inflows of direct investment. In Asia, the ratio fell during
the period shown. In other regions and groups of countries
there were marked fluctuations owing to abrupt changes in
new investment in particular years.

TARBLE ©

Outflow of profits as percentage of new direct private Investment *

{ Percentages)

Region © 1965 1966 1967 1968 1969

Total, non-oil-exporting countries . . . . . 101 122 149 148 128
of which:

Africa - . . . . . o 0oL 66 123 139 171 112

Asia . . . . L Lo 342 343 311 232 232

Middle East . . . . . .. .. .. ... 64 81 875 241 111

Western Hemisphete . . . . . . . . . . 101 126 163 156 136

Southern EFurope . . . . . . . . ... 26 27 30 40 41

Qil-exporting countries . . . . . . . . . . 442 760 928 958 679

Souwree; IMF, Balance of Payments ¥ earbook, various issues,
a “New direst private investment™ refers to ¢redit itemn 11 of IMF Balance of Payments standard presentation.

b Coverfng the following countries:

Africa: Egypt. Ethiopia, Ivory Coast, Kenya, Libyan Arab Republic, Malawi, Mauritius, Maoroece, Nigeria, Sierra Leone
Somalia, Sudan, United Repubtic of Tanzaniz, Tunisia and Zaire.

Asia; Burma, Ceylon, India, Indonesia, Khmer Republic, Republic of Korea, Malaysia, Pakistan, Philippines, Singapore

Thailand, Republic of Viet-Nam,

Middle East: Cypros, Iran, Iraq, Israet, Jordan and Saudi Arabia.

Western Hemisphere: Argentina, Bolivia, Brazil, Cotombia, Costa Rica, Dominican Republic, Ecnador, El Salvador,
Cinaternala, Guyana, Haiti, Honduras, Jamaica, Mexico, Micaragua, Panama, Parzguay, Peru, Surinam, Trinidad

and Tobago, Uruguay and Venezucla.

Southern Europe; Greece, Malta, Spain, Furkey and Yugoslavia.
Cil-exporting countries! Ivan, Irag, Libyan Arab Republic, Nigeria, Sandi Arabia, Trinidad and Tobago and Vensruela.
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IV. Conclusion

15, No estimates of the outflow of financial resources
from developing countries are available on & compre-
hensive basis. Consequently, no thorough analysis of the
question can be made on the basis of information cur-
rently available from the DAC, the IMF and the IBRD.

16. Nevertheless, published figures show that service
payments on account of public indebtedness rose sub-
stantially from $3.4 billion in 19635 to $5 billion in 1969,
and were accompanied by a reduction in the net transfer
of resources from §5.4 billion to $5.2 billion between those
years. The importance of these outflows for developing
countries, and the outlock for the future, are studied in a
report prepared by the UNCTAD secretariat.®

17. Profit outflows from developing countries also
rose to a marked degree, from $3.5 billion in 1965 to
$5.4 billion in 1969. The contribution of foreign private
investment to the net transfer of financial resources to
developing countries was, therefore, negative and of the
order of minus $1.6 billion in 1969. These figures must,
however, be interpreted with caution since they do not
reflect the total contribution, positive or negative, that
foreign direct investment makes to the balance of pay-
ments and to output in the host countries.?

* See Debr problem of developing countries (United Nations
publication, Sales No. E.72.11.D.12, chap. 1I).

1 The total contribution would include direct and indirect effects
on imports and exports of goods and services. On this question,
see the report prepared by A. K. Sen for the UNCTAD secretariat,
entifled “Methods of evaluating the economic effects of private
foreign investment™ (TDfB/C.3/94/Add.l and Add.1{Corr.1).

18. Combining the above estimates, it is found that in
1969 the outflow of resources from developing countries
totalled $10.4 billion, while the net transfer of resources
amounted to $3.7 billion. On the other hand, as shown in
paragraph 4, estimates derived from data published by
the DAC and IMF reveal an outflow of $11.4 billion and
a net transfer of resources of $7 billion for 1969, These
discrepancies may be explained by the fact that the DAC
data cover a larger number of recipients of assistance,
and include private flows not guaranteed in the borrower’s
country.

19. As noted earlier, no reliable data are available
concerning the outflow of indigenous capital from develop-
ing countries, although the flow is thought to be fairly
large. As reported previously to the Committee on
Invisibles and Financing related to Trade,® certain aspects
of this cutflow were taken up by the UNCTAD secretariat
with the ad hoc Group of Experts on Tax Treaties at its
April 1970 session.® The ad hoc Group examined this
matier further at its third session (25 October to 5 Novem-
ber 1971).

1t For example, a substantial part of the grants made by DAC
member countries was received by areas not included in the IBRD
country coverage, such as overseas departments of European couns
tries. Thus, while the DAC reported a level of grants in 1965 of
£3.4 billion, the IBRD figures show a level of $2 billion in that
year,

12 See addendum to UNCTAD secretarial report entitled *“The

outflow of financial resources from the developing countries” (TD/B/
C.3/73 and Add.1).

13 For report of the ad hoe Group on this matter, see Tax Treaties
between Develpped and Developing Countries, Second Report (United
Mations publication, Sales No. E.7L.XVIL), paras, 115-137.
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Introduction and summary

1. Inrecent yearsprivate foreign investment has played
a substantial part in transferring capital and skills to the
developing countries. But this is not necessarily the same
thing as contributing to development. There are wide
differences of opinion on the impact private foreign
investment has had in the past, and on the part it might
play in the future.

2. The broad object of this report is to identify the
main problems in this field, and to give some indication
of the attitudes towards them that exist in developed and
developing countries. In some cases these attitudes are
close together; in others they are far apart. Sometimes the
kind of solutions that should be adopted seem fairly clear;
sometimes they are hard to find. Usually there is at least
agreement on what the problems are; but occasionally
there is little common ground even on this.

3. The report has five chapters. Chapter I discusses
the costs and benefits of private foreign investment;
chapter II considers the alternatives to such investment;
chapter ITII covers the question of the incentives to invest-
ment offered by developing countries; in chapter IV the
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problems of the transfer of ownership are discussed; and
chapter V considers the framework within which private
foreign investment must operate,

4. The question whether a particular private foreign
investment project is socially profitable for the host
country, and if so to what extent, cannot be determined
@ prieri but requires careful analytical investigation in the
circumstances of each case. Projects have to be reviewed
in the light of their consistency with the development
objectives of the host country, including such factors as
the growth and distribution of income, the expansion of
emaployment opportunities, and the absorption of new
skills and technology. In countries experiencing foreign
exchange stringency special attention has to be paid to the
impact of projects on the balance of payments.

5. Any evaluation of private foreign investment
requires examination of the available alternatives, includ-
ing production by domestic enterprise, the possibility of
importing the goods in question, and in some cases doing
without the goods in part or in whole. There are also
various forms of foreign participation other than wholly
foreign-owned direct investment, including joint ventures
and industrial co-operation and licensing agreements.
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There is no formula that is applicable to each and every
case, and the most advantageous approach will depend on
circumstances.

6. If agreement is to be reached between host countries
and foreign companies and is to remain satisfactory to
both sides, it must be characterized by stability and
flexibility. Host countries are entitled to establish the
ground rules for foreign investment, and should do so
in a manner that makes it quite clear to foreign investors
where they stand on such questions as whether there are
any sectors of the economy in which foreign investment is
not welcome; what restrictions will be applied to transfers
of profit and repatriation of capital; what rates of taxation
will be levied ; what degree of local participation in owner-
ship and control is envisaged, either immediately or in
future; and what may be required by way of employment
of local personnel and use of locally produced inputs,
Once the framework has been established, reasonable
stability is necessary if investments are to operate as
planned and the legitimate expectations of foreign com-
panies are to be fulfilled. Stability should not, of course,
be confused with rigidity, and it would be unrealistic to
expect rules to remain immutable. But while Governments
are free to change the ground rules affecting private
foreign investment, they have to weigh the gains achieved
thereby in relation to the prospects for any future collabor-
ation with private foreign capital that they may have in
mind. In these as in other respects, what is necessary is
that Governments and foreign investors should have
regard to each others’ legitimate interests.

7. There is a need for more exchange of information
costcerning the experience of various countries in dealing
with foreign investors. In many cases, countries have
difficulty in reacting to specific proposals for foreign
investment, or to requests by foreign comparnies for par-
ticular conditions to be applied regarding profit remit-
tances, taxation, local borrowing, etc., because they have
no basis of experience from which to judge what course of
action might be reasonable and mutually satisfactory in
the particular circumstances of each case. There is there-
fore a case for establishing a clearing-house of information
on the policies and practices of countries in the matter of
private foreign investment as well as on the objectives and
requirements of foreign investors considering whether to
invest in particular developing countries,

Chapter I
Assessing the costs and benefits of private foreign investment
A. THE POSSIBILITY OF DIVERGENT INTERESTS

8. Nowadays private foreign investment usually takes
the form of direct investment in a foreign country by a
firm whose headguarters, and often main activities, are
situated in another country. While there may be inter-
mediate objectives, such as maintaining the share of the
local market and keeping out other foreign competitors,
the fundamental aim of such investment appears to be to
earn what is regarded as a satisfactory rate of profit. If
investment is to be undertaken in one place rather than
another, it is because the rate of return (after allowing for
risk) looks like being higher.

9. While profits provide the main incentive of the firin,
the principal objective of the developing country in which
it may invest will probably be, in the broadest sense, the
development of iis economy. Within the framework of
this broad objective the developing country will be seeking
to achieve many particular objectives: to raise output, to
increase employment, to strengthen the balance of pay-
ments, to improve the distribution of income, and so on.

10. Profitable investment by a foreign firm may help
to achieve some of these objectives, but may hamper the
achievement of others, Even within developed countries,
the activities of private firms can conflict with broad
economic and social objectives, for example in the fields
of monopoly policy, regional development and pellution,
The possibility of a divergence of private and social
interests is even greater in a developing country, where the
framework of rules governing the operation of enterprise
is usually less well-defined, Governments often less well-
equipped to evaluate and influence the company’s activ-
ities, trade unions less powerful, and organized consumer
interests usually non-existent.

11. The basic problem, then, is that the interests of
foreign companies and host Governments are not neces-
sarily the same. A foreign company, for example, may
take the view that its activities must be good for the
developing country, on the grounds that they have some
identifiable positive effect on output or exports, without
appreciating the effects of these activities in other direc-
tions, for example in distorting income structures or
destroying local competitors. On the other hand, the
country may fail to realize that by insisting that a foreign
investment incorporate certain features which directly
appear to assist development—for example a high mini-
roum use of local inpuis—it may be adversely affecting the
investment’s efficiency enough to throw doubt on its
profitability, and hence on the basic reason for under-
taking it. In some cases insistence on the incorporation of
local inputs may change the whole character of a project
by making it unprofitable to export and may even make it
necessary to provide additional protection for the produc-
tion in question,

12. Ifprivate foreign investment is to play a useful role
in development in the future, the possibility of divergent
interests between company and country should be expli-
citly recognized, and should form a background to con-
sideration by both sides of particular proposals.

B. BENEFITS AND COSTS

13. The benefits which can be brought to a developing
country by private foreign investment, and the advanced
technology and wide range of managerial and other skills
associated with it, are numerous and important. They
include increased production and incomes, higher employ-
ment, extra exports, greater government revenue—
improvements, in short, in most of the indices by which
economic performance is conventionally judged. For this
reason developed countries are inclined to take the view
that private foreign investment is of great value to develop-
ing countries, and are surprised that this view does not
always seem to be shared by the developing countries
themselves.
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14. From the standpeint of the developing countries,
the true value of the benefits of private foreign investment
cannot be assessed in isolation, but only by reference to
how far they help to promote national economic objec-
tives. In this respect, a number of criticisms of the effects
of private foreign investment have been put forward.

15. One such criticism fastens on the nature of the
goods produced. These may be luxury goods, bought by
only a tiny fraction of the population; or they may be
mass-consumption goods catering for stimulated rather
than real needs. Quite often, they are goods which are
only assembled, and not really manufactured locally, so
that the value added by local production is low, the
associated imports high, and the price of the goods—if the
industry has been afforded protection—high as well. In
some instances the goods produced may have little con-
nexion with the local economy: they can thus constitute a
new type of “enclave” investment, where all the important
linkages run outside the country, and little stimulus is pro-
vided te local industry either as suppliers of the firm’s
inputs or as processors of its output. In all these cases the
contribution the investment makes to the country’s devel-
opment may be small.

16. Another criticism focuses on the techniques of
production employed. Foreign firms, it is said, use much
the same capital-intensive techniques in developing
countries as they use at home, despite the very much
greater availability of labour (albeit unskilled labour) in
relation to capital. As a result, imports of capital equip-
ment are higher than they need be; the impact on employ-
ment is lower than it could be; and the high wages paid to
the small number of local workers trained and employed
has an adverse effect on the distribution of income, which
sets up a variety of social strains, particularly between the
employed and the unemployed, and between those in the
cities and those in the rural areas.

17. The doubtful nature of some of the benefits of
foreign investment merges into its more obvious costs.
The inflow of capital may be a benefit, but the subsequent
outflow of profits and dividends is a cost, and the rate of
profit earned on the investment may be so high as to make
it & very substantial cost. Again, the production of new
foreign subsidiaries may be a benefit, but if it displaces
existing production from local firms this is an offsetting
cost, as Is any consequent loss of employment in local
enterprises. Similarly, extra exports may require higher
imports of materials or components. And in some cases,
where the foreign firm does not create new assets, but
merely takes over existing locally-owned ones, the net
benefits may be particularly hard to discern, except per-
haps where access to new external markets is opened up
thereby.

18. However, it can be argued that with the help of
modern investment appraisal techniques, costs of the kind
outlined above can be compared with benefits, for any
particularinvestment project, and a rational decision made
about whether the project is in the developing country’s
interests. In this way, it might be suggested, only private
foreign investmen{ whose benefits to the developing coun-
try outweighed its costs would be allowed in.

19. Tt might be answered, however, that the true costs
of private foreign investment to a developing country are

not all easy to identify, When, in the pursuit of quick
private profit, an oil well or copper mine is worked too
rapidly, there is a permanent, unnecessary loss to the
country which may not become apparent until later. Even
more difficult to assess is the extent to which the develop-
ment of local enterprise may be overshadowed and stifled
by the presence of foreign-owned firms, The know-how
and prestige acquired from its parent, it has been argued,
can give the foreign firm many advantages: it can atiract
local funds, it can pay more to skilled labour, it is better
at spotting or developing new local markets. The local
firm finds both its inputs and its markets pre-empted, and
never has a chance to develop.

20. Although a formidable list can thus be compiled
of the ways in which some of the benefits of private foreign
investment may seem doubtful, and some of the costs
onerous, it can be argued that such a list takes insufficient
account of the difficulties facing foreign firms in develop-
ing countries, and puts too much emphasis on costs which
often do not materialize. Foreign investors contend that
the national economic objectives of a developing country
are not always clearly-defined, and whether the goods a
firm produces, and the technigues by which it produces
them, are in the interests of the country or not may be the
subject of conflicting opinions within the developing
country itself, Similarly, what may seem a high rate of
profit to the country may seem low to foreign investors,
who take the view that substantial risks are involved in
investing in developing countries. Another point fre-
quently made is that the question whether profits are
unduly high or not cannot be settled by simple compari-
sons between the annual inflow of capital and the annual
outflow of profits and dividends; for, while the inflow
represents one year’s investment, the outflow represents
the remittance of profits on the cumulated value of past
investment. Where the ouflow is bigger than the inflow, it
does not necessarily follow that the balance-of-payments
effects of private foreign investment are adverse, for such
a comparison takes no account of the effects of past invest-
ment in increasing exportsor substituting home production
for imports, let alone of promoting other national objec-
tives such as increasing output and employment.

21. A related point concerns the correct pace of work-
ing of oil and mineral deposits. It can be argued, for
example, that but for private foreign investment many
such deposits would not have been worked, or would not
have been worked so early, and that benefits which devel-
oping countries have derived would not have accrued to
them, or would have accrued later, and thus been less
valuable.

22, As for the question of how far local enterprise is
stifled by foreign investment, some observers would take
the view that although there may be cases where this
happens, there are also many cases where the opposite
happens: where foreign investment creates a demand for
inputs many of which local entrepreneurs find they can
supply; where the income it generates increases demand
for local services; and where some of the skilled labour
it trains becomes availabie to other employers, thus having
a widely diffused effect on local industry. In short, the
effect on local industry is in many cases to stimulate rather
than to stifle.
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C. THE MULTINATIONAL FIRM

23. Most private foreign investment is now carried out
by multinational firms, i.e., firms that have subsidiaries or
affiliates in many countries, though ultimately they are
usually controlled from one country—often the United
States of America, Because they tend to operate in growth
industries, the share of world output accounted for by
multinational firms appears to be increasing fairly rapidly;
and some predictions have suggested that over the next
few decades the great bulk of world output will come to be
accounted for in this way.

24. The increasing power of multinational companies
poses new problems—and not only for developing coun-
tries: several developed countries, such as Australia,
Canada and France have expressed acute concern over the
part played by such companies in their economic life. The
main problem is that the multinational firm spreads its
operations around the world in the way most likely to
further its own objectives of profitability and growth, and
there is no reason to suppose that this will result in an
optium sitbation as seen by any particular country in
which the firm operates. Company policy regarding opera-
tions in particular host countries is determined not by the
employment or balance-of-payments needs of these coun-
tries, but by a board of directors effectively responsible
only to themselves,

25. This basic problem is compounded in the case of
many developing countries by the sheer size of some multi-
national firms in relation to the size of the local economy.
And even a focal subsidiary may be small compared with
its parent company but large by comparison with the
economy of the host country. The decisionsthe firm makes,
in its own interests, can have a greater impact on the
economy than the decisions the Government makes; and
company decisions on transfer prices, the allocation of
overheads to different operations, and credit and currency
flows can in some cases effectively neutralize government
fiscal and monetary policy.

26. Some observers have argued that the advent of the
multinational corporation has made the nation-State
obsolete. The multinational corporation is the most effi-
cient instrument yet devised, it is contended, for allocating
resources on a world basis. If the multinationals were left
alone, untrammelled by differential taxation, tariffs, and
government interference generally, world income would
be maximized. The main effect of attempts on the part of
a large number of different countries to coerce the multi-
nationals into taking account of their individual interests
is to prevent them from operating at full efficiency, and
thus to reduce the benefits available to ordinary people.

27. Many people would regard this view as extreme
and unacceptable, if only because it concenirates on the
size of world income to the exclusion of its distribution,
It can be argued, however, that where the right kind of
co-operation is established, certain of the characteristics
of multinational companies could be of service to develop-
ing countries—their command over capital, their ability
to supply managerial and technical skills, their expertise
in identifying and expanding markets, particularly export
markets, their relatively long time-horizon, and their
potential for assisting in the process of regional integration.
A problem for developing countries is how far they can

secure these benefits from multinational companies with-
out becoming dominaied by them, or permitting their
economic development to be distorted.

28. The answer to this problem lies partly in the hands
of the developing countries. The more they can agree
among themselves on the terms on which they allow multi-
nationals to operate in their territory, the more they are
likely to benefit. Regional groupings might form the
nucleus of a more extensive consolidation of counter-
vailing power in face of the multinationals—which might
be particularly helpful for small countries with little
bargaining power by themselves, This would enable
developing countries to negotiate betier terms on such
matters as the protection to be afforded the multinational
firm, its policies on transfer prices and the allocation of
overheads, its willingness not to invoke pressure from its
own Government in disputes with the host Government
and its attitnde to the participation of national interests,
public or private, in ownership and control. Some under-
standing might also be reached on ways of preventing
changes in worldwide production policy from causing
adverse effects in particular host countries. Multinationals
might themselves benefit from the stronger bargaining
position of developing countries, since agreements which
give mutual satisfaction are likely to remain in force
longer than those which do not.

Chapter IT
Alternatives to private foreign investment

29. The benefits that developing countries derive from
private foreign investment may be obtainable in other
ways which are less costly. The goods which a foreign-
owned firm might produce can be imported, or gone
without; but assuming they are needed, and are already
being imported, the effective alternative is production by a
domestic firm.}

30. While a domestic firm may have certain advantages
over a foreign firm, such as greater knowledge of local
conditions, it may be at a disadvantage in terms of access
to capital, to foreign markets and to managerial and tech~
nological know-how. Sometimes it may be able to offset
this disadvantage by using simpler techniques which are
more appropriate to local factor prices, but in other cases
it will need to import its technology from abroad. How
far—assuming that it can get the capital in other ways—
can a developing couniry import its technology separately
from the equity capital which gives foreign investors
control?

31. The simplest way of importing advanced tech-
nelogy is, of course, through the purchase of equipment,
and many innovations are available through new and
improved versions of well-known types of machinery and
components. Moreover, consultancy and engineering
contracts may be negotiated with firms that specialize in
piecing together components from various industries or
enterprises.

I The issue of aliernatives fo private forgign investinent is dis-
cussed more fully in “Methods for evaluating the economic effects
of private foreign investment: report prepared by Prof. Amartya
K. Sen” (TD/B{C.3{94/Add.1 and Add.1/Corr.1).
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32, Industrial co-operation agreements of the type
sometimes negotiated between market-economy countries
and socialist countries * provide for the transfer of tech-
nology without foreign investor control. So also do
lcensing agreements. However, these agreements require
considerable managerial and technical absorptive capacity
on the part of the recipient, and not all developing coun-
tries are equally well placed to take advantage of them,
Developing countries often have difficulty in discriminat-
ing between alternative sources of advanced technology
and may be confronted with package deals in which an
apparently low cost for a licence is offset by the price
charged for required equipment. In any event, many com-
panies like to retain absolute contrel of their technical
processes, and are unwilling to license. Particularly in
cases where the technology employed by a firm is advanced
and frequently changing, it is difficult to transfer it satis-
factorily to another organization over which the firm has
little or no control.

33, Other difficulties in transferring technology alone
have sometimes been cited. Even if technology could be
divorced from capital, it is argued, it cannot easily be
divorced from management, which is needed to apply the
technology, and to seek out the markets for which the
technology is appropriate. There is not much footloose
management available, it is claimed: good managers are
to be found inside important companies, and will not
necessarily be effective if transplanted into another con-
text, Moreover, while it may sometimes be possible to hire
management to run an existing organization or a concern
making use of well-known technology, it may be more
difficult to hire management to establish an investment
project involving new industrial fechniques; this often
requires the combination of aptitudes and resounrces to be
found in large firms.

34.  As against this, others would argue that little real
attempt has yet been made to organize the transfer of
management skills outside the context of direct invest-
ment, and that there is plenty of scope for doing so. It is
also quite possible for a management contract with a
foreign company to be combined with participation in
profits by that company, thereby providing an additional
incentive to efficient operation. The seconding of man-
agers from public enterprises in developed countries
could become an important feature of bilateral or multi-
lateral technical assistance programmes. Such assistance
should be designed to develop focal managerial skills on
the scale required.®

Chapter IIT
Incentives to private foreign investment

35. Developing countries often offer investment incen-
tives to foreign firms, These take many different forms:
concessions on direct taxation, amounting in some cases

# See “A research note on indastrial co-operation as a factor
in the growth of east-west European trade”™, in Economic Bualletin
Jor Europe, vol. 21, No. 1 (United Nations publication, Sales
No. E.70.11.E.3}, pp. 67-88.

3 In connexion with the transfer of technology, see the report by
the UNCTAD secretariat entitled “Transfer of technology™ (TDf
106) (see p. 110 below).

to several years’ tax-holiday; rebates on import duties;
free or subsidized use of local services; privileged access to
Iocal borrowing facilities; freedom from exchange control
restrictions, and so on. The value of such concessions can
be very substantial, particularly when developing coun-
tries compete with each other in an effort to attract par-
ticular investments.

36. Although no one can be sure, many observers
doubt whether these concessions have had much effect on
the total flow of resources from developed to developing
countries. They may have had some influence on the
direction of private foreign investment as between one
country and another, but even this may have been rather
marginal. The main effects may have been to reduce the
benefits from foreign investment accruing to developing
countries in the form of government revenue; and—since
such concessions often give foreign firms an advantage
over domestic firms—to stunt the development of local
enterprise. Moreover, the smaller the proportion of iis
profits that a foreign firm pays in local taxation, the more
profits it can either repatriate (which is a cost to the balance
of payments) or re-invest locally (which increases its
participation in the host country).

37. Although every country must be free to operate its
system of investment incentives as it sees fit, it has been
suggested that it would probably be in the interests of the
developing countries themselves to reach a greater measure
of agreement on the nature and extent of the tax and other
incentives to be offered to foreign investors, Agreement on
a regional basis might be a particularly useful way to start,
since it is often within a particular region that foreign
investors have succeeded in playing off one country
against another.

38, The main problem likely to be encountered in
attempts to secure agreement among developing countries
on investment incentives is that some countries will find it
more difficult to scale down their incentives than others.
The least developed countries, particularly when they are
small and can offer no potentially large internal market,
are often unattractive to foreign private investors; at the
same time, a shortage of local capital and skilled man-
power may make foreign investment particularly necessary
to them., It is difficult for countries in this position to take
the more detached attitude to private foreign invesiment
that is possible for more advanced developing countries
with Iarger populations or per capita incomes. The dif-
ficulty of agreeing on common investment incentives may
become apparent when countries of both kinds join
together in a regional grouping. And, even where general
agreement is reached by a group of countries, cases may
arise—putting a strain on such an agreement—of a coun-
try deciding that a particular invesiment is so important
to its development strategy that it must be secured.

39. A related question concerns the attitude of devel-
oped countries to the taxation of income from their over-
seas investments. Progress has been made in recent vears
on such matters as double-taxation agreements, which
prevent sach income being taxed twice;! but in some cases

$ See Tax treaties befween developed and developing countries,
Second report (United Nations publication, Safes No. E.71.XVL2).
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the problem remains that the tax incentive measures of
developing countries are frustrated by the imposition of
offsetting taxes by the capital-exporting countries. The
Governments of some developed countries appear to take
the view that provisions designed to avoid such offsetting
taxes should not be negotiated, on the grounds, among
others, that they are not consistent with the principle of
tax equality as between domestic and Toreign investment,
and that they are an incentive to competitive tax-cutting
by developing countries. Others incline to the view that an
unwillingness to negotiate such provisions has the effect
of imposing an unwarranted restriction on the freedom of
action of developing countries,

Chapter IV
Ownership: co-operation and transfer
A. JOINT VENTURES

40. It has often been suggested that ventures conducted
jointly by foreign capital and local interests might help
to smooth over many of the problems raised by private
foreign investment in developing countries. The foreign
firm would benefit, it is argued, by support from local
capital, by direct access to local knowledge and expertise,
and perhaps from a greater immunity to expropriation
or damaging arbitrary action than if it were entirely on
its own. Similarly, the host country would have some
direct say in the running of the business, which should
help to ensure that local requirements were adequately
safegnarded, and local savings, as well as local manage-
ment and technical expertise, would be developed by
access to opportunities within the foreign subsidiary.

41. Despite these advantages, joint ventures are not
always popular, particularly with foreign investors. Some
investors feel that joint ownership brings no advantages,
since they themselves have sufficient capital and know-
how to set up and run the business on their own, and
may, in fact, bring disadvantages. Chief among these are
possible limitations on the company’s day-to-day freedom
of action. Once there are local directors in the boardroom,
it is argued, conflicts of interest may arise, and efficient
decision-making may become very difficult. Instead of
being a unified enterprise, seeking to pursue its legitimate
commercial interests within the framework of the ground
rules agreed between itself and the host Government,
the company may become a battleground for bargaining
between opposed and even irreconcilable intevests.

42. Many may feel, however, that this account over-
looks the fact that conflicts of interest exist between the
company and the host country, that these conflicts are
bound to emerge from time to time, however carefully
the ground rules have been laid down, and that it is far
better that they should be capable of discussion and
resolution in the company’s boardroom than that they
should be ignored or suppressed until such time as they
are resolved, perhaps much more explosively, outside it.
There is a growing body of successful experience with joint
ventures, and there is something to be said for fifty-fifty
arrangements involving the equal participation of domes-
tic and foreign interests.

43, Although the immediate objective of joint ven-
tures is fo enable focal investors to participate in owner-

ship and management, developing countries may not be
indifferent as to who these investors are. Local directors
or shareholders whose sole concern is high dividends
or a rapid appreciation of the share price so that they
may sell out at a profit are as likely to exacerbate the
important problems as to solve them. For this reason
there is often a case for joint ventures undertaken between
a foreign firm and the host Government, or some public
body such as a finance corporation or development bank,
rather than one involving local private interests. In this
way the State can exercise some direct influence on the
company’s activities, while at the same time responding
with greater speed and understanding to the company’s
legitimate requirements. It should be recognized that
such a solution is not without dangers of its own, in the
form of political pressures. But these dangers can be
exaggerated and on balance the line of approach offered
by joint ventures between foreign enterprise and some
kind of domestic public entity seems well worth pursuing.

B. AGREED TRANSFER OF OWNERSHIP

44. The main pressure for transfers of ownership
comes from the Governments of developing countries,
which wish to see a greater part of national economic
life under the control of their own citizens. This desire
is often particularly acute in relation to the “command-
ing heights” of the economy, including such sectors as
mineral resources, banking and financial services, public
utilities and transport and communications. It is felt that
as long as such sectors are under foreign control the
couniry will be hampered in its attempt to pursue its own
development objectives, and at the mercy of decisions
taken by foreign investors in their own interests.

45. However, transfer from foreign to local ownership
is far from costless, The most immediate problem is how
the transfer is to be financed. The foreign company will
expect to be paid a sum corresponding to the current
value of its future earnings. One possibility is for the
country to finance this sum out of its foreign exchange
reserves—but the sum will usually be too large for that.
Another is to finance it in local currency, in the hope that
the firm will reinvest in new developments locally—but
often the firm will be unwilling to do this. A third pos-
sibility is to finance the sum by the issue of government
bonds that can be converted into foreigh exchange over a
period of time—but this combines elements of both the
previous disadvantages. Two other solutions have been
suggested. One is that transfer should be effected by the
Government accepting shares in the company, in lieu
of taxes, over a period of years. The disadvantage of
this is that the Government would have to forgo its
revenue during that period. The other is that some inter-
national intermediary (sometimes described as a “divest-
ment corporation™) should be established, to supply a
form of bridging finance; the intermediary would make
immediate payment to the foreign investor, and be
reimbursed over a period of time by the Government
acquiring the investment. This suggestion is by no means
free of drawbacks—notably the very large sums that
might need to be available to the intermediary—but it
may supply some of the answers.
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46, A different aspect of the problem is the effect
which the procedures established to transfer ownership
and control may have on foreign investment. An example
of such procedures is to be found in the Foreign Private
Investment Code drawn up by the Andean Group of
countries ® in December 1970. Under this Code, firms
are classified as national, mixed or foreign, according
to the extent of local participation in ownership and
management. In some sectors, foreign firms newly estab-
lished after the beginning of 1971 must agree to a pro-
gressive sale of shares to local interests, so as to trans-
form them into mixed enterprises within 25-30 years,
while existing foreign firms must agree to the same pro-
visions if they want to secure the benefits of the trade
liberalization measures agreed by the Group. In other
sectors, such as public services, banking, and transport
and communications, no new foreign investment is
normally to be permitted, and existing foreign firms must
rapidly be transformed inte national ones. The proceeds
of sales of shares to local investors may be repatriated to
the home country at the exchange rate in force at the
time, Other provisions of the Code include restrictions
on the rate of profit that may be remitted, on access to
local credit, and on acquisition of local firms by foreign
ones, Permission to import technology will be granted
only in the absence of restrictive conditions imposed by
the foreign firms (for example on associated machinery
imports, or the right to export to certain markets).
Member of the Group will grant no new investment
incentives until a common policy is drawn up; and
foreign investors will not be granted ntore favourable
treatment than national ones, In general, the Andean
Code is an important example of an effort to satisfy the
aspirations of host countries to regulate foreign partici-
pation in their economy and to provide, where necessary,
for an orderly takeover by national or mixed companies,
while creating a definite and comprehensive framework
for foreign investors, if they are prepared to conform to
the conditions laid down,

47. It is often argued that there may be some risks in
establishing provisions for transfer of ownership. One is
that an existing company, aware that ownership will soon
pass into local hands, and perhaps uncertain whether
payment will be adequate, may fail to introduce new
technology or develop new markets in the way it would
have done had it been assured of continued control; or
even fail to maintain its existing assets in sound condition,
and exploit its existing position to the full, regardless of
the consequences for the future viability of the enterprise.
Moteover, the acquisition of foreign companies may lead
to the loss of the inflow of technology, or the access to
export markets, which had been the main condition of
their success.

48, Anotherrisk for a developing country which makes
it clear that it expects foreign investment to be transferred
to local hands over a period of time is that the foreign
investment may fail to appear in the first place: it may

5 The Andean Group of countries consists of Bolivia, Chile,
Colombia, Ecuador and Peru.

g0 to other countries—including developed countries—
where requirements are less stringent. This is particularly
true in the case of muliinational companies, which may
fear that loss of control of a subsidiary which plays a
key role in supplying components to a world-wide
integrated crganization may bring extensive disruption
to its other interests; and it may also apply to firms which
are important technological innovators, unwilling to see
the use of this technology pass outside their control.

49. It should be borne in mind that the concerns
described in the two preceding paragraphs are based on
a priori considerations rather than concrete evidence.
Foreign investors may well attach more importance to the
general economic climate and dynamism of a country
than to the existence of a requirement for the ultimate
transfer of ownership, provided that there is reasonable
stability in the application of the relevant rules.

C. CoOMPULSORY TRANSFER OF OWNERSHIP

50. In cases where a company does not wish to
transfer ownership to local interests, and the original
agreement contained no understanding that such a
transfer should take place, various problems arise when
the host country expresses its desire to take the invest-
ment over.

51. The most basic problem stems from what can
amount to a fundamental difference in attitude between
developing countries and private foreign-based companies.
The Governments of developing countries generally regard
themselves as having absolute sovereignty over all activ-
ities within their borders, whether or not these are con-
ducted by foreign nationals or foreign-owned companies.
They also consider that the ownership of the soil and of
everything that lies beneath it is vested inalienably in the
State. Moreover, the State is considered as having the
unqualified right to nationalize, and to determine the
amount and method of compensation, Private foreign
companies, on the other hand, accustomed to operate
within the legal and comstitutional framework of their
own countries, tend to take the view that private property
may not be taken away from its owners without the
owner’s agreement, and in any event not without com-
pensation adjudged adequate by a third party. They also
take the view that a contract, once signed, should be
honoured unless and until it is renegotiated by voluntary
agreement of both sides,

52. In this difference of attitudes there is material
for much disagreement, even though renegotiation of
agreements at the wish of one party is recognized to be
a legitimate occurrence in the developed countries them-
seives when underlying circumstances change.

53. However, what constitutes a change in the under-
lying circumstances may itself be the subject of dispute.
A company might take the view that a demand for renego-
tiation of an agreement signed many vears ago was
acceptable, or at any rate inevitable, but that demand for
renegotiation of an agreement concluded within the last



Private foreign investment in its relationship to development 83

few years was not. This latter situation can, indeed
develop into a vicious circle, in which unforeseen govern-
ment attempts to acquire a greater measure of ownership
and controt lead companies to ignore longer-term con-
siderations in order to snaich a quick profit—a behaviour
which itself increases the Government’s determination
to acquire control.

54. Even in cases where the company accepis the
inevitability of a transfer of its assets to local interests,
there is still plenty of room for disagreement about the
terms on which this should be done, and in particular
about the compensation that should be paid. Even an
objective assessment of the value of the installations
may be difficult to arrive at, especially if, for example,
they constitute part of an integrated multinational
organization. But host countries sometimes argue that
this valvation should be written down to allow for what
they regard as the excessive profits the company has
made, or the inadequate taxes it has paid in the past.
The company has insisted on making large profits in the
past, they contend, because of the risk of its being
expropriated without compensation; it can hardly expect,
therefore, now that it is being taken over, to get the
bonus of full compensation as well. On this argument,
there is no lower limit to what the country would regard
as adequate compensation; indeed it can be negative.

55, Attempts of various kinds have been made to
cope with the situation that arises when a country decides
to take over foreign-owned assets and offers compensa-
tion which the owners regard as inadeguate. One approach
is to cut off aid to the country concerned. But many
developing countries, particularly in Latin America,
regard negotiations about the take-over of foreign-owned
firms as strictly a matter between the firms and them-
selves, and any attempt by the Government of the parent
firm to influence the situation is considered to be un-
acceptable.

56. Another approach has relied on the establishiment
of an international organization to arbitrate in cases of
disagreement. However, this has not been acceptable to
all developing countries, particularly those in Latin
America, most of which have declined to ratify the Con-
vention on the Recognition and Enforcement of Foreign
Arbitral Awards,® and have shown no wish to avail them-
selves of the services of the International Centre for Settle-
ment of Investment Disputes. These countries take the
view that as sovereign Powers it is for them to determine
the terms on which foreign-owned assets should be taken
over, and that international arbitration machinery is
inappropriate.

Chapter V
The framework for private foreign investment

A, SOVEREIGNTY

57. Developing countries which are hosts to private
foreign investment take the view that their own sovereignty
is absolute, and that such investment must accept the rules
laid down by the host Government. They consider that

¢ United Nations, Treaty Series, vol, 330 (1959), No. 4739.

any dispute which arises between themselves and the
foreign-owned company must be settled between these
two parties and that the Government of the country in
which the parent company is registered has no standing in
the matter.

58. Inthe developed countries a different view is some-
times taken, according to which it is accepted that national
companies should have the right to appeal to the good
offices of their own Governments in the event of disagree-
ments with host Governments; and that this is one of the
functions of international diplomacy. There is no obvious
meeting-place between these points of view.

59. On more specific causes of dispute some agreement
may be feasible. Where, for example, the laws or policies
of the country in which the parent company is registered
conflict with the laws or policies of the developing country
in which the subsidiary is operating, the subsidiary can
conform with the jurisdiction of one sovereign State, but
not both. Examples of this kind of conflict in recent years
have been United States legislation forbidding United
States companies, including their foreign-based subsidi-
aries, to sell certain goods to certain countries; and
requirements that United States subsidiaries overseas
remit a certain proportion of their profits in order to
strengthen the United States balance of payments. In
cases of this kind it should be possible to reach agreement
on the basis of formal international agreement on the
status of foreign nationals, including foreign-owned com-
parnies, operating in other countries: host countries are, of
course, likely to insisi that final jurisdiction should be
theirs,

B. GROUND RULES

60. M afirm is to make arational assessment of whether
it is in its interest to invest in a developing country, it will
need realistic information about the conditions under
which the investment will operate. Similarly, if a develop-
ing country is to make a rational assessment of whether
it is likely to derive a net benefit from a proposed invest-
ment, it will need information about the effects the invest-
ment is expected to have.

61. As far as the developing country is concerned, it is
likely to want data on the contribution the investment is
expected to make to production, employment, exports,
import saving, government revenue, and so on. It may
well be concerned with more far-reaching matters, such
as the implications of a major concentration of foreign
investment for national economic policy and planning,
and whether, and at what pace, the investment might
come to be managed, controlled and owned by local
citizens or institutions,

62. As for the company, it will wish to know of any
restrictions on the rate of profit it may achieve, what rate
of taxation it will be expected to pay on these profits, to
what extent they may be remitted home, under what
circumstances the capital investinent can be repatriated,
whether it will get protection from competitive imports,
whether it is permitted to borrow locally, and if so what
effect this will have on profit transfers and other remit-
tances, at what rate it will have to step up its employment
of local personnel or its use of local materials, and so on.
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it, too, will be concerned about the circumstances under
which there might be a transfer of ownership or control to
local interests.

63. Whether or not an investment is made will depend
on agreement being reached on points such as these,
although various preliminary stages can be helpful, Some
countries, for example, have found it useful to make clear
that in certain sectors—often including mining, banking,
public utilities and transport and communications—
foreign investment is not sought after, On the other hand,
it might be advantageous for developing countries to
indicate, perhaps in their development plans, sectors in
which, for example because of the need for advanced tech-
nology, private foreign investment would be particularly
welcone,

64, But if agreement reached on points such as these
is to be, and is to remain, satisfactory to both sides, it
must be characterized by two qualities that may appear
to be, but are not necessarily, contradictory: stability
and flexibility.

65, Stability in the agreement is necessary if invest-
ments are to operate as planned and the foreign firm’s
legitimate expectations are to be fulfilled. Changes in the
ground rules after an investitent has been made, particu-
larly changes affecting the remittance of profits or capital,
or the ability of the firm to operate its business in the light
of its best commercial judgements, can subvert the whole
basis on which the investment was made. A firm has no
grounds for complaint if the conditions originally offered
it are unfavourable; if it regards them as too unfavourable,
it can decide to invest elsewhere, Nor should it necessarily
object too much to cumbersome machinery which delays
a decision on its application ; this may be an indication that
the application is being carefully assessed. But when condi-
tions are first agreed and subsequently changed this is
bound to cause resentment. Such changes are ofien an
invitation to companies to make precisely the kind of
investment that developing countries deplore: the invest-
ment that is made to pay off within a few years, regardless
of the damage it may do to the country’s longer-term
economic interests,

66. However, stability should not be confused with
rigidity. Economic forecasting is such a hazardous under-
taking that it would be unrealistic not to recognize the
need for some flexibility in the ground rules as time goes
on: the less they are able to bend, the more likely are they
to break. No Government, it might be argned, can deny
itself the future right to use fiscal, monetary, exchange
control or other policies in the way that the needs of the
country require at the time; nor can any Government be
expected to remain immune from the currents of regional
or world opinion about the rights of Governments and
the rights of private property owners; nor can any
Government effectively bind its successor. For these
reasons there are bound to be changes in the ground rules
over time, and it would be unrealistic of investors to
imagine that they are dealing with laws as immutable as
those of nature.

67. The key point, then, would seem to be the need
for Governments and investors to have regard to each
other’s legitimate interests. The counfry that arbitrarily
changes agreed ground rules can hardly be surprised if

useful investment shuns it in foture. On the other hand a
company that fails to take into account the development
needs of a host country can hardly corplain if the Govern-
ment takes action to ensure consistency with its objectives.

C. MULTILATERAL INSURANCE

68, Private investment in foreign countries, particu-
larly developing countries, has conventionally been
regarded in most developed countries as being attended by
a greater degree of non-commercial risk than private
investment at home. In order to encourage overseas
investment in developing countries, several developed
countries have for some years insured it against non-
commercial risks, such as the effects of expropriation,
inconvertibility, wars and revolutions. Some observers
have regarded such insurance as unnecessary and inefiec-
tual, in that an act of foreign investment will rarely be
undertaken solely according to whether or not it is
insurable. Others have contended that such insurance
schemes probably have had the effect of increasing the
flow of private investment to developing countries, and in
particular, by covering the extra risks, may sometimes
have reduced the rate of return required by companies on
their foreign investments,

69. It has sometimes been suggested that, in addition
to these national insurance schemes, there should also be
a multilateral scheme; indeed such a propesal has been
under consideration for some years in the International
Bank for Reconstruction and Development (IBRD).
Proponents of snch a scheme suggest that expropriation
or discrimination may be less likely in the case of invest-
ments insured by an international agency affiliated with
the World Bank than in the case of investments insured
only under national arrangements. Moreover, the opera-
tion of national schemes involves heavy administrative
burdens, particularly for the smaller developed countries,
and there would be obvious advantages in consolidating
such responsibilities within a multilateral agency. Two
additional advantages claimed for a multilateral scheme
are that it would underpin national schemes and fill in any
gaps they leave, and would enable multinational projects,
undertaken by international consortia, to be insured. For
the foregoing reasons most developed countries favour a
multilateral scheme, although views differ as to the extent
of the benefits that would be realized thereby.

70. A number of developing countries have reacted
favourably to the idea of a multilateral scheme as likely
to facilitate private foreign investment for the reasons
discussed above, Some others, while they de net oppose
such a scheme, consider it would benefit them little
because they are unlikely to be able to attract much
foreign investment in any case. Certain developing coun-
tries, however, have indicated objections to any arrange-
ments which would shift disagreements between them-
selves and foreign firms into an international forum, or
which would require arbitration of disputes with the
proposed international investment insurance agency. As
they see it, it is for them as sovereign powers to determine
their relations with foreign firms. Objections have also
been raised to the proposed arrangements for sharing
voting power in the proposed agency between developed
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and developing countries. Certain developing countries
have objected to insurance arrangements, whether national
or multilateral, as casting a reflection on host countries,

71. The scheme that some developed countries had in
mind originally would have been financed by developed
countries alone. More recently, however, it has been sug-
gested that developing countries should also participate,
and bear some share of any losses. The main argument
advanced in favour of developing country participation
in loss-sharing is that it would reduce the risk of expro-
priation without adequate compensation ; but there is also
the feeling that, as a matter of principle, members of an
international agency oughti all to share in the obligations
as well as the benefits. Developing countries, on the other
hand, feel that it is the investor, not themselves, who is the

main beneficiary of an insurance scheme, and that it is
not for them to contribute to its costs. In addition, devel-
oping countries do not share in losses under any of the
national insurance schemes and therefore do not see why
they should have to share in losses under a multilateral
scheme, which, to a large extent, would merely under-
write the national schemes. It can also be argued that there
is something paradoxical in the suggestion that developing
countries should, in effect, take out insurance against
their own future actions.

72. Many countries, both developed and developing,
consider that developing country participation in loss-
sharing is not indispensable to the success of a multi-
lateral scheme, if such a scheme were in other respects
acceptable to the countries concerned.
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Introduction

1. The ideas that were embodied in the recommenda-
tion A.IV.23 concerning insurance and reinsurance
adopted by the first session of the United Nations Confer-
ence on Trade and Development® and resolution 13 (II)
concerning insurance adopted at the second session of the
Conference ? reflect an important advance in the under-
standing of the specific problems of developing countries
in this field. From these recommendations and the dis-
cussions held on this subject at the meetings of the Com-
mittee on Invisibles and Financing related to Trade, a
clear line of action emerges, including inter alia the follow-
ing goals: the establishment of a sound and efficient
national insurance market in every developing country,
the creation of national insurance and reinsurance institu-
tions, the reduction of the net outflow of foreign exchange
on account of insurance transactions and the promotion of
regional co-operation as one of the means of improving
the terms and conditions of international insurance
transactions,

2. The International Development Strategy adopted
by the General Assembly for the Second United Nations
Development Decade (General Assembly resolution
2626 (XXV)) sums up as follows the objectives as regards
insurance and reinsurance in developing countries:

1 For the full text, see Proceedings of the United Nations Confer-
ence on Trade and Development, vol. 1, Final Act and Report (United
Nations publication, Sales No. 64.ILB.11), p. 55.

2 For the full text, see Proceedings of the United Nations Confer-
ence on Trade and Development, Second Session, vol. I and Corr,1
and 3 and Add.1-2, Report and Annexes (United Nations publication,
Sales No. E.68.IL.D.14), p. 50.

Reduction in the cost of insurance and reinsurance for developing
countries, especially the foreign exchange cost, will be brought about
by appropriate measures, bearing in mind the risks involved, to
encourage and assist the growth of national insurance and reinsurance
markets in developing countries and the establishment to this end,
where appropriate, of institutions in these countries or at the regional
level.

3. In full conformity with these objectives, the secre-
tariat of UNCTAD, acting upon the specific requests of
the Committee on Invisibles and Financing related to
Trade, has completed several basic studies covering some
fundamental issues related to the establishment and the
development of national insurance markets in developing
countries. These studies deal with the general problems of
adequate insurance legislation and supervision, as well as
with the special questions of the investment of insurance
funds in the country where the premium income arises,
and insurance statistics. It has become clear that, in order
to encourage the establishment of sound and efficient
national insurance markets, governments of developing
countries must take the appropriate legislative and admin-
istrative actions to ensure more effective supervision and
to regulate the insurance operations which are transacted
in their territories by both national and foreign insurance
conceris.

4, The following three chapters present highlights of
the studies carried out by the secretariat of UNCTAD and
conclusions to be drawn from them—some of which were
formulated by expert groups, convened by the Secretary-
General of UNCTAD to review and comment on the
studies. These studies were considered by the Committee
on Invisibles and Financing related to Trade at its fifth
session, in connexion with item 7 (@) of its agenda. An
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account of the Committee’s deliberations on this subject
will be found in its report.®> The same report contains in
annex I the text of a draft resolution on insurance and
reinsurance which had becn submitted by the developing
countries and which the Committee decided to transmit
to the Conference for consideration,

Chapter I

Imsurance legislation and supervision
in developing countries *

5. As was stated by the Committee on Invisibles and
Financing related to Trade at its first session,® there is a
growing interest in a number of developing countries in
the matter of insurance legislation and supervision. This
interest is fully justified, for various reasons. First, insur-
ance supervision provides the policy-holders with a pro-
tection which is generally considered indispensable, A
relatively long period elapses between the time when the
policy-holders pay their premiums and the time when the
claims, arising out of risks covered by the policies, are
paid by the insurance concerns. At any given moment,
therefore, the latter are in possession of sums which they
will have to make available to the clarmants at some time
or other, but of which they temporarily have the use. The
insurance concerns have not always managed these funds
in a sufficiently responsible manner, with the result that
the Governments—for the first time in some developed
countries in the nineteenth century—have gradually been
compelled to intervene. At the outset, the measures taken
established certain requirements to provide minimum
financial guarantees and placed the concerns under some
degree of supervision. As insurance business expanded,
the supervision has become increasingly strict.

6. In fact, modern insurance supervision is no longer
understood as being a device to protect the interests of a
restricted group of insured, since insurance business pro-
gresses along with economic development and industrial-
ization 1o a point where the policy-holders tend to become
virtually identical with the national community as a whole.
State insurance supervision is, therefore, considered part
of the State’s responsibility on social and economic
grounds. To assume this responsibility seems all the more
necessary, particularly in the developing countries, as the
legislative and administrative measures embodied in that
supervision are essential for promoting the establishment,
in each country, of a sound and efficient national insur-
ance market, the existence and strength of which being, as
is pointed out in the UNCTAD recommendations, an
important requirement for the process of economic
development. In addition, because of the different prob-
lems confronting the developing countries, all the economic
sectors—in particular those which, like the insurance

* Official Records of the Trade and Development Board, Twelfth
Session, Supplement Ne. 2 (TD/B/395).

% See TD/B/C.3{84 and Add.l and 2 and Cosr.1, study by the
UNCTAD secretariat, and TD/B/C.3/90, report of the Expert
Group on Insurance Legislation and Supervision.

5 See the Committee’s report on the first part of its first session,
in Official Records of the Trade and Development Board, Third
Session, Supplement No. 3 (TD/B/42{Rev.1}, ammex I (b), para. 4.

sector, play an essential role in the collection of national
savings—should contribute effectively to the development
process. To ensure that they make this contribution, legis-
lative measures are needed designed to channel the insur-
ance funds and reserves to investment projects of national
interest. Adequate supervision, including the regulation of
the invesiment of insurance funds, also tends to reduce the
foreign exchange outflow which is inevitably provoked by
the insurance and reinsurance transactions with foreign
CONCerns.

7. 'The study on insurance legislation and supervision
in developing countries prepared by the UNCTAD
secretariat and the report prepared by an expert group
convened by the Secretary-General of UNCTAD in
July 1961% to comment on the study, indicate, on the
basis of a thorough review of the existing systems applied
in developing countries, a number of basic criteria to
which these systems should conforin.

8. The study of the existing systems of insurance super-
vision showed, as might have been expected, that most
developing countries—with some exceptions—are far from
having developed systems of supervision which fully meet
the objectives mentioned above, In some developing coun-
tries—especially those which became independens fairly
recently—insurance supervision either does not exist at all
as yet, or has entirely maintained the methods prescribed
by the former colonial Powers, tailored to satisfy the
regulations of the metropolitan authorities while the
specific local needs were disregarded. In other words, no
specific effort has been made by some developing countries
since their accession to independence to regulate properly
the insurance business transacted in their territories, with
the consequence that their national insurance markets are
not adequate and that their domestic insurance industry
does not find the necessary incentives to develop on a
sound basis.?

9. The insurance supervision in a number of devel-
oping countries has proved to be inadequate also as
regards the standards of solvency. In some cases these
standards are so strict that domestic insurers can hardly
afford to observe them, and the market is forced to remain
in foreign hands; in other cases they are too lenient, and
there the public may be reluctant to seek protection from
companies whose solvency is not always secure because
they are not efficiently supervised. Legislative measuyes
governing the investment of insurance funds are another
example of cases where the requirements of some devel-
oping countries fail to fulfil the specific conditions of
their capital market and where modifications could ensure
a better utilization of these funds in projects of national
interest, providing, at the same time, a better financial
security for policy-holders.

10. The main criteria according to which insurance
supervision should be carried out in order to be most

¢ See footnois 4 above,

? Inadequate measures may lead to a situation where the volume
of insurance business of a country increases more rapidly than
the absorptive capacity of its national insurance market and hence
to greaier dependence on foreign insurers and especially reinsurers.
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efficient in achieving the objectives of the developing
countries in this field are laid down by the Expert Group
as follows:

(@) Special emphasis should be laid on the super-
vision of the classes covering popular insurance, those
involving social aspects and long-term commitments.
Thus, life, small private property and third-party liability
insurance are important examples of what should be
the subject of particular supervision.

(b) Effecting insurance directly abroad, with insurers
not established in the country, should be forbidden in
principle. Only in cases where no cover can be provided
in the country might this practice be accepted as an
exception. This rule likewise calls for the promotion of
the national market, in order that an increasing num-
ber and more types of the national risks can be covered
in the country.

{c) Licensing of insurance concerns before they com-
mence business should be prescribed. In this context,
licensing does not mean a mere formal registration, but
should be preceded by a comprehensive pre-licensing
examination of the technical and economic conditions
of the concern, of its plan of business to be transacted in
the coming few years, of the technical skill and integrity
of its managers, and of its reinsurance arrangements.
Ample powers should be given to the authorities in
charge of insurance supervision to appraise all the gual-
ifications of insurance firms, to prevent untrustworthy
concerns and camoufiaged foreign interests (so-called
“front”™ companies and “strawmen”) from entering the
business.

(d) Specific laws should be enacted to regulate the
contractual relationship of insurance firms with policy-
holders. In the compulsory classes of insurance, there is
a conspicuous need for the standardization of the insu-
rance coniracts. In other classes of insurance, general
rules covering the most important terms and conditions
of the policies should also be laid down, and the policies
should be supervised by the authorities in order that
no obscure or ambiguous terms and no terms detrimental
to policy-holders should be introduced.

{e) The share capital and free reserves of the insurance
concerns should be sufficient to ensure adequate over-all
solvency, corresponding to the kind and volume of the
business transacted by the concerns and providing a
fair safeguard against adverse fluctuations of risks. The
amounts constituting these financial guarantees should,
in addition, be large enough te ensure a suitable level of
the company’s retention capacity, and so to provide the
basis for the strengthening of both the company and
the national market. However, excessive requirements as
regards the share capital could result in the increase of
the insurance costs and might, therefore, be detrimental
to policy-holders and to the national economy.

(/) Technical reserves should be evaluated as correctly
as possible and strictly verified. In general, the calculation
of the reserves should be based upon adequate extra-
polations (prospective methods), with due regard to
experience and observed trends. The setting up of tech-
nical reserves should in principle correspond to the
gross liabilities of direct insurance business without
deduction for the reinsured risks. Frequent checks on

the validity of “en bloc” rates of reserves are recom-
mended,

(g) The investment of insurance funds should satisfy
the main requirements of providing security for the
Habilities towards policy-holders and beneficiaries and
contributing to the supply of financial means for the
country’s most essential investment needs. These objec-
tives obviously require, as recommended by the Confer-
ence at ifs first session, that funds allocated to cover
the technical reserves and other complementary reserves
are invested in the country, this condition applying
irrespective of the nationality of the insurance concern,
To the classical criteria of security, profitability and
liquidity should be added that of diversification of the
investment portfolios. No speculative investment should
be accepted, but sound equities could qualify for inclu-
sion, The holding by an insurance company of shares
or participations in another enterprise should be kept
to 2 minimum so as to exclude all possibility of acquiring
a controlling interest in any outstde enterprise. Each
country should exercise considerable flexibility in making
regulations governing the choice of authorized invest-
ments for insurance concerns, The regulations should,
however, stipulate the two main requirements, namely
the security of the concerns and policy-holders and the
financial necessities of the country.

(i) Tariffs, costs, relnsurance agreements, accounting
and statistics, being the main elements of insurance
management, should all be subject to government
supervision, Tariffs, in particular, should not be either
uneconomically low (the chiei cause of insolvency) or
excessively high, particularly in the compulsory classes
of insurance. Investment income derived from assets
corresponding to the technical reserves should be taken
into account in the calculation of tariffs. Sales commis-
sions to agents and intermediaries shounld be commen-
surate with the services they offer to the public, Commis-
sions on the sale of compulsory classes of insurance
should be reduced to a minimum.

(i) The presence of a public or semi-public reinsur-
ance institution in a developing country, with provision
for the compulsory cession of business to that institution,
may provide an essential encouragement to the devel-
opment of a sound national insurance market and reduce
the foreign exchange outflow on account of reinsurance
transactions.

(/) Owing to the specific and very technical nature
of their duties, insurance supervisory authorities should
constitute an independent branch of the civil service,
at a high level, responsible directly to a high-ranking
government officer (Minister). These duties call for
competent personnel qualified in legal, economic, account-
ing and acfuarial matters. Special training facilities in
insurance and in supervision techniques should be
provided for such personnel. Co-operation among insur-
ance commissioners of different countries should provide
opportunities for exchanging experience and information.
The establishment of regional associations or of confer-
ences of insurance supervisors should be promoted.

11, In summing up, the importance for every devel-
oping country to regulate the insurance business trans-
acted in its territory by setting up a system of adequate



92 Volume III — Financing and invisibles

insurance supervision must be re-emphasized. It is
suggested, therefore that the Governments of developing
countries:

(1) examine, in the light of the conclusions of the
UNCTAD secretariat’s study and of the Expert
Group’s report, the extent to which their countries’
insurance legislation and supervision correspond to
the requirements of an adequate supervisory system;

take, if necessary, appropriate measures for improv-
ing the insurance legislation and supervision sys-
tems, for which purpose technical assistance may
be sought and obtained from the secretariat of
UNCTAD, within the framework of the United
Nations Development Programme (UNDP);

make full use of training facilities, to be provided
by the developed countries in insurance concerns
and in government supervisory authorities, as well
as by the UNCTAD secretariat within the frame-
work of UNDP, in order to build up an insurance
supervisory service staffed by persons competent to
carry out insurance supervision effectively;
establish regional or sub-regional co-operation
among their supervisory authorities with a view to
exchanging experience and information regarding
insurance supervision and harmonizing insurance
egislation.

@
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Chapter I

Investment of the technmical reserves of insurance concerns
in the country where the premium income arises 8

12, The report prepared by the UNCTAD secrstariat
on the subject ® indicates the need for the investment
of technical reserves in the country where the premium
income arises. It is universally recognized that the
technical reserves of insurance concerns, which de facto
represent the value of the concerns’ current commit-
ments towards their policy-holders and third party
beneficiaries, play an important economic role in that
they lead to the accumulation of large sums for investiment
in the countries’ economies. In view of the general
scarcity of capital in the developing countries, the technical
reserves of insurance concerns are of vital importance in
these countries. Desiring to enable these countries to
benefit from the insurance funds, the Conference recom-
mended at its first session that “technical reserves and
guarantee deposits of insurance and reinsurance com-
panies or institutions should be invested in the country
where the preminm income arises”. *

13. However, an investigation carried out by the
UNCTAD secretariat for the Committee on Invisibles
and Financing related to Trade to determine to what
extent that recomumendation is being put into effect
shows that as yet only relatively few developing countries
have taken action to apply the principle of the invest-
ment of technical reserves of insurance concerns in the
country where the premium income arises. In its new
study, the UNCTAD secretariat has sought to spell

8 See TD/B{C.3/87 and Corr.1,

* See Proceedings of the United Nations Conference on Trade and
Development, vol.1, Final Aet and Report ..., Annex A.IV.23, p. 55.

out as clearly as possible the technical aspects and
practical modalities of implementation of the recom-
mendation, hoping to promote in this way its imple-
mentation by all developing countries,

14, The principle that technical reserves should be
invested in the country where the premium income
arises is by no means new. In fact, the practice
of localizing the technical reserves of each national
portfolio has long been observed in very many industrial-
ized countries. However, the application of the principle
is not uniform in all these countries and presents certain
technical difficulties, some of them connected with the
definition and valuation of technical reserves and others
with the investment and supervision of the corresponding
funds.

15. In other words, in order that technical reserves
may be invested in a suitable manner, in the country
where the premium income arises, with maximum benefit
and without endangering the primary function of insur-
ance (the covering of risks with absolute security and at
a reasonable cost), it is essential to take due account of
a number of factors, of which the most important are:

(g) The nature of the technical reserves of insurance
concerns;
(&) The correct evaluation of technical reserves;

{¢) Reserves with or without deduction for reinsur-
ance;

{d) The type of investment suitable for insurance
purposes;

(¢} The correct evaluation of investments;

(f) The practical application of the principle.

16. The mathematical reserves in life insurance and
the reserves for unexpired risks and reserves for oui-
standing claims in non-life insurance are the three main
forms of technical reserves and are generally regarded
as the classical technical reserves. Provided that they
have been properly valued, these three reserves should
normally suffice to cover the whole of an insurance con-
cern’s current commitments arising from the risks of
its portfolio. Generally speaking, if they employ tradi-
tiona! methods of calculating the three types of technical
reserves mentioned above (except, perhaps, in some
cases regarding the reserves for outstanding claims)
insurance concerns are unlikely to experience any exireme
difficuities in evaluating correctly their pending liabilities.

17. The main characteristics of investments which
are suitable for insurance purposes are the subject of
another clause in the aforesaid recommendation of the
fiest Conference which provides that “adequate condi-
tions of security, liquidity and income must... be assured”,
in order that investments should be made in the couniry
where the premium income arises. The above guidelines,
as well as the rule that investment risks must not be
allowed to accumulate, must be strictly observed by ull
insurance concerns which, at the same time, should
also ensure that their funds are invested in a manner
beneficial to the national economy,

18. In order to verify at any given moment the
observance by an insurance concern of the recommenda-
tion that technical reserves should be invested in the
country where the premium income arises, the following
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procedure should be followed: first, the evalyation of
the technical reserves must be verified; next, the list of
investments serving as cover for the reserves must be
checked to ensure that the investments satisfy local
requirements; and lastly, a check must be made to ensure
that the investments shown on the list are actually located
in the country and are owned by its insurance concerns.

19. In conclusion, the study suggest that:

(1) Governments of developing countries should con-
sider, in the light of this report, the extent to which
they have implemented the recommendation that the
technical reserves of insurance concerns should be
invested in the country where the premium income
arises;

the same Governments should inform the UNCTAD
secretariat as soon as possible about the progress
made in implementing the said recommendation in
their countries and about any further measures they
may centemplate with a view to improving the
present situation;

the secretariat should make available to developing
countries, upon request, any assistance they may
need in connexion with the implementation of the
recomimendation;

the secretariat should report to the Committee on
Invisibles and Financing related to Trade, at its
sixth session, on the implementation of the recom-
mendation by the developing countries.

@
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Chapter IT
Unified international system of insuramce statistics 10

20. Already at its first session the Conference noted
the shortage of reliable statistics of invisible transactions
generally, and move specifically called for the adoption of
uniform criteria for the compilation of the statistics
of insurance f{ransactions.* And the Committee on
Invisibles and Financing related to Trade, in the pro-
gramme of work adopted at its first session,!® referred to
the desirability of working out minimum statistical
standards and definitions and preparing meaningful and
internationally comparable statistics of insurance trans-
actions, with specific reference to the possibility of
assessing the influence of international insurance trans-
actions on the balance of payments of developing coun-
tries.

21. Besides their specific relevance to the problem
of the balance of payments, insurance statistics have
other important and fundamental functions, both at the
company and at the national level. At the level of the
individual insurance undertakings the insurance statistics
constitute the technical background for their operations
and are at the same time a majorx tool for the supervision
of the undertakings by the insurance supervisory author-

W See Esigbfishment of a Unified Imternational System of Insur-
ance Statistics: Report by the UNCTAD secrerariat (United Nations
publication, Sates No. E.72.1L.D.9).

11 See Proceedings of the United Nations Conference on Trade and
Development, vol. I, Final Act and Report ..., Annex A.IV.23,
p. 55.

12 Official Records of the Trade and Development Board, Third
Session, Supplement No. 3 (TD{Bf42/Rev.1), annex L

ity, in particular as regards the control of their financial
status and solvency. Such statistical information usually
follows very closely the business records and accounts
of an insurance undertaking which are, in turn, a source
for the preparation of the annual accounts of the under-
taking and official returns to be submitted to the super-
visory authority.

22. At the national level, insurance statistics provide
the means of carrying out a comprehensive analysis of
the structure and the state of the national insuramce
market and also give a good deal of technical information
about the conduct and the resulis of the insurance
transactions. According to the degree of detail of the
statistical information collected and compiled, annual
nation-wide statistics make it possible to assess, for the
whole country, the volume of the insurance business
concluded by all undertakings operating in it and so to
determine the size of the country’s insurance market,
its structure (e.g. domestic and foreign enterprises), its
efficiency as a provider of insurance cover, its role in
the saving of funds and its contribution to the country’s
development through investments in the national econ-
omy. Furthermore, conclusions can be drawn from the
statistical data as to the influence of international insur-
ance transactions on the country’s balance of payments,
On the technical side such statistics give an insight into
the functioning of the market and its strength or weak-
ness. They show the technical results of the insurance
operations for the market on average and in every
individual class of insurance transactions for which the
separate data are provided. For a proper fulfiiment of
all these purposes it is, of course, important that all the
insurance undertakings provide the basic information on
an identical or at least on a fully comparable basis and
that adequate means are available for collating such
market information.

23. Compiled consistently over a period of years,
such statistical information would reflect the develop-
ment and evolution of the market and so permit the
periodic adjustment of the regulations governing the
insurance business in a particular developing country
with a view to building and strengthening its national
insurance market and guiding the econmomic activities
of the insurance industry in such a way that they best
serve the country’s economic development.

24, All these essential aspects and requirements are
taken into account in the UNCTAD secretariat’s recent
study of this subject,!® prepared with the assistance of
a group of experts convened by the Secretary-General
of UNCTAD in Geneva from 7 to 15 October 1970.

25, The core of the recommended unified system of
insurance statistics is what is called in the report “the
national monograph”, to be prepared by the supervisory
authority of each country on the basis of the statistical
information received from the individuval insurance under-
takings. But a unified presentation of statistical informa-
tion at the national level has to be preceded, first by the
standardization of the primary elements of the system, and
secondly, by the definition of the basic notions on which
the whole system rests. Accordingly, the recommended

¥ See note 10 above,
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system has as its primary source of information the tradi-
tional forms of the business records, namely the profit and
loss account and the balance sheet, which are kept and
maintained by every insurance undertaking in the normal
course of its business, The major problem here was how to
overcome the differences in practices existing not only
among various couniries, which arise mostly from the
conceptual, legislative and supervisory approaches, but
also the differences, although of a minor nature, in
methods and practices of recording and accounting of
individual companies,

26. As a first approach to the unification of the pri-
mary sources of information it was decided, therefore, to
work out a unified break-down of all the primary elements
or items which are relevant to the profit and loss account
in this broad sense, both on the income and on the expen-
diture sides, and agree upon the classification of all the
items of assets and liabilities for the balance sheet.

27. Having specified the minimum initial require-
ments, the system provides for two sets of series, one for
the unse of the insurance undertakings producing the basic
data, and the other for the supervisory authority prepar-
ing the national monograph. It should be emphasized at
this stage that the collection of the series designed for the
undertakings should be carried out in a comprehensive
manner, so that all types of undertakings dealing with
insurance are included in the national monograph. Conse-
quently each and every undertaking would be required to
fill in a set of forms which have been worked out for the
purpose and accompany them with explanations, if
required.

28. The second set of forms is designed for the national
monograph. It follows precisely the nomenclature of the
original items in the individvual undertakings’ forms with
regard to both the elements of the profit and loss account
and the technical results. The first important series
includes the forms showing the trading results of the
national portfolio, and provides three separate columns
of figures for the gross direct business and the net retained
business for each type of insurance concern: State institu-
tions, domestic private undertakings* foreign branch
offices and agencies, with subdivisions into life insurance
and all other classes of business. The technical results for
direct business on the basis of gross figures in each class of
business are further elaborated by means of a special set
of forms, Twe further tables are provided, one showing the
technical reserves of the national portfolio together with
data on the paid-up capital and the free reserves of the
insurance undertakings operating in the country, and the
other giving an analysis of the types of investments shown
it the balance sheet divided into types of insurance under-
takings and indicating whether the investment is made in
domestic or in foreign assets.

29. As the unified international system of insurance
statistics is designed principally for developing countries,
it was considered especially important that it should lay
down only the minimum requirements for the compilation
of the statistical tables, with a view to reducing to a bare
minimum the costs of its introduction. As a matter of

¥ With an optional additional classification into genuinely
domestic and foreign-owned companies (subsidiaries).

fact, many countries, especially the developed market
economy countries, and some developing countries whose
insurance markets are in an advanced stage of develop-
ment, would have to make only minor adjustments in their
existing arrangements to conform to the proposed new
system. There is, however, a larger group of developing
countries whose mational statistical systems are either
non-existent or inadequate, These countries would have to
cope with the problem in any case. If, therefore, they can
commence the necessary work in the knowledge that the
vesults of their efforts will be in line with internationally
acceptable standards, they would not only be encouraged
to follow the recommended course of action more ener-
getically, but may also hope to achieve their purpese with
less expense than they would have incurred, if they had
undertaken it individually.

30. Even though this is only & minimum system and
can be considered as the first step towards bringing closer
together the conceptual approaches of various insurance
markets of the world, it is sufficient for an analysis of the
insurance market and for the effective supervision of its
operations. Further, the meaningful and comparable data
covering the operations of the national markets and mea-
suring the impact of the international insurance trans-
actions, including those of reinsurance, will make it
possible to quantify these activities on an international
scale and to measure their economic impact. In fact, the
matn innovation of the unified international system of
insurance statistics is the clear-cut separation in reporting
the insurance business underwritten by the domestic
sector and the foreign sector of the national insurance
market as well as the business which goes directly abroad
or originates from abroad. This innovation meets the
most important requirement of developing countries as
expressed in UNCTAD resolutions divected at the devel-
opment and strengthening of the national insurance
markets in developing countries and the objectives of the
Second Development Decade (see paragraph 2 above).

31. Developing countries, by using the proposed
unified international system of insurance statistics, would
be able not only to know their insurance market better,
but alse to work out and take all the necessary measures
to regulate that market so that it would best serve the
insured and the process of economic development. They
will also benefit by having comparable data about insur-
ance markets of other countries. It should therefore be
recommended that the Governments of the member
countries of UNCTAD, in particular of the developing
countries:

(1) introduce the unified international system of insur-
ance statistics as proposed in document TD/B/C.3/85
or, where appropriate, adapt their present system of
Insurance statistics in order to make it compatible
with that unified system;

make use, if necessary, of the technical assistance
which could be provided by the UNCTAD secretariat
in this connexion, as far as developing countries are
concerned, within the framework of UNDP;
inform in due course the UNCTAD secretariat of the
implementation of this recommendation in their
countries, so that the secretariat can report to the
appropriate UNCTAD bodies.

@)
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Introduction

1. The UNCTAD secretariat prepared a report
entitled Elements of tourism policy in developing countries
(TD/B/C.3/89/Rev.1} in the context of the work pro-
gramme on tourism adopted by the Committee on Invis-
ibles and Financing related to Trade at its first session.
That programme emphasized the need for research into
the economic aspects of tourism and for the formulation
of appropriate policies.

2. In conjunction with the four country studies, on
Israel, Greece, Mexico and Yugoslavia (TD/B/C.3/89/
Add.1-4}, the report attempted to throw some light on the
economic significance of tourism, especially for developing
countries (including in particular its contribution to the
balance of payments), and discussed some of the principal
elements to be taken into account in the planning and
development of tourism, The discussion and conclusions
constituted no more than a first and {entative approach
to a subject concerning which there is as yet little special-
ized literature and no recognized methodology, but it was
hoped that the document might assist developing coun-
tries in dealing with the complex problems of planning and
policy formation in connexion with the development of
tourism. The report has been submitted, together with an
UNCTAD secretariat report on tourism statistics,? to the
Committee on Invisibles and Financing related to Trade
at its fifth session.

3. Necessarily, the present condensed version of the
study does not include the considerable amount of statis-
tical and other factual material cited in support of the
arguments presented; neither does it include the detailed
qualifications te general statements or a discussion of
limitations regarding the statistical information available.
For a full appreciation it should therefore be read in con-
junction with the detailed study referred to above.

Chapter T

The evolution of international tourism and its significance
for developing countries

A. THE PAST GROWTH OF INTERNATIONAL TOURISM

4, The volume of world tourism, as measured by the
aggregate number of arrivals of tourists, rose by 10 per
cent annually between 1958 and 1970. Receipts from inter-
national tourism grew at a corresponding rate and some-
what faster than world (merchandise) exports (respectively
10.2 per cent and 9.3 per cent annually). However, it seems
that the growth of receipts from tourism was distinctly
faster than that of world exports in the first part of the
period than it was in the second part,

5. As regards specifically the developing countries,
their exports {excluding petroleum) rose by 7.6 per cent
annually between 1960 and 1968, whereas their receipts
from tourism increased at an annual rate of 11 per cent
(which compares with a growth of 9 per cent in world

* United Nations publication, Sales No. E.73.ILD.3.

t Guidelines for tourism statistics (United Nations publication,
Sales No. E.71.ILD.9). See also the annex to the present document.

receipts from tourism).? The share of developing countries
in world receipts from tourism has been generally around
20 per cent and compares favourably with their share in
world exports which (if petroleum exports are again
excluded) has in fact been declining continuously, from
15.4 per cent in 1960 to 12.2 per cent inn 1968.

6. Receipts from tourism figure prominently in the
balance of payments of some developing countries, such
as Mexico, where they account for half or more of total
current foreign exchange earnings, and in several island
economies. There are others, such as Kenya and Tunisia,
where tourism has made important strides and become a
leading source of export revenue. In many others tourism
is a relatively unimportant itern in the balance of payments,
often accounting for less than 1 per cent of total current
foreign exchange earnings, and during the 1970s is likely
to remain so, in view of the potential growth of other
sources of foreign exchange earnings also.

B. THE PROSPECTIVE GROWTH OF
INTERNATIONAL TOURISM

7. It is quite possible that the growth of international
tourism in the 1970s may be rather slower than that
experienced during the 1960s, or even during the latter
half of that decade, but there is every reason to suppose
that the various factors underlying the growth of travel
in the past will continue to operate, even if less strongly.
Some of these factors are largely beyond the control of a
receiving country, since they are related to conditions in
the countries of origin of visitors which, while they
influence the over-all volume of foreign travel, scarcely
affect its geographical pattern. Examples are the rise in
real income in the developed countries, which (for any
given level of per capita travel expenditure) brings foreign
travel within the reach of more people, the relatively high
income elasticity of expenditure on foreign travel, longer
and more frequent paid holidays, the spread of education
{which stimulates greater interest in foreign places and
cultures), etc,

8. Perhaps foremost among the factors affecting the
nature and geographical pattern of travel are improve-
ments in air transport and the increase in travel by private
car. Besides favouring countries within driving distance
from the main markets, use of the car has encouraged
newer forms of tourism and accommeodation such as
camping, motels, holiday villages and other types of
supplementary accommodation, as well as the spread of
tourism to new localities.?

¢ Sources: (IUOTQ), Mnternarional Travel Statistics (various issues)
and Technical Builetin BT/TS{1/69, February 1969; UNCTAD,
Handbeok of International Trade and Development Statistics 1969 and
Supplement 1970, In the figure cited above Spain is not included
among the developing countries. The inclusion or exclusion of Spain
makes a considerably greater difference to the results than when most
other items of world trade are considered, since Spain is among the
leading countries in terms of both the absolute vaiue of foreign
exchange earnings from tourism and of their growth since 1960, If
Spain is included among developing countries, those countries
accounted for about 28 per cent of world receipts from tourism in
1968, against roughly 22 per cent in 1960,

* The factors affecting the geographical pattern of tourism have
not been considered in detail in the UNCTAD secretariat’s report.
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9. For longer distances the progress of civil aviation
(reduction in travel time and the greater number and
frequency of direct flights) has been a major influence on
travel. Although the basic level of zir fares has undergone
little change in absolute terms, the relative cost of air
passenger travel has fallen,

10. Many developing countries are bound to depend
mainly on air travel for their tourist traffic, as they are far
from the countries of residence of the bulk of their visitors.
For these countries the expansion of tourism depends
(apart from such factors as economic growth in developed
countries) on how far basic air fares can be brought down
or prevented from rising, the extent to which scheduled
carriers concede reductions as part of inclusive tours or of
other arrangements, and policies applied in developed,
but also in developing countries, in respect of unscheduled
services (charters).

11. Various studies and estimates suggest that the
total volume of air passenger travel (including domestic
travel) should grow at rates not much belowthose achieved
between 1958 and 1969, with a continued relatively faster
expansion of inclusive tours within the total. Estimates of
the prospective over-all growth of international tourism
suggest that an increase of about 5 per cent a year in world
arrivals during the 1970s is a realistic, but by no means
unduly optimistic, assessment of the future.5

12, It is somewhat less certain whether the growth of
real income and possible falls in the relative cost of (long-
distance) air travel will be of proportionately greater bene-
fit to developing countries than to the developed ones,
since cheaper trans-Atlantic, trans-Pacific and other inter-
continental fares would stimulate two-way traffic among
developed countries as well, Past trends suggest, however,
that developing countries as a whole should be able at
least to preserve their share of the world market, if not
to enlarge it.

Chapter 1T
Tourism and the National Economy
A. TOURISM AS A SOURCE OF FOREIGN EXCHANGE

1. Net foreign exchange rveceipts and the imporf content
of visitor expenditure

13. Figures of gross receipts from tourism overstate
the true gain to the balance of payments, since the provi-
sion of goods and services for visitors necessitates imports
of current inputs of goods and services, as well as of
capital goods. In considering the impact of international
tourism on the balance of payments of a country, the
relevant question is whether or not there would have been
similar inflows and outflows of foreign exchange in the
absence of foreign tourism. Particularly in the case of
investment, this question is not easy to answer, since hotels
and other amenities {(including the infrastructure) do not
serve foreign visitors exclusively but serve also the resident
population.

! For further reference to these estimates see Elements of tolrism
policy in developing countries, para. 32.

14. The most important debits in the balance of pay-
ments on current account which are associated with
tourism and which would not otherwise be incurred are
discussed below.

(a) Imported goods and services consumed by visitors

15. These include not only those imported directly
but also those which, though produced domestically,
involve the import of raw materials or semi-finished pro-
ducts for further processing. The intermediate goods
imported by domestic producers in connexion with that
part of their output which is sold to the tourist sector for
consumption by visitors are considered as “indirect”
imports.

(b) Factor payments abroad

16. ‘These constitute an ouiflow of foreign exchange on
current account in connexion with commissions to travel
agents and tour operators, with management fees to
foreign concerns, with profits and other income earned by
non-resident companies or individuals, and with the
remuneration of expatriate staff of hotels and other
establishments and of foreign artists and entertainers, etc.

17. Other items which might gqualify are expenditure
by official bodies on publicity abroad, imports of capital
goods in connexion with accommeodation and other tourist
amenities, and imports of consumer goods for the resident
population that in one way or another result from the
presence of tourists in the country.

18. 1In the following discussion only items (a) and (b)
above have been taken into consideration. For two coun-
tries (Iscael and Kenya) and for the State of Hawaii it was
possible to examine the import content both of the total
expenditure of visitors and of the output of different sectors
selling directly to visitors. The results of this examination
suggest that the hotel sector has a somewhat lower import
content of output than other sectors of the economy, and
that for sectors selling souvenir articles and other goods to
visitors the import content is relatively high,

19. In three of the countries covered by the studies of
the UNCTAD secretariat, however (Greece, Mexico and
Yugoslavia), the ratio appeared to be rather low {and in
Yugoslavia very low). From the limited evidence it might
therefore be tentatively concluded that in island economies
(such as those in the Caribbean) and in the Mediterranean
net foreign exchange proceeds from foreign tourism gen-
erally range from 50 per cent to 70 per cent of the gross
receipts, while in other developing countries the propor-
tion may well be rather higher—perhaps 70-80 per cent,
and even move in countries which are able to supply all
but the luxury type of consumer goods from domestic
output.

20. It would also appear that, expressed as a propos-
tion of gross receipts from. tonrism, the foreign exchange
outlay on imports is relatively smaller than in the case of
many other exports, or at any rate not above the average
for exports. The reason is mainly that, apart from food and
certain other items, visitor expenditure makes an impact
primarily on service trades, perhaps greater than that of
the consumption of residents and certainly greater than
commeodity exports in general.
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2. Imports of capital goods for tourism

21. Because of the general foreign exchange constraint,
most developing countries are necessarily concerned with
the cost of essential imports for investment, whether for
tourism or for other purposes. In the same way as for
current inputs, the import content of the investment in
tourism is dependent upon the country’s general economic
structure and the breadth of the domestic industrial base.
It is also related to the quality of tourism, since the better
the hotel the greater will be the demand for equipment and
fittings that are not yet manufactured locally at all or in
the appropriate quality.

22. Available estimates, besides being confined gener-
ally to hotels, usually take account only of direct imports,
but on this basis inter-country differences tend to be as
great as for the import content of current inputs (with a
high dependence on imports again in island economies).
There are also grounds for concluding (partly from the
data in the UNCTAD secretariat studies of Greece and
Yugoslavia) that the ratio of imports to output for
tourism (as represented by the hotel sector) is lower than
for many other sectors. Furthermore, as developing
countries gradually broaden their industrial base, it
should be possible to reduce the import content of invest-
ment in hotels by greater recourse to domestically pro-
duced goods such as furniture and fittings, as well as cer-
tain building materials.

23. This foreign exchange cost can in any case be
recouped in a relatively short time. For high-class hotels
roughly three units of gross fixed investment are necessary
to earn annually one unit (gross) of foreign exchange. If it
is assumed that as much as half the investment has a
foreign exchange cost and that net annual receipts of the
hotels built are 80 per cent of the gross, the original foreign
exchange outlay is recovered in slightly under two years
(excluding the gestation period of the investment); and
even if as much as 40 per cent of gross receipts leak out of
the country, less than four years are required. This tends
to limit the impact of investment on the current balance
of payvments.

3. Net foreign exchange returns

24. It is relevant to consider returns on investment in
tourism in terms of the net amount of foreign exchange
earned (in the sense described above) per unit of invest-
ment. Comparisons can be made with other sectors, mak-
ing allowance for different shares of exportsintotal cutput.
A comparison of this kind was made for Yugoslavia, from
which it appeared that for the hotel sector the capital
required per unit of net foreign exchange earned was one
of the lowest for any sector, even in comparison with
sectors exporting a similar portion of their output. A recent
study in Kenya came to similar conclusions, as does also
the application of the vardstick used in Israel of the
“price of the dollar™.® i would thus seem that tourism can

¢ This is the local currency cost of a net dollar of exports. The cost
in national currency of domestic resources used in producing the
export commodity (i.e. excluding the equivalent in national currency
of the foreign exchange cost of imported inputs) is related to net
foreign currency earnings (gross earnings less the foreign exchange

be not only an important, but perhaps also a relatively
efficient, earner of foreign exchange,

B, INCOME AND EMPLOYMENT GENERATED
BY TOURISM

1. Contribution of tourism to domestic product

25, Valid international comparisons of the contribu-
tion which international tourism makes to national pro-
duct necessitate knowing at least the import content of
visitor expenditure or measuring in other ways the value
added by tourism. In the four countries studied by the
UNCTAD secretariat it can be concleded that, very
roughly, the contribution of international tourism to
national product ranged from 1 per cent to 3 per cent. The
proportions are very much higher in island economies,
being, for example, of the order of 15 per cent in Trinidad
and Tobago, over 20 per cent in Antigua, and as much as
45 per cent in the Bahamas.

2. Multiplier effects of visitor expenditure

26, Like an increase in a number of other kinds of
expenditure (such as an increase in expenditure on invest-
ment, exports and government consumption), a rise in
expenditure by visitors has multiplier effects—that is to
say, by the time the effects of the increased expenditure
have worked through the economic system, there is a total
increase in income larger than the increase immediately
resulting from the higher expenditure of visitors.

27. Some supporters of the view that developing coun-
tries should promote tourism as a means of raising national
income lay much stress on these multiplier effects, but it is
sometimes overlooked that they are only one ¢lement in
the whole picture, and since other forms of expenditure
have similar effects, undue importance should not be
attached to this one element. Moreover, although dif-
ferences among countries in the size of the multiplier are
normal (mainly because of differing degrees of import
dependence), there is confusion in the literature concerning
the “tourist multiplier” owing to the indiscriminate use of
terms having different meanings. Sometimes the expression
is used to refer to the number of transactions made before
the effects of successive rounds of expenditure are ex-
hausted; semetimes it is used to refer to the ultimate
effects on “income”, “turnover” and “economic activity”,
without it being made explicit whether this is understood
to mean national income or some other concept.

3. Investment and output for tourism

28. Although capital-output ratios are only a crude
means of measuring the productivity of investment, it is
worthwhile to examine whether, in addition to ifs appar-
ent efficiency as an earner of foreign exchange, tourism
requires relatively little or much capital per unit of domes-
tic product generated. The available evidence is far too
limited to permit any firm conclusion to be drawn, and

cost of imports), The higher the “price” or cost of the dollar for a
particular product the smaller is its relative advantage as an ¢arner
of foreign exchange,
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there is clearly a need for much more research, in which
precisely what is included in investment and in output is
made explicit. In the UNCTAD secretariat’s study of
Yugoslavia, it was concluded that the ratio for the hotel
and catering sector appeared somewhat higher than that
for the economy as a whole and for several industrial
sectors. On the other hand, rough calculations made in
one independent research study for Kenya suggest that
the incremental capital-output ratio is not above the
national average, being much the same as for agriculture
and for the monetary economy as a whole, and distinctly
lower than that for industry.

4.  Governmens revenue from international fourism

29. Some of the factor income (i.e. the remuneration
of labour and capital) generated by the expenditure of
visitors acorues to the Government as direct or indirect
taxes. Where tourism bulks large in the formation of the
domestic product, it tends also to contribute a high share
of total tax revenue. In such cases the tourism sector is apt
to be one of the principal sources of development financ-
ing. The importance of tourism as a source of tax revenue
in most countries should not, however, be exaggerated,
In any event, such benefits constitute only one of several
elements to be considered in evaluating the contribution
of tourism to the economy. Although other implications
(for the balance of payments and in other respects) might
follow, the same net revenue may often be obtainable by
an alternative use of resources or by changes in taxation
affecting residents.?

30. Furthermore, a simple comparison of government
revenue from tourism with government outlays on pub-
licity and similar expenditure ignores the many other costs
to the public sector that are involved in providing road and
airport services to visitors, other public transport, as well
as public utility services (electricity, water, sewage, etc.),
which would not otherwise be required. A recent study of
tourism in Hawaii confirmed that there was a net benefit
to the public sector, even when these additional costs were
taken into account.® Benefit-cost ratios were found to be
positive for all the groups of visitors distinguished, even
on the least favourable assumptions regarding the propor-
tion of immigrants in future increments of the hotel
labour force and of tax revenue in total receipts from
tourism. The ratios also tended fo rise with the size of
visitor income.®

? Assuming that net foreign exchange receipts would be unchanged
as a consequence, this argument can also be raised with regard to
tourism’s contribution to domestic product—i.e. that there is a net
benefit to the economy from tourism only in so far as labour and
other factors of production earn higher incomes than if they would
otherwise be engaged in other activities or remain unemployed. For
a fuller discussion see Frank Mitchell, “Integration of tourism in the
Plan: Assessing the value of tourism™, The 1969 UNECA{Dag
Hammarskjold seminar on the development and promotion of tourism
in Africa. Lectures (Uppsala, Dag Hammarskjold Fouondation,
February 1970), Part L.

2 The Visiror Industry and Hawaii's Fconomy: A Cost-benefit
Analysis, prepared for the State of Hawaii Department of Planning
and Economic Development, Mathematica, Princeton, New Jersey,
February 1970.

? The minimum ratio was 2.8—i.e, in the least favourable case the
State received 2.8 times as much from each visitor as it spent on
public services for him,

31. It would seem from this study of conditions in
Hawaii that, even if the infrastructure costs are relatively
heavy, only in an extreme situation might the over-all
cost to the Government exceed the benefits acoruing to it
in the form of tax revenue. Such a situation might raise
doubts about the advisability of developing tourism,
though its subsidization {effectively by other sectors of the
econemy) might still be justified if the balance-of-payments
and other benefits to the economy were particularly large.

5. Tourism as a generator of employment

32, The contribution of tourism to income generation
is broadly similar to its contribution to employment. For
example, it is relatively small in Israel, Greece and
Yugoslavia and much greater in islands, such as those
in the Carribbean.

33, The data examined by the UNCTAD secretariat
do not generally measure the full extent of tourism-
induced employment since they exclude employment
generated in the tourist-supplying sectors and other
indirect employment effects (for example, on the cons-
truction industry). A fuller assessment calls for penetrating
research at the national level. In the present inadequate
state of knowledge it seems that the indirect impact on
employment could be as great as the direct impact.

34. It is not entirely clear from the evidence whether
the tourism sector is a relatively labour-intensive one
(i.e. whether it creates relatively high employment per
unit of capital invested or per unit of tourism-induced
domestic product). The data for Israel and Yugoslavia,
for example, did not suggest that tourism was a partic-
ularly labour-intensive activity, and in Hawaii no clear
interpretation could be put on them. In Kenya, on the
other hand, tourism does appear to be somewhat more
labour-intensive than private-sector activities as a
whole 10

35. Whether or not tourism is relatively labour-
intensive, it often brings employment (and supplemen-
tary income)} to less developed regions of a country.
Indeed, in some regions, or at least in resort areas within
them, it can become the main economic prop, on which
a large part of the resident population depends directly
or indirectly. Even when a significant portion of total
visitor nights is spent in urban or other relatively more
developed areas, the indirect effects may spread in some
degree to other areas.

1 One difficulty of analysis is that data generally relate to hotels,
which are almost certaintly the mosi capital-intensive part of the
tourist sector. Comparisons with other sectors would no doubt be
more favourable if other service industries associated with tourism,
for which relatively little capital is required, were also taken into
consideration,

Although the impact on employment and income increases with
the average daily expenditure of visitors, it must be viewed ia relation
to the greater investment cost of hotels and other amenities that the
higher-spending visitor uses. A subject which would merit investiga-
tion in countries where importance is attached to the employment
effects of tourism is the relative size of the employment created per
unit of investment for, or per unit of domestic product generated by,
different categories of visitors,
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Chapter Il
Policies and institutions for tourism

36, Given its significance to the economy in many
cases, Governments seeking to promote tourism should
frame suitable policies, as they do for other sectors.
Where appropriate, they should infegrate tourism into
their general economic and social planning, and at the
very least consider whether the general policy measures
applied to the economy, and the associated institutional
framework, are adequate for the particular case of tourism.
As a service activity, tourism has generally taken second
place in economic planning, after productive sectors
such as agriculture and manufacturing.

37. The studies undertaken by the UNCTAD secre-
tariat show that, as a general rule, the authorities were
not sufficiently prepared for, and indeed were surprised
at, the great upsurge of travel to their countries, and their
own programmes nearly always lagged behind the pro-
gress of private initiative. Lack of, or insufficient, co-ordi-
nation by the authorities of the activities of the main
tourist industries (hotels and transport) and related
services, and recourse to only fragmentary and unsystem-
atic programmes, appear to have been common features
at the initial stages of the development of tourism, and
it is only in recently formulated development programmes
that a more comprehensive approach is evident.

A. PUBLIC POLICIES FOR TOURISM
1. Investment by the State

38. On the whole, it seems that private interests have
been mainly attracted to the most popular and well-estab-
lished localities and regions, where the commercial risks
were smaller and the chances of quick gain greater. They
have been less adventurous in pioneering and opening
up new areas without some form of incentive. Hence,
the State itself may find it desirable to undertake invest-
ment where private interest is lacking—at least until, by
the success of its own example, such interest can be
awakened.

39. Direct State investment played an important
role in Greece until the mid-1950s, and in Tunisia most
investment in hotels was carried out by the public author-
ities when the development of tourism first became an
official objective in the early 1950s, Progressively, however,
private investors have taken over and now account for
the major share. Another form of investment by the State
is participation in joint ventures with private investors.
Particularly at the early stages of a tourism development
programme, such egmity participation by the State
(generally a minority one), whereby a public agency
takes the initiative in seeking out private investors, can
increase the confidence of the private sector, while at
the same time it is a means for the Government to influ-
ence the pattern of investment.

2. Incentives for private investment

40. Because the returns on hotel investment are
uncertain and give rise to problems of financing (partic-
ularly on account of the high share of short-term funds
in total loan capital and of a possibly inadequate cash

flow), it may not be inappropriate to provide various
kinds of incentive to private investment. However, due
regard must be had to their cost in terms of tax revenue
forgone and of the budgetary and other resources which
could—in the absence of fiscal concessions—have been
devoted to other purposes. The possible benefits must
be carefully examined before particular measures are
approved, so as to ensure that the extent of the fiscal
or other concessions is fully justified.

41. The most widespread form of assistance to the
tourist industry is the provision of credit, since one of
the principal difficulties facing hotel investors is the
obtaining of loan capital on suitable terms, especially
as regards the repayment period and the rate of interest,
in a way which preserves a satisfactory debt-equity ratio.

42. Since new hotels, especially if situated in less
well-known regions, experience particular financial dif-
ficulty in the initial years of operation (before they reach
satisfactory occupancy rates), official credit schemes
often include provision for a grace period before repay-
ment begins. The terms can also be differentiated in favour
of those regions where it is desired to stimulate invest-
ment. In this way, tco, public loans need not be provided
for projects in regions where investors can obtain finance
with relative ease from private sources. The rate of
interest to be charged is a matter which should be consid-
ered in the light of market conditions and of loan facilities
granted to other sectors of the economy. Though cir-
cumstances vary from country to country, a subsidized
rate of interest may be a less important feature than the
fong-term nature and other conditions of the loan, com-
pared with credit obtained from private sources,

43. Fiscal concessions can be granted to tourist
enterprises, as appropriate, in the same way as to other
enterprises which enjoy special privileges on account of
their potential contribution to exports and to economic
development, and like official credit can be applied selec-
tively. Many countries {among which may be mentioned
Jamaica and Ceylon, as well as France among the devel-
oped countries} apply tax holidays or other fiscal con-
cessions to hotel investment. On the other hand in several
countries, both developed and developing—and notably
in Spain, Greece (until fairly recently), and Mexico,
as well as in Hawaii—there has been a rapid development
of tourism with few, if any, incentives of a fiscal nature.
The experience of these countries, and the uncertainties
regarding the efficiency and ease of administration of
certain schemes, point to the desirability of a careful
study of the costs and benefits of particular schemes
applied to tourism, before they are adopted.

B. MACHINERY FOR IMPLEMENTING A POLICY
FOR TOURISM

44. Traditionally, the role of the Government has
tended to be confined mainly to the promotional aspects
of tourism and there has been little emphasis on research
into the effects of tourism on the economy or into the
type of tourism appropriate to particular countries. As
regards policies for the development of tourism, it was
not sufficiently appreciated that, since the (sometimes
conflicting) interests of different departments and minis-
tries had to be taken into account, as well as the interests
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of different private groups associated with tourism, a
comprehensive approach was necessary. In these circum-
stances, such public or publicly supported tourist bodies
as those responsible for advertising and publicity abroad
had neither the status, range of functions nor level of
responsibility which would permit them to influence
either the formulation of tourism policy or the activities
of different departments which directly or indirectly
affected tourism.

45. With the increased realization that Governments
needed to be concerned not only with the demand for
but also with the supply of services for tourists, and in
view of the growing commitment of public funds in
this respect, a strengthening of the machinery has been
found necessary, and has been effected in many countries,
both developing and developed.

46, The precise form of organization for tourism,
as regards both policy formulation and implementing
policies and specific programmes, clearly must vary
from country to country, according to the importance of
tourism to the economy and according to the structure
of the public administration, which itself changes from
time to time. The UNCTAD secretariat’s four country
studies illustrate the diversity of the possible forms of
organization for tourism and of the guestions of co-ordi-
nation and policy implementation that arise.!!

47. Whatever the nature of the responsible body,
it should be endowed with sufficient authority to repre-
sent the interests of tourism when decisions affecting
tourism are taken, to initiate proposals, and to advise
departments on questions of tourism within their respec-
tive fields of competence. It must also ensure, directly or
indirectly, the implementation of government policies
and programmes, Such a body should also serve as the
focal point for consultations with commercial and other
enterprises and associations concerned with tourism and
for receiving and reviewing proposals that may be made
by them.

48. A special Ministry of Tourism would not, how-
ever, seem to be an urgent necessity in most developing
countries, uniess tourism is of vital importance and unless
any alternative arrangement would fail to ensure sufficient
budgetary and staffing resources. It entails the risk of
increasing the budget and of imposing a bureaucratic
structure beyond the country’s real need.

49. The establishment of an autonomous entity
(frequently a tourist development corporation or similar
body) has been found particularly desirable in cases
where there are close links between the public and private
sectors and the regular administrative procedures of
a government department would hamper the efficiency
of financial and other operations that depend on quick
decisions in response to changes in market conditions.

Chapter IV
Resources for tourism and their utilization

50. The UNCTAD secretariat’s country studies, and
the experience of other countries, indicate that as a

1 See in particular, part two of the siudy on Isracl (TD/B/C.3/8%/
Add.1).

general rule the authorities did not imitially examine
their countries’ natural and other tourist assets and so
did not draw up plans for building up tourism around
them. They did not pay sufficient attention to long-
term planning, including physical planning, by which
the use of land for tourism and other purposes could be
harmonized and uncontrolled development, disfigure-
ment of the landscape, pollution and other undesirable
effects on the environment could be avoided.

51, A careful survey of the natural and other resources
of value for tourism would serve to identily those regions
or areas which are most suitable for tourism and the
type of visitor that they are likely to attraci. Tt must,
however, be borne in mind that the potential tourist
aftractions are not commercially exploitable unless resi-
dents of other countries are willing to incur the financial
and other costs associated with a visit to these areas.
Hence the type of tourism for which a country may offer
a potential attraction must be determined in the light
of present and foreseeable trends of travel to the larger
geographical region of which it is a part, especially in
so far as it may have to share the market with neigh-
bouring countries.

52. It is primarily the potential of natural assets
which many developing countries possess, and which
satisfy the recreational and leisure needs of travellers,
that must be assessed—i.e. on the one hand the coastal
and other natural attractions and, on the other, possibil-
ities of general sightseeing. These are the {wo principal
purposes of leisure travel to most countries. Visits to
family and friends, and in general visits based on personal
ties, constitute a much smaller share of the total tourist
traffic from developed to developing countries than of
travel among developed countries themselves.

A. FRAMING A GENERAL PLAN FOR TOURISM

53. Once a general assessment of potential has been
made, there exists a basis for drawing up a general plan
for tourism and for determining priorities. An inventory
of a country’s tourist assets, identifying those localities
and regions where they are to be found, should be as
detailed as possible, but at the same time it must be
appreciated that not all the assets will be of equal interest
to the foreign visitor.

54. Priorities will have to be assigned, since the poten-
tial tourist resources cannot all be developed at once.
The selection of priorities may be facilitated by the
existence of certain areas favoured by tourists or of
certain kinds of tourism which are a feature of the coun-
try’s tourist traffic. Investment in these areas may thus
be the most appropriate solution, if there are evident
market prospects, since it will lead to economies of
scale, particularly as regards the infrastructure. Invest-
ments in new regions may be envisaged, if they open
up possibilities of new types of tourism for which there
is an evident and perhaps more promising potential,
or even if they are intended for muoch the same tourist
market but aim at spreading the benefits of tourism
to other regions. In fact, the preparation of a master
plan for tourism, related to a genmeral physical plan,
not only provides a broad framework for important
long-term pelicy decisions in such fields as infrastructure
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investment but also places the public authorities in a
stronger position when considering proposals for major
schemes by private developers.

55, Since the public funds which can be made available
for tourism are necessarily limited, a balance must be
struck in their allocation to new and to existing regions,
taking due account of national considerations and the
objectives of tourism policy.

B. TOURISM AND PHYSICAL PLANNING

56. It is important to link an over-all plan for tourism
to general physical planning. On the one hand, tourism
can be related to and harmonized with industrial and
other activities, particularly at the regional level, and,
on the other, such planning can make provision for the
orderly development of tourism itself, by delineating the
areas and zones which are reserved for this primary
purpose, laying down for them standards of building den-
sity and allocating land to different types of residential,
industrial and commercial building, open spaces for rec-
reation, etc. Conflicts of land use may thereby be avoided
or solved before there is a jfait accompli. Regulations
should take due account of the various types of visitor
that may be expected and may cover such matiers as the
maximum height and density of buildings and, in the
case of coastal resorts, their distance from the sea front.

57. The problem of balance and of alternative uses
may be particularly acute where, owing to the level of
economic development reached in the region or a partic-
ular locality, or for purely geographical reasons, the
land area available is relatively confined, as in the case of
the coastal strips in Jamaica that are adjacent to the
island’s capital 12

C. LAND USE AND LAND VALUES

58. Although the rising values of properiy as tourism
develops and demand for suitably situated land presses
against a limited supply, reflecting the normal workings
of market forces, serious distortions, with detrimental
effects on tourism, can arise from speculation in land.
Experience in both developed and developing countries
suggests that there is no easily applicable and universal
solution to the problem of land speculation. Zoning
and reserving for specific uses ensures that land essential
for tourism is not diverted to other uses, but by the same
token it excludes the possibility of increasing supply
by conversion from other uses. Imposing a ceiling on
the total available supply for tourism may thus even
have the adverse effect of encouraging speculation.
Fiscal measures, whereby undeveloped land and capital
gains from the sale of land are taxed, offer one possible
way of discouraging speculation, subject to the important
proviso that they can be effectively administered.

59, Where the land in question is publicly owned,
governments are free to lease or seil it having regard
to broader social considerations, but the terms should

iz Tn Jamaica, as also in Yugoslavia (Adriatic coast), long-term
physical plans, with particular reference to the requirements of
tourism, have been drawn up with assistance provided through
UNDP.

reflect the higher value to the community of the land
in its new wse. The equivalent price or rent of private
land may provide an approximate yardstick. By renting
rather than selling land, the public authorities can
derive additional current revenue from the growth of
tourism.

60. Public authorities are often confronted with
requests from private developers for an outright grant
of publicly-owned land or for its sale or lease on con-
cessional terms; or else they feel obliged to offer such
inducements in order to secure the participation of
private capital in projects which they seek to have imple-
mented, Such concessions, amounting to a subsidy to
encourage investment, ought to be regarded as exceptions,
and the authorities should first be convinced that the
concessions are essential and that there is no risk of
speculative gains to the beneficiaries.

Chapter V
Accommodation

61. One of the main features that emerge from the
UNCTAD secretariat’s country studies is that the supply
of accommodation generally failed to keep pace with
the growth of demand and that the principal constraint
on the expansion of tourism was on the supply side.
The problems relating to the provision of accommodation
therefore merit special attention.

A. PLANNING FOR DIFFERENT TYPES OF ACCOMMODATION

62. With longer holidays and rising incomes of the
population, and with the growth of inclusive tours and
in general of traffic on unscheduled services {charters),
a travel market has developed in Europe, and to some
extent in other regions also, which is no longer confined
to persons requiring high-class and Juxury hotel accom-
modation. Moreover, ever-increasing travel by private
car has stimulated the provision of new forms of accom-
modation (such as camping and other “supplementary”
accommodation) that ensure independence of movement
and relatively inexpensive holidays for family groups.’®

63. In a number of tourist areas along the northern
Mediterranean, individual hotels are giving way to
larger, self-<contained units such as holiday villages and
tourist complexes, where accommodation, restaurants,
sports, entertainment and shopping facilities and all
other services necessary for tourism are combined in
a single site and laid out in accordance with a precon-
ceived design. Developing countries in other regions
(notably the ecastern Mediterranean and the southern
Pacific) are also planning for this type of tourism, which
is proving attractive to promoters and is often assoctated
with the sale of individual plots for holiday homes,

64. In most developing countries outside Europe,
however, it is the traditional hotel form of accommoda-
tion that predominates, largely because tourism in these

1 For use of the terms “professional” and “supplementary”
accommodation, see Elements of towrism policy in developing
countries..., para, 176 and the related footnote.
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countries is still at a relatively early stage, based mainly
on business travel and on visits by persons in the higher
income groups who arrive by air and are accustomed to
certain hotel standards. Investment in hotels of this type
has also appeared more profitable and less risky than
investment in lower-grade accommodation, particularly
in developing countries, Where tourism has made greater
strides, sapplementary accommodation, particularly in
the form of holiday viliages and tourist complexes, has
nonetheless expanded significantly in resort areas.

65. Obviously, the characteristics of visitors must
be taken into account in determining the types of accom-
modation that are necessary and the proportions of
each. For countries at an early stage of tourism develop-
ment the projected pattern of tourism (and hence of
accommodation) is likely to differ from the existing
one and would need to be based on market research
and special studies concerning trends of travel to the
regions in question. For many such countries, however,
it is reasonmable to assume that, in any case initially,
the main demand will be for hotels.

66. Important as it may sometimes be to begin with
high-class accommodation, as a preliminary to estab-
lishing a country in the world tourist market, the possibil-
ities should nonetheless not be ignored of investing in
an appropriate proportion of medium-grade, or less lux-
urious, accommodation, suited to the more typical visitor
who is now able, through group tours and other arrange-
ments, to undertake inter-continental holiday travel.

67. Indeed, the experience of a number of developing
countries suggests that, unless appropriate policy measures
are taken, there may result too great a concentration on
higher-class hotels, even though there is a clear potential
for accommodation of a slightly lower grade.

68. The number of hotel or other rooms needed to
satisfy demand depends on the ratio of single to dounble
rooms that is considered necessary or desirable, which
in turn is a function of both demand and supply, and
hence varies from country to country. The general ten-
dency is toward a high proportion of double rooms, for
reasons of relative cost and efficiency with the result that
national plans generally assume a bedroom ratio ap-
proaching 2:0 (see also paragraph 76 below).

69. If the seasonal pattern of demand affects the
profitability of investment, every effort must be made
by the tourist trade, with appropriate support from the
public authorities, to induce additional off-season cus-
tomers that bring in exira revenue over and above the
extra cost of providing services for the visitors. Such
measures can include substantial reductions for hotel
rates and tour excursions, etc., backed by suitable
publicity aimed at persons (including residents of the
couniry) who can travel outside the main season and
stressing the advantages not only in terms of cost but
also of less congestion and better service during off-
season periods,

B, HOTEL OPERATING COSTS AND PROFITABILITY

70. Many factors determine the profitability of a
hotel operation, but among these the average rate of
occupancy is the most important, A hotel should reach

at least that average annual rate of occupancy which
corresponds to its “break-even” point—i.e. the level
below which there would be actual losses—plus an accept-
able rate of profit. It is therefore necessary to determine
operating costs at different levels of occupancy, and
for this purpose one has to know the breakdown of
costs by category of expenditure by the establishment
and, within each category, the proportion of fixed and
variable costs to the total (since the former are indepen-
dent of the occupancy rate).

71. In some cases, however, profits may be too small
or losses may be incurred, in spite of a relatively high
occupancy rate, because of excessive operating costs.
Investigation may disclose ways in which they can be
reduced without affecting the standards of service
expected from a hotel of the particular grade and type
(for example, through improvements in organization
and by rationalization).

72. Because of the personal nature of hotel service,
managerial skill is of fundamental importance, and the
short-term control of expenditure, which largely governs
profitability, depends a great deal on the competence
of the manager; such skills are frequently lacking in
developing countries. Until recently, most hotels were
operated by the corporations or individuals that invested
in them and these were not necessarily skilled in the
techniques of hotel operation. Vocational training for
hotel staff, particularly in developing countries, was thus
of prime importance, especially for managerial and other
executive positions. Latterly, there has been a tendency
to divorce hotel operation from hotel ownership, fre-
quently involving arrangements with specialized oper-
ators in developed countries. Such arrangements with
international hotel chains and with specialized hotel
management services, where they are necessary, should
also make adequate provision for vocational training
with a view to the eventual replacement of expatriate
staff by nationals, A related question, which would merit
farther study, is whether, having regard to the interests
of all parties concerned, the commitment to foreign
capital or management need be as extended as the
usual 20 years,

C. HOTEL INVESTMENT AND ITS FINANCING
1. Investment costs

73. The initial capital cost per room largely deter-
mines the rate which must be charged to visitors if the
hotel is to earn a satisfactory return.’t Careful attention
must therefore be paid to the various components of
the capital cost, more particularly when they appear to
be out of line with potentially chargeable room rates.
There are some elements of cost, including techniques of
construction, over which Governments and investors
can exercise some control, but in the last resort the
irreducible cost of construction may determine what
types and grades of hotel are viable, For example, when

12 “There is a rule of thumb in professional circles to the effect that
with normal occupancy a satisfactory return involves a room rate
corresponding to about ong-thousandth of the investment cost per
roonL
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Tunisia first started a major programme of investment
in tourism in the late 1950s, emphasis was laid mainly
on rather high-class, even palatial, establishments, but
experience showed that these could not pay their way,
given the average expenditure of visitors to TUHISIEI.,
and subsequently official policy favoured investment in
less costly accommodation,

74. 1t is generally considered that the cost of a hotel
site should not exceed 10-20 per cent of the cost of the
building itself; if it does, capital charges will be too
kigh and the whole project, given the possible level of
room rates, will not be viable. Choosing a correct loca-
tion in relation to the market, on the other hand, is
perhaps the most crucial decision affecting the success
of a hotel investment project.

75. In many countries the tendency is towards the
construction of bigger hotels, with a capacity that may
range from 200 to 1,000 rooms, depending on the locality
and on the nature of the tourist traffic. This trend reflects
the influence of several factors, and in particular the
increasing scale of operation of the tourist industry and
the need to accommodate large parties on organized
tours.

76. Relatively more singte rooms are needed (if the
aim is to maximize bed occupancy) where business travel
predominates. The tendency in several couniries is to
build new hotels wholly, or almost wholly, with double
rooms, generally on the grounds that the difference in
construction (and servicing) costs between a single and
a double room is small compared with the difference
in revenue from singie and double occupancy.

77. Where the cost of building materials and equip-
ment and the choice of building technique are critical
elements, the selection of excessively expensive materials
and equipment—and particalarly higher-cost imported
items—must be avoided, subject to due regard for
efficiency. Possibilities of using standardized equipment,
and prefabricated units, and recourse to other modern
techniques of construction, should also be borne in
mind. There appears to be considerable scope here for
an international exchange of experience.

2. Financing and stimulation of investment

78, In view of the competing claims on resources and
of the over-all budgetary and financial constraints that
generally confront developing countries, domestic finan-
cial resources for investment in the tourist sector can
be usefully supplemented by finance from abroad, on
appropriate terms and conditions. By and large, the
pros and cons of foreign investrent in general in devel-
oping countries should be applicable, mutatis munandis,
to the tourist sector. However, with some important
exceptions, foreign capital is not generally so prominent
in that sector as to constitute a controlling interest or
impinge on the power of Governments to determine and
implement their policy regarding tourism. On the other
hand, what may give rise to public concern are the aliena-
tion of part of the land, through its purchase by non-
residents for the construction of holiday apartments and
villas or second homes, and the inacessibility to residents
of stretches of the coast or other natural assets which are
leased to foreign developers.

79. Bilateral or multilateral official finance takes the
form either of loans to, or other forms of participation
in, development finance companies or similar institutions
that lend for, or take an equity in, hotel investment, or
else of straight participation together with other domestic
(and often also foreign) investors in the financing of
a particular project. In particular, the IBRD group
(principally through the International Finance Corpora-
tion (IFC)) and more recently the regional development
banks, whose lending in this field was formerly limited to
infrastructure works, now join with private capital in
financing hotel and other projects.

80. Investment by hotel corporations, particularly
in higher-class accommodation, beyond the confines of
the national frontier began to assume major importance
only during the 1960s. Often the hotel corporations
themselves have only a minority holding, in particular
where their participation has been sought mainly for the
sake of securing management services, access to their
world-wide reservation systems and sales services, train-
ing of domestic staff, and planning and design of projects.

81. Apart from the traditional foreign sources of
funds, various other concerns, such as airlines, travel
agenis and tour operators, and holiday clubs, are increas-
ingly taking an interest in the possibilities of investing
abroad. Five European airlines, with backing from private
financial institutions in each of the countries concerned,
established in 1969 a European Hotel Corporation, and
a multinational corporation was established in 1970
to develop hotel and other facilities in West Africa,
51 per cent of whose capital was contributed by Air
Afrique (itself a multinational airline} and the rest by
thirteen African Governments, These tendencies reflect
the increasing concern of carriers and of others engaged
in the travel business that there should be enough accom-
modation of the right kind, as well as the increasing
vertical integration of the industry.

82. One of the main reasons for the unsatisfactory
financial results of hotels in many developing countries
appears to be the heavy burden of financing the original
investment, as a result of the high rate of interest charged
on long-term loans. To this must be added in many cases
an unsatisfactory capital structure of the hotel enterprise,
where the proportion of equity capital is too low and
recourse is had for fixed investment to short-term borrow-
ing at even higher rates.

83. In such cases there may well be a need for official
credit schemes. At the same time, the volume of loan
funds that the public sector can provide, and the question
whether such schemes are essential, given competing
claims for official credit, need to be carefully considered
in the light of al! the circumstances. The experience of
both developing and developed countries has not been
uniform. Thus, it was observed in the UNCTAD secre-
tariat’s study of Mexico that official credit had played
only a minor role in financing hotel investment, and its
role has also been negligible or non-existent in the boom
in hotel construction in Hawaii, as well as in Kenya.
On the other hand, some of the investment undertaken
in Greece and Israel, for example, and in several other
developing as well as developed countries, might not
have taken place but for the availability of official credit
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with repayment periods {including often grace periods)
and other conditions not obtainable in the “markei”. The
fact that the State is willing to lend up to a certain pro-
portion of the total investment cost may also have a
favourable psychological effect in encouraging private
risk capital, Credit schemes can be applied (in the same
way as by fiscal measures) so as to exert some influence
on the disiribution of investment, both geographically
and by type and grade of accommodation.

84, The main considerations in relation to official
hotel credit schemes are: the total volume of funds that
can be made available; whether or not an element of
subsidy in the rate of interest charged is justifiable; and
avoiding an excessive grant of credit where sufficient
loan capital is likely to be available from private sources,
particularly for major projects that can absorb a large
part of the total credit available under the scheme.

Chapter VI
Infrastructure for Tourism

85. Infrastructure services are indispensable to the
progress of tourism no less than to that of industry,
agriculture and other sectors. The arrival of foreign
visitors presupposes the existence of airports, seaports
and other terminals, and of roads, and their mobility
inside the country depends on roads and other transport
links. Wherever they stay or go, they use public services
and raise the total consumption of water, gas and electric-
ity, particularly at peak hours and seasons.

A. GENERAL AND SPECIFIC INFRASTRUCTURE

86. A distinction can be made between the general
infrastructure and that which is specific to tourism, the
criterion being essentially whether the investment in
question has been induced or necessitated by tourism—in
other words, whether it would not otherwise have taken
place. The general infrastructure consists principally of
the national network or distribution systems for trans-
port, electricity, water, telecommunications, ete,, without
which the corresponding basic public services would not
be available to any class of consumer, It serves the
tourist sector only incidentally, and related investment
projects are not intrinsically designed for tourism.

87. The most obvious kind of infrastructure designed
specifically for tourism is that connected with the com-
prehensive tourist development of a particular zone or
region, built up around a coastal strip or other natural
asset that has remained virtually unexploited. In such
cases, the public authorities generally undertake all the
necessary capital works in connexion with the establish-
ment of one or several resorts, including the mains system
for water and electricity and the provision of both internal
and access roads and other means of communication, as
a prelude to investment in hotels and other amenities
by private or public developers.

88. The growth of demand in a region where minimum
infrastructure facilities already exist can initially be
satisfied through their more intensive use and minor
improvements and extensions, but eventually the existing
capacity comes under excessive strain and the further

growth of tourism is prejudiced unless appropriate new
mvestment projects are undertaken. Within certain limits,
on the other hand, the experience of countries which
have witnessed a rapid growth of tourism in the last
decade suggests that shoricomings of the infrastructure
are a less serious constraint on the growth of tourism
than are shortages of accommodation. The supply of
water, however, may be an important exception in some
cases, particularly in developing countries where known
groundwater resources are limited, and the consumption
by foreign visitors then aggravates the water shortage.

89. More generally, however, demand by the tourist
sector may make it possible to envisage investments
that might not otherwise be viable, since per capita
demand for water by visitors tends to be higher than
that of the resident population. Even where the cost
of water is high or there is a shortage of supply, visitors
are relatively insensitive to waste or the need for economy.

B. TRANSPORT INFRASTRUCTURE

90. A large and growing volume of airborne tourism
to regions distant from the capital of a country cannot
be envisaged without the establishment of suitable
international airports. As the experience of various
touristically developed countries shows, regional airports
have had to be built or expanded in order {o cope with
the growth of charter and other services and theyhave
been essential for the further development of tourism to
these regions.

91. In contrast to airports, maritime ports are not
usually predominantly designed for passenger traffic.
However, as has been the experience in the Caribbean,
for example, deep harbours (and special passenger ter-
minals) may be needed for the largest ocean-going pas-
senger vessels or simpler berthing facilities may be required
in certain places specifically for smaller passenger vessels,
Special berith and passenger reception facilities may also
be necessary in connexion with car-ferry services, such as
those which are increasingly being provided in the
Mediterranean region.

92. The importance of roads for international tour-
ism is naturally greatest for receiving countries neigh-
bouring on countries of origin of the tourist traffic and
in cases where the distances involved are relatively short.
However, even in developing couniries that depend
mainly on visitors who arrive by other means, daily and
longer circuits from the main centres are organized for
groups by bus and coach or are undertaken individually
in hired cars, so that minimum standards of comfort
and security must be assured. Visitors must also be able to
reach their coastal or other destination from the airport.

93. 1In general, the stimulation of tourism is unlikely
to be a determining factor in economic decisions coi-
cerning the construction, widening and general improve-
ment of trunk roads. International highways such as
the Pan American highway, the Asian highway and the
proposed Trans-Szhara highway, can promote tourism
among a group of countries by facilitating the movement
of vehicles and rendering potential tourist regions more
accessible. However, tourism is unlikely to be the primary
reason for building such roads. There are, on the other
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hand, circumstances in which the decision to construct
or improve certain roads or read sections is governed
almost exclusively by considerations of tourism,

C. (Co0STS OF INVESTMENT IN INFRASTRUCTURE
FOR TOURISM

94, In considering the return om investments in
infrastructure for tourism, a number of questions arise.
First, certain benefits which should be taken into account
are not easily measurable, (For example, it is difficult to
say at just what point failure to relieve road congestion
deters visitors). Second, while without certain invest-
ments in infrastructure a country may forgo a rise in
income from tourism, these are not the only investments
necessary; accommodation and other amenities are
also part of the total investment cost of an increase in
national preduct due to tourism. Third, as already
mentioned, some of the requisite investment is not for
tourism alone,

95. An over-all cost/benefit approach can be more
meaningful in the context of a tourism programme for
a specific region or area than for general infrastructure,
since it can be related more directly to the expected
increase in tourism, specific projects can be appraised,
and costs often apportioned to tourism.

96, The outlays involved in building an infrastructure
for tourism can be considerable, As a broad order of
magnitude it would appear that, particularly for coun-
tries starting from a low tourism base, they may amount
in the medium term to as much as 20-30 per cent of the
cost of accommodation, and in some cases much more.
Consequently, and in view of the general dependence on
public sector financing, it is particularly important that
the investments should bring in the maximum possible
return:

(2) By concentration in selected regions or localities
in which tourism is encouraged (“cluster development”),
thus lowering the unit costs of the services provided;

() By due attention to the phasing of investments,
especially in the case of large investments in airports,
roads and the like; and

(¢) By spreading the benefits so far as possible to
other users.
Arrears of infrastructure in tourist areas usually reflect
a similar sitvation prevailing in the rest of the economy
also,

97. Tt is especially important that the timing of
road construction for tourism be carefully examined
and that the possible cost to the economy of postponing
such works, in favour of less expensive projects, be
realistically evaluated. Pending the execution of major
works, various palliative measures can be taken to
satisfy the most pressing needs.

98. While seasonal and other peaks are a feature of
all road traffic, tourist roads generally have the disad-
vantage, in comparison with the main road system, that
they are intensively used for short periods only (during
the peak holiday seasom). How far should they have
priority over more general-purpose (especially urban)
roads that are more fully utilized throughout the year?

99, The questions of phasing investment and of the
limits of capacity are particularly relevant for transport
terminals such as airports. If new or improved services
are provided too soon there will be spare capacity for
some years and the facilities will run well ahead of the
accommodation and other services in the region served.
By contrast, if the investment is too long delayed there
will be deficiencies and passenger discomfort which
impede the further growth of the tourist traffic.

100. In considering the phasing of investment in
airports, it is important to examine not only possible
constraints on aircraft movements but also other possible
constraints. It may be, for example, that the real con-
straint on traffic movement is not the inadequacy of
the airport installations themselves but congestion at
the terminal building (customs and immigration control,
baggage handling, etc.). In such cases, better orgamzatlon
or an increase or training of staff, without any major
capital expenditure, may improve the situation.

101. Even when specifically occasioned by tourism,
infrastructure costs can often be shared with other users
and the unit cost of the services provided possibly reduced
if the prospective demands of other sectors are also taken
into account, This is the case for certain tourist roads
and also for ports.

102. However, sometimes the full cost of infrastruc-
ture investment has to be absorbed almost entirely by
the tourist sector alone, and there is then a greater risk
that it will be prohibitive, Exammples are certain road
projects, and in particular roads leading to sites and
localities of special tourist interest, as well as crest or
other panoramic roads that have little other purpose
than to permit travellers to enjoy the view. In developing
countries which are heavily dependent on tourism by
private car it is possible that these costs may be justified
by the volume of tourist traffic the roads will carry and
the additional income generated In others, however,
the value (and urgency) of such investment is prima facie
more gquestionable, What matters, moreover, is not so
much whether visitors prefer the panoramic read to
the existing roads (unless they thereby de-congest those
roads), as whether the new road attracts visitors who
would not otherwise come to the country at all or else
causes them to stay longer.

D, FINANCING AND EXECUTION OF INFRASTRUCTURE
WORKS FOR TOURISM

103. The provision of an infrastructure for tourism
cannot be divorced from the wider context of the provi-
sion and financing of infrastructure services for the
economy as a whole. In most countries the public sector
tends to have the principal, or exclusive, responsibility
for providing such services, either as a matier of policy
or because the services are provided for the general
benefit, and individuals who are unwilling or unable
to pay for them cannot contract out. Much of the infra-
structure related to tourism is of this nature.

104, Whether the services are provided by the private
or by the public sector the cost is the same, in terms of
resources used. However, private investors look only
to the financial return on a (revenue-producing) project,
whereas the public sector can take that broader view
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of social costs and benefits which is desirable in determin-
ing priorities in, and the location and timing of, infra-
structure investments. Furthermore, planning for tourism
within a general physical planning framework, with the
aim of achieving an optimal use of land, water and other
resources, implies that the infrastructure should be
integrated with physical planning and that its location
be in part determined by the requirements of tourism.

105. Infrastructure of tourist interest that is to be
financed by the public sector has to compete for funds
with other publicly-financed infrastructure, but in appro-
priate cases domestic resources can be supplemented
by external finance from international lending agencies
such as the IBRD group and the regional development
banks, or through bilateral arrangements (including
grants). Such projects may be undertaken largely on
account of tourism or may be more general projects
of which the tourist sector is one of the beneficiaries.
Furthermore, apart from making its traditional loans
for the building of the general infrastructure, the IBRD
group is prepared to assist in the financing of comprehen-
sive tourism development schemes, an important share of
the total cost of which, as was seen above, is accounted
for by investment in the infrastructure. A number of
proposals in this connexion, which have been the subject
of feasibility studies, have been approved or are under
consideration.

106, One difficulty in many countries is that respon-
sibility for providing infrastructure tends to be diffused
among different government departmenis or autonomous
agencies or else among regional or local bodies. As in
other fields, more than one department or agency may be
involved in the supply of a particular type of infrastructure,
and hence there is a need for machinery to ensure that at
different levels at which decisions are taken and imple-
mented the claims of tourism receive due consideration
and that the capacity or location of projects takes due
account of the needs of the tourist sector.

107. Since the infrastructure constitutes only one of
several elements of the development of tourism that are
within the competence of different authorities but usually
within the exclusive competence of none, questions arise
similar to those discussed above for tourism policy as a
whole, and if the machinery for executing the policy is to
be effective its terms of reference must cover the provision
of infrastructure. Apart from performing its advisory or
other functions with respect to the activities of different
departments that are concerned with tourism, the national
tourist organization or similar body may also directly
sponsor infrastructure works that are of a specifically
tourist nature, using budgetary or other funds at its
disposal for this purpose.

108. Tourism development corporations may similarly
act as channels for projects relating specifically to the
tourist infrastructure, though their main concern is usually
with accommodation and other “superstructure”. Like-
wise, interministerial or other bodies specially constituted
in connexion with regional tourism development schemes
can play an important role by acting as the central agency
for supplying all the infrastructure services, irrespective of
the ultimate origin of funds (including multitateral or
bilateral loans or grants).

Chapter VII
Conclusion

109, In taking note of the UNCTAD secretariat’s
report, the appropriate UNCTAD bodies might consider
commending it to developing countries in their planning
for the development of tourism. In particular, the atten-
tion of these countries could be drawn to the following
points:

(1) Where tourism is of sufficient importance it should
be integrated into economic planning, taking into
account questions of land use, environment and
physical planning. At the very least it should be
considered whether the general economic and
social policies in force cover adequately the partic-
ular case of tourism,

Whatever the nature of the body chiefly responsible
for matters relating to tourism, it should have
sufficient authority to represent the interests of
tourism as a whole and to ensure that due recogni-
tion is given to tourism in the formulation of gen-
eral econemic and social policies,

(2)

(3) The planning of the infrastructure in general,
within a physical planning framework, implies
that the siting of the infrastructure projects be
in part determined by the requirements of tourism.
The machinery for tourism policy should therefore
deal also with the provision of infrastructure ser-
vices for tourism.

(4) There should be support for official and private
research into the economic aspecis of tourism, and
in particular into its net benefit to the balance of
payments and its incidence on domestic income and
employment. In this connexion, efforts should be
made, both nationally and internationally, to
improve the quantity and quality of data in order
to increase the understanding of the role of tourism
in the economy and facilitate policy formulation.'®

{5) Civil aviation policy should pay due regard to
the importance of lowering air fares and so reduc-
ing the cost of travel in the interest of encouraging
tourism.

(6) Financial and technical assistance is available from
the UNDP and the multilateral financial institu-
tions, including the regional development banks.
These bodies are now prepared to lend funds for
schemes of general tourism development and not
simply for infrastructure investment.,

(7) Increasingly the tourist industry in developed coun-
tries is becoming vertically integrated. Alone or in
conjunction with resources provided by public
entities (including international agencies), private
foreign investment (both direct and through man-
agement agreements) can contribute to the growth
of tourism. However, the terms of participation by

1 For guidelines on the collection of tourism statistics see the
annex to this document.
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foreign investors must be equitable to all parties,
and in general Governments of developing countries
should consider carefully whether and to what
extent fiscal and other concessions should be granted
to private developers, whether domestic or foreign.
Outright grants of land to developers, or the sale
or lease of land on concessional terms, involve a
sacrifice of public revenue no less than do fiscal
concessions. Their justification in particular cases
should be carefully weighed, and the terms of
any concessions should exclude the possibility of
speculative gains through sharp increases in land
values.

(8) Particularly because of difficulties in many coun-
tries in obtaining long-term loans, there may be
a need for official hotel credit schemes. A subsidized
rate of interest, however, may be a less important
feature of such schemes than the long-term nature
and other conditions of the loans. The authorities
should avoid an excessive grant of credit where
sufficient loan capital is likely to be available from
private sources, particularly for major projects.

Both credit and fiscal measures to encourage invest-
ment may be apphed selectively, in accordance
with predetermined policies concerning the types
and geographical distribution of accommodation
and other facilities and taking into account the
balance between demand and supply, as well as
environmental and other relevant factors, Deci-
sions concerning the development of different
regions or different types of tourism are facilitated
if taken in the context of a longer-term master
plan for tourism.

&)

(i0) Outlays on infrastructure necessitated by tourism
can be substantial, Hence such investments should
be concentrated in selected regions or localities
(thus lowering unit costs), the phasing of different
stages of investment in major projects such as
airports and roads should be carefully studied, and
the benefits of the infrastructure necessitated by
tourism should be shared so far as possible with
other users.

ANNEX
Guidelines for tourism statistics ®

Both Governments and the private sector need reliable data on
world trends in tourism, and information about the way in which
these affect different regions of the globe, for the purpose of assessing
the potential for expanding tourism in their own countries. Owing
to the existing lack of standard definitions and uniform methods of
collection, inter-country comparisons and the aggregation of national
into regional or world totals are of limited value, Uniform defini-
tions and classifications of data are therefore needed.

a See Guidelines for Teurism Statistics (United Nations publica-
tiont, Sales No. E.71.ILD.9).

No less important, comprehensive and reliable statistics of
tourism are a prerequisite for planning the development of the
tourist sector in each country, just as are statistics for other sectors.
Yet the growing awareness of the travel phenomenon has not,
until fairly recently, been matched by a corresponding awareness
of the need to measure it in such a way that it is possible to describe
the structure and fiows of production it involves, and to work out
data enabling Governments to appraise the significance of tourism
in their own couniries and take due account of it in their economic
policies and plans.

The Guidelines prepared by the UNCTAD secretariat in co-oper-
ation with the Statistical Office of the United Nations, IMF, and
1UQOTO, discuss why national and international statistics of tourism
are needed, what kind are desirable and what Is practical, the
definitions and coverage of the data which should be collected, and
the manner of collecting them. One of the three annexes contains
the forms which are used by hotels in Spain, Switzetrland, Tanzania
and Tunisia to make monthly retorns of hotel nights and guest
arrivals. (The others contain a note on the coverage of the “tourist
sector” and a discussion of the present methods of collection and
the comparability of national tourism statistics.)

Emphasis is on the hotel or similar accommodation unit as the
primary source for procuring statistics, These can cover both the
number of visitors and of visitor nights and also informaiion on
the capacity and occupancy of hetels, and numbers employed,
tarnover of the establishment and other data. A full count (either
at the frontier or at hotels) can be supplemented {and often replaced)
by sample surveys, in order to obtain more detailed information
also on visitor expenditure and other items which it is difficult or
not justifiable to seek through a full count.

Major recommendations and conclustons are the following:

{g) Statistics collected by a full count at the frontier should
include as a minimum:
(i) Arrivals (or departures) of foreign visitors;
(i) Means of transport used;
(iii) Purpose of visit.

{d) Statistics collected from accommodation establishments
should include as & minimum:

(i} Nights spent by foreign visitors and by residents of the
country,

(ii) Number of foreign visitors;
(i) Capacity and rates of occupancy.

() In order to obtain the number of visitors and the length
of their stay in the country, the hotel registration form should
include a question on whether the person s registering for the first
time during his present visit.

() Information about foreign exchange receipts from tourism
can be obtained through returns from the banking system or by
sampling of visitors. Expenditure on international passenger fares
should be excluded from figures of visitor expenditure, and separate
figures for this item should be published where possible.

(¢) Information about the average length of stay of visitors
can be derived from a full count at the frontier but preferably,
and more conveniently, from hotel returns. For averages derived
from a full count at the frontier, excursionists and other day visitors
should be ignored, as also should long-staying visitors.

(f) In general, the frequency of publication and the degree of
detail depend on the kind of information sought, the method of
collection used, and on the practical possibilities of the country
concerned. As a minimum (and partly because of seasonal varia-
tions) it is desirable to obtain monghly data for the total number
of visitors, mights spent, and occupancy rates, while for most other
data (such as means of transport used, purpose of visit, accommoda-
tion capacity and foreign exchange receipts) annual data are
normally sufficient,
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{g) As a general rule, all pertinent data shounld be classified
according to the wvisitor's country of residence or, failing that,
according to country of nationality.

The Guidelines take into account the practical possibilities it
developing countries. All countries should consider adapting their
present systems to comform to the Guidelines, more particulatly
developing couniries having at present few, if any, suitable statistics

of tourism. Technical assistance could be reguested for the practical
implementation of the various recommendations, as appropriate,
through the UNDP. The endorsement of the Guidefines by both
UNCTAD and the Statistical Commission of the United Nations
should also be considered, and the regional economic commissions
and the United Nations Economic and Social Office in Beirut
should take appropriate steps with a view (0 the implementation
of the recommendations in their regions.

-
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Introduction

1. The importance of technical progress for economic
growth has long been recognized, but the specific role
of transfer of technology from one couniry to another in
stimulating economic development has only recently
begun to receive the attention it deserves.

2. Access to advanced technology, wherever it has
been developed, is important for the economic develop-
ment of all countries, independently of their economic
and social systems. This applies particularly to the
transfer of technology from the developed—both market
economy and socialist—countries to the developing
countries. An adequate understanding of this transfer
process and of the obstacles inherent in it is therefore of
special significance to evolving suitable policies for secur-

ing a wider, faster and easier transfer of technology to
developing countries. Such transfer already involves a
considerable and growing foreign exchange cost for the
developing countries. Attainment of the growth objectives
of the International Development Strategy for the Second
United Nations Development Decade {General Assembly
resolution 2626 (XXV)) would call for the transfer of
technology on a much larger scale. It would involve a
further increase in the foreign exchange cost of financing
this transfer.

3. Easy access to technology on reasonable terms
constitutes one of the key elements in accelerating the
pace of economic and social development of the less
advanced countries. This recognition formed the back-
ground to the adoption by the Trade and Development

110
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Board of resolution 74 (X), endorsed by the General
Assembly in its resolution 2726 (XXV), and to the unan-
imous adoption in June 1971 by the Intergovernmental
Group on the Transfer of Technology of a comprehensive
programme of work, to be implemented in UNCTAD
on a continuing basis, in the field of transfer of technology
to developing countries.! The removal of the obstacles
to the transfer of, and improving the access to, technology
has thus become as much an essential field for fruitful
international co-operation as the removal of barriers to
the exports of developing countries. This recognition was
reflected in paragraphs 37 and 64 of the Infernational
Development Strategy.

4. The first chapter of this report touches upon some
of the major considerations relevant to multilateral
action in the field of transfer of technology to the devel-
oping countries.? The foreign exchange costs of transfer
and their likely growth during the 1970s are then taken
up in the second chapter, which is followed by a brief
discussion of the major policy issues in this field.

Chapter I
Fransfer of technology and economic development
1. Historical background

5. Technological and social innovations have not
always emanated from the countries which are now devel-
oped. While the so-called Industrial Revolution was
concentrated in Europe (and in the western world in
general), many of the major technological advances
preceding it took place in areas that are now classified
as “under-developed” or “developing” countries.

6. The technological gap between the developing and
the developed countries is of relatively recent origin: and
the income gap between them is largely a reflection of the
technological gap. Even as late as 1850 the technological
and economic contrast was not so pronounced as it is
now. The economic advance of the now developed coun-
tries has thus mainly been achieved in little more than a
century. In the process, major additions have been made
to the world stock of techmelogical knowledge, An
important feature of this stock is its potentially greater
ease of transmission. This is in contrast with the techno-
logical knowledge of traditional societies, including skills
used in pastoral operations, peasant agriculture and
crafts.

7. The transmissibility of modern technological know-
ledge has enormously increased the inter-dependence
of countries. There has occurred, as a consequence, a
shift in importance between indigenous technological
evolution and the transfer of technology from one country
to another. Each country launching itself into the modern-
ization of its economy stands partly on the shoulders

! See Official Records of the Trade and Development Board,
Fleventh Session, Annexes, agenda item 7, document TD/B/365,
annex L

* For a fuller discussion, see Official Records of the Trade and
Development Board, Tenth Session, First, second and third parts,
Annexes, agenda item 14, document TD/B/310.

of others that have preceded it in this endeavour. This
is the main source of the by now well-known “advantage
of the late-comers™. Their technological perspective is
widened by others who have already arrived at modernity.

8. An important consequence of this phenomenon is
a steady rise in the growth rate of per capita output for
each new entrant into the process of modern economic
growth. Growth is thus dependent on technological
progress. And technological progress is not only a
result of indigenous evolution but also of significant
transfers across geographical, political and cultural
boundaries. The removal of obstacles—economic, polit-
ical, social, legal and institutional—to the transfer
process in turn contributes towards accelerating economic
growth.

2. Factors relevant to multilateral action

9. Transfer of technology to developing cowuntries
has certainly been taking place, but it is widely congidered
not fast enough to meet their aspirations of more rapid
growth. Apart from this, there is the more visible com-
pulsion of the spread of medical knowledge and the
rise in population growth, caused by the dramatic decline
in death rates all over the world.> Much higher increases
in total output are therefore needed to achieve the same
growth of per capita output. But the ability of the devel-
oping countries to exploit the fund of world technological
knowledge is severely restricted by their historically
determined economic and social patterns and by the
limitations of the market mechanism in fostering a more
rapid transfer of technolegy. Because of the limitations
of the normal channels of commercial transfer of techno-
logy, discussed below, there arises the need for multi-
lateral action to supplement the market process.

10, One deficiency of the market mechanism is that
private profit calculations of a firm in a developing country
cannot take complete account of the social benefits
that a nation can derive from the formation of skills as
a consequence of an investment involving the transfer of
modern technology, Skill acquired by working in a techno-
logicaily advanced firm is partly a gain for the firm itself,
but in addition there are benefits to the person who
acquires the skill and also to the economy as a whole,
since the skills he has acquired can be used in other
productive activities also. Thus, private profit calculations
of the firm tend to underestimate the total social gains,
There may as a consequence be under-investment in
certain crucial fields; or inadequate attention may be
paid to rapid training of national manpower and an
improvement of the pattern of skills. These deficiencies
of the market mechanism can reduce the benefits which
can be derived from a given technological transfer.

11, Secondly, in a situation where competition is
not perfect and there are elements of monopoly, technical
information may be the most closely guarded aspect of
modern production, since emulation by others may cut
out markets. This is not, of course, to say that the firm

% The ease of transmission of and the relative absence of proprie-
tary rights in medical knowledge are among the factors responsible
for the more rapid and effective spread of such knowledge.
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will not part with its technological information no matter
what the price paid for it, but only that the price will
have to be relatively high for it to be worth the private
firm’s while to sell it.%

12. Moreover, an enterprise in a developing country
needs to have some basic information to seek specific
information it needs. It will look for a new production
technology and the details of its operation only if it
knows that such technology can be obtained on reason-
able terms. But such primary information in the field
of modern technology is often lacking in the developing
countries; and this may darken the prospect of a later
transfer of the most suitable technology on the best
possible terms.

13. Finally, the fixing of a price for technological
information is a difficult exercise, since a prospective
purchaser really needs a minimum of basic information
before he can know what specific informatien to seek
on a particular technology. This is an inherent impos-
sibility in the market for technological knowledge,
which is even more imperfect than that for products.
There thus exists neither a world market, nor a world
exchange, nor world prices for technology. If prices as
a consequence are too high, the cost of the transfer of
technology may be excessive; and if the prices are rela-
tively low, the enterprises in the developed countries with
the technological knowledge may not in fact enter into
a transaction.

14. Apart from these limitations of the market for
technology, the developing countries suffer from a special
weakness in the transfer process. In relations among the
developed countries, the flow of technology is usually
in two directions; any particular country is at the same
time a receiver and a supplier of technology. This two-
way flow generally tends to correct some of the weaknesses
of the market mechanism mentioned above. In relations
between developed and developing countries, however,
the flow of technology is usually in one direction only,
Moreover, the financial resources and technical compe-
tence of enterprises in a developing country are usually
considerably weaker than those of the technology-
supplying enterprises of the developed country. As a
result, the developing countries are unegual partners in
this transfer process. Hence the importance of concerted
action at the national, regional and international levels.®

3. Directives of the International Development Strategy
and the UNCTAD programme of worlk

15. The major advance in the international congidera-
tion of the transfer of technology to developing countries
which is reflected in paragraphs 64 and 37 of the Interna-
tional Development Strategy, and in the unanimous
approval by the Intergovernmental Group on the Transfer
of Technology of a comprehensive programme of work,

¢ This is possible as long as other enterprises have not developed
the same technology for similar products. Even then, a group of
private enterprises may continue to charge oligopolistic prices for
the sale of such technological information.,

¢ Action at the national Jevel is a necessary complement to action

at regional and international levels, as is explained in chapter TH
below,

to be implemented on a continuing basis within
UNCTAD,® is to be viewed against the background of
the considerations outlined above.

16. The directives contained in paragraph 64 of the
International Development Strategy, reproduced below,
specify six elements for action:

{64) Developed and developing countries and competent interna-
tional organizations will draw up and impletnent a programme for
promoting the transfer of technology to developing countries,
which will include, inter alia: the review of international conventions
on patents, the identification and reduction of obstacles to the
transfer of technology to developing countries, facilitating access
to patented and non-patented technology for developing countries
under fair and reasonable terms and conditions, facilitating the
utilization of technology transferred to developing countries in
such a manner as to assist these countries in attaining their trade
and development objectives, the development of technology suited
to the productive structures of developing countries and measnres
to accelerate the development of indigenous technology.

17. The ideas contained in paragraph 37 of the
Strategy, quoted below, also cover partly one of the
major problems encountered in the transfer of techno-
logy:

(37 Restrictive business practices particularly affecting the trade
and development of the developing countries will be identified
with a view to the consideration of appropriate remedial measures,
the aim being to reach concrete and significant results early in the
Decade. Efforts will be made with a view to achieving these results
hefore 31 December 1972.7

18. These seven elements contained in paragraphs
64 and 37 of the Strategy provide the basic objectives for
which specific policies in the field of technology transfer
will have to be evolved. A detailed discussion of the
ways in which these policies can be elaborated, and of the
manner and the possible time-span in which they can be
implemented, is therefore necessary. Arrangements should
also be made to review progress in the implementation
of these policies and to determine the next steps to be
taken.

19. The UNCTAD programme of work, referred to
in paragraph 15, covers six areas, subdivided into 29
major sub-headings:

1. Main areas

(1) Channels and mechanism for the transfer
(2) Costs of the transfer
(3) Access to the technology
{4) Trade and the transfer of technology

1. Other areas
(5) Substitution of domestic for imported techno-

logy

(6) Choice of technology.

20. Concrete suggestions for the full range of policies
in this field to be pursued at all levels—national, regional
and internaticnal—can be formulated only after detailed
studies on the areas mentioned above have made sufficient
progress. The UNCTAD secretariat has only just com-

§ See note 1 above.

? The work programme of the Comrmittee on Manufactures
includes the objective of the Strategy pertaining to restrictive business
practices, For details, see the report of the Committee on its fifth
session { Offficial Records of the Trade and Development Board,
Eleventh Session, Supplement No. 2 (TD{Bf352)}.
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menced its work on such studies. A detailed questionnaire,
aimed at identifying the obstacles to accelerated transfer
of technology to the developing countries, has been
addressed to States members of UNCTAD.? The replies,
some of which have already been received, can be expected
to furnish a basis for the formulation of appropriate
policies, A preliminary study, reviewing the channels
and mechanism for transfer, was placed before the
Intergovernmental Group at its organizational (first)
sesston.* A methodological study, intended to provide
guidance to individual countries for the assembly of neces-
sary data in this new field, for analysing the information
so gathered and for undertaking an appropriate evaluation
of alternative projects, is under preparation. Arrange-
ments are being made for several detailed case studies of
countries at various stages of econontic development,
to supplement the information received in response to
the questionnaire.’® In the meantime, some of the replies
to the questionnaire, as well as certain relevant studies
undertaken elsewhere, have furnished greater details than
were hitherto available of the current foreign exchange
cost of tramsfer, which is discussed in the following
chapter.

21, While the formulation of proposals for long-terim
action obviously must await the progress of the studies
referred to above, several areas for action at the national,
regional and international levels can already be iden-
tified. Since the emphasis in all the deliberations on the
transfer of technology to the developing countries has
always been on evolving an action-oriented programme,
certain proposals are put forward in chapter III as a basis
for recommendations by the Conference and fairly
immediate action.

Chapter IT
Foreign exchange cost of the transfer

22, Transfer of technology is a relatively new subject
for both governments and international organizations.
Understandably, therefore, there is a serious lack of
empirical evidence, Agreed coverage and definitions of
the items to be included in the foreign exchange costs of
the transfer remain to be worked out. As a result, whatever
data are available vary very widely in coverage and
comparability. An attempt is made in this chapter to
put together some of these data, no matter how inade-
quate they may be, as a preliminary basis for suggesting
an order of magnitude of the current levels of these
costs to developing countries. An indication is also given
of the possible size of the increase in these costs during
the 1970s, if the objectives of the Second Development
Decade are to be attained. Obviously, as more reliable and

8 See “Questionnaire on the transfer of technology, including
krow-how and patents: note by the UNCTAD secretariat” (TD/B/
AC.11/4).

% See “The channels and mechanisms for the transfer of technology
from developed to developing countries: a study by Charles Cooper
with the collaboration of Francisco Sercovitch™ (TD{BfAC.11/5).

W These studies will be used in subsequent anatyses, together with
studies published by other organizations and institutions,

better information becomes available, these tentative
estimates will have to be revised.

23. Foreign exchange costs of the transfer of techno-
logy deserve a priority consideration for several reasoms.
Firstly, they are an important element in the general
pressures on the balance of payments of developing coun-
tries, which are too well-known to need further elabora-
tion. A clear understanding of the present Ievel of such
costs and of their probable growth is thus an obvious
prerequisite for adequate planning at the national level
and for evolving concerted policies at the international
level, Secondly, and in a much more relevant sense,
these costs can be taken as a rough and ready indication
of the benefits and costs of the transfer to the developing
countries. The benefit-cost ratio can be improved by
increasing the benefits, reducing the costs, or by a combi-
nation of the two. Any measurable movement along these
lines will signify improved efficiency of the transfer
mechanism. Since foreign exchange costs are the more
readily measurable, any relative reduction in them can
be taken as an improvement of the benefit-cost ratio
—i.e. as a reduction in the unit costs incurred for a cer-
tain level of benefits.

I. Coverage of the foreign exchange cost
of the transfer

24. The developing countries pay for imported
technology in several ways. A complete enumeration is
not possible at the present stage, but some of the more
readily identifiable ways involving foreign exchange
payments are:

(1) for the right to use patents, licences, know-how
‘and trade-marks:

(2) for technical knowledge and know-how needed both
in the pre-investment and investment stage and in
the operation stage ™

(3) through overpricing of imports of intermediate
products and equipment (“hidden™ costs or “price
mark-ups™);

(4) through profits on capitalization of know-how
(acquisition of equity participation in place of other
means of payment for tramsfer of technology);
profits on these equity holdings are therefore to
be regarded as, in part, payments for the transfer
of technology;

through a portion of repatriated profits of the
wholly-owned subsidiaries or joint ventures which
do not make specific provision for payments for
the transfer of technology;

through imports of capital and other technical
equipment, the price of which wsually allows for
the exporter’s valuation of the cost of technology.

(5}

©)

I The elements of such knowledge are: (&) pre-investment and
investment stage:! feasibility studies and market surveys; choosing
among & range of technological alternatives; engineering design and
selection of machinery; plant construction and installation of equip-
ment; and process technology proper; (8) operation stage: manage-
ment and operation of production facilities; marketing; and improv-
ing efficiency of established processes by minor innovations. For a
futler discussion, see Charles Cooper, op. cit., paras. 19-26,
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25, 'The available information on the foreign exchange
cost of transfer of technology to develeping countries
reflects great deficiencies in coverage as regards payments
for the transfer under the six headings described above.
It mainly covers only the first two of these headings—
that is, payments for the right to use patents, licences,
know-how and trade-marks, and for management and
other technical services. Even these two headings are,
as shown below, not adequately covered in most cases.
As far as the other four headings are concerned, the
present state of knowledge is very deficient. In conse-
quence, the estimates given below should be regarded
as partial and tentative rather than definitive. Because of
limited coverage, they are under-estimates in direct
relation to the degree of their incompleteness, even for
the first two headings for which they are made.

26, The six headings referred to above describe
mainly the principal ways in which the developing
countries directly pay in foreign exchange for the transfer
of technology. These direct foreign exchange costs consti-
tute only an inadequate reflection of the real costs of the
transfer process. They take no account of the important
question of the costs—or benefits forgone-—resulting
from the transfer of wrong or inappropriate technology,
or from inadequate or delayed transfer, or from the
“non-transfer” 12 of technology.

2. Egtimates prepared for the second session
of the Conference

27. A valuable first attempt at estimating the size
of payments for the transfer of technology was made in
the study prepared by C. H, G. Oldham, C, Freeman
and E, Turkcan for the second session of the Confer-
ence® Their estimates related to the “technological
balance of payments”, a concept which had been recently
developed in OECD.

28, In view of the almost total absence of data in
the developing countries, their estimates covered only
receipts by private firms in the developed market econ-
omy countries as royalties and licencing fees—that is,
only the first of the six headings listed in paragraph 24.
The coverage, even of this first heading, as clearly stated
in paragraphs 26-30 of their study, was very inadequate,
For instance, the “technological balance of payments”
covered only those transactions, often representing a
limited sample, in the private sector of the developed
market economy countries, for which a specific payment
was made, with separate accounting, for patents, trade-
marks, licences and know-how, It excluded mutual barter
of technology among enterprises not involving financial
flows; payments made by private or public enterprises
in the developing countries to enterprises in socialist
countries; payments for transfer of technology among
developing countries themselves; and payments made by

12 There is a non-transfer of technology when a plant is situated in
a couniry because of that country’s particular resource endowment
but the elements of knowledge connected with its operation are not
transferred to the nationals of the country concerned.

13 “The transfer of technology to developing countries, with

special reference to licensing and know-how agreements” (TD{28/
Supp.1 and Corr. 1).

enterprises in developing countries to the public sector
in developed countries.* The coverage of transactions
which took place between paremt and affiliated or asso-
ciated companies was extremely inadequate, particularly
in cases where specific payment for technology was not
mentioned in the inter-company accounting,

29. In view of these limitations, the “technological
balance of payments” reflected only part of the cost to
the developing countries of the transfer of technology
in the form of royalties, licensing and other fees. As
already stated, no attempt was made fo estimate costs
under the other five headings listed in paragraph 24
above.

30, It was estimated in the study that the foreign
exchange payments by the developing countries for
industrial patents, trademarks, licences and know-how
amounted to around $100 million in 1964,2* or about
one-tenth of such payments for the world as a whole.

3. More recent data on the cost of the transfer

31. Much more evidence has become available since
the highly preliminary estimates prepared for the second
session of the Conference. The estimated costs for 15 coun-
tries are shown in table 1. The countries include six from
Latin America (Argentina, Brazil, Chile, Colombia,
Mexico and Venezuela), six from Asia (Ceylon, India,
Indonesia, Israel, the Republic of Korea and Pakistan),
one from Africa (Nigeria) and two from Southern
Europe (Spain and Turkey). The estimates cover in most
cases payments under only the first two of the headings
listed in paragraph 24 above: (1} for the right to use
patents, licences, know-how and trade-marks and (2) for
management and other technical services. Even for this
limited number of countries the coverage is very inade-
quate. For instance, payments under each of these two
headings could not be shown separately for Brazil,
Colombia, Mexico and Turkey and no data are available
for payments under the second heading for Chile, Indo-
nesia, the Republic of Korea and Venezuela, Under the
first heading there are no data for Pakistan. Moreover,
all the data refer to payments by the private sector only.
This limitation is particularly serious for India, where
the private sector has accounted for only about one-
third of industrial investments in recent years. The data
shown in table 1 should therefore be regarded as covering
only part of the costs under these two headings. The
sources from which they have been derived and a descrip-
tion of their coverage are given in the annex to this
report.

32. Foreign exchange payments, under either or both
of the headings, by the 15 countries shown in table 1
came to an annuval figure of $825 million during the late
1960s. This amount was equal to 5 per cent of their
combined export earnings and 0.41 per cent of their
gross domestic product (GDP). ¥ data for Spain and

14 Moreover, paymenis made by developing countries in domestic
currency were also exciuded.

15 See C. H. G, Oldham, C. Freeman and E. Turkcan, op. cit.,
paras. 31-33; for estimates of the costs of transfer among the
developed countries, see para. 31.
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TABLE 1

Payments @ for technology transfer and their relationship to gross domestic product and exports

Bayments for technology transfer

Paymernis
Jor technology transfer
as proportion af

Parents,

livences, Management
Know=how and other Gross Gross
and technical domestic domestic
Commtry Year trademarks Fervices Toial product Exports product Expores
£ 2} i3} {4) (5) 16} f7)
(8U.S. miflion} (U8, billion) {per cent)
Latin America
Argentima . . . . . . . . . .. 1969 68.1 59.6 127.7 17.8 1.6 0,72 7.9
Brazil . . ... ... .. ... 1966-68F 59.6 59.6 230 1.8 0.26 34
Colombiz . . . ... .. ... 1966 26.7 26.7 54 0.5 0.50 5.3
Mexico. . . . ... .. .. .. 1968 200.0 200.0 262 1.3 0.76 15.9
Chile. . . . . ... ... ... 1969 82 (3.2 5.4 11 0.15) 0.8}
Yeneznela . . . . . . . . . .. 1969 6.1 o (6.1) 9,50 2.9¢ 0.07) 0.2)
Sub-total . . . . . . .. ... . (428.3) .. {428.3) (87.3) (9.1) (0.49) “.n
Afvica
Nigeria . . . . .. . . ... .. 1965 19.0 14.8 33.8 4.3 0.8 0,78 4.2
Asia
Ceylon . . . ... ... ... 1970 0.1 9.2 9.3 1.84 0.34 0.51 29
India . ... ......... 1969 6.3 42.7 49.0 40.7¢ 1.8 0.12 2.7
Tsrack . . . .. . ... .. .. 1961-651 Lé 2.3 3.9 2,3e 0.3 0.17 1.2
Indonesia . . . . . . .. . ... 1968 16.4 (16.4) 10.5 0.7 (0.16) 2.4)
Korea, Republicof . . . . . . . 1970 2.1 - (2.1} 53¢ 0.64 {0.04) (0.4)
Pakistan . . . . . .. .. ... 1965-70" 100.0 (100.0) 15.74 074 {0.64) 14.7)
Subtotal . . . . . . ... .. (26.5) (154.2) (180.7) {76.3) (4.4) {0.24) “.n
Southern Europe
Spain . . . .. ... ..., 1968 56.6 76.4 133.0 24.0 1.6 0.55 84
Twkey . . . . . .. ... 1968 49.1 49.1 11.3 0.5 0.43 5.9
Sub-total . . . . . ... ... 1824 182.1 353 2.1 (0.52) 8.7
TOTAL, excluding Spain and Tarkey (©42.8) ... (642.8) (167.0) (14.3) 0.38) (4.5)
TOTAL, including Spain and Turkey (824.9) (824.9) (202.0) (16.4) 0.41) (5.0}

Noie: Parentheses round a figure indicate that the information available is

incompiete or to 50 hat different items or periods, These figures have
been included in the totals merely to provide orders of magnitude. Countries in
Latin America and Asia have been shown under two separate groups, the top
group including thoss counwies for which information is available ander both
headings as described in columms (1) and (2), and the lower group those for which
the avatlable information Is incomplete &nd relates to one only of the fwo headings,

Sources: See the annex to the presem report.

Turkey are excluded from the total, the annual figure
is $643 million during the late 1960s, equal to 4.5 per cent
of the combined exports and 0.38 per cent of GDP of the
remaining 13 countries,

33. In view of the serious deficiencies of coverage
for Chile, India, Indonesia, Republic of Korea, Pakistan
and Venezuela, these estimates give only a partial picture,
If these six countries with inadequate coverage are
excluded (and excluding also Spain and Turkey) the
foreign exchange cost under the two headings for the
remaining seven developing countries was, during the
Jate 1960s, some $461 million—or as high as 7 per cent
of their export earnings and 0.57 per cent of their GDP.
If this proportion of GDP is applied to the other six coun-
tries in order to adjust the cost data for inadequate
coverage, the total costs for the 13 countries (excluding

»In most cases pavinents relate to the forcign ¢xchange cost (in dollars, at
current prices) of the transfer. For further details, see the annex to the present
decument.

v Annual average.
¢ 1963,
o (969,
o [963.

Spain and Turkey) would seem to be of the order of
$958 million per year.1®

34, The 13 countries of Asia, Africa and Latin Ame-
rica are a relatively small sample of the developing coun-
tries. On the other hand, they include nearly all the larger
ones and thus account for 65 per cent of the population
and about 56 per cent of GDP of all the developing
countries taken together. (The coverage is much higher
for Latin America and Asia than for Africa.) The per
capita GDP (8235) of other developing countries was
some 45 per cent higher in 1967 than that ($160) of the
13 countries covered in table 1. There are no indicators

¥ If data for Spain and Turkey are added, the comparable cost
figure rises to $1,140 million, and constitutes 7 per cent of export
earnings and 0.56 per cent of GDP of the 15 countries.
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TABLE 2

Relationship between growth rates in payments for technology fransfer, in manufacturing output and
in gross domestic product for selected countries

Relationship
Pavmaents for technolagy transfer Ainual average growth rate berween growth rates
Pavments
Jor Real
teehinology M, ing  gross domestie
Inieial End transfer cltpit product PTTIAMO PTTIGDE
Country Period year year {PTT} (MO} (GDP) = (314} = (35}
i} f2) 73} 4) 5} (6) 73
(3U.S. million) {per cent per year) {ratios}

Developing countries

Nigeria. . . . . ... .. 196365 13.8 318 55.0 .3 4.12 5.9 134

Korea, Republicof?, . . . 1967-70 0.7 2.1 44.0 28.0¢ 11.04 1.6 4.0

Cevlon. . .. . ... .. 1965-70 20 9.2 360 10,44 5.64 3.6 6.4

Argentina . . . . . . . . 1965-70 351 115.8 2190 3.6¢ 2.44 7.5 11.3

Mexico . . . ... . .. 1953-68 14.7 200.0 19.0 &5 6.71 22 2.8

India . ... ... ... 1959-69 11.9 49.0 15.2 58 3.1= 2.6 4.9
Southern European countries

Tugkey . . . . . . . . .. 1964-68 0.2 49,1 65.0 21.00 6.6 31 9.9

Spain . ... ... ... 1963-69 42.6 133.0 21.0 11.7 6.31 1.8 3.3
Other countries

Ireland® . . . . . . . .. 1963-09 0.2 2.2 49.0 6.6 4,11 7.4 12.0

Japan - . . . .. L. 1957-65 cen - 18.0 14.0 9.61 1.3 1.9

United States®s . . . . . . 1960-69 175.6 442.3 16.8 .

Nore: Countries have been arranged within groups in descending ovder of ¢ 10551069,
annual growth rates in payments for technology transfer. t 1053-1967.

Sourges: See the annex to the present report. & [960-1965.

» (06119635, b 19637966,

® Covers only p ts for li patents, know-how and trade marks. 1 7963-1968,

¢ 1967-1969. 1 Real gross national product.

1 [R65-1968,

of the current level of the foreign exchange costs of techno-
logy transfer for other developing countries, but the
fact that their per capita domestic product is somewhat
higher than that of the 13 countries would seem to suggest
that these costs would constitute the same (or perhaps
an even higher) proportion of their GDP. A tentative
estimate of these costs for all developing countries may
be constructed by assuming, on an arbitrary basis, of
course, that these costs formed about the same share of
GDP—that is, 0.57 per cent—as for the 13 countries
(see paragraph 33). On this assumption, payments by the
developing countries not covered in table 1 would have
been of the order of $750 million in or around 1968,
Even if it is assumed that the costs for these countries
constituted a lower share, say 0.38 per cent, of their
GDP (or one-third below that for the 13 countries),
the estimated amount would come to $500 million. The
costs can thus be estimated to range from $500-$750 mil-
lion.

35. On these assumptions the total annual foreign
exchange payments by developing countries for the
transfer of technology under two of the six headings
listed in paragraph 24 above must have been in the
range of $1,458-§1,708 million in or around 1968-—or in
round figures some $1,500 million*?

17 According to the information supplied in reply to the question-
naire on transfer of technology addressed to Governments by the

& Receipls from developing countries.

36. As is clear from the discussion in the preceding
paragraphs, this figure is an under-estimate of the total
cost, and represents no more than a broad order of
magnitude. Even though it covers only two of the major
cost items, its significance may be readily appreciated
when compared with some other magnitudes, It was
equal to: 5 per cent of the exports of the developing
countries (excluding the major oil exporters) in the
same period; two-fifths of their debt servicing costs; and
about 56 per cent of the flow of direct private foreign
investment to developing countries (including reinvested
earnings).’® The proportions would be considerably
higher if estimates were available under all six headings
Iisted in paragraph 24 above.

37. Much more intensive research remains to be
done in preparing estimates of foreign exchange payments
under the four other major headings. An indicator of
payments made under one of these four headings—over-

UNCTAD secretariat (see TD/BfAC.11/4), receipts from rovalties
and service fees from licensing transactions of United States sub-
sidiaries and non-affiliates in developing countries amounted to
$442 million in 1969,

1* The comparisons ave based on data on exports and direct
private investment (tables 5 and 13 respectively) in the UNCTAD
secretariat report Review of International Trade and Development
1970 (United Nations publication, Sales No. E.71.ILD.5) and on
debt service (table 26) in the similar report for 1969 (United Nations
publication, Sales No. E.70.ILD.4).
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pricing of imports of intermediate products and equip-
ment (“hidden” costs or “price mark-ups”)—may be
given, for illustrative purposes only, in the case of Colom-
bia, for which estimates have been prepared by C. V. Vait-
805,

38. In his study of Colombia’s experience,’® Mr.
Vaitsos examined the relationship between the f.o.b.
prices paid by companies operating in Colombia with
the f.o.b. prices quoted in different world markets for
intermediate products used in the pharmaceutical and
other industries of Colombia. It was found that the
weighted average extent of “overpricing” of products
imported by foreign-owned enterprises in the pharmaceu-
tical industry in Colombia was 155 per cent and for the
other industries examined it ranged from 16 per cent
to 66 per cent.? The foreign exchange cost paid through
overpricing arrangements by the wholly-owned subsi-
diaries in the pharmaceutical industry alone amounted
to a figure which was of the same order of magnitude,
or more than all the annual known explicit payments
(royalties) for the transfer of industrial technology
throughout the national economy. The author calculated
that in the Colombian pharmaceutical industry in 1968,
overpricing thus accounted for 83 per cent of the “effec-
tive returns” obtained by foreign companies established
in Colombia.2!

4. Estimates of the probable growth of the cost
during the 1970s

39. The evidence so far available on past trends in
foreign exchange costs is very spotty (see table 2), Itis limi-
ted to six developing countries—Argentina, Ceylon, India,
Republic of Korea, Mexico and Nigeria, two southern
European countries—Spain and Turkey, and Ireland,
Japan and the United States. The data for these eleven
countries refer to different periods, most of them relatively
short ones and usually the second half of the 1960s.
Somewhat longer-term data are available for only four
of the countries—India, Mexico, Japan and the United
States,

40. The developing, the southern European and the
other countries are arranged in table 2 in descending
order of the annual percentage rate of growth of the
foreign exchange costs (under the first two headings
listed in paragraph 24 above) of the transfer of techno-
logy. Among the six developing countries, these rates
varied from 15.2 per cent for India to 55 per cent for
Nigeria, and the average for all six, weighted by GDP,
comes to about 22.3 per cent per year,

41, 1In the case of Argentina, the Republic of Korea
and Mexico, where data are available on a year-to-year

1 . V. Vaitsos, “Strategic choices in the commercialization of
technology: the point of view of developing countries” (1970,
mimeographed).

A-B
¥ The extent of overpricing is measured by (T) 100, where
A=f.0.b. prices paid by Colombia and B=f.0.b. prices quoted in
different world markets.

A See C. V. Vaitsos, op. cit. “Effective returns” to the parent
corporation are defined as the sum of reported profits of ihe sub-
sidiary, royalty payments and intermediate product overpricing.

basis, a certain acceleration in the rate of growth towards
the second half of the period covered is noticeable; on
the other hand, there was a decline in this rate in India.

42, The annual growth rates shown for the three other
countries at comparable, or somewhat higher, levels of
per capita GDP were 21 per cent for Spain, 49 per cent
for Treland and as much as 65 per cent for Turkey. The
experience of these three countries thus appears to sug-
gest that a future annual growth rate of at least 20 per cent
would be a not improbable trend for the developing
countries. Moreover, the six developing countries in
question together accounted for about one-third of
combined GDP of the developing countries. They thus,
though only a minority, represented a fairly substantial
share of GDP of the developing countries.

43. Other comparisons appear to lend support to
the figure of 20 per cent as a relatively realistic one for
the likely rate of growth of these payments during the
1970s. As shown in table 2, the growth rate of payments
for the transfer of technology was in most cases some
two and one-half times higher than that of manufacturing
output during comparable periods. In some countries,
such as Argentina and Ceylon, the ratio was much
higher, perhaps owing to relatively slow expansion of
their manufacturing output,

44. The target for expansion in manufacturing outpuf
during the Second Development Decade has been set at
§ per cent per year (see paragraph 16 of the Strategy). If the
ratio of 214:1 between the growth of the costs of transfer
and the growth of manufacturing output were to hold
for all developing countries during the 1970s, it follows
that transfer payments can be expected to grow at about
20 per cent per year assuming the production target is
achieved,

45. The indicators summarized in the preceding
paragraphs regarding the past are not sufficient for deriv-
ing conclusive evidence about past rates of growth of the
foreign exchange costs of the transfer, Nor do they
throw light on the major factors responsible for any
given rate of growth, Nevertheless, the evidence seems
to be fairly strong for assuming that an annual growth
rate of about 20 per cent could be considered as reason-
able, and could be used as a rough and ready indicator
of the probable expansion of the transfer of technology
costs during the 1970s.%

46. At an annual rate of 20 per cent, these costs can
be expected to expand some six times during the Second
United Nations Development Decade—from $1,500 muil-
lion towards the end of the 1960s (see paragraph 35
above) to some $9,000 million by the end of the 1970s.

47. If figures for the transfer costs under the other
headings listed in paragraph 24 above become available,
they would constitute an addition to the figures mentioned
above.

% The assumpiion of 20 per cent is an average for the developing
countries. In somne cases the cost woukl be higher and in others lower
than the average, depending on level and pattern of development,
domestic technological base, resource endowment, and other factors
such as national policies and policies of developed countries regard-
ing the transfer of technology to particular developing countries.
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48. The over-all growth target of 6 per cent per annum
set for the Second Development Decade assumes an
average annual expansion of “somewhat higher than
7 per cent” in exports of the developing countries (see
paragraph 17 of the Strategy). On that assumption, and
given a 20 per cent annual growth of costs, the foreign
exchange costs of the transfer of technology would rise
from 5 per cent of the value of such exports in the late
1960s to as much as 15 per cent in the late 1970s,

49, This, then, i3 the background to the need for policy
measures in the field of transfer of technology at the
national, regional and international levels, if the targets
of the Second Development Decade are to be attained.

Chapter IT
Major policy issues and measwres for immediate action

50, Much more empirical evidence must be gathered
for the formulation of the full range of specific policies
for action at all appropriate levels, This applies partic-
ularly to assessing the degree of technological intensity
in various economic sectors and individual industries
and to identifying their individual responsiveness to
several policy alternatives.

51. Resolution of the issues involved in this field
requires the attainment of two objectives, which may not
always be in harmony. On the one hand, an acceleration
of the rate of economic growth of the developing countries
and a rapid improvement of their social structures through
eracdication of mass poverty, inequality and illiteracy
requires, inter alia, a large-scale transfer from the vast
fund of technological kntowledge accumulated mainly in
the advanced market economy and socialist countries.
Every care therefore needs to be taken to ensure that
this flow increases rapidly. On the other hand, it is equally
essential to ensure that the recipients are not over-
burdened with such unbearable costs and conditions, or
with technology unsuited to their needs and absorptive
capacity, that they are unable to take full advantage of
the vast opportunities opened by the advances in science
and technology.

52. To reconcile these two objectives is the proper
domain of policies in the field of transfer of technology
to the developing countries.

53. As emphasized above, the elaboration of a full
range of policies must await progress in more compre-
hensive studies of all the issues involved. But as the
discussion in chapter I (paragraphs 42-43) underlines,
there is a manifest urgeancy for initiating without delay
certain policies which do not depend on such a compre-
hensive elaboration of all the issnes. For this reason, the
discussion in this chapter is centred upon measures which
can be taken promptly.

34. There are at least four areas in which the scope,
the need and the opportunity for immediate action, at
the national, regional and international levels, would
seem to be considerable. The main reason why action in
these areas could be undertaken fairly rapidly is relatively
simple. In a rather broad sense, it does not depend to
any significant extent on the results of the studies which
are included in the UNCTAD work programme for the

years ahead. The four areas are: (I) creation of institu-
tional machinery in developing countries, specifically
for dealing with the transfer of technology; (2) the appro-
priate training of personnel for these institutions; (3)
the establishment of an advisory service in UNCTAD;
and (4) directing of part of the research and development
expenditures in the developed countries to subjects of
particular relevance to the developing countries.

55. Prompt action in these four areas wouild at the
same time contribute towards implementation of the
UNCTAD programme of work in this field, That work
programme requires much more than a series of research
studies. It needs to be supplemented by the work and
experience of other institutions and bodies. Any delay in
co-ordinated action at all Ievels—national, regional and
international—would create serious obstacles to achiev-
ing the objectives set for the Second Development Decade.

1. Creation of institutional machinery in
developing countries specifically for dealing
with transfer of techrology

56. The establishment of specialized institutions,
departments or other official agencies, or of public or
semi-public autonomous institutions, in the developing
countries is manifestly necessary without delay if the
whole range of complex questions connected with the
transfer of technology is to be satisfactorily dealt with in
the interests of each couniry concerned. At present such
institutional machinery is either non-existent, or the
main functions that may be performed by it are spread
over so many different ministries and departments that
it would be surprising if co-ordinated and sound deci-
sions were to emerge. The exact location of such an
institution within any particular ministry of a country
would have to be determined by the specific requirements
of the country concerned, but there is undoubtedly need
for some national machinery to ensure centralized respon-
sibility and co-ordination.?

57. The precise functions of such a national institution
would again depend on the specific requirements of a
particular country.® As a minimum it would have to:
handle the registration, deposit and approval of the texts
of agreements on the transfer of technology (including
the relevant parts of investment agreements) in the public
and private sectors; undertake or assist in the negotiation
of contracts for the transfer of techmnology; review,
evaluate and re-negotiate such contracts; review such
various aspects of the cost of transfer as pavments for
royalties, technical services, interest on external debt and
repatriation of profits and capital, and authorize such
payments.

# Even in countries with some experience in the transfer of tech-
nology, it seems that such experience is widely dissipated among
various government offices and public and private enterprises, If the
relevant experience was concentrated in a single appropriate body,
the fask of negotiating future transfers of technology would be
facilitated.

2 For some ideas on the possible range of functions, see “Ques-
tionnaire on the transfer of technology, inclnding know-how and
patents: note by the UNCTAD secretariai” (TD/BfAC.11/4),
annex [, sections H and L.
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58. It should also be responsible for seeking, or
helping to find alternative potential suppliers of technology
in economic or industrial sectors in accordance with the
priorities of national development planning. In addition,
it could establish criteria for accepting, rejecting, orv
modifying the terms and conditions of proposed transfers
which are negotiated within the framework of national
policy. In co-operation with other parts of the public
administration, it could also contribute towards formulat-
ing policies for the development of the domestic scientific
and technological capability necessary for assessing, mod-
ifying and innovating on imported technologies, for adapt-
ing and evolving appropriate technologies making the
most efficient utilization of domestic resources, and in
general for ensuring progress towards strengthening
domestic scientific, and technological capabilities.

59. While the nucleus of such machinery should be
established in all countries some of its functions might
well be performed even better and at lower cost to indi-
vidual countries at a regional or sub-regional level,
through co-operation among a group of countries.®
There could result major economies of scale, particularly
for the smallest, and in general for the least developed
among the developing countries, especially because of
the scarcity of skills in this field. Provisions concerning
the establishment of appropriate offices and the perfor-
mance of these functions at a regional or sub-regional
level should be written into agreements concerning
regional co-operation; on the other hand, work in this
field could be undertaken prior to the conclusion of such
co-operation agreements,

2. Training of specialized personnel

60. The mere establishment of such offices would
obviously be of little help if they were not manned by
appropriately trained personnel. At present, such staff
are in very short supply in developing countries, and in
many of them are not to be found at all. Even when
competent persons are available, they are usually not
trained in the precise skills which are necessary for per-
forming the broad functions outlined above. Great
importance therefore attaches to training of the personnel
that will be called upon to man the national units dealing
with policies for the transfer of technology.

61. In order to assure maximum efficiency of the
training programme it would be best to organize it
initially at an inter-regional level and then, as experience
accumulates, extend it to a regional level, The personnel
working in, or proposed for, the national offices on trans-
fer of technology in various countries could be selected
for extensive training. The duration, as well as the actual
content of the courses, would obviously depend on the
specific requirements of the countries concerned and on
the background of the participants.

% The experience of the Andean group of countries, signatories
to the Cartagena Agreement, may serve as a valaable guideline for
the operation of such arrangements. See “Policies relating to tech-
nology of the countries of the Andean Pact: their foundations—a
stady by the Board of the Cartagena Agreement” ({TD/107) (see
p. 122 below).

62, It will be necessary to initiate such training pro-
grammes through the provision of funds from the United
Nations Development Programme (UNDP). A fund-in-
trust could also be established in UNCTAD if grants
were offered for this purpose by interested countries.?

3. Establishment of an advisory service

63. Clearly, the establishment of national offices
dealing with the transfer of technology and the training
of their personnel requires a certain time, and for the
smaller, and in general for the least developed among the
developing countries, perhaps a rather long time. In the
meantime the developing countries are faced with the
need to take decisions concerning agreements on the
transfer of technology, which may often have a major
impact on their economies for many years to come. It
may be extremely helpful to these countries if an advisory
service is established in UNCTAD to provide them, upon
request, and in co-operation with cother bodies as appro-
priate, with experienced advisers who could help in the
preparation of investment projects involving the transfer
of technology and in negotiations with foreign suppliers
of technology. The provision of such a service would
constitute a practical way of facilitating implementation
of the relevant parts of the Internationa! Development
Strategy.

64. The advisory service should be able to assist:
(a) in the formulation and evaluation of projects concern-
ing the transfer of technology; (#) in seeking various
technological alternatives and choosing the most appro-
priate from among them; and (¢} in the negotiation of
specific contractual arrangements. Because of their low
level of domestic capability in these fields, the least devel-
oped among the developing countries may well request
detailed assistance in all three respects. For the somewhat
more advanced developing countries, however, the accent
in the advisory service required may be placed on one or
more of these fields, depending upon their specific
requirements.??

65. The advisory service should be composed of a
small group of persons possessing considerable experience
in various aspects relating to the transfer of technology.,
The UNCTAD secretariat, as appropriate, would co-op-
erate in this connexion with other bodies concerned with
these questions, and in particular with the United Nations
Industrial Development Organization (UNIDQ) and the
World Intellectual Property Organization (WIPQO),

66. The financing of the advisory service could be
similar to that for training programmes (see paragraph
62 above), and indeed it may be the most economical
solution to combine advisory service and training. The
staff of the advisory service could then divide their time,
as appropriate, between the training of specialized per-
sonnel and advisory work on particular projects.

2 Several examples of funds-in-trust already exist in the United
Nations and in UNCTAD, so that this proposal would not involve
any new proceduores.

£ The experience of the advisory service will assist the UNCTAD
secretariat in exploring the possibilities of establishing internationat
norms or standards respecting the basic terms and conditions of
technology transfer.
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4. Directing a part of the research and development
expenditures in the developed countries to projects of
particular significance to the developing countries

67. The International Development Strategy in para-
graph 63 states that the developed countries will, in
their research and development programines, assist in
seeking solutions to the specific problems of developing
countries and for this purpose will endeavour to provide
adequate resources. Serious consideration could now be
given to the question of setting a specific target in this
field. If the developed countries could allocate a certain
proportion of their research and development expendi-
ture for the purpose of resolving the problems involved
in choosing and applying technologies specifically suited
to the resource endowment and growth requirements of
the developing countries, the technological prospects
for these countries would be substantially enhanced.?®
The progress achieved towards attaining this target could
then be reviewed during the first biennial appraisal of
the progress made in implementing the International
Development Strategy.

68. A developing country could bring to the attention
of the UNCTAD secretariat a technological problem
which it wished to be studied in the light of its needs.
The UNCTAD secretariat, after consulting competent
international organizations and other appropriate bodies,
would seek the institution in a developed country able
and willing to study the particular problem, and would
bring the interested parties together. Alternatively, the
initiative in this respect could also be taken by an institu-
tion or a body in a developed country which might offer
to seek the solution to a technological problem of impor-
tance to developing countries. The UNCTAD secretariat
could help, through the appropriate channels, in finding
one or more developing countries which might be partic-
ularly interested in the problem and, as in the preceding
case, would bring the interested parties together.

ANNEX
Sources for tables
I. DATA ON PAYMENTS FOR THE TRANSFER OF TECHNOLOGY

Data on payments for patents, licences, know-how and trade-
marks and for management and other technicai services have been
obtained from various sources, as listed and explained below:

Latin America

Argentina — Information obtained in reply to the UNCTAD
secretariat “Questionnaire on the transfer of technology, in-
cluding know-how and patents” (TD/B/AC.I1{4).

Brazil — Maximo Halty Carrére, “Produccion, transferencia y
adaptacion de tecnologia industrigl” (Organization of American
States (OAS), Washington D.C., 1971), table 1.

Colombia — Halty Carrére, op. cit., table 1.

# The Government of Canada, for instance, recently set up an
International Development Research Centre, one of whose objectives
is to use the resgarch and development capability in developed covn-
tries for dealing with problems of specific interest to the developing
countries,

Chile — Chilean Development Corporation (CORFQ), “Analisis
de censo de contratos de regalias efectuado en Chile” (Santiago,
January 1971}, p. [8. Data relate exclusively to royalty payments
from licensees to licensers, and hence do not cover all payments
for technology transfer. They were obtained from a sample survey
conducted by CORFO covering 495 firms, i.e. about 75 per ceat
of the total number of firms having valid royalty coniracts
registered in Chite, A large part of the industrial sector, in partic-
ular the engineering industry, was ¢xcluded by the classifying of
enterprises eligible for survey coverage as those registered as
operating under contact.

Mexico — “Laq fransferencia internacional de tecnologia al nivel de
empresa — el caso de México”, prepared by M. 8. Wionczek
(document ESAJFF/AC.2/10). The author’s estimate of §200 mil-
lion for payments for technology transfer in 1968 is based on
an extrapolation of data available for earlier years, adjusted for
the limited coverage of the statistics.

Venezuela — Fernando Martinez Galdeano, “Importamos depen-
dencia”, Revisia SIC, No. 333, March 1971, Data cover only
payments for the use of patents.

Africa

Nigeria — The figures given in table I, columns (1) and {2}, were
obtained from “Asrangements for the transfer of operative
technology to developing countries—Case study of Nigeria™
(document ESAfFF{AC.2{4{Add.1), tables 1 and 14. The figure
in colamn (1) includes, in addition to royalty payments, consul-
tancy fees, commissions, etc. The data, which are based on balance-
sheets and profit and loss accounts and not on actual end-
of-the-year remittances, cover all foreign companies with a
minimum authorized capital of $28,000; oil companies account
for most of the transfer cost. Estimates for non-responding
companies are also included, bat not payments by public and
domestic private sectors. The figure in column (2) relates to
the cost of employing non-Nigerian high-level managers to
operate the various manufacturing and processing establish-
ments; part only represents remittances abroad in foreign cur-
rency. According to the case study, some payments for technology
are probably included in remittances of profits, dividends, ete.

Asia

Ceylon — Information obtained in reply to the UNCTAD secre-
tariat questionnaire.

India — The figure given in table 1, column (3), relates to the
financial year 196869 and is cited in “Arrangements for the
transfer of operative technology to developing countries—Case
study of India”, prepared by the National Council of Applied
Economic Research, New Delhi (document ESA/FFfAC.2{
3/Add.1). It relates to royaity payments and payments for manage-
ment and technical assistance services by the private sector only.
The complete omission of data on payments by the public sector
is a seripus shortcoming, since the public sector accounts for
two-thirds of all industtial investments in India.

Indonesia — Royalty payments have been officially ¢stimated at
214 per cent of the value of gross domestic fixed capital formation
(se¢ Report of the Imtergovernmental Group on Transfer of
Technology on its organizational (first) session in Official Records
of the Trade and Development Board, Eleventh Session, Annexes,
agenda item 7, document TD/Bf365, para. 10). This percentage
was applied to the 1968 value of gross domestic fxed capital
formation to obtain the figure given in table 1, column (3).

Israel — The figure given in table 1, column (3), was obtained from
“Arrangements for the transfer of operative technology to devel-
oping countries: progress report of the Secretary-General,
Annex [I--Case study of Israel”, prepared by S. M. Yaniv
(Ef4452{Add.2).

Republic of Korea — Information obtained in reply to the
UNCTAD secretariat questionnaire,
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Pakistan — The figure given in table 1, column (3), is an ¢stimate  United States — Data given in table 2 were obtained from the
by Mahbub ul Haq (see “Elements of a programme of work for reply to the UNCTAD secretariat questionnaire. They relate
UNCTAD: study by the UNCTAD secretariat®, Official Records to receipts from developing countries only and consist of items:
of the Trade and Development Board, Tenth Session, First, second (1} entered into intercompany accounts of United States cor-

and third parts, Annexes, agenda item 14, document TD/B/310, porations and their foreign affiliates, and (2) arising out of
para. 95, agreements by United States residents with residents or govern-
ments of foreign countries for the use of patents, trademarks,
Southern Europe copyright, etc., rentals for the use of tangible property and charges
Spain -— Peter James, “The transfer of industrial technology to for the use of professional, administrative or management
Greece, Spain, Turkey and Yugoslavia®, Paris, January 1971 serviees,
{mimeo.), table Al2,
Turkey — Peter James, op. cit., table A9, IL  OTHER DATA

. The figures given in table 1 for GDP (at current market prices)
Other Countries and exports are taken from United Nations, Statistical Yearbook,
Ireland — Science and Irish Economic Development, Dublin, 1970;  1970.
Research and Development Surveys, 1969, Dublin, 1970; Central Annual average growth rates of GDP (at constant prices), as
Statistics Office, National Income and Expenditure, 1969, Dublin,  given in table 2, are UNCTAD secretariat estimates, based on

1971, data in United Nations, Yearbook of Narional Accounts Statistics,

Japan — The figure given in table 1, column (3), was obtained from 1968 and 1969 editions. For manufacturing output, annual average
“The transfer of technology te developing countries, with special ~ growth rates are estimates based on data in United Nations Monthly
reference to licensing and know-how agreements™ (TD/28/Supp.1),  Bulletin of Statistics, July 1958, December 1963, October 1968 and
table 3. August 1970,
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Introduction

1. The policies agreed jointly by the five Andean
countries (Bolivia, Chile, Colombia, Ecuador and Peru)
on technology at the end of 1970 constitute the first
explicit and integrated approach undertaken on the
subject by the members of the Andean Pact, Additional
complementary decisions are scheduled to be taken
before November 1972. Such policies are based on an
appreciation of the critical role that technology has to
play in economic development and on a recognition of
the importance of the techmology imported into the
Andean countries. Specific emphasis is placed on the need
to undertake concentrated action to enhance domestic

technological activities. As far as imported technology
is concerned, as in the case of foreign direct investment,
notice has been taken of the fact that the enlarged market
resulting from the Andean integration offers new pros-
pects for economic activities in the area. The awareness
of these prospects, stemming from an enlarged and
growing market, has changed the relative bargaining
power of the parties to the purchase of technology. An
attempt has been made to consider explicitly the adequate
distribution of benefits accruing to technology suppliers
and purchasers. Furthermore, legal and institutional
procedures were instituted to correct the imperfections
at present existing in the market for technology within
the Andean countries,

122
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2. This document presents the conceptual and empir-
ical foundations of the policies of the Andean countries
regarding technology and a brief description of the
policies themselves.!

Chapter I

Characteristics of the market for
techmology commercialization

3. The literature that evalvates issues related to the
process of importing know-how into developing coun-
tries generally deals with the subject nnder the heading of
“technology transfer”. Terminology, although an inade-
quate index, often throws light on the extent to which
concepts have been adequately analysed and understood.
The term “transfer” indicates in this particular case the
very limited comprehension that exists about the techno-
logy market. In commercial or economic language one
does not talk about the “transfer” of copper or cotton
or television sets, but about the sale (or purchase) of these
commeodities or products, Similarly, in the case of pro-
duction factors a meaningful analysis has been undertaken
by distinguishing and evaluating the characteristics of
foreign direct investment, portfolio investments, interna-
tional indebtedness, workers’ migration, etc. The term
“transfer” could represent a rather loose usage of the
word; or it conld be an indication of insufficient know-
ledge about the phenomena involved; or even it could
fall within what Myrdal called “diplomacy by terminol-
ogy”. In the present paper we thus prefer the term techno-
logy commercialization and our purpose will be to eval-
vate the characteristics of its market. In that sense
technology is removed from the research and development
laboratory and from the sphere of national policies for
education, science and technology, and enters the world
of commerce, Technology viewed as an economic unit,
a merchandise, has a special market (even a market
“place™) with a particular structure and specific proper-
ties, mechanisms that settle prices and “quantities”, rules
of exchange and market impurities. The general principles
of determining economic value on the basis of relative
scarcities and the definition of market performance
(number and size of buyers and sellers, relative bargaining
power, extent of available information, etc.) govern
also the market of technology commercialization given
its own proper characteristics. In the present document
these special characteristics are considered under three
broad headings: (@) properties of technology as a traded
entity; (&) concentration as a market structure; and (¢)
notes on the availability and supply of technology.

A. PROPERTIES OF TECHNOLOGY AND THEIR
ECONOMIC IMPLICATIONS

4, These may be conveniently discussed under three
headings.

1 An earlier longer paper upon which the present one is based has
been circulated in the Andean coustries and was submitted io the
Organization of American States (OAS) by the researchers respon-
sible for the project. The OAS financed part of the studies in question.

(1) Technology in the process of its commercialization
is usuwally embeodied in intermediate products,
machinery and equipment, skills, whole production
systems (like turnkey plants), even systems of dis-
tribution or marketing (such as crvogenic techno-
logy in ships that transport liquid gas), etc. Thus,
know-how represents a part integrated in a larger
whole. As a resuit, the market for the former is
not independent but constitutes part of the market
for the latter. This market integration of various
inputs creates non-competitive conditions for each
item since they are sold int a package form.

As in all other markets, a prospective buyer needs
information about the properties of the item he
intends to purchase so as to be able to make appro-
priate decisions. Yet, in the case of technology,
what is needed is information about information,
which could effectively be one and the same thing,
Thus, the prospective buyer is confronted with a
structural weakness intrinsic in his position as a
purchaser, with resulting imperfections in the
corresponding market operations,

The use of information or technology by a company
or person does not in itself reduce its availability,
present or future. Thus, the incremental cost in the
use or sale of an already developed technology is
close to zero for someone who already has access to
that technology. In cases of minor adaptation (due
to scale, taste, Iocal conditions, etc.) the firm incurs
certain costs but these can be estimated and usually
do not exceed a figure in the tens of thousands of
dollars, From the point of view of the prospective
purchaser, however, the relevant incremental cost
for developing a similar alternative technology with
his own technical capacity might amount to millions
of dollars. Given market availabilities, the price
between zero or tens of thousands of dollars, on
the one hand, and millions of dollars, on the other,
is determined solely on the basis of crude bargaining
power. The range of the corresponding costs is so
wide that no price between the two extremes can
be claimed to be more or less appropriate.

5. These three properties indicate that techrology
is traded under conditions that are non-competitive;
that prospective buyers suffer from inherent weaknesses
in formulating their demand for know-how; and that
relative bargaining power is the determining factor that
settles the terms of exchange. Policies directed towards
the regulation and improvement of the mechanisms for
technology commercialization need to consider explicitly
the implications of such properties on the behaviour of
participating firms.

@

3

B. CONCENTRATION AS A MARKET STRUCTURE

6. In addition to the properties mentioned above,
we need to refer to some additional characteristics of
the structure of the market within which technology is
being traded and the further implications that this has
on requisite policies. These characteristics are related to
particular forms of market concentration, which in turn
result in behaviour characterizing markets of sequerntial
and interdependent monopolies. Using the Chilean case
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Payments
o countries lsred
In column (2},
as percemtage
of total payments
Sector Couniry by sector
(1) (2) (3}

Food and beverages . . . . . . . . . . Switzerland

United States 96.6
Tobacco . - . . . . . . . . .. ... United Kingdom 100.0
Industrial chemicals . . . . . . . . . . Federal Republic of Germany

Switzerland 96.6
Other chemicals . . . . . . . . . .. United States

Federal Republic of Germany 920

Switzerland
Petroleum and coal products . . . . . . United States

United Kingdom 100.0
Rubber products . . . . . . . . . . . United States 99.9
Non-metaltic minerals . . . . . . . . . United States 97.0
Metallic producis {excluding equipment) . United States 94.0
Non-electric machinery . . . . . . . . United States 98.7
Electric equipment . . . . . . . . . . Netherlands

United States 92.0

Spain
Transport equipment . . . . . . . . . France

Switzerland 89.0

as an example we proceed to analyse three forms of
market concentration that throw further light on the
description of the phenomena involved (see table above).?
First, there is a concentration in the total payments
involved by sector with respect to the country of destina-
tion of such payments. Chilean licensees (national and
foreign-owned companies), under 399 contracts analysed,
paid for royalties, profit remittances, intermediates, etc.,
the indicated percentages of the total outlays by sector to
the countries listed.

7. This type of very high country concentration of
destination of payments from the various sectors (which
in turn is the mirror image of the concentration of origin
of resources from technology producing countries) depicts
basically two inter-related causal factors. On the one
hand it indicates the lack of diversification or lack of
attempts to diversify potential sources of supply on the
part of the purchaser. Quite often he prefers to receive
resources in a package form from the same origin since
an alternative strategy of diversification would have
implied costs of obtaining information, usage of other
scarce resources, etc. A rational decision would have
necessitated a comparison between these types of costs
and those involved in purchasing inputs in 2 non-com-
petitive manner from the same origin. The second causal

? See C. V. Vaitsos, “The process of commercialization of tech-
nology in the Andean Pact”, mimeo., Lima, October 1971; this
analysis was based on data in ODEPLAN, E! capital privado
extranjero en Chile en el perfodo 1964-1968 o nivel global y sectorial,
Santiago, Chile, August 1970; Chilean Development Corporation
(CORFO) Comportamiento de las principales empresas industriales
extranjeras acogidas al D.F.L, 258, publication No, 9-A/70, Santiago,
Chile; and G. Oxman, “La balanza de pagos tecnoldgicos en Chile”,
mimeo., September 1971,

factor involved is the fact that the country concentra-
tion referred to above often reflects a company concentra-
tion. Arrangements for patent cross-licensing among
multinational corporations, cartel agreements, tacit seg-
mentation of markets (particularly in developing coun-
tries whose size prompts such arrangements) often
constitute common behaviour rather than the exception.

8. A second type of concentration reflects the com-
bination of contracts for the transfer of technology, for
foreign investments (direct as well as loans) and for the
purchase of intermediates and capital goods. These
three types of contract often take the form of a package
deal, An analysis of one of them implies immediately
the analysis of the others, and more especially the analysis
of all of them in the package they constitute. For example,
the table below relating to Chile lists by order of impor-
tance the countries that have the highest number of
technology contracts, the largest volume of foreign direct
investments in the country, the largest credits extended
by foreign private firms and the largest receipts from the
sale of intermediates and capital goods to their Chilean
licensees, by whom royalties andfor dividends are also
paid.

9. The table below indicates an aimost complete
correspondence in order of importance of the countries
appearing in each of the four columns. Since the listing
of countries reflects in practice the fitms involved, the
table indicates once more the existence of a collective
exchange of factors of production and intermediates in
a package form. Foreign direct investment implies the
concomitant “sale™ of technology from parent to subsid-
iary. Also, the propensity to use technology commercially
stimulates foreign direct investment. Furthermore, the
sale of technology and capital generate the sale of prod-
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Number of leences

Toral volume of foreigrn
direct investments 1964-1968

Total volume of foreign
private loans 1964-1968

Total receipts from intermediate and
capital goads, and from royaliles
and profils in 1969,

tinder 399 techuology comtracts

{§0.5.)

United States 178 United States 43 103 000
Federal Republic Canada 25181 000
of Germany 46 Federal Republic

Switzerland 35 of Germany 14 517 000
United Kingdom 30 Switzerland 2941 Q00
France 17 United Kingdom 2 264 000
Ttaly 12

Netherlands 10

(3U.5.) (3U.5.,

United Stakes 120 299 000 United States 16 849 000
Federal Republic Federal Republic

of Germany 28 181 000 of Germany 4235 000
Switzerland 18 250 0600 Switzerfand 3 949 000
United Kingdom  §121 000 United Kingdom 3 856 000
France 6051 000 France 2 606 000
Canada 4 789 000 Netherlands 2 575000

ucts embodying the technology or manufactured with
the aid of both technology and capital. This concentration
of resources in a package form creates special monopo-
listic conditions owing to the absence of competitive
forces for each one of the inputs involved which are
exchanged jointly in a collective unit. The third form of
conceniration refers to the market structure of the
recipient countries. In a sample taken of foreign owned
subsidiaries in Chile, 50 per cent of them had a monopoly
ot duopoly position in the host market. Another 36.4 per
cent had an oligopolistic position in the market. Only
13.6 per cent of the foreign subsidiaries in the sample
controlled less than 25 per cent of the local market.
Similar indices of concentration were noted in Colombia.
Thus, foreign suppliers operating within high protective
tariff walls® are able to pass on to the final consumer,
through market domination, monepoly rents that are
related to the other two types of concentration examined
above. Thus, the three kinds of concentration are inti-
mately connected. Market concentration and control in
the host country, coupled with high tariff protection,
make it possible to achieve high effective returns in
such markets. These returns, then, are passed on to
foreign suppliers of collective units through tied arrange-
ments for the supply of inputs, often resulting in domestic
tax avoidance (as distinct from tax evasion). Further-
more, country or firm concentration prevents competi-
tion even among alternative packages of inputs. Hence,
the market for technelogy and for foreign direct invest-
ments, owing to its compounded imperfections in con-
sequence of various forms of concentration, needs special
remedial policies to be applied by the governments of the
host countries so as to protect the national interests.

C. NOTES ON THE AVAILABILITY AND
SUPPLY OF TECHNOLOGY

10. First we need to distinguish between the concept
of availability (or non-availability} of technology and
that of the supply of technology. The former has to be

? The infant industry argwment and tariff protection for such
industries certainly need a re-evaluation if “infancy™ is ascribed to
cornpanies like General Motors, Imperial Chemical Indusiries
(ICI), Philips International, Mitsubishi, etc., whose subsidiaries
dominate the market of key industrial sectors in developing countries.

qualified by inquiring: available to whom? As in the
analysis of availability of credit (as distinct from the cost
of credit) answers to the question will depend on the
understanding of the concentraticn and “captive” nature
of technology on the one hand and the factors that affect
access to it by potential users on the other. As far as
concentration is concerned, internationally traded indus-
trial technology is to a large extent localized in corpora-
tions which through product and process innovation and
imitative or adaptive research are able to make commercial
use of the fruits of knowledge. It should be emphasized
that a large part of that technology {(certainly most of
the technology sold to developing countries) implies on
the part of the sellers “cutting and taping together” bits
of knowledge which, when appropriately combined and
promoted, could lead to the successful commercialization
of modified or new products and processes. This form
of innovative activity, with its own form of scarcity,
requires technical and other skills (with respect to search
for existing knowledge, systems of information diffusion,
evaluation, improvement, etc.) which are quite distinct
from the activities of the so-called “centres of excellence”
of research oriented towards the frontiers of scientific
know-how. A systematic study undertaken in the petro-
chemicals industry indicated that, during the period when
technology was most likely to be sold to developing
countries, the original producers of a particular product
or process accounted for only 1 per cent of the total know-
how licensing, The remaining 99 per cent was divided
between “followers” of commercial producers (52 per
cent) and engineering firms (47 per cent).* Similarly,
know-how in electronics sold to developing countries
by technology-intensive companies like Philips Interna-
tional or General Electric generally includes know-how
regarding products with a certain age of commercial
usage (like transistorized components for television or
radio). Such technology is available to or from other
firms, which are not necessarily technology-intensive, in
Belgium, Spain, Japan and other countries, Furthermore,
this know-how corresponds to technological activities

* See R. Stobaugh, “Utilizing technical know-how in a foreign
investment and licensing program”, paper delivered to the National
Meeting, Chemical Marketing Research Association, February 1970,
p. 3.
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quite different from those of a later vintage and concerned
with different products (such as space satellites) to which
research and development (R & D) budget funds are
devoted by Philips or General Electric, Thus, when we
talk about the availability of techmology which is at
present sold to developing countries it is more relevant
to talk about the kind of technological activities pursued
(which could include “inverse technology”, product fest-
ing, imitation, even product servicing) rather than about
the size of the R & D budget. The economics of techno-
logy at this stage are more related to the broader issues
of the economics of information and its use for commer-
cial purposes.

11. As far as the “captive™ nature of technology is
concerned, this is related to legal monopoly privileges
granted through patents by countries and to technical
captivity acquired through experience, product testing
and improvement, guarded performance in the use of
knowledge, etc. Access to knowledge and its use (outside
of impediments imposed legally through patents or com-
mercially by other barriers on entry)} are related, among
others, to the capacity of potential users to search for
knowledge and to their ability to translate it into com-
petitive product and process innovations.®

12. The elements mentioned above with respect to
the availability of technolegy are related to but also need
to be distinguished from the supply of technology. By
supply we mean the cost structure of technology sold to
a given firm. Although potentially much more competitive,
the present market for technology related to developing
countries approaches the characteristics of bilateral
oligopoly, that is those of oligopoly-oligopsony. In such
a market, with the special marginal cost considerations
that are involved in the development and commercializa-
tion of technology, its supply cannot be determined
a priori. We can only refer to the supply of technology
(as distinot from its availability) with respect to the supply
facing a given firm with a particular size and ownership
structure which operates under conditions of a given
effective market protection related to goods produced
as well as imported for further processing, and within a
particular tax (and even monetary) system and which has
to take into account specific government policies with
respect to access and negotiations for technology acqui-
sition. Thus, for the same know-how a Chilean-owned
firm deals with a source of supply different from that
which a Brazilian-owned firm, or a foreign-owned firm
in Chile or Brazil, has to deal with. The issue becomes
even more complex if one considers that the supply of
more of the same technology is meaningless for a given
firm once it has mastered that technology and it is con-
tractually and legally permitted to use it.

13. The following example will help to explain why
the cost {or supply) of technology is @ priori incapable
of being determined. The predominant form by which

5 Research in Indonesia indicated that the technology used by
foreign investors in the manufacturing sector of that country could
have been obtained without necessarily being attached to foreign
investments, if Indonesian firms had searched the world market
adequately, In the absence of such initiative by the local firms, tech-
nology reached Indonesia through foreign direct investments,

the price of technology is computed is through a percent-
age rate on the sale of goods or services incorporating the
know-how in guestion. To start with, such a percentage
for a given technology will depend on whether the
recipient firm is owned by the licenser or by third parties,
and on other factors. If it is owned by the licenser and
the local government does not intervene in the process
of negotiation, the percentage of royalty payments will
depend on the global financial management of the parent-
licenser., For example, if the corporate tax rate in the
host country of the subsidiary is higher than that of the
home country, the parent company will be induced to
increase royalty receipts so as to reduce over-all tax pay-
ments for the firm. Similarly, the higher the ad valorem
tariff rates for intermediate products sold by the parent
to a subsidiary, the lower will tend to be the (trans-
fer) pricing of such products, which in turn will prompt
higher royalty payments as a mechanism of income
transfer. The considerations affecting the supply of the
same technology for a firm not owned by the licenser
will be quite different. Furthermore, the cost of techno-
logy (whether in terms of percentage rates or of absolute
amounts) will depend on the number of units sold and
the price of the product incorporating the respective
know-how. Also, given a royalty rate, the higher the
ad valorem tariff rate on the products produced by a
given know-how, the higher is the absolute cost of
obtaining that technology.

Chapter Il
Empirical results and their interpretation

14. In order to understand the terms of technology
commercialization, diverse studies were undertaken on
the subject in the Andean countries between 1968 and
1971. These studies included an evaluation of contracts
for the purchase of know-how, an investigation of the
structure and implications of the present patent system
and a financial analysis of the price effects of technology
embodying imported intermediate products. The results,
in summary form, of these studies are presented below.

A. ANALYSIS OF CONTRACTS FOR
TECHNOLOGY COMMERCIALIZATION

15. In the five Andean countries 451 contracis
in various sectors were evaluated, The country break-
down was as follows:

Country No. of contracts No, of economy sectors
Bolivia. . . . . . 35 4 including “others™
Colombia 140 4

Chile. . . . . . . 175 13

Ecuador . . . . . i2 3

Peru. ... ... 89 2 including “others™,

16. The clauses analysed in these contracts raise
important economic and legal issues about the extent
to which private contracting (comtratacién privada)
reaches into areas where private economic benefits derived
by some or all of the parties involved are in conflict with
the over-all economic and social interests of the country
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where they operate. Some answers to this type of question
have long been provided in the industrialized world
through anti-monopely and anti-trust legislation as
well as through the establishment of public regulatory
agencies. Many developing countries have still to demon-
strate an awareness of these issues and their implications
for their private and public economic interests. Further-
more, the terms and conditions to be discussed below
raise questions about the concept of liberty or sovereignty
to contract among unequals. In a bargaining structuye
with very unequal participants, with limited information
and imperfect over-all market conditions the sovereignty
of the “technology consumers” becomes a concept of
very limited applicability.

B. EXPORT RESTRICTIVE CLAUSES

17. One of the most frequent clauses encountered in
contracts for the commercialization of technology is
one prohibiting export. Such restrictive practices generally
limit the production and sale of goods produced through
the use of foreign technology solely to the territory of the
receiving country. Some allow exports to specific neigh-
bouring countries only. Of the total of 451 coniracts
analysed by the secretariat of the Andean Pact, 409
contained information about exports which is summarized
in the table at the foot of this page.

18. In Chile out of 162 contracts about which informa-
tion was available, 117 prohibited any form of exportation
altogether. Of the remaining 45, the majority limited
exports to certain countries. The exact number of these
partial export permits could not be estimated from the
data provided by Chile. Thus, in the four countries for
which precise figures were available about 81 per cent
of the contracts prohibited exports altogether and 86 per
ceni had some restrictive clause on exports. In Chile about
73 per cent of the contracts prohibited exports alto-
gether.

19. An analysis of the above data indicates that no
significant differences exist among the stipulations in
contracts for the commercialization of technology entered
into by firms in the countries considered here. For exam-
ple, the percentage of contracts with complete prohibi-
tion of exports to the total number of contracts about
which information was available was as follows:

20. With the exception of contracts entered into by
firms in Peru, where figures were high owing to the
large number of contracts relating to the pharmaceutical
sector in the sample taken, the rest indicate similar
percentages. In terms of sectorial comparisons the follow-
ing figures were noted with regard to the various forms
of export restrictions:

Textites . . . . . . . .. 88 per cent
Pharmiaceuticals . . . . . 89 per cent
Chemicals . . . . . . . . 78 per cent
Food and beverages. . . . 73 per cent
Others . . . .. . ... 91 per cent.

21. Restrictive clauses affecting exports are stipulated
ont the basis of relative bargaining power, in the light of
market conditions relating to alternative sources of
supply of technology. Despite the differenti sizes and
relative strengths of firms in the Andean countries, the
concessions obtained by these firms in their negotiations
with foreign multinational corporations that seil indus-
trial technology do not differ greatly, The bargaining
power of a relatively large firm in Medellin, Colombia,
in dealing with a multinational corporation, does not
seem to differ very much from that of a smaller firm in
Cochabamba, Bolivia. There appears to be a “critical”
level of bargaining power, and this will depend, in part,
on government policies,

22. An analysis according to ownership indicated
that 92 per cent of the contracts prohibited the exporta-
tion of goods produced with foreign technology in the
cases where the technology-purchasing firms were locally
owned. And this occurred at a time when the Andean
nattons, with the establishment of their common market,
were trying fo integrate economies by increasing intra-
regional trade. Agreements reached between governments,
are, in the case of the commercialization of technology,
greatly influenced by the terms reached among private
firms whose relative bargaining power is totally unequal.
Also, efforts by UNCTAD and individual governments
to achieve preferential treatment for the exports of
manufactured goods from developing countries have to
be considered within a market structure which does not
permit such exports through explicit restrictive clauses.
Technology, an indispensable input in industrial devel-
opment, becemes, through its present form of commer-
cialization, a major factor limiting such development,

livia. . . . . .. ... T cent vy eys
gﬁl:ibia _______ 77 g:; cegt 23. The absence of such export-prohibiting clauses
Chile . . . . . . . . .. 73 per cent will not, of course, lead necessarily to actual exports.
Ecuador . . . . . . ... 75 per cent Everything depends on the productive and marketing
Peru. . - « . « o v o .. 89 per cent. capacities of the firms, their relative competitive position
Exporis Exports
Total Toral permitied permitied
aumber prohibitlon in certain to rest
Couniry af contracts of exports areas only of world
Bolivia . . . . .. ... .. a3 27 p S
Colombia . ... .. ... 117 o0 2 25
Ecwador . . . .. . . . .. 12 9 — 3
Peru . . . . . . . « « « .. 83 _:l'il _8 _1
Total 247 200 12 35
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in external markets, their export horizon, ete. Yet,
contractually assumed export possibilities, even if they
do not constitute a sufficient condition, nevertheless
constitute a necessary condition for such export capabil-
ities, What is more, such clauses can severely inhibit
the long process necessary for firms to develop export
orientation and capacities,

C. TIE-IN CLAUSES RELATING TO INTERMEDIATE PRODUCTS
AND PRICE EFFECTS

24. A large percentage of the contracts for the com-
mercialization of technology include obligatory terms
requiring intermediate and capital goods to be purchased
from the same source as that of know-how. For example,
more than two-thirds of the contracts about which
information was available in Bolivia, Colombia, Ecuador
and Peru had such tie-in clauses.

25. Even in the absence of such explicit terms, control
through ownership of the know-how sold or through
technological requirements and specifications stemming
from its mature could determine almost exclusively
the source of intermediate products, Thus, as in the
case of tie-in arrangements in loans, benefits for the
supplier and costs for the purchaser are not limited only
to the payments expressly stipulated, such as royalties
or interest. They also include implicit charges through
the various forms of margins in the concomitant or
tied sale of other goods and services. Furthermore, at the
aggregate level, flows of technology among countries
determine the assoctated flow of intermediates, equip-
ment and capital.

26. This structure of the market for intermediates
and other inputs which are tied to the sources of techno-
logy andfor capital has significant repercussions on the
strategy of import substitution pursued by the majority
of developing countries. Such a strategy has, in fact,
implied an increasing dependence on imports of capital
goods and intermediate products. Only a few countries
well ahead in their development process, like Argentina,
Mexico and Brazil, have achieved in certain sectors
significant “backward linkages™ ¢ in domestic preduction.
Others, however, find that inputs account for an increas-
ing share in their total import bill as industrialization
advances.

27. For example, in Colombia two-thirds of the total
import bill in 1968 comprised imperts of materials,
machinery and equipment for the industrial sector, while
the other one-third was accounted for by final products
for consumption and intermediate goods for the agricul-
tural sector.” A similar dependence and a similar structure
of imports are to be expected for Chile and Peru and other
countries at a comparable stage of industrial develop-
ment.

¢ Stimulus to early stages of production given by the establishment
of domestic industry depending upon these early stages for its inputs
of raw materials and intermediate products, For instance, creation of
plant producing shoes could stimulate domestic processing of hides
and skins.

7 See data from Banco de la Republica, tabulated by INCOMEX,
“(lasificacion Econdémica ae las Tmporiaciones”, 1969,

28. For the whole of Latin America it has been
estimated that during the period 1960-1965 about
$1,870 million were spent annually for the importation
of machinery and equipment. These imports amounted
to 3F per cent of the total import bill of the area. They
also constituted about 45 per cent of the fotal amount
spent by Latin Ametica on capital goods during the
same period. For individual countries this relationship
amounted to 28 per cent for Argentina, 35 per cent
for Brazil, 61 per cent for Colombia, 80 per cent for
Chile and 80 per cent for Peru.?

29, As far as intermediates are concerned, industry
samples in Colombia have indicated that imported
materials represented in 1968 between 52 and 80 per cent
of total materials used by firms in parts of the chemical
industry. In the case of rubber products the correspond-
ing ratio was 57.5 per cent and in the pharmaceutical
industry 76.7 per cent. It was only in textiles that the
ratio of imported intermediates to total materials used
fell to 2.5 per cent. Similar figures were reported for Chile.
For example, imported intermediate products amounted
to more than 80 per cent of total materials used in the
pharmaceutical industry and between 35 and 50 per cent
of total sales of the Chilean firms involved., This heavy
dependence on imports of intermediates and capital
goods has important repercussions on the recipient
countries if one considers the fact that the buik of such
imports is either exchanged between affiliated firms
andfor tied to the purchase of technelogy. For example,
it has been estimated that about one-third of the total
imports of machinery and equipment in Latin America
are made by foreign-owned subsidiaries. Using the
following ratio to define “overpricing”:

a-b

100><—5-

where: & = f.0.b. prices on imports in Andean countries

& = f.0.b. prices in different world markets
the results for the countries members of the Andean
Pact presented the following indicators:

In the Colombian pharmaceutical industry a sample
taken indicated that the weighted average overpricing
of products imported by foreign-owned subsidiaries
amounted to 155 per cent while that of national firms
was 19 per cent. The absolute amount of overpricing
in the case of the foreign firms studied was equivalent
to six times the royalties and twenty-four times the
declared profits. For national firms the absolute
amount of overpricing did not exceed one fifth of the
declared profits. Smaller samples taken in the same
industry in Chile indicated an overpricing of imported
products at times in excess of 500 per cent while for
the majority of them the range was between 30 and
500 per cent. Similarly, in Peru samples in the same
industry presented overpricing that in most cases
ranged between 20 and 300 per cent while in the case
of some products overpricing exceeded 300 per cent. In
all three countries the overpricing noted in the imports

¢ Preliminary estimates by the Economic Comrmission for Latin
America (ECLA), presented by F. Fajnzilber in “Elementos para la
formulacion de estrategias de exportacion de manufacturas®”,
ST/ECLA/Conf.3/L.21, Santiago, Chile, July 1971, pp. 91-95.
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of foreign-owned firms was considerably higher than
that of nationally-owned ones. Evidently foreign
technology and capital suppliers have indicated in
these cases a preference for realizing their returns in
an implicit form through transfer pricing rather than
explicitly through royalty payment andfor profit
remittances,?

30. Similarly in the electronics industry in Colombia
comprehensive samples corresponding to firms that
controlled about 90 per cent of the market indicated
overpricing which ranged between 6 and 69 per cent.
In the FEcuadorian electronics industry, 29 imported
products that were evaluated in relation to the Colombian
registered prices indicated the following results: sixteen
of them were imported at prices comparable to the
Colombian ones, seven had an overpricing up to 75 per
cent and six of them had rates of overpricing of about
200 per cent. Barlier studies undertaken only in Colombia
showed a weighted average of 40 per cent overpricing
in the imports by foreign owned subsidiaries in the
rubber industry and zero overpricing for nationally
owned firms. Also smaller samples in the Colombian
chemical industry indicated weighted average overpricing
that ranged between 20 and 25 per cent,1¢

31. In the case of imports of products into developing
countries returns to the foreign factor suppliers are
realized through the overpricing of such products, as
well as by other means. In the case of exports of products
from a country, similar returns can be realized through
the underpricing of the products sold by companies
to their foretgn affiliates. Preliminary research in Colom-
bia, still in process, indicates significant underpricing of
products of the timber, fish processing and precious
metals industries which are exported by foreign subsid-
iaries to their parent corporations. Similarly, foreign
businessmen with an interest in entering the fishing
industry in Peru have expressed their preference for
breaking even in their operations in Peru while making
their profits “in the marketing and abroad”. Considerable
interest has been expressed in the past in the worsening
terms of trade of developing countries owing to their
specialization in the production and exportation of
primary products. It is not improbable that the present
process of industrialization, given the existing mecha-
nisms for the supply of technology and foreign capital,
could have resulted in a further worsening of the terms
of trade of these countries. Such a deterioration might
have occurred because the markets within which factors
of production (such as technology and capital) are
being traded, jointly with intermediate products and
capital goods, are even more imperfect than the markets
for final industrial products.

¥ For a comparative analysis of the pharmaceutical industry in
Chile, Peru and Colombia, see P. Diaz, “Andlisis comparativo de los
contratos de licencia en el Grupo Andino”, mimeo., Lima, Septem-
ber 1971.

1 For a complete description of the methodology and results of
the studies undertaken in Colombia, see C. V. Vaitsos, “Transfer of
resources and preservation of monopoly rents”, in Economic Devel-

opment Report {Harvard University, Center of Internationat Affairs),
No. 168, 1970.

32. A significant point needs to be added. The above
cited investigations and their results were based on
comparisons of “overpricing” {or “underpricing”) which
in turn imply the comparison of two different prices.
Yet, income flows occur on the basis of pricing and not
just of “overpricing”. The former implies the comparison
between price and costs, while the latter implies a com-
parison of prices. In addition to aspects of relative
magnitude, important conceptual and measurement
considerations are involved, In the case of standardized
products, such as natural or synthetic rubber, cer-
tain chemicals, specific synthetic fibres, various elec-
tronic components specified by nomenclatures, etc.,
“overpricing” can be estimated. But, in the case of
differential goods, estimates are extremely difficult and,
in practice, probably meaningless. Furthermore, one
can ask what is the relevance of “overpricing” in the
case of a monopoly or a cartel market structure where
prices or price mark-ups are fixed accordingly. On the
other hand, the comparison between prices and costs to
determine net generated income begs the question of
what are the costs, How should overhead costs be
apportioned at the international level?

33. These conceptually perplexing questions indicate
the need for further work on the subject which will place
the approach to techmnology purchase and foreign direct
investment within a bargaining framework. Diverse and
complementary policies, such as price ceilings for stan-
dardized products or direct negotiations on the pricing
of diversified ones, etc., constitute some of the necessary
steps to be taken by recipient countries, in the light of
the particular characteristics of the industry concerned.
A major indirect mechanism that appears to reduce
overpricing rests on tariff levels on imported intermediate
products. Yet, such tariff levels cannot be considered
independently of those affecting the final product or
of the over-all commercial policies which, through the
effective protection'! they create, generate returns and
determine the competitiveness of domestic production.
What remains evident, though, from our analysis is
that the study of the cost of technology (particularly
when it is obtained through foreign-owned subsidiaries)
cannot be limited to explicit payments such as royalties
but should also include considerations of the often
much more important implicit charges incurred through
import or export product pricing,

DD. OTHER TYPES OF RESTRICTIVE CLAUSES

34, To understand the meaning and repercussions
of a contract one has to evaluate it in its totality, Often
terms that are defined in clause “x” are conditioned or
modified by clause “y”. Also, without explicitly stating
something so as not to violate local legislation one can
achieve certain purposes through indirect, legally accepted
means. For example, through certain quality clauses
one can indirectly affect volume of production or control

1 Protection given o net output (i.¢. value added) of an industry
by the whole structure of tariffs, taxes and subsidies, taking into
acconnt the effect of taxes and tariffs on intermediate goods as well
as protection given by tariffs on final goods.
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sources of intermediates. Or through the contrel of the
volume of production (which is permissible under certain
patent legislation} one can control the volume of exports
(which is not permitted by the same patent legislation).
Restrictive clauses in contracts for the commercialization
of technology are of various types. For example, in
Belivia out of 35 contracts analysed (and in addition to
the export restrictions and tie-in clauses on intermediates
cited above) the following terms were included: 24 con-
tracts tied technical assistance to the use of patents or
trade-marks and vice versa; 22 tied additional know-how
needed to the present contracts; three fixed prices of
final goods; eleven prohibited production or sale of
similar products; 19 required secrecy on know-how during
the contract and 16 after the end of the coniract; five
specified that any dispute or arbitration should be settled
in the courts of the country of the licenser. Also, 28 out
of the 35 cases contractually stipulated quality control
by the licenser. Similarly in Chile out of 175 contracts
98 had clauses for quality control by the licenser, 45
controlied the volume of sales and 27 the volume of
production. In Pern, of 89 contracts, 66 provided for the
control of the volume of the licensee’s sales. Some clauses
prohibited the sale of similar or the same products after
the end of the contract. Others tied the sale of technology
to the appointment of key personnel by the licenser.

35, The list of clauses included in contracts for
technology commercialization and their impact on busi-
ness decisions prompt the question as to what crucial
policies are left in the control of the ownership or manage-
ment of the recipient firm, If the voluime, markets, prices
and quality of what a firm sells, if the sources, prices and
quality of its intermediates and capital goods, if the key
personnel to be hired, the type of technology used, etc.
—if all these are left under the control of the licenser,
then the only basic decision left to the licensee is whether
or not to enter into an agreement for the purchase of
technology. Technology, through the present process of
its commercialization, becomes thus a mechanism for
controlling the recipient firms. Such control supersedes,
complements or replaces that which results from owner-
ship of the firm’s capital. Political and economic pre-
occupations that have been voiced in Latin America
concerning the high degree of foreign control of domestic
industry can properly be evalunated not only within the
foreign direct investment model but also within the
mechanism of technology commercialization. It is for
this reason that the term “technology transfer” is consid-
ered in the present paper as one that inappropriately
represents the phenomena involved and their impli-
cations.

36. An additional issue needs to be mentioned. The
type of clauses found in contracts for the commercializa-
tion of technology violate basic anti-monopoly or anti-
trust legislations in the home countries of the licensers.
Since the extraterritoriality of laws is in general not
applicable (at least operationally), it befits the technology-
receiving countries to legislate and regulate accordingly
so as to protect the interests of the purchasing firms.
Industrialized countries have in the last half century,
or even earlier, defined in one way or another in their
legislation the extent to which private contracting and
the exercise of business power can operate within a

market mechanism.!? Developing countries have still to
show an adequate understanding of the issues involved
in their commercial laws, those that regulate industrial
property, etc. As will be seen in the next chapter, the mech-
anism for the commercialization of technology cannot
function adequately so as to protect the interests of the
comparatively smaller and weaker national firms without
the existence of concomitant legislation that defines the
extent of acceptance of terms negotiated by large foreign
multinational corporations.

E. THE ROLE OF GOVERNMENT NEGOTIATING COMMITTEES

37. On various occasions earlier in this paper it
was pointed out that the market for the commercializa-
tion of technology is best described within a bargaining
framework. Given this premise and the fact that a large
part of foreign know-how is introduced through the
establishment of foreign-owned subsidiaries, it can be
concluded that such firms lack even a minimum nego-
tiating position since their interests are, presumably,
identified with those of their parent corporation and not
with the host country. For example, it is not uncommon
to find cases where a foreign wholly-owned subsidiary
has capitalized in its books technology that originated
from the parent corporation. As a result it could be (a)
paying royalties, (b) reducing its tax payments through
depreciation “charges™ on intangible assets, (¢) benefiting
from lower tax coefficients in countries where taxable
profits are related to “invested” capital, and (d) claiming
higher capital repatriations, all for the same know-how.
Clearly a foreign-owned subsidiary does not need to
capitalize technology since 100 per cent of its capital is
already owned by its parent. Thus, unless a government
body intervenes between the “private contracting” of a
parent and a subsidiary, the distribution of returns from
the use of technology is likely to be only one-sided.

38. Similarly, even among independent firms the
difference in relative size between multinational corpora-
tions and companies in developing countries is such, and
the relative cost considerations so different, that the
strengthening of the bargaining power of the purchaser
can only be achieved through government action. Such
action is based on the power a government enjoys in pes-
mitting or rejecting access to the domestic market. Thistype
of power is seldom wielded by private firms and its exercise
can be quite effective in the confrontation of different
types of power ai the disposal of multinational corpora-
tions. From the second half of 1967 to June 1971 the
Committee on Royalties (Comité de Regualfas) of Colom-
bia has evaluated 395 coniracts of technology commer-
cialization, Of these, 334 were negotiated, modified and
finally approved and 61 were rejected. In the process of
negotiaticn, payments of royalties were reduced by about
40 per cent or about $8 million annually, The size of

It Ag far as tie-in resirictions are concerned, see section 1 of the
Sherman Act and section 3 of the Clayton Act of the United States.
On similar and related issues (such as export restrictions), see
article 85 (1) of the Treaty of Rome establishing the European Eco-
nomic Community, article 37 of the 1945 Price Ordinance of France,
the Economic Competition Act of 1958 of Netherlands, the Anti-
monopoly Law of Japan, etc.
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the reduction of annual royalties in Colombia through
government negotiation is equivalent to the total annual
payments for technology reported for the whele economy
of Chile. Also, during the latter part of 1970 and the
beginning of 1971 negotiations undertaken by the same
Committee served to:

(1) Reduce by 90 iper cent ihe tie-in clauses in the
purchase of intermediates;

(2) Eliminate 100 per cent of the restrictive expori
clauses;

(3) Eliminate 80 per cent of the clauses on minimum
royalty payments:

(4} Prohibit payments of taxes by the licensee on royalties
remitted to the licenser; and

(5) Establish maximum percentage royalty rates by

seclors.

39, These significant achievements by the Committee
on Royalties have to be qualified in the following way.
As far as foreign-owned subsidiaries are concerned,
reduction in royalty payments could result either in
higher profits which could be remitted after payment of
local taxes or they could be passed on to the parent firm
through inter-affiliate transfer pricing. Furthermore, the
exclusion of clauses from the contract of a subsidiary
does not mean that the practices involved will be abol-
ished, since control through ownership could still dictate
the same practices, As far as nationally-owned firms are
concerned, it is known that in some cases after such
government intervention “gentlemen’s agreements” exist,
extra-contractually, between licensers and licensees.
Nevertheless, in other cases government intervention has
resulted in known benefits for nationally-owned firms.

40. Up to the end of 1970, when decision No. 24 of
the Commission of the Andean Pact was approved,
only Colombia and Chile had government negotiating
committees for technology, patents and trademarks
while Bolivia, Ecuador and Peru lacked such bodies 3
The major negotiating deficiencies of the Colombian
and Chilean committees are cited below. First, they
lacked an adequate legal backing to deal with restrictive
business practices imposed through bargaining by
foreign know-how and patent licensers. For example,
up to 1969 the Colombian Committee on Royalties was
not equipped to control major restrictive practices in-
cluded under negotiated contracts.

41. Yet, in 1970 through specific government action
and reinforced by the provisions on commercial and
other practices included in decision No. 24 at the end of
that year, the Commitfee was able to enhance its nego-
tiating scope and power. Similar experience was cited in
Chile, The actual name of these committees indicates
the initial limitations of their activities. They were
designed solely to control payments or fees, and that only
in the light of balance-of-payments considerations,
excluding the broader and often more important effects
of other clauses in contracts for the commercialization
of technology. Second, as the evaluation of contracts in

# For the text of the relevant articles of the decision, see the
annex to the present document,

the rest of the countries of the Andean Pact has also
confirmed, payments of royalties in more than 95 per cent
of the cases examined are expressed as a percentage of
sales and not in terms of profits or value added. As a
result, among others, the more inefficient a firm is and
the more it passes such inefficiency on to the consumer
in the form of higher prices and/or the higher the protec-
tive tariff levels are on the goods produced, the higher
are the royalties paid for foreign technology. Articles
incorporated in decision No. 24 (as enmacted in very
recent legislation in Argentina) have attempted to correct
this situation. Finally, a major limitation of existing
government negotiating committees is that their bargain-
ing power is significantly limited by very inadequate
information systems. For example, no prior search is
made for alternative sources of technology supply by
combing international market availabilities. Similarly,
minimum conditions exist for the evaluation of the techno-
logical and broader economic impact of the imported
technology.

F. CoONSIDERATIONS ON THE STRUCTURE AND
EFFECTS OF PATENT SYSTEMS 4

42. The economic impact of patents stems from the
monopoly privileges granted by the State to owners of
inventions that are industrially useful. Such privileges
are granted on the basis of the traditional assumption
that patents provide a necessary incentive or compensa-
tion for inventive activity. Also, through patent disclosure,
or the guarantee of monopoly, etc., it is assumed that
sufficient incentives are given for applying inventions
in commercially beneficial industrial activities. In addition,
in terms of over-all effects on the country (leaving distribu-
tional effects aside) it is assumed that the monopoly
costs to consumers and to other producers are smaller
than the benefits that accrue from promoting inveniive
and investment activities through patents, It is important
to clarify that these arguments do not apply to inventions
and investments per se, but apply to the role of monopoly
privileges in such activities. Monopoly privileges granted
by patents are clearly intended to give a price incentive
to inventions. Prices reflect the level of relative scarcity.
Patents, granting a monopoly of their use {or use under
licence), create scarcity by limiting the availability of
inveniions, although an invention is by its nature an
“inexhaustible” entity in terms of number or times of
use. To a certain extent, prices are attached fo use of
inventions not because of their scarcity but in order to
make them scarce to possible users. A patent diminishes
the possible use of an invention with the object of
generating an economic rent.!® In order to understand
the effect of patents on developing countries we need to
stress three aspects.

12 The basic ideas in this part are described by C, V, Vaitsos in
“Patents revisited: their function in developing countries” (to appear
shortly in the Journal of Development Studies).

v Ibid. pp. 3-4; also E. T, Penrose, The Economics of the Inter-
national Patent Systern, Baltimore, The Johns Hopkins Press, 1951,
p. 29; and A. Plant, “The economic theory concerning patents for
inventions”, Economica, February 1934, p. 31,
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1. Foreign origin of patents

43. The patents granted in developing countries are
almost entirely of foreign origin. The following table
presents comparative data on the number of patents of
foreign origin as a percentage of the total patents granted
by various countries in the years 1957-1961.

Patents granted in Chile according to origin

{Percentages)
Year Narlonal Forelgn
1937 . . . . ... 34.5 65,5
1947 . . . . .. oL 20.0 80.0
1958 . . . . ..o oL L 11.0 £59.0
1967 . . . . . . . . .. L. 5.5 94.5

“Large” industrial couniries

Pereentage
UnitedStates . . . . . . . . . .. . ... .. 15.72
Japan. . . . . .. L. L Lo e 34.02
Federal Republic of Germany . . . . . . . . . . . . 37.14
United Kingdom . . . . . . . . .. .. ... ... 47.00
France . . . . . . . . . ... 00 59.36

“Smaller™ industriglized countries
Ifaly . . . . . . . . e e 62.85
Switzerland . . . . . . . L L0000 L L 64,08
Sweden . . . . . . . . Lo s 69,30
MNetherlands . . . . . . . . .. . .. . ... ... 69.83
Luxembowrg . . . . . . . . .. . ... .. .. 80.48
Belgiom . . .. .. .. ... .. ..., 83,55
Developing countries

India . . . .. . . ... L0 29.38
Torkey . . .« .« o 0 0L o e e e e e e 21.73
Egypt . . . . . . . .. 0L 23.01
Trinidad and Tobago . . . . . . . . . . . ... .. 94,18
Pakistan. . . . . . . . . ... .00 95,75

Source: The Role of Patenss in the Transfer of Technology to Developing Coun-
fries, United Natlons publication, Sales No. ES51ILE.1, pp. $4-95.

44. Furthermore, if the nwnber of patents granted
by developing countries is weighted by their economic
value {for example, by the volume of sales they represent
or their value added) the weighted percentage of patents
of national origin will probably be less than 1 per cent.
Thus, whenever we talk about patents granted by develop-
ing countries and the policies that should regulate them,
we really refer to patents belonging to foreign companies
or foreign nationals.

45. The experience of the large industrialized coun-
tries has not indicated, relatively, any major change
in the percentage of patents of foreign origin, For exam-
ple, the following table shows patents of foreign origin
as a percentage of total patents granted by the countries
listed.

Countries 1940 I957-1961
Perogittage Percentage
United States . . . . . . . . 10 18
Japan . . . . ... .. 25 34
Federal Republic of Germany . 25 37
United Kingdom. . . . . . . 50 47
France . . . . . . . . . .. 50 59

Source: John A. Diegger, “Patent policy: a discusston’ in American Economic
Review, Papers and Proceedings, vol. 38, May 1948, p, 257, and preceding table,

46. On the contrary, the patents granted by devel-
oping countries have experienced a progressive dena-
tionalization during recent periods. The following table
indicates the Chilean experience in the matter,

Sonrce; CORFO, “La propiedad indusirial en Chile ¥ su impacto en ¢l desacrallo
induawrial™, Santiags, Chiie, September 1970,

2. Patents and concentration of economic power

47. An important change has taken place in the
structure of the ownership of patents in the industrialized
countries as well as in developing ones. The majority of
patents are owned not by individual inventors but by
large transnational corporations. The latter use patents
for their global business policy. This change in the
structure of the ownership of patents has, in turn, resulted
in the concentration of patents in the control of a relatively
very small number of multinational firms. For example,
50 per cent of all patents which were obtained by com-
panies and whose corresponding research was financed
by the Federal Government of the United States between
1946 and 1962 belong to twenty firms.

48. Furthermore, of all patents resulting from research
that was financed by private firms as well as by the
Federal Government during the same period in the
United States, 35.7 per cent belonged to less than 100
firms.2® Since the patents granted in developing countries
are almost all of foreign origin, they also reflect the same
type of concentration. In Colombia less than 10 per cent
of all the firms that obtained patents in the pharmaceu-
tical industry controlled in 1970 more than 60 per cent
of all the patents in that sector. The same percentage
applies in the case of samples of patents in synthetic
fibres and chemicals.??

49, The consequence of the concentration of patents
in the hands of a small number of firms is that patents
are to a large extent directed towards contrel of the
market so as to maximize the over-all interests of a4 small
number of firms enjoying industrial property privileges.
This market control and monopolistic concentration is
reinforced through the system of cross-licensing among
companies, which in turn breaks down a world-wide
oligopolistic structure into one of regional monopolies,

3. Lack of direct exploitation of patents in
developing countries

50. Not only do patents granted by developing coun-
tries belong almost entirely to foreign companies but, in
addition, they are not in practice exploited in the coun-
tries concerned. For example, in Peru of 4,872 patents

16 See D. S. Watson and M. A. Homan, “Concentration of patents
from governmeni-financed research in industry”, The Review of
Economics and Statistics, vol. XLIX, August 1967, p, 1.

1? Based on data collected by Timoléon Lépez and F. Castalio
from the Colombian Industrial Proverty Office in connexion with
studies of technology trassfer in the Andean Common Market area.
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granted between 1960 and 1970 in the electronics, textile,
machinery and equipment, chemicals, food processing,
pharmaceuticals, fishing, metal processing, transport
equipment and other sectors, only 54 were registered
as being exploited, i.e, less than 1.1 per cent of the total.
Similarty in Colombia, out of a total of 3,513 patents
evaluated (2,534 of which belong to the pharmaceutical
sector and the rest to the textiles and chemicals sectors),
only ten were being exploited in that country. The lack
of exploitation of patents in developing countries con-
tributes basically to the preservation of secure import
markets for multinational corporations, limiting to that
extent any possible competition by other companies,
foreign or national. The repercussions of this lack of
competition could imply significant price increases, with
negative income and balance-of-payments effects on the
countries concerned.

51. To a large extent technology is sold to developing
countries and foreign investments are made as a defensive
strategy to avoid loss of markets for owners of techno-
logy and capital. Thus, a company will tend to sell techno-
logy to a given country not because of assured monopoly
privileges but because if it did not sell someone else
would do so, and thus replace the company. Because
monoepoly privileges, extended through patents, restrict
competition and because almost all patenis appear not
to be exploited in the patent-granting developing coun-
tries, patents, in this sense, restrict the flow of technology
and limit the attraction for foreign investments. When
foreign investments are made, patents become one of
the instruments by which national companies are acquired
by foreign ones through the monopoly privileges extended
under the existing patent system.

52. The mechanisms that have been introduced in
the legal systems of the Andean countries (which reflect
more or less world-wide practices) so as to cosrect
existing policies in the patent system have proved to
be quite inefficient or inoperative. One of the basic reasons
for the inefficiency (like that of the process of obligatory
licensing} is the long and expensive legal procedure
through which the present patent system is administered.
Because the corrective measures are not automatic and
because legal procedures are long and costly, the finan-
cially stronger multinational corporations have an
advantage over the relatively weaker national firms.
These considerations have led to the conclusion that the
existing patent system needs a total reappraisal so as to
correct the inadequacies which appear to have negative
effects particularly on the economies and interests of
developing countries.

Chapter HI

Policies on technology commercialization under decision
No. 24 of the Commission of the Andean Paci®

53. In December 1970 the Commission of the Andean
Pact, having considered the experience of the five coun-
tries in the process of purchasing foreign technology,

18 For the text of the relevant articles, s¢e the annex to the present
document.

established a series of policies which, through legislation
as well as institutional arrangements, will regulate the
mechanism of the acquisition of technology. These
policies were proposed jointly and they conform to the
over-all philosophy and procedures applicable to foreign
direct investments, since a large part of the contractually
obtzined know-how is acquired through foreign-owned
companies. The trend of these policies cannot, therefore,
be adequately analysed without an understanding of
the policies towards foreign investments in general.
For example, the progressive national participation in
the ownership of foreign subsidiaries that operate in
the Andean market will enable national investors to play
an increasing part in the use of foreign technology within
the sub-region. Ownership of a firm does not mean a
non-functional participation in the assets of a firm but
rather implies control of and profit-earning from the
operations and use of such assets.

34, Similarly, the policies regarding technology and
foreign investments set out in the decision of the Com-
mission of the Andean Pact can be understood properly
only in the context of the economic objectives of the
Andean integration. For example, the scope offered by
an enlarged market, supported by special policies, changes
the opportunities and hence affects the bargaining power
of the Andean countries. This, in turn, resuits in the
re-formulation of policies vis-a-vis the rest of the world.
Equally, the explicit use of common planning by the
five countries, within the framework of complementary
industrial projects, affords the opportunity of collective
bargaining with foreign investors and suppliers of techno-
logy.

55. An evaluation of these broader economic issues
and their underlying political implications necessitates
much more space than is afforded in the present paper.
We shall therefore limit ourselves to a brief description
of the scope of policies explicitly directed towards techno-
logy, while acknowledging that understanding of them
calls for a broader comprehension of other inter-related
political and economic phenomena. We shall divide our
analysis into three parts: () institutional structure for
the importation of technology; (5) management of techno-
logy commercialization; (¢) complementary policies and
programmes for the future.

A. INSTITUTIONAL STRUCTURE FOR THE IMPORTATION
OF TECHNOLOGY

56. Decision No. 24, in article 6, refers to the estab-
lishment of government agencies which, in each couniry,
will regulate the application of and execute all relevant
policies concerning imports of technology together with
the policies relating to foreign invesiments. In this sense,
previous policies in Chile and Colombia which, through
the respective Committees on Royalties, were primarily
concerned with balance-of-payments effects, will be
strengthened to cover the much broader considerations
refated to technology comumercialization and foreign
investments. For Bolivia, Ecuador and Peru, the terms
of article 6 imply the establishment of completely new
government agencies which were non-existent hitherto.

57. Under article 18, these government agencies are au-
therized to evaluate and approve all contracts for techno-
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logy commercialization and for the licensing of industrial
ownership privileges (patents, trademarks, industrial
models and designs, etc.). Thus, article 18 will enable the
Governments to strengthen and complement the bargain-
ing power of the nationally-owned firms through the
machinery for approving the access of foreign technology
to the local market. Equally, the Governments will
represent the over-all national interests in cases where
technology contracts are negotiated between foreign-
owned subsidiaries and their parent companies. In the
course of negotiations, as mndicated by article 19, the
elements of the imported technology will be itemized
(production manuals, factory specifications, products
incorporating the technology, expert technical assistance,
etc.), in order that the contractual value of each item or
group may be evaluated.

B. THE MANAGEMENT OF TECHNOLOGY
COMMERCIALIZATION

58. The importation of intermediate products and
capital goods for purposes of technology commercializa-
tion and foreign direct investments were recognized as
key elements within the present industrialization pro-
grammes, As provided in article 6 (¢), the Andean coun-
tries will establish an information and control system with
the object of bringing the prices of such imports within
acceptable ranges, close to international market prices.
In the course of this process, monopolistic structures,
resulting from the joint transfer of products tied to
technology and/or capital imports, will be subject to
regulation. As far as nationally-owned firms are concerned
these provisions, applied to standardized imported pro-
ducts, will have important effects on bargaining by
excluding prices of such imports from the negotiable
terms. For highly differentiated products for which
quotations are lacking in other markets, progressive
national participation in the ownership of forgign com-
panies could, through intra-company bargaining, achieve
similar results.

59. Importation of know-how, according to article 21,
is compensated by the payment of royalties by nationally-
owned firms to their foreign licensers and by an increase in
the profitability of foreign-owned subsidiaries in the An-
dean countries. The capitalization of imported know-how
is not permitted. In this way decision No. 24 attempts to
restrict the denationalization of the ownership structure
of national firms. In previous years such denationalization
was achieved not by direct contributions to the invest-
ment andfor foreign exchange availabilities of the host
countries (since no capital was exchanged) but by the
capitalization of know-how?® already being remunerated
by royalty payments. As far as foreign-owned subsid-
iaries are concerned, know-how capitalization was lead-
ing to domestic tax reductions through depreciation
“charges” on intangibles as well as capital repatriation
claims. In such cases, therefore, technology capitalization
constituted a depletion of the capifal of the host country

1 Acquisition of equity participation in place of other means of
remuneration for the transfer of technology.

through the repatriation of non-existing “investments”,
rather than a contribution to capital formation.

60, Under article 21 the payment of royalties by a
subsidiary to its parent or other affiliates will not be
permitted. Such a policy, which is also applied in various
other countries, is based on the principle that the effect
of technological inputs in a foreign-owned subsidiary
should be reflected inits declared profitability rather than
transferred to another country’s tax jurisdiction. Royalty
payments among affiliated firms achieve tax reductions in
the royalty-paying country and could also reduce the tax
liability of the entire multinational corporation concerned.
Tax avoidance and the economic and political behaviour
reflected in the under-declaration of true profitability
run counter to the national interest of the host
conniries.

61. In order to increase the information available
about technology commercialization and thus strengthen
the bargaining power of the recipient countries as well
as improve the conditions of its use, article 48 establishes
a permanent system for the exchange of information
among the five Andean countries about the terms and
impact of the purchase of technology. This constitutes
the first step towards the application of the “most-
favoured-nation” principle in the purchase of technology.
It is directed toward overcoming monopoly rents accruing
from market segmentation under conditions of varying
elasticities of demand for technology, unequal availability
of knowledge and various degrees of bargaining power
by the firms acquiring technology.

62.  Articles 20 and 25 establish for the first time in
the countries of the Andean Pact a legal base for dealing
with restrictive business practices resulting from the
purchase of technology and from the licensing of patents
and trademarks. Export restrictions, tie-in arrangements,
control of the size and structure of production, the hiring
of personnel, the use of alternative technologies, etc.,
are regulated by these articles. Owing fo the absence of
comprehengive anti-monopoly legislation, which is attrib-
utable partly to the lack of adeguate analysis of the
effects of monopoly and economic concentration in devel-
oping countries (the size of whose markets often conduces
to monopoly), specific legislation is needed fo curb
restrictive business practices in the sale of technology.

63. Pursuant to articles 26 and 54, by the end of 1971
new legislation is to be enacted to regulate matters
relating to industrial property. The inadequacy of the
existing patent systein and the international agreements
that regulate it (whose fundamentals were introduced in
the last century under completely different circumstances
and needs) demonstrate the need for a new approach
to these matters. The interests of developing countries
should be protected at least under their own legislation.

64. Article 51 establishes the important principle
that any controversy or dispute connected with the
purchase of technology or foreign direct investments
should be dealt with under the jurisdiction and within the
competence of the host country. (The importance of
this provision becomes clear if one compares it with
counter-proposals offered by international organizations.)
In addition, article 51 deals with subrogation.
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C. COMPLEMENTARY POLICIES AND PROGRAMMES
FOR THE FUTURE

65. Articles 22, 23 and 55 provide that by Novem-
ber 1972 a comprehensive legislative and institutional
programme relating to technological policies is to be
established by the Andean couniries. The objective of
such a programme is to relate policies regarding the
importation of technology to the development and
promotion of demestic technological activities. This will
imply the setting of priorities as well as the definition of
types and projects related to diverse technological activ-
ities. Furthermore, such activities will be coupled with
fiscal, monetary and direct incentives so as to encourage
and aid them. Various institutional measures will be
required, including a systematic and continuous search
in the international market for alternative technologies,
the establishment of information systems, aid to domestic
efforts for technological development and the creation
of appropriate machinery to direct and promote related
activities. A ceniral consideration will be the effect of
the development and use of technology on employment
and on the exploitation of natural resources in the Andean
countries.

ANNEX

Articles relating to the commercialization and production of technology
in decision No. 24 of the Commission of the Cartagena Agreement®

{Extracts)

Article 6. Control over the fulfilment of the obligations entered
into by foreign investors shall be exercised by the body which
registers the investment, in co-ordination with the competent
State departments or agencies in each case.

In addition to the functions referred to in other provisions of
this régime and to those laid down in the corresponding regulations,
the competent national body shall:

(¢) Establish an information and conirol system with respect
to the prices of intermediate products furnished by the suppliers
of technology or foreign capital;

(f} Authorize licensing agreemenis for the use of imported
technology and the exploitation of trademarks and patents.

Article 18, All agreements relating to the import of technology
and to frademarks and patents shall be examined and submitted
for the approval of the competent body of the member country
concerned, which shall evaluate the effective contribution of the
imported technofogy on the basis of an estimate of the benefits
likely to be obtamed there from the price of goods incorporating
the technology, or other specific methods of quantifying the impact
of the imported technology.

Article 19, Agreements relating to the import of technology
shall, as a minimum, include clauses on the following matters:

(@) Definition of the forms in which the imported technology
is to be transferred;

(5 The contractual value of each of the elements involved in
the transfer of technology, expressed in terms similar to those
used for the registration of direct foreign investment; and

(¢) Specification of the period of validity.

Article 20, Member countries may not authorize the conclusion
of agreements relating to the transfer of foreign technology or to
patents if the agreements comtain:

» Unofficial transtation from Spanish.

{ay Clauses whereby the provision of technology carries with
it the obligation, for the recipient country or enterprise, to purchase
capital goods, intermediate products, raw materials or other forms
of technology from a particular source, or to make permanent
use of stafl’ designated by the enterprise supplying the technology.
In exceptional cases, the recipient country may accept clauses of
this kind relating to the purchase of capital goods, intermediate
products or raw materials, provided that the price of the articles
is consonan{ with current price levels int the world market;

(5 Clauses whereby the enterprise selling the technology
reserves the right to fix the selling or re-sale price of the products
manufactured on the basis of the technology in guestion;

(¢} Clauses containing restrictions oty the volume and stracture
of production;

(d) Clauses prohibiting the use of competing technologies;

(e) Clanses establishing a total or partial purchasing option
in favour of the supplier of the technology;

(f) Clauses requiring the purchaser of the technology to transfer
to the supplier any inventions or improvements obtained through
the use of the technology;

(£} Clauses requiring the payment of royalties to patentees in
respect of unexploited patents; and

(k) Other clauses of equivalent effect.

Save in exceptional cases duly defined by the competent body
in the recipient couniry, clauses prohibiting or limiting in any
way the export of products manufactured on the basis of the
technology in question shall not be accepted.

In no case shall clauses of this kind be accepted in vespect of
sub-regional trade or the export of similar products to third coun-
tries.

Article 2I.  Subject to authorization by the competent naiional
body, intangible technological contributions shall give entitlement
to the payment of royalties, but may not be treated as a capital
contribution,

Where such coniributions are made to a foreign enterprise
through its parent company or through another subsidiary of the
same parent company, the payment of royalties shall not be permit-
ted nor may gny deduction be made on that accounnt for tax pur-
poses.

Artiele 22, The national anthorities shall undertake a continuous
and systematic investigation of the technologies available in the
world market for the ditferent branches of industry in order that
solutions most favourable and appropriate to the economic condi-
tions of the sub-region may be selected, and shall transmit the
results of their work to the Board. This work shall be co~ordinated
with the measures adopted under chapter V of this régime with
respect to the production of national or sub-regional technology.

Article 23, At the request of the Board, the Commission shalj
approve, by 30 November 1972, a programme designed to promote
and safeguard the production of sub-regional technology, and the
adaptation and assimilation of existing technologies,

This programne shall, juter alia, provide for:

{a) Special fiscal or other incentives to stimulate the production
of technology and, in particular, of technologies relating to the
intensive use of sub-regional inputs or designed for the efficient
utilization of sub-regional production factors;

(») The promotion of exports to third countries of products
manufactured on the basis of sub-regional technology; and

(¢) The channelling of domestic savings into the establishment
of sub-regional or national research and development centres.

Article 24. The Governments of member countries shall give
preference in their purchase to products incorporating sub-regional
technology in such a manner as the Commission may deem appro-
priate. At the request of the Board, the Commission may propose
fo member countries that taxes be levied on products using foreign
trademarks involving the payment of royalties where the technology
in their manufacture employed is in the public domain or is readily
accessible,
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Article 25. Licensing agreements for the use of foreign trade-
marks in the territory of member countries may not contain restric-
tive clauses of the following kinds:

(@) Clauses prohibiting or limiting the export or sale to specific
countries of products manufactured under the trademark in
question or of similar producis;

(# Clauses requiring the use of raw materials, intermediate
goods and equipment supplied by the owner of the trademark
or his affiliates. In exceptional cases, the recipient country may
accept clauses of this kind, provided that the price of the articles
in gquestion is consonant with current world market prices;

(c) Clauses fixing the selling or re-sale price of products manu-
factured under the trademark;

(@) Clauses requiring the payment of royalties to the owner of
a trademark in respect of unused trademarks;

(¢} Clauses requiring the permanent use of staff provided or
designated by the owner of the trademark; and

() Other clauses of equivalent effect.

Article 26. At the request of the Board, the Commission may
specify the production processes, products or groups of products
in respect of patent privileges which may not be granted in any
member country, It may also decide on the treatment of existing
privileges,

Article 48. Member countries undertake to keep each other
and the Beoard informed concerning the application of this régime
in their respective territories and, in particular, comcerning the
provisions of chapter II. They similarly undertake to establish a
permanent system for the exchange of information on permits
granted in their territories for foreign investment or for the import
of technology with a view to facilitating a fuller harmonization
of their policies and increasing their bargaining power so as to
obtain for a recipient couniry terms no less favourable than those
negotiated in similar cases with any other member country.

They further undertake to co-ordinate ¢losely their activities in
international organizations and forums dealing with matters
relating to foreign investment or the transfer of technology.

Article 51. No instrument relating to investmnent or the transfer
of technology may include ciauses removing possible disputes or
coniroversies from the national jurisdiction and competence of the
recipient country or permitting subrogation by Governments of
the rights and shares of their national investors.

Differences among member countries in the interpretation or
application of this régime shall be settled in accordance with the
procedure laid down in chapter II, section D—"Setilement of
disputes”, of the Cartagena Agreement.

Article 52, In accordance with the provisions of this régime
and of chapter II of the Cartagena Agreement, the respective
functions of the Commission and the Board shall be as follows:

The Board
{g) To supervise the application and observance of the régime
and of the relevant regulations approved by the Commission;

{by Tocentralize the statistical, accounting or other data supplied
by member countries concerning foreign investment or the transfer
of technology;

{¢) To compile and transmit to member countries economic and
legal information on foreign investment and the transfer of tech-
nology;

{&) To propose to the Commission the measures and regulations
required for the best possible application of this régime,

Article 54. The member countries shall set up a sub-regiona!l
Industrial Properiy Office with the following functions:

(@) To serve as a liaison body between the national industrial
property offices;

() To compile inforntation on industrial property for circula-
tion to national offices;

{c) To draw up model licensing agreements for the use of trade-
marks or the exploitation of patents in the sub-region;

{(d) To advise national offices on all matters concerning the
application of the common standards relating to industrial property
taid down in the regulations referred to in provisional article G;

(¢} To carry out studies and submit recommendations to mem-
ber countries on patents for inventions,

Article 55. At the request of the Board, the Commission shall
establish a sub-regional system for the promotion, development,
production and adaptation of technology, which shall also be
responsible for centralizing and circulating to member countries
the information referred to in articte 22 of this régime, together with
any information # may obtain directly on the same subjects and
on conditions for the commercialization of technology.

Article C. Pending the entry into foroce of the regulations
referred to in provisional article G of this régime, member countries
shall abstain from the unilateral conclusion of agreemenis on
industrial property with third countries.

Article D, Within three months of the entty into force of this
régime, each member country shall appeint the body or boedies to
be responsible for the authorization, registration and supervision
of foreign investment and the transfer of technology, and shall
inform the other member countries and the Board accordingly.

Artiele E.  All agreements relating to the import of technology
and to licences for the use of foreign trademarks and patents
concluded prior to the date of the entry into force of this régime
shall be registered with the competent naiional body within six
months of that date.

Article F. Within six months of the entry into force of this
régime, the Commission, at the request of the Board, shall approve
the rules of the Sub-regional Industrial Property Office.

Article G. Within six months of the entry into force of this
régime, the Commission, at the request of the Board, shall adopt
regulations for the application of the standards relating to industrial
property, which shall cover, infer afia, the matters listed in annex
No. 2.



PROCEEDINGS OF THE THIRD SESSION OF THE UNITED NATIONS CONFERENCE
ON TRADE AND DEVELOPMENT

Contents of the series *

VoLuME 1
Report and Annexes

This volume contains the report of the United Nations
Conference on Trade and Development on its third
session.

The report provides an account of the setting and
aims of the third session of the Conference as well as
of the activities of UNCTAD’s permanent machinery
during the period between the second and third sessions
of the Conference. It includes a summary of the general
debate, the conclusions reached at the end of the session
and guidelines for future work. The full texts of resolu-
tions, other decisions adopted by the Conference, and of
observations and reservations by delegations relating to
these decisions, are contained in annex I. The texts of
reports submitted by Committees and other sessional
bodies of the Conference are reproduced in annex VI.
The texts of proposals referred by the Conference to
the Trade and Development Board are reproduced in
annex VIL

Annex VIII reproduces “Other basic documents”,
including the texts of statements made at the inaugural
ceremony, other selected statements, and messages
received from Heads of State and Government. The
same annex also reproduces the texts of certain declara-
tions by groups of countries and delegations made before
or during the session.

United Nations publication, Sales No. E.73.11.D 4.

YoLuME I A (mimeographed)

Part one of this volume contains the summaries of the
statements made by Heads of delegation at the plenary
meetings of the Conference; part two contains the sum-
mary records of the 82nd to 119th plenary meetings of
the Conference.

VorLume I1
Merchandise trade

Part one of this volume contains selected studies
submitted to the Conference dealing with commodity
problems and policies. These studies provide an account
of developments in infernational commeodity policy,
access to markets, pricing policy; commodity diversifica-
tion, competitiveness of natural products; one study
deals with questions raised by mineral production from
the sea-bed.

* Four printed volumes and one mimeographed volume.

Part two of Volume II contains studies submitted to
the Conference dealing with trade in manufactures and
semi-manufactures, One of the papers describes the main
features of the preferential arrangements drawn up in
UNCTAD and of the schemes implemented so far by
certain preference-giving countries. Other studies selected
for publication in this volume discuss a programme for
the liberalization of quantitative restrictions and other
non-tariff barriers in developed countries on products of
export interest to developing countries. Papers on adjust-
ment assistance measures, restrictive business practices
and export premotion are also included in part two,

United Nations publication, Sales No. E.73.I.D.5.

YorumeE 111
Financing and invisibles
Part one of this volume contains studies submitted to

the Conference dealing with various aspects of the
mobilization of financial resources for development.

The studies selected for publication in this volume
provide a review of issues related to economic growth
and development finance; mobilization of resources for
development; external development finance; the “link”
and the outflow of financial resources from developing
countries. A report on private foreign investment in its
relationship to development identifying the main problems
in this field is also included in this volume.

Part two of this volume makes reference to three
studies in the field of shipping, namely: Shipping in the
seventies, The regulation of liner conferences (a code
of conduct for liner conferences) and Multinational
shipping enierprises, which were submitted to the Confer-
ence and are published separately.?

One section contains reports on insurance and devel-
oping countries and tourism and developing countries
which are condensed versions of previous studies sub-
mitted to the Committee on Invisibles and Financing
related to Trade at its fifth session.

Part two also includes a report on the specific role of
the transfer of technology in stimulating economic devel-
opment and access to advanced technology and a report
on policies relating to the transfer of technology of
the countries of the Andean Pact.

United Nations publication, Sales No, E.73.11.D.6.

1 United Nations publications, Sales Numbers 72.ILD.15,
7211.D.13 and corrigendum and 72.ILID.17 respectively,
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General review and special issues

This volume contains a review of international trade
and development, providing basic information about the
main policy developments and international measures
since the second session of the United Nations Conference
on Trade and Development. it also includes studies of
long-term changes in terms of trade and main problems
of trade expansion and economic integration among devel-
oping countries, Other studies selected for publication

in this volume deal with a comparison of two major
economic groupings: the Western European Groupings
and the Council for Mutual Economic Assistance, and
with expansion of trade and economic co-operation
between the socialist countries of Eastern Europe and
the developing countries.

The latter part of this volume includes three reports on
special measures for the least developed among the devel-
oping countries and other special measures related to the
particuiar needs of the land-locked developing countries.

United Nations publication, Sales No. E.73.I1.D.7,
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