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INTRODUCTION -

One_of‘the nost sagnificant features of the international financiai
system in the decade of the 1970s was theyrelative'deeline in the importance'
of official flows of finance .to the deve}opinq eountxies as a group, and £he
simultaneoﬁswgfowigg shift‘eowaras larée-scale‘priﬁate Bank lending to middie-
income LDCs. This-pattern is likely td ‘cémtinue; although at'afegmeﬁﬁat'siower

pace, in.the decade of the 1980s, - . ' o ' e
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The trend towards prlvate Bank flnan01ng has already resulted in serious
economlc and social problems especlally for the poorest of the developlng
countries, (those with per caplta 1ncomes of US$300 and 1ess) whlch depend

on bi—lateral conce391ona1 aid for almost two—thirds of thelr external flnanm
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cial requlrements and whlch already are neax the mlnimum llmits of sub51stence.

However, the middle—income developlng countries have also been affected to '
the extent that greater rellance on comirercial borrow1ng has entalled hlgher

debt—seivicing burdens which are aggravating balance-of—payments problems,

In the Caribbean afea; Guyana and Jamaica have been the most seriously
affected, however, if the present trends continue, many other countries of

the'region will also begin to suffer similar.economic hardships; Strategiles,

»
0

therefore, need to be worked out for coping with these new reallities in intex~
national finance. Such measures will include the avoidance of excessive shoxt-
term borrowing, ensuring the most efficient use of external funds, and, in

genexal, impreving the quality of economic management;

This papef examines the effect of recent trends in external flows on

bl

the economy of one Caribbean country, Guyana. However, before turning to

specifics, we attempt to analyse some of the factors responsible for the
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;relatiyeﬁdecline in bi=latera11aidﬂflows:and.briefly:look at the present"and

A3

potentlal contribution of OPEC and the multzlateral 1nstrtutmons to-.external

financial flows to the LDCs. ThlS is done in Chapter I. In Chapter IL, we

‘discuss’ some of the advantages and problems assocrated w1th commercral Bank

borrowiﬁé.' Flnally, in Chapter III, the paper turns to a brlef analy51s of
C el RS

proposals bexng put forward at UNCTAD and elsewhere for 1ncreas1ng the flow
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of finance on approprlate terms to the LDCs. In this respect we are partlc-
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ularly ooncerned w1th the prospects of these proposals belng 1mplemented 1n
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the near future.
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. -CHAPTER -I: : RECENT . TRENDS - IN.; FINANCIAL TFLOWS -~ - .- %
_ T THE DEVELOPING COUNTRIES

P

B L L L
.Table I on page 34 shows annual net disbursements of extérnal funds to

developing countrles frcm 1970-1977 The most significant feature is the
change in trends of distrlbutlon hy credltor. Bl—lateral ald, whlch 1n 1970

I

accounted for over 80 per cent of total net recelpts, had by 197? fallen to

: 58 per cent of the total On the other hand,. the contrlbutlon of international

o . St )

’Bank 1end1ng had advanced from a. mere 4 per cent to. 28 per cent. Recent data

for 1979 reveal a contlnuatlon of thlS trend Official long-term sources .

-l..‘\. .

flnanced 36 per cent of total net external borrow1ng of the ncn-oil develcplng

“'only '36 per ceént.-

KRS A

(1)

countrleclﬁwp11c 1nternational flnan01a1 1nst1tut10ns provlded 39 Per . cent.
Wocld Badk progcctlons for 1985 shows an even further acceleratlon cf thls

trend: in that year commercial banks are expected to.provide 51 per cent of
LDC -financial requirements with”cfficialfgréﬂﬁé5éndJconceSSicﬁéi 5idﬂprcviding

: (2) ’:-} - R ‘ A_: ) Lt Lo E
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Ih'spite cf Wcllfmcdnihg staceﬁénts from the OECD-éOQQF??éS',angﬁgows
have, in real terms, beenrvirﬁually stagnant since the mid-nineteen sixties,
Expressed in constant 1977 prices, OECD bi-lateral Aid Flows increased from
$12.7 Sil‘lioh‘inﬁlgvo to an estimated $15.8 billion in 1978, Alfdrmatively

expressed, _Gevelopment a551stance to the LDCs remains at 0.4 per cent of the

.(1§ IMF Annual Report 1979, p. 32

(2) Woxld BankE-World Development Report 1979. p.9




industrial countries® combined GNP - v;rtually unchanged 51nce the late 1%60s, (1)
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Quite apart from the current recessmon 1n the tradltlonal donor countries whlch

has resulted in"totre strlngent budgetary “and balancemoprayments constralnts,
other, more fundamental factors, point to poor prospects of any marked increase

in ‘aid~flows, - *

3 Ny . -
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The fa.rstr and perhaps most 1mportant, is the apparent grow;ng 1ack of
commltment to meetlng the needs of the poor countrles.' In the Unlted States,

the Conqress seems more and more unprepared to vote addltlonal funds to counm

HARE T +

trles or tn mult1—latera1 agenczes. _Recently, it was reportedwthatjthei1nqrease

Lo 4 ..

in forelgn aid requested by the Rresident for fiscal 1980/81 amounted -to, $200
. N - . L N AR ] s e DR RN i~ - S
million - a fall in real texms from. the previous period}zi_ A similar attitude

.prevails in the United Kingdom where aid has not been spared from the qurrent

government‘s pollcy of exPendlture cuts. The Chancellor of the Dxcheque; has

summed up the prevalllng attltude well° L w;__r_;vq_ e e

Cend twmhs ability of the 1ndustr1allzed countrles to help the poorer coun-‘

Cftmomsf\@’ 60

tries has, at least for the time being, dimished.," {3 West’ Germany'and Japan

have promised to increase their aid Budgets,_but;in thejcnrrentdsgtuetion, any

lncrements are llkely to be small 1n relatlon to LDC needs. o
. A S Vi i

The Sedbhd™ifiportant factdtr Pointitig'to the inadequacy of bi-lateral’
R o 7 _';--r K __.;-(": N T A T .-.:_
aid flows in 'the near'futurE"Is'the'grow;ng“emphasis on trade and strategic
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A1) WOECDW.DevelopmentuCooyerateonmalazauRexeemeuBesesmdszswppedﬁmendalaam»-wA
(2} Financial Times. 29th Januvary 1980 - - o | L. ool

(3) The Banker, November. 1979 puj 46: 0 ot v 1 i 14_ RN
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importance rather than on the need for assistance, as the major criteria for

eigjflows% JMr. Neil Martin,.a British Minister for Oversgeas: Development has

been reported as stating that aid would be channelled to more countries,which

(n

could prov1de trade, strateglc, or polltloal benefits to the United Kingdom,
Slmllar sentlments have been expressed in the Unlted States Congress, In this
’situatioh'of”disappoihtiné'aotual end potential-flows of ﬁevelopment;assistance

from the OECD countriesF the group of ‘LDCs likely to suffer the most are the

poorest, ‘Loe. those with per capita 1ncomes of US$300 and 1ess. It ig these

countrles that rely on offlclal development a531stance for more than two—thlxds

of total net external flows. In the context of frequent 011 prlce rlses, in-

flation affecting the cost of other essentlal 1mports and the current recessron

in the industrial countries, which is already having adverse effects on e

..
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exports, stagnating real flows of bi~lateral aid can only aggravate the level

.

Kof mlsery faced by the people of these countrles. Much polltical w111 and

effort on the part of both the 1ndustria1 countrles and the rloher LDCs are

»

needed if thls smtuatlon is to be avorded In a later Chapter, the paper

04 Tt T

1ooks at some proposals for allev1at1ng the financmal problems faolng the

Ty -;:,-_ .

1east—developed countrles. )

2.

7

. cquntries -in development -assistance to the LDCs.

T

QPEC:

- . — ~ .
P . FL 5

w4 In.terms of the propartion. to GNP, OPEC far outperforms the OECD. ...,

2 Apart from direct,. bi-

%atereh%essistance,wdeqelopment:banks;egdjspeoiel funds, have been established

T AT e ad T N AR 5T, 107 D S = 1 7 L S AT SRS T LA TR B S0 L e BT d et R B et hmi AR A Al TIALL W cemd s

(1) The Economist. 23rd Feb. 1980qum67 L
(2) Capital~surP%?szgEC_coqhtrres_deyotedj3 pergcent}of"the;r'qomb;ned.GNP
to development assistance in 1979, The comparative OECD figure was 0.4

per cent.



. to channel:fundeﬁintoﬁprojectsféitnerfﬁhoily, or partly financed with other
nagenCles, o v cr et DAL
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In 1978, for example, the OPEC %pec1al Fund granted loans to elxty LDCs,
whlle as at the end of March 1978 106 prOjects had been co-flnanced by OPEC

to the extent of $3 blllion. Wlth the comblned OPEC surplus estlmated to

exceed $100 bllllon 1n 1980, the non-011 LDCS w111 no doubt be 1ooL1ng towards

-k

sy

1ncreased 1ong~term flowe from thls potentlally most 1mportant source of funds.

ppE  MULTILATERAL INSTITUTIONS:

() IMe:

Other papers presented at thlS Conference deal extenelvely w1th the IMF

as a source of flnance to LDCs, as a result, only a few pertlnent points need

. P oL P O

be stressed here. The flrst 1s, that as Table I reveals, the Fund has been a

very minor source of flnance to the LDCe, prov1d1ng only a negllglble propor—

PR H .', ‘3 Tt ';I R

tion of net external flows in the perlod 1970~1977. Even 1n 1979, repayments

., RO YRR BT
to the Fund exceeded borrow1nge by SDR 2. 4 bllllon. (1)

The supply of loanable
funds was,certalnly not the constraining factor. Morgan Guaranty reports that
as at the end of August 1979, the developing countries had a naximum cumt;ative
borrOWingwpoteﬁtaal'of‘$47‘bi11ion‘ﬁnder tHe 'Fund'& major facilities, but the

outstahding amount lent %é the~IDCs' totalled only $4.7 billibn. i(*‘2)"="1.’h"e?":&'eason

+fby ‘the TMP remaining a relatively ‘unimportant source of extérnal® finahce is’

i e i e o e o s e i e s e —

(1) IMF Survey 2lst Janmary 1980, p.-17°0 .. ST frumometowfooii
{2) 'Morgan Guaranty: World Finaridial Markets. October 1979, -0 '~

.
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that 1€ i Fegarded as éﬁ*ihétitﬁtibnjﬁblbé approached only in the last resort.

[SCLI

adherence to a model:oftLDCs thgt_interprets balance-offpayments deficits

" as resulting from excess gggyggéte'ggmgpdvlqus thg Fund to attéch strict demand
restraint conditions.to‘its loans to the LDCs. Tﬁese cdnditions, and the usually
" small amouwhts of funds made available under régulér*fféﬁéhé oéeraéiéﬁé have led
"TSﬁéh%ﬁkbﬁihéﬁé'Thiid World leaders as Michael Ménleyséﬁa Julius Nyrere to accuse
*?%hg’Fﬁﬁdféfi}iélevéhéé; aﬁé'bf"“méddlingﬁ and "ihﬁérférencé“ iﬁ the Lbcs, V)

Repeated urgings‘frqm.theldeveloping cou@trgeg, the.qmp;e liquidity of
the Fund, and the perceived dangers of “excessive" bank—lending, all seem to

" have '1éd t6 a consénsus that the iﬁstitﬁtion'Shdﬁld'piéy A more active role in

as’s’i‘s‘tﬁiﬁé the a&jﬁstiﬁént process in those LDCs réﬁﬁifiné ﬁrge.nrt balance-of-
'fﬁéfﬁénég{aésiéfaﬂée; The DEF's reéﬁonse héé been to ﬁéihtﬂféthe new and expanded
fééiii%iéé.béing'éffered to_borrowérs.' Among-fhé motgiimpéftaﬁt are the fol-~
1diring: )
{i) The agreemént of the Fund's Executive Board,iﬁjMaréh 1979, to intro-
| duce new guidelines on conditionality'which by, for example, reducing
. the number of performancé critériaa shoﬁld-fécilitate easier access

. to the resources of the Fund.

r - A41), . The 1iberalization of the Compensatory Financing Facility - per-

{1) See Development Diéloéué. 1980:2, ’pp.\5;9
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mitting. a member to borrow up to 100 per cent of its quota to meet
export shortfalls, Previoﬁ31y, the limit was 75 per cent of guota
and workers' remittances and tourists’ ?eceipté could not be inclu-

ded in tﬁe calculation of the shortfall.

(i1}’ The introduction of the Sﬁpplementary Financing'Facility:in February

" 1979 to provide assistaﬂée, in addition to the Fund'; o;dinary'ré»

" sources, to he;bers fécing bélance—of%payménts deficits which Hre
1%gg§ in relatipn to their quotas, thus fequi;ing_sqpplementary

resourceé‘over an entended period of time. -

{iv) The’exteps;onlof maturities on all IvF facilitiés where c&hditibns
ﬁdy’so require. In the case of standbyfarrangéﬁents, for e#ample,
programmes may be extendedrfrom-the'ﬁsual onéeyea; period to three
years, while repayment beriods on the use of the Extended Fund

o (1

Facility may be extended from three to five years, to sevéﬁ to

: eight yvears. 52’
Partly under pressure from commercial sources of'finance, the developing
countries seem prepared to approach the Fund more readily théﬁ'before, While

it is too early to rush to conclusions, it is important to note that 37 non-

(1) Access to'thiS.facility is open. to members in need of funds .larger.than
that available under normal credit:facilities.
{2) For a more detailed discussion of the new measures see IMF Sfurvey 2lst

May, 1979,
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0il .less=developed:countries made draﬁingé’ffom the Pund in 1979, compefed with

29 in.1978, ‘Y. . o L | P e SR

el

The rolerofrthe.IMf in the international monetarfzsfstem-thus depends on
.-whether this trend of larger numbers.of boxrowers continnee;j Tﬁé’%éna has large
- resourcas and itsvingenuity and flexibilit& will be texed-fo the iiﬁfg;if it is
tchater.to:the needs of the LDCs for balancenofnpayments'finenceIWhife‘an the

_same time maintaining the highrlevelrof financial disoipline in its lending

e ate =

policies, !
{b) IBRD

Ag the larqest source of multilateral flnance, the ‘Worid Bank and its
-major afflllate, the International Development AaSOClathn {IDA) prov1de approx—
imately 6 to 7 per cent of net.external capital recelpts of all developing caun=-

tries. 1In nomlnal terms, the amounts disbursed have 1ncreased from $0 9 bllllon

in 1970 to $4.8 billion in 1979, ‘2 I T

Wlth the reoently announced doubling of 1ts capltal to $80 bllllon, the

v

World Bank Group as a development 1nst1tut10n is row able to contlnue the task

fof attaoklng poverty and stlmulatlng growth in the poorer reglons of the world

Y

Tc this end, also, an encouraging development has taken place- the Pre51dent of

4

' 3.3.:.51 >

the World Bank has announced a proposal to increase the volume of programme

(1) IMF Survey, 4th February 1980, pp. 33 and .45

{2) See Table 1
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(1)

lending to countries facing severe bhalance-of~payments problems.ﬂ © Such

, asslutance on normal bank terms of 25~ycar maturltles would be most welcome

TN
o théSe'countries.
Since, at least for the .time being, the supplyfbf'funds to the Bank is

“no longer a seriousrproblem, it is for the developing countries'themseive3~to

secure ,access to thése resources hy means of prudent economi¢ managements .

MINOR SOURCES OF TFILNANCE: ) B o

These sources are mentioned more for purposes. of completensss than for
thg@r,imgoxﬁanee;tfNeverthelessﬂ it is important that developing countries .
i keep a;llgptidﬁe'effexterna1‘fihance open in considering their foreign exchange

L

- needs.

{a) Direct Invesﬁment.Flows

The data avallable show that in percentage Lerms, this source played

%

vxrtually no part in flnanc1ng 1mports of the least=developed countrles, and

i

flnanced only a small portlon (3 per cent) of 1mports of other countrles.’
e

In money terms, net dlrect 1nvestment flows to all non~01l countrles 1ncreased

slowly Irom ahout $5 bllllon in 1975 to $6 billion in 1978 (1)

countrles' share in these flows 15 estlmated at approx;mately $0 2 bllliﬁﬁ per

The 1ow~1ncome

et e e e
g W . - - A T L S -*"".“.'a"'-

(1) IMF Survey, 15th October, 1979

(2) IMF: Annual Report'1975; r. 25.
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‘f;Béihg'funds;seekipg a—suitable commerciai rate of ieturn they tend to be

concentrated in the hlgherulncome LDCs such as Argentina, Brazil and Mexico in
(1)

sty

Latln Amerlca, and Hong Kong, Malaysia, and Slngapore in South Bast Asia.

E ¢ .
e £ .

. bt D,
~In m1ny of these countrles, direct: 1nvestment flows have helped to reduce the
need for expen31ve comméfci%i borrow;ng while at’ the same time contrlbutlng to

"'*—m. .

the growth 1n export earnlngs. Malay51a, for example, relles moie on dlrect
investment than on borrowing for its external financing needs. ‘In the period
197451978, 80 pei_cent of long-term and portfolio inveetmeqt wag provided by
‘direet investors. For similar reasons, Singapore has little need for external
orzins, @

'Hoﬁever,_for'mOSt'LDCs, direct investment will continue to be a minor

. gource ef finande'es long as’ they -refuse to surrender control over any signi~
fieeﬁt-proportienrof theif natural reeourdes“ehd their economies to non-resi-

‘dentinvestoxs,

(b) Suppliers Credits

Thig type of -financing, designed to assist countries to purchase exports

from the lending country, is purely commercial at market rates of interest and

ey A 4 LT bttt o g e e L -

7 (1) 'sée FRANKO, (79) T ‘pe 1204 It is estimated, that about 80% of all
foreign investment in ‘tHe mafiufacturing sector in Latin America is

concentrated in Brazil,-Argentina, Mexico and Venezuela.::.

{(2) Amex Bank'Review,l28th January; 1980.
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for short maturities of one to seven years. As a result, borrowers are mostly
the richer LDCs. The amount of finance provided by credits  to non-OPEC coun-

tries increased from $0.8 billion in 1975 to an estimated $2 billion in 1979, (1)

Where poorer LDCs have horrowed on export credits, as in Ghana, the
resulting debt-service burden has proved most onerous. {2) Thus, while useful
as a source of financing urgently-needed raw materials and equipment, this

method of financing needs to be used with extreme caution by developing coun-

tries.

{c) Bond Markets

Bond markets have been a source of funds only to-a relatively small group
of non-oil LDCs and the amounts provided are small in comparison with
internaticonal lending by commercial banks. Between 1975 and 1978, gross borrow-
ing advanced from $0.7 billion to $3.2 billion. In the same period, borrowing
from international banks had risen from $7,.8 billion to $23.0 billion., In keep-
ing with the rather strict criteria required of borrowers by bondholders, only
the richer of the LDCs have obtained, or for that matter, sought, access to the
bond markets, In 1378, for example, 5 countries accounted for 58 per cent of

total non-oil LDC borrowing from this source: Argentina, Brazil, Malaysia,

De 3

&

(1) World Financial Markets, December 1979,
{2) For an account of Ghana's difficulties arising out of large borrowings on
these credits see (i) KRASSOWSKI, (15) BITTERMAN, (3)

p.p. 167-173 and GRAYSCN, (11) Pep. 477-499,
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(1)

Panama; and The Philippines.

Neverf.helessF it must be stated that between'1975 and 1978"the‘number
of non-oil countrles galnlng access to relatlvely 1ong-term bond flnance has

(2)

1ncreased from 14 o 28. Recent entrles to the market 1nclude Bolivia,
Costa Rica, El Salvador, Malaysia, Papua New Gulnea, and Thalland. Access

has provided a new and 1mpertant source of finance to manonthers.

Prospects for an increased role:foribond;market”financing'in the deve=
loping eounuries,have"been hit-by the tnceértainty which prevails ovér fixed=
- rate financing given rising inflation and interest rates. The OECD for in-
stance, expects new issues to fall by $7 billion to $3Q billion in 1980, (3)
Floating~rate issues are thus likely té-becdme-more'popular'with investors,
Indeed, prOJectlons are for new issues of FRNs to clrmb to $6 bllllon, up from
54,8 billlon in 1979. Whether flxed or floatlng, however, LDCs need to bhe
- awaxe of the advantages ef galnlng access to thlS source of long—term finance,

and to devote their energles to 1mproving the current state and future pros»

pects of thelr economies, on Whlch such access depends;

[

(i} IMF Survey, 3zd September 1979, p p. 273—82

- {2) IBRD. Borrow1ng in Internatlonal Capltal Markets - varlous issues,

B AR

{3) Financial Times: March l4th, 1980, . _ e el
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CONCLUSION

J. In splte of strenuous efforts by the Wﬁrld Bank and Lhe IMFF the 19805
Vpromlse to ﬂe a decade of 1nadequate flows of long-term OfflClal flnance to-
-the LDCS in general . The countrles whlch wmll be most serlouslyraffected by
:?thls sxtuatlon are the éoorest LDCs which depend on offic;éi glé*s for two=
" thirds of thelr total external flnan01a1 requlrements and whlch have no’ access
- to private long~term sources of funds, Alreadyuexis@ing at near éubsistence

levels, these countries have neither the flexibility to "adjust', i.e. to cut
back on imports, h&r the ébility,to-borxow from the private banks, Indeed,

even if the banks were prepared to lend to them, the type of medium=term -

5-12 years loans ~ would be too costly and of .too short a maturity,

.Thé altergativeé are giear: insufficient éoncessioﬁal flﬁws ofzfinance
‘to the poorest countrles will lead. to.worsenlng poverty fOL hundreds of mll-
lions of the world's populatlon.r It is for the western,lndustriallzed coun=
htries, for the éapitai-surplﬁs, oil-préduciné coungries, and-also for-fhe
Socialist CMEA coﬁntriés, to'ékercise a mihimum amount‘of,political Qill to
ensure that this large proportion of the world's populatlon is saved the

1ndlgnity of further mlsery and degradatlon.

In the following Chapter, that other cutsﬁandiﬁg feature of international
finance in thé'1970§, the large floﬁé”df bank lending to the middle-income

LDCs, is examined. : o SRS
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CHAPTER IT

COMMERCIAL BANK PARTICIPATION IN . .

LDC TFINANCING IN THE 19705

The poténtial of international lending by banks as a source of inter-
national liquidity and balance-of-payments and development finance has long
since been recognized by a handful of academic and bank ecqnomists. Kindlebgrger

and Meier (1

seemjcérfainlf to have rééogﬁized-the impofﬁanée of international
financial intermediation as_étmeéns of'fosteringrgrdwth. Wﬁile international
banks were:nof.épecifichlly'mentionééiand,kindléberger*apﬁéérs to be empﬁasiz~
ing on inte;natippal lqng—fexm gapifal maxgets as the'first—gést mechanism

for transferring international savings it ié clear that international finan-
'.cia;lintermeéiation~canﬁot exclude the role of banks. In addition, Kindleberger
2_s§resseé the xolezpf ;ntgrmediatieﬁ in providing the igterqationa; liguidity
that is necessary ‘to offset fluctuations in export receipts and wi;ﬁout which

the growth path in LDCs could be erratic with .gains achieved in ‘the peaks of

- foreign exchange receipts being offset by negétive_growth in‘the troughs,

' While recognizing that the poorest of the LDCs will be unable to gain
access to international commércial funds, Diaz-Alejandro regards the benefits
of eurocurrency borrowing in terms of increasing the financing options open

. %o developing countries, Especially.attractive features.of this. source.are
RS b - ’ : e - : : .

(1) See Kindleberger  (14) and Meier (21)



the speed of disbufsement*bf*fﬁﬁdé‘once*thé'ldén'haé'been finalized and the
_relatlve absence of restrlctlonq concerhing thHé use of funds; some countries
may use 1t for boostxng reserves, others, for flnan01ng med1um=term prOJects.

;Hls vzews on 1nternat10na1‘bank lendlng may be aptly summed upgln thls¢quota—

T

tion:~

v .. such transactions are carried out in a cold -
stand-offish commercial spirit which contrasts d
sharply with’ “the tangled, emotional ¥elations
surrounding concessional finance, Without drama-
tics, countries as diverse in their domestic
policies as Algeria, Bulgaria, Cuba, Peru, Colombia,
Ivory Coast, The Philippines and South Korea have
been making guiet deals w1th the moneymlendcrs and ' .
obtalnlng funds which may be spent, largely on any

country and for anything". (1)

Lewis algo sees tho advantages Of borrowing from the baﬁkérindtérms
of a faster rate of disbursement and dgreater Flexibility in use of funds.
Ah importaﬁt résult of this flexibility is that, ﬁnlike bi-lateral aid and
loans from the multi~lateral finanéial institutions, fuﬁdé borrowed from
.baﬁks may be used to repay-blder 1déns.

- "Then. there is the wonderful banking practice of

*rolling over® which seems to mean that. the loan
need never be repaid", (2)

(1)  Dpiaz=Alejandro. (7} .p.190..- . % .. ... e e e S

(2) Lewis (17) P65 .
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Wéllbhs,’in'a carefu1 and detailed study_inteﬁdédwto infbrm”policy-makers

"~ on‘the funétions anid operationd of the eurocurrency market ds a source of fin-
‘éﬁcei'seté‘out generally, éhdfin qasezstudies; the several uses to which euro-
-currency'1canszhﬁve'beeﬁ,put'by some LDCs, from financing developmeht projects

__in Indonesia to_facilitating improved external debt and reserve management in

T N , . ) :

“prazilrand Cq?ombia; (L)

,Fiﬁally,'of*the bank econbﬁists who have COntribuﬁed tQ the positive
literature on éﬁfoaurrency'lending fo LDCs, the most noteéwarthy, dre’ Friedman,
Hang-shen-Chehg;'Nagy, and Sargen;' However,‘sincg much of their work can only
be found in bénking jouﬁﬁals, their céﬁtribution3~have not reached asiwidg an

audience as they deserve.

In Chapter I, data were quoted showing, in aggregate terms, the growing
reliance of the developing countries on international banks as a source of
" external finance. Table 2 on page 35 shows, in a moxe disa.ggregate_d_form,

“the amounts of bank lending which have been channelled to specific productive

and other sectors of developing countries during the period 1973 to 1978. In

Py

those six years,uéoﬁe $36;8,Bi1lién (gross) were lent to sectors which have a
most direct contribution to make ﬁowérds érowth ih—ﬁoh=oil-éountries: industry,
natural-resoufce exploitation,.puﬁlic utilities, and transportation. Lending
to-thede four sectoxs has increased more.than eightfold during the period under

consideration, from $1.7 billion in 1973 to $14.3 billion in 1978, and their

{1) Wellons ( 31)
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share of total lending increased from 36 per cernt in 1973 to 3B per cent in 1578,
I+ may be an unfair comparison, but it is instructive to note that in fiscal
1378, the World Bank Croun, in total, committed $8.7 billicon tc all developing

countries, as against $37.6 billion from the international banks.

Of the remaindor of the funds advanced in 1978, the largest amounts were
taken up by central banks and development financs institutions, by central and
local governments for gcneral and developmental purposes, and in the case of
oil=-producing countrics, by the petroleum and natural gas sectors. From the
data available, it seems that loans designated as "General Purpose” and "Bank
and "Finance" were used cither directly to finance the purchase of imports
considered vital to tho economy, cr indirectly by the financial institutions
for on~lending to indigunous impcort-substitution or expert~intensive industrieo,
Some proportion of the loans was also used to service existing debt. In goneral
terms, the effoct of LDC horrowing from the banks was aptly summed un in the

GATT's annual report on "International Trade 1478/70%:

¥... casier econditions on the international capital
market have helped to translate the considerable
growth potential of developing countrics into
effective demand”. (1)

Apart from the direct injection of funds inte LDCs, commercial bank bor-

rowing can result in other, less obvious advantages. ©& most attractive feature

{1) IMF Survey. 26th November, 1979.
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of bank funds ;s'thérflegipility with-which fhéy may be_app}ied to such uses
as making up %gg:aéiﬁal é#pdrtréhoiﬁfé;IS'andrfqrfsfrehgtﬁehing a country’s
liquidity pbsitioﬁ in anticipation of'possihle foreigﬁwexchange_difficulties.
The point about export shortfalls is noteworthy especiglly_in a situation
where the managing—director of the IMF himself stated at UNCTAD V.in-Manila
that tHe fﬁhdﬁs:CQmpénsatéxy Financing Facility financéd‘onyf about one-~half

Vofrall'LDCéF export?shqrtfalls bétween January 1976 an@ Eébqrary 1979, (4

Another useful Ffeature of bank borrowing is that it provides an alter-
. native to tied aid. The cost of tied aid in terms of scarce foreign exchange
have been well documented by several authors, and only a. few cases are men-

tioned here,

TLittle, Scitovsky, and ‘Scott note that estimates for India of the

average excess cost of equipment for twenﬁy sample projects die to the tying

(2) The three

of aid, yield ‘an average excess cost of 49,3 per cent,
authors also quote estimated made by UNCTAD for Chile, Iran, and Tunisia,
which all show that the tying of aid resulted in excess costs of between 10

(3)

" to 20 per cent. In his study of the costs of tied aid for Pakistan, UI

Hag concludes:

(1) IMF Survey. 2ist May, 1979;-
(2) Tittle et, al (18) p. 155, See also e

Bhagwati and Desai (1) DPeP. 198214 .. .

{3) Little et. al op, cit. p. 56
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"The overall result is that the weighted average
price for these 20 projects comes out to be 51, |
per cent higher from the tied source compared to
-/the’ international bids“. (1) R I

"A rough estlmate made by the author 1ndlcates that,
if the entlre 5500 million foreign assistance that
rakistan is llkely to receive durlng the current
year is completely untied, Pakistan should be ‘able
to save roucghly $60 million by procuring supplies

in the international market"., (2} :

'Tendlefshows that aid agenéies in the United States may actﬁally encourage

extravagant, fbreign—exchange intensive projects by refusing to finance

anything but the foreign~exchange costs of a project. In addition, she

“highlights the inflexibility in the,ﬁse of hi=lateral aid funds by showing

that as at 1974, more than 80 per cent.of USAID disbursements were being

(3)

spent in the United States, Finally, in more general terms, Streeten

cautions against the inapprppriate,:costly,‘andrwasteful technology which

- (4)

an overdependence on foreign aid can encourage, Cases of second-hand,
faulty, or inappropriate equipment_arriving, wdrking for a few months in
perhaps too humid a climate or on rough dirt roads for which it was not

designed, and then collapsing beyond repair are familiar to techmicians in

the dévelopiny countries.  In the meantime, -the -lean from the aid.agency

(1) UI Bag (30) p. 327
(2) TIbid p. 331 o
(3) Tendler (29) PeDe - 75-80 ...

{(4) Streeten (28) De 7
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is wnaffected and,reﬁainsra burden on the nation's resources for years o
come. Bank bo;rowing avoids the needifqr suqhqequipment\té be forced upon
LDQs_by:b;f;éteral aid donorg or suppliers' credits agreeﬁegts. ~I¥t also

7 enablés aﬂcpﬁn;ry to conéolidate and refinance older and costlier debt. into
a more Se%viceahle packagg of cheaper, longer-term ohligations. A& émaller
annual debt-service buxden resulté,’givén the éame guantity of outstanding
debt, which-ailows-ereién exchange to be divertéd fo the more directly

productive sectors of the economy,

. Finally, but of special importance to Third World countries is Pazos®
' observation that arms-length, strictly commercial borrowing may be more
:'pglitical;y.acceptable than aid dispensed at the whims and, fancies of the

{1

industrialized countries. Especialiy in a situation whexe donors seem
to be placing greater emphasis on the strategic'ana,economic importance,
‘and’ the political affinity of potential aid recipients, access to bénk.bor#

- rowing can enhance both economic and political independence. -

We have noted the more positive featureg of bank 1endiﬂ§ in térms
of the flexibility in the use of the funds and of the avoidance of the costs
of tied aid. We now turn to a-major criticism levelled against bank lending
to the LDCs., Because of higher interest rates and;relativgly short maturi-
ties, it is arguéd that this type ofrfinancing is especially burdensome,

The terms cause a bunching of foreign liabilities requiring settlement. As

(1) Pazos (26)
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the amount of outstanding ertfriSES,‘larger proﬁortioﬁs‘of éxpégt'earﬁings
need to be diverted to service it, thusrcreating_a‘strain'6n the bélancen
‘of=-payments,- A debt crisis may'fesdlt,.neééséitatiﬁg reﬁégétigﬁiénhénd
rescheduling of‘?he debt. & nuﬁber of countries havé fgcéd such difficul-
ties with their commercial debt., ?héy include Egypt, Jémaica, Nicéfégﬁa,
:Perﬁ,’Sudan,-Tufkey; and Zaife. Many othex cdﬁntrieé may be-near'ﬁhé erisis

point,

In conclﬁéion, in spite of the massive amount of funds provided by
private banks to the LDCé, it must be acknowledgeﬂ'that bank borrowing is
not without serious pitfalls which can have adverse effects on allzséctbrs
of an economy, It remains necessary,.therefore;7thét bi—late;ql aid donors
continue, and indeed, accelerate their assistance patﬁiculail& to:théipﬁorer
LDCs which have no accesé to private'bank funds;r It is also necessary for
the IMF and the World Bank to take up éomelof the burdens néw being felt
by the private banks as they, almost single~handedly try'#o'reCYClelﬁﬁe OPEC

surpluses..
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CHAPTER . IIT

SOME PROPOSALS FOR INCREASING THE
' FLOW OF RESOURCES TO THE ILDCS:

‘,pissatisfaqtion with current institutional axrangementg and the dismal
prospects for the transfer of rescurces to the develépingfcountries in general,
and theflgast—deueloped in particular, havé_ied‘to several proposals being |
put forward with the aim-of boosting the flow, The oldest and most well-
known of these is tpe proposal that reserve creation by the IMF should be
%inked to the provision of development finance: the SDRFAidaLink. Having
Aitg origins in'Keynes’ prppdsal at Bretton Woods in 1944 for the creation
of .an International Clearing Unidn,Kit was elaborated‘ih the “Stamp'Plén"
of:i962. This plan eﬁviéaged anrenlarged iMF diSffibufing-ﬁo‘the LDCS
' éeftificatés of d;pbsit for use in pﬁrchasing iﬁports from tﬁe deﬁéloped
'counfriés;'thése 1ét£er countries wpuid_accep£ tﬁe certificaﬁés and hold
thém as pa?t of fhéir intérnational reéerveé. A éimilaf biéposal has-been

(1)

advanced by Scitovsky; As the proposal now stands, néwly;éreéted SDRS
would be allocatéd not on the bésié 6f existing-IMF Quotas bﬁf disﬁropor—

tiénately iﬁ'favour af ﬁﬂé deveioping countries; by éo doing both the needs
of international liquidity and of development finance would be met.  Numex-
ous argﬁmenfs for and agaihst the link have beeﬁtadvaﬁééa in several quar-

ters;'(z) but the failure of the proposal to be imélemented in any form is

(1) See T. Scitpvsky: “Requirements of an Intexnational Reserve‘$ystem“
Princetpn. 1965
(2) For good discussions of the proposal see Cline (5), Park {25),

aﬁd Williamson (32)
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perhaps the result of four fundamental mlsg1v1nas “on the part of the IMF

itself and of the developed countrles-

(i) The cdﬁeernrtHat since the sum of liguidity aﬁd,development“
needs ié so-§¥eat, the creation of SeRs sufficient to'méet ‘
those needs eiil be-inflatienary for the world eeehemy_eé?a'f
whole, | |

‘(ii)VAs a‘:esult of'the 1ar§e£ amounf ie eircelation, the-attracﬁf
| iveness ef the SDR as a feserve asset would be redueedlin3tﬁe

eves of developed-country reserve holders.

(iii) Concern, especially inrthe pnited States, that-iecreaeed_LDC
| demand-for SPbRs would reducerthe'demand for the dollar, lead-
ing toeits further weakness; andr
{iv) Perheﬁe, most impertaqtly, the generel unwillingneesrinrthe
--developed countries torcencede fo anrautomatictmechaqismrfor
channelliﬁg funds to eeveloping countries, This_feeling
derives firstly from the widespread 0pini0g, etrengthened by'
experience, that LDC economic management sfstems are not:aezl
_efflclent.as they should he in utlllzlng scarce forelgn
exchange, and secondly that polltlcal 1nfluence galned in the
developing countries weuld'be reduced as the importance pf bi=-

lateral aid declines in favour of the new mechanism.

. With the current emphasis in'international,mbnetary affairs on'comr

batlng 1nflatlon, strengthenlng the ‘dollaxr and: other nat10na1 currenc1es,

on seelng the SDR develop as a w1de1y acceptable reserve asset, and on
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the need for adjustment in the LDCs as: against mere financing of the
deficits, thpzﬁf§§9é¢ﬁs fdrfimplgmentation of the'propoéal appear dim
indeed, ‘

Of the othHer proposals ‘for increasing the flow.of external finance
to the developing countries, the most prominent has been that'put forward

(1 He suggests that substantial additiqnal.flows of

by -Michalopoulos.
‘external "finance would be avaiiable to the LDCs if,thé_déveloped_countries,
and institutions such as the OECD and OPEC, were to .guarantee borrowing

- by the developing countries from the private capital markets and the muti-

lateral financial institutions, .

ThiS—pfoposai has éalned suppoxt frém,‘among others,réne of &apan's
major finéncialliﬁstiéutions, the Sumitomo'Bank.r‘It has pfoposed the
egstablishment of a-new instituﬁion that would opératézthe guaraﬁtee scheme.
Borroﬁers wéuid pay a fee éf 0.5 per'éent'for sécufihg thé gﬁéré@;ée which
would cover interest‘paymehts;in tﬁe event of default; The guaragtee‘fund
would be financed from éontributions by the Igf and'byrfévehﬁés obtained

from borrowers® fees,

The guarantee scheme has alsoc baen supported by the President of the

IDB, who has stated:

 Muee I believe it essential to adopt immediately -
the measureés needed to establish systems of - -
guarantees granted by the developed countries to
the multinational lending agencies. In this way,

Semt aaddey o7 0L PO R

{1) Midhalopoulos (22) BRI
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these agen01es can mobilize the additional capital
resources in the international markets in amounts
sufficient to meet the urgent external financing
requirements of the developing countries, thereby
allowing them to continue to grow at the rates
they achieved on their own before the current .
crlsls." 1)

The reasening behin&wthe proposal is that. investors are primari;y
' concerned with risk aversion. By having LDC borrowieg'guarenteed-by the
rich countries, riek is minimized and repayment‘is assered. Guarantees
have -been used-foﬁ centuries in banking but normally as a,eecondary form
of support'and not as the primary consideration, Which-is usually’thet
the borrower has the capaCLty to repay the 1oan out of his éwn earnlngs.
Consequently, the use of guarantees as the only 1nducement to otherw1se
willlng lenders and in the absence of whlch the borrowing coentry

could not hope to market its bends or obtain its loan, is not 1ike1y to

‘be met with much enthusiasm by prospeetive lenders;

In splte of funding dlfflcultlee until recently faced by the- World
Bank, and Wthh continue to be experlenced by the reglonal development
banks, proposale continue to be put forward recommendlng the creation
of new institﬁpionsrto chaenel reeources to the'deveieping eouﬁtries.
Bixrd, for exame}e,’has euggeeted the creation of a new deyeiepmeht'znstiw
etution whose fungtio@e'would'he to granf geperaleputPOSé-aiﬁ and loans

e

LT

a’,

(1) Ortiz ~ Mena (24)  Peb. 490-1
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" ¥o et Hebt:sérv1clng obllgatlons of the 1east=developed countries. (1)
sFunded by contrlbutlons from the rich countrles or by the creatlon of

' SDRs, the cnstltutlon would also providc guarantees to'enable developing
countries to gain access to the private financial markets; Propgccié
for such an 1nst1tut10n have also been put forward by the "Group.of 24"

representlng the views of the LDCs. in the IMF, by UNCTAD, and by the

Brandt Comm1551on.

_Finally, pcoposals have been put forward for iﬁc#casing tﬁe:supply
cf cx}erpal fiﬁcncc to'the IDCs by taxes on_the-“braicfdrain“ from the
develpping couﬁtxies'and on the mininc of the sea bed. The=“braihfdrain“
réroposaiu'first'advanced_by Bhagwati, envisages a tcx on qualified and
profe351cnal people emlgratlng to the developed countrles. (2) Revenués
may he collected ‘by. the tax authorltles in the. developed countries and
remitted tc_the:zelevant developing cocntries. rEstimated-revenues f:om
this source total around $500_millioc.per annum, chever, becauée of .
the\mcny poiitical, ﬁccal, aﬁd_édministrative crgumeﬁts céainst the
pﬁopoéal itscimpleﬁectaticn.is not regardéﬂ as feasi?le iﬁ.che.neac_;

future.

- Taxes.on ocean resources for redistribution to poor countries were

gstimated by Ccoper;to be capable of yielding aboutl$5_billicn Per annum

by the end of the present century. 23}, gcﬁever,_as pointed qut by Cline,

(1) Bixd ( 2)

B s T VISP - T T ey P S e maeea ey e i -

(2) See J. Bhagwatl (ed) "The Brain Drain and Taxation”, North-Holland.
. -1i. Ansterdam, 1976, , LI I

r

{3) Coqper'(s) Da 115
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the initial potential of this source has been much reduced by the agree-
ment at the Third U.N. Law of the Sea Conference, to sanction individual
countries' sovreignty over.a 200-mile economic Zone extending'from_their

shores.

One proposal that is supported by a few academlc wrlters but Whlch
15 rarely mentloned in offlclal c1rcles is that concessmonal ald should
now he redlstrlbuted away from the higher income develcplng ccunﬁrles,to

the low income group.

wWhile the~pro§oeal‘has been given much lip-service by aié donors,
Cits full implementacicn will not be poesible as logg'as eid—givinglcrih
teria inclcde such-factois as tﬁe political, strategic,.aﬁd tra&ing
importance of'cﬁe”recipient, rather then a concern for‘basic needcﬂ_
OECD data fcr‘1977}ehow that higher-income countries and oil-producers

(1)

received‘concessicnel assistence totaliieg almost $1'billion; Whlle_
these ccuntries have ready access to commercial and World Bank funds,'
‘the poorest countries have no such fle#;bility oﬁ sources and need_tp
rely almost exclﬁsively'cn'cohcessional assistance. The time is, thefe-

fore, long overdue for the OECD to devote a larger share of conc9551onal

aSSLStance to the least developed countrxes than the exlstlng 51 per cent.

In this effort, the high-income developing countries also have an
important role to piay. In the past they have not he51tated to join in

attacks agalnst the 1ndustr1al countrles for creatlng and perpetuatlng

(1) OECD-,"Develonment Co—operatlon, 1978" | OECD. . Par15.,1979 -Pa Ps 234-5

o

14
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inequalities in the distribution of—world'resources, By giving their

support to the "aid graduatlon“ pr1nc1p1e they would be maklng a v1tal
contribution to the reductlon of 1nsqua11ty whlle, at the same tlme

helping the people of the leasfmdeveloped countries in. their struggle

agalnst Qovaxty.

- Finally, in an extension of this proposal, DiaZmAlejandro has

suggested that the World Bank should discriminate in favour of fhe'pbprsf

I

countries withrreSPQCt to lending charges:

"Indeed, the rationale justifying Bra21lian, .
Nigerian, and Phillppine borrowing from the IBRD
{excluding IDA credits) -at terms similar to those
of Haiti, Ethiopia and Bangladesh is far.from self-
evident and persuasiveé; ‘As LDC heterogeneity.
becomes more marked the traditional multilateral
intermediaries would do well to concentrate their
aLtention on the least: devéloped countries, raising
the price at which theit’ services, including tach-

.. nical help, are made. avallable to the more fortu-

_ nate LDCS.“ (1) - :

While the new.pr0posals seem unlikely to be put 1nto practlse in the near
future, there ig much that can be done within the present 1nst1tut10nal
framework.-_The-doubling of the World Bank's capital and the introduction
of new og'liberalizeéifacilities withiﬁ the IMF have Eeen welcsméudeve—“
lopments, but bolder sc;ions are n&& requiseé. - - |
With respect ts;the Wosld Bask,:ifs capasity to increase prdéramme
and balance—of—psymsnts assistance, as proposed by -the President,gsould :

be greatly enhanced if its gearing.ratio‘(iye. the ratio: of outstanding

(1 -Diaz~hlejandro ¢7) - -- Pu-194.. ... ...
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loans to capital) were allowed to rise from 1:1 to 1,5:1 or 2:1. 'This>
recommendation has been made by the Brandt Commission and deserves ser-

ious consideration.

{ih-théfihf:-thé pfoéess of faéilitating eaéier éccéss tolité°ie~
sources needs to he accglérated with special emphasisrbéing1plaqed"od'»*
reducing the required speed of adjustment, The influence of the institu- -
tion within the international monetary system‘mighﬁrbe-greatly'enhapégq}‘
if funds available to individual countries.were-gxegter than £hey aré.%g
present, In this“égntext, it is most encouraging tb,note'tﬁat the Mané-
ging-Director of the'Fund, has, in a regent spéech}rétatéd_éhat in view
of the largéadéficits being faced by countriess |

. f '7 | ,- | 1 , ;: q |
"...the Fund must, if necessary; be prepared to-
engage directly in re-cycling activities proper, -

i.@. borrow’ funds from countries in a positien
to lend them™. (1) - . .

A stronger, more dynamic IMF is essential if the institution is to play.

its part in the transfer of resources to the LDCs,

_ Regional.development banks which have contributed'muqh torthe_
developnment of the:poorer_countries of Africa, Asia, and the Caribbgan
can assist further by work}ng to increase their capital and by contigging
in their efforﬁs to tap national and internationa1 capital markets fér
longlﬁerm funds. |

(_In thé absencg of-anQ ﬁérked increése in the ﬁoiﬁmé 6f,con¢gés£¢ﬁﬁi_
aid in the‘near'future;-tﬂef;i; neea féf sfétemanship éﬁd muéﬂ'bélitié%l

(1} IMF Survey. 19th. May, 1980. ;f'"', o R b
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will in hqth,the¥deuelopgﬂ countries ‘and the riéher:EDCs if sﬁch7désis£-V:
ance \s tq;ba;éhannelledaprimarily;to thosé areas-iﬁ"greaiést'iééﬁzlfhgll"‘
least-developed countries,: There is also the need for 5P§C'to'plé}:g‘f
more direct.role in-lending. part. of i£s=1arge"surpiﬁs“t0‘éhe non-oil
develQBing'qqunﬁgiesf;uThisimay“be:achieved'by:””

r

2 1td) ' Lending directly to the. richer LDCs through bénd'issues or
Tbénﬁf&i‘ﬁénk to céntral bank loans. - :

{id) Lendiné'to-ﬁﬁe mu1tilaté}alffihaﬁciai:instiguéiéns éndrfhe i
regional development banks for on-lending to individual.-
gountriqsg and.

(i;i)” ing;eés;ng the flow of conaessional. aid to non-Islamic

- cdugﬁrigs vhich areAsgriqugly affected: by the oil:price

increases,

'Since.OEEc price. increases are a major sodrce of“balanée-of-ﬁay:
ments_probiems.in the:nbneoii countries, -and siﬁde'oﬁECiprbfesééé:'l
solidarity_wifh the IDCs, the érgénizatiﬁn“Should perhaps be incréasing |
its efforts to assist in financing the deficits, ' At this time, attgﬁ:“" 
pién needs-tozbe;focussedrbeYond:the narrOW'Ndnth-Sou%h‘éiscﬁésién;‘td'“:k"
a broader framework with OPEC sharing. a larger proportion of’ the burden

~

than it presently does. It is unfortunate that,attempts to introduce .

i ..

OPEC into the discussions at UNCTAD and..elsewhere.have not been very.. .. -.°

successful,

B I e e Sl L

Especially in the case of' large projects,’-co~Ffinaneing by two or

P

‘more lenders.appears to.offer the best oﬁpbrtuniﬁy*fér aﬁ'gptiﬁﬁm mx

of sources of finance :to.the LDCs:. Several projects have already been
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'finaqquﬂén;this,an;g;tg_@hg_quldgaank and the IDB dctiﬁg‘aé loanm - -
co~o¥§§paﬁor§,‘néphggﬁél¥en§39§§mplg,of.the possibilities*évailabIE’ﬁaé w:
the finapg?gg)qf_the‘é?ﬁéngibn prpgrémme Df;a¢major'Brazilién*Steélfif““":
company (CSN) . Thg_Wonlq,Bgnk ppgv&dedy$aé miilidn, iDB's'cchtribuéiéh g

was $63 million, private commExciglabanks.providedva'mediuﬁhtérm‘eﬁfb#'

currency 1oan of $55 mllllon, and export credlts contrlbuted $490 million, (1)

rr Y 1 ¥ f! R LIRS ATty

As at July 1978 " the IBRD and 1nternat10na1 banhs had co—operated in. ll

such operatlons 1n Argentlna, Bra211, Ecuador, Malay51a,;Paraguay, and.

P e P

Thalland ' i _ CoL : Lt

The possibilities for co~financing, involving'thezbaﬂﬁs; the IMF,
OPEC, and the ‘development finaﬁé&“iﬁétitutions,-are exciting and couié-
well be the best meaﬁs-avaiiablé"bf iﬁéréaging the flbﬁ'oflfﬁﬁ&é to the '
LDCs. | |

ihg;e;;s mggﬁﬁg}sp thét the; I.DCs could do: themselves.: Without~
listing possib;e;egonqmié policy meaéyres,,it,is;sufficieﬁt to staterthat ™ =
_ there,segms}pg be ﬁug% ;pqm,fcr‘improvement,inuthe quality of economit:
management in ?°“P£ri?é facing serious balance-of-paymentsj:and debt’:. 7

(2)

problems., It is to countries that. appear .to-be well&manégéd'that“*‘

long-term flows of external. finange will; be:attracted. —~ - -t %7

- PR LT -; v I A M
The" £611owing Chapter turns ‘to 'the expe¥ichce of Guyana with external

I3

financial flows*in. thé decadé”of the 1870s.” =

(1) IBRD:.“gowfin@ncingﬂePWashington-D_c;r1976;- e
{2} On th;s pplnt, Seer among, other, MacBean and Balasubramanyam.( 19} .ph3-4

Green ( 12) . 1p,?g§7;ﬁpe1thj('16}¢';-world Bank Annaal Report 1979, p.”226*
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CHAPTER 1y

. GUYANR: THE CHANGING  PATTERNL OF INTERNATIONAL el

FINANCIAL FLOWS _AND ITS EFFECT ON THE
© B AT ANCE~OF-PAYMENTS

Interﬁaéiégal‘financial floﬁs info Guyana dﬁring the 1970s ‘xeflect .
the general t;éAd ﬁhlch we attempted to establish in Chapters I and II.
As a result; the country s balance—of»payments has bean adversely affepteﬁ
" by a grow1ng reliance on prlvate,:lncludlng bank, financing, and from
reduced-flows of "long-term official finance. In common with several other
1Cs, tﬁe trend is likely to continie into the 1980s. Guyanesé Eéiiéy—
makers can therefore look forward to years of continuing external debt and

reserve management problems, Thelr abllltles will be taxed to the 11m1t

if the economy iz to survive the challenging period ahead.

Table '4 r;ﬁeals.the changing patterﬁ in external sources of
funds to Guyama. Bi-lateral aid, which in 1972 accounted for 58 per cent
of the country's total external debt—oufétandiné, had, by 1975 - fallen to
account for only 38 per cent of outstanding debt, Conversely the propor-
tion outstandlng to the" banks had risen from 3 per cent in 1972 to 26 per -
cent in 1977, although by 1978 1t had dropped pack to 13 per cent. The

effects of these changes on the structure of debtIF on debt—serV:ce payments,

and on the’ balance-of-payments in general have been qulte marked,

With respect to the structure of the debt, Table .5 shows that
while in-1974 only a negligible 2 per went of external public—debt outstand-
- to 25 per cgnt. ‘?gesetghgnges_hayg 1e§atouthe—need,tohdevote,a(xn a situa~

tion where, since 1976, exports have not been buoyant) larger proportions
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of forelgn-exchange eernlngs towards serV1c1ng thé - debt.muFrom Uss9,1

e Z

lion in 1978, Private credltors accounted for most of that 1ncrease.

The debt~service retio has risen from about 7 per cent in 1973 to

"
4§

R A S . ) L '
approximately 25 pev cent in 1978 Flnally, in balance-ofnpayments terms,
1

while® in 197? debt~serv1ce payments were only 8 per cent of the def1c1t

R
i1 ] . Lrie '

on current account by 1979, these payments were almost equalled the

deficit. T T

ey - i

. qu propos;t;on ts_that the‘trend.towards private bank ' financing -
thet:hes been a maje;;feature of the international monetary system‘in
the l%?Qs, hesE in‘the case of Guyaney_sontributed-to her' financial
problems, In the-a?sence of any indicatiqn,of a change in the trend: in-

the near future, the options facing ﬁolicy—makers are clear:

(i) As a flrst prlorlty, attempt to encourage exports by all Lo

p0551b1e means. The 1mportance oF thlS cannot be overempha— .
L S

v ‘.

sized,-

(ii) Ensure that external funds are properly treated as a scarce

v s - .‘_' N

resource to be resorted to only-where domestic savings are ..
: ) iestlic s _

unavallable or 1nappropr1ate. o o . . -~

y

sere R TP 0

+

(iii) The contractlng of external debt should be centrally super— ?;

RS i

VlSed with the Central Bank playlng a major role in such

nl

supexvision, : . & - N

o cﬁmmhL ' Co Vi
: {&v) -ThHe process of deeomsids Savings moblllzatlon within the ' SR

iFinancial - system’ needs %orhefaccelerated;r;ln addition, the o
. . - ) ; . . e . P *._1,
public sector’s contribution to ‘domestid ‘savings needs to

H i AN
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TABLE 1

TOTAL NET RESOURCE RECEIPTS OF DEVELOPING COUNTRIES
' 1870-77

Net Disbursement's UL T Uss billlon

1970 1971 1972 1873 1974 1975

1976 1977
DAC Bi-lateral 12.8 13.8 13.6-- 15.5 15,2 27,9 25.6  32.7
OPEC Bi-lateral 0.6 0.6 0.7 1.4 3.9 6.4 6.2 4,5
Multi-lateral Agencies . , S S
(of which) ‘ 1.8 2.2 2.4 3.3 4.7 6.4 6.6 8.1
(World Bank Group2’) . . ... (0.9) - (1.2) (1.4 (1.7) (2.2)- (3.0) (3.7)° (3.9)
Tnt. Bank Lending 0.6 1.4 3,7 8.5 7.9 9.4 13.7 17.8
Centrally-Planned Ecom. 0.8 0.9 1.2  1.% 1.2 1.0 - 0.9 0.7
Memo Items : ' TR
‘Private Sector Grants €0.9) €0.9) (1.0) (i.4) (1.2) (1.3) (1.4 (1.5
Selected IMF Facilities =~ = - (e.1) (0.3) (0.1) (€1.3) (2.8) (3.1) (o0.4)
TOTAL RECEIPTS 16,7 18.9 21,6 30.1 32,9 51,1 53.0 63.9
PERCENTAGE DISTRIBUTION OF NET RESOURCE RECEIPTS BY
 CREDITOR®’
1970 1971 1872 1973 1874 1975 1876 1977
DAC Bi-lateral 77 73 63 51 46 55 48 51
OPEC Bi~lateral i 3 3 5 12 7 12 12 7
Multi-lateral Agehcies : :
(of which) 11 12 11 11 1b 12 12 13
(World Bank Group) = (6) (D) (8) (6) (7) (6) 1) (6)
Int. Bank Lending oy 7 17 28 2w 18 26 28
Centrally Planned Econ. 5 5 6 5 3 2 2 1
: | 100 100

100 100 100 100 100 100

1) Totals may not sum due to rounding 7, ) IBRD and IDA

SOURCE: OECD: Development Co-operation, 1978 Review, p. 189
g IBRD: Annual Report 1979 ' : ,
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rise in proportion to its use of domestic resources.

{¥) Attempt, whenever possible to reschedule private shortftexm;,

" debt into longer~-term obligations, thus easing the pressure

con the bhalance-of-payments.

This-list is by no means comprehensive, but it can sexve to lay
the basis firgtly, for attracting longer-term flows into Guyana and
secondly, for coping with the debt problems that are likely to persiét

throughout thé 1980s,

B
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INTERNATIONAL BANK LENDING TO DEVELOPING COUNTRIES BY SECTOR 1973 TO 1978

$ Million

.
i s

o g ke

Lo 1973 1974 1975 .. 1976 1977 1978 . Cumulative
SECTORS $ ‘ % g g $ 8 -8 & $ % 3 % s %
Transport 491.0 10.6 [1,138.3 12,7 [1,056.0 11.5 831.4 4.6 | 1,157.6 5.7 { 2,684.8 7.1 | 7,359.1 7.5
rublic | o ' [ L S :
Utilities 536,1 ;1.6” 931,7 10.4 896.0 9.8 3,48958 13.7M 2’539f° '12.6 | 5,508.6 14.7 |12,901.2 13.1
Natural 385.5 8.4 | 3215 3.6 | 332.4 3.6 |. 590.5 3.3 195.1 1 6 o011 2.4 | 2,726.1 2.8
Reso_urces t ‘ - - hd - - - o L [ ] - -‘ L] - ‘ r - -
Industry 249.9 5.4 {1,335.4 14.9 | 639.8 7.0 | 2,844,6 15.7 | 3,572.8 17.7| 5,186.6 13.8 [13,829.1 1.0
SUR-TOTLL 1,662.5 36.0 §3,726,9 41.6 |2,924,2 : 31.9 | 6,756.3 37.3 | 7,464.5 37.0 |14,281.1 38.0 |36,815.5 37.4
Fetroleum ' ‘
- znd Natural :
Gas 438.8 a,4 439.3 2,9 |1,081.,2 11.8 |-1,409,9 7.8 | 1,717.2 8.5 | 4,592.4 - 12.2 | 9,678.8 3.8
4 SUB-TOTAL 2,101.3 . 45.4 14,166.2 26.5 |4,005.4 43.7 | 8,166.2 45,1 | 9,181.7 45.5 |18,873.5 50.2 |46,494.3 47.2
|General . _ - . ‘
Purpose 1,089.0  23.6 765.9 8.6 |1,096.8 11.9 | 5,223.5 28.8 | 6,500.0 32.3| 8,818,3 23.5 |23,493.5 23.8
Fublic and | |
Community - ' , e : : - ' ’ L
Services - - 75.0 0.8 65.0 0.7 248.0 1.4 | 199.5 1.0 787.3 2.1 | 1,374.8 1.4
Eank and ‘ i o . a
~ Finance 1,409.5 31,0 [3,935.7 44.1 {4,015.7 43.7 | 4,493.7 24,8 | 4,264.0 21.2| 9,7104.2 24,2 |27,222.8 27.6
TOTAL. 4,599.8 100.0 {8,942.8 100.0 19,182.9 100.0 |18,131.4 100.0 }20,145,2 100.0 |37,583,3 100.0_‘98,585.4_.;09_0

SOURCE: IBRD: “Borrowing in International Capital Markets", various issues.

i
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"TABLE ~ 3 ;
“ BALANCE OF _PAYMENTS
G$Mn, ' . .o . Lo e
- 1872 - 1978 -1974- -1875~- 19767 “1977° . 1978 1§79 ;
EXPORTS . TV < S T b4, 333 650 918 759 707 798 ' 782 Q
Merchandise . b | 300  288. 800} 858 712, 861 754 | ' 737
Sugar (102)  ( 76) (285f (413)  (254),  (185) (235)° (226)
Rice ( 28) (25) (49) (85) ( 74) ( 67) ( 98)° ( 81)
Bauxite/Alumina (132) (138) (188) (272) (288). (331) (332): (327) ‘
. Other C41) C48) (68) ( 88) ( 91) ( 78) € 91): (103) 3
' Services S 4% . B5 50 ¢+ BO. W7, B B4 w5 g
IMPORTS ; 367 © 457 661 ° 941 1,083  gug 850 . - 972 L
- ... Merchandise- e 288 373 56 "gli~ 927 . sow’ 71l ¢ 785 © |
" Consumer Goods (107): (122) (108): (132)  (165): (1#3) (131)} (142) 2
Fuels & Lubricants ( 282 ( u8) (105)" (135) (138)' (160) (170) : (230)
Other Intermediate ;. ¢ 73): ( 96) (209) (279) (312) (251) (251) * (267) b
' " Capital Goods ( 90). (107) (1u4)  (261) (303)° (226) ° (154) ;"(iu1y  ~ /7!
="' Other : -0 C=) =)0 C 8 (9 C2w) C 5)°( 5) L
. Services . 89 8y 95 . 130 - 166 144 133 , 187 -
NET IMPORTS OF GOODS & SERVICBS =23 0 -l24 0 <110 -23 ¢ -33%° . -241  -52 190 -
NET TRANSEER PAYMENTS 1.0 - -5.0 { -8.0 - 16 ' -10 ' ~I15 # 1 . |
- BALANCE ON CURRENT ACCOUNT S22  -124° - 16  -"'32 350 , -251 .67 =189, L b
FINANCING _ : . . . o _ . { P
NET CAPITAL INFLOW TO PUBLIC SLCTOR;“ o240 439 .+ B2- c #AUZ #IT79 4+ 9§ +I00 T +76E '@f?
"OTHER NET CAPITAL INFLOW +21 ,+ 26 + 35 -+ 7 - 34 ‘+35 4 5 . . Lo
-CHANGE IN BANKING SYSTEN ' RESERVE (Inc. =) - 20 + 43 - 6% . - 92. | +237 -+ 567 - 50 41237 - |
- CHANGE IN ARREARS  ° ' . .. : T - = 74102 200 ¥ 127 ;
"~ ERRORS "¢ OMISSIONS - 8 +16 -17 -26 -32 -36 432 - 11 2t
SOURCE: Bank of ;Guyana-Annual-Reports. ~ K {
|
- "‘ . vi‘i:, - r E




(1) Authors’

own estimates

Bainnimr #oear e s

- Supplements.”

oo > L3% - L ®*
“TABLE 4
-5 - + - EXTERNAL - DEBT !
~ US$Mn. | . TS S
= 1972 1973 1474 1975 . 1976 1977 1978
1. TOTAL OUTSTANDING INCLUDING UNDISBURSED 230.8 261.0  345.0  387.8 usu s 497.6 734,1
1.a Private Credltors of Whlch “ 75.1 96.0 113;7‘ iu2.,7 207 2 238.0 325.7
(i) Suppliers (=) (2.3) (2.8) € 7.1) (18.1) (2%.5)  (21.0)
(ii) Private Financial Instltutlons (.7.3). (28.8) (u7.0) (B5.9) (201.4) (129 6) n.a
1.b Multilateral ; 22,9 28,9  wl.m 53,2 53,0 ;85,5 130.7
(i) I.B.R.D. | (13.8) (18.2) (31.7) (39.6) (39,1) (38.9)  n.a
(ii) I.D.A. _ (79.6) C9.8) ( 9.6)°~(13:8) (13.8) (13.8)] . n.a
l.c Bilateral Official 122.8  136.2 1980.0 191.9 194.5 . 204.1 . 277.7
FLOWS - : | R
2. DISBURSEMENTS: % 23.1 . 20.1  43.7  64.8  .89.6 . ,64.5 . 98.5
" 3. AMORTIZATION - ? 12,7 4.9 5. 8.1 113.3 © :29.6  i58:5
L, NET FLOW .- . 10.u 15.2 37.3 56.8: .75.6 f._ssgé'; :%czo
4.,a Private Creditors.. C1.5) ¢ 9.8) ¢ 2.8) (16.8) (51.3) (21.4)  (I4.3)
1.b Multilateral i ¢2.2) ¢38.8) (5.8 (5.7 ¢ 2,7) € 3.5). (11.8)
Lo Bilateral Officihl (6.8  1.6) (29.1) (34.3) (20.7) (10.1): (18.9)
5. INTEREST ; 6.5 6.0 8.0 9.7  17.8  :13, o'?u 17.5
6. TOTAL DEBT SERVICE : 9.1 10.9  1s.u 17,7 31.3 42,6 - 76.0
6.a Private.Creditors Cu.8) ( 5.9) € 9.0) (10.3) (22.7) (33.7),. (64.8)
6.b Multilateral @ ( 0.3). ¢ 0.5) (.6.8) ¢ 1.2) (1.8) (2.1 (2.2)
6.c Bilateral OfflClal‘ (4.1) (u.5) (4.6), (8.3 ¢ 7.8} ('5.8)'_ ( 3.0)
SOURCE: ' WORLD BANK - "forld Debt Tables :
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(1) Author ! Estimate

! ' TABLE 5.
{ | MATURITY STRUCTURE OF EXTERNAL DEBT
! T T , ' :
;  (a) AVERAGE MATURITY STRUCTURE BY SOURCE. yooo,
J ) ;
4 e ' ¢ 1 = aame | ranm - 1
; 1972 | 1973 { 1974 | 1975 ..1976 | 1977 '} 1978" |
1. Private Creditors (years) - 9.9 | 6.9 { 5.9 54| 6.5] ,5.8
2. ' Multilateral (years) 50.0 1 19.9 | 30.0 35,7 =~ '{17.2] 323
3. Bilateral {years). . 23,9 | 37.4 {1 16,4 21,0 | 11.7 | 46.5 | 32.7
-
f
i §
(o) PERCENTAGE DISTRIBUTION OF MATURTTIES (1) ‘
!1972 1973 | 1974 | -1975 | 1976 | 1977 | 1978
Under 6 years - - | 2.0 10.7 | 19.4 {20.9 | 25.0
612 years - - 8.0 | 13.5 | 16.5 ] 14.2 | 11.6
-Over 12 years - - | 90.0 | 75.8 } 64,1 3} 64.9 | 63.4
: =
_SOURCE: , (a) World Bank "World Bank Debt Tables - Supplement"
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‘ TABLE 6
: ANNUAL PERCENTAGE. GROWTH RATES OF: SELECTED .MACRO VARIABLES
. _ 1974 1975 1976 1977 i978 1979
1)
' GNP at Market Prices - . +46.7  +25.8  =7.2 -0.4 - +13.3 - +4.8
. GDP at Factor Cost o o .
{1977 Prices) ’ + 8,5 . + 6,9 +4,3 -6,2 - 0.9 - =4.3
EXPORTS B T 4108.0  +43.0 =17.1°  =7.0 - ¥14,0 - =2.3
TMPORTS ' ' +44,6  +42.4  +16,2  =13,3  =10,3 « +14.4
‘ TOTAL SAVINGS +39.2  +45.4 +32.8 -31.8  -16.9 - +28.6
J . DEBT SERVICING ‘ #3009  +22.9 +80.2  #33.5 ©  +107.,0 - +49,3
4 : o
. DEBT OUTSTANDING ' e ' ' :
o - {as disbursed) +21.8  +27,0 4341  +11.7 +11.9  +7.1
* BOURCE : Stafistical Bureau & Bénk bf Guyana.
i1 b - . i _ - . s . g
t_’.'. e .
. R e
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TABLE 7 .

RATTOS (As Percéntage of GNP) OF

4. SOME ,SELECTED. MACRO VARIABLES .

o : " 1974, 1975 1976 1977

migaé"m

1979

1. TOTAL DOMESTIC _ , n
EXPENDITURE = aa 10t.3° 102.3 ~131.,8 1229

. 2. INVESTMENT . 24,3 28.1 40.2 - 1 27,5 -
e . P R - | Loc

3, CONSUMPTION = 77,0 74,2 91.6 - 95.4

4, DOMESTIC SAVINGS 22,5 . 25.3 '7;17 3.7

. 5. NET FOREIGN INFLOWS 10.7 13,2 13,7 12,2

b

7. DEBT SERVICING 3.5 4.0 7.7 10.3

8. DEBT OUTSTANDING AS =~ °
: CEREI '~' - PR B Lah A LR

9, DEBT QUTSTANDING : .

INCLUDING UNDISBURSED .  84.9  86.8 109.7 120.5

6. FOREIGN SAVINGS | 1.8 2.8 33.1 23.8

DISBURSED 52.1 60.2 86,9  97.4

104,47

5.6

16.3
94,5

149,8 -

S
84.2
14.6

B.8

115,2
24.8
90,4

9.7

15,1

16.5

96,3

n.a

TOTAL DEBT SERVICING

AS A PERCENTAGE OF INFLOWS 33.0 _27'3 o 35.6 66.0

77.2

100,2

SQURCE : Bank of Guyana Annnal Reports,

"
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