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Challenges and Sacrifices:

An Assessment of the Growth of
5ri Lanka’s Public Debt in the
Light of Debt Theory
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iy declining prices of primary pro-
ducts are some of the more im-
mediately relevant = eircumstan-
ces, :

- It has been remarked that the
eighties = would reveal an equally
dismal scenario of poverty and
painful adjustments for the poorer
non oil producing developing coun-
tries. In 1981 unfavourahle deve-
lepments are predicted on  the
hasis of estimates made by the
world monetary and lending in-
stitutions. It would appear that
Balance of Payments deficits would
have to be covered increasingly by
agditionai debts sbread.  Because
of the high interest rates in indus-
trisl eountries, the terms for ruture
borrowing will remain unfavour-
able prempting poorer  countries,
ieast able to withstand such bur-
dens. to have recourse to com-
mereial  borrowing in sheer des-
peration to avold defaults on ob-
ligations. The servieing of exist-
ing debt wonld ke a further
burden with the result that even
the seguring of new losng would
e difficult. In such gleomy  cir-
cumsbances the lins up for im-
mediate  debt relief znd grants
and highly conecessional terms  of
develonment assistance would
engthen, unless the world seena-
iﬂ;a wers to change dramatical-
v, - : g

. -While the eircumstances lead-
ing to deht negotiations ifor re-
scheduling of  relief  aliopether
would depend on individual coun-
try situations and - stabilisation
meaaures o be implemenied, the
fundamental cirewmstances for
such a predicament conld bhe (ra-
ced to balance of payments de-
terioration and through same for
excesslvely expansionary fiscal and

monetary  nolicies, Worsening
terms of trade, export shortfalls,

reduction in inward remittances,
reduction in tourist earnings and s
hardening of  horrewing ferms
leading {0 higher servicing costs
ave likely fo figure importantly as
inuencing the balance of  pay-
ments situailon and the rescurce
gap. A furiher unsatisfactory trend
has to ke underlined, namely - the
disagreement now onenly wit-
nzszzed betwesn Debtors and Credi-
jors for re-structuring  external
obligations and the continuing
ciisagreainent on.the length of the
conzolidation period and - terms of
repayment. These factors make it
likely that the externgzl debt prob-
lem would remain with the poorer
countries, and Sri-  Lanks, too,
would despite her herolie efforts to
hurry her programme of develop-
ment be faced with debt servicing
problems of sn excruciating cha-
racter. The study of Sri Lanka’s
publie debt growih and its assess-
ment is therefore likely to be rele-
vant and urgent.

4 % For tables refer page 12 onwards

The management of publie debt
has assumed increasing importance
and economlc significance in recent
years because of the inerease in
magnitude of public ~ horrowings.
The significance of this growth has
to be assessed in the perspective of
certain key macro-economic relation-
shipe. Parsgraphs foliowing are de-
voled to such an sxamination.

~As at the end of December 1930,
e gross public debt of S8ri Lanka
stood st Rs.  51,655.8 millign = as
ageinst Rs. 7,873.2 million in  Sep-

tember 1970, Rs. 37874 million in-

September 1964 and Rs. 1,145.0 mil-
lion at the end  of September 1954
This growth in public debt can be
conceptually related to the value of
grass domestic  product  at current
factor ¢ost prices and the ratic (more
appeopriately, total ne$ public  debt
to GIDPD is reckoned az a con-
venient indicator of the weight of
public debi.. The raiic messures the
servicing enst of such debt and elu-
cidates through capital-output fune-
tinnzl relationghins whether govern-
ment capital expendifures (which are
finaneced mainly from public  bor-
rowings) have contributed to higher
producilvity and the growth of gross
domestic produst. The " relation-
ships of net debt o GDP. are
worked out for thrse perlods namely,
15959 to 1964, 1970 to 1574, and 1975
0 1980, It iz ssen that in the periad
1030-1964 {otal net public debt ave-
raged 38.01% of G.D.P. in the period
Y4-1074 it averzged B5A.7% and total
et debt for the recent period 1875-
1580 revealed a phencmentally high
fgure of 65.2%. In other words,
gress  dorestic product has  in
money terms at current factor cost
prices risen at a slower rate than net
puhblic debt and the servieing cost
af public debt in terms of resl re-
sources appears to have grown hea-
vier in wvilew of the differential
rates of growth of the two ltems.

Fesources absorbed to  finance
public debit are necessarily  higher
in the 1970-74 and 1975-80 perlods
a8 ecompared with 1950-1964.. The
aceelaration in the period 1975-80 is
mast marked. :

There are strikingly marked dii-
ferenices of cpinion on the econo-
mic effects of an inerease in pub-
lic debt. Where there has been close
serutiny of public debt theory it is
svident that difierences of views pre-
vail as to whether they are a hless-
ing, a curse or 2 mabtier of Iindif-
ference. Digensslons of deficit
fingneing {for economic development
have revived this issue but appa-
rently have done barely anything to
sottle ‘it. Those adherents following
the Keyneslan frame-work of analy-
sis have fayoursed deficit financing
and have dismissed the guestion of
the “pburden” of the debt in- later
years with the general statement
that an internally held debt impo-
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ses 1ng economic burden. On  the other
hand, those who have made special
studies of the latter question and who
faveured the classieal methodology
of ressoning, monetarists with ‘infla-
tlonary and purchasing power theo-
rus find themseives admitting that
inflation makes the bhurden of debt
isss severs on future generations.
Nevertiteless, they argue for conirol
of money supply and inflation thus
digcussing the growth of public debt
in termsz of real output and produe-
tivity growth. to arrive at o different
eonelusion,  The | statistical frends
noted above are seen in Tahbiz 1. *

The principal factor underlining
the increase in magnitude of public
borrowlngs has been the expansion
in {total payments of government. The
expenditure of government, current

- znd capltal outlays, has been  in-

creasing faster than the ability to
mobilise financial Tesources by way
of taxes, prodts of nationalised wven-
porrowings of real savings of
wublle and  revenue receiptis
gsecured through  other fiseal and
budgetary devices, 'The insufficiency
of tofal reesints to match total ex-
peaditure hasg negesgitated the run-
ning of Iarge and  inereasing bud-
zetary denicits (cash opsrating  de-
ficits) and the fnsncing of these de-
ficits has been through continued
regourse to pubiie borrowings  from
both - bank and non-bank sourcges,

An examinstion of financial sta-
tiztics of budeetary outlays would:
reveal that the totals of current re-
ceinpts of povernment have inecreas-
ngly fallen shorf of total payments.
Ty the period 1864-85 to 1974 as well
25 1577 to 1981, the unfinanced gap
ie, total payments of governrnent
winus current receipts, has shown 2
regular incregse. The gap in 1964-65
was Rs. 483.8 miliion. this hagd reach-
el Re 1,145.8 milllon in 1974 and Hs.
14,617.6 million in 19806 (provisionsally
estimated). The trend observed for
the gixties and {o date is in contrast
to the performance in 1954-55 when
total current receipts exceeded total
vayments by Bs, 173.3 million and the
Zap in 1855-56 was as small as Rs.
6877 million. In Table 2 relevant fn-
ancial dafa are presented in a man-
ner {1) to reveal the financial gap
between total payments and tofal
current  receipts (2) the extent of
direct. bhorrowing resorted to by gov-
ernment to cover the finanecial gap.
Frorg an ecohomle standpolnt of re-
lating capital formation (le. con-
struction =2nd maintenance of real
assets) to budgetary outlays and for
an assessment of government's fiscal
pelicy it iz necessary to adopt a dif-
ferent classifieation, so as to  cal-
culate the extents of capital expen-
dityres of government which have
been financed ' through bhorrowings.
Loan finance of real capltal forma-
tien (as against acouisition of finan-
cial assets) adds to productive capa-
city and ‘helps to self liguidate the

Economic REVIEW, SspTEMBER 1981
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8ri Lanka's pablic debt, as Ye-
marked earlier, has shown a steep
ard spectacular inereasze, It is clear-
Iy useful to single out the more im-
portant. characteristics of the pre-
sent dsbt  position before  discuss-
ing the necessity. if any, for making
changes therein. The term ‘public
debt’ in this paper refers to the
domestie and foreign borrowings of
the government of Sri Lanka only,

axcluding therefrom the debt of
semi-govertiment  instiiutions such
as cdebi of public corporations and

iocal suthorities.  Likewlise external
stippliers’ and aceaptance credits, Cen-
tral Bank borrowliigs from - foreign
governments and lenders abroad are
exgluded from foreign debt ecover-
age.

At thie end of December 1980, the
gross public debt stood at Rs, 51,655.6
r:;ihion haying recorded an increase
of Bs. 18,1809 million (45.1%) over
the previous year. Of the gross pub-
lie debt  outstanding in 1980 Rs.
£9.378.8 million (55.9%) comprised
domestic rupee debé while the bal-
ange 43,1% or [s. 222768 miliion
rupees was foreign borrowings. The
more imporiant trends of public debt
growtn distinguishing helween - gross
and net debt snd foreign and domes-
tic components in this debt are given
in Table 5.

During the last four fnanecial
years, ie. since 1977 there has been
a steady Inerease in the foreign debf
compenent of puklle  debt. In 1967-

62 grogs forelgn debf accounted  for
17%, -in 1974 24% and by 1980 the
share had increased to 43% of total
zross publie debt. While the abso-
iute inerease in domestic debt  has
peen marked in recemnt years. pro-

portionately the increase in foreign
debt hag been higher.. This higher
trend rate of growth of foreign debt
18 exrlained largely in terms of in-
ereased dependence on externmal as-
aistance in Ananecing imports of gov-
ernmenf sources, the high  import
content of capital expenditures and
mere generaglly the acuta forelgn ex-
change resource gap facing the gov-
ernment.

The lnereases recorded in foreign
idebt in recent years have to be inter-
rreted with certain reservations of a
technichl nature. Consesquent to the
linking of the 8Srl Lanka Rupee wlth
the Pound Sterling on first October

1872, the parify rates between  the
i Lanka Rupee and foreipn — cur-

renicjes were revised from time fto
time hy the Central Bank of Cey-
Lon, As the Pound Sterling was
allowed to float against other cut-
rencies, the Rupee  equivalent of
foreign debt denominated In foreign
currencies other than in Sterling was
re-calculated with parity  changes.
Bome order of the change involved
18 worthy of nofe, Such revaluation
of debt resulted in an increase of RS.
200 million and a decrease of Rs. 39
million in 8rl Lanka’s forelgn liabl-
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lifles in 1973 and 1974 respeciively.
The devaluaiion of the Sri Lanka
Rupee in November 1977 and the
floating of the rupee has ng doubt
increased the rupee equivalent of
Cross and Net foreign deht.

There are certain  economic con-
siderationg concerning the  growth
of foreign debt which require to be
stressed. The Inerease in foreign
dobt, primarily reflects the Theavy
Gependence of public sector expen-
diture on forelgn exchange on the
one hand and the country’s inahbi-
ity to expand export earnings satis-
fastorily on the othsr. Leaving aside
ihe diffjeulties brought about by ad-
verse terms of trade and the debt
servicing problems resulting from a4
shrinkage of expori earnihgs, it
would appear that the only satisiac-
tory way of gerviginig the repayv-
ment of foreign obligstions is
through the creation of export sur-
wlizses, Unlike a rupee debt held
internaly, the growth of foreien debt
raised en entirely different set  of
problems. -

The crestion, servizing and sub-
sequent retirement of rupees debi
involves basically a transfer of re-
soitreas  (real and monetary) bet-
wasn wrivate and  public sectors.
These fransfers could have monetary
effectz which may bhe inflationary

under certain gircumstances, but
nevertheless are manageables and
within the framework of policies in-

fluenced by the Central Bank. When
3 forelgn debt s incurred. and ex-
panditure is financed from such re-
gourees there is no transfer of real
resnurces from the private sector
to the public secior. The transaction
enables goods and services in  the
debtor country to be increased and
there is a supplementation of real
rezources. In effect the country  is
enahled to increase the flow of sup-
rlies 81l round with the minlmum of
rent costs and -hardships.  Utili-
i {  foreign = debt, however,
ates oblizations of repayment and
servieing. The servicing and repay-
ment of forelgn dabt has to be by
way of extzrnal rescurces and  this
reguires the erestion of exnort  sur-
pluses or savings of import outlays.
Tt 1= nossible to utilise to a limilted
extent new foreign exchange loans,
to remay previously confracted debt,
but this exercise cannot be carrled
over an indefinite perlod of %ime. A
time would come when forelgn debt
has to be serviced in foreign cur-
rency.

The pertinent issues when eva-
hizting the utilisstion of foreign debt
are tn bear in mind (1) the produc-
tivity of investmenis financed from
foreign borrowings and (20  whe-
ther the export sector is belng de-
veloped fast enough and large enough
in the context of a commereial poli-
¢y suited for this purpose for the
realisation of export surpluses  The
experience of most developing coun-

tries s that foreign loans have heen

utiiised (a) for consumption purbo-

ses, (b) for infrastructure outlays
and, (¢) for the creation of or ex-
pansion of indusiries producing im-
port substitutes, While such invest- -
ment actlvities, -in general can pro-

duce the beaoeficial effects of making
avallable g wide varlety of goods
than would otherwise have been

possible, infuse and spread techmuical
know how snd skills and also pro-
vide

new oprortunities for invest-
¢, the impact of all such acti-
vi sector unless
the activities financed are directly
export biased, the creation of export
suriluses would be small, Besides,
the hupyancy of the domestle mar-
ket arlsing from a genseral stimula-
tion of investment activily has been
a5 shimulate domestic sales in pre-
ference to exports.  The sales  of
zoods at home enable quick Te-
turng and an easing of liguidliy and
tradars opt in such instances to di-
ract szles tn domestic sources  fthus

ng the chaneces of realising ex-
port  surpluses. Besides there has
beers a  noticeable failure on  the
rart of QGovernments to impose a
Hien on export “earnings or import
espendifures saved through domes-
tl¢ gubatifuiion Brogrammes fer ser-

vicinz, amortization =nd - repayment
of foreizn debt contracted.. Resul-

tantiy, foreign financing does not ex-
cept in theory generate exporf sufr-
pluses in the ahsence 0f some export
control and regimentation.

ori Lanka’s inerease in foreign
debt ang the servicing  obligations
arp problems common to other de-
veloping ecountries  pursuing — poli-
oisg - ot structural  transformation
and aceelerated economic growth.

A World Bank study on External
Diebt (B¢ 167/74)  commented that
hetwesn 1987 and 1972 the debt ou-
standing of developing countries in-
ereased at a rate of 14.6% per an-
num and that there had been a hard-
sning in lending terms and conse-
quent increase in the future debt ser-
yieing = obligations of developing
sountries, The report stated “A num-
her of countries had reached  the
polnt during the late 19605 and 1970s
where they were unable to. continue
meeting their debi servicing obliga-
tions as originaly scheduled and had
to arrange - for debt- relief....c-'oun.—
tries .............. tace the problem of
adiusting %0 sharply adverse inove-
ments in their terms of trade.

«“Tha problem may be more dif-
ficuly for eountries whose exports axe
iargely - composed of primery com-
modities .. ... and this adjustment
will be particularly hard for countrles
with very low incoms levels”, In a
more recent pubileation: EC  167/80
the World Bank commented that
total medinm and long term  debt
ouistanding of the developing eoun-
tries rose by 16% during 1979. Though
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long term 20—25 years distribution
group to the medium term 10—I15
year distribution group and would in
the current situation bunch in the
short end of security listings, See
Table 9 for a  maturity distribu-
tion of domestic debt.

Changes in maturity structure
have important consequence in debt
management. Firstly, they alter the
structure of interest rates and
secondiy refunding operations are
made more or less difficult depending
on wheither the term struecture of the
debt iz shortened or lengthened. The
matrrity structure of debt ¢an be al-

- tered ot the time of new fioatations,
. The shorter the debt, the closer it
gety $o the condifion of money — the
primary liguld asset — and conse-
guently makes budgefary provisions
more imparative and immediate.

A government with a  definite
long terms investment programme is
normally interested in Ilengthening
debt because long dated securities
render it convenient to undetake In-
vestment projects with long gesta-
tien periods, A government  can
which are longer than the average
lengthen debt by issuing maturities
weighted maturities of outstanding
debt. Influences bearing on the sale-
ability of longer dated stock are noted
as lenthening of debt involves a cost
which cannot he overlooked. Sri Lan-
kan experience of recent date is, in
the light of the above observation,
somewhat at cross-purposes, While
government lead projects and invest-
ment programmes are long gestated,
the financing of these hag been from
short dated funded stock and securi-
ties of nnfunded, very short maturi-
ties. This makes interest and amorti-
zation heavy charges on government's
payments,

In an integrated, developed eco-
nomy where markets are sensitive
to economic impulses, declsions are
readily transmitted between bproduct
and factor markets and where in
particular, monetary and fiseal mea-
sures are enforceable and have their
dosired effects. the  structure of
market rates of interest is determined
Ly the supply and demand for securi-
ties in every sub market. The demand
for securities and their transaction
prices reflects market evaluation of
maturity term, risk element and the
Haquidity attributes of each type of
asset. Securities of shorter maturity,
lower capital risk and which conse-
quently embody higher liguidity carry
lower rates of interest while securities
which have longer maturity periods
to redemption and which are exposed
to higher risk of capital loss in the
avent of interest rate changes carry
higher interest to compensate for the
drawhacks.

The relationships between various
short term rate and the long term
rate is a complex one. Money rates
of interest paid for different loans

8

‘nature of the

at the same date differ from one
another for three main reasons.
Firstly, the rates of inferest vary be-
cause of differences in the length of
time for which loans are to Iun,
“econdly, Tbecause of differences in
the risk of default by the bhorrower
and thirdly because of a risk of eapi-
tal loss.

The relationship between various
interest rates and their maturities
are explained in the ligquidity theory
of interest. This theory maintains,
other things being equal, a person
engaging in a long term contract puts
nimself into a more risky position
than he would be. if he refrained
from making it. If no extra reward
is offered for a long lending most
pecple would prefer to lend short.
It short rates are not expected o
change the long rate will exceed ithe
short rate by a normal risk preminm.
If the current short rate is regarded
as abnormally low, the long rate will
be decidedly above it; the short rate
can only exceed the long rate if the
current short rate is regarded as
abnormally high” (J. R. Hicks; Value
& Capital p. 147). While not con-
testing the logical premises of the
theory which are walid it should
ke pointed out that finanecial data

for the United Kingdom reveal that

tha short term rate has often exceed-
ed the long rate and for long periods.
Thatever might be the explanation
for this outcome, the facts are strik-
ing. Between 1825 and 1938, the long
rate was above the short rate in 764
months and in 580 months the short
rate was above the long rate. The
longest time for which the short rate
was without interruption above the
long rate was 42 months and periods
of more than 20 months were not in-
frequent.

To bridge theory with observable
facts is often a difficult task. Yet in
determining the rate of interest pay-
able on government stock, the liquidi-
ty theory offers a practical norm for
guidance, In so far as government
dept is concerned, government secu-
rities are not exposed to a risk of
default and therefore the considera-
tions which influence the coupoh
rate on government stock are (1) risk
of capital loss caused by higher in-
terest rates in the future and (2) the
premium to be offered for parting
with liguidity Althougk a govern-
ment hasg a built in preference for
a longer dated stock in view of the
' investment = projects
financed, a higher price has to be
paid for inducing subscribers to part
with their funds. The higher interest
payable on long dated stock has

. often been in conflict with govern-

ment's objective of keeping as low
as possible interest rates in order to
minimise the servicing eost of debt.
The pursuit of a policy of low Interest
rates artificially kept down has the
disahility that it makes more difficult

for the government to utillse debt
management as a tool for maintain-
ing monetary stability of the econo-

Some aspects of the theory of
public debt should be comsidered to
counter the notions of a “burden” In
debt growth. The growth of publie
debt is generally viewed with e¢on-
cern and almost with disfavour. An-
xiety over the increase of public debt
stems from a comparison of public
debt with private debt. Equation of
public debt with private debt has
offten ‘induced false reasoning. The
analogy between individual or private
debt and public debt is fallacious in
essential respects. A government con-
tracting debt domestically has also
the privilege of creaiing the means
of repayment of that debt. Besldes
any apprehension that government
might not be in a position to repay
debt is ill-founded. Repayment of
past debts can be effected elther
through direct monsy creatlon (the
issuz of Treasury Bills to the Central
Bank) or through the floatation of
new losns. It 1z 2lso possible, though
not often resorted to. for a govern-
ment to ssrvice ity  debt, interest
charzes due on domestic debt through
new loans. The private Individual
comtraeting debt does not have the
game means of repaying the debi.

There are three theoretical un-
derpinnings on which current public
debt theory is supported. These may
he listed as follows—

(1} Ths analogy between indi-
vidual or private debt is
fallaciong in all essential res-
pects. :

The creation of public domes-
tle debt does not involve any
transfer of the primary real
burden to future generations.

There iz a sharp and impor-
tant distinction between an
internal and external debt.

The necessity for drawing - a
firm distinction between private and
public debt is seen with respect bo
production, employment and income
affects of borrowing. The public sec-
tor (the government) as well as pri-
vate sector (individuals) both strive
to maximise their income. But this
end ean frequently be missed by the

(2

(3

public economy, if it applies  the
financial-prineiples appropriate  for
the private economy. To an indi-

vidual it iz important that his ex-
penditure be kent below or within
Hmits of his current disposable In-
eome. For the public economy how-
ever, an - Increage of expenditures
may  frenuently ~ increase  total
natinrial income and improve t_T}e
fiscal position of the state. An Indi-
vidual 18 concerned exclusively with
the effect of his actlon upon his
own business. The effect of his own
economic activity upon other indi-
viduals is significant only in so far as
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debt may be regarded as acis of fin-
ancial irresponsibility resulting in a
financing burden ~on current and
fufure generations,

There is one last observation to
be made in the theoretical under-
plhnings of public debt theory, name-
ly, that borrowing is only one of the
means through which a government
secures monetary resources for ab-
sorhing real resources, Except in the
case of anti-inflationary debt issues
ior mozetary - managsment public
norrowing involves the ¢ransfer of
real resources. Borrowing is therefore,
an alternative to taxation. if a glven
ievel of public expenditure is to bhe
financed this can be accomplished
i1 three ways: (1) taxes (2) loans
and (3) credit (currency) creation, It
is neeessary to examine the problem
of financing national expenditures in
ierms of the whole set of fiscal alter-
natives and the effects of debt crea-
ticn should be analysed in differen-
tisl terms. If debt is not to be issued
and borrowing is = te be contalned
then taxes have to be Inecreased, al-
ternatively credit creaticn should
take place or therz should be a
redueticn in the level of public ex-
penditures or g mix of theqe alter-
natives,

Of the securities offered in the
domestic market, rupee- - loan stock
igsues constifute the most important
itera in value terms of the internal
debt of the country. But the ab-
s-:arpti(m of  rupee loan stock by
privase individuals and non-captive
sources has been most disappointing,
notwithstanding the higher rate of
- return and lower maturity. In fact,
thare hardly exists a  market for
these sepurities out  side- the  the
“captive  sector, Support for govern-
ment Ioan stoek his come principally
from funds arislng in  the captive
sactor, Thers are several explanations
which can be advanced for the poor
response from  private individuals
and non-government institutions.

Firstly, the wield differential bet-
ween government loan stock and in-
terest rates paid on financial invest-
raent offered by Nationgl Savings
Hank, Commercial Banks, hire = pur-
cngse comparies, financial © com-
panies and other  private sector

- finzneial Instlitutions has fended to
“widen, with tha latter group offering
annreciably higher intsrest rates on
porrowed funds, These higher rates
of interest may have lired investible
junds from the government securities
market. With the recent Tegislatlon
of registration of finance companies
with the Central Bank and the suber-
visinn of these operations by officials
of the Bank  Supervision  Depart-
ment. the investor could look for-
ward to a more disciplined monetary
structare. The risks of defaults being
rednced the individual investor as
well as the corporate investor would

10

patronise these institutions, leaving

the government stock- issues to
captive sources. - :
Secondly, government stoek is

cesplte shorter maturities offered re-
latively ‘illiquid.’ The Central Bank
(Dept. of Public Debt) though willing
o support the market and as Is
ready to prevent disorderly move-
ments in market valuz so as to sup-
porl investor confidence, nevertheless
mediates only in respect. of securities
offered by small investors, trusts and
charitable institutions, Central Bank
purchases at the officlal valuation
are thus restricted and transactions
have in general to go through bro-
kers. Besldes there is very little trad-
ing which takes place even at market
valuatlons. Institutional investors in
the caplive market are inclined only
to support new issues and their pur-
chaze of stock in ths cpen market is
negligible. Thus subscribers are often
reced without buyers and find them-

selves ‘locked-in’ with their invest-
nients. : :
Thirdly, the attractiveness of

government securities zs an invest-
ment outlet has greatly diminished
hecause of the inflationary situation
which has developed. It iz during
perinds of stable or falling prices (.e.
the general level of prices) that in-
vestors show a preference for securi-
ties with a flxad rate of return. Under
im‘lat-ionary conditions investor pre-
ferences shift from bonds to capital

appveciating  assets, eqmm?‘s, hullion
aﬂd real estate.

Fourthly, the poer responss for
government  securitles  from private
investors could well he the outcome
ol a divergence of preferences of
Investors and the needs of govern-
ment and its financial eommitments.
The preference of government has
ivas heen til recently to float long
ierms 1oans go that funds raised may
ke directed
with long gestation lags. The terms of
the loan and the returns from in-
vestment can be synchronised where
long stocks are issued as to enable
tiie loan to be repaid from the re-
turns from investment, Besideg the

ahove, a long t{erm debt structure
renders  debt management &s €28y
task. However, given expecfations

of increases in interest rates and
the use of higher interest rates to
curb investment activity and mone-
tery demand, investors are reluctant
to tie up funds for long periods. In-
vegtor preference is for short dated
gthek as (1) they prefer to be more
1ouid in the situation of inflationary
price increages (2) the market wvalue
of short dated stock: is = relatively
more stable and (3) the risk of capi-
tal Inss on short dated securities is
comparatively small " There is then
a confiict between  government's
finaneing terms ard what the puﬂliv
is willing to absorh. -

to investment projects

Fifthly, it is conceivable that
taxation and fiscal policy may have
also restricted the expansion of the
governmerit securities market as &
possible outlet  for  private sector
funds. High taxation of Iincome i8
generally acknowledged to have en-
couraged widespread tax  evasion.
Those who have evaded taxes are not
likely to deposit their earnings either
in banks or in securities which may
be serutinised by  tax authorities.
The popularity of - Certificates of De-
posits as a Investment outlet for
‘Hlack Money is evidence which sup-
posts this observatlon.

In the same c¢ontext it should
e mentioned that rules and regu-
iations for administering debt which
biear on the mode of payments of
intzrest on government rupee stock,
the requitements  insisted as regards
endorsement of securities before
gwnership of securities is ftransferred
sid the time lags that ensue bet-
wesn regceipt of interest vouchers by
stockholders aznd the actual receipt
of interest, the streamling which
is necessary to develop and foster the
keenness of investors as subscribers
to- stock, may have militated against
the development of a wider govern-
ment securlties market, Especlally as
these regulations have had the un-
intended effeet of reducing the
marketability of these investments.

The borrowings = of the govern-
ment in any one year are determined
primarily by budgetary requirements.
The volume of debt contracted and
the maturity pattern of debt issued,
however, influence the state of
liguidity In 'the money market, as
well in a round about way, the sup-
ply of loanable funds. Thus, it Is
sn important task of the Central
Bunk fo advice government on the
feasible amounts of new loans to be
floated and on the terms and timing
of offering of theése to-the investing
public, A loan programme has to take
irito account compulsory repayments
falling due on maturity. If these re-
payments add up to a large amount,
government may experience in the
ahsence of Sinking Fuondg or ready
snbmeribers for conversion loans -—
a temnorery difficolty in - meeting
hath the loan programme and rsizing
of sufficient cash to meet ensh -con-
versions. A bunching of repayments

(where conversion is not possible)
coupled with a2 large domestic loan
programme could bring abont a fem-
porary cash shortage. Howsever, with
cantive markets to lend support and
with repayment proceeds of matur-
ing debts acerulng to these sources
sueh temporary diffieulties are un-
likelv -impalr  eonfldence in govern-
ment’s  ability to - repay. Besides.
throvgh converslon operations (Te-
funding) the exztent of eash pay-
ments to he made can be minimised.

Nevertheless. to obviate even tem-
porary  gdifficulties of cagh, the
maturity pattern of debt should be
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1. Total Debt Service
2. Of which principal payment

3. Amount of Principal due io official lending

Source: E 167/80

payments totalling US$ 115.1 milllon
and UES 1123 million respectively
falling due. These figures would alter
as more foreign debt is contracted
and utilised and repayment obliga-
tlons are increased. A growing
foreign debt  inescapably underlines
the central proposition. that forelgn
debt repayment should come from
real resources and export Surpluses.

The scope for rescheduling debt 1n
the event of 8  catastrophic fall in
export receipts or a totally unforseen
adverse import programme is yet pro-
mising as the share of official bor-
rowing is higher than that ' from
private and commercial sources, How-
ever, the actual reliet that would be
forthcoming would depend on the
nature of fiscal and monetary
Dolicies  pursued in correcting the
“manageahle’” items of thé balance of
bayments deficit as well as ereditor
confidence on the structural adjust-
ment package accepted by Sri Lanka.
Whatever be the scenario, whether it
1s a high forecast or otherwlse. the
safest course when embarking upon
a foreign debt financed programme
of investment would be for the gov-
ernment concerned to undertake ad-
ditional domestic¢ resource mobilisa-
tion, increase such efforts and cons-
tantly keep. in review the size and
scope of the investment programme,
In such a.context, donors too would
oe agreeable to offer concessional
terms as well as be willing to re-
schedule debt. -

Sri Lanka has g good claim on
ftigures studied here to request from:
lending countries more favourable
terms for  borrowing emphasising
that as her economy’s productive
capacity gets enhanced the servicing
of past debts could be achleved
without undue strain on domestic
consumption and real incomes ' of
the people. The present foreign debt
servicing ratios are modest in rela-
tion to export earnings. A fall in the
ratio is seen for 1980 on account of
higher rupee earnings of exports.
For the servicing problem .to be
manageable, continuing gains on the

12

Million US'§

1981 1982 1983 1984 1985 1986
942 955 1021 (L0 1151 1123
60.1 590 648 759 831 835
47.1 433 548 639 655

48.5

export front will have to be buttress-
ed by more judicious use of funds
borrowed. Better borrowing terms on
the plea of productive use of resour-
ces and a higher repayment potential
stemming from an  enlarged viable
economy wil also help to lower the
glebt servicing ratio facing the coun-
Ty, : i .

 The “formida.ble challenge before
Sri Lanka is that of maintaining —
within the constraints of resources

available for development financing
and the chosen time horizon for re-
Paying these benefits — the now
firmly committed  accelerated and
heavy capital intensive investment
programme begun in 1977. The sacri-
fices to be made to achieve = the
growth objectives -— as planned with-
in the confines of the time horizon
chosen — are many and hard. Nor for
that matter is the . path of adjust-
ment to achleve these goals clearly
defined or easily contoured. Among
the sacrifices, one should reckon even
8 possibly. lowered prospect for em-
ployment and economic growth in the
short-medium term, if the mechanics
of demand management necessitate
a. cutting back on the level of invest-
ment . because of a lack of forelgn
assistance or  domestic fiscal and
monetary mismanagement and even

" TABLE 1 INDICATORS OF PUBLIC DEBT GROWTH 1959-64, 1970-74 & 197580
Total Net Poblic Debt and Gross Domestic Product af Current Factor Cost Prices

Rs. Million.

PEROD I 1959 1960 1961 1962 1963 1964 Av.
1. GDP-& 5930 6331 - 6353 G549 6849 7326 6556
2. Total Net Public Debt 15247 19128 23327 26889 30654 34360 24934
3. 2% 1 Weight of Debt 258 303 367 411 448 469 380
PERIOD I 1970 1971 1972* 73 Dec. 74 Dec. Av.
1. GDP. 13,187 13,674 14,720 17920 23,302  16,561.0
2. Total Net Public Debt ~ 7,2368 81080 94483 10,2808 11,0269  9,220.2
3. 2% 1 Weight of Debt 54.9 593 - 642 574 473 55.7
PERIOD Il '75Dec. . 76 Dec. '77Dec. '78 Dec. 79 Dec. 80 Dee.- Av
1. GDP. 25,691 28,032 34,684 40,479 49782 62,246 40,152
2. Total Net T : e :

Public Debt  12,959.7 15,6207 224341 27,7457 31,5118 467790 26,1722
3. 2% 1 Weight e e =

of Debt 504 55.7 64.7 68.5 63.3 752 65.2
Notes:

4+ G.D.P. data are on a calendar year basis. ‘Publ'i(': 'Debt data for all years upto

1970-71 relate to financial year ending 30th September. Data for 1971-72 relate
- toa 15 month period, October 1971 to December 1972,  The fiscal year coincides

with the calendar vear with effect from 1973.

* 15 month period.

L Provisional

Source':. Central Bank of Ceylon (Annual Reports)
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TABLE 12 INTERNATIONAL COMPARISON OF DEBT SERVICING RATIOS
1965-67, 1970-72 AND 1977-79
(Debt Service as percentage of the exports of goods & Services)

5: 1965 1966 1967 1970 1971 1972 1977 1978 1979
1. S8ri Lanka 20 . 28 34 9.7 11.3 143 ] 145 9.2 6.5
2, India 150 219 248 225 247 241| 9.6 99  na
3. Pakistan 1.0 13.0 172 242 340 250 137 124 122
4, Burma 4.6 4.6 6.4 161 13.6 163|136 154 250
5. Indonesix 10.3 84 5.3 7.0 7.8 80§ 11.4 123 134
6. Malaysia 1.3 a4 21 30 27 30] 66 84 4.7
7. Thailand 37 34 36 36 .33 28106 158 139
8. - Philippines 5.4 64 12 7.5 7.0 68143 265 232
9, Tanzania 45 3B 44 67 T4 95| 7.2 T4 na
10, Kenya o : 59 59 68 53 5.8 56| 48 8.1 7.5

Source:  World Bank: EC 167|74

: : EC 167/80

Note:

(1) ‘While data for periods 1965-1967 and 1970-72 are dircctly compa:rdble becausc
the source is one and the same, the data for 1977-1979 should be compared only
betwzen these vears as movements showing orders of magnitude, A period-wise
comparisen is not possible because of - dlrferences in sources and’ coverage of
compliation, :

DEVELOPING COUNTRLS OU’I“STANDING DEET 1270-79
{percentages) : :
cn 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979
indicators - : " : 3 ‘
Diebt Ratio 8.9 9.2 9.0 8.8 7.1 84 8.4 95 124 126
. Interest-service ratio 2.8 29 2.3 2T 2.4 %2 3.3 35 42 48
Capital-service ratioa : 14.5 145 134 134 111 119 115 129 155 150
. Debt/GNP {percentage)b 123 131 135 131 126 139 155 170 183 1738
Debtfexporis (percentagejp ~ 80.1 852 81.8 700 3596 721 756 796 866 73.3
Debt/reserves (percentage}d  263.7 239.9 183.2 153.9 1435 193.9 204.6 2145 217.3 1764
Inteiest-service/GNP :
{percentage)b 04 04 05 05 05 06 07 07 0% 1.1
Memo Ttem

Total public debt outstanding
and disbursed, all included -
countries { billion of : : 3
dollais) % 504 593 693 8§4.8 1055 1284 1591 198.9 251.7 2944

Note:  Includes all dcvclcping countrics that report 1o the World Bank’s debt-reporting sys-
temn except (1) the capital-surplus eil exporters; and (2) countries, for which complete
-and reliable time series data are not available (Afghar!ls’ran Bahrain, Botswana, Burundi,
Comoros, Guinea, Iran, Iraq, Lebanon, Lesotho, Liberia, MﬂtleES, Nepal Papua
New Guinea, and South Africa),

a. - Contractual service payments on long-term debt, plus remi Etcd proﬁts on direct investment
divided by exports of goods and services.
b Debt outstanding and disbursed,

Source: “World Development Report” 1981."

TABLE 13 SRI LANKA EXTERNAL DEBT OUTSTANDING (DISBURSED) AND RELATIVE GROWTH
OF SUPPLIERS’ CREDIT IN TOTAL DEBT 1969-1972 & 1976-197¢

Ly million US §
Debt Outstanding {Disbursed) : ! Service Payments-Principal & Interest

Total  Share of : (b) Intern.  (c) DAC Total Suppliers’ Intern. DAC | Principal
(a). Suppliers' Orgnzs. Govts. : - Credit Orgnzs. Govts. | repayment
Credit e Suppliers’
: Credit
1969 209.5 314 27.1 108.1 310 11.0 ©13.0 9.7 F.di ‘
1970 274.1 44.8 27.4 145.1 . S 364 - 116 4.3 .4 8.6 z
1971 Vi 310.6 44.0 29.1 168.4 g 42,2 13.1 4.0 12.2 10.5
1972 404.4 519 37.6 1979 .. 508 17.4 44 - 158 13.6
1976 R 695.0 i15.2 106.3 4728 126.9 843 8.4 340 75.6
1977 779.5 713 1328 574.8 : - 123.3 60.3 SR 550
1978 1012.7 51.1 “221.0 740.3 : 88.9 349 10.3 43.6 310
41,7 -280.6 7634 : 75.8 18.0 11.0 46.0 15.0

1979 ° i 1086.0

(I) DAG countries include Australia, Austria. Be]grum Canada,. Denmark France, Germany. Ttaly, Japan the Netherlands, Norway,
Portugal, Sweden, Switzerland, UK U.S.A. and New Zealand.

(2) Disbursement represent drawings on loan commitments and are shown in the year in wlnch the drawing tates place.
Source: World Bank: EC{167/74 pp, 141-142
EC/167/80 pp. 160-161.
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~ The Economy

Deleriorating terms of trade and balance

of payment problems

The worsening -balance of trade
situation continued into 1981, with
the merchandise trade deficit widen-
ing: and by the end of the first half
of this year the adverse balance
amotnted to Rs. 9,034 million (SDR
407 million), according to latest Cus-
toms data. This compares. with a
deficit of RBs. 7,629 million of (SDR

360 million) recorded for the same

period in 1980.

The terms of trade began to de-
teriorate sharply from 1979 and this
adverse movement has continued

~since. It was a result of the sharp in-
crease of import prices and volums,
and the slow rate of growth in the
export sector, specially the major
exports. - Thus, Srl Lanka's terms of
trade or the purchasing power of its
exports have decllned by 28 percen-
tage points in 1979, and 14 percentage
points in 1980 and this trend has con-

finued into 1981, The Central Bank.

shows that the terms of trade which
deteriorated frem 100 in 1978 to 72 in
1979: reached 58 for the year 1980.

The Central Bank commenting
on the 1980 situation concluded that
the terms of trade effect on the mer-
chandise trade deficit would amount
to more than T0 per cent of the total

defieit

“A loss of real resources of this
magnitude is unbearable to  any
economy, more S0
economy, with an cn-golng develop-
ment programme to which the coun-
try is committed, and rather sluggish
-expart sector which cannot keep pace
with the sharp: expansion of the
import sector. Even though the dete-
rioration of the terms of frade has
been common to other developing
countries In the region, the impact
appears to have been less severe than
in the case of Srl Lanka”.

Further compounding the situa-
tion ls the falling exchange rate of

the rupee. :

- 8ri Lanka's gross external assets
had as a result reached its
lowest position since 1877. AccoIr-

ding to provislonal data, gross exter-
nal assefs in 1981 declined to Rs. 5,837
million (SDR 270 million) by the end
of July 1981. In 1979 it stood at a
peak of its 9,679 million, The decline
cecurred despite a drawing of Rs. 803
million under the IMFP Extended
¥und Facility. The assets of the Cen-
tral Bank and of the commercial
banks decrezzed by s, 439 million
and Rs. 149 million, respectively. The
ievel of gross external assels as at

the end of the month was adeguate,
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to a developing

to finance approximately two
months’ imports projected for 1981,

Balance of payment support had
become necessary and on August 5
this year the Government agreed to a
recommendation from the Minister of
Finance to approve a US$ 75 million
commercial loan. It  was a Euro-
dollar loan negotiated by the Minis-
try of Finance and FPlanning for 75
miilion US dollars from the Chemical
Bank of America which is to be syn-
dicated jointly with the Bank of
Toikyo and the Indo-Suvez Bank of
Asia.

According to the official bulletin:
“This loan will = be used to support
the balance of payments and the
Government budget in 1981. The loan
will have g maturity period of eight
vears, a grace period of five years
an interest rate of 5/8 per cent over
the London Inter-bank offered rate
for the first six years and 3 per cent
over for the balance two years. The
loan has a commitment fee of 1 per

paced the growth in available con-
cessional aid and investment flows

‘forcing Sri Lanka to undertake com-

mercial borrowing on g significant
seale and, as pointed out, causing net
reserves to decline for the first time

slnece 1975, ;

The strong need for “stabiliza-
tion” measures has been stressed by
the World Bank in its report to the
Aid Group meeting earlier this
year. An important element in this
stabilization task, it said, was the
size of the current account deficit in
the balance of payments, which had
increased from 5% of GDP in 1978 to
15% of GDP I{n 1980, In one of its
fore-casts the Bank indicated that in
this situation the Government could
easily find itself faced with a budget
deficit amounting to 18% of GDP, re-
auiring excessive horrowing from the
Central Bank, and an external cur-
rent account deficit of 21% of GDP,
requiring a large drawdown in gross
reserves and substantial external bor-
gowmg on commereial terms.

The balance of payments pres-
sures resulting from  this  situa-
tion could force the Government o
take undesirable restrictive measures.
Thus, if the stabilization effort were

CENTRAL BANEK TRADE INDICES (1878-100) - EXPORTS
Price Index _Te?ﬂs
SEE RS Fant A e e e e 0
Perigd All Exporis | All Imporis Trade
1970 107 16 106
1971 104 17 g8 -
1972 102 | 18 94
1972 103 ! 24 82
1974 -89 { 42 2
1975 107 49 53
1976 102 | 44 ng
1977 94 ! 54 102
1978 100 : 100 - 100
1979 i 152 72
1980 : 217 58

cent per annum on undrawn balances
and a managemeént fee of 4 per cent
of the total loan and an agency fee
of 600 US dollars per annum. There
are conditions for the reimbursement
of expenses incurred by the kanks In
the negotiation and execution of the
loan up to a maximum ef 35,000 US
dollars. Offers = were received from
four banks but terms offered by the
Chemiecal Bank were the best and
more . advantageous than  terms
previously obtained in Sri Lanka in
private capital markets.”

The sharp worsening in the terms
of trade from the end of 1979 has
hzd a profound effect on the govern-
ment budget., on inflation and on the

balance of payments. Further-
more, the increase In the cur-
rent account deficit greatly  out-

relaxed in 1982, the Bank . cautions,
Government's  import liberalization
policy would he threatened and eco-
nomie management greatly  comp-
licated. In  particular, it would be
extremely difficult in 1983 and 1984
to reverse the greater momentum
which would have developed in the
government investment programme;
the large imbalance orni the trade ac-
count, which could lead to specu-
lation against the exchange . rate;
and the acceleration of inflation.
which would result from the required
adjustments in the exchange rate
and its second effects on wages and
government spending. In - addition,
both foreign  indebtedness and the
debt service burden would rise,  to
the detriment of future development
programmes. ;
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1oaindy fhiagga expcronl Oocrawing:
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| have Lwen el o far By fhp orons
| fer o colcessiohal  TesmIreoE ool
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presenl o recessiGrial fratds The
drnmotic growlie o Lhe [Gieiin debL
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aog wpoltties]l — of thess . eeasleies
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Friminclly, the onderlyimg  coaso
of  inmerearing Indehtednmes: s che
heliel i o elnd pwrsance of g “doyves

Jepoeil"  Joele]l DEedbiisd on YARER
imereeses o e GHP Lhrcapds O
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sbrotepy bues f=d Lo ioerewssd deueo-
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T palF ATAChaT Appeaach teo fewns
Topmacat, Dased an thy . gmbpnesrcat
of sbdagemons ereRtive amd  Doodie-
Live raciiiey, ool aesiel L= Thind
Weedld o ol b G2bl Lesp.

PRESOENT SITTAIIUN AND
CROSFEETS

Bk Tins been 5313 and writtoo
shoit Third World Ddeltnheszs prob-
lomts and memedy o miore owill be-in the
future, lndustnalised epuolfiss  wbe
SROWIng CLGAT symphoins  of o o Eele-
Ialized rpecession,  And eontmaicy bo
developments a fow monkhs sE, o
aplinan i3 now  exprossod  abonb
shoat - and  medium-torm o cromoenie
odoarects Recenc OECEY escdmuibes,
i Lse Thskh of g lacess inerepnss in
il prices . ire  nkcll paIa o DEEEl-
miskic  han esllioates ooade eariler
s womT, As in ke poxt, idus-
crislzed  cpunbries will  probably
tranefer much of she effecls of Lhos
Iecession, or nf ity dmplivit eosis of
aljisbment, o Third irorld cannt-
rlag.  Freator o proleelinbisicn, - lower
irmjrts, export substdies, & drop o
offieial #Hnsneial foms, mods or o sk
dirgulsad  expulsen of o ImodErsnb
grarzers, will bo pmonget Lhe anea-
wareg  belnelingr about thie  cransior
Tg shesa wil be addod tho deop i
o civw ooaterlal prlces duae o tho
isil im demensd,

The mparct on the 'Third Warld
will depend on Lhee geala ol the 1e-
craslon, and the dme 1t wdll  fnko
tndustralizcd  eoubleies, 17 pBAltl-
cular the TUnited States, 1o roacl,
rnder Fhe assumplioo thal ohs o 18
A mare o1 lass tradicdanal ewelicsl
eri=is mlpclt azErivaled by e ele-
nents, which ean  Be  egcaped  oF
adpphking tradilionn] nec-clagaical
apgiolde remedies IT, awever. 45
many susipert, theo present cecesaion

Faoaoete REWRW, Serredmes - 1441

woratheor Bl eXprossion of structaral
piehlansg adTecbling the vedy baals ool
why fureticning of  prosens  EIOwGD
todels ol e wilustrialized cound
Toos, shen tho impaet of the reces-
gloly o Thingd Wieddld comiboies w11l
g prealer wbwd more prolonged, 1o

auckty eiFpuweosinoes, che et
prlublen: will  acieome  parsealarle
elevand, sinec it wll g4 the most

vhricuys exprission of the incapacity
ol many Third Woeld councres o
cigisl- wn  gEEravatlom  of  thelr
hyigmre o PRTDIEnGE  praklenng.

11 the valnersblity of the ex-
seronl perments glbtestion of moany
Thled World conntries haz nal wel
emerzed, this haa bestt thanke Lo o
sub-prodoet of e recessioe wed of
ths  InteInatlonal  mobetely 1335
orde! the Rgh level ol iobesmaiionmn)
Honigaley, Withicwt s5octh. & I'ricessinn
the CFanshnaiiaoral  coospeabiics gl
the larsa corapfaiies of  Lhe  indus-
telalieed  wotld wonld haye alrosdy
abgarbed] ookl ol Lhe liguld resowe-
fes awialnhle in world Hnanedal
rrfkeis, which gro 56 pressnt bedng
usad ke firpngs che Tiled  World's
lrcleblodness,  Henee one of o the
pacidoes gt the prosent attuation:
Lhigr  kmmr poocssion depeiviny many
Third  wWaorld coonfeles ol extrroal
rionrees derlved from fhelr exhnbls
or remolttance of thelr mlcrant wror-
kera, 18 penerating €he figodily en-
ailing them o coolmel debts, toos
exfaping the ¥ek of cionomde cogl-
lapae.

This  pabudox osn harome A
L willy few cxiste, [ tho indus-
Leiilised - onnines tonle man=nre  Go
limiil this LEguidity, which for orbha-
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GoR epanopdsts 15 oome of fhe maio
auses ol the wonersrs alserdems i
Whe maou o the presznc crisis, many
GnpTLries ezating  massively 1o
indehledness wowid be deprwed  of
chrese resongces, Dot continas 1o e
teecd willl Lhe other aspecis of 1o-
rossion which Lave compelled them
B ennleoett new dzipts. And  'wmaco
thore i w  cobilhvous  gerles . of
ineropses in inberesl rates I Indus-
trigdzed mounlries ddad there  are
dally temsnds for oo preater fantrol
ot the Iagua of dolisrs nomal Lhe @etl-
vidles eof the Harp-mavkel, iz &0eli
o mement ostiil Tar away?

T TmOps GREEH fhen  onE,
indehbness foay well bDawe hecn o
mell-oalepicted  Tlak,  and  oven L
canddershic  dop i indermationad
nepnidity wiehin e Ixamesork  of
geneTalized Tovcssion wobhd o perils
mare  than one  eonsiderably  D-
denled eoantit o eeeppe bhe risk of
prioblems, and the prescnt slbadineg
and foluls procpects differ  grenkly
de[iult,

Howevel, reservailons musk wlsw

b pxpremzed one tole  possibiliw
beinse  there 12 not jase  “nn
iripbbadnees probiein” but  soseral

frorm oo couaily 30 anotlcr.
BIFE AND DOARACTCERISTION OF
CHIRED WwORID TNDERTNESS

The: - slaliskicos poblished by the
DBEGL an puablie wand pcivals dls-
barsed debs show ithok Teoem 1090 Lo
1977 the oxtormpl  ircdchblhicss 1=
creaserl Iromm 7RO biHem Lo 2540
bildon dollars, growlnug st an snnusl
rate warmlng from 13'?;- n 1973 %
Ooed 1 1976

M- alfieog!  1nanes haws Locreased
thoic gharg of b belal frorms 281w
In UG tao 211% dn 1996 and this
ahare haa ocrtedniy condnned  we
Inerease slnca.

O ANT] basls ofF raneros
or the end of 1978, eleven Third
Werld copnoPlea aceounted for B0
of tatzl pablic and privace delbt. La.
sk LI BIMon dallisee ol o totol o
prarly 1655 Tallion dellack.

whilz  Ehe deby  problem  Is
bazieally  esneoentrasscd  om Ehds
ErOup al  eountrlias. the sllua-
Glen s of many other Third - Waordd
rodntrles st alsa be  Sudlisd b
detarmine fhe futvre devslopmert
of the froblarna.

On Ihis  Dasda,  Inire tepes  of
sibunkion eonld be monsideni=d,  Fimst,
thit of the two mejor deblors —
Brawl snd Meoxdeo, with 25% of total
Thlrd World counteles debt (25.5 Bil-
Uon and 21.7 billdenn dollars respec-
lvrely =& the end 1877). Thelr debl
gervice radda (dell sprvide ns o peors
centape of expiofis) wos  in 1HGR
ASURG 4%k and 12%, oz the hsis
af World Fiaancial Workels" asts,

I



These countries’ indebtness is grow-

Ang and involves siginificant

mounts of their fnture extarnal ro-
sourees, ¢cotisidarably pLréening
their present resources. But these.

are mot exzctly the countries which
could present major problems in
thie short term. In  the case of
hiexico, Because of its oil resourees
could enable it to mesat debt service
and in the case of Bragzil, if its
balance of psymentis problems wor-

sened, its present creditors would
be well advised to aveld a collapse
which could have repsrcussions on
tke  entire internztional bhanking
gystem. :

The second  type . of  debler
coentry are countries like South

Korea, Philippines, Argenting, Chille,
Peyu and Vogslaviz, Most of them
have sdopted economic policies of
increasing integrziicn with the In-

ternational market and arve stromgly

criented to promoting  exports  of
manufactursrs and semi-manufac-
turers. The debis of these countries
will prcbably continue increasing s6
long as the presant @ international
Bguidity situation prevalls,

There will probably be  excep-
tlona, but in any case, thig is 2 group
of ecountries presenting many signs
of external vilnerahility with in-
creasing Indebtedness. Thus  fthe
deht service ratin of some of these
countriss Is resching  high  levels
454 in Chile, 41% in  Argentina,
28% in Peru (1976 data).

The third typs of situzation con-
gizts of the wvaried zroup of coun-
tries with fairly lsw per capilas in-
comes, with an exzternal debt essen-
tially  originating in  public loans,
with debf service ratios between 40
and 1§ percent, whoss external wvul-
~nerability arigses from the lack of
diversification of the ecchomy, and
low rates of growth, This group
could include Pakistan, Egypt, Boli-
vin, Jamaica, Angolz, Congo, Guina,
Dominican Republic, Mauritania,
Sudan, Togo, Bangladesh, Burma
and 8ri Lanka. Several of these
countries also havs debts of com-
metcial orgin — either bank loans
of suppliers’ credits — with a signi-
ficant share in their indebtedness.

According 1o the World  Bank,
countries with a per capita income
of between 181 and 200 dollars -—
the catezory where the majority of
this group of countries is included
— showed the highest increase in
indebtedness during the 1970s —
25¢; a year between 1970 and 1976.
Private bank loans multiplied by 30
growing at 75% a year. Debt service
increased at 269, while Interest

22

payments incregsed faster than
timationa. Some countries inside
oun - mizht o sgon  encgunter

SC’:‘“lGl.«u vavients difficylfies, ;

Finally, tke fourth  group of
countries iz that which does not
have debt, hut depends, to a major

degree, on grants of indusirialized
countries 4o finance thelr basic

imperis, This group includes many
African countries. Some, like Ethio-

pig, often finance un ta 100¢; of
their current = deficit with grants.
The vulnerability of the group 1is

very arvest. Serious eoncern for their
ecornomic fufure can be expressed if
present, recessionatry tremnds worsen.

THE CAUSES OF THR
INDEBTEDNESS PROCESS .
The guestion now grises as o
how stceh a largs number of Third
World countries could have arrived
at such a high level of indebtedness,
espefﬁdli" whien most ot their
lesders realize thai historically, in-
debt cdneqs has been one of the most
usual ways  of  losing imporiant
areas of economic - autonomy, or
even politiczl independence.
However ohe analysis  the in-
debtedness of the Third World it
besomes clear that it iz a central
cireular mechanism within the
numerous vicious eircles of under-
develcpment, It iz astonishing sthat
this problem has s0 far been given
only Hmited attention and that is

has been viewed more 2as & Conse- -

guence of underdevelopment than
a5 one of 1ts causes or af least as
one of the pricipal means by which
underdevelopment  perpetuates  it-
self.

In trying to give an answer o
these guestions, two basic types of
situations should  pe distinguished.
First, that ecotresponding to count-
ries  totally lacking in resources,
with Imited capacity or autonomy
for self-financing. These countries,
extrermely dependent on foreign aid,
have been unahle — although in
Seme - cases ohe may  wonder
whether they had ng other alterna-
tive — 1o escape from strong exter-
nal indebtedness to maintain essen-
tial imports to ensure basic con-
sumer levels: e :

The gecond, raore common case
relates to those counirles whose in-
debtedness is stronely linked to the
type or model of growth which they
have chosen, or to the econgmic and

social policy followed as a conse-
aurnce of the adootion by the domi-
nating groups of the ideology of
development., Thig is the case that

we oghall now . analyse.

DEVELOPMENT AS IDEQLOGY
AND IYS CONSEQUENCES 0N
INDERTEDNESS,*

In the Third World “develonment
has become an tergral part of the
national ideclogy”. The  simple-
minded idea that one or two five-
vear plaps making massive use of
eguipment suppled by the indus-
friziized countries can give & coun-
try a chance of gickly “estchin ap”
with the indusirialized countries has
often been the corollary of such an
ideclogy. Bogus pseudo-seientific
mathematical equations of the
growin of revenue, based on invest-
ment /production ratics  through
capitzl coefficients, have leni addi-
tionsl legitimacy to the ‘plans @ of
Third World countries. These
mechanistie calculations have been
gnriched by various  more or less
briliiant and superiicial theﬂries,
which are almost always designed =
justity a special drive for ma ssiu,
investments In the “modern” indus-
trial sector, waich is  supposed o
generate spin-off effects which will
creatly accelerste g couniry's  pro-
gresd, :

The majorlty of these theories
leave aside an imporiant historical
consideration, that practically no
eountry has industrialized or “deve-
loped” only with forelgn fechnology,
snd much less by imporiing capital
gocds. Examples of exaggerated
“turopenization” and  “moderniza-
tion” in the 19%h century (Ottoman
Empire, Egyot, Tunisia, ‘Iran, cer-
tain Latin American countries) were
numelrous but in all cases the final
rezult was fnsncial bankruptey and
the girengthening of forelgn  pre-
sence in the administration of the
countries, and even, n some Ccases,
the Inss: of political independence.

Generally speaking, the “deve-
lopment” theories based on this
ideology have all helped set in
motion a scramble for investments
intended to bring about moderniza-
ton; these investments have thus
led ta magsive and abrupt imports
cf  production equipment  from
abroad and have driven fthe Third
World deep into the technological
trzde circuits. run by the TNC, with

% For the drafting of this section and the final conclusion of this paper,
extensive use has been made of ‘a document prepared by G. Corm for

CID ("L’ endettement des pays en voie de
meeanismes”) within an IFDA project on “Debt and developmen Ha

Origines ot
bat,

development.

of course, responsibility for the ideas expressed here is the author’s.
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a8 a function of their overall costs
or intra-firm finanecial movements.
On- the other hand, the State em-
barks on ambitious road construc-
tion programmes, even though they
have a low coefficient of use, except
around the big cities, and although
other publlec services such as rail-
ways are outdated and overloaded
with passengers — most of whom,
moreover, will never be able te own
a car,

In order to build these road, the
State will resort to credits extended
by international organisations and
will use the services of foreign con-
sulting engineering firms to satisfy
the technical requirements of these

organisations. Also, the State will
import road equipment, or if the
programme is very ambitious, will
promote the establishment of a

road equipment indysitry, resorting to
other speciallsed TNCs, which in
turn will resort to local companies
for the manufacture of some of the
nespgsary parts.

The result of this series of
-operations will imply: a degree of
indebtedness with respect to credits
accompanying the entry of foreign
capital; further indebtedness for
capital goods imports of local com-
panies manufacturing parts; the
increase in  imports corresponding
to parts not ‘manufactured Ioecally
and further sums for inputs to be
used in the manufacture of parts.
If the country has no oil, then there
will also be an irerease in oil im-
ports, and in refined products, and
perhaps also a plant {o refine
imperted oil. Most of these imports
except for oil, will be on credit,
hacked by a government guarantee.
The State will have in turn con-
tracted debts for the roadbuilding
programme.

The volume of debt generated
in this way can be considerable, but
it is assumed that the development
of the motorcar industry will result
in an inerease in economic aectivity

_ permitting increased exports of
other products. This increase will
cover the payment of debt service

and the regular increase in imports
of Inputs, renewal of equipment and
Tuels,

The  problem begins when it
‘becomes evident that the massive
introduction of the motor car, while
satisfying the expectations of most
of the middle and upper income
groups, not only has not solved the

fransport problem, but has not
generated greater exports, whether
directly or indireetly, which can

look after the indebtedness on which
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it was based. Something similar
happens with the ftelevision indus-
try, with refrigerators, radios and
other consumer durables, which will
have contributed to inecreasing the
welfare of population groups with
purchasing power and increasing
but also indebtedness.

In relation to the economy as a
whole, when based on the economic
model described here, various fac-
tors cause the indehtedness which
are reflected in the following man-

ner in the balance of payments.
Pirst, the increase in imports of
capital - goods not  financed by
foreign investments. To these

should Dbe added inereased imports
of inputs. Significantly, the further
the industrialisation advances ac-
cording 1o the model desecribed, the
more difficult it becomes to limit or
diminish such imports of inputs.
The reason is that industrial sectors
whichi have emerged through this
process become the most dynamic
centres of the economy and ithus
hecomes almost impossible to re-
strict  imports of inputs without
endangering the rythm of economic
activity and the level of employ-
ment. Thus when balance of pay-
ments problems start bhecoming
serious, it is usual for governments
to ran away from their problems by
promoting  new _ investments to
increase import substitution, = but
since investments are usually made
on the same basis as their predeces—
sors, the balance of payments ef-
feets cof this substitution are can-
celled out over time.

Second, there is an increase in
payments and remittances made by
foreign conipanies. These can
become so large that normally the
balance of inflows from investments
plus eventual exports they generate
are less thanoutflows for dividends,
capital repatriation of part of the
principal, royalties for patents and
trade marks and additional imports.

Factors such overbilling which
takes place in tra-firm transactions,
the burden on Third World coun-
tries arising from R and D expen-
ditures already amortized in the
industrislised countries, have also a
role in this process. Statistical
anzalysis carried out in Latin Ameri-

can countries clearly demonstrate
the above. In addition, a good part
of the profits made by the TNSs are
at the expense either local credit, or
external credits with the official
guarantee of the host country, when
not based on tax breaks offered to
attract investments. Taken together,
all these factors give a clearer view
of the negative impact of this type
of investment on the balance of

- payments.

But balance of payments prob-
lems also have other origins. One
of them. little analysted . until
the present, is the finaneial cost of
their external debts incurred to pro-
mote public works. Dut to the bas-
ket of currencies in which the loans
of some international financial or-
ganizations are expresser, their real
cost is much higher — due to the
constant appreciation of some of
these currenicies — than the nomi-

~nal rate of loans,

IBRD,
on the
Swiss
on ex-

Thus, for example, the
which is financed largely
Japanese, German and
national markels, passes

change rate risks wholly to its deb-

tors, who thus find the actual rate
of interest charged on their borrow-
ings from the .IMRD marked up
geveral points above the nominal
rate.*

Also, expenditures on  arma-
ments should be mentioned as one
oif the usual causes of excesslye
indebtedness.

Data on this type of expendi-
ture is scarce and is never reflectad
in efficial indebtedness figures but
each time that a country has come
forward to rennegotiate its external
debt, it has been possible to infer
that mist of fthe diflerences bhet-
ween figures by creditors and deb-
tors was due to unregistered pur-
chases of military material, due to
its confidentiality, in the books of
the central monetary authority. Of
course this does not glve even a
vague idea of the burden of finane-
ing such purchases on the indebted-

ness of many poor countries, but
permifs  the assumption that in
many Third World countries in-

debtedness is considerably higher

~than the official figures.

# An article published ih 1978 in a

Colombian review edited by former

Minister of the Ecohomy, stated that Colombia was: “....paying to the
World Bankan approximate rate of inferest in dollars of 18% for the
portion of our debt expressed in Swiss francs, and a dollar interest of
15% for the portion of our debt expressed in DM” and it compared these

‘rates with that of 7.6%
in December 1977. In
March 1978.

“Estrafegia

payable on

month to month Eurodollar loans
economica ¥y financiera”, Bogota:

Economic REVIEW, SEPTEMEER 1981
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The Rubber

By M. Nadarajsh

Sri Lanka's RSS and Latex Crepe
can both get zgood prices if the pre-
1 sentation ard marketing of these rub-
bers is improved. A yreh=bilitation of
| Bri Lanka’s rubber indusiry will also|.
i require a planned approach at Govern-
1 mental level for manufacture of rub-
1 per hased preducts and for providing
1 senéral processing facilitles to the
private sector, particularly small
holders; maintains M. Nadarajah, an
FPRI and FI Chem. (Ceylon), who was
for several years a senlor officer of
Sri Lanka’s Rubber Research Insti-
tute and is now a Marketing Con-
sultant to the rubber industry and
trade.

Natural rubber (hevea brasiliensis)
has been in existence in Sri Lanka
for the last hundred years, It is of
vital significance to the thres major
plantation districts of Kegalle, Kalu-
tara and Ratnapura; it accounts for
about 15 per cent of Sri Lanka's ex-
port earnings; and provides employ-
ment far about 500,000 persons en-
gaged in all aspects of the industry.
The future rapid expanslon of rubber
production in Sri Lanka is limited as
there is lack of suitable new land for
planting with Hevea brasiliensls; due
t0 neglect of replanting the yearly
production may drop to even as low
as 100,000 tonnes per year in 1986
irom the present 130,000 tonnes and
for the continued prosperity of the
rubber industry, the years of neglect-

ed replanting must be caught up.
Whilst there is no suitable land for

Market Situation

new rubber planting in the wet zone
to grow Hevea Brasiliensis there may
be suitable arid areas in the North
and East of Sri Lanka to piant
guayule which is also a source of
natural rubber. Guayule is a shrub
native to the deserts of Mexico and
Texas USA and steps are being taken
by these two countries to commer-
cially exploit this shrub as a source
of natural rubber.

Though natural rubber is impor-
tant to Sri Lanka as regards em-
ployment and foreign exchange earn-
ings, it is comparatively a very small
producer of rubber. In 1980 Sri Lanka
produced about 133,000 tonneg of
natural rubber with a world consump-
tion of mnatural rubber of about
3,850,000 tonnes and gz total natural
and synthetic rubber consumption
of about 12,450,600 tonnes. Thus Sri
Lanka production is about ohe Dper
cent of world rubber consumption.

When considering the marketing of
even this small amount of rubber, it

-is necessary that the highest market

value be obtained for the rubber

-produced. Today, Sri Lankan rubber is

sold and not marketed. The difference
between selling and marketing is that
selling focusses on the needs of the
seller and marketing on the needs of
buyer. As long as NR is in short
supply it ean be easily sold but if
there ig a difficulty in selling and
getting fair prices. then it must be
marketed. Synthetic rubber (SR)
production which has grown during
the last 40 years from nll to a yearly
consumption of nine million tonnes
owes its success to its modern me-
thods of marketing Whilst SR 1is
marketed as an industrial raw mate-
rial and sold direct to its consumers
through - a technical salesman, NR s
traded in a manner similar to m_ost
agricultural primary commodities.

TABLE 1 TYPES OF NR IN TONNES PRODUCED IN SRI LANKA

Type of Rubber Yecr
poerk 127¢ 1980
RSS 81,800 72,400
Latex Crepe 36,300 31,8C0
Scrape Crepe e ¥ 15,500 13,400
Sole crens 4,800 4,300
Latex 1,100 1,500
Technically specified rubber (TSR) 13,200 9,700
. Total 152,700 133,100

Only Malaysia of all the natural
rubber producers have made some
effort at natural rubber marketing,
Thus though NR is superior to SR in
many respects, this has not heen
sufficlently impressed on consumers
and this is one of the reasons for the
depressed NR piices. Further, the de- .
mand of consumers is increasing year
by year as far as the quality of NR
is concerned. The main reason is that
simnple finished goods which are easy
to manufacture are belng produced
in the developing countries and also
in the NR producing countries where
wages are low and only the very com-
Dlicated ecompounds are being pro-
cessed In developed countries, and
this means that the raw materials
must have a high quality standard,
A type of NR in demand is the cons-
tant viscosity type and Sri Lanka
should endeavour to bproduce and
market this specidal rubber by the ad-
dition of a viscosity stabillser and if
necessary a peptising agent.

Table 1 glves the types of NR
Llnggguced in Sri Lanka in 1979 and

RSS

it will be seen that R3S is a major
rubber produced in Sri Lanka, From
1552 upto very recently the export RSS
1, 2 and 3 was the monopoly of the Sri
Lankan Government and nearly all
of it was sold on a barter agreement
to Ching at prices higher than those
obtaining in fthe open market, This
price was passed down by the Gov-
ernment to the small holder and this
has had a stagnant effect on the
rubber processing industry in 8ri
Lanka in that 1t severely lmited
efforts to divert small holders latex
to other types of speclalised rubbers
such as centrifuged latex, latex
crepe and technically specified rub-
bers. Thus Dunlops ILimited who had
a centrifuging plant in 8ri Lanka
and were exporting 5.000 tonneg of
rubber as centrifuged latex closed
thelr plant In 1957. Further the State
Rubber Manufacturing Corporation:
who were manufacturing a techni-
cally specified rubber SLR5I,  from
small holders Ilatex had to be given
a. duty rebate to be viable.

Now RS8S 1, 2 and 3 can be axport-
ed by the private trade but finding
markets takes time. It has been the
practice for the last 30 years not to
press the RSS during baling as this
was a requirement by the Srl Lankan
Government to facllitate easy inspec-
tionn of rubber belng shipped to China,
by surveyors of the Commissioner of

- Commodity Purchase. However, if the

S8 is not adecuately pressed during
baling 1) the bales get out of shape
and are diffieult to handle 2) moist
alr can get into the rubber sheets
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the future expected price necessary to
invest profitably in SBR. The ecrude
oil price increases expected price ne-
cessary to invest increases expected
in the 1980s will further improve
the long-run competitiveness of
natural rubber.

Closely reflecting the climb in
the prices of synthetic rubbers (which
in turn followed the upward trend
set by crude oil prices), the prices
0f naatural rubber increased mark-
edly in the second half of the 1970s
(see Chart 4). Natural rubber price
trends are set to a large extent by
those of synthetic rubbers. While in
the late 1906s, falling synthetic rub-
ber prices pulled down nautral rubber
prices since 1973, More important

yet, rising synthetic rubber pri-
ces and favourable product deve-
loptments— such as the spreading

use of radial tires, which require re-
latively more natural rubber than
other types of tires—have contribu-
ted to reverse the long-term decline
in the real price of natural rubber.
After fallling by more than one half
in the 1960s, real prices of natural
rubber have increased by about 45
per cent between 1972 and 1979.
This reversal is not likely to be a
temporary phenomenon. It is ex-
pected that the real prices will con-
tinue to increase in the 1980s. as
demand for natural rubber goes up
and the prices of synthetic substi-
tutes follow the trend set by rising
real energy costs.

Another reason to be ganguine
about the future for mnatural rubber
is that the scope or future produc-
tivity egains in the synthetic rubber
sector appears to be more limited
than it was. Outside the field of
specialty rubbers, technological in-
novations in production and econo-
mies of scale, which were the major
factors behind the exceptionally fast
growth of general-purpose rubbers

in the postwar period, appear fo
have almost run their course. Their
future effect is likely to be much

less strong than in the 1950s and
1960s—although it will by no means
be negligible. The synthetic rubber
industry outside the centrally plan-
ned economies is  reaching a
nature stage where emphasis is like-
ly to be on rationalization, consoli-
dation, and betier planned growth.
Inside the centrally plannned eco-
nomies expansion programs are
likely to econtinue for the sake of
self-sufficiency, regardless of deve-
lopments in world rubber markets.

Apart from these economic con-
straints to further rapid growth, the
synthetle rubber industry will  also
face greater uncertainties than in the
past about the availability and prices
of chemical feedstocks and mounting
pressures over environmental and
haelth Issues.

EXPLOITING THE POTENTIAL
The natural rubber industry is in
a favourable position to take advan-
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tage of the present good market op-
portunities. Despite these favorable
prospects, however, natural rubber
producers will need to fulfill several
important conditions in order to
take full advantage of this potentially
favorable market situation:

® Natural rubber supply will
have to keep pace with the expected
growth in demand for the synthe-
tic replica isoprenic rubber. and a
secure supply will have to be.as-
sured.

@ Existing sucecessful
tion technologies will have
adopted both within and
countries.

@ Research, development, mar-
ket demand for isoprenic rubbers is
clearly of the utmost importance—
yet it is uncertain that natural rub-
ber producing countries can fulfill it.
On the basis of current information
on the area under rubber, on pro-
jected yields of trees already in the
ground, and on expected rates of re-
planting and new plantings, it ap-
pears likely that beyond the early
1980s natural rubber supply will
grow at rates below potential mar-
izet neeeds. Even on the basis of re-
latively conservative assumptions
roncerning the growth of demand for
isoprenic rubber cutside the centrally
planned economies and a relatively
optimistic assessment of the likely
grewtn of natural rubber supply from
exlsting plantings and from plant-
ings scheduled to come into pro-
duction, there is likely to be a gap

produc-
to be
across

batweeen supply and demanded by
the end of the 1980s.
If this gap is not filled by in-

creased supplies of natural rubber, it
will probably be met by synthetic
polyisoprene. Synthetic polyisoprene
producers outside the centrally plan-
ducers outside the centrally plan-
ned economies have spare capacities
and, more important, much shorter
mvestment lags. Since their pro-
duction can be increased more ra-
pidly. their investment risks are
lower. Yel analysis shows quite clear-
1y that natural rubber producers
have a substantial competitive cost
zdvantage over polyisoprene (at
least under known production tech-
nologies) and that, with its technical
and economic potential, natural rub-
ber can fill the potential demand
%S‘B% for isoprenic rubber in the late
8,

_ Encugh capital from public and
private sources should be available
1o expand the world production of
natural rubber. The technology is
not only available but also reasonab-
ly well proven. Land for new planting
and replanting is plentiful in coun-
tries such as Indonesia and Thai-
land and, to a lesser extent, Malaysia,

Brazil. the People’s Republic of
China, India the Philippines and
West Africa also offer scope for

new and higher production of natu-
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ral rubber. Even with current acre-
age, supply can be increased consid-
erably by speeding up current re-
planting and using higher yielding
varieties of trees. Chemical stimul-
tants can also increase output rates
irom existing old trees.

Expanding output to meet mar-
ket needs will involve, over the
next 25 years, substantial changes
in the country distribution of na-
tural rubber production. The Tre-
lative importance of Indonesia and
Theiland, where new land and labor
are more abundant than in Malay-
sia. will probably increase. In the
long term, the People’s Republic of
China, and eventually Brazil, could
become major natural rubber pro-
ducers. The modes of production may
also change substantially, with single
smallholders becoming less Impor-
tant at the expense of cooperative
types of smalholding organizations,

cffering members common  in-
frastructural supprt in both the
production and the  processing of
the rubber latex and sharing the
ownership of the productive  unit.
There are strong economic and
technical reasons—as well as ex-

amples f success—for this type of
organization. Geographieally, how-
ever, the location of the industry
will not change much, with Asia
accounting for most of the world
output.

The possibility of expanding na-
tural rubber production will also of-
fer unigque employment opportunities
in agriculture to countries having a
large and underemployed labor force.

It also offers scope for tangi-
ble and  sustained productivity
growth. Expected future price and

productivity trends should leave am-
ple room for increasing real returns
to producers.

Natural rubber producing coun-
tries have shown willingness to co-
operate with each other, to share
technological advances, and to fur-
ther research. In October 1979 they
also entered into a new agreement
with consuming countries to stabilize
market prices. The new International
Natural Rubber Agreement  that
came into effect in 1980 foresees the
vse of a fairly large buffer stock to
keep market prices from exceeding
a predetermined, but flexible, band
of fluctuation. If it is successful, mar-
ket stabilization will make natural
rubber supply more secure and re-
duce the volatility of the price of
natural rubber for its users. Together
with sound policies concerning pro-
duction and exports, the Agreament
can give added impetus to the resur-
gence of the natural rubber industry.
The market conditions for a better
iutq.re for mnatural rubber seeem to
be in place: it is up to the produ-
cers to take advantage of this op-
portunity.
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