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I. INTRODUCTION

1. The General Assembly, at its thirty-third session, requested the Secretary-
General, by paragraph 10 of resoluticn 33/136, to "undertake consultations with a
view to appraising the concept of a substantially increased transfer of resources,
ineluding potential mechanisms for such transfers, and to report thereon to the
General Assembly at its thirty-feurth session, taking fully inteo account the
results of negotiations on the subject in the ... Committee of the Whole Established
under General Assermbly Resolution 32/1747. The present submission contains a
study of various proposals for a substantially increased transfer of rescurces.
The Secretary-General has initiated consultations on thesge proposals with
interested Governments and institutions and will report on these ceonsultations to
the General Assembly at its thirty-fourth session in an addendum to the present
document .

2. The recognition of growing interdependence between the eccrcmies of the
developed and developing countries provided a point of departure for a series of
suggestions in recent years regarding substantial increasges in the transfer of
long~term resources to developing countries. The proponents of the large, indeed
even massive, transfer of resources include Goverrments, of both developed and
developing countries, internaticnal institutions and private individuals. As may
be expected, the suggestions and proposals vary considerably in the breadth of
their objectives, thelr scope and their operational features. While some alm
egsentially at furthering international consideration of the question of resource
transfers, others are at a stage appropriate for intergovernmental deliberations.

3. The subject of massive resource transfers was dealt with at the fifth

session of the United Nations Conference on Trade and Development on the basis of
a nurber of ideas put forward by the Group of 77 in the Arusha Declaration. i/ The
discussions at the Conference reflected a broad consensus regarding the inadegquacy,
from the point of view of minimum development requirements of developing countries,
of the present level of resource transfers. In Conference resclution 129 (V}3
entitled "The transfer of real rescurces to developing couniries”™, the Conference
noted that substantial increases in transfer of resources "are an indispensable
factor for accelerating their /developing countries'/ pace of development and
could help stimulate global economic activity, particularly in medium- to long-
term perspective”. Resoluticn 129 (V) also enunciated a number of broad principles
for increased resource flows, which should:

"(a) Be compatible with the development priorities of developing
countries and should take due account of their debt-servieing capacity over
the longer term;

"(p) Give special attention to all developing countries which depend
primarily on concessional funds for external financing for their development,
particularly the least developed among developing countries;

1/ Arusha Programme for Collective Self-Reliance and Framework for
Negotiations (TD/236).
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"(c) Be largely raised in international financial markets for
project development and execution and programme finance purposes.’

., In its consideration of this question, the Conference focused particular
attention on the propcsal submitted by Mexico regarding the establishment cof a
leng-term facility te finance purchase of capital goods by developing countries.
Since the proposal of Mexico has been formally submitted for intergovernmental
consideration, the Conference recommended that the proposal be considered as quickly
as possible with a view to taking a decision at the earliest possible date. 2/

5. The present background report has been prepared by the secretariat of the
United Nations Conference on Trade and Development in accordance with the request
contained in General Assembly resolution 33/136. Chapter II examines the present
framework for the transfer of resources to develcping ccuntries and assesses the
centext which has given rise to the proposals for an expanded fiow of funds to
developing countries. Chapter III analyses the principal themes underlying the
rropesals and, in that connexion, raises certain questions of both a technical

and policy nature. It also analyses the detailed features of a number of proposals
which are sufficiently elaborate to warrant detalled examination. Chapter TV
appraises some of the concepts underlying the proposals and raises issues requiring
further consideration at the intergovernmentsl level.

2/ For the proposal by Mexico, see annex II below.
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II. CONCEPTUAL FRAMEWORK FOR TRANSFER OF RLESOURCES
TO DEVELCPING COUNTRIES

A, Present framework for internaticnal financial co-operation

6. Tt is now generally acknowledsed that among the factors restricting the pace cf
development of developing countries is the need to supplement domnestic savings with
external sources of finance. In this connexicn, two issues arize:

{a) The level of external Tinance necessary to underpin a specific growth
target for developing countries, given an improved performance of domestic savings;

{2} The need to provide financing, cn appropriate terms and conditions, to
offset balance-of-payments deficits enccuntered by developing countries, in
particular these arising from conditions in the world econcony at large or otherwise
beyond the contrel of developing countries.

T International consensus relating to the need for resource transfers to
developing countries has helved evolve the basis for an internstional assistance
pclicy. In establishing the minimum objective of & per cernt for the annual average
rate of growth in the gross domestic product {GDP) of the developing countries
during the 1970s, the International Development Strategy for the Second United
Hationg Development Decade envisaged that the annual net capital inflow to
developing countries would amount to 1 per cent of the gross national product (GHP)
of the economically advanced countries; moreover, in order to secure a proper
balance between concegsicnal and non-concessional flows, official development
assistance was envisaged to reach 0.7 per cent of each donor's GNP by the middle of
the 1970s.

8. This distribution between concessional and non-concessional flows was deemed
necessary nct only in order to keep the debt-servicing burden within reascnable
limits, but also to ensure that develeoping countries with low per cepita incomes,
which depend mest heavily on official development assistance funds, were able to
secure adequate Tunds to make it possible to achieve the target envisaged by the
Strategy of doubling their incomes within a period of less than two decades.

G. With regard to the second consideration, namely, the need for balance-of-
rayments financing, it was assumed thet conditions of steady growth and of full or
near-full emvloyment in developed countries would ensure a steady expansion in
developing countries' exports. Departures from the Strategy's norm of growth in
export earnings of about T per cent per annum were thought to be temporary and self-
reversing so that the payments facilities available at the International Monetary
Fund (IMF) and, in particular, the Compensatory Financing Facility, would ensure that
the process of steady growth wolld continue without interruption.

10. The assumptions underlying the Strategy have not, however, been validated by
the experience of the 1970s. In the early years of the decade, the world economy
underwent a series of disruptions in the form of large fluctuations in beoth
production and prices, which have subsequently given way to a period characterized

Jeus
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by levels of unemployment and rates of inflation much higher than those foreseen
when the Strategy was adopted., In consequence of prelonged and severe recession in
developed market-economy countries, developing countries were hit by shortfalls in
their expcrt growth, lcsses in their terms of trade and reduction in the
availability of both official development assistance and official payments support,
and they failed to achieve the rates of growth envisaged in the Btrategy.

11. Taking inteo account the effects of the new recession which started in 1979, it
is now clear that the annual growth of the GIP of developing countries as a group
will not exceed 5.7 per cent per year as an average for the whole decade, which is
approximately the level achieved during the 1960s. The most seriously affected as
well as the least developed countries, which account for about 60 per cent of the
total population of developing countries and which are likely to be especially
geverely affected by shortfalls in official development assistance, grew at about
only half the rate envisaged in the Strategy. When account is taken of the growth
in their population, the per capita output of these countries has tended at best
to register minimal increases and in some cases had declined.

12. During the decade, the econcnies of developed market-eccncomy countries have
experienced levels of unemployment and inflation which tended to be high by vost-war
standards, stagnation or falls in manufacturing output and reductions in the rate of
growth of real disposable income, After averaging about 9 per cent per annum during
the period 1960-1973, the rate of growth of gioss domestic product of the developed
market-econamy countries fell to 0.3 per cent in 1973-1974, tc minus 0.5 per cent

in 1975 and to k.5 per cent in 1976-1977.

13. These developments have thrown into sharp relief the malfuncticning of the
international economy from the standpoint of the development process; gt the same
time, the develomments suggest that the international eccnomy is functioning in an
inefficient manner for the developed countries as well. The continuing stagnaticn
in the rate of capital formation, the persistence of payments disequilibria and

of high rates of inflation suggest that the underlying disequilibria are of a
character likely to persist for some time,

B. Recent approaches to the gquestion of long-term
capital flows to developing countries

14, In view of the deev crisis the world economy is going through at the present
time, it is not altogether surprising that attention has focused on the vast
potential of developing country econcomies as a new frontier of growth in the world
economy. 3/ The proliferation of suggestions and ideas in the area of financing to
tap the existing potential in developing countries is screwhat paradoxical: in view
of the recent experience characterized by continuing stagnation in the supply of
concessional funds, inadequate payments support and the absence of officiel

3/ See, for example, the Right Honourable Roy Jenkins, "Europe's present
challenge and future opportunity", first Jean Monnet Lecture, Florence, Italy,
27 Octobher 1G977.

Jeus
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intervention to stem the rapid detericration in the external financing position of
developing countries, the implementation of such ideas and suggestions would reguire
a higher degree of political commitment in developed countries than has so far bzen
the cace,

15, While the principal ideas underlying various approaches on exnanded transfers
are discussed at greater length in chapter TII, it shculd be noted that s recurring
theme underlying various proposals ig that such transfers would be beneficial to
both developed and developing countries. Although such an enmphasis represents an
important widening of the discussions on transfer of resources, it was not
altogether zbsent in the earlier ceonsiderations for providing financial flows to
developing countries, The rultiple and frequently disparate objectives assigned to
the provisicn of assistance, such as the promotion of donors' stirategic, political
and cultural interests, freguently detracted from the very real benefifs developed
countries and, in particular, their export sectors obtained from the provision of
external assistance., To be sure, policy-makers in donor countries have always
recognized such benefits; E/ this perception, however, has yet to be shared by
legislators and by the public in many of these countries, Althcugh a large
comneneant of the transfers is commercially motivated and tying of assistance
essentially constitutes domestic transfers, resource transfers continue to be viewed
as ""burdens™ on domestic budgets and, therefore, a "sacrifice" borne by the
tax-payers.

16. Although the impact of the economic performance of developed countries cn the
econcmies of developing countries through transmission of wvarious influences
affecting the developed countries demand for developing countries exporis, the
behaviour of world commodity markets and the determination of terms of trade, and
the international capital flows of various types has been well documented,
adegueate recognition weas not given until recently to the process of transmission
of the influences of developing countries' economic performance on the level of
economic activity and growth in developed countries.

17. The influence of developing countries' performance on the fortunes of developed
countries has been vividly underscored in the context of the present recession, It
is now generally acknowledged that a major mitigating effect on the recession has
been the import demand by developing countries, which at present absorb 4C, 45 and
34 per cent, respectively, of the Puropesn Economic Community (EZC), Japanese and
United States exports., In 1975, when EEC had reached the lowest npeint of the
recession and its exports to other developed countries were declining - by

17 per cent to the United States and by 3.3 per cent to other developed countries -
exports to the developing countries increased by 25 per cent, 5/ It has been argued

4/ See evidence by Mr. Fred Bergsten, Assistant Secretary (International
Affairs), Department of the Treasury, to the United States Senate Foreign Relations
Committee, 1978,

2/ Commission of the Duropean Communities, Burope and the Third World,
A Study of Interdependence, Brussels, 1978,

fans



A/34 /093
English
Page &

that without the sustained import demznd from developing countries, unemployment
in the EEC area alone would have been higher by about 30 per cent. (Y4

18, Conclusions cof a study confirming the positive impact of growth in developing
countries on the developed country economies, prenared by the UNCTAD secretariat, T/
have been supported by a mmber of recent studies, including several simulaticns
undertaken with Project LINK, §/ a simulaticn experiment with the Wharton Annual

and Industry Forecasting Mocdel of the United States Economy, 9/ multiplier analysis
of the OECD linksge model and the long—term Leontieff model. ;9/

6/ Jonathan Power, "Tokyo: Third World State’ , International Herald Tribune,
30 June 1975,

T/ See, for example, "I'rade prospects and capital needs of develoning
countries: report by the UNCTAD secretariat" (TD/B/C.3/134 and Add.l), paras. 17
and 75-78.

8/ In three simulations of the LINK system over different time pericds - cne
over the period 1974-1976 and two over the period 1975-1978 - it was found that,
compared with the control sciution, the percentage increasge in the level of OECD
gross national product in the transfer simulaticn was between cne fourth and one
third of the percentage Increase in the level of GDP of developing countries made
possible by the transfer, These simulations also showed that the inecrease in the
rate of inflation in OECD countries is only about cone tenth of 1 per cent, compared
tc Increases in the GDP growth rate of one half ta eight tenths of 1 per cent.

The LINK system has been calculated to have an international multiplier after
two periods of about 2.2, Thus, if all countries simultaneocusly increased
expenditure on GDF by 1 per cent, after two periods, total cutput would have
expanded by somewhat more than two. Recent work con the OECD international linkage
model provides evidence of a two-period international multiplier of 2.04. Thus,
one might expect results similar to those obtained with the TINK system if the OECD
model were used to explore the effects of Increased net transfer on the world
aconomy .,

9/ A simulation of the Wharton Annual and Industry Forecasting Model was
designed specifically to explore the effect on growth and inflation, covering the
1669-19T4 pericd, of changes in the composition of output owing to export-—criented
stimulus compared with government expenditure or increased private consumption,
Taking into account direct and indirect effects, 54 per cent of the increase in GNP
resulting from the export stimulus was sccounted for ty increases in value added in
manufacturing, compared with between 32 and 34 per cent in the case of an increase
in consumption. Horeover, in the case of export-oriented stimulus, there was a
significant correlation between increased cutput and excess capacity, while in the
case of the increased consumption simulation, no such effect could be discerned.

10/ The long-term Leontieff model also provided evidence of a "growth feedback
effect” when simulated recently by the Department of Internationsl Economic and
Scecial Affairs and the Centre for Development [larmning, Frojections and Policies,
In this experiment, a 1 percentage point increase in the level of output of
developing countries was associated with a 0.2 percentege point inerease in the
level of the output in develoned market-coccnomy countries,

fuen
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19. It should be pointed out, in explicitly recognizing the mutually beneficial
impact of resource transfers on the economies of both developed and developing
countries, there is some danger that the objective underlying some of the proposals
may be taken to constitute the primary raticnale for transfer of resources.
Fxperience has shown that assigning to rescurce transfers objectives other than the
develomuent of recipients frequently leads to frustration among both doncrs and
recipients, On the one hand, the volume of resources implied in some of the
propesals could hardly be expected to meet the cobjective of reviving the growth
process in developed countries. Capital requirements to attain such an objective
would appear to be beyond the scope of the resources and mechanisms proposed. On
the other hand, making resource transfers even partially contingent upon or
otherwise linked to the existence of certain problems in the develcoped courtries
raises the guestion of possible discrepancies between the requirements for a
sclution of such problems and the development cbjectives and priorities of
developing countries.

20. It is in this context that the objectives explicit in many of the recent
proposals need to be viewed: while transfer of resources contribute in an
important way towards sustaining the level of economic activity in donor countries,
this cannot be the primary motive for resource transfers, nor can it constitute

a durable strategy of external assistance in the long run.

21, The case for resource transfer rests essentially on assisting the developing
countries in bringirg about the necessary structural changes in their econcmies.
International discussions in recent years have identified a number of key areas for
structural change in developing countries, These include the objective of raising
the developing countries' share in global industrial cutput to 25 per cent by the
end of the century, the objectives enunciated st the World Food Conference and
subsequently pursued by the World Food Council, the implementation of the Integrated
Programme for Commodities, measures to accelerate the technclogical progress cf
developing countries and to improve their access to internaticnal trading and
finanecizal markets,

22, The recent proposals will no doubt become the subject of intensive discussions
in the context of the preparations for the international development strategy in
the 1980s. In this connexion, it should be emphasized that the task of elaborating
a framework for international financial co-cperation as an integral part of the
strategy i1s much broader and goes well beyond the scope of the proposals under
reviev. ;;/ These proposals can chly be elements of a comprehensive framework
which, inter alia, must address itself to the following considerations:

11/ See, for example, paragraph 2 of item 12 (e} of the Arusha Programme for
Collective Self-Reliance concerning the "Review of the present system of
international finaneial co-operation in the context of world trade and development
and consideration of ways and means within this context to mske it more effective
in contributing to the development of developing countries". See also the report
by the UNCTAD secretariat entitled "Towards an effective system of international
financial co~operation” (TD/235).

/oo
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(a) The volume, terms and ccnditions of external finance must be functionally
linked to the development objectives the new Btrategy seeks to promote;

(b} In the light of the growing need for concessional funds in many developing
countries, official development assistance should again form the centre-piece of
international financial co-operation. In order to have operational significance,
however, the norms on concessional finance should be supported by mechanisms that
wculd ensure consistency between development targets and performance under the norms;

{c¢) Adequate volume of balance-of-payments support on appropriate terms and
conditicns should be nrovided to insuiate development programmes of developing
countries from adverse world economic conditions;

(d) The role of official intermediation in private capital markets should be
expanded through the establishment of new mechanisms and institutional arrangements,
These instituticnal arrangements should aim at strengthening the recycling process
and improving the volume, terms and distribution of non-concessional flows tao
developing countries;

(e) An effective review mechanism should be established to assess the impact
of possible deviations from the prescribed norms on developing countries, in
particular, and in the light of such assessment, measures should be recommended
that are designed to restore consistency betveen development objectives and capital
requirements.

A
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ITT. PRINCIPAL FEATURES OF THE PROPOSALS ON AW FEXPANDED VOLUMP
OF RESQURCE TRANSFERS TC DEVELOPING COUNTRIES

23, As mentioned earlier, a number of proposals have been put forward in the recent
past with a view to generating an expanded volume of long-term financial resources
to developing countries, lgj The proposals originate in a nmumber of instances from
Governments and official institutions, while in others they reflect contributions
from private institutions and individuals. As may be expected, the proposals embody
varying degrees of technical and operational details and are at varying stages of
consideration by the international community. Furthermore, the proposals differ
with respect to their scale, the specific issues they deal with, their policy focus
and the time~frame within which they are to become operational. They alsc differ
with respect to the recipients of benefits from such an expsnded nrogramme of
resource transfers.

24, On the whole, however, two approaches in their resvective ways capture the
wide variations encountered in the proposals; on the one hand, there is the
proposal submitted by Sweden at the first session of the Committee of the Whole
FEstablished under General Assembly Resolution 32/174 dealing with the cuestion of
massive transfers of resources in the context of evolving global interdependence
and managing longer-term structural transformation of the world economy. ;3/

The other, proposed by Mexico, concerns the creation of a fund for long-term
finance for a defined period and scale designed to enable developing countries to
finance the purchase of capital goods from the developed countries. lh/ In between
these two broad approaches stretches a wide range of ideas and sugpestions. These
include the peosition of the Member States of the Group of 77 expressed at the
Third Ministerial Meeting of the Group of TT7 in 1979, }2] the proposal outlined
by the Federal Chancellor of Austria 16/ and the proposal by the President of
Venezuela, lT/ as well as suggestions “made by the Secretaries-General of the
Organization for Economie Co-operation and Development (ORCD) and the

12/ See annex I below.

;3/ See submission by Sweden to the Committee of the Whole Established under
General Assembly Resolution 32/1Th, at its first session (A/AC/191/12).

l&/ This proposal was put forward by the Government of Mexico at the meeting
of the Development Committee in April 1978.

15/ "Arusha Programme for Collective Self-Reliance and Framework for
Negotiations™, op., ecit.

16/ Submission by Austria to the Committee of the Whole Fstablished under
General Assembly Resolution 32/17hk, at its first session {A/AC.191/15).

lT/ The Venezuelan proposal was worked out in the course of 19773 the elements
of the proposal were outlined by President Perez after the meeting in December 1977
of Ministers of the Organization of the Petroleum Exporting Countries in Caracas.

feoua
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Commonwealth Secretariat and suggestions made by officials of the European Economic
Community (EEC)}. 18/ The ideas and suggestions contained in a number of other
proposals are summarized in annex I below,

25. Inevitably, the ideas and suggestions contained in various proposals overlap,
in some cases toc a significant extent. It is useful nevertheless to discuss the
principal proposals as well as the main themes and approaches underlying various
other proposals, under the following analytical categories:

(a) Improved management of the evolving interdependence in the world economy;

(b) Improved channelling of liquidity from international capital markets for
long-term investment in developing countries;

(c) Specific sectoral focus designed to improve the supply of key commedities
from developing countries;

{d) Improved process of balance-of-payments adjustment in developing
countries.

&, Iwproved management of the evplving interdependence
in the world economy

26. Recognition of the growing interdependence between the economies of the
developed and the developing countries provides a point of departure for a number
of proposals and ideas designed to manage and improve the eveolving interdependence
in the world economy. Interdependence is asymmetric, however, benefiting some
countries more than cothers while rendering some more dependent than others. The
adverse congeguences of this asymmebry on develcoping countries are likely to persist
unless there is far-reaching structural change encompassing trading, money and
financial arrangements. In order, therefore, to underpin the process of structural
transformaticn and better manage the evelving global interdependence it has been
argued that a massive transfer of longer-term financial resources to developing
countries should be initiated. An articulate exponent of this view, which has
found wide appeal, particularly for the conceptual framework it provides in support
of massive transfers, is Sweden. In a submission to the Committee of the UWhole,
Established under General Assembly Resolution 32/17h4, Sweden argued that

"... transfer of financial resocurces of a maessive magnitude would be an
important means of improving the present level and structure of global demand.
Generated demand through such action is 1likely to be directed to the export
sector of the industrialized countries with generally high productivity and
could therefore have a more favourable impact on inflation than internal policy
measures, while having the same expansionary effects on producticon. At the
same time, resource transfers along these lines would help meeting the
financial needs of the developing countries. 1In the present international

18/ Ideas by Mr. Claude Cheysson of the Commissicn of the Eurcpean Economie
Comminity.
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economic situaticn, which is characterized by under-utilized productive
capacity, a massive transfer of resources to the developing countries could
be brought about with pesitive impact on investment levels in both
industrialized and developing countries.”

27. The crisis the world economy has been experiencing for the last several years
has led to two broad sets of suggestions for its management and resolution. On
the one hand, there is the view that a general stimulation of the world econcmy
via a rapid infusion of additional transfers to developing countries would provide
the necessary impulse to bresk the present circle of inflation, recessicn,
unenployment and intensification of trade restrictions.

28. The other approach views the present economic malaise as being deep-seated and
unlikely to be resclved by ad hoc reflationery pclicies. It is argued that such
measures may stimulate demand, but not necessarily in the desired direction, and
may intensify inflationary pressures. The transfer of additional resources in a
framework that influences long-term investment in order to facilitate structural
changes would provide a lasting soliution to the present problems,

1. Bhort-term demand stimulaticn

29. Diagnosis of the present world economic situation has led some cbservers

to view the current problems as essentiglly reflecting deficiencies in the
structure of aggregate demand. This diagnosis has led to the suggestion that a
substantial and rapid infusion of additional purchasing power, generated in the
first instance via an expanded flow of funds to developing countries, would provide
the necessary impulse to raise the level of global economic activity. The
multiplier effects of added expenditures by developing countries, which have a
higher propensity to spend, at the margin, than developed countries, would

generate a large volume of import demand from the former and help reflate key
sectors in developed countries. The net effect of coneerted expansionary policies
on developed economies would contribute to a restoration of business confidence,
impart stability in the foreign-exchange markets and raise the rate of capital
formation. Thus, the initial level of expenditure would be more than offset out of
the additional output generated by expanded transfers. To the extent that the
additional demand from a wide range of developing countries is likely to be
concentrated on products of industries having excess capacity and of dynamic
industries characterized by high productivity and growth potential, the effect of
such demand is not likely to be inflsticnary.

30. An early exponent of the need to provide substantial additional purchasing
power to the world economy is Mr. Claude Cheysson of the European Economic
Community. With the success of the Marshall Plan in mind, he recommended the
transfer to developing countries annually of an additional $10 bBillion over a
three- to five-year period. The reasoning underlying the suggestion is that, in
an interdependent world, stimulating demand only at the national level would fail
to generate the required expansion.

31. Varicus other approaches, such as the proposals by Austria and the States
members of the Group of 77, could alsc be viewed as providing short-term stimulus

/en.
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to the world economy. In the Arusha Programme for Collective Self-Reliance and
I'rzmevork for Negotiations (TD/236), the Group of 77 took the view that a massive
transfer of resources to meet the needs of developing countries was a necessary
precondition for the revival of the growth process in the developed world and more
Fenerally in the world economy. The group argues that, if the excess production
capacity in the developed world is to be fully utilized, an initial additicnal
financial transfer in the range of $35 billion to 950 billion would be required.

32. These approaches point to certain conditions that must be satisfied if they are
to lead to the desired objectives. On the one hand, the expenditures proposed
shonld bhe of a size adequate to influence materially the deep-seated problems in the
world economy. On the other hand, the flows shculd be of a quick-distursing type so
that they may be rapidly abscorbed in the recipient countries and translated into
appropriate demand for imports in a short period. In the absence of a sizable
infusion of programme or payments finance, the commitments may not materialize into
disbursements for several years. [IFinally, cne cannot assume that the pattern of
additicnal demand will always be consistent with the pattern of unused capacity in
developed countries.

2. Long-term structural transformation in the world economy

33. An alternative diagnosis of the present world economic situation views the
present economic malaise as being deep-—seated and unlikely to be resolved by

ad hoc relationary policies. However, preoccupation in the developed market-economy
countries with continuing crises in their own economies has tended to detract from
the need for restructuring their economic relationships with developing countries.
ZSome of the proposals, which assume that the key to the solution of the current
international problems lies in the recovery of the developed market-economy
countries, fail to take into account the relationships between the current economic
difficulties of the developed countries and the disequilibria in the present
international trading, monetary and financial svstems.

34. It has been argued that the reconciliation of conflicting national economic
chiectives cannot be effected in a context of slow growth and structural
disequilibria. It would require an agreed plan of action for restructuring of the
world economy in order to reduce the gaps in standards of living and to rationalize
the distribution of world productive capacity between developed and developing
countries in the context of world growth and development. The structural changes
would reguire large investments on a world-wide scale which, under current
conditions, are beyond the capabilities of the private sector or a single country.
If a longer-term programme of action could be agreed, the co-ordination of
short-term policies would be easier, since the latter would have tc be considered
in the light of their consistency with internationally agreed norms and long-term
objectives.

B. Improved channelling of liguidity from international capital
markets for long-term investment in developing countries

35. Many of the recent proposals deal with two related aspects of the process of
mobilizing and distributing more effectively licuidity from internastionsl capital
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markets for longer-term investments in developing countries, The first aspect
revolves around the operaticns of these markets and ways and nmeans of strengthening
them so as to ensure continued growth in the supply of credit from commercial banks.
The second aspect deals with mechanisms for recyeling more effectively the savings
of capital-surplus developing countries to deficit developing countries.

36. The rapid growth in commercial bank credits in recent years has brought to the
fore the nature and process of intermediation performed by private banks. The
process consists essentially of transforming deposits of a short-term nature into
long-term assets in the form of loans. While the advantages of this process are
manifold and widely recognized, this process has limits beyond which it poses
certain dangers. Given the nature of the market, the process of intermediation is
not underwritten by rules and regulations which govern the process of credit creaticn
at the national level, As a result, the structure of credit is vulnerable to

rapid shifts in asset preferences of depesitors and lenders and thus potentially
unstable. It has been argued that, in the absence of improved official
intermediation, a further expansion in private finance under present conditions may
not be desirable. In a submission to the Group of High-Level Experts on Finance

for Development, Governor Zolotas 19/ argued that, in order to underpin better

the process of intermediation, an internaticnal investment insurance loan fund
should be established wherein potential borrowers and lenders could obtain insurance
against default of loans.

3T7. With respect to the question of improving the recycling process of the long-
term savings of capital-surplus developing countries, which are among the principal
sources of deposits in the private commercial banking markets, it is generally
acknowledged that there is considerable scope for utilizing these respurces for
longer-term investment in other developing countries. For a variety of reasons,
however, the size of suech investment has not been of a level considered desirable
by both the capital-surplus developing countries and other developing countries.
The capital-surplus developing countries’ concern revolves around the continuing
ercsion in the value of their capital assets, the finaneial counterpart of their
current account surpluses, as a result of the instability in foreign-exchange
markets and growing inflation in developed countries. Thelr present inability to
counteract this erosion relates to the limited role and participation they have in
decision-making with regard to financial intermediation. The absence of developed
national capital markets and of the necessary financial institutions constrains
them to rely on private institutions in developed countries for finanecial
intermediation. The process of intermedistion in international capital markets is
such, however, that it fails to meet adeguately the concerns of capital-surplus
developing countries, on the one hand, and of the borrowing developing countries
on the other.

38. As a result of the limited influence which capital-surplus developing countries
have in the decision-meking process of international institutions, their
partieipation in the channelling of their savings to other developing countries

is substantially less than is warranted by the needs of these countries.

19/ See the report of the Group of High-Level Experts on Finance for
Development (TD/B/722), amnex I.
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39. Among the recent proposals dealing with the question of iImproving developing
countries' access to non-concessionsl sources of financing, on the one hand, and of
improving the process of channelling rescurces from capital-surplus developing
countries, on the other, proposals by Mexico and Venezuela are worthy of particular
consideration.

1. Mexican proposal for the establishment of a long-term facility
for financing purchases of capital poods by developing countries ggj

40. The Mexican proposal has found support in the Arusha Programme for Collective

Self-Reliance and Framework for Negotiations, which states that the proposal should
be considered as quickly as possible "with a view to taking a positive decision at

the earliest possible date”.

k1. Among the objectives of the Mexican proposal is the provision of long-term
financing to developing countries, in order to purchase capital poods from
developing countries as well as developed countries.

42, The principal features of the Mexican proposal, as set out in the paper
submitted by the Mexican Government to the Development Cormittee in April 1978 are
as fcollows:

(a)} A long-term fund of $15 billion would be created by borrowing on world
~arkets. The horrowing operation might be in three successive tranches of
$5 billion each;

(b) The fund would be manazed by an internationsl financial institution such
as the Worlid Bank;

(¢) Bonds would be denominated in Special Drawing Rights (SDRs), with a
15-~year maturity and yielding a market rate of interest. Thus, there would be no

concessional element involved. A secondary market could be established in these
bonds;

{(d) ZLoans would be made from the fund to projects, sector programmes and
perhaps private firms in developing countries. Such loans would be made only for
projects or investment programmes which the World Bank or other managing
institutions expect to yield an acceptable rate of return. These loans could be
guaranteed by the Governments of the borrowing countries, or by the Govermments of
certain developed countries;

(e) Capital poods would be purchased out of these loans both from developed
countries whose Goverrnments {or other institutions) have made, or guaranteed, loans
to the fund, as well as from developing countries.

43. The new fund would offer bonds with a 15-year maturity, and denominated in
SDRs, to Govermnments or central banks, commercial banks and long-term investors,
such as pension funds and insurance companies. The interest rate offered, which
could vary for each of the three SDR 4-billion bond issues envisapged, would be
determined in the light of the prevailing level of interest rates and the
perceived credit-worthiness of the new fund.

20/ For the text of the proposal, see annex II below.
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LY. Loans would only be made on the understanding that the money lent would be used
to purchase capital goods from one or more of a list of countries comprising

(a) all developing countries; (b) developed countries of which the Governments and
certain other institutions had purchased some minimum amcunt of the bonds issued by
the new fund; and (c) developed countries whose Covernments had guaranteed some
minimum amount of the new fund's bond issue.

L5, COne specific guestion that arises relates to the desirability of maximum or
minimum limits on the size of the loan to be made under the scheme. If the rate of
disbursement is to be, as was implied earlier, of the order of SDR 2.5 to 4 billion
per year, some very large projects will probably need to be financed; and to impose
a limit on the size of loans that may be made for any particular project might in
itself be undesirable. On the other hand, if no upper limit is imposed on the loans
that may be received by any varticular country, & disproporticnate share of the total
could go to a relatively small number of countries. A different kind of problem is
that if ne lower limit is placed on the size of applications for loans, the need to
process a large number of small applications might overwhelm the technical rescurces
at the disposal of the new fund. The argument is probably stronger for a minimum
than a maximum limit; but in either case, any initial determination might need to be
provigsionsl, and subject to amendment as the new fund accurmulated experience.

46. A second issue relates to the kind of project which should be eligible for
loans from the new fund. Projects likely to yield an acceptable rate of return
would clearly be eligible. However, for projects with a social rate of return
higher than the market rate of return, the servicing and amortization of the loan
from the new fund would be difficult and might have to be underwritten by the
borrower Government. Where Govermments are willine to do this, however, there would
be a strong case for regarding such projects as eligible for lcans under the new
scheme.

U7. The central feature of the proposal is to mcbilize resources from capital
markets under the aegis of appropriate national guarantees in order to render the
bonds issued by the new fund attractive to the Govermments of developed countries
and of developing countries with balance-of-payments survluses, and to private
institutional investors. The denomination of the bonds in SDRs would in itself be
a helpful feature; however, developing countries whose currencies depreciate
significantly over time in relation to the SDR would need a correspondingly high
cash flow to be generated by their projects if interest and amortization payments
were to be met. In order to enable the fund to borrow in international capital
markets on terms which permit loans to be made to developing countries at
acceptable rates of interest, guarantees of developing countries alone, however,
may not suffice; developing countries' guarantees may have to be supplemented by
those of multilateral institutions.

48, If, as appears likely, guarantees taking the form of a lien on the canital
goods purchased under the scheme may not be widely acceptable, the bulk of any
guarantees that were forthcoming would need to be provided by the Governments of
developed countries. However, such guarantees, if called upon, could constitute a
charge on developed countries' budgets and would thus require appropriation of
additional funds. The present proposal assumes that, because the potential resource
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costs would be gmall in relation to the benefits which the scherme would bring to
developed countries in terms of higher exports and employment, and because the
probability that the guarantees would be calied upon is relatively low, the
potential charpge on developed countries' budgets would nct to any significant extent
reduce other aid flows.

2. Provosal by Venezuela on the establishment of OPEC development bonds

49. The principal concerns of three croups of countries, namely, developed market-
economy countries, OPEC countries, and non-oil developing countries, arising from
the present international situaticn provide the essentiz]l rationale for the proposal
rut forward by the President of Venezuela on the establishment of long-term OPEC
development bonds, to be financed in capital markets. In the developed market-
econory countries, capital investment is believed to be stagnating as a result of
high rates of inflation, unemployment and low productivity srowth. Among the
developing countries, on the other hand, surpluses of OPEC countries are not
recycled on a sufficiently long-term basis, while the financial requirements of
non-cil developing countries are not met and they suffer mounting debt-servicing
problems. In these circumstances, it is . arpued that the transfer of excess QECD
and CPEC savings to developing countries would be beneficial to all parties; it
would contribute to raising the level of effective demand in developing and developed
countries and would provide an improved investment channel to OPEC countries.

50, The excess savings of CECD and OPEC countries would be pooled and lent to
developing countries on a long-term basis. To some extent these funds would be
"targeted” towards sectors where world supply bottle-necks threaten to appear in the
medium term, Initially they would alsc be directed towards projects vwhose

associated imports would tend to matech OBCD industries with spare capacities, but
only for long enough to permit structural adjustments to take place in OECD countries
which would encourage a reducticon in nrotective barriers against developing country
exnorts.

51. Of the total fund of between $16 billion and $20 billion, perhaps as ruch as

75 to 80 per cent would be raised by selling triple A-rated long-term OPEC
development bonds in capital markets. OFEC countries themselves would agree to
purchase ahout 20 to 25 per cent of the bend issues and would act as a first
guarantor of the bonds taken up by private investors, while the Vorld Bank Group
might act as a second guarantor to the CPFEC countries. The remaining 20 to 25

per cent of the total would be subscribed by the developed countries out of existing
aid budgets or out cf an expanded ald propgramme.

52. In the short run, loans would be targeted towards projects which might be
expected to require imports from industries in OECD countries that are suffering
from excess capacity, though this emphasis would only be sppropriate for the first
few years, until intensified efforts by OECD countries to restructure industry in
line with evolving patterns of comparative advantage started to bear fruit. In the
medium term, funds would alsc be targeted, subject to the agreement of developing
countries, towards sectors such as energy and minerals and their related inputs and
infrastructure.
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53. The Venezuelan proposel has the merit of proposing financing arrangements which
address the magnitude of the problem currently facing developing countries. There
are guestions, however, about how far the sum propesed could represent an additional
to existing flows. It is true that, if OPEC countries subscribed to 20 to 25 per
per cent of the issue, some additionality would cccur, since these funds might not
otherwise have found their way to developing countries; and there would prcohably
also be some lengthening in the maturity of loans. Similarly, OPEC and World Bank
guarantees night well result in a considerable increase in the net flow of funds
from private institutional investors in OECD countries.

C. PBpecific sectorsl focus designed to improve the supply
of key commedities from developing countries

54, The prospect of assured availability of a number of key cormodities of vital
interest to the world economy has received considerable attention in recent years,
Toremost among these are energy, food and a number of raw materials, particularly
minerals of critical importance in industrial processing. It has been arpgued that
the leng-term investment requirements of some of these sectors appear to have fallen
short of the levels reguired to sustain centinuing growth in their supply. Wuch of
the investment requirement is characterized by long lags between investment and
output requiring volume of investment on a scale frequently beyond the capability of
an individual investor. With respect to enersy and mineral exploration, furthermore.
investment decislons are inherently risky and, in order to attract the reguisite
volume of investment, the prospects of adequate return on capital including risk
premiums, need to be clearly recognized.

55. Among the proposals that have been flagged with spceific sector focus, mention
mist be made of the proposal by the Secretary-General of (QECD regarding stepped-up
investments in developing countries via expanded co-financing in the field of
energy, food and raw material production and processing.

OECD propcsal for stepped-up co-financing for investment in developing countries

56. At the IMinisterial Council meeting in June 1978, OLCD Ministers noted that
"increased investment in developing countries would contribute to sustained and
more balanced world econcmic growth as well as enhancing development in the
countries concerned. 3Both develoved and developing countries, therefore, should
have a mutual interest in measures to stimmlate investment in developing countries
on an economic basis'.

57. In order to help developing countries attract incresnsed investment, it is
proposed that there should be a major expansion, beyond the levels at present
envisaged, in the co-firancing operations of the multilateral development lending
institutions with private banks. The thrust of this stepped-up investment should be
consistent with the developrment priorities of developing countries. While focusing
on the need to expand output in sectors such as energy, food production, raw
materials and processing, and velated infrastructure, which are important for
sustained economic growth in both developed and developing countries, such added
investments would stimulate demand and increase production in both developing and
developed countries.
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58. The main source of funds would be an increased level of non-concessicnal
lending by the private international banking system, stimnlated by an extension of
the "urbrella™ activities of the World Dank. It would hbe necessary for the World
Eank to announce a clear policy decision to expand co-financing beyond present
plans, and take the necessary steps to strengthen its capacity te assist developing
countries,

50. Bectoral emphasis in the areas of energy, food and vaw materials is at the
centre of this propcsal. It is argued that structural change in the energy sector
over the medium to long term are required in order to move awey from oil as the
dominant source of enerpgy to other and longer-lasting renewable sources of energy.
Similar considerations are also relevant for investment in food and raw material
production.  With respect to food, the OECD countries have somewhat mixed interest
inasmuch as they are major producers and consumers of food. On the gquestion of
food security, however, the OECD countries have a long-run interest in seeing
developing countries able to satisfy their food requirements and lessen their
dependence on food aid. As to raw material production and processing, the bulk of
expenditure and exploration takes place in the developed countries, but it is
recognized that developing countries, vhile being major potential suppliers of many
key commodities, for a variety of reasons have not been successful in investing
adequate amounts of capital for increasing capacity in this area. One problem
relates to the fact that much of the investment in this sector is of private origin;
in crder, therefore, to encourage this, it would be necessary to make appropriate
institutional arrangements for vrivate capital flows to this sector.

60. The principal instrument envisaged for stepped-up investments in order to
accomplish these objectives is increased co-financing between multilateral
institutions, develoring countries, national aid agencies, non-concessional official
financineg facilities and private banks. Co=financing, usually undertaken under the
aegis of a lead agency - typically the World Bank but increasingly the regional
development banks as well - is believed to be able to (a) strengthen the links
between borrowing countries and the intermational private banks, (b) provide
developing countries with access to different sources of external financing,

(¢) assist developing countries in presenting sound projects to the investment
community and (d) help developing countries obtain better terms, including longer
maturities, than could be obtained in the private capital markets. The proposal
goes on to elaborate the envisaged contributions and policies of donor developed
countries, developing countries, multilateral financial institutions and private
banks.

61l. The main attraction of the OECD approach lies in the brecad set of policy
recommendations regarding an expansion in co-financing arrangements. The
degirability of co-~financing arrangements has been recognized, in orinciple, by
developing countries able to absorb this form of financing, by developed countries
as well as multilateral institutions and private investors. ©Since multilateral
institutions have already set in motion plans to expand co-financing arrangements,
the OECD suggestions would have the effect of lending greater support to ohjectives
generally endorsed by the international community.
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62, A limitation of the scheme is that the main beneficiaries would tend to be
middle-income countries with the ability to absorb additional funds in projects
likely to yield a commercial rate of return. It would only tc some extent help
poorer countries whose main need is for financial ané techniecal assistance on
concessional terms. Although a greater flow of non-concessicnal finance to middle-
income countries might displace some official development assistance, which could
then be channelled to the least developed countries, the additionality stemming
from such displacement is likely to be small,

D. Improved process of bhalance-of-payments
adjustment in developing countries

63. The large and persistent payments difficulties experienced by developing
countyies in recent years have focused attention on the question of the adequacy of
official balance-of-psyments financing. Such financing, of course, is not itself
directed towards the long-run transfer of resources - resource transfer is at most
only an incidental and short-term consequence of its utilization. Hone the less,
it has become increasingly recognized that an adequate system of official payments
finance is a necessary financial complement to the process of resource transfer.
Por example, the benefits from higher levels of investment resulting from
development assistance can be negated over the short- and medium-run if payments
problems are allowed to lead to a substantial reduction in imports, thereby idling
existing productlve capacity.

64. In approaching the question of official payments finance, it is important to
bear in mind the changed character of the deficits of the developing countries,
which, in recent years, have been primarily the result of external forces. These
forces, the most important of which are the changes in relative prices of traded
goods, slower growth in the industrial countries and world-wide inflation, require
appropriate adjustment in the domestic economies of developing countries. Unlike
deficits resulting primarily from excess demand or credit expansion, however, these
deficits cannot be reversed in a pericd of two or three years without incurring very
high costs in terms of foregone cutput and employment. Adjustment requires changes
in the strueture of production, whiech can be brought about only over a lonser peried
of time.

65. A further consideration that needs to be borne in mind is that a number of
countries in the payments system has experienced substantial and persistent
surpluses during recent years. This had occurred for a variety of reasons. In the
case of an industrial country, it could result from an exchange rate or industrial
structure that made the country particularly competitive or from the maintenance of
an unusually low level of domestic demend. Persistent surpluses on the part of some
petroleun producers veflect their inability to utilize fully the financiasl earnings
that result from meeting the energy needs of the world economy. In either case the
surpluses cannct be adjusted guickly without high costs to the country in question
and to the system as a whole. The consequences of the surpluses, however, arec
counterpart deficits elsevhere in the system. 8Since the surpluses can only be
reduced over an extended period of time, it follows that the counterpart deficits
will also need to be adjusted over a similar length of time.
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66. As a result of both of the above consideraticons, it is increasingly being
recognized that international support for the adjustment process of developing
countriss must now include substantial provision for official payments finance at
medium-tern. One way of doing this would be to establish a multilateral facility
to deal with externally induced deficits. This idea was discussed at the fifth
session of UNCTAD on the basis of recommendations put forward at the ministerial
meeting of the CGroup of TT held in Arusha. It was argued that policies to deal with
the payments deficits currently facing developing countries would require a global
approach cmphasizing the external factors involved rather than concentrating sclely
on measures to be taken by the deficit country involved. 21/ BSimilar ideas and a
concrete proposal for the establishment of a medium-term fazcility in IMF were
elaborated in the UNCTAD/UNDP project report on the balance—of -payments adjustment
process in develowing countries, and are discussed below.

Proposal for the establishment of a medium-term facility

67. The proposal, as set out in paragraph 35 (vii) of the recommendations of the
NDP/UNCTAD project's report, 22/ is that:

A medium-term facility should be established at a substantial level of
resources to provide balance-of-payments support over periods of 5 to 10 years.
The funds for such a facility could be raised in capital markets along the
lines enmployed by the World Bank. The terms and conditions of loans should bhe
adjusted to the circumstances of borrowing countries, and since commercial
terms would be inappropriaste for the poorest countries, it is a condition for
the viability of this propesal that provision should be made for interest
subsidies to the countries already eligible for such subsidies under the Fund's
oil facility."

(a) Size of facility

68. The amount of the financial resources needed to create the medium-term facility
would devend uvon (a) the number of countries covered by the scheme; (b) the maximum
drawing entitlement of each such eountry; and (c) the extent to which such countries
drew on the new facility at the same time. TFor example, on the assumption that

{z) coverage was in practice confined to non-oil-exporting developing countries;

(b) maximum entitlement was equivalent to 100 per cent of guota (after the Seventh
General Review becomes effective); and (c) at any given time the maximum drawings
outstanding were equivalent to full entitlement by countries whose guotas accounted
for half total developing country quotas, or three quarters of full entitlement by
countries whose guotas accounted for two thirds of total developing country guotas,
then the new facility would need resources of a little under SDR 10 billion.

21/ Arusha Programme for Collective Self-Reliance and Framework for
Wegotiations (TD/236)}, pps. 51-53.

22/ UNDP/UNCTAD Project INT/T5/015, The balance-of-payments adjustment process
in developing countries: Report to the Group of Twenty-Four (2 January 1979).
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(b) Eliginility

69. The proposed new facility is designed to help countries experiencing payments
difficulties arising from foreces beyond their control and which are not likely to be
self-reversing over the short term. The facility is thus not designed to deal with
imbalances resulting from an excessive level of domestic demand or a sudden fall in
export prices, which is likely to be selfwreversing.

TO0. It is recognized that in most instances there will be difficulty in determining
the precise extent to which the payments problems of a particular country derive

from domestic or foreign factors, and the extent to which they are reversible in the
short term or are of a longer~term character. Tt is also recognized that in many
instances & combination of factors will be operating on the external accounts, some
of which may indicate eligibility, and some of which may not. In these ¢circumstances,
a considerable element of judgement would be involved.

T1l. The judgement required in ascertaining eligibhility for access to the proposed

facility would, however, need to be guided by some objlective criteria. These would
need to reflect two separate types of external disturbance bearing on the payments

situation of developing countries.

T2. The first of these is system-wide phenomena unrelated to particular trade flows
cr identifiable finameial transactions. This would arise, for example, from a
persistent surplus on the part of a major industrial country resulting from an
exchange rate or industrial structure that made it particuarly competitive or from
the maintenance of an unusually low level of domestic demand.

73. A second type of situation would arise when external shocks were transmitted to
a country through specific trade or finasncial transactions or policy actions by
important trading partners. This would be the case, for exemple, when protectionist
measures had been taken with respect to current exports:; where competition for
traditional exports had emerged from new producers or substitute products; where
there had been a rapid and sustained increase in the prices of essential imports
such as petroleum; or where there had been sustained and secular declines in the
prices of major exports. In these cases, asccess to the proposed new facility may
be determined by rough quantification of the disturbances operating on the external
accounts.

(¢c) Conditionality

T4, Like the Compensatory Financing Facility, introduced in 1963 to assist countries
experiencing temporary export shortfalls, and the 0il Facility, introduced in 197h

to assist countries seriously affected by steep oil price increases, the proposed
Medium~-Term Facility is designed to help countries cope with a problem outside their
immediate control:; in this case deficits of a structural nature. As with the 0il
Facility, therefore, it would be appropriate for access to the new facility to be
subject only to conditionality similar to that of the first credit tranche of IMF.
While it is recognized that the mere fact that a balance-of-payments deficit is to
factors beyond the control of a country deoes not necessarily mean that adjustment

can or should be avoided, there is a case for saying that the type of upper-credit
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» conditionaiity thet is applicable to cases of excess demand would not be
onriate. The role of a medium-term facility in such a case is to provide
guificient recyling of resources te permit the requisite adjustment to be
programmed over a reasonable period, so ss to aveid disruption of a country's
development nrogramme. While there is a need to monitor the progress made in
effecting the structural changes required, there should not be a need to impose a
severe régime of fiscal and monetary contraction such as would be required where the
disequilibrium originated in domestic economic management.

(&) Terms

75. FExcept for low-income countries, interest charges would be equivalent to the
interest rate paid by the Fund on its own borrowings (see "Financing” below)},
together with a small service charge of the kind levied in connexion with purchases
under the supplementary financing facility. For low-income countries (defined, for
example, as the 60 or so countries entitled to receive loans on concessional terms
from the Trust Fund established in 1976 or, alternatively, the rather smaller number
of countries entitled to benefit from the Subsidy Account established in 1975 in
connexion with the 0il Facility) an interest subsidy would be provided. This
subsidy could be used to reduce the interest payable by low-income ccountries to a
nominal 1/2 per cent, as in the case of loans from the Trust Fund; or to reduce the
non-concessional rate of interest by a certain amount, as in the case of the

5 per cent interest rate reduction financed by the Subsidy Account.

(e} Financing

T6. Although the proposed new facility could in principle be financed by
subscriptions and, if lodged within the Fund, by new capital. of the kind pericdically
used to increase gquotas, the difficulties experienced in recent years in increasing
quotas in line with requirements suggest that a more promising approach may be an
issue of bonds by the facility on the internationsl capital market. Frovision for
guch borrowing is made in the Fundfs original Articles of Agreement, and there are
no practical reasons why this cannot be dene. The institution should be able to
borrow at a lO-year maturity at a highly competitive interest rate. At the same
time, the resources that it might need to raise are sufficiently small in relation
to the size and elasticity of the international capital market to provide little
reason to suppose that borrowing by the Fund would "crowd out" other national or
international borrowers.

T7. An important advantage of borrowing in the private capital market is that it
would allow a considerable power of initiative to mobilize rescurces without having
to go through the difficult and cumbersome procedures involved in securing new
resources from Governments. It should zlso impart a degree of flexibility to the
size of the resources mobilized in response to the changing world economic
situation.

78. To finance the subsidy proposed above on the interest rate paid by low-income
countries would be one of the most difficult, but essential, parts of the operation.
One possibility weould be to invite high-income members of the Fund to contribute
towards s Subsidy Account of the kind established in connexion with the 011 Facility.
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Alternatively, the profits from further sales of gold by the Fund - beyond those =zt
present envisaged - could be used to finance the subsidy, though this would require
the agreement of the United States Congress. The sale of an additional 10 million
ounces of gold, at the July 1979 price of around $300 an ounce, would yield a profit
of aprroximately SDR 2 billion, a figure which should permit a substantial subsidy
to be provided to low-income countries making use of the medium-term facility during
at least the first 10 years of its existence.

/v,
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IV. SCME PRINCIPAL QUESTICNS AND ISSUES

79. Bome of the ideas and suggestions eontained in the proposals have been on the
agenda of the international community for many years now. In particular, protracted
negotiations have taken place over a long period on mechanisms relating to resource
transfers: these have included the gquestion of the establishment of an SDR link,
ways and means of placing concessional finance on a more assured footing and of
improving developing countries' access to international money markets, particularly
by utilizing the existing guarantee powers of multilateral institutions, The lack
of progress in this area relates, principally, to the degree of political commitment
in developed countries, To the extent that the recent approaches help meobilize
political commitment, which is assumed to exist in varying degrees in all developed
countries, to the cause of resource transfers, they deserve the fullest
international consideration,

80. In attempting an over-all evaluation of the basic concepts underlying the
proposals, as distinet from questions of detail that are raised by specific
proposals, a number of problems are encountered.

81, It is not always possible to establish with certainty whether the proposals
are conceived for detailed intergovernmental consideration or whether they reflect
tentative contributions in an ares of growing concern to the international
community. Another difficulty arises with respect to the absence of operational
content in many of the propesals. While some, such as the contribution by Sweden,
provide a broad conceptual framework and the essential ratiorale for an expanded
resource transfer to developing countries, others, such as the proposal submitted
by Mexico, contain detailed operational features in a form ready for
interpovernmental consideration.

f2. A parallel has been drawn between some of the recent approaches to increased
capital flows and the launching of the Marshall Plan for the reconstruction of
post-war Burope, 23/ The experience with the Marshall Plan, however, points to a
number of features which proposals on inereased transfers should have for the
parallel to hold, One of the important features of the Marshall Flan was the
single-minded commitment of the United States of America, which financed the Plan
for the reconstruction of Europe. The formulation and financing were npremised on
the desirability of the Furopean recovery as the main objective. Secondly, the
concessional transfers associated with the Marhsall Plan were relatively larger
than those envisaged under some of the present proposals. gﬂ/ They were
characterized by simplified disbursements procedures, a high desree of
concessionality amounting in most cases to grants, or embodying grant element

23/ See, for example, "Call for new Marshall Plan", Financial Times,
24 July 1979, and Sir Bernard Braine, "A MMarshall Plen for the third world",
Third World GQuarterly, April 1979.

2L/ At its peak, the volume of resources under the Marshall Plan amounted to
about 2.7 per cent of the United States GIIP, The comparable present share for
developing countries amounts to 0.23 per cent of the United States GNP in 1978,
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well beyond the present norms of the Development Assistance Committee (DAC) for
developing countries, Thirdly, apart from the volume of transfers, which amounted
to $3 billion annually over a four-year period (1948-1952), the objective was
relatively limited and well defined, namely, the provision of foreign exchange with
which to enable the recipients to import equipment, technologvy and raw materials.
Finally the recipients joined together in the Oreanisation for Furopean Fconomice
Co-operation (OTEC), the predecessor of CECD, in which they shared important
responsibility for the distribution of Marshall Plan rescurces among them. Tt can
be reasonably arpgued that most of these features are largely absent from the present
donor-recipient relationship.

A, The guestion of scale, terms and
conditions of expanded transfers

83. While the concept of massive transfers has been endorsed in a general way by
Conference resolution 129 (V), in which it noted that a substantial increase in
transfer of resources is an indispensable factor for accelerating the pace of
development in developing countries, gquestions remain about its scale, additionality
and the over-all terms and conditions of transfers.

84. Collectively, the proposals are freguently referred to as envisaging massive
increases in resource transfers: a comparison of suggestions in the proposals
revegl, however, that while some do envisage large increases over exXisting levels
of net flows, others are relatively modest in scope, In the former category may

be included proposals by the Mitsubishi Foundation, 25/ by Senator Javits 26/ and
the proposal submitted by Venezuela. 27/ The latter category inecludes suggestions
by the Federal Chancellor of Austria, 28/ recommending the estasblishment of an
infrastructure fund of $1 bllllon, and s suggestions by the Secretary-General of OECD
recomending an expansion in co-financing arrangements.

85. It has been arrued earlier that the question of scale of transfers would
depend, ultimately, on the capital requirements of developing countries, These
reguirements, in turn, would reflect the development objectives the international
community seeks to promote in developing countries.

86. If developing countries during the decade of the 19808 are to offset the

25/ The proposition for "The Global Infrastructure Fund", presented by the
President, Mitsubishi Research Institution Ine., Tokyo, Japan, August 1978.

26/ See resolution S. RES. 441 (95) (United States Congress, second session),
2k April 1978.

27/ The Venezuelan proposal was worked out in the course of 1977, the
principal elements of whieh were outlined by President Perez after the December 1977
meeting of Ministers of the Organization of Petroleum Exporting Countries at Caracas.

28/ See the contribution by Austria {document A/AC.191/15) at the first
session of the Committee of the Whole Established under General Asserbly
Resolution 32/1Th.
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shortfalls in the target rate of growth of 6 per cent experienced during the
decade, roguirements for conce351onal ficws may well exceed those implied by the
current minirmum target of 0.7 per cent of GNP of developed countries. FPreliminary
caleulations by the Committee for Development Planning 29/ suegest that to reach

a rate of growth of T per cent in the GDP of developing " countries as a group
throuzhout the 16808 would require official development assistance flows to build
up to about $66 billion in 1990. On certain assumptions about states of econonmic
growth, this would represent about 0.75 per cent of GWP of developed countries.

87. In the light of the worsenine debt problems facing many developine countries,
the question of the terms of over-zll transfers assumes particular significance,
Many of the recent proposals, however, deal with private capital and envision an
expanded role for non-concessional finance. The emphasis on non-concessicn flows
is not surprising in view of its growing importance, on the one hand, and the policy
options that exist for improving the terms and conditions of private finance on the
other. In recognizing the dangers associated with the present distribution of
concessional and non-concessional firance, Conference resolution 129 (V) stated
that, while the substantially increased transfer of resources would be largely
reised on financial markets, this should be done without prejudice tc concessional
flows. Ideally, therefore, expanded arrangements for resource transfers should
aim at reducing the sharp dichotomy that at present exists between official flows
development assistance flows, on the one hend, and non-concessional flows on the
other. Appropriate arrangemerts for blending them would make possible a more
flexible system permitting a variation of terms consistent with debt-servicing
capacity of borrowing countries. This would in all probability generate a higher
volume of resources than has hitherto been the case,

88, Considerable scope exists, for instance, for combining more effectively private
and public scurces of financing., Several of the recent proposals deal with this
issue and implicitly acknowledge that, in the absence of improved official
intermediation, further expansion in private finance under present conditions may
be neither feasible nor desirable. The principal areas of interest and action in
this regard revolve arcund the creation of institutional arrangements and
mechanisms that make use of interest-subsidy funds and multilateral guarantees for
strengthening the recycling process and improving the volume, terms and
distribution of non-concessional financial flows to developing countries, The
attraction for many developing countries of proposals such as that put forwvard by
Mexico would be considerably enhanced if interest-subsidy arrangements were
associated with the proposal. Similarly, the establishment of multilateral
guarantees could considerably strenghten the role of private capital in finesncing
the long~term needs of developing couwntries,

1. The question of interest subsidies

89, Discussion on the role an interest-subsidy mechanism might play in promoting
the flow of financial resources to developing countries have a long history in

ggf Official Records of the Economic and Social Couneil, 1979, Supplement Ho. 6
(B/1579/37), para. 55.
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UNCTAD. 30/ In recent years, both the Vorld Bank 31/ and IMF 32/ have established
interest-subsidy accounts. The initial contributions to the World Bank's "Third
Window" Interest Subsidy Fund, amounting to $155.8 million, enabled the World Bank
to commit funds roughly three times the size of the Subsidy Fund,

90, The resources available under the "Third Window " have been fully committed;
on the basis of the experience to date, however, and in light of the growing
requirement in developing countries for concessicnal finance, it has been suggested
that the "Third Window" operations of the World Bank be revived. Tn its resclution
129 {V), the Conference agrced on the importance of reviving the Third Window "so
as to make more flexible the pattern of rescurces available to developing
countries", The attraction of this form of finanecing arrangement occurs in the
situvation where concessional funds are not available in the form of cash grants of
the same magnitude as the contributions that would bhe made to an interest subsidy
or when borrowing from capital markets is diffiecult. It has been shown that the
establishment of interest subsidies in such instances can lead to a larger flow of
funds than would otherwise bhe the case. §§/

91, Tor Governments providing funds to developing countries, an important
consideration is whether interest subsidization is likely to lower the transaction
costs., Under intersst-subsidy programmes, the amount of moneys that Governments
used to allocate is only a relatively small fraction of the face amount of the
loens granted. On the other hand, the moneys would need to be in the form of grants
rather than soft loans, which may raise problems of legislaticn approval, On
balance, however, interest subsidization is likely to result in higher flows of
concessional finance to developing countries,

92, The leverage possible in interest subsidization is particularly attractive

in light of the urgency and magnitude of the need of developing countries for
concessional funds., Indeed, a shift towards interest subsidization, either through
revival of the "Third Window" of the World Bank and the estsblishment of "third
vindows" in regional development banks or through similar national programmes,
could play an important role in channelline rapidly the flow of concessional
finance. Such arrangements could also impart a measure of stability to the private
capital markets.

2. The gquestion of guarantees

93. The questicon of extending puarantees to the financial cobligations of developing

égf See Proceedings of the United ¥ations Conference on Trade and Development,
Second Session, vol. I and Corr, 1 and 3, Report end Annexes (United Nations
publication, Sales No. F.68.II.D.14), annex VII, C, para. 2k,

31/ In July 1975, the World Bank established the Third Window Interest
Subsidiary Fund.

32/ Alorgside the 0il Facility, IMF established an interest-subsidy account.
33/ See "Finaneial mechanisms for the future" (TD/B/C.3/12T).
/e
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countries has been the subject of considerable intersovernmental attention in recent
years. 34/ In practice, guarantees could be extended in either a bilateral or a
multilateral framework. Since bilaterzl guarantees are of relevance essentially
for countries possessing substantial and active capital markets engaged in
international transactions and since such guarantees raise the issue of burden-
sharing among capital supplying countries, attenticn has focused on guarantees in

a miltilateral framework., The Articles of Apreement of all the major multilateral
lendings institutions are endowed with powers to extend guarantees. In the case of
the World Bank, for example, it was anticipated that the guarantee powers at its
disnosal would be the major means for mobilizing resources for development. One
cbetacle to the use of these powers is the charters of those institutions, which
require that a charme correspondine to the full amount of the guarantee be made
against their capital resources. However, guarantees involve only a sharing of
responsibilities in the case of default., Once it is accepted that the actual
resource requirements entailed by suarantees is the premium to cover the risk of
default and is therefore much less than the face value of such suarantees, then, on
the basis of a given amount of subscribed capital, it would become possible to
mobilize a mich larger sum of total financing., The advantares associated with the
leverage made possible by providing callable capital on a contingency basis has be
been widely recognized at a national level., Thus the applicaticn of this principle
at an international level should not present insurmountable probvlems, since the
probability of the contingent callable funds actually being regquired would be very
low and the calls themselves known well in advance.

9k. Two possible approaches to achieving this chjective in practice are worthy of
consideration, One would he to amend the charters of the multilateral development
institutions in such a way as to permit them to value the obligations arising from
guarantees as risk premiums. The other would involve the establishment of
appropriate guarantee arrangements in support of the relevant expanded transfer
proposals. BSuch arrangements would be based partly on paid-in capital and partiy
on a much larger sum represented by funds callable only on a contingent basis.

95. The questions of interest subsidies and multilateral guarantees envisage an
expanded role for multilateral institutions in channelling funds to developing
countries. The capacity of the rmultilateral institutions to undertake cxpanded
intermediation in capital markets has been significantly enhanced as a result of the
decisions to augment their respective capital bases. It has been clear for some
time now, however, that arransements for increasing the lending capacity of the
rmultilateral development institutions are a necessary but by nc means a sufficient
condition for the realization of the full potential of these institutions in the
field of international financial co-operation, If this aim is to be achieved, it
will be necessary to ensure that the lending policies and programmes of these
institutions meet the external financing needs of recipient countries in a manner
which is consistent with the internationally established norms, Tn defining the
role of the existing institutions in generating expanded flows, Governments need
to consider what arrangements should be made to ensure a greaster degree of

g&/ See the report of the Group of High-Level Exverts on Finance for
Development (TD/B/722)} and General Assembly resclution 33/137 entitled "Finance for
development".
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consistency between the broad development objectives adopted by the General Assembly
and cther United Wations forums and the operations of the multilateral development
institutions.

B. Import demand of develovning countries and the solution of
sectoral problens in developed market economies

96, In the different proposals for an expanded transfer of resources to developing
countries much attention is given to the effect of such a transfer in reducing
levels of unemployment and excess capacity in the developed market economies. This
effect is transmitted, on the one hend, by increasing demand for products of
certain industries that suffer from excess capacity; and, on the other hand, by
increasing demand on dynamic industries which, even if they do not have excess
capacity, would, nevertheless, have the hirsh productivity and egrowth potential to
abscrb resources released from industries in secular decline,

7. There are, to be sure, certain difficulties that misht hinder the above-
mentioned effect from working itself through, such as the time which should elapse
before the additional demand generated by the transfer made itself felt, Available
evidence suggests that rates of capacity utilization are often subject to fairly
substantial fluctuations from year to year. Another difficulty relates to the
uncertainty concerning the pattern of that demand., In cases where the transfer is
intended to have a direct impact on industries suffering from excess capacity,
there is nc way of ensuring that the additional import demand would be concentrated
on the sectors in industrial countries most severely affected by the recent
recession, by problems of a longer-term character or both.

98, If the desired effect of the transfers, however, is principally to stimulate
the growth of dynamic industries, it is reasonable to expect that demand for imports
from some of the dynamic industries in developed countries might indeed increase as
a result of the rise in investment in developing countries made possible by the
transfers.

99, In the case of industries nroducing machinery and equipment, for instance,
there is evidence that these industries include some of the rost dynamic activities
in developed market economics., Hence, a rise in production in these industries in
response to the import demand generated by an expanded transfer of resources to
developing countries might well help it to increase the rate at which it absorbed
surplus labour for industries in secular decline. 35/

35/ While information on rates of capacity utilization is difficult to obtain,
fipures are available for registered unemployment in recent years in various
industries producing machinery and equipment in the Federal Republic of Germany,
France and the United Kingdom of Great Britain and Northern Ireland, and for total
employment in sectors with approximately the same coverage. Comparison of these
figures with the corresponding national rates of unemployment suggests theat, if
anything, these industries were among those least affected by the recent cyclicel
downturn, Data on registered unemployment in different industries are available
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100. Different conclusions might be reached in the case of such industries as steel
and petrochemicals. In the case of the steel industry, available evidence indicated
a marked increase in the amount of excees capacity in recent years. gﬁ/ There is
widespread agreement that the low rates of capacity utilization in this industry

are partly the consequence of recent changes in economiec activity, but that they
alsc reflect the impact of the rapid increase of steel-making capacity in developing
countries in the 1970s. 37/ While efforts are now under way to reduce the steel-
making capaeity of European Community countries, production in the developing world
is expected to grow until, by the second half of the 1980s, its share of totld
output is about the same as that of the United States, Japan or Western Burope.

{continued)

in Prployment and Unemployment 19T1-1977 (Statistical Office of the Furopean
Communities, 1978), table IV/5. These can be compared with figures for employment
at a sectoral level in table III/4 of the same publication. The clanssification

of industrial activities in these two tables is not identical, but does seem
sufficiently similar for it to be possible to arrive at approximate figures for
rates of unemployment in the following sectors: mechanical engineering, the
manufacture of transport equipment and electrical engineering in the Federal
Republic of Germany; the construction of machinery and vehicles and the construction
of electrical goods in France; and mechanicael ensgineering and electrical engineering
in the United ¥ingdom, These figures can be compared with national rates of
unemployment in the same countries (Ibid., table IV/1)

§§j In the original six countries of the Buropean Feonomic Community, the
rate of capacity utilization in the production of raw steel had fallen to
61.5 per cent in 1977 from levels which were rarely below 80 per cent between 1956
and 1974 (and usually more than 85 per cent)., In Japan, the rate of capacity
utilization was 6T7.5 per cent in the same year after falling from levels which until
19TL averaged only a little less than those of the original countries of the
Furopean Economic Community. The recession was less severe in its effect on the
steel industries in the United States of America and the United Kingdom, where rates
of capeecity utilization fell to low points of Th.5 per cent (in 1975} and
T0.6 per cent (in 1977) respectively (see Federal Trade Commission, Staff Report on
the United States Steel Industry and its International Rivals: Trends and Factors
Determining International Competitiveness, 1977, table 4,21, and OECD, The Iron
and Steel Industry in 1977 (1979), tables L and 33).

37/ In 1975, developing countries in Latin America and Asia had the capacity
for making raw steel of approximately 35 million metric tons. This can be compared
with capacity figures of 150 million metric tons for Japan, 190 million metric tons
for the nine countries of the Furopean Community, and 142 million metric tons for
the United States in the same year. (For the steel-msking capacity in 1975 of
Japan and the United States, see Federal Trade Commission, op. cit., and for that
of the European Economic Community, see OECD, The Iron and Steel Industry in 1975
(1977), table 4k, Tor the steel-making capacity of the developine countries of
Latin America and Asia in this year, see Federal Trade Commission, op. cit.,
table 64,13.)
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Thus it is veartienlarly Aiffiecult to forecast the effect of an expanded resource
transrer on this sector because of uncertainties. over the way in which the resulting
demand will be distributed between steel industries in the developed and developing
parts of the world. Thaese uncertainties are exacerbated by doubts concerning the
extent to which current nrogrammes of rationalization in this sector will reduce
steel-making capacity in Yestern Furope. 38/

101, Similar problems would confront an attempt to estimate the likely effeet of an
expanded transfer of resources to developing countries on other industries in the
developed world, such as petrochemicals, which have been characterized by excess
capacity in recent years. 39/ Here too it would be difficult to furecast the
geographical distribution of the additional import demand generated by the transfer,
especially in the face of the increases in productive capacity in developing
countries often anticipated for the 1980s,

102, In conelusion, it camnmot be denied that such a transfer might facilitate the
shift of such resources to more dynamic sectors. But the discussion in this
section indicates the need for caution in the face of arpuments thet are based on
too direct a link between transfers to developing countries and capacity
utilization in speecific industries in the developed market economies., It should
also be recognized that a significant part of the import demand resulting from
transfers is likely to be channelled towards other develcping countries. This, of
course, would be a highly desirable cutcome, since it would be associated with a
more equitable distribution of the various lines of industrial activity among
members of the world economy.

38/ For a recent review of the difficulties confronting the Luropean Economic
Community in connexion with achieving the targets of its rationalization plan for
the steel industry in the Community, see G. Merritt, "Hard facts of life for
Europe", Financial Times, 18 July 1979. These difficulties include a tendency on
the part of senior management in the steel industry to produce exapgerated estimates
of their own levels of over-capacity,

39/ For example, rates of capacity utilization in the production of ethylene
propylene, butadiene and benzene were markedly lower in the Furopean FEcononmic
Community in 1975-1976 than in the earlier years of the 19T0s, and a similar trend
seems to have characterized developments in these industries in the United States
and Japan. See COECD, The Petrochemical Industry: Trends in Production and
Investment to 1985, tables la, 1b, 2a, 2b, 3a, 3b, 4a and kb, A summary of sore
of the forecasts for the distribution of world petrochemical production in the
1980s is also to be found in this publication {pp. 12 ff).
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Some recent nroposgls

ANNEX I

on an exponcéed trengfer of rescoureeg to developing countries

Prof, Angelos Angelopoulos,
Governor of the National

Mr. Clsude Cheysson of

Proposel by: Bank of Greece 3/ hustria b/ the EEC Commission g/ Governcor of the Bank of Greece gj
Creation ef an zdequate system orf Crestion of an Internationsl Fund Transfer of resoucres to develop- Creation of an International ILoan
finaneing to channel excess sav— for EZconomie Co-cperation and ing countriea in order ta stimu- Insurence Fund to secure and
ings from developed countries to Structural Adjustment in order to late effective global aggregate enlarge the flow of funds from the
developing countries to permit marry the needs of developing demarnd mnd, in particular, private capltal markets to

Objective substantial and productive countries with the vwtillzation of investment demand in developing developing countries.
investment in the latter, which, indugtrisl empacities in partici- countries.
in turn, would revive economic pating Industrialized countries.
petivity in the industrislized
countries.

Financing of productive investment Funds would be used to finance Energy, mining, Zood, The funds would be used to provide

Policy/sector expenditures in developing coun- projects in the fields of industry  infrastructure, urban guarantees for financlally sound

focug tries which would invelwe acgulsi-  and infrastructure in developing develogment. balance of peyments ahd develop-
tion of caplital gocds and services countries ment loans.
from contributor countries,

(a) Contributionsz by all industri- 31 »isliorn. 316 million per vear. Ko specific figure. The capital
aliwed countries of the Fund would be callable
1. $25 billion per year, which Tather then paid out.
would congist of loansz on
favourable termsi
2. $20 billion per year in the
form of a five-year Zoratorium

Amount. on the service of existing

debtn of developing couniries.

(u} ons uy SEC
1. $12 billion per yemr in the
form of loans;
2. $1C billion per year in the
form of debt-service morato-
rium during five years.

Time Five years Tor the first scheme. o specific time period. Three to Five years. Mo specifie time horizon.

horizon No specific time horizon for the

ERC scheme,
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I Xatuy
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Mroposel Tve

Sources of

Prof., Angelos Angelopoulos,
Governor of the National
Bank of Greece B/

Funca would come from
infustrielized countries.

Austria b/

The Fund would congist of cepital
paild in, in acccordance with

netional quotas and borrowed
capital raised on capital markets.

Mr. Claude Cheysson of
the EEC Commission ¢/

OPEC surplus liguidity. Funds
rained in capital surplus

coantries.

Governor of the Bank of Greece d/

Alternative 4: CGuarantors would be
highly industrialized gnd surplosz
CFEC countries, The Werld Bank
could e muthorized to perticipate
sz & partlal gusrantor.

The Fund would be
income-genersting and, therefore,
efter a few years of operations,

financing sufficient reserves would have been
aceumilated Yo minimize contribu-
tions from guarantors.
Alternative B: Guerantors would be
private internetionsl financial
instituiions. The IBRD could be
authorized to particlpate a2s a
partial guarantor.
Loens would be made on favoureble Guarantees would be resgtricted to
terms: repsyment would be spread financially sound balance of pay-
over a lh-year period: no interest ments and development loans.
would be paroble during the first .
five yearsj for the remeining 10 (a) Guarantees could be a fixed
vears, interest would be payeble percentage of loans.
Terms of at © per cent per annum. (b) Alternatively, the percent-
finaneing age of coverage up to & meximum
ceiling (e g, TQ per cent} could he
negotiated between the lending
institution and the Fund.
(¢) BExceptionally, loens o
100 per cent.
Financing would be riade availsble The Bretton Woods institutions are  The propeosed Fund might be an
through an international agehcy envisaged to play a mejor role for  independent agency, though closely
Adminigtration probably the World Bank, chennelling serplus liguidity. co-opereting with an existing inter-

of rescurces

Beneficlary
countries

Beveloping countries in general. Developing

countries in general.

S

Developing countries in general.

nationel orgsnizetion (that is, the
World Bank or the Benk for Interna-
ticnal Settlements}.

A1l IBRD developing member countries,
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Proposal by:

Iraq e/

Senator Javits et el. f/

Mexico g/

Mitsubiehi Research Institute h/

Objective

Establishment of an international
fund to compensate developing
countries for imported inflation.

Poolling of capital from
OFEC countries for
productive investment in
the developing countries.

Recycling of funds from
surpius countries to
provide long-term
finance to deficit
develcping countries, in
order to allow the latter
to purchase capital goods
from developed cr other
developing coumtries.

Finencing of "super projects”,
many of which would develep

new sources of energy and
increase food production in
developing eocuntries. The
purpese iz two-fold: on the
one hand, increage in income and
employment in developing .
countries, on the other hand,
incresse in demard for (capital)
goods from developed countries.

Polley/sector
focus

Compensation for the risze in
prices of goods imported by
developing countries. The date
of establishment of the Fund
would be the bage year for
calculating the imported
inflption rates.

Long-term losns would be
made to any project,
gector programme or
private firm in
developing countries.
These loans would be used
%o purchase capital goods
from other developing
countriea or from
developed countries whoae
Govermments had either
purcheaged or guaranteed
part of the new Fund‘'s
bond iasue.

Meinly energy and food
production sectora.

Amount

The respective annual
contributions of the industrial
and QFEC countries wonld be
determined according to the
calculated inflstion ratea of
the pricea of developing
countries’ imports from the
indugtrial countrleg and of the
price of their cil imports from
OFEC member countries.

$50-100 billion

A fund of $15 billion is
envlsaged.

$13 billion a year. With
maitiplier effects, anmual
expenditure would be about
$35 billion. This would
amount to over $500 billion
st the end of the acheme.

Time
horizon

Not less than 10 years. The
Fund's initial term may be
extended in light of the then
prevailing clroumstances and
subject to the agreement

of all parties concerned.

No time period 1s fixed.

Funds might be disbursed
over & period of three to
five years.

Until the end of the
century.
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Proposal by:

Irag e/

Senator Javits et al. f/

Mexico 5_/

Sources of

The Pund's resources should be
provided totally by the

Surplus OFEC funds.

" industrialized countries, where

inflation 12 generated, and then
exported in the form of higher
prices of geods and services to
the developing countries.
However, OFEC member countries

The proposed new Fund
would issue bonds with e
15-year meturity and
denominated in SDRs on
international capital
markets. Fotemtial
investors: governments,
and central banks of

Mitsubishi Research Institute h/ g
=

The $13 billion a year would dbe
contributed as official
development asgistance by the
industrial end OPEC countries:
$5 billion collectively by the
United States of America, the
Pederal Republic of Germany
and Japen:

Tinancing would also Jein the Fund by surplus countries, is billion by OPEC;
contributing snnually amounts camperclial banka. 3 billion by other industrial
equal to any new price incresses Institutional investors countries.
in crude oil imported by {pension funds and
developing countries from OPEC insurance companies).
countries. Guarantess would be

offered by developed

(and perhapas scme

developing) countries.
Funds would be ellocated in the Long-term loans with a

Terms of form of grants rather than of waturity of 15 years or

Hmcigﬁ soft losns, at least during the 80 at non-concesalonal
initial term of the Fund. terma.

Ko particuiar mechanism is The Fund would be A pew organizaticn would need to
proposed. adminigtered elther by an be set up to administer thesge

Adpministration existing institutlon, such funds.

of rescurces

as the World Bank, or
posgibly by some new
institution.

Begefici
countries

Developing countries in general.

All developing countries.

Principally the benefits
are likely to accrue to
middle-income countries.

The large-scale projects are
expected to he multinational
in scope, benefiting several
countries in some instances.
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Proposal by:

CECD/DAC 1/

Sweden J/

UNDP/UNCTAD k/

Venezuela 1/

b jective

Expansion in the co-financing
operations of the miltilateral
development lending instltutions
with private banks.

In order to manage better the
evelving interdependence,
implementation of & massive
trangfer of regourceg tc
developing countries. In the
short term, such massive
increages in transfers would
stimulate employment and output
in developed countries as well.
In the longer run, the transfers
would facilitate structural
transformation of the world
econoty aml, in particular, of
developing countries, consistent
with the internationally sgreed
development pricrities.

Establishment of a new
pedium-term facility
within the fremework of
IMF to permit developing
countriez suffering from
structural balance-of-
payments deficits to
adjust their balance

of payments gradually
cver a pericd of five

to 10 years.

Excess gavings of QECD and
OPEC countries would be

lent to developing countries
on a long-term basis.

Policy!sector

foeus

Emphasis on prolects in such
sectors as energy, Tood
production, raw materials and
processing and related
infrastructure.

Countries or szectors with high
absorptive capacity with scme
emphagis on energy and raw
materials sector.

Medium-term belance-of-
payments adjustment.

In the short run, funde
wonld be targeted towards
projects which might be
expected to require
imports from industries
in OECD ccuntries which
were suffering from excess
capacity during a pericd
long encugh to parmit
astructural sdjustments to
take place in QECD
countriea.

In the medium run, funds
would also be targeted,
subject to the agreement
of developing countries,
towards sectore such as
energy and minerals and
their related inputs and
infrastructure, including
basic needs.

No specific figures are
mentioned.

A sum of §DR 10 billien
would permit non-oil
developing countrics %o
draw their fall

entitlement, which would -

be equivalent to
100 per cemt of their
quota.

A flow of $16 to 20 billion
a year.

Time horizom

No time horizom is fixed.

Undetermined.

Five to ten years.
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Proposal by: OECD/DAC i/ Sweden §/ UNDP/UNCTAD k/ Venezuela 1/
The main source of funde would Regources would be raiszed in Funds for the new facility 1. T75-80 par cent of the
come from private interpational a variety of ways, including might come from new cepital total amount of funds
banks, agsisted Dy some increasge at merket terms, though subscriptions by IMF mesmbera, would be ralsed in
in lending by the World Bank increase in officiel or bonds issued by the Fund international capital
within its co=-financing develoyment asaistance in internaticnal capital markets by selling
cperationsa. target would remain a key markets. The interest rate triple-A long-term
chjective. subsldy for poorer borrowers (12-20 yearas) "OPEC
could be financed either Development Ponds™;
from contributions to a (a) OPEC' countries
subsidy account made by themselves would agree
high-income members of the to purchase 20-25 per cent
Fund, or from the profits of the bond issue and
realized on further gold would act as a “first
Bources of sales by the Fund. guarantor® of the bond
ﬁmcigg issue;
(b} The World Bank and
its mffiliated
ingtitutiona might act as
a "second guarantor® to
the OPEC countries.
2. The remaining
20-25 per cent of total
amcunt of funds would be
subscribed by developed
countries elther ocut of
their existing aid
budgets or out of
increased allocationa.
Loans would be made on Ron-oil developing 20-25 per cent of the
commercial termg to projects countries would be total would be lent to
in developing countries which allowed to draw up to lenst developed countries,
promised en acceptsble rate 100 per cent of their mainly on concessional
of return. However, the main quota. Purchases under terms. The rest would be
Terme of beneficiarles would tend to be the new facility would lent at commercilal .rates
financing piddle-income countries, since normally be made over a on a long-term basis
loans would be made on period of three to {212-20 yenrs)} to other
non-~concessicnal terms. four years. Repurchases developing countries.
would take place over a
period of five to 10 years.
The co-financing cperations No partlcular mechanlsm is The new faelllty would be The funds would be
are Jointly administered by proposed. establighed within the administered by the World
Administrstion private banks and the World fremework of IMF. PBank and the International

of resources

Bank. However, the World Bank

would have the main responsibility

in assessing projects and in
administrative work.

Finance Corporation and/or
the regionel development
banke, and would be
disbursed by them through
a "Special Window".

Beneficlary

countries

Any developing country which
could present a project with an
acceptable rate of return.
However, the maln beneficiaries
would tend to be middle-income
countries, since lcans would be
made on ncen-concessional terma.

Initially countries (or sectors)
with high absorptive capacity.
The provision of additional
officinl development assistance
to poorer countries to strengthen
their sbsorptive capacity.

Developing coumtries
suffering from structural

balance-of-payments deficits.

20-25 per cent of the
total would be channelled
to least develcoped
countries. The reat would
go to all othér developing
countries.
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(Foot-notes to Annex 1)
Scurces:
a/ Professor Angelos Ansgelopou : "The investment crizis and the spprosch
!/ Prof Anpelos Angelopoulos Th stment A the =sp3 1

of the post-Kenyesian era”, Annals af Public and Co-cperative lconomy,
January-rareh 1979.

b/ Austria: Based on information contained in a report of discussions at the
Special Meeting of the Like-minded Countries on Transfer of Resources,
8.9 Hovember 1978, Ministry for Torelgn Affairs, Office for International
Co—operation, Sweden.

¢/ Mr. (laude Cheysson of the EEC Commission: {same as Austria).

4/ My, ¥enophon Zolotas, Covernor of the Bank of Greece: "An international
loan insurance scheme', Bank of CGreece, Papers and Lectures Wo. 39, Athens, 1978.

e/ Iraq: "lragl proposal for the creaticn of a long-term intermaticnal fund
to assist developing countries against inflation', working paper presented by the
Iragi delegation to the Skth meeting of the OPEC Conference, Geneva. 26 June 1979.

£/ Resolution 8. RES. L41, 95th Congress, second session, Senate of the
United States of America.

5/ Mexico: Proposal for a lonf-term facility for financing purchases of
capital goods by developing countries put forward by the Mexican Government at
the meeting of the Development Committee, which took place at Mexico City in
April 1978.

h/ Mitsubishi Research Institute: A proposition for the "Global
Infrastructure Fund”, presented by Masski Wakajima, President, Mitsubishi
Research Institute, Tokyo, August 167E.

i/ OECD/DAC: "A proposal for stepped-up co-financing for investment in
developing countries”, OECD, Paris, May 1979.

J/ Bweden: "Massive transfer of resources: background and problems for
further analytical work”™, informal working document cirenlated by the Permanent
Mission of Sweden to the United Nations, 3 May 1973.

k/ UNDP/UNCTAD: Proposal put forward in UNDE/UNCTAD Project INT/75/015,
"The balance-of--payments adjustment process in develoning countries: report to
the Group of Twenty-Four', 2 January 1979.

1/ vVenezuela: FProposal worked out in the course of 1977 and outlined by
President Perez at a press conference after the meeting of CPEC Ministers at
Caracag in December 1977.
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ARNEY TIT

Mexican propeosal for a leong-term facility for financing
purchases of capital goods by developing countries®

Amount
1. Te would propose the creation of a long-term fund with an amount of $15 billion,
rerhaps divided into three borrewing operations involving three tranches of

35 billion esch, which can be phased over time.

Administraticon of the fund

2. The fund would be managed by the World Bank.

Main characteristics

3. The main characteristics would inelude the following:

(a) Trhe facility would issue debt instruments (bonds, notes or certificates)

to the lenders for a 15-year fterm with a rate of interest. The notes would he
denominated in SDRs:

() These loans would be completely separate from normal borrowing cperations
by the World Bank;

(c) A secondary market would be developed to sive liquidity to these
instruments:

(d) Loans could be guaranteed by the borrowine countries on the basis of the
value of the purchased capital goods themselves, and they could be further
protected by the technical expertise of the World Bank staff in approving only
profitable loans and by the backing of any industrial countries prepared to offer
it, as explained below.

Sources of funds

L. The scurces of funds would include the following:

(a) Since loans would be an attractive investment, they could come basically
rom Governments of countries with strong balance-cf-payments and financial
positions. Surplus countries could find this investment outlet attractive, sincs it
provides market rates, good guarantees of liguidity, and protection against
exchange risks.

% Text submitted by Vexico to the Joint Ministerial Committee of the Board of
Governors of the Bank and the Fund on the Transfer of Real Resources to the
Developing Countries (known as the Development Committee) in April 1978.
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{») CGovernments that may not be in a position to contribute direct loans might
guarantee the loans granted by the facility. Purchaszes of capital goods from
developed countries financed by this facility would be limited to countries granting
loans or guarantees,

(¢) Tong-term notes may also be promoted with the instituticnsl investors, a
feature which would guarantee additicnality of resources, since the institutional

investment market has hardly been tapped by developing countries.

Use of the funds

5. The uge of the funds would include:

(a) Resocurces would be channelled towards financine the acquisiticen of capital
goods from contributing industrial countries and from developing countries; these
capital poods could be purchased both in connexion with specific vrojects and with
sector programmes;

(b) Since a possible initial bottleneck might be an insufficient capacity to
gernerate projects by the public sectors, this financing would be also extended to
national private firms operating in developing countries, perhaps with the approval
or guarantee of the Government or a public financial institution.

Beneficiaries

6. The countries that would have access to this fund would all be developing
countries. These countries have important long-term capital needs and would
increase demand, thereby contributing to the stimulaticon of the capital goods
sectors of industrial countries.

T. Tt is important to ancte that the apprepate demand for capital goods by the
develeping countries has reached very significant levels., Demand from developing
countries substantislly contributed to moderate the recessicon of 19Th—1975, and it
could make a contribution to the recovery of the world sconomy.

a. This facility will attempt to elose the gap that looms heavily over the world
econonmy, since it will be used to:

(a) Provide an adequate stirulus to the capitel-goods-producing sectors of
industrislized countries that have suffered From inadequate demand; industrial
countries would be able to reallocate resources from sectors in whieh they have lost
comparative advantage to capital goods sectors where they still have it;

(t) Provide the necessary long-term resources for developing countries to
enable them to finance their unmet demands for capital poods required for

development. A sustainable pattern of finance for developing countries would
smerge.,
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{¢} Provide an additional investment cutlet for surplus countries and help to
introduce a better structure in the assets and liabilities of the financial markets.

2. Above all, we should like to emphasize that this is a truly co-operative project
which does not invelve outright grants. Tt is s proposal that will benefit all
parties concerned. Tor the industrial countries, it means generation of employment
and stimulus for a lagging sector; for the financial markets and for surplus





