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UNCTAD IV AND THE THIRD WORLD
SCENARIO - A FOREWORD

The forthcoming session of the United Nations Conference on
Trade and Development in Nairobi will focus world attention on
some of the critical problems of the prevailing international economic
system. The present number of the Marga Journal is published as
a special issue devoted to some of the themes of the Conference which
have particular relevance for Sri Lanka’s economy. Besides other
material, the publication includes some papers that were presented
and texts of speeches that were delivered at the National Seminar
organised by the Social Sciences Section of the Sri Lanka Association
for the Advancement of Science. The Sri Lanka seminar was part of
an international programme initiated by the UNCTAD secretariat
to promote a constructive and wide ranging public discussion of
UNCTAD issues in both the industrialised countries as well as in
the Third World. The programme has also set itself the long term
objective of establishing links with national research institutes and
developing a wide network of research into problems of international
trads and dsvelopm-nt which could support the UNCTAD secre-
tariat in its work. The programms therefore secks to open out new
opportunities to concerned scholars and students of development
problems throughout the world to collaborate actively and parti-
cipate closely in the search for new structures ofitrade and economic
exchange between nations.

The National Seminar on UNCTAD IV

The different positions taken by participants at the Sri Lanka

Seminar on the various issues relevant to UNCTAD reflected a
T. il
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wide heterogeneity of views. They represented a cross-section of
the ideas and opinions that are held on the global initiatives that
have been launched to change the prevailing structures of inter-
national economic relations. They provide some insights into the
problems and constraints which beset Third World countries in
their efforts to evolve strategies for collective action. The opening
session of the Seminar attempted to place the UNCTAD issues in
their international setting and spelt out some of the global impli-
cations of the UNCTAD proposals and their broad relevance for
Sri Lanka. But when the global petspective was scaled down to the
dimensions applicable to Sri Lanka’s economy, participants began
to inquite more critically and more specifically as to how closely
our own economic interests were involved in the fortunes of the
Nairobi Conference. Among the sceptics, there were participants
who advocated a cautious approach to global schemes, and pre-
ferred to safeguard the clearly identified national interests within
the known relationships rather than opt for a global scheme in the
pursuit of what seemed to be an elusive collective interest. They
were unconvinced that such a scheme would be able to reconcile
the short-term with the long-term objectives, the national with the
collective interests. There were others who exptressed their forth-
right criticism about the capacity of the U.N. system to deliver the
goods, to produce any tangible results. There were many participants
who while acknowledging that the collective self-reliance of the
Third Wotld was a profoundly inspiring concept, saw the differen-
tiation among developing countries, their diversity of economic
interests, and the changing pattern of external linkages as an in-
superable obstacle. Yet others argued for radically new patterns of
self-reliant development which implied a drastic severance of external
economic links and called to question global approaches which were
aimed at integrating the developing economies with the international
economic system. These were a sample of the critical views that
were expressed in the course of the discussion.

The U.N. System and the Third World—Some Problems
and Issues
These criticisms will unravel some of the different strands in the
complicated pattern of Third World hopes and aspirations inter-
woven as they are with grave doubts and hesitancies. It would be
appropriate to begin with the misgivings voiced about the U.N.

2
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system, the mixed responges its activities evoke in the Third World.
The inveterate critics of the U.N. system must first recognise that the
system could only be as effective as the member-nations make it.
The system itself will essentially reflect the balance of political and
economic power which prevails outside it. Its scope and capacity
as an instrument for engineering change in the system of international
economic relations will be eventually determined by the member-
nations themselves and the strategies they pursue individually and
collectively. It is naive to expect that the U.N. system could effect-
ively change the system of international economic relations if the
international structure of political and economic power within which
it functions is strongly weighted against such a change. The U.N.
system on account of its universally representative character is how-
ever capable of playing a vital catalytical role in international affairs.
Within the restricted scope of its decision-making power, the UN.
system is the one forum in which developing countries can represent
their interests as equals in the international ccmmunity. This univer-
sality of representation, this equality of participation is an under-
lying cause of the exasperation often expressed by spokesmen of the
big Western powers at the proceedings of the U.N. It is a vexatious
fiction in a real world in which they are the dominant partners. It is
however this very universality which has empowered developing
countries to articulate their aspirations fearlessly, to present their
manifestos to the world community even in the knowledge that they
were powerless to act. It was in UNCTAD that this drama was
enacted most forcefully. The decade that has passed saw the emer-
gence of the Group of 77, the trade union of the developing countries.
UNCTAD was the forum in which the developing countries were
able to launch on a fundamental critique of the international economic
system. Though what was accomplished in concrete terms may have
been little, though the concessions that were wrung were matginal, -
the exposure in UNCTAD had pervasive and far-reaching effect.
To some extent the developing countries were able to lay bare the
inner structure of their economic relations with developed countries,
many idols in the pantheon of the martket economic system were
challenged.  The mythology surrounding the unequal exchange
between developed and developing nations which sought to legiti-
mise it and give it universal validity was exposed. UNCTAD pro-
vided b th the organisational means and the conceptual tools with
which the Third World was able to assail the existing world economic

3
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system in which they were captive. It did the groundwork and laid
the foundations for the process which culminated in the declaration
of a New International Economic Order. It would therefore be self-
defeating for developing countries to adopt a negative approach
to the U.N. system, to censure it for ineffectuality, or devalue its role.
Such an approach would in fact unwittingly lend support to the
objectives of the powerful developed nations who have persistently
through a vatiety of devices sought to shift the centre of international
negotiations and decision-making from the universal forums to more
limited organs where the balance of world power is more truly re-
flected—organs in which the developed nations could more freely
use their levers of power. The Paris Conference with its ongoing
commissions has posed this type of challenge to the developing
countries.

This situation in which different forums are competing for the
negotiating role is also linksd to another more fundamsntal issue to
which Third World countries need to alert themselves. It is related
to the different strategies that are being offered for steering the world
economy out of its present crisis. The hard core market approach
still favours the use of aid and resource transfers, the establishment
of compensatory finance mechanisms on a broader, more automatic
and more flexible basis, an' improvement in the conditions for net
resoutrce transfers and so on. Briefly, the developed countries argue
that if the market forces happen to operate against a few unfortunate
poor countries the system should be able to provide compensation
for such countries. The developed countries are apprehensive of any
large-scale intervention in the market system which disturbs the
present mechanisms for maximising profits in business enterprises in
their countries or which allows the ongoing process of capital accu-
mulation in the developed countries. For them the existing system is
still the best of all possible systems. They contend that the enormous
technological and economic power it has been able to generate gives
it a resilience which will enable it to weather the crisis with a few
adjustments in some parts which still leaves the market to function
essentially as it is. Such a solution will perpetuate the present relation-
ship of dominance and dependence between the industrialised nations
and the Third World countries. The levers of power will be retained
firmly in the hands of the developed countties.

4
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The governments of developing countries on the other hand see
the crisis as a symptom of fundamental flaws in the system itself.
The crisis is inherent in the relationship between developed and
developing countries as it is structured in the prevailing order.
To a great extent it lies in the inbuilt propensity of the system for the
maldistribution of world income and productive capacity. The
trading relationships, the transfer of technology, the global distri-
bution of primary and secondary production; all lead inevitably to
a growing imbalance as between the purchasing power and effective
demand of raw material producing countries on the one hand and
industrialised countries on the other. The developing countries
are therefore asking for intergovernmental intervention in the world
economic system on a more effective and larger scale. The structure
of trading relationships needs to be altered and regulated to provide
better prices for their primaty products, give them a greater share of
world industrial production and trade, allow more equitable access
to markets and supply the technology they need on improved terms.
The realisation of these objectives call for the management of com-
modity markets. It demands more effective industrial adjustment
policies in the advanced countries which result in a better and more
equitable international division of labour. Productive capacity in
those industries in the advanced countries in which developing
countries have comparative advantage have to be progressively
transferred to the Third World. There has to be an international
framework which regulates the transfer of technology and alters the
present unequal relationship between suppliers and recipients, im-
proves the ba“gaining power of the recipients and enhances their
technclogical self-reliance.

The Agenda for UNCTAD IV is an attempt to integrate the best
elements in both these approaches. It recogaises the stabilisation of
the commodity sector as the base for economic development in the
majority of developing countries. It then concentrates on some of
the elements necessary for the technological transformation and
industrialisation of Third World countries—elements which lie at
the heart of the development process. It seeks to give a thrust to a new
pattern of collective self-reliance among developing countries which
will help to alter the structure of dependence of the South on the
North. Underpinning these it also seeks a new deal on aid and re-
source transfers including the relief of external debt, all of which
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will alleviate the acute short-term problems of developing countries.
The major problem which developing countries would have té cope
with is the emphasis which advanced countries are likely to place
on the short-term solutions and the compensatory package to the
relative neglect of the structural and long-term problems. The
success with which the developing countries can direct attention to
the structural problems will largely depend on the skill with which
they use the UN system for progressing steadily towards their
objectives.

The Commodity Programme and Countervailing Power

The foregoing discussion leads us logically to another critical
issue. As stated earlier, several participants in the Sti Lanka Seminar
cautioned against an uncritical acceptance of global schemes; quite
understandably they regarded the national interests as paramount
and questioned the practicality of an effort to reconcile the interests
of individual countries with the collective interests of the Third
World as a whole. These questions go to the very heart of the Third
World problem—the problem of evolving a ctedible and effective
strategy for collective negotiations on international economic issues.
To understand the dimensions and character of the problem we need
to recognise the recent shifts in the international scene. In the last
three years the environment and framework for international debate
and negotiations on economic issues has undergone very significant
changes. The energy crisis and the action of oil producing countries
have visibly disturbed the old balance of economic power and given
new bargiining strength and power to taw material producers of
the Third World. The developing countries are called upon to
adjust their sights within a new perspective. This adjustment calls
for a shift from the phase of declarations and articulation of general
principles to the phase of hard negotiation on specific issues. The
search for new structures in world trade and development has now
matured to the point at which it can fulfil itself in concrete forms of
action. And it is at this very point that the underlying diversity of
economic interests in the Third World begins to manifest itself, We
witness the growing contradiction in this situation. On the one
hand the rationale of economic co-operation among developing
countries has gained a new momentum and dynamism in the concept
of collective self-reliance. On the other, the opportunities for con-
crete action have uncovered the divergence of national interests.

6
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Sri Lanka for example initially approached the integrated programme
stricdly from the point of view of its two major exports—tea and
rubber. Past experience had demonstrated that tea was a particularly
difficult commodity for any type of international arrangement design-
ed to regulate markets and reverse prevailing price trends. In the
case of rubber, discussions were already taking place and specific
problems had surfaced in the course of negotiations. In this context,
Sri Lanka would wish to calculate the short-term costs and benefits
of participating in the integrated programme with the greatest care.
A contribution to the common fund would be an outgoing of hard
currency in a sitnation of acute foreign exchange string=ncy. The
prospects of mounting fruitful negotia*ions on tea or successfully
concluding negotiations in rubber were uncertain. The special
advantages of tea and rubber being part of a group of commodities
were not immediately apparent. The larger perspective of joint
action on a wide range of commodities produced by developing
countries became somewhat obscured and distanced when the short-
term problems came to the foreground. All this is to be expected
as even minor disturbances in the field of external trade or in the
flow of official assistance is likely to create serious internal dis-
locations within the present pattern of development in which Sri
Lanka would continue to be heavily dependent on its external links.

But the preoccupation with the immediate national interests, the
difficulty of balancing short-term with the long-term interests, is
a typical quandary of a developing economy which is acutely vulner-
able in a highly unpredictable external environment. To the extent
it is entrapped in its short-term operations it will continue to struggle
in this environment incapable of developing the long-term strategies
which can lift it out of its present predicam:nt. The long-term
stratcgies would require action which transcends the national boun-
daries and strategies which bring producers together and builds up
collective bargaining power and joint negotiating skills. This is
not the place to demonstrate the effectiveness of a multi-commodity
approach as against the single commodity approach. Some of these
positive features of the integrated programme are discussed in another
article in this issue. It is however necessary to stress here the funda-
mental importance of the integrated programme for enhancing the
collective bargaining power of Third World countries and con-
solidating their self-reliance. It may not be possible at this stage to
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spell out all the possible benefits that will accrue from an mtegratcd
programme in the case of tea and rubber, which it would not ehjoy
if it pursued the conventional commodity by commodity approach,
Nonetheless the potential benefits could be broadly visualised. Tea
and rubber would be included in a concetted programme which
encompasses a host of other aspects of commodity trade besides
stocking arrangements. These include compensatory financing,
medium-term and long-term commitments for purchases and supplies,
processing of commodities. Principles established in respect of one
commodity could be transferred to another where applicable. The
levers for bargaining on any single commodity ate more numerous
and more flexible. As exchange and trade-offs to reach agreement
need not be confined within the bounds of a single commodity, they
can extend to a wide range of commodities. A country could look
'at a bundle of commodity exports together and calculate the net
benefits on the entire bundle. For example, a guid pro guo between
India and Sri Lanka or India and Indonesia on 2 different commodity—
rubber—may facilitate agreeme=nt on tea. The integrated programme
throws open a whole range of negotiating possibilities.

Above all, each commodity stands to gain in regard to its bargain-
ing power when it forms part of a basket of key commodities. The
integrated programme has in fact attempted to give concrete and
constructive exptession to the initiative which Third World countries
displayed in the Sixth Special Session of the U.N, when they perceived
the intrinsic link between raw materials and development and joined
forces in the pursuit of their common interests. To the extent that
the Third World is capable of sustaining the initiative it would be
able to push in the direction of a new world economic order. By
providing common facilities it allows greater opportunities for joint
action, it facilitates formation of producer associations and makes
possible supportive forms of collaboration in which weak commo-
dities could gain from the strong to the overall benefit of each raw
material producing country. The knowledge and understanding of
commodity markets which the integrated programme would bring
will shed light on the prevailing price structures, the barriers to
market access and systems of marketing and distribution. It will
accumulate a common fund of knowledgs and information which
it can share with each other to reinforce their negotiating strategies.
When it comes to other aspects of the commodity prog:ammes, parti-
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cularly the effort to increase the share of the Third World in the
prodessing of commodities, the framework of inter-regional collabo-
ration provided by the integrated programme could be of immense
value. It is important to realise that the dependence of Third World
countries derives from relationships which are enmeshed in the
structures of production, marketing and distribution that straddle
the Third World as a whole. The growth of transnational corporate
power during the last twenty-five years calls for a response from
Third World countries which is capable of building up counter-
vailing power through forms of collective action. The integrated
programme for commodities certainly provides an opportunity for
such a response. It is not impractical to envisage a network of pro-
ducer associations with a council or federation of producer associations
at the apex, It is only within such an institutional framework that the
rules of collective bargaining will be observed on a basis of equality
between the negotiating partners. Such a framework offers the
Third World a realistic prospect of release from the relationships of
unequal exchange.

Differentiation and Divetsity in the Third World

What is however crucial in all this is whether the national govern-
ments of developing countries would be able to work in consonance,
adjusting the short-term pressures to the long-term needs and en-
during interests of their countries within a framework of collective
objectives. To some the prospects are bleak. They would argue
that the process of differentiation among developing countries is
accelerating apace and the possibilities of identifying a hard core of
common interests among them which is significant enough to justify
a major collective strategy is fast receding. The divergence of interest
has certainly resulted in fissures that run in various directions. The
regional and sub-regional groupings in Latin America, Asia, Africa
have developed some identity of economic interests which distin-
guish them from the rest and from each other. The special schemes
of preference for developing countties coming under the Lome
Convention creates another group of special interests. The fast
industrialising countries with export markets in manufactures have
a mix of demands and aspirations different from countries which are
still largely raw material exporters. The pattern of external relations
results in different types of bipolar relationship as in the case of
Latin America and Africa. The emecrgence of the new economic
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power of oil producing countries has widened enormously the dis-
. w . - - * - .

parities in income and capital resources within the Third World.
The least developed countries call for special measures for the relief
of their excepticnally disadvantaged conditions. Cutting across most
of these groups is the differentiation in socio-economic systems as
between countries with mixed or market economies of one type or
another and those with centrally planned socialist economies.

Presented in this manner, the heterogencity is without doubt
bewildering and protagonists of collective self-reliance would them-
selves quail at the prospect of having to contend with this diversity
in forging durable structutes of economic collaboration on a Third
World scale. But as against this we do have the fact of Third World
solidarity in many international forums. The resolutions passed by
the developing countries in the recent Manila Conference reflected
a remarkable expression of solidarity on almost all the major pro-
posals. Nevertheless, the discussion on somz of the issues did un-
cover the underlying divergance of outlook and diversity of economic
interests among groups of developing countries when they coms to
take up positions on specific proposals. One can also conclude that
the joint positions did not display the firm will for collective action
as distinct from declaration and statement. What would have been
most effective for international negotiations was a clear demonstration
that developing countries wete mapping out alternat've courses of
action in the event cf a major failure in Nairobi. On the integrated
programme for example developing countries need to have ready
a credible alternative which would enable them to mobilise their
own resources for implementing the critical parts of the integrated
programm: on a unilateral basis. No meaningful reform of the
system of international economic relations can take place on the
basis of moral motivation or ethical impulse alone. The structure
cannot be changed within a donor-supplicant type of negotiation.
In the ultimate analysis it is only the growth of countervailing power
that can change the structures, and the sooner the Third World
realises this, the more effectively would they be able to act together.

Points of Departure for Collective Self-Reliance

The task of identifying the common dencminators of interest
which can over-ride the diversity in the Third World is not an im-
possible task. Collective self-reliance cannot be conceived in rigid
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and sweeping terms which predicate an overall complementarity of
development and a comprehensive co-ordination of effort. It can
.only grow within a more pliable frame where areas of common interest
are probed and identified and where they are of such a character
that they can co-exist with the hard core of differentiated interest.
The UNCTAD programme has suggested various mechanisms and
institutional arrangements such as generalised schemes of preference
among Third World countries, common financing arrangements,
Third World payments arrangements, a framework for Third World
transnational enterprise, all of which need to be explored in detail.
Other majo~ programmes proposed by UNCTAD—the integrated
programme for commodities, the comprehensive framework for the
export trade of developing countries in the field of manufactures,
the programmz in technology with its proposed institutional net-
work covering the regions—all offer points of depatture for develop-
ing countries to move towards collective self-reliance from different
directions. The feasibility of collective self-reliance in the face of the
diversity among developing countries can no doubt be the subject
of endless discussion and controversy. What has to be done however
is to build on the solidarity that has been so often demonstrated
through hard systematic work which identifies the concrete oppor-
tunities for collective action.

A Third World Secretariat—The Institutional Support

This brings us to the institutional machinery that is needed to
perform this task. The idea of a Third World secretariat has been
widely discussed in recent years. Proponents of this idea have pointed
out that the analysis of issues from the point of view of the Third
World, the consolidation of joint positions in the field of international
economic relations and the formulation of programmes of economic
collaboration which primarily concern Third World countries, all
require supportive work of a substantive techno-economic character.
As such work needs to be conceived clearly in terms of the interests
of the Third World and be clearly disciplined within a perspective
which truly reflects the motivations and goals of Third World coun-
tries, it would be difficult to carry it out effectively under the aegis of
international agencies. The Third World needs its own instrument
to undertake the necessary tasks and underpin the negotiations at the
political level with a sound technical base. The role of such a secre-
tariat would include some of the functions of an imstitution such as
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the O.E.C.D. The Group of 77 in the recent meeting in Manila set
up a working group which would develop farther the concept of the
Third World secretariat. At the initial stages it m'ght be possible
to conceive of the secretariat as 2 well organised small centre of pro-
fessionals who themselves use the services of a co-ordinated network
of leading institutions in the Third World. What is most important
is that a beginning be made and a nucleus be formed early so that it
could commence work immediately on selected crucial issues that
are likely to be the subject of negotiation and discussion in important
international forums such as the Non-Aligned Summit and the Com-
missions organised by the Patis Conference. In several key areas,
the concept of collective self-reliance remains a pious exhortation
without any clearly conceived ideas which are capable of imple-
mentation.

The Manila resolution on economic collaboration among develop-
ing countries projects various possibilities which unveil challenging
new scenarios for Third World development. These general reso-
lutions need to be given more distinct form and more definite content.
One possible approach is to break down some of the grand designs
that have been sketched for economic collaboration into clearly
identified projects in the field of agticultural and industrial produc-
tion. The potential of the Third World in capital, natural resources
and man-power provides the base for developing new forms of trans-
national corporate enterprise. It would be worth mounting a syste-
matic effort to develop a framework for Third World transnational
enterprise which would give assurance of adequate returns to inves-
tors, ensure equitable distribution of benefits and provide fot
balanced participation so as to avoid relationships of dominance
and dependence which characterise the operations of the transnationals
of the developed market economies. It would be possible, for example,
to identify the potential for transnational enterprise on an inter-
regional scale in the field of food production, processing of commo-
dities, production of industrial goods and shipping. The comple-
mentarities of development in Third World economies would have
to be demonstrated in a convincirg manner. The matching of pro-
ductive potertial in the Third World with investible resources of the
oil producing countries would have to be actualised in specific invest-
ment opportunities. A great deal has been said about the scope for
a programme of development financing which could be based on the
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tising demand for food and agticultural products in the Middle Fast
on ‘the one hand and the high potential for agricultural production in
«certain other parts of the Third World on the other. Similarly, the
participation of Third World countries in the management of com-
modity matkets through the integrated programme will yield new
opportunities for Third World countries to embark collectively on
the processing of commodities. What would be the implications of
a strategy which enables raw material producing countries to move
from the primary to the secondary stage on a phased programme
both for exchange in industrialised countries as well as for the mar-
kets within the Third World itself? The patterns of Third World
development that would be projected could in fact put the techno-
logical and economic differentiation among developing countries to
optimal use. Input of technology and capital could be coordinated
with the availability of raw materials and other factors of production
to enable all developing countries to invest in collective self-reliance.
Such a plan of action would also offer reliable prospects to OPEC
countries to become partners in a dynamic programme of Third
World development. The development scene that is envisioned would
need bold and imaginative effort if it is to be depicted in convincing
detail. Each of the possibilities that have been described require joint
investigations in depth which could be initiated best only by an
organisation which directly services the Third World. Even if we
confine ourselves to a few of these items, the agenda for a Third
World secretariat is already a prodigious challenge.

External Linkages in a Strategy of Sclf-reliance

We have devoted a considerable part of this discussion to a re-
iteration of the importance of self-reliant collective action by the
Third Wotld countries and have tentatively explored the scope for
such action. It is important however to distinguish this approach
from an isolationist type of self-reliance which bases itself on a drastic
process of disengagement from the international economy and moves
in an autarchic direction. It has now been commonly accepted that
in order to attack the roots of international inequality in the prevailing
system of economic relations, it would be necessary to move away
from the well nigh exclusive dependence of the existing bipolar rela-
tionship between industrialised nations and Third World countries,
and develop linkages and economic exchanges within a wider multi-
polar framework. Fundamental to such a strategy is of course the
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greater interdependence among Third World countries leading to
greater collective self-reliance. The concepts of collective self-reliance
have been linked in turn with the reorientation of national develop-
ment strategies to satisfy basic human needs so as to ensure “a mini-
mum quality of life consonant with human dignity”. The recent
weiting on the basic needs strategy has elaborated on the patterns of
growth associated with it. Tt will create conditions for the growth of
a system in which methods of production could be less capital in-
tensive and smaller in scale. Therefore it will also be less concentrated
in urban centres and better suited to the demographic situation in these
countries. Above all it will be better adapted to their profile of skills
and their factor endowments, so as to enable them to generate a self-
reliant process of technological development. A system of production
oriented to the satisfaction of basic needs of the low-income popu-
lation will also create opportunities for new trade flows between
developing nations encompassing capital goods appropriate to the
less sophisticated more labour intensive modes of production, con-
sumer goods which cater to the low and middle income consumption
patterns and exchanges of technology which are more relevant to the
specific technological needs of the system. The patterns of exchange
could be one of the main elements in the growth of collective self-
reliance.

This recent emphasis on an international strategy which focusses
on basic needs and the elimination of poverty has undoubtedly helped
to place the past growth centred approaches within a more profound
human perspective and redirect our attention to the central human
concerns which provide the ultimate rationale for growth. When
this has been said we must caution ourselves against the excesses
which usually accompany any such decisive change of direction.
The concentration of effort on transformation of the rural sector, the
attack on poverty, the emphasis on self-reliant approaches have
appropriately moved to the centre of the development atena. This
however should not give rise to a type of anti-poverty cult which
lowers the sights of the developing societies. It must not contain
them in an inward looking strategy which can slow dowa the trans-
formation of the system as a whole. The proponents of appropriate
technology rightly emphasise the need for a process of technological
development which leads to the growth of an indigenous technology.
In doing so however there is a point at which this emphasis can harm
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.
the development process itself. It can result in a development pattern
which tends to lock itself into a relatively backward technological
seclusion and continues to trail behind the metropolitan centres of
the North. This would happen if the economy does not contain
dynamic growth points of technology which goes with a virile modern
sector capable of continuously pushing the technological frontiers
forward. Even in the Chinese experience the concept of “walking
on two legs” applied in the field of technology and the pattern of
economic development that ensued enabled Chinese society to accu-
mulate knowledge in the most modern and advanced areas.

The balance of the various clements in a pattern of self-reliance
must be such that it does not exclude the outward looking linkages
with the advanced centres of production and technology. It should be
a pattern which does not ignore the immense potential which resides
in the accumulated knowledge and capital for which the industrial
civilization has been responsible—its potential for dramatically short-
ening the struggle.a§ainst world poverty. If the advanced societies
were to set apart 639 of their GNP on research and development
for the special scientific and technological needs of the Third World
it would more than double the current expenditure on Third
World rescarch and proportionately increase the stock of
relevant knowledgs with far reaching consequences for the trans-
formation process on the Third World.

At this point one might counter that these arguments lead away
from self-reliance and back again to the old relationship of depen-
dence from which Third World countries strive to release themselves.
Placing self-reliance in shar'p opposition to dependence might result
however in an oversimplification of the development problem. We
need to analyse in depth the interrelations between a dynamic external
sector and a “basic needs strategy” and examine to what extent they
can be mutually supportive. In the last analysis the problem of intet-
national poverty is only in an instrumental sense one of capital and
material resources; it is fundamentally a problem of technology and
knowledge. The vast storchouses of technology and scientific know-
ledge in the developed world therefore need to be delivered from the
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bonds of private property and made mor¢ freely accessible to the
Third World. Viewed against this background, several prograinmes
which are being initiated in UNCTAD attempt to provide as it were
the international scaffolding for the “basic nceds strategy”. They
focus on the external linkages of trade and technology which are
capable of tapping the vast potential in the industrialised centres for

the rapid development of the poor countries and the elimination of
Third World poverty.

A final word on the possible patterns of global interdependence
which emerge from the new international initiatives that are being
taken. The emphasis on collective self-reliance in the UNCTAD
programme taken together with the new otientations which the
Third World is seeking in its relationships with socialist countries
project a pattern of relationships in which international trade flows
are more widely distributed and economic power is less concentrated
thap at present. These changes attempt to move Third World rela-
tions away from the present heavy concentration within the present
bipolar exchange between the North and the South. The expansion
of trade with the socialist countries provides new opportunities for
a well articulated programme which could co-ordinate development
planning in the socialist countries and the developing countries and
makes possible 2 wide range of complementarities in an important
and growing segment of the world economy. The programmes for
economic co-operation among Third World countries themselves we
have seen unfold prospects for extensive and multi-faceted economic
relationships which are reciprocally beneficial.

There appears to be a singular correspondence between some of the
configurations of interdependence and the adjustments which Sri
Lanka has been making over the last 25 years to diversify her external
cconomic relations. The statistics provided in the Appendix illustrate
the dramatic shifts and changes that have occurred in her trading
pattern during this period. These changes might be regarded as the
socio-economic underpinning of the philosophy of political non-
alignment. No doubt many other developing countties have sought
a similar diversification of their external relations. These are hopeful
manifestations and only confirm that the new international initiatives
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Uriginatc from processes which have already been active in the Third
World. The new initiatives attempt to take these proczsses further
avithin a conscious design in which the diversification of external
economic relations have a clearer and larger dimension of develop-
ment and growth. This scenario of interdependence however criti-
cally depends on the firm commitments which the Third World as
a whole is ready to make to strategies of collective action,
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ADDRESS OF THE SECRETARY.GENERAL
AT THE MANILA CONFERENCE

26th January to 6th February, 1976
GAMANI COREA

Mr. President, Your Excellencies, disti:iguished ddcgites,'

May I say first of all how deeply honoured I am by your invitation
to address this Ministerial Meeting of the Group of 77. My pleasure
is all the greater in that we are assembled here under the chairmanship
of so distinguished a statesman as yourself, General Romulo. Since’
this is my first opportunity to participate in the work of the Group
at its highest level, I should like to express my warm thanks to all the
members of the Group fot the support and encouragement which
they have constantly given to UNCTAD and to its secretariat.
A strong Group of 77 is of crucial importance to the success of the
efforts of UNCTAD. Let me therefore, at the outset, extend to
you my best wishes for a successful meeting, from which the Group
of 77 will emerge with new strength and with new dynamism.

May I also convey to you the cordial greetings of the Secretary-
General of the United Nations, Mr. Kurt Waldheim, who has asked
me to express to you his hopes for a very constructive outcome of
your endeavours. - A0

M. President, we had the prwﬂ: ge of hstcmng yesterday to an
inspiring inaugural statement by H.E. the President of the Republic
of the Philippines. His wise and thought-provoking words will be
a guide to us all. The Wa.rmth of his welcome has been mirrored in
the hospitality shown by his Government and by the people of thc:
Philippines, for which my coﬂcagues from the UNCTAD secrétatiat

and T would like to express oiir very sinceré thanks. I should ‘ilso
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tke, on this occasion, to pav tribute to Ambassador Brillantes, whe
presided over the Senior Officials Meeting and who is, as you all

know, one of the founding fathers not only of the Group of 77 but
of UNCTAD itself.

Mr. President, it has been customary for the Ministerial Meetings
of the Group of 77 to take place prior to the sessions of UNCTAD
itself and to outline the basic positions of the ‘developing countries
in respect of the several issues before each session of the Conference.
But it is my view that this meeting is particularly significant and
crucial because of the vastly differeat context in which it is taking
place and the great opportunities that are there to be grasped. Since
.the. meeting of the Group. in Lima, the world has witnessed major
developments which have vastly altered the international scene. One
of these is the deep crisis that has afflicted the international economic
order as we have known it up to now the crisis that was reflected
in the break-up of the international monetary and financial system
and in the emergence of such disruptive forces as inflation and re-
cessionn in virtually all the industrialized countries of the West.
Another major development has been the emergence of the develop-
ing countries themselves as a significant force on the world stage—
4 phenomenon that is evidenced by the greater assertiveness, greater
self-awareness and the greater capacity for action of these countries.
The concerted action of the oil-producing countries,  themselves
developing countries, in respect of the price of oil is a manifestation
of these changed circumstances and is one of the significant events
that have taken place since the last meeting of this Group. These
developments have served to create a new awareness of the need
for change, of the inadequacy of prevailing structures, and, above all,
of the key importance of the development issue as a factor in inter-
national relations.

Lt 1s these developments that underline the special importance of
this meeting. The need for a new international economic order has
already. been proclaimed by the General Assembly of the United
Nations. The basic elements of the new order have in fact been iden-
tified, particularly in the resolutions of the General Assembly. It
now remains to set about the task of building the new order, of bring-
ing it into being—not of course with one stroke of the pen but
through a sustained process of consultation, negotiation and decision-
making. The over-riding need now is to proceed from the general
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to the specific. The General Assembly has indicated in broad terms
the directions to he followed, the objectives to be aimed at, and the
policies to be pursued. It remains now to concretize these, to trans-
late them into specific actions, to bring about agreements and estab-
lish armngementﬂ which give content and meaning to the broader
goals, :

Mr. President, the fourth session of UNCTAD will be the first
major occasion, since the adoption of the General Assembly reso-
lutions, for the international community as 4 whole to achieve results
of a concrete and specific character. This was in fact envisaged by
the General Assembly at its seventh %prcml session, which resulted
in 4 consensus to negotiate on specific issues, many of which were
referred to the fourth session of UNCTAD itself. The seventh
special session generated, it was widely felt, a spirit of conciliation
and co-operation, 1 think it would be true to say that UNCTAD
IV will be the crucial test of this new spirit.

Both the need and the opportunity for the fourth session of the
Conference to achieve specific results have been foreseen in its pre-
parations.  The Trade and Development Board has introduced
changes which should contribute to making the Confetence a truly
decisive event. The session will be of shorter duration than its pre-
decessors. Its agenda has been made more selective. 'The structure
of the Conference will be different. Apart from the Plenary, it is
proposed that there should be but one Committee of the Whole which
would plunge directly into the task of consultation and negotiation,
Particularly important amongst the new arrangements is the decision
to convene in Geneva nest month a special session of the Trade and
Development Board as a pre-Conference negotiating session. It is
hoped that the major proposals calling for action at Nairobi will be
presented at that session so that no time will be lost at the Conference
itself in getting ahead with the task of negotiation. All these organi-
zational changes have implications for the work of the present meet-
ing of the Group of 77; for it is this meeting that should establish
the position of the developing countries and formulate their pro-
posals. The more specific and concrete these proposals, the greater
will be the prospects for effective action at Nairobi.

Mr. President, I do not wish to dwell at leagth on the several
issues that should come up for decision at the UNCTAD IV, These
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issues h:a.vc been well articulated in. the report presented to you by
your scmor officials; all of them are in one way.or another of basic
significance to thc establishment of a_ changed structure of inter-
natiopal economic rclations, to a new mternauonal economic order,
On some of the issues, the action will be of a more immediate and
operational nature. On others, the impact will be of fundamental
significance over a longer term. But taken together, they add up to
a set of changes which, if put into effect, would constitute a major
-step forward in re-structuring international economic relations.

One of the key issues that will come up for decision at Nairobi
is that of commodities. This has been a neglected area in the past
and this neglect needs now to be rectified. We have passed the stage
“of arguing the need for action in this field. We have now to decide
what the action should be. The essential question is whether the
co.ﬁmbd.ity problem will continue to be approached on the old lines,
which have generally proved to be so futile in the past, or whether
there is to be a new, purposeful and dynamic approach.

Following the call for an integrated programme for commodities
made at the sixth special session of the General Assembly, the
UNCTAD secretariat presented a detailed set of proposals oa such
a programme. After several months of discussion, Governments
have now agreed that the stage has been reached for a decision on
this programme. The UNCTAD proposal aims at a comptehensive
‘appreach to the problem. Tt sces it not as a problem of a few products,
‘here and there, taken in isolation, but as a problem of central import-
ance to the cconomies of the developing countries.

Several elements make up the intcgrated programme. But, as
I have said before, the heart of the programme is the proposal to
strergthen and stabilize commodity markets over a wide range
through a complex of measures which includes in many cases the
establishment of internationally-owned stocks of commodities that
are of primaty interest to the developing countries. The key element
of this, proposal is the establishment of a common financing fund
to make available the financial resources necded for the establish-
ment of stocks. The common fund is, in my view, crucial to the
programme as a whole. Its establishment would signify more than
a device to cconomize on financial resources. It would serve as a
catalyst for bringing about speeific arrangzments in respect of in-
dividual commodities, since its very esistence would encourage and
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facilitate action. The crux of the matter is that the fund would be the
on€ institution in the commodity field which would be able to take
some sort of over-view of the commodity problem as a whole. It
would be the one institution where the developing countries would
be represented as the producers of 2 wide range of commodities,
an .institution which would include in its membership developing
countries, such as oil producers, as investors in the fund, and, above
all an institution in which the developing countries as a whole would
have a substantial presence. I believe myself that a decision to estab-
lish the commion fund would by itself make a major difference to the
prevailing commodity situation and pave the way for far-reaching
improvements.

Mr. President, I shall not dwell upon the other aspects of the
mntegrated programme, but I wish to emphasize three points. The
first is that the programme is not, as is sometimes assumed, a denial
of the case-by-case approach but, whilst it requires the examination
of problems on a product-by-product basis, it seeks to do so within
a framework which will give strength to thé treatment of the com-
modity problem as a whole. Secondly, the integrated programme
does see a role for compensatory financing, but essentially as 2 suppor-
tive measure rather than as a substitute for direct action to strengthen
and stabilize commodity markets. Thirdly, the integrated programme
envisages that, in a world of continued inflation, the'price-setting
objectives for individual products must take full account of the need
for the constant adjustment of prices to prevent an erosion of their
real value. If the Nairobi Conference succeeds in taking a decision
on the essentials of the programme, particularly on the need to estab-
lish stocks and to create the common fund, it will be necessaty to
launch parallel negotiations regarding the modalities pertinent to
each of these objectives.

I feel, Mr. President, that in the commodity field—as indeed in
many others—the key to success lies in the will, the determination
and the strength of purpose of the developing countries themselves.
If the developing countries get the message across, cleatly and
strongly, that they consider changes in this field to be basic to any
reordering of international economic relations, if they back up this
conviction with a strong assertion of their capacity and their willing-
ness to commit their own resources toward this end, then I do not
see how their wishes could be ignored by the world at large.
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Mr. President, action in the field of commodities must be-parallel-
ed by actions in othier fields.. In the area of trade in manufactures, we
have proposed a programme of action of a comprehensive character
which looks beyond the objectives in the field of access.to markets,
which are currently being pursued in the multilateral trade nego-
tiations, towards action which encompasses the major implications
for trade that are inherent in the ambitious goals that have been set
by UNIDO at Lima for the industrialization of the developing coun-
tries. In the area of the transfer of technology, UNCTAD IV is
called upon to take new initiatives relating to a code of conduct on
the transfer of technology, to the revision of the international patent
system and, more fundamentally, to the enhancement of 'the techno-
logical capacity of the developing countries,

There arc likewise major issues in the field of money and finance.
The problems in this area are now acquiring major dimensions, If not
tackled successfully, they cannot but disrupt the development process.
The dimensions of the external debt problem of the developing coun-
. tries are becoming particularly severe. The need for action in this -
field at Nairobi was underlined by the General Assembly at its seventh
special session. This is another field in which the old approaches
stand in the way 'of solutions. They need to be radically altered and
the Conference must agree on effective measures to reorganize the
debt of developing countries. Indeed, this is one field in which the
decisions of the Conference could have an immediate aperational
impact. Likewise, there remains the problem of how to finance the
massive payments deficits in prospect for most of the developing
countries, both cutrently and in the years immediately ahead. While,
some of the measures decided upon recently at Kingston are helpful
in this context, they clearly do not go far enough. There is a need
to proceed further and this too is an issue to which the Conference can
contribute, Most basic, and linked to these problems, is the need
for the reform of the international monetary system. The current
system, and the way it has developed recently, simply does not satisfy
the needs of the developing countries—the need to be major bene-
ficiaries of the accretions to international liquidity, the need for
additional resources to help adjust to payments difficulties, and the
need to have a greater voice in the formulation and management of
a new and truly universal system. The current impasse in respect of
the long-term transfer of resources needs similarly to be broken by
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the establishment.of new. mechanisms, more dependable and more
effective than those prevailing .today. A reformed monctary system
can certainly contribute towards this end.

Mr. President, a new economic order, a new framework of inter-
national relations, would need also to radically modify the present
hi-polar relationship which ties the economic fortunes of the deve-
loping countries so closely to those of the former metropolitan
powers. This is a legacy of history which needs to be transformed
by the dynamics of change. The socialist countties offer a great and
growing poteatial for new directions in trade and other economic
relationships as they themselves transform their productive capa-
bhilities. Existing trends in this field can be vastly accelerated, but
they too require new orientations and new actions.

Most important of all is the need to strengthen exchanges and
build up links between the Third World countries themselves. This
is perhaps the area of the greatest potential for the future, one which
waould give expression to the whole concept of collective self-reliance.
We cannot rest assured that these links will develop sufficiently
rapidly if left to the spontaneous operation of market forces. They
need to be forged consciously and resolutely by sweeping away
existing obstacles and establishing new facilities. There is a need to
build a coherent framework that embodies the concept of cooperation
among developing countries, a framework that encompasses action
on both a regional and a global scale. The growth of collective self-
reliance and co-operation amongst developing countries can be the
major event of the last quarter of this century. It can in fact be the
decisive element of the future cconomic order. The su bject of co-ope-
ration among developing countries is on the agenda for Nairobi but
the content of action in this field, including specific mechanisms,
would need to be determined by the developing countries themselves
and presented to the international community as an integral element
of any global strategy for development. The present Ministerial
Meeting could, by adopting the basic elements of a specific pro-
gramme, ipitiate a major thrust in this field.

Also on the agenda for Nairobi, and cutting across all the other
substantive issues, is the problem of specially disadvantaged groups
of countries—the least developed countries, the land-locked and the
devclopin_g island economies. Their problems have been one of the

25

Digitized by Noolaham Foundation.
noolaham.org | aavanaham.org


http://www.noolahamfoundation.org/
http://www.noolaham.org/wiki/index.php/%E0%AE%AE%E0%AF%81%E0%AE%A4%E0%AE%B1%E0%AF%8D_%E0%AE%AA%E0%AE%95%E0%AF%8D%E0%AE%95%E0%AE%AE%E0%AF%8D
http://aavanaham.org/

concerns of UNCTAD and the fourth scssion of the Conference
can do much to give a-new impetus to the measures m:fdcd for deal:
ing with these problems. ;

Mr. President, UNCTAD 1V will also deal with the institutional
question—the question of the future role of UNCTAD. Here, the
Conference has a major opportunity because this issue is one of more
than usual significance in the context of the consideration that is now
being given to the restructuring of the United Nations machinery in
the economic and social sectors. It is my belief that UNCTAD has
a new and crucial role to play in the new setting. As I see it, UNC-
TAD with its specialised concerns and its expertise, should evolve
into 2 major instrument of the United Nations in the field of trade
and development—indeed in the field of international economic co-
opetation in its widest sense. It is true that UNCTAD, when it was
first constituted, was viewed as a body both for the generation of
new thinking and for the negotiation of specific issues. There is
much that UNCTAD has achieved, and much also that it has hitherto
failed to do but few will deny that its influence has been pervasive,
extending well beyond its own forum, In the new context, UNCTAD
must continue its dual role but there needs to be a new emphasis on
its negotiating potential-—an emphasis which would require changes
in its stature, its machinery and its organizational structure as pre-
'sently constituted, UNCTAD IV has the opportunity of taking
major and far-reaching decisions in this field. The Ad Hoe Com-
mittee on the Restructuring of the Economic and Social Sectors of
the United Nations System has been enjoined by the General Assem-
bly to take account of the recommendations of the Conference.
1 believe myself that those recommendations would be crucial to
decisions of that Committee on the restructuring of the United
’\Tauom machinety as a2 whole.

Mr. President, many of the substantive issues coming up for
decision at UNCTAD IV would also figure on the agenda of the
Paris Conference on International Economic Co-operation. 1 have on
previous occasions stressed that it js vitally important that these two
Conferences should be harmonized and mutually supporting. If it
were otherwise, the prospects for both would be jeopardized; but if,
on the other hand, relationships between the two were established,
the results could indeed be beneficial. It is one of the stated purposes
of the Patis Conference to facilitate decisions in other bodies. The
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Nairobi Conference will provide the first opportunity to give effect
to'this goal. The Group of 77 has both a responsibility and an oppot-
tunity in this connection. The mandate for the developing countries
to be fashioned here in Manila would, I have no doubt, be of decisive
importance for the position taken by developing countries in all
forums in the coming year and even the period beyond.

If T were asked, Mr. President, to point to a major difference
between the forthcoming Conference and its predecessors that could
be of relevance to its eventual results, T would single out the vastly
enhanced capacity of the developing countries not only to draw
attention to, but to secure action on their major demands, For the
first time, perhaps, the developing countries will be participating with
the rest of the international community as a major actor on the
wotld’s stage, one with capacity for action. This is true in the field
of commodities, as it is in other ficlds as well. The most potent
instrument of the developing countries is their unity, But in the
present context, this unity needs to extend beyond agreement on
general goals and objectives and to be converted into consolidated
and harmonized negotiating positions on specific issues. Whatever
differences remain must be resolved. This is a challenge to the skill,
expértise and sense of purpose of the developing countries themselves,
and it is a vital need in the present context. It is perhaps the one
over-riding factor that will make the difference between failure and
SUCCESS.
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UNCTAD IV AND ITS IMPLICATIONS
FOR SRI LANKA*

H. 4. De . GUNASEK ERA

UNCTAD has performed the role of catalyst in organising the
cflorts of developing countries in their legitimate demand for a new
international economic framework based on the freedom, indepen-
dence and sovereignty of nearly 150 nations of the world. During
the course of history, international economic systems have heen
largely the creation of a handful of nations which had the military
power and the economic power to impose their will on smaller nations.
That age of Empire has gone. We live in 2 more democratic era—in
an age of the common man. It is true, both of individual nations
as well as the entire- community of nations.

Decisions taken by a few are being superseded by decisions taken
by the many; in other words, by the vast majority of nations repre-
senting mankind, both rich and poor. UNCTAD has played a crucial
role in providing points of focus in the long struggle to achieve a
desirable international economic order, particularly for the develop-
ing countries. In terms of the history of organisations, UNCTAD
is still a very young organisation. TIts task has only just begun,

What we see today in the form of demands for the establishment
of a new international economic order is nothing less than the demand
of the depressed and oppressed nations of the world for a f ramework
of laws, rules and regulations governing the international economic
system. Over the vears, the task of building up a system of law and

Triau gural Address at the Srj Lanka National Seminar on the New Internatio-
tal Economic Order and UNCTAD 1V, Colombo; 12th-—20th November, 1975.
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institutions within each nation has been tackled fairly and satisfac-
torily. ‘This has eluded mankind, however, in the international
context. We sec today the stirrings of a movement to provide a global
apparatus of law in various spheres. In the political sphere we have
the rudiments of a system of international law. There are institutions
to conciliate and arbitrate on matters in dispute between nations.
In the economic sphere we are now in the midst of formulating a
corpus of accepted rules made by the parties concerned and not
formulated for them by others. The weakness of the international
economic systemn which cmerged after the last World War lay in
the fact that it was the product of the efforts of only a few countries.
I think it is generally agreed that the global economic system, the
decline of which we are all observing, has served the world to some
extent in that it ensured an expanding world economy, during at
least a part of its time. The benefits of this expanding world economy
were however concentrated among a few countries. While it is
important that we ensure economic expansion, we also need a system
that will include in it elements of a proper and just distribution of
the benefits of such expansion. It should also maintain the language
of priorities, which will eliminate the wasteful features of the affluent
society.

Concern with Life Styles

The debate on the establishment of a new international economic
order takes place at a time when there is greater consciousness of the
relationship between man and nature. The entire question of the
Environment which was so lucidly elaborated during the proceedings
of the Stockholm Conference was nothing less than a clarification
of a new relationship between mankind on the one hand and natural
resources on the other. The old economic order had no conception
whatever ‘of any “limits to growth”. Science and technology may
have the means to tackle the questions arising from the depletion
of non-renewable resources but that is not the whole of this problem. -
There is also the quality of life. The question of life styles is now in-
creasingly the concern of both developing and developed countries,
Conservationists the world over are involved in working out hypo-
thetical life styles which can be sustained by mankind without teduc-
ing the quality of life. T consider this a particularly appropriate exer:
cise for the developing countries as they obviously cannot imitate the
patterns of conspicuous consumption of the affluent countries.
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Mogeover, the developing countries have to provide the jobs for
large numbers of their increasing populations at a time when they are
faced with a severe scarcity of capital resources to provide the where-
withal for employment-creation. The subject of Science and Techno-
logy is a major area which will concern UNCTAD IV and I would
think that this most appropriate field should be considered by the
developing countries in the context of their concern with life styles,
employment-creation, income distribution and integrated rural deve-
lopment for the developing countries. Only then will it have a si gni-
' ficant meaning for the vast majority of the poorer populations of
these countries.

‘Commodities Crucial

A major area of UNCTAD’s concern is that of commodities.
This is one of the key development issues of our time. The role
of commodities in the economic development of the developing
couatries is crucial and UNCTAD’s continuing interest in this subject
is most welcome. As 2 result of the recent energy crisis, there is o
greater awareness among both developed and developing nations
of the importance of commodities in correcting the imbalance that
exists between the North and the South; between the “North” that
represents the world’s developed or industrialised countries, and the
“South™ which encompasses the less developed countries, ranging
from the newly rich but non-industrialised members of the OPEC,
to the poorest and least developed countries of Africa, Asia and Latin
America. The potential exists for the countries of the Third World to
obtain greater resources through commodities. This is clearly shown
in the fact that a 109, general rise in price in real terms for commo-
dities exported by them will more than exceed the total resources
flows in the nature of official development assistance (ODA) which
they now receive from the developed countries. UNCTAD's inte-
grated programme on commiodities is an imaginative approach to
this question. In the international sphere, it obviously takes time
for this sort of radical and innovative approach to be implemented.
It requires a political will the dimensions of which we have not so
far witnessed in the global dialogue that is now taking place.

" Tt is therefore appropriate that UNCTAD is pursuing its ongoing
work ort individual commodities so that such a disaggregated approach
could ultimately -result in an aggregation of principles which could
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ultimately be formulated into a General Agreement on Commodities.
1 would consider UNCTAD’s proposals for a Buffer Stock Scheme
and a Common Fund to finance such buffer stocks as being within the
power of developing countries to bring about. It is most important
that in international bargaining the developing countries should con-
sistently and continuously foster and strengthen its growing solidarity
by the establishment of mechanisms for this purpose. The Dakar
Conference on raw materials constitutes in this context an important
landmark in the history of relations among developing countries.
We should now pursue the achievement of those good intentions
expressed in the Resolutions at Dalkar through the negotiation of
substantial agreements at UNCTAD 1V. Our own Minister of
Finance speaking at the jth Special Session of the United Nations,
made an imaginative and realistic proposal when he suggested the
use of gold in the IMF reserves, which are now ear-marked for dis-
posal, to finance the Buffer Stock Scheme, as enunciated by UNC-
TAD. 1 would like to bring this proposal to your attention. If the
developing countries are prepared to set apart a portion of the funds
accruing to them through gold sales, the UNCTAD Fund for the
financing of buffer stocks could easily become a reality very soorl.

Before 1 leave the subject of commaodities, 1 should like to refer
briefly to the commodities of interest to us in Sri Lanka. Two of the
five commodities isolated by UNCTAD for ecarly action under the
Programme, namely tea and rubber, account for z/3rds of Sri Lanka’s
export earnings, and the Programme is clearly of as much importance
to Sti Lanka as to any country in the world, Ta this context, let me
refer briefly to our own experience.

Firstly, how have the earnings from Sri Lanka’s exports of tea and
rubber behaved over the last decade, or sc?

In terms of export quantity the answer is easy. From 1902 to 1974,
for example, exports of tea fell by 10% and those of rubber increased.
by 27%. Fluctuations in export quantity were small: 3% and 6%
about their trend values for tea and rubber, respectively.

How prices moved is far harder to determine, and depends on
how they are measured. If we look at rupee prices we obtain the very
pleasing answer that the price of tea increased by 39% and that of
rubber by 102%. If we use the now familiar dollar/SDR. price, the
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answer is less satisfactory: a fall of 189, for tea and a rise of 20%,
for rubber.

This, however, does not indicate how the purchasing power of
our two majot exports fared over the period. Our esports ultimately
are only of benefit to us because they permit us to purchase imports,
and our export prices can therefore only be meaningfully erpressed
in terms of import prices. Standardised by an index of import prices,
we see that real prices of tea and rubber in fact fell by 719, and 58%—
dramatic falls by any standards particularly when it is realised that
the figure for tea represents an average compound rate of decline of
10%, per annum,

It might be thought that by taking 1974 prices I have ovet-
estimated the extent of the decline. This is ttue to some extent, but the
real price of tea had already fallen to just 429, of its 1962 value in the
more normal conditions of 1973. Rubber was not far short at 47%,.

Compared to this decline, fluctuations in price have been small.
Por tea, real price has fluctuated by an average of less than 69, about
its trend, rubber by about 9%

When assessing the relevance of commodity policies in Sti Lanka,
the nature of past price movements and likely trends must be kept
constantly in mind.

In talking of price movements, I have, talked as is conventional in
quantitative terms about long-run price trends and short-term fluc-
tuations. This leads me on to the second aspect of commodity earnings
which I would briefly like to touch upon.

Implicit in most of the recent international resolutions pertaining
to commodities has been an acceptance of the need to change the
terms of trade in favour of the less developed countries by increasing
the prices of the commodities which they export compared with the
prices of the goods which they import. Yet this resolve has invariably
manifested itself in proposed measures aimed at the reduction of
commodity prices fluctuations rather than at the long-term increase
in price’

Take for example the Interim Report of the Commonwealth
Expert Group—The Mclnture Report. The Report sets out eight
general principles which it considers could be applied in working out
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a detailed commodity policy. Seven of these are directly concerned
with or would result in raising the real value of commodity exports;
one is concerned with commodity price stability. Yet in the dis-
cussion of possible measures, the Report devotes three pages to issues
of stabilization, one page to indexation which they sce at best as a
means of maintaining the real value of commodity exports, and
makes no mention whatsoever of increasing the real value of com-
modity exports. This is certainly inadequate for the developing
countries,

The issue of commodities has several dimensions to it. It is on the
production and export of these commodities that we in the developing
countries depend for our external resources. It is in relation to com-
modities that the IMF, the IBRD and the various forums of the United
Nations have taken up the question of compensatory financing.
There have been notable developments in this sphere. I would,
howevert, consider the initiatives so far taken to provide the necessary
compensation for the poorer developing countries to meet their
day-to-day commitments as being inadequate for the achievement of
even extremely limited goals. The balance-of-payments of the deve-
loping countries have deteriorated to an extent that the poorer coun-
trics are now facing problems of a magnitude which threaten their
very survival. At this point it is relevant to question the critetia
adopted by the IMF in determining the grant of balance-of-payments
assistance. Much has happened since the Breton Woods pioneers
talked of “fundamental disequilibrium”.

UNCTAD’s latest proposal for the creation of a further oil facility
is most opportune. Time is however of the essence. There should
be a sense of urgency in pursuing a proposal like the Development
Security Policy. These are areas of international action which brook
no delay. The 6th Special Session of the United Nations identified a
programme of action to benefit the most seriously affected countries.
Within the last two years, there has emerged a 4th World of Most
Seriously Affected countries of not less than a billion people, nearly
one-fourth of mankind. In all the proposals of UNCTAD fot com-
modities and for the improvement in the terms of trade and increased
resource flows, priority attention should be diverted to this one-
fourth of the world’s population. It is an unfortunate fact that South
Asia is the region that has suffered most as a result of recent inter-
national economic development. The Fourth World is not far away
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from us. It is very much here with us on our door-step. It is also an
unfortunate fact that some of the poorer countries are not necessarily
countries which have economic significance to the developed coun-
tries. These poot countries are not always well endowed in essential
raw materials like oil. They are in fact even short of the most basic of
commodities such as food. Their per capita incomes are so low that
they do not constitute major targets for direct foreign investment
of the developed countries. They do not also provide substantial
markets to be provided with special schemes of assistance from both
the developed and the richer developing countries, motivated largely
by a humanitarian purpose.

One of the encouraging features in this regard is the recent so-
called “poverty orientation™ in the aid policies of developed countries
so that such policies meet better the needs of the poorest countries.
I would consider that commodity and aid policies of developed
countries so far as they affect developing countries are complementary
rather than exclusive of one another. Improved prices for commo-
dities would ensure that benefits accrue mostly to the richer developed
countries particularly those countries rich in the production of metals
and minerals. I understand that at the recent 7th Special Session
of the United Nations, indexation was being thought of only in terms
of the export prices of metals and minerals and not of prices of agri-
cultural commodities. Aid policies can be oriented in such a fashion
that their main thrust is directed towards poorer developing countries
which cannot benefit from immediate increases in the price of com-
modities they export. I would like in this connection to refer in parti-
cular to the interesting developments under the Lome Convention.
There are elements in this Convention which are certainly useful
in establishing an improved relationship between developed and
developing countries. Unless conventions of this nature are global-
ised they are bound to constitute areas of friction among the deve-
loping countries themselves. The solidarity of the developing coun-
tries is now sufficiently strong to identify their mutual interests so
that it is not possible for the developed countries to weaken this
solidarity by preferential arrangements which could tend to be to
some extent divisive.

In Aid policy we have long referred to the Pearson target of o.7
pet cent of GNP being diverted by the developed countries as O.D.A.
This target has not been achieved. It is still around o.3 per ceat.
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I would like to raise the issue here whether it is not possible at least
to get the developed countries to divert that amount of resources
which they would be obliged ideally to channel to the poorer deve-
loping countries if they work on the basis of a global .7 per cent
target. A global .7 per cent target would involve an increase of more
than U.S. $10 billion from present levels—more or less a doubling
of aid levels. But if one considers only poorer developing countries
as an urgent target, and with only half the population of the deve-
loping countries living there, an increase of aid by U.S. §s5 billion
might meet their urgent demands.

I think that we should particularly address ourselves to issues
which should be raised at the proposed UNCTAD Conference to
mitigate the debt burdens of poorer developing countries. In this
connection, it has to be borne in mind that all foreign aid, compen-
satory financing, the Oil Facility, the Third Window are at most
stopgaps until very fundamental solutions are evolved. In the search
for fundamental solutions, it is necessary to identify the causes of the
present crisis. Amongst these causes, two stand out prominently,
i.e. world inflation and cartelisation. Indeed if developed countries
control their inflation about half our problems will be solved. The
establishment of an automatic link between additional real resource
transfers and increased international liquidity is another area for
priority action. The reform of the international monetary system
concetns UNCTAD intimately as the climate for development is
grievously affected by the vagaries of monetary relationships.

Although the prospects for Trade and Economic Co-operation
among developing countries are enormous many of us have been
content merely to pay lip-service to the idea. There are complemen-
taries in our economies which lend themselves to a greater degree of
integration in trade, in shipping, in industrialization and several other
fields. What is necessary is the political will to break through age-old
prejudices and develop flexible economic policies to meet the new
challenge of our times.
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THE CHANGING INTERNATIONAL
ECONOMIC ORDER AND UNCTAD IV*

AL JAYAWARD ENA 220 = e

I should like to take literally the thrust indicated by the title
given to my address. This is, “The Changing International Economic
Order and UNCTAD IV”, and it carries with it the important impli-
cation that UNCTAD IV ought to be a very different kind of animal
from previous UNCTADs, and that this has something to do with the
course of economic events in the last few years. If that is what is
expected of me—and I have chosen to interpret that unilaterally—
then I think it would be important that we try to take stock of what
previous UNCTADs wete about, what they tried to do, and what
they succeeded in doing. I suspect I was called upon to discharge
this particular role because in one capacity or another I have had
a great deal to do with all those UNCTADs, first as a staff member
right at the beginning, and subsequently in various national capa-
cities, But I think it is important to get an appreciation of what
happened in the past before we go to UNCTAD IV.

UNCTAD’s Old Goals

As far as what I may call the old goals of UNCTAD were con-
cerned, there were really three elements that deserve mention. The
first of these has been the focus on what has been called the trade gap
of developing countries, I remember at UNCTAD I this stood at
something like 20 billion U.S. dollars. In other words if by 1970,
and UNCTAD I in 1964, the international community could not come
up with a combination of trade and aid measures that would transfer

*  Paper presented at the Sri Lanka National Seminar.
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the equivalent of zo billion dollars to developing countries, then the
growth target for that particular development decade of 5% per
annum growth in the GDP could not be realised. That was the first
major premise of UNCTAD, of all UNCTAD: in the past.

The expectation—and this is the second element for bringing about
this transfer—was through a sort of gentle process of persuasion.
I do remember the sort of intervention that Dr. Prebisch used
to make in UNCTAD in those days. His main burden was that all
of this was going to be costless to developing countries, That 20
billion gap really did not require even the 19, development assistance
target which we now have; and in terms of the thinking of that time
it really required no more than one-tenth of the 19, of the increment
in the demand for commodities exported by developing countries to
developed countries. In other words, if barriers had been reduced to
permit of the absorption by developed countries of as little as one-
tenth of 19 of incremental exports of developing countries, then this,
together with some modest assumption about aid, would have done
the trick. So the task in the thrust of all the appeals in the past was,
“this was going to cost you chaps very little indeed”’.

And the third element that characterised those discussions was
that when developing countries backed Dr. Prebisch in this kind
of appeal they were told, “go ahead and mobilise domestic resources”.
So it became a sort of ding-dong match. The developing countries
were asking for something very little indeed and the developed
countries were saying, “Really we cannot give you whatever mess of
pottage you are asking for; go ahead and put yout own houses in
order and then you will really be in a position to benefit from a better
trade regime”. So those three were the goals that UNCTAD I,
UNCTAD II and UNCTAD III in one way or another developed.

The Results—UNCTAD 1

I have only used illustrations of UNCTAD I. Now for the
results of UNCTAD I—Whenever anyone asks for something by way
of assistance to the Third Wotld, they usually get an institutional
framework—a committee or a set of committees. So that was what
happened in UNCTAD 1. A new mechanism was born; there were
jobs for the boys; some of them were good, some of them perhaps not.
Anyway within that framework you had a set of studies. That is the
second sort that gets thrown to developing countries when demands
were made, and these studies were enormously useful and helpfual.
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Let me list just two or three of them. The very first one which
comes to mind was the study of the state of developing countries in
international monetaty reform, and that really was the first occasion
when the famous link that Prof. Gunasekera talked about came into
international attention. It was an expert group convened by Dr.
Gamani Cotea, then my boss and now Secretary-General of UNC-
TAD, which gave birth to this notion of the link but drawing again
on idecals that were turned out before—:z or 3 years before that—
by one or two academics.

The second idea that was tossed out at that time was the notion of
general prefercnces. People had been accustomed to the idea of
Commonwealth preferences, i.e. preferences granted to a particular
grouping of countries, and the idea was that these should be gene-
ralised and made available on an across-the-board basis to all develop-
ing countries—a tariff cut across the board to every developing
exporter.

The third idea—and this is relevant in the context just mentioned
by Prof. Gunasekera—was really Dr. Prebisch’s version of Dr.
Kissinger’s “Development Security Facility”. But the basic idea was
the same. When developing countries draw up their plans they are
obliged to take a view of two things—a forward view of their export
earnings and a forward view of their ald expectations. In the im-
perfect world we live in there is nothing very much you can do about
aid except live with it on an annual basis. As far as exports were con-
cerned, the idea at that time was to give an insurance, so to speak,
to the export expectations underlying a development plan. If those
export expectations were unfulfiled, then the plan itself would have
to be scuttled, and that was the idea which was subjected to intensive
study. And for reasons I shall come to subsequently, it was an idea
which remained still-born until Dr. Kissinger chose to give it a
modern dress and a new name called “The Development Security
Facility” designed to meet precisely the objective that Dr. Prebisch
then had in mind. So these were UNCTAD I's ideas that were on
the agenda for study,

—UNCTAD II

UNCTAD 1I was a failure basically. It was such a failure that
Dr. Prebisch quit; he gave up. One of the things he was pressing
for at that time which 1 have alluded to—the Supplementary Financing
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Scheme which had been studied to death between UNCTAD I and
UNCTAD II—was abandoned for lack of the necessary finance.
The question of preferences was taken a stage forward, a firm com-
mitment was made on principle but no action yet; the action took
place between UNCTAD IT and UNCTAD 111, and that action again
can be viewed as not being in any way a real concession to developing
countries. The sorts of qualifications made to the application of the
principle of general preferences were such that it could be argued that
no major burden or adjustment was imposed on the developed coun-
tries that were called upon to absorb imports from the developing
countries. There were certain cut-off limits to exports that could
be permissible. So preferences was no real gain and supplementary
financing was a “dead duck”.

—UNCTAD IiI

As far as UNCTAD III was concerned, the emphasis moved to a
slightly different area. If developing countries could not at least
get the sorts of minimal things they were asking for, then perhaps
they might be allowed the luxury of rubbing shoulders with the
people who were taking the decisions. Decision-making internation-
ally became the major focus of UNCTAD I1I, and that in the specific
context of international monetary reform. As many of you will be
aware, international monetary reform in those days consisted of
To countries sitting round a table taking decisions on matters put
to them and then placing them before the rest of the world commu-
nity as a fait accompli which would then be dutifully endorsed. What
we did have—and this is where UNCTAD contributed the major
political thrust—was what came to be called the “committee of 20”
(i.e. the 10 developed countries, one make-weight developed country,
Australia or New Zealand, and 9 developing countries) who wete
then permitted the luxury of sitting in one room to take a view of
international monetary issues that would hopefully have taken the
interests of developing countries into account. So, the major break-
through of UNCTAD III in Santiago was really the permission,
if you like, for developing countries to take part in a process of
decision-making on vital matters—international monetary matters—
which hitherto had been the prerogative of the rich countries. How
successful that particular piece of institutional machinery was I shall
come to in a moment. By that time the link issue which had been
started up in UNCTAD I had matured considerably. A great deal
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of work had gone into it in the UNCTAD secretariat and in the Fund.
But instead of getting the link at that point we got a committee.

Dangers of First Thtee UNCTADs

So that sums up the results of the first three UNCTAD:s, and in
trying to look around for a way of doing that better than T have done,
I was driven to something which was presented to the 7th Special
Session of the General Assembly by an outfit called the Dag Ham-
marskjoeld Foundation. This is 2 group of independent researchers
working under the auspices of a foundation set up in the name of the
first Secretary-General of the United Nations, and this is what it says
which the Third World must avoid in the future. It says that the
Third World must avoid the institutionalised mendicancy, the danger
of the first thtee UNCTADs, the illusion of paternalistic partnership
without tears, the real nature of the Pearson Report and the real
danger of the World Bank’s pressing theme of redistribution with
growth and the sterile construction of desirable year 2000 models
without specifying concrete initial steps and subsequent sequences
for moving towards them as esemplified in the Lima Charter of
UNIDO. This, in capsule form, is an indictment of fast approaches
to the question of international economic diplomacy, whether in
UNCTAD or elsewhere.

The Role of UNCTAD IV

This brings me, to the new role that I think—and this is 2 personal
view—would be expected of UNCTAD IV in the context of the
changing international economic order. This role I think, is again
having thtee major elements. In a large measure—and this is my
first point—the problems are unchanged except in magnitude and in
composition. Let me go back to magnitudes first because this is
important to get a focus on the new thrust that is required.

Dr. Prebisch’s 20 billion dollars for 1970 has now become 100
billion dollats for 198c. This is the latest UNCTAD projection,
and roo billion dollars is what one needs by way of overall resources—
trade and aid taken together if the new Development Decade target
of 69, per year is to be achieved—69}, against the 59, for the previous
decade. This 100 billion—and I am going on the basis of the pro-
jections I have seen—means something really like 6o billion in 1974
dollars. The way these things are done is that you work with base
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year magnitudes and values and make an adjustment for inflation.
So while the 100 billion compares with Dr. Prebisch’s 2o billion if
one is looking at it from today’s standpoint, it is in the order of 6o
billion. And in this game of projections a number of outfits are
involved and UNCTAD’s efforts are complemented by those of the
Bank.

Before I get to those details I think one important thing that stands
out is that the 100 billion is not the sort of figure that can be met by
aid efforts alone, and that is the basic point—the difference between
the future and the past. That 1oo billion amounts to something like
1.39% of today’s projected GNP of the developed world in 1980. Tt
also amounts to something like .7%, of their GNP by way of official
development assistance. This is the point of the .79, target we were
talking about, and what Prof. Gunasekera referred to as not yet
achieved, which was to be achieved last year and which is only
achieved to the extent of .39%,. The argument here is that if by 1980
developed countries must set up their will and effort and get the .79
they will have discharged their official assistance obligations 5 years
late no doubt, but discharged them leaving the balance over for trade
measures. But if you again take the realistic assessment—and then
vou have to go to the World Bank for their in-house studies you
will find that there seems to be no hope whatever of getting that .79;.
Their projections in fact imply a decline from todays .3%,, which
Prof. Gunasckera mentioned, to something like .29%, in 1980, and
if this Go billion that I talked about in 1974 prices is to be the focus
of thinking, for a moment let me switch to that now.

We can find that 30 billion of that are within sight by way of plans
that that country also already has for aid transfers. Another 3o billion
has to be found, and this 3o billion translates along with that pro-
portion of the 3o billion already found which is imputed to the deve-
loped countries. Let us say 47 billion is the total I am hoping for;
that 47 billion will require something like 89, of that GNP by 1980
in order to be fulfilled. In other words, when you look at this problem
in terms of constant price relationships or current price relationships,
if you rely on additional aid for this Development Decade target of
6%, the answer is that aid is not going to be forthcoming.
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Trading with OPEC

‘So, developing countries have really got to be thrown much
more on their own resources on seeking to widen their trading oppor-
tunities than was really the case with any of the previous UNCTAD:s.
In considering the trade efforts I think there are two things that
could be highlighted to supplement what may reasonably be expected
and these two consist in relationships which the Third World might
forge with the OPEC world. The estimates are of this order and they
come again not from UNCTAD but from Bank sources. Today
OPEC absorbs something like 69, of developing country exports.
If that 69, were to rise by 1980 to something like 99} of developing
, country exports, then it can be argued that the 100 billion dollar gap
can be bridged with the sorts of aid that on current expectations
OECD developed countries look like coming up with. This parti-
cular access to OPEC markets has to be married with a reduction in
trade barriers of the developed countries which could add another 12
billion. What has happened here is that many of the developed
countries have mounted plans for domestic protection in order to
safeguard their temperate crops and if barriers on items such as beet,
sugar and cotton are lowered between now and 1980 the estimation
is that developing countries can gain something like 12 billion be-
cause they have the capacity to export these products and develop
that export potential. So the two areas of trade which have come up
in current studies and will supplement an aid effort which is not in
sight really are trade with OPEC countries and a reduction in pro-
tectionism in the developed world.

New Directions for Aid Effort

The second area in which one sees a new role for UNCTAD
consists in the fact that the developing countries today are a much
more variegated lot than they were in 1964. Some of them are really
on the verge of having achieved developed status. This applies
mostly to the Latin American countries who have enjoyed a period .
of export-led growth. The real problem concerns this Fourth World
of ours and that consists really, apart from Sri Lanka, of Bangladesh,
India and the Sahel. I was told a story that they would soon be
joined by a fifth, and that is the United Kingdom! And the reason
for that is that many of the boffins or buffoons who run these places
have had their original training in places like the London School of
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Economics, or Oxford or Cambridge or what have you. But let that
pass. Anyway, because this problem of developing countries is now
more variegated, the thrust of the aid effort can correspondingly be
altered also, or such aid as one can expect. In terms of World Bank
constant price projections I was talking to you about a while ago, an
addition of 3o billion dollars in 1974 dollars needs to be found be-
tween now and 1980 if this 69 target is to be supported. Of that
30 billion, the requirement of the poor lot of them is not more than
1% to 2% billion dollars annually. This gives the direction in which
the aid effort is moving, but it is not really clear whether one can rely
even upon the aid effort to deliver that much. So these countries have
the opportunity of really working out new trading relationships
of the kind which I will come to in a moment and which I have just
alluded to also.

Power Behind Demand

The third element in this new role for UNCTAD extends really
fundamentally from the retort that the developing countries gave to
the call of previous UNCTADs to mobilise their domestic resources.
One group of countries—OPEC—took that call quite literally, and
when they mobilised their resoutces all hell began to break loose,
and it is this action which has really created a possibility for setious
bargaining and negotiation by developing countries, and in my view
it is this which accounts for the revival in modern dress of lots of
ideas which did not get off the ground in previous UNCTADs but
which when developing countries have effective power to back their
demand, in a context where effective power backed their demand,
the whole picture does change. And I would like to go back here
again to the Dag Hammarskjoeld Report, which I think ought to
enjoy wide circulation here, to say exactly what I think it ought to
mean. In talking of collective self-reliance they say: “This concept
requires will, capacity and power. Will includes not simply desire for
change and a vision of a desirable new economic order. It must
include a clear conceptualisation of what measures and sequences
are necessaty to begin serious progress. Capacity includes the ability
to work out strategies and policies and to formulate the institutional
or bargaining processes necessary to bring them into being. Power is
probably the element in which collective self-reliance can offer the
greatest advances beyond national self-reliance and these are the
key points”.
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It involves the capacity to offer real benefits and to impose real
sanctions. Collective self-reliance must be backed by a potential for
confrontation damaging to the industrial economies as well as by
a potential for providing new relationships of positive value to them.,
In other words, we are now in the territory of negotiated inter-
dependence, of negotiation from strength, and this is I think the key
task of UNCTAD 1IV. If one looks at UNCTAD IV in this light,
I think, it has implications both for the content of UNCTAD and
for the form of UNCTAD. Ido not propose to undertake a four
d’horizon of the content of UNCTAD because that might take me
beyond my allotted time limit. So I shall try in the available time

to telegraph as quickly as possible the broad areas of concern on which
I think UNCTAD IV might focus.

Thesc four areas are commodities; other forms of Third World
Co-operation—and this is the real meat of collective self-reliance; in
development finance which is standard UNCTAD territory but in my
view in the future ought to be marginal UNCTAD territory; and
finally monetary issues which really create the framework in which
economic growth compatible with self-reliance can proceed. These
ate the four broad areas that I wanted to flag briefly, but let me focus
a little more precisely on commodities to begin with.

Commodities

As I have just indicated, the current concern with commodities is
really nothing more than a compulsion, if you like, to take seriously
the concern of developing countries when they begin to argue from a
position of strength. And what this particular OPEC action has
created for it is a new set of opportunitics. The idea was not new.
As long ago as 1942 came such a concocted scheme for a separate
agency for administering buffer stocks. This lay hidden in the British
Treasury archives for a good long while. Dr. Prebisch tried to find
it, but by some curious accident I came across it, and what we now
have in UNCTAD really in terms of this integrated commodity
programme is nothing more than a detailing out of that particular
scheme. But what is new hete is the political opportunities that have
been created which was absent in 1942, and briefly there are three
sets of opportunities which I would like to flag.
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Thtee Sets of Opportunities

The first is the possibility of trading off the concetn of developed
countries with assurances of supply with the concern of developed
countries to have reasonable prices. The points of excessive prices
can be self-defeating because they promote and accelerate the process
of substitution which will leave commodity producers more vulner-
able than before. So developing countries and developed countries
have a mutuality of interest there in going for reasonable prices.

The second opportunity that the new situation creates is that
developing countries are both exporters and importers of commo-
dities. As exporters they would like higher prices. As importers they
would naturally want lower prices, and if one is bargaining for the
collectivity of the Third World when their common interests rest
with not so much cartelisation but a reasonable level of pricing which
is what really the buffer stock mechanism seeks to provide.

The third opportunity of course is that one can raid the OPEC
cities. The money is there which was never ever possible before,
UNCTAD has done a number of calculations on this point and they,
1 think, frightened the wotld community to begin with by coming
up with a list of 18 commodities which would require prior stabi-
lisation costing something like 10.7 billion dollars, which is really
about the magnitude of the total aid flow on official account which
Prof. Gunasckera referred to. They have since scaled down that
particular estimate to something like 2 or 3 billion, and that implies
scaling down of the commodity list from 18 to something like 10.
The importance of scaling them down in this way is that you can have
a scheme where developing countries would go it alone. In other
words, if you start with a smaller corpus of commodities and work
out a sort of arrangement which indicates to OPEC countries that
they have a mutuality of interest in supporting such a scheme, then
I think one can get to UNCTAD IV with a scheme which is already
pre-negotiated and worked out and the developing countries will be
in a situation where the rest of the developed countries will have an
incentive to join. What I think I have in mind is not a cartel scheme
but a realistic scheme to stabilise commodities at prices of about
1974-75 before the peak of the boom and which would be in the
interests of OPEC countries to support, and it is this area of interest,
I think, which UNCTAD ought to be exploring. The import depen-
dence on primary commodities of OPEC is substantial today. They
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import something like 4-59, of the world’s exports of wheat, some-
thing like 79, of the exports of sugar, something like 359, of rice,
and something like 89, of tea, and their import bill has expanded
pretty substantially during the last year by about 90, in toto.

A Vested Interest in a Stabilisation Scheme

So any group of countries in that sort of position with a heavy
‘import commitment expected over the years is really in the position
of having a vested interest in a stabilisation scheme where one can
draw from international stocks rather than raise market prices to
astronomical levels. And this ought to suit the developing countries
as well because of the obverse of prices shooting up to excessive levels
with the slump that follows. So if one can work out a scheme of
mutually acceptable prices which gives OPEC a profitable avenue
for investing money—and the tin buffer stock has shown that buffer
stock operations can be very profitable; over 19 years they realised
something like f27 million profit on the operation—then I think
developing countries can get to UNCTAD with a realistic prospect of
“talking tutkey” about buffer stocks. I am saying this because as 3
result of OPEC action on commodities one has had initiatives from
the developed countries. But when one probes these initiatives one
is a little unclear about the exact content of these initiatives.

Not Transfers of Money but a Reasonable Price

I have already mentioned Dr. Kissinger’s Development Security
Facility. That really is nothing more than the old UNCTAD supple-
mentary scheme given a new label, and it does nothing more than
transfer moncey to developing countries. What developing countries
are now looking for, if I understand the mood aright, is not transfers
of money but a reasonable price for their products which they are in
a position to obtain by unilateral action; and when one talks of that
action one again goes back to the second initiative which was taken
by Prime Minister Wilson at the last Commonwealth Prime Ministers’
Meeting. He has a principle which I have already alluded to. The
principle is that producer countries should undertake to maintain
adequate and secure supplies to consumet countries and he is pro-
posing hete a generation after the General Agreement on Tariffs
and Trade, which is GATT, a great deal more at the level of indivi-
dual action on commodities.
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1 have got the document that H.M.G. has provided as a result of
the Jamaican Conference. What it comes down to is nothing more
than a return to the old approach which has failed to yield dividends,
which is the commodity-by-commodity approach. Everybody talks
a great deal about how Commodity ‘A’ is different from Commo-
dity ‘B’ and how the approach for Commodity ‘A’ therefore has to be
different, and one result of this is that for the last 10 years no more
than two or three agreements have been worked out, So that, to my
mind, is the wrong road to take. What is pethaps the right road is
what UNCTAD has in mind which is the simultaneous negotiation of
buffer stocks for a number of commodities.

There is no such thing as a commodity-by-commodity approach
here. It is a straight across-the-board approach which has really 2
number of advantages to members. If you have a single authority
running it, that means that that authority can take account of the
inter-relationships between commodities. It can make sure that the
prices set for tea as a norm are such as not to torpedo or undermine
the livelihood of coffee producers. It can take a longer term perspec-
tive of prices. If you think of a price at which it is desirable to stabilise
commodities, it is also a price at which it is desirable to promote the
right sort of investment attitudes. What has happened to commo-
dities in the past is that when prices shoot up excessively in a boom
you have over-investment taking place and then prices fall and
acreages have to be cut back. So, that cycle can be broken if you have
a single body looking into commodity price trends taken together.

Arresting the Vagaries of the Business Cycle

Then you can have a way of arresting the vagaries of the business
cycle. At a time of world inflation, boom in developed countries and
rising commodity prices, the buffer stock authority can intervene in
the market and sell commodities so as to moderate the impact of
inflation. And similarly at a time of recession, one can intervene to
buy commodities. All of this would not be possible unless you had an
across-the-board approach with enough finance to back it that would
carty conviction in the market as regatds intervention by a single
buffer stock authority which no single commodity can command.
Ten commodities can command that degree of confidence in the
market and 3 to 4 billion dollars, but not one commodity and 200
million dollars. That is the order of difference which an across-the-
board approach makes. So I would suggest in all seriousness that if
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UNCTAD IV is to come up with something concrete on commo-
dities, it should come to the negotiating table with a concrete scheme
which can get off the ground with the support of developing countries
alone, and the moment a sufficiently detailed scheme is worked out
along these lines, the probability is that it will be in the interests of
evetybody else to join such a scheme.

Gap in Prices of Producer and Consumer

I have one more point to make on commodities before I end
on that particular part, and that is something which UNCTAD has
so far not really done as much as it perhaps ought to do. What I am
referring here to is the price which the producer reccives for a com-
modity and the price which a consumer pays for it, and the gap
between the two. The only study that I know which has gone into this
question is an UNCTAD study on bananas and that shows that as
little as 109, of the final consumer price is what gets to the producer.
The balance is trapped among a whole range of middlemen, usurers,
shippers, wholesalers, and it is this particular gap which OPEC
action has bridged on the basis of its unilateral effort in respect of oil.
Some of the differences between the price of the consumer and the
measly 2 or 3 dollars per batrel that OPEC countries got was absorbed
~ by way of taxes by the developed countries. This provided revenue
for their budgets, and what the whole bargaining process in OPEC
has achieved has been to really bring back to their coffers money
which would otherwise have gone to developed country exchequers.
That same sort of exercise ought to be done or can be done for a
whole range of other commodities; and it would be very helpful if
UNCTAD had half a sheet of paper which for every single commo-
dity of significance gives the world at large the difference between
the final price and the producer price. What I do have is a set of
calculations made by a friend of mine and colleague, Dr. Mahabub
ul Haq, in the World Bank globally, and that shows a very interesting
story. Of the 200 billion that whole list of commodities that he has
compiled fetches in the world market, only as little as 30 billion
gets to the developing countries. The rest of the swag is apportioned
out elsewhere, If this dramatisation of facts and statistics were placed

upon the table, the bargaining task for the developing countries
would become considerably easier.
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Monetary Issues

In order to draw this to a close within the time-table I have had
to set myself, I only want to touch on international monetary issues.
The arguments, I think, can be discussed in seminar-type inter-
vention when the occasion arises, and as I have already said clearly
development finance is in my view marginal in terms of a realistic
capacity for countries to come up with that; so I do not propose
to go into that. But marginal issues are important and this is for a
single reason, and that is that the world inflationary process that
Prof. Gunasekera alluded to is entirely the result of a malfunctioning
international monetary system. If you take the magnitudes you get
a very revealing picture.

Between 1949 and 1969—a span of 20 years—the stock of inter-
national money which is reserved—gold, dollars, mostly dollars
actually—grew only by something like 32 billion or at an average
tate of 2.7% per year. Between 1970 and 1972 you had literally an
explosion of liquidity when as a result of a range of factors which
sometimes people rush under the table—commitments to international
diplemacy and so forth; the Vietnam wat comes into this at some
time—there was a major injection of dollars into the world economy.
The result was that reserves which had been growing by 2.79%, per
year jumped to an annual rate of 27%, in 1970-72; annual rate of
international money growing by 279%, as against international output
growing by about 4-5%,. That is the root cause of world inflation,
the fact of very simply too much money chasing too few goods.
And that was because the whole intetnational mechanism for liquidity
creation went awry at this very crucial juncture in world history.
What resulted is that in the period since 1970, between 1970 and 1975,
the total addition to international liquidity was about 100 billion
S.D.R. But 97% of that went to the developed countries, and 3%,
i.e. 3 billion only to the developing countries. This is the measure
of maldistribution of world liquidity that has been witnessed in the
past few years.

A Rational Design

In that situation there is clearly a rational design for the wortld to
return to, and that again is nothing new. Someone I propose to quote
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in a few minutes has been writing a great deal about it—Prof, Triffin
of the Yale University—and his ideas are really basically very simple:
Replace this arbitrary business of using one nation’s currency as
international money by deliberately created international money,
taking into account the rate of growth of world output. In other
words, this is the only fool-proof way of making sure that excessive
money and inflation is avoided. And as an adjunct to that one would
see the International Monetary Fund being converted into a genuine
international central bank. What Prof. Triffin says is extremely
interesting in this regard because he sees some way of using OPEC
bargaining strength in this process, and 1 would like to quote from
that: “If this design had been in existence” (i.e. if the Triffin design
had been in place before the oil crisis erupted) “all countries would
have been committed to accumulate most of their future surpluses
in reserve accounts with the Fund in S.D.Rs to be recycled or steri-
lised by it in the light of internationally agreed criteria and objectives
rather than left free to invest such surpluses as they wished and to
trigger currency crises by switching them at any time from one
national currency or Burocurrency into another for political as well as
for speculative reasons. The OPEC countries may admittedly be even
less willing today to negotiate such a commitment than they might
have been at a time when it would not have singled them out as the
major countries expected to relinquish their sovereign right to invest
their reserves as they pleased. Yet the agreement of other countries
to such a commitment with appropriate guarantees and earning might
make it more acceptable to all, to reduce in fact the huge exchange
tisks now inseparable from reserve accumulation and strengthen the
ability of the international community to meet other yet unforeseen
crises certain to emerge in the future as in the past”. He is describing
here a design that might have been operative had the system been in
place before the oil crisis. But the fact that there is leverage within the
Third World so long as the Third World remains united plus the need
to apply a certain measure of technical expertise into working out
details of this sort does permit some thinking along these lines to come
up on the UNCTAD agenda very squarely. Iam saying this advisedly
because financiets are notoriously very conservative people, and when
one was talking about an international central bank and a world
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central bank as recently as six months ago one was sort of being
laughed out of court I think. But I came across, in the “London
Times”, the other day the Managing Director of the Fund, Johannes
Witteveen, talking very much in these terms. He was talking about how
over the longer term the International Monetary Fund could become
an international central bank. It already performs central banking
functions in a limited way since it has created S.D.Rs or paper gold,
monetary reserves etc. So UNCTAD can play the role, in my view,
of using the leverage that the Third World has today to bring about
an ideal monetary design on mutually acceptable terms.
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COMMODITY PROBLEMS AND STABILISATION
POLICIES
LEELANANDA DE SILVA*

Introduction

In a paper of this length, it is impossible to cover all aspects of
the “Commodity Problems”, even in the narrow sense in which we
define it here. We therefore assume that the reader has a certain basic
knowledge of the methods and history of commodity price stabili-
sation and concentrate on the analysis of a few specific aspects of
instability and corrective policies. Our coverage is as a result un-
balanced, but this would seem preferable to the alternative of an
attempt at complete coverage of the topic which, in the space avail-
able, would necessarily result in a largely descriptive paper para-
phrasing the published and readily available work of others.”

Commodity Export Instability and the Less Developed
Countries

One would expect that LDCs would be more susceptible to in-
stability in export earnings than developed countries for several
reasons. Their low levels of per capita income with little economic
diversification mean that resources cannot be easily transferred to
more stable activities. They already tend to suffer more from other
economic instability than do developed nations. ‘They tend to rely
more heavily on export taxation and, as a result, instability will have

* Paper presented at the Asian Regional Seminar on the New International
Economic Order and UNCTAD IV, Singapore: 8th — 11th December, 1975.

1. The most complete body of description and analysis of commodity problems
and agreements has been compiled by UNCTAD, and may be found in the
mimeographed papers of the Trade and Development Board.
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a greater direct impact on government revenue planning. Their
govercments are less able to mitigate the impact of instability through
the use of monetary and fiscal weapons. And perhaps of most impor-
tance, the impact on peasants engaged in cash crop production can
tesult in increased indebtedness, loss of land, intense hardship and
possible starvation.

In 1972, exports of primary commodities from developed coun-
tries accounted for one quarter of their total export earnings, whereas
79% of the export earnings of LDCs accrued from commodity
exports.? Therefore to the extent that LDCs depend heavily on primary
commodities for their earnings they will experience greater export
instability than developed countries and will also tend to be less able
to cope with its consequences.

The commodity problems experienced in LDCs have many aspects
and dimensions such as over-production leading to price decline,
demand fluctuations over the trade cycle, the oligopolistic operations
of the multinationals and competition from synthetics. A compre-
hensive coverage of all such topics would require a very lengthy
paper which would encroach on many of the other papers to be
presented at this seminar.

We therefore limit our analysis to one aspect of the “commodity
problem”, namely fluctuations in commodity prices and export
earnings and measures which can reduce them or mitigate their
impact. We exclude discussion of secular price increase or decline
except where it is of relevance to the problems of instability. This
does not limit our discussion of current measures or of proposals
which have been developed to any degtee, because all are aimed at
price stability rather than price increase.

Although most proposed and operating commodity agreements
and compensatory finance arrangements are aimed at reducing or
compensating for fluctuations in expott earnings, the proposition
that fluctuations have a damaging effect on less developed economies
is still not universally accepted. One extreme view is that levels of
saving and investment are increased by fluctuations in export earn-
ings and that fluctuations therefore increase the rate of economic
growth, It is based on the not implausible hypotheses that individuals

2. Source: Wotld Bank, “Commodity Trade and Price Trends”, 1974.

54

Digitized by Noolaham Foundation.
noolaham.org | aavanaham.org


http://www.noolahamfoundation.org/
http://www.noolaham.org/wiki/index.php/%E0%AE%AE%E0%AF%81%E0%AE%A4%E0%AE%B1%E0%AF%8D_%E0%AE%AA%E0%AE%95%E0%AF%8D%E0%AE%95%E0%AE%AE%E0%AF%8D
http://aavanaham.org/

save more in conditions of uncertainty, and entrepreneurs invest
heavily when export earnings are high, but disinvest’ little when
conditions turn for the worse.® Evidence consistent with the latter
hypothesis was collected in an indepth study of entrepreneurial
activity in the Chilean Copper Industry,* which found that investors
tend to see the upswing of a cycle as the start of a new, more favourable
trend and therefore increase investment, but do not disinvest in the
downswing. The study concluded “One learns from the Chilean case
that if the goal of commodity stabilisation policy is domestic stability
and maximum growth, it is neither appropriate nor sufficient to stabi-
lise the value of export earnings”.

The majority of economists, however, seem convinced that fluc-
tuations in expprt earnings are damaging to the economies of LDCs.*
Vety briefly, their arguments follow two main liges. Firstly, the
development projects of LDCs require imported inputs and must
therefore be based on the forecast of certain future levels of foreign
exchange earnings. Fluctuating foreign exchange eatnings make
accurate forecasts impossible and project implementation and follow-
up is as a result hampered. Secondly, fluctuations in export carnings
fall on labour earnings and business incomes in the export sector and
the resulting variation in consumption and investment in these sectors
is transmitted to other sectors via various linkages. The instability
so caused increases the level of risk associated with investment, with
the result that levels of private investment and the rate of economic
growth fall.

Empirical tests of these a priori arguments have unfortunately
led to conflicting results.

3. Foran eloquent exposition of these hypotheses based on extensive observation
of the Malaysian economy see: Sir Sidney Caine “Instability of Primary Prices
A Protest and a Proposal”, Economic Journal, September, 1954.

4. C. W. Reynolds, “Domestic Consequences of Export Instability”, American
Economic Review, May 1954.

5. For brief summaries of the arguments sce H. Askari and G. Weil, “Stability
in Export Earnings of Developed Nations”, Journal of Development Studies,
Vol. 11, No. 1, October 1974 or G. R. Erb and 8. Schiave-Campe, “Export
Instability Level of Development and Economic Size of Less Developed
Countries”, Bull. of Oxford Inst. of Economics and Statistics, Vol. 31, No. 4,
November, 1969,

6. For a recent survey of these conflicting results and further empirical analysis
see, C. Glezakos, “Lxport Instability and Economic Growth: A Statistical
Verification”, Economic Development and Cultural Change, XXX, 4, 1973
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In the absence of conclusive evidence and with opposing theore-
tical arguments, it is left to the individual to make his own subjective
appraisal of the impact of fluctuations in export earnings on the
economies of LDCs. We feel that they will normally be damaging,
but that the extent of damage may be small for many countries com-
pared with the impact of past and continuing adverse changes in the
commodity terms of trade. In addition, we consider that instability in
import capacity is likely to be considerably more damaging than in-
stability in export earnings, which in certain circumstances may tend
to actually stabilise import capacity.

For some commoditics, the average actual petcentage rate of
decline in the commodity terms of trade has exceeded average pet-
centage fluctuations in export earnings above their trend,? and ex-
porters of these commodities would have benefited and considerably
more from a reduction in the rate of decline in the terms of trade than
from a reduction in fluctuation in earnings. Conversely, one would
expect that they will in future tend to benefit far more from measures
aimed at improving their terms of trade than from measures aimed
at reducing price fluctuations. In such cases, an OPEC type strategy
would be the most appropriate, with effort first being concentrated

on real price increase and then on stabilisation of prices at the new
real levels,

The Causes of the Instability in Export Earnings

Variations in commodity export earnings result primarily from
shifts in world commodity supply and demand functions. The extent
of variation depends on the size of shifts, the relative elasticities of
supply and demand, and whether price and quantity changes ate
off-setting or reinforcing.® Empirical studies have tended not to test
hypotheses deduced directly from supply and demand analysis, but
instead have concentrated on the examination of the following three
statements which as a result of deduction, casual observation and
intuition have become part of the conventional wisdom.

7. Thus for example, the commodity terms of trade for tea exported from Sti
Lanka declined at an average rate of 10%, from 1962 - 74, but the SDR value
of tea exports fluctuated by only 59, about a 5 year moving average trend
computed for the same petiod.

8. Simple comparative static supply and demand theoty indicates that changes
in export price and quantity will be reinforcing if they result from a shift in
demand, bur off-setting when resulting from a shift supply. Ceteris paribus,
one would therefore expect greater instability in the export earnings for
commodities the demand for which tends to be less stable than the supply.
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1. Countries which primarily export non-manufactured primary
products which are traded in volatile world markets are
likely to experience greater instability in export earnings
than those countries which primarily export manufactured
goods.

2. Countries which concentrate on the export of only a few com-
modities have little scope for off-setting positive and negative
movements in the export earnings of individual commeo-
dities and therefore tend to have less stable export earnings
than countries with a mote diverse group of exports.

3. LDCs tend to concentrate on the export of a few primary
commodities whereas developed countries tend to export
a wide range of goods a large proportion of which comprises
manufactures. If hypotheses 1 and 2 are correct, then most
LDGCs will have less stable earnings than most developed
nations.

Empirical evidence on each of these hypotheses had been con-
flicting,® and there is as a result no consensus on the major charac-
teristics of export trade which lead to instability. There is therefore
little positive to be said on measures which LDCs can take to alter
the structure of their trade with a view to mitigating export instability.
The extent to which such measures as crop diversification, accelerated
industrialisation or regional integration may reduce or possibly
increase export instability is consequently unknown. In now dis-
cussing measures aimed at stabilising export earnings, we therefore
concentrated on methods which directly effect fluctuations in export
prices and earnings, and which are not dependent on altering the
structure of trade.

Stabilisation Schemes

We limit our discussion to schemes aimed at stabilising prices
and earnings about their long-term trend. Such schemes may, how-
ever, affect the trend and the level of long-term cumulative export
earnings through a number of mechanisms. Firstly, reduction in
fluctuation in the price of a commodity may make it more attractive
to both producers and consumers and may increase both supply and

9. For an account of the latest position see Askari and Weil, ibid.

57

Digitized by Noolaham Foundation.
noolaham.org | aavanaham.org


http://www.noolahamfoundation.org/
http://www.noolaham.org/wiki/index.php/%E0%AE%AE%E0%AF%81%E0%AE%A4%E0%AE%B1%E0%AF%8D_%E0%AE%AA%E0%AE%95%E0%AF%8D%E0%AE%95%E0%AE%AE%E0%AF%8D
http://aavanaham.org/

demand. Whether this leads to a long-term price increase ot decrease
will depend on the relative elasticities of and shifts induced in the
supply and demand functions. Secondly, in the stabilised situation
more/less may be sold at higher prices and less/more at lower prices,
so that the average price over time may be higher/lower under price
stability. Thirdly, stocks held by consumers may be reduced in a
situation where prices are stable, with the result that the cumulative
earnings of exporters will be reduced by the value of sales foregone at
the ruling market price and by the reduction in the value of sales
which results from any price reduction resulting from the reduced
demand associated with the run-down of stocks by consumers.

Stabilisation schemes can affect earnings in three quite distinct
ways which may be used singly or in a combination:

1. By operating on the volume of transactions as price varies
and thus on price (Export and Production Quotas and Buffer
Stocks).

2. By operating on prices and thus also on the volume of trade
(Bilateral Contracts and Multilateral Commitments).

3. Via direct compensation for shortfalls in export earnings
(Compensatory Finance Schemes).

(i) Export Quota Systems

The export quota has been the most common feature of inter-
national commodity agreements which have been introduced or
setiously considered since 1945.1 It has not, however, normally
been used to stabilise prices in the strict sense, but rather to halt the
downward drift in prices caused by rapidly expanding supply exceed-
ing the growth in demand. Nevertheless, to the extent that quotas
prevent excessive downward fluctuations, they clearly reduce the
level of fluctuations about the new long-term trend. Export quotas
have had some success in this limited role for coffee, sugar, hard
fibres and tin in the latter case in conjunction with a buffer stock.

1a. The history and experience of commodity agreements for individual commo-
dities is readily available in a number of publications and we, therefore use
the experience of individual commodities in this paper as examples, and do
not attempt a comprehensive coverage., An up-to-date coverage may be
found in “World Economic Interdependence and Trade in Commodities”,
Cmnd, 6061, HMSO, London, 1975.
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The main impediment to the successful negotiation of an inter-
national system of export quotas is the problem of international
equity in the allocation of quotas. The final allocation must result
from a balance between historic national export levels and forecast
rates of growth of national production which would have been
available for export in the absence of the agreement. Where com-
modity exports are split between a number of traditional exporters
and a number of rapidly expanding new producers, the balance is
particularly difficult to achieve.

In addition, for commodities where productive investment has
a long period of gestation, investors are normally loath to reduce
exports by disinvesting in response to what may possibly be a short-
lived agreement. The tesulting stock build-up overhangs the market
and tends to make the agreement ever more fragile.

Finally, export quotas by pattially or wholly freezing international
market shares tend to delay rationalisation of production and slow
the concentration of production in the most “efficient producing
nations,'” and often the methods used by individual nations to limit
production to levels compatible with their export quota tend to
reduce production efficiency further.® 'This is clearly likely to be
particularly damaging for commodities such as jute and rubber which
are subject to strong competition in use from synthetics.

(ii) Buffer Stocks

Since the 1930s, buffer stocks have been the most widely dis-
cussed and recommended measure for achieving international com-
modity price stability, and their potential advantages ate now well
known. Briefly:— :

1. With adequate resources, a buffer stock can achieve price
stabilisation without direct restriction of export volume and
without the associated problems of international equity, in-
efficiency and unwanted stock accumulation.

11. Kalder has suggested an ingenious, but unfortunately impracticable means
of achieving flexibility in international export quota arrangements with the
use of export taxation, N. Kalder, “Stabilising the 'Terms of T'rade of Under-
developed Countries”, Economic Bulletin for Latin America, Vol, VII,
No. 1, March 1963, pp. 1-7.

12, For example, in response to her export quota under the International Coffee
Agreement, Kenya simply banned any new planting of land under coffce.
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2. It can in certain circumstances be self-financing and possibly
even commetcially profitable,

3. It can operate without comprehensive direct participation
by parties to the agreement.

4. The management of the stock should be capable of better
informed and therefore more efficient intervention than the
managers of national stocks.

The stock carries no overtones of cartel-type restrictions.

6. It does not require immediate change in national policies or
marketing systems.

Despite these advantages, a buffer stock has operated with any
success for one commodity only—tin—and even then only in con-
junction with agreements to control exports and stocks. The reason
is that as well as the apparent advantages, there are severe problems
which must be overcome if a buffet stock is to operate successfully.
The major problem arises from the fact that a buffer stock is first and
foremost an instrument of price stabilisation which can only be
used to stabilise price about its long-term trend. Any attempt to
use a buffer stock as an instrument of price increase would require
long-term purchases into the stock to be greater than sales from it
and would result in a progressive enlargement of the stock over time.
Thus, the manager of the buffer stock faces the problem of antici-
pating future prices and market developments so that the price floor
and ceiling can be set with reference to them. Forecasts in the com-
modity field are notoriously difficult (particularly for the most vola-
tile commodities for which a buffer stock is of potentially most use),
and the manager may find prices consistently above the ceiling as has
happened since mid-1973 with the planned buffer stock for cocoa.
Alternatively, if floor and ceiling prices have been based on an over
optimistic assessment of the long term price trend, the financial
resources of the stock will soon become exhausted in attempts to
support an artificially high floor price. The basic problem is that,
while ex-poste it may be comparatively easy to isolate long-term price
movements and short-term volatility, at the time it is usually extreme-
ly difficult to distinguish between shott-term fluctuations which can
be corrected by buffer stock purchases and sales, and more perma-
nent changes which require a shift in the floor and ceiling prices,
Frequent changes in floor and ceiling ptices permit wide fluctuations
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in prices to continue and therefote defeat the purpose of the stock,
but too few changes may result in rapid exhaustion of the physical
stock or its finances. Achievement of the correct balance requires
both skill and good fortune.

Combination of a buffer stock with a system of export quotas
can at least partially overcome the problem, because the quotas can
be used to modify longer tetm price trends thereby reducing some
of the uncertainty experienced in setting floor and ceiling prices for
stock operations. The use of export quotas as a major regulatory
provision alongside the tin buffer stock was found to be essential in
both the inter-war and post-war periods, as was control of stocks
which effectively translated the export quotas into a system of produc-
tion control. The 197z International Cocoa Agreement also com- -
bines a system of flexible export quotas with its buffer stock, and it
looks as though the rubber stock which is being discussed by the
Association of Natural Rubber Producers may also be backed by a
system of direct export control. The apparent need to use direct
export control alongside a buffer stock takes away many of the advan-
tages of a ‘pure’ stock which we listed above. It remains to be seen
whether an international buffer stock will ever operate successfully
on its own, or with the possible introduction of UNCTAD’s inte-
grated programme—need ever do so.

The corner-stone of UNCTAD’s integrated programme for com-
modities is a series of buffer-stocks financed from a common fund.
To the extent that movements in the prices of commodities included
* in the programme are not correlated, the funds available for each
stock at times of price support will be greater than if each were
financed separately with the same overall commitment of funds.
This will increase the stabilising power of each stock and enhance its
chances of success. Furthermore, the extra security afforded by the
spreading of a common fund over a series of commodity stocks is
likely to lead to cheaper finance for the fund, and it is possible that,
in addition, the momentum created by UNCTAD’s programme may
result in a substantial volume of aid support.’® If the integrated pro-
gramme as a whole is successful, the amplitude of worldwide cycles

13. The proposal made by the Minister of Finance of Sri Lanka at the Seventh
Special Session of the United Nations to use a part of the LM.F. gold ear-
matked for disposal to finance the consumer fund for buffer stock financing
as proposed by UNCTAD, is a feasible arrangement to bring the Fund into
operation early,
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in economic activity will be reduced, and this in itself will ease the
problem of the management of stocks and the resources which they
will require. However, notwithstanding these advantages, the prob-
lems experienced in the management of the individual buffer stocks
will stiil be severe and their incorporation in the integrated pro-
gramme by no means guarantee their success.

(iii) Bilateral Contracts and Multilateral Commitments

Contractual agreements between governments have played an
important role in the trade of centrally planned economies and in
general international trade in certain commodities, particularly mine-
rals. They have tended to become more important as a result of the
widespread establishment of statutory marketing authorities and the
need for the governments of less developed countries to control the
allocation of foreign exchange on a continuing basis. In some cases
they have also served as a means of transferring aid.™

From the point of view of stabilisation, bilateral contracts are
advantagcous in the sense that they lead to stable and known prices
for the agreed quantities over the period of the contract. They,
however, tend to destabilise the market for residual trade which
takes place in addition to contractual trade, and as the negotiation
of new contracts will tend to use the residual market price as a bench-
mark there may be greater fluctuation in the prices negotiated . in
successive contracts than would have existed in a ‘contract free’
market.

Recently, interest has centred on multilateral rather than bilateral
contracts as 2 means of stabilising commodity prices. Although the
Commonwealth Sugar Agreement contained some multilateral cle-
ments, the only true ‘symmetrical’ multilateral contractual arrange-
ments ‘were the eatly post-wat International Wheat Agreements. In
these, each exporting member country agreed to sell to importing
member countries not less than a specified aggregate quantity of
wheat at not more than an agreed maximum price, and such import-
ing member country agreed to purchase from exporting members a
specified minimum quantity of wheat at not less than an agreed mini-
mum price. Total import commitments equalled total export commit-
ments. Thus, in cffect, each country agreed to carry out a certain

14. For example, China pays Sri Lanka more than the Singapore market price
for rubber purchased under their rice/rubber bilateral agreement.
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minimum volume of trade in the price range determined by the
maximum and minimum prices. The aim was to ensure a relatively
stable price over the 3-4 year duration of the agreement and to ensure
a minimum level of market access for exporters.

In practice, agreements of this nature cannot embrace all world
trade in a particular commodity. ututre national supply and demand
is uncertain and governments will not wish to commit themselves to
more than the very minimum which they expect they would wish or
be able to import or export, and this may be considerably less than
the quantities which they eventually demand and supply to the world
market. This will be particularly so in unplanned market economies
where governments may be loath to control production and con-
sumption sufficiently closely to keep import demand and export
supply at precisely the necessary levels. Thus, in addition to world
trade covered by the commitments, there will normally be a residual
free market.

If total world supply and demand would have resulted in a price
within the range agreed in the multilateral contract, there will be no
pressure on the agreement and the agreed minimum purchases and
sales will take place within the agreed price range. However, as all
wotld trade would have taken place within the range in the absence
of the agreement, it will in these circumstances have no impact on
price stabilisation, If in the absence of the argeement the wortld price
would have been below the range actually negotiated, purchasers
will be forced to buy most or all of their requirements at the arti-
ficially high price, and the residual market price is likely to fall to very
low levels before buyers are prepared to purchase the cxtra-agreement
supply. The low residual market price will tempt buying nations to
break their commitment and purchase much or all their needs from
the residual market. In the reverse situation where world demand is
greater compared to world supply than anticipated, and the residual
market price is as a result above the maximum of the multilateral
agreement, sellers will now be tempted to break the agreement and
sell as much as possible in the residual market.

Thus, multilateral commitments are likely to be ineffectual ot to
lead to highly unstable residual markets which may lead to nations
breaking their commitment. The net effect of their introduction on
average fluctuations in world commodity prices is therefore
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uncertain'®, A system of multilateral commitments is one of the five
clements of UNCTAD’s integrated programme for commodities and
the detailed research which UNCTAD is carrying out as a basis for

developing the programme should go a long way towards eliminating
this uncertainty.

(iv) Compensatory Finance Arrangements

An alternative or supplement to commodity price stabilisation
is the stabilisation of export earnings via international compensatory
transfers aimed at making good all or part of earnings shortfalls
below some trend reference level. Two schemes aimed at earnings
stabilisation are currently operating, namely the IMF Compensatory
Financing FPacility and the Lome Convention STABEX Scheme,

(a) The IMFE Facility

The scheme is aimed at compensation for shortfalls in total
export earnings of a short-term nature and is therefore based on loans
rather than grants, Drawings are limited to 259%, of 2 member’s quota
in any one year with a total limit of 509, of quota. They carry an
interest rate of 4%, per annum rising to 69, if members fail to re-
purchase drawings within the stipulated time of 3-5 years., In order
to qualify for assistance under the facility, a country must demons-
trate that the export shortfall has led to balance of payments diffi-
culties. Drawings under the Facility up to the first 259, of quota are
permitted with few questions asked, but the second 25 9, is conditional
on co-operation with the fund in finding solutions to the nation’s
balance of payment difficulties.

Determination of the shortfall itself is not based on an automatic
- formula but rather on the Fund’s analysis of the nation’s production
and market situation, but as a starting point for this analysis they
favour a reference eatnings level from which shortfalls can be com-
puted which is based on the export levels of the previous two years
and the current year with weights of 259, 259, and 509, respectively.

15. The relevant theoty was however first discussed 25 years apo in, H. G. John-
son, “The Destabilising Effect of International Commodity Agreements on
the Prices of Primary Products”, Economic Journal, November, 1950.
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UNCTAD consider that the IMF facility could become a useful
part of its integrated programme if it were modified by:—

1. Making the balance of payments criteria for assistance less
rigid.

2. Eliminating the provision that the amount of compensation
available be determined by the countries for IMF quota.

3. Relaxing the timing of the provisions of statistical data on
export shortfalls, and granting partial advances in antici-
pation of statistical proof of shortfalls.

4. Making the repayment of loans more closely linked to the
recovery in export earnings, and dropping the obligation for
repayment within 3 - § years.

(b) STABEX

The STABEX Scheme which commenced in July 1975 covers
exports from, A.C.P. states to the E.E.C. Shortfalls in export earnings
for each of twelve commodity groups are calculated for each export-
ing country by comparing actual export earnings in the calendar
year in question with a reference level specified as the average of the
previous four years. The least developed, landlocked and is lanel A.C.P.
states may request a transfer under the scheme if a shortfall in any
commodity group is more than 2.5, below the reference level, and
other A.C.P. states when it is more than 7.5%,. The total resources
at the disposal of the scheme for the five years duration of the agree-
ment is 375 million (EEC) units of account and the extent of com-
pensation for shortfalls will be a function of total claims made. No
interest is charged on transfers, but the richer A.C.P. states are re-
quired to repay loans if in any of the five years following the transfer
both the quantity and unit value of exports in the relevant commo-
dity group are above their respective reference levels. Repayment is
limited in such years to the excess of actual earnings over reference
earnings. The least developed A.C.P. states do not have to repay
transfers.

Although both the IMF and STABEX schemes are ostensibly
aimed at stabilisation of export earnings, the use of historically based
reference levels means that mild fluctuations around a strong upward
trend in earnings may not lead to measured shortfalls and in such a

T vi 65

Digitized by Noolaham Foundation.
noeolaham.org | aavanaham.org


http://www.noolahamfoundation.org/
http://www.noolaham.org/wiki/index.php/%E0%AE%AE%E0%AF%81%E0%AE%A4%E0%AE%B1%E0%AF%8D_%E0%AE%AA%E0%AE%95%E0%AF%8D%E0%AE%95%E0%AE%AE%E0%AF%8D
http://aavanaham.org/

situation there may be no compensation. Conversely, a downward
trend in earnings would lead to compensation even if there were no
fluctuations in earnings about the trend. Both schemes will there-
fore, tend to be ineffective if worldwide inflation continues and
€Xport earnings rise as a tesult. In such circumstances it is possible
that no compensatory transfers will be made despite fluctuations
in money export earnings or violent fluctuations or large falls in real
carnings. This possibility was demonstrated in Sri Tanka in 1974,
when, despite the very large fall in her import capacity, her total
export earnings were 209%, above their reference earnings level using
the STABEX Formula.'6 :

However, as the reference earnings levels will be based on a
period which includes the commodity boom years of 1973/74, it
would seem that a basis for transfer will be established for some of the
commodity export groups in at least some of the countries over the
initial five year period of the scheme. But this does not mean that
A.C.P. countries or LDCs in general will be better off as a result
of the scheme. As the twenty four A.C.P. states designated least deve-
loped (and possible other A.C.P. states as well) will not be required
to repay transfers under the scheme, it is not a pure compensatory
finance arrangement but a hybrid designed partly to stabilise export
‘earnings and partly to serve as a basis for the distribution of E.E.C.
aid.

As an export earnings stabilisation scheme it has four major
deficiencies. Firstly, for the poorest ACP countries STABEX only
attempts to reduce the extent of downward fluctuations in export
earnings, leaving earnings to fluctuate freely above the trend. If
all recipient nations were required to repay transfers in boom years,
both positive and negative fluctuations would be reduced and con-
siderably more transfers would be possible within the constraints of
the STABEX fund. Secondly, the lack of provision for set-off be-
tween commodity groups of surplus against shortfalls means that
countries may receive transfers when there is no shortfall in their’
total export earnings, thereby again reducing the funds available for
nations who are genuinely in need of compensation as a result of
such shortfalls, Thirdly, the scheme excludes the highly unstable

16. This only gives a broad demonstration of the possibility as it is based on
total visible export earnings and not the expott earnings of commodity groups.
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commodity, copper, while including relatively stable commodities
such as tea. Fourthly, the vague and discretionary provisions for
repayment of transfers at the end of the initial five year period of
the agreements will for the most advanced ACP countries lead to
uncertainty as to potential foreign exchangs availability of exactly
the type which the scheme is intended to alleviate. In addition to
these main deficiencies, the detailed provisions of the scheme result
in many anomalies. Why, for example, should one nation which expe-
riences a 79 shortfall in export earnings from a particular commo-
dity receive no compensation when another which experiences an
89, shortfall is permitted to use the full 8% as a basis for compensa-
tion. Finally, it must be added that by sta.bxlxsmg expotrt earnings
rather than import capacity, the scheme can at best only partially
alleviate the domestic problems which result from wotld economic
instability.

As a basis for the transfer of aid, STABEX has little to commend
it. It is possible that as a result of insufficient shortfalls or repayment
of transfers all the resources allocated to the STABEX fund may
not be disbursed over the 5 year period of the agreement. As short-
falls are measured in money terms disbursements will tend to be
lower, the greater the rate of world inflation, yet it is widely accepted
that inflation tends to reduce the income of LDCs vis-a-vis deve-
loped nations.™  Asa result of the B.E.Cs prefetence for the creation
of rigidly defined trading blocks, certain rich nations receive more
favourable treatment than nations who are considerably poorer.
For example, Zaire with per capita income of $100 is treated less
favourably than the Bahamas with per capita income of $2z,240,

The STABEX Scheme therefore has little to recommend it either
as a compensatory finance arrang=ment or as a basis for the distri-
bution of aid.

The use of IMF gold to finance the proposed Development
Security Facility would result in substantial transfers of real re-
sources to LDCs. The facility would, however, be based on com-
pensatory financing of export earnings, and, in the light of the above
analysis of the STABEX scheme, it must be questioned whether

17. One element of the Prebisch-Singer explanation of the deteriorating terms of
trade of LDCs is that trade union power in developed nations is able to win
continual wage increases which lead to ever increasing prices of adminis-
tratively priced industrial goods, where as prices of basic commodities depend
on market prices which in turn determine the income of producers.
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this is likely to result in either an efficient or equitable transfer of
resources. An extended IMF compensatory finance facility embody-
ing some of UNCTAD’s suggested modifications may be the best
means of reducing the impact of export instability on LDCs, and
equitable transfer of the real resources generated by the sale of IMF
gold could perhaps best be achieved using more conventional aid
channels and criteria. At the very least, developing nations must
subject proposed compensatory finance schemes to close scrutiny,
and Asian states when considering the possible extension of STABEX
type schemes to them should examine whether the aid embodied
therein could not better be disbursed using criteria other than short-
falls in export earnings.

Conclusions

Although it is not universally accepted that fluctuations in export
carnings necessarily have an adverse effect on the economies of
LDCGs, it would seem likely that their disruptive impact on planning
and investment will reduce growth rates, particularly to the extent
that they also result in fluctuations in the capacity to import.

Our analysis of certain aspects of the price and earnings stabili-
sation measures which are currently under international consideration
shows that all have defects of one sort or another, and less developed
commodity exporters should subject each to critical examination
before agreeing to the commitment of national or concessional re-
sources to them.

Recent instability in commodity prices has convinced the deve-
loped importing nations that they have much to gain from commo-
dity price stabilisation and the resulting increase in their willingness
to discuss arrangements has led to the many stabilisation proposals
currently under consideration. However, the importing countries
have much to lose from snereases in commodity prices and there has,
as a result, been no similar worldwide increase in enthusiasm for
measures aimed at price increase rather than stabilisation, and the
attention of LDCs has tended to be diverted from the possibility of
such measures. Given that low prices, and not unstable prices, are
the major problem facing the exporters of many commodities, less
developed commodity exporters should attempt to divert some of
the current thrust in commodity agreements away from the stabi-
lisation of money ptices and towards the improvement and subse-
quent stabilisation of the real prices at which commodities are traded.
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INTER-GOVERNMENTAL CONSULTATION
ON TEA AND RUBBER
C. CHANMUGAM*

TEA

Efforts by the international tea community to stem the decline
in the unit price of tea through collective action have not met with
any success despite a number of conferences/consultations held under
the auspices of FAO. Basically the world supply of tea was ruaning
ahead of demand and the excess 'was being absorbed at lower prices;
consequently, export earnings were stagnant or declining for the
major traditional exporting countries (India and Sri Lanka) but
somewhat improved for the newer producing countries (East Africa).

The main strategy—which was the subject of protracted nego-
tiations by the principal tea exporting countries—was the regulation
of exports through export quotas in order to attain a given price
objective. The first successful attempt at negotiation resulted in the
Mauritius Agreement of 1970 which was really a “holding™ opera-
tion that allocated somewhat generous export quotas to 13 member
countries under an interim arrangement for 1 year. However, the
Agreement lacked any “bite” and the effect on the market was largely
psychological.

Thereafter in 1971, the two conciliators (from FAO & UNCTAD)
who were appointed to reconcile the widening differences between
the various exporting countries put out a provocative report on the
principles of a long-term agreement for tea, which set out guidelines
for the framework of a 10-year agreement. The basic idea was a deal
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between India and Sri Lanka on the one hand and the African coun-
tries on the other, with one group gaining in the first s-year period,
whilst the advantage in the second s-year period rested with the
other. For example, in the first 5 years there was no significant res-
traint on exports from African countries so that the main burden of
controlling supplies would fall on India and Sti Lanka whose com-
bined exports would be static. In the second 5 years, however,
exports from India and Sri Lanka would expand so that the main
burden of control would then fall on the African producing coun-
trics who would have to phase out their new planting programmes.

These proposals did not find acceptance with the African produ-
cets who preferred to continue quotas on a yearly basis, thereby
placing no restrictions on new planting, as opposed to India and
Sri Lanka who were pressing for a long-term agreement which would
contain African expansion. Eventually some sort of artificial com-

promise was reached and the international tea community limped
along from

—an interim 1 year export quota arrangement in 1970
—to a 15 month (January 1971 to March 1972) export quota

—toa 3 year export quota for 1972(73, 1973/74 and 1974/75
which was subsequently made a2 moving 3 year quota

—for 1973/74, 1974/75, and 1975/76, and currently
— for 1974/75, 1975/76 and 1976/77.

This exercise by the international tea community was, however,
purely “window dressing”, as individual country quotas were the
estimates by respective governments of their exportable surpluses
and contained no restrictive element whatsoever. Certainly, they
were not expected to reverse the declining trend of tea prices at the
London Auction which continued its downward drift until 1973
when a slight gain was recorded, but which in real terms represented
a fall well below the price received in 1969, the year in which the
Mauritius Agreement was negotiated.

The several unsuccessful attempts by tea exporting countries to
arrive at a meaningful international tea agreement reccived a jolt
in the latter half of 1973 when the oil exporting countries unilaterally
raised oil prices (about 3 times the 1972 level) which had the indirect
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efiect of sending the cost of inputs (oil, fertilisers, etc.) for agri-
cultural production including tea soaring upwards. Thus, the oil
exporting countries were able, in one fell swoop, to create conditions
which imposed restraints on tea production and a resultant dimi-
nution of export availability. They thereby succeeded in raising
wortld prices for tea, which the international community had signally
failed to achieve over the years. The oil crisis, however, was not the
only factor, as it coincided with drought chicfly in Kenya and Sri
Lanka and the general inflationary pressures of the “commodity
boom” which up till then had bypassed a number of commodities,
one of which was tea.

The modest improvement in tea prices at the end of 1973 gathered
strength in 1974. Much of this increase was, however, effected by
increases in the cost of inputs such as fertilizer, tea chests, fuel and
wage rates. The total volume of exports in 1974 remained at about
the same level as in 1973. The 1975 supply position was not expected
to improve over that of 1974 because of diminution of export supplies
from Kenya (due again to drought); Sri Lanka (although there is
a higher export availability in 1975 compared with 1974 exports will
be lower than the Five-Year Plan target); and India (due to pressure
of rising local consumption in India). It is noteworthy that although
India has increased her production in 1974 by nearly 30,000 tons
over the 1973 level, her exports increased by only 13,000 tons over
the same period.

In June 1974, the Sub-Group of Exporters of the Inter-Govern-
mental Group on Tea agreed at that time “that in view of the pre-
carious financial position of tea producers as a result of the great and
continuing increase in production and other costs it was vital for
the survival of the industry that effective means be taken to sustain
and increase the real price of tea”. It was noted that although tea
prices had increased in current Dollar terms their purchasing power
deflated by the United Nation’s Index of the unit value of exports
of manufactured goods was lower than the prices fetched 20 years
eatlier. It was with the hope of consolidating and improving the
real price of tea that the tea exporting countries agreed in principle
to examine in depth the technical feasibility and economic advantages
and disadvantages to tea exporting countries of the following ele-
ments of a multi-dimensional agreement for tea:—
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I. A minimum export price arrangement below which exports
would not be allowed;

2. The co-ordination and regulation of marketing to avoid build
up of stocks in importing countries which would have a
depressing effect on prices;

3. Intensification of and co-ordination in global promotion, in-
cluding new markets;

4. Rationalisation of marketing so as to achieve the most favour-
able prices with special references to the feasibility of expand-
ing auctions in producing countries;

5. Provision of an independent market intelligence service for
the tea exporting countries, designed to provide up-to-date
and regular information about market development and
future outlook for various types of tea.

The above elements really fall into three groupsi—

a) Improving the real price of tea by restricting supplies through
p g p Y & supp &
global export quotas or a minimum price scheme below which
teas would not be exported;

(b) Co-ordination in promoting and expanding world demand for
tea; and

(c) Strengthening of the local tea auctions in producing coun-
tries so that governments have a greater say in the marketing
of tea.

The most important item was that concerning 2 minimum export

price and the linking of an export quota type of agreement with the
minimum price. Papers were presented on all the “clements” by the
FAO and UNCTAD but none of these except the minimum export
price arrangement for tea prepated by the UNCTAD Secretariat
contained any practical solutions capable of implementation. Even
the UNCTAD Paper in its conclusions stated—
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“Notwithstanding the difficulties, the general conclusion of this
Study is that floor prices are technically feasible for world
exports of tea provided that there is an agreement at the political
level of their desirability and the limited but positive role they
may perform. At the same time there can be no guarantee that
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they will succeed in the even limited role assigned to them in

this Paper”.
The Sri Lanka scheme for ensuring “floor prices” was also studied.
It was suggested that the slow but progressive increases effected
under the Sri Lanka export duty rebate scheme, based on careful
monitoting of the Colombo Auctions, was one way of firming up
the prices of teas fetching poor prices. But other delegations rejected
the proposal as not feasible in their countries.

Even if the UNCTAD report had been more positive there would
have been no chance of obtaining agreement regarding the imple-
mentation of a floor price scheme by the other tea producing coun-
tries except possibly India. India supported the recommendation
for a floor price and was prepared to rely on the experience of Sri
Lanka in the implementation of any feasible scheme. The African
countries, however, wete totally opposed to a floor price scheme
describing it as impracticable, and stressed the fact that the degree
of governmental conttol involved in any export licensing scheme
was unacceptable. In the face of this opposition and with little to
lose or gain Indonesia also rejected the floor price scheme as not
feasible.

As an effective floor price scheme for tea cannot be achieved
by India and Sri Lanka alone as it required adherence to by Indonesia
and Kenya—to bring up the world export trade in black tea to at
least 80% —the talks were unfruitful. Even on the other items such as
strengthening local auctions and reducing dependence of exporting
countries on London as a sales centre, the response was negative.
The only positive approaca taken by the African countries was in
regard to tea promotion patticularly in the United Kingdom where
Sti Lanka and India are steadily losing their share of the market to
the African countries. Promotion alone will only marginally improve
the supply-demand position and unless it is linked to an effective
restriction of supplies to the world market its impact on prices will
be minimal.

The main reason for the position taken by the African countries
was their belief that:—

(a) Sri Lanka’s tea industry and tea production are steadily going
down-hill as a result of high taxation and governmental inter-
ference over tea estates;
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(b) India’s internal tea consumption is rising rapidly (by about
8% annually), while production is increasing by z-3%.
Consequently, India, whose exports and local consumption
are about equal, will be hard put to it to maintain exports at
carlier levels;

(c) The African countries are able to obtain concessionary terms
of trade with the E.C.M. countries under the Lome Agree-
ment.

This belief impels the African countties to proceed unabated with
their plans for expanding small-holder tea plantations through finan-
cial assistance from the World Bank and other international agencies.
Moreover, backing from buyets in the UK. who have extensive
interests in Kenya, assures them of some preferential treatment at
least in the U.K., market.

An appreciation of these issues which shape the attitude and
harden the stand of the African producers in the international tea
forum is of paramount importance to Sri Lanka. These issues and
their impact on Sri Lanka are briefly discussed below.

The Lome Agreement between the ECM countries and the African
countries has been hailed as a major advance in international co-ope-
ration and trade. Under this agreement, the ECM countries will
reimburse the producers of certain commodities when the export
earnings of these to the ECM countries fall below an agreed level.
Tea is one of these commodities. Accordingly, the African tea pro-
ducing countries are safeguarded against any sharp fall in the unit
price of tea to the ECM countries. This agreement greatly strengthens
the hands of the African producers.

India holds the key to the resolution of an international tea agree-
ment. Rising domestic consumption could lead to a major fall of
Indian tea exports, but India has safeguarded against this by imposing
excise duties on tea destined for local consumption. India, however,
is not prepared at this stage to reduce exports to satisfy internal
consumption because she wants to improve her foreign exchange
earnings from tea.

Sri Lanka’s bargaining position is weak in the short run. Sri
Lanka’s tea production has been stagnant or declining over the last
10 years. The shortfalls in production and exports have been chiefly
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due to depressed trading margins, a relatively high rate of taxation
compared to her competitors abroad and a weak international market
leaving slender or disappearing resources in the hands of producers.
The bulk of the industry was sinking slowly into a “care and mainte-
nance” basis, In 1973, the position was even more desperate as a
result of the fuel crisis. The timely introduction by Government of
the Package Deal to the tea industry in October 1973 and the improve-
ment in tea prices during 1974 due to shortage of supplies in the
world matket has fortunately restored profitability to the producers.
However, production is likely to suffer for some time, as standards of
maintenance and fertilizer usage has declined in many of the tea lands
over the last few years. It is estimated that 109, of the cultivated
acreage has been abandoned. ‘There have also been non-financial
factors such as drought for three years in succession, an unavoidable
uncertainty over land reform—nearly 209, of the land fell under
State management under Phase I of the Land Reform Law—and the
uncertain role of the private sector which have contributed to the
fall in tea production. This uncertainty has now been resolved by
the take-over by the State of the Company-owned estates. The total
tea lands in the hands of the State is over 7o.

The inttoduction of the Package Deal in October 1973 linked
with the fortuitous improvement in tea prices has helped to restore
some confidence to the tea industry. The Package Deal consists essen-
tially of the following:—

(a) Assistance to tea producers in the form of subsidies, rebates
and credit to ensure the economic viability of the industry for
which a sum of Rs. 125 million is provided annually over a
five-year period;

(b) Statutory obligation on the part of all ownets of tea lands
to maintain and develop their holdings in conformity with
the norms set out by the Government.

Assistance to tea producers under the Package Deal for the rehabi-
litation and development of the industry is estimated to cost Rs. 625
million during the five-year period 1974-78. The annual outlay
amounts to Rs. 125 million and consists of the following pro-
rammes:—

(a) The supply of tea chest panels to tea factories at a subsidised
price;
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(b) The issue of tea fertilizer to all tea lands at a special price;

(¢) An enhanced subsidy ranging from Rs. 3,750/- to Rs. 4,750/-
per acre for replanting seedling tea with high-yielding varieties
of clonal tea.

In addition to the above assistance, a Credit Guarantee Scheme to
facilitate the grant of credit financed by Commercial Banks to tea
estates has also been instituted. Under this scheme, the Government
underwrites to the Commercial Banks any defaults up to 759, of each
approved loan granted to tea estates and factories.

With the introduction of the Package Deal there has been a definite
improvement in the standard of cultivation in the tea estate sector.
Teething troubles, however, associated with changes in ownership
and management have affected the small-holdings sector. Consequent
on the enforcement of the recent legislation, under the Tea Control
Act, fertilizer consumption on all tea lands has increased by 209 in
1974 over the 1975 figure. 1975 should see a further improvement.
Production for the first three months in 1975 is the highest since
1969. Favourable weather conditions contributed chiefly to the
increased crop, but part of the improved productivity lies in the
larger investment made under the Package Deal.

If the tea industry in Sri Lanka is to continue to play a command-
ing role in the economy of the country it is essential to press ahead
with (her) efforts to consolidate and strengthen (her) national tea
industry through the assistance given under the Package Deal.

On the international tea scene there is a possibility, although it
appears remote at present,of securing co-operation among tea export-
ing countries on a slightly different basis than has been considered
possible in the past.

Supplies to the world market can be restricted by tea exporting
countries in one of several ways:—

(a) A physical cut-back in supplies;

(b) A Minimum Price Export Scheme which will bring about a
reduction in the volume of exports;

(¢) A curtailment of potential production by limiting expansion
in cultivation.
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It may be that the operation of a Minimum Export Price Scheme
by (say) Sri Lanka, a limitation of expansion programmes by Kenya,
a cutback in exports by India, coupled with a contribution to India
by other countries to compensate for her loss of export earnings and
disproportionate contribution to a global tea promotion campaign by
Indonesia could form the elements of a new approach in hammering
out concord between the four principal tea exporting countries.

RUBBER

During the last 2 years rubber prices have shown the same vola-
tility that had characterised this commodity over the last 25 years.
Yet it was only in the last two years that the problem of exercising
control over international rubber prices was seriously taken up by
the rubber producing countries under the Association of Natural
Rubber Producing Countries (ANRPC). These countries are Malaysia,
Indonesia, Thailand, Sri Lanka, Viet-Nam and Singapore which
account for over 809, of the world natural rubber production. Before
discussing the approaches made by these countries in the area of
price stabilizaton, it will be useful to briefly review the events that
have overtaken this commeodity since the oil crisis.

Towards the end of 1973, the demand for rubber (both Natural
Rubber and Synthetic Rubber) was affected by the slow-down of
industrial activity in the developed countries. Rubber prices both
Synthetic Rubber and Natural Rubber were, therefore, expected to
weaken. However, the availability of chemical feed-stock for SR
production was severely curtailed by the oil crisis. At that time it
was widely believed that apart from the three to four-fold increase
in the oil price, oil supplies would continue to be rationed ot even
cut-off to certain countries. NR, therefore, temporarily benefited
from the scarcity of SR. NR prices surged upwards in a market
where speculators were also busy, reaching a record price of 55 US
cts./lb. at the beginning of 1974 (RSS.I, cif., N.Y.) compared to
23 US cts./lb. an year eartlier.

During the course of 1974, the crude oil supplies which were
earlier threatened became progressively more and more available and
the supply of feedstock to the SR industry became assured. The
prices of SR reflected the price increase in oil and SBR 1500 (a basic
synthetic rubber) moved from market prices of 17-20 US cts./Ib.
to 30-33 US cts./Ib. But it was clearly apparent that the premium
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prices paid for NR over SR could not be maintained any longer.
Overhanging this was the recession in Western Europe and the
decline in real incomes in the U.S. and Japan which choked the
world demand for all elastomers (NR and SR). Car production and
sales were slashed (by 259, in the U.S. alone) contributing to a slump
in the consumption of all rubbers. During the course of the year
(1974) therefore the supply/demand position for NR was completely
reversed from one of excess demand at the beginning of the year
to one of excess supply during the last quarter. Prices of NR plunged
to 27 US cts. per lb. (RS8.1, c.i.f., N.Y.) at the end of the year with
futther falls being predicted.

In November 1974 the Malaysian Government intetrvened through
production cut-backs (compulsory z-week tapping holidays and
banning of ethrel) and the enforcement of increased stock holdings
at dealers level in order to protect the prices of NR from further falls.
In the five-year period preceding 1973, world NR production increased
at an annual average rate of about 5.0%. The total production in
1973 was 3.5 million tons. Due to slackened demand in 1974 and the
efforts of the Malaysian Government in withholding supplies the
total production in 1974 was held at 3.5 million tons. Preliminary
estimates for NR consumption indicate that the figure of 3.5 million
tons will not be exceeded in 1975. The growth rate has been virtually
zero. The short-term outlook for NR does not look bright. Excess
capacity in SR industry will also maintain a depressing effect on NR
prices in 1975. However, the long-term picture for world demand is
much brighter. With improved economic conditions being restored
in the developed countries the demand for NR is expected to increase
(an annual rate of 4.5 to 4.99%, is forecast from 1976 - 1980) and prices
should improve moderately above 1974/75 levels.

Improvements in yields will account for most of the growth
in the NR output in 1980 (estimated output 4.9 - 5.0 million tons).
The share of NR in the wotld rubber matket is estimated to move
slightly from the current figure of 319, to 339%. If the remainder
of the projected demand for elastomers in 1980 is to be made up by
SR, the industry will have to operate at close to full capacity (85%,)
compared with the historical average of 759,. The supply position
of SR is going to be tighter in the future than in the past for the
following reasons, viz.,
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(1) increased depreciation costs of now high-cost plants;
(2) increased raw material costs;
(3) increased pressure on wage costs;

(4) higher costs for ecological controls.

NR producers can, therefore, confidently expect to obtain reasonable
prices for their product in the long term. (The World Bank forecasts
about 57 US cts./lIb. in 1980). S

It has been recognised that international action to stabilize prices
of NR, which are notorious for their violent fluctuations, will be a
boon to NR producing countries. Consumers too would welcome
stable and equitable prices for NR. An international buffer stock
scheme appears to be crucial to long-term price stability for NR.
During the period of falling NR prices the Malaysian Government
mooted 2 complementary schemes. They are:—

(a) An International Buffer Stock Scheme which will operate by
mopping up surpluses in the open market or releasing stock-
piles to meet deficits, thus ensuring a balanced supply/demand
position given an agreed and reasonable price range from
NR. This price level should not be high enough to attract
excessive investment in SR capacity and not too low as to
prove ineffective;

(b) A Supply Rationalization Scheme which is essentially a cut-
back in the supplies position if NR prices sink to uneconomic
levels.

These proposals were taken up for consideration by the member-
countries comprising the Association of Natural Rubber Producing
Countries. A number of meetings were held in the last 12 months
to try and harmonize the views of the member-countries. Here
again, it has not been possible to compose the differences among the
member-countries. The principal difference lies in the priority that
should be accorded to the International Buffer Stock Scheme and
the Supply Rationalization Scheme. Malaysia supported by Sri
Lanka would like greater prominence being given to the International
Buffer Stock Scheme with the Supply Rationalization Scheme really
being a second line of defence. They argued that it would be dangerous
to give precedence to “supply rationalization” as in the long term NR

79

Digitized by Noolaham Foundation.
noolaham.org | aavanaham.org


http://www.noolahamfoundation.org/
http://www.noolaham.org/wiki/index.php/%E0%AE%AE%E0%AF%81%E0%AE%A4%E0%AE%B1%E0%AF%8D_%E0%AE%AA%E0%AE%95%E0%AF%8D%E0%AE%95%E0%AE%AE%E0%AF%8D
http://aavanaham.org/

will lose ground to SR through build-up of SR capacity. However,
this view is not fully supported by the other member-countries.

The different views can be summarised as follows. Some consensus
was reached among the member-countries that rubber prices should
be stabilised through the operation of an International Buffer Stock
Scheme under which a given price level (145 Mal. cts. per Kilogram
for RSS.I) should be defended by putchasing rubber from the inter-
national market when prices fall below this level. If prices continued
to fall below 120 Mal. cts per kilogram in the international market,
the International Buffer Stock Scheme should be supplemented by
the Supply Rationalization Scheme. This is in effect a restriction on
exports placed on different member-countries. The size of the buffer
stock was of paramount importance in deciding the degtee to which
export quotas are expected to be used. It is evident that extensive
use of export quotas would reduce the need for international stocks.
Malaysia supported by Sri Lanka favoured a stock of 350,000 tons.
In view of the reluctance of other countries to accept this figure, the
size of the buffer stock was reduced to 100,000 tons; the balance
being taken care of through the application of annual export quotas.
In other words, greater priority is to be given to the Supply Ration-
alization Scheme. It might be pertinent to mention here what the
UNCTAD Report on an Integrated Programme on Commodities
says about rubber which has been chosen as one of the core commo-
dities meriting urgent action through commodity stocking. In this
Report the UNCTAD estimates that the minimum stock level for
rubber should be 375,000 tons, This would imply that the effective-
ness of an International Buffer Stock Scheme would be diluted if the
stock is only 100,000 tons. It was, however, argued at the meetings
held by the ANRPC that it is better to start the international buffer
stock with even a minimum quantity and build it up later in the hope
that the operation of this scheme would mellow the attitudes of the
member-countries who were presently not disposed to having a
larger buffer stock. Another area in which no agreement could be
reached was the placement of the buffer stock. At the last meeting
some member-countries argued that the buffer stock should be held
in different countries as national stocks. This would mean that the
buffer stock was not to have any international flavour at all but would
merely constitute stocks held in each member-country. It was pointed
out at the meeting that if stocks were to be held nationally and not
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centrally the Buffer Stock Scheme will be so diluted as to have no
effect at all on the international natural rubber price. Moreover, the
Natural Rubber Price Stabilization Scheme would reduce itself to an
“export quota type scheme”. Doubts were expressed as regards the
feasibility of administering a Supply Rationalization Scheme in view
of the incompleteness and lack of uniformity of export data, smug-
gling across national borders, the time-lag involved in presentation of
accurate statistics for a given period, and the high frequency of change
in market conditions which renders the monitoring and supetvision
of the agreement extremely difficult.

Two meetings of the Sub-Committee on Natural Rubber Price
Stabilization have been held this year under the aegis of the ANRPC
but no concrete results have been forthcoming. The third is scheduled
to be held at the end of this year. It is hoped that progress will be
achieved at this meeting in obtaining a greater measure of agreement
on the basic issues. Until such agreement is reached it would be
difficult to obtain the financial assistance outlined in the UNCTAD
Repott on an Integrated Programme on Commodities.
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THE EXTERNAL DEBT PROBLEM -SRI
LANKA’S CASE IN THE CURRENT
INTERNATIONAL SETTING

NIHAL KAPPAGODA*

Introduction

This papet will be in two parts. The first will deal with the
international setting in which cxternal debt problems of developing
countries are being discussed. The second part will deal with Sri
Lanka’s debt position, an analysis of whether a problem exists, what
remedial measures could be taken within the existing international
framework and a possible position that Sri Lanka could take at the
forthcoming UNCTAD IV mecting in Nairobi next year on external
debt and debt renegotiation.

The need for higher levels of resoutce transfers from abroad for
developing countries arises due to the inadequacy of foreign exchange
earnings to meet the import needs of increasing populations, raw
material needs of existing industries and of new investments, both
infrastructure and productive, required to meet their long-term
developmental objectives. What is relevant is the country’s import
capacity which is dependent on a number of closely related variables,
namely, export earnings, the net long-term inflow of, capital and the
tetms of trade. The net long-term capital inflow includes grants
and loans from both official and private sources abroad, and foreign
investments (excluding reinvested earnings) less payments of interest

* Paper presented at the Sri Lanka National Seminar
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and amortization of loans and profits and dividends on foreign invest-
ments. It is this variable and its component items and the possibi-
lities that exist for international action in respect of these to enable
import capacities of developing countries to match import needs,
which would be discussed in this paper.

Recent discussions on the New International Economic Order
following the sharp increase in oil and food prices over the last two
years, have brought into focus once again the inadequacy of external
resources available to developing countries. As part of this analysis,
considerable discussions have taken place at the international level
cn the external debt problems of these countries. The Committee
on Invisibles and Financing related to Trade of the United Nations
Conference on Trade and Development established an Ad Hoc group
of governmental experts on the debt problems of developing coun-
trics to study factors affecting future levels of debt-servicing obli-
gations and measures which could be taken to keep such obligations
within manageable levels, without harming the developmental objec-
tives of developing countries. The export group was expected to
consider these problems in a manner which would safeguard the
legitimate interests of creditor countries as well as the developmental
objectives of debtor countries. The report of this expert group which
met in Geneva in February/March 1975, was presented to the Trade
and Development Board of UNCTAD at its fifteenth session held in
August this year and I will refer to the contents of this papet later.
More recently, the Seventh Special Session of the United Nations
General Assembly adopted the following resolution in 1975: “The
burden of debt on developing countries is increasing to a point where
the import capacity as well as reserves have come under serious strain.
At its fourth session the United Nations Conference on Trade and
Development shall consider the need for a possibility of convening,
as soon as possible, a conference of major donor, creditor and debtor
countries to devise ways and means to mitigate this burden, taking
into account the development needs of developing countries, with
special attention to the plight of the most seriously affected countrics”,
Therefore in preparation for UNCTAD 1V, a discussion of the debt
problem in Sri Lanka and the possibilities of an international effort
to seek remedial action is timely,
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THE INTERNATIONAL SETTING

General Comments

Usually, foreign exchange crises of developing countries are
looked at in a very short-term context, which by their very nature is
unavoidable. This means that the structural and long-term reasons
for the cause of the crises are never analysed and taken full account
of in devising measures to tackle them. The general assumption that
foreign exchange crises are caused by mismanagement on the part
of developing countries is an over-simplification of the problem,
though mismanagement may in part be a contributory factor but it is
by no means the only reason. One could point to two reasons which
would be basic causes of a foreign exchange crisis. As stated in the
report! by the UNCTAD secretariat entitled “Debt Problems in the
Context of Development”, we could have situations where there is
a divergence between the realised economic returns on investment
financed by foreign loans and the terms of such loans and situations
where there is a divergence between foreign exchange needs and
actual availability. In the first case, as very often happens, project
appraisal is based on the expected realisation of final output, prices
for such output, as well as the costs of labour and other inputs. Quite
apart from the technical estimates which may be in error, these factors
also increase the margin of error. Although in the project appraisal
stage, the return on an investment may be shown to be adequate
to service the foreign loan which is used to finance the investment,
when these expectations are not realised, foreign exchange savings
or earnings from other investments would have to be earmarked for
servicing this debt. It would be no exaggsration to state that if all
estimates of foreign exchange savings or earnings of new investments
as given in project proposals, are all borne out, many developing
countries would be well on the road towards financial and economic
independence from donor countries. The second basic cause for
foreign exchange crises is etrors in estimating the demand for imports
as well as of foreign exchange availabilities. It is possible that pro-
duction targets of import substitution programmes may not be
realised, leading to a higher demand for imports. Unexpected crop
failures may be a reason for production shortfalls. If such cases

1. Debt Problems in the Context of Development: Report by the UNCTAD
Sccretariat, United Nations, 1974.
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coincide with similar shortfalls in other producing countries, there
would be the compounded adverse effect due to higher world market
prices that would prevail. Countries faced with such 2 market situation
in the context of a production shortfall would have no option but to
increase the foreign exchange outlay on this commodity, if it is a
critical item whilst cutting back on other items or programmes,
Another adverse situation a developing country like Sri Lanka would
face would be the formation of cartels such as OPEC (Organisation
of Petroleum Exporting Countries), which caused oil prices to quad-
ruple in a manner not related to domestic or world market produc-
tion. In such an event too, if the item is a critical commodity, the
country would be forced to incur additional foreign exchange out-
lays, whilst cutting back in other sectors. On the side of foreign
exchange earnings, a similar situation could arise where a developing
country exports commodities which are subject to sharp fluctuations
in wortld market prices. In cases where overall supply and demand
are in balance, over-production by a major supplier could upset the
entire world market situation, leading to a sharp decline in price.
For many commodities traded in world markets, the amount that
enters world trade is only a small fraction of total production. As
domestic consumption very often accounts for the bulk of total pro-
duction, any fluctuations in total production would have magnified
effects in the world market due to the small proportion of the com-
modity that enters world trade. A good example of this would be
cereals such as rice and wheat.

Mobilisation of External Resources

Faced with a critical foreign exchange situation, developing
countries could do one of several things. They could attempt to
mobilise additional foreign exchange resources through a co-ordinated
aid programme in the context of a sound development programme
which is production-oriented, resort to commercial borrowings
attempt to reschedule its foreign debt payments or curtail imports
with detrimental effects on economic growth. A major aid effort,
even if sponsored by an international institution such as the World
Bank, could be time-consuming and may not yield substantial addi-
tional resources in the short run, during the period they are urgently
required. The process of negotiating loan agreements following the
convening of an aid group or consortium, could take the better part
of a year, unless both donors and recipients are willing to reduce
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their normal bureaucratic requirements associated with the nego-
tiation and disbursement of loans. Another inhibiting factor is that
aid is often tied to specific projects and unless these are directed to
high priority sectors and would in any case have been implemented
in a crisis situation, such assistance would not yield any immediate
relief to a country undergoing balance of payments difficultics.
Substantial relief could only be received through a co-ordinated aid
programme within a short period of time, if donors are willing to
commit a substantial proportion of their assistance for quick dis-
bursing commodity or food aid associated with only a minimum of
procedural requirements,

In the absence of such assistance, countries may be able to over-
come their short-term problem by resorting to commercial borrow-
ings in foreign capital markets, which of course have shorter term
maturities. Their ability to do so would depend basically on their
credit-worthiness abroad, as well as on shott-term factors, peculiar
to the circumstances of each country. This is seen from the com-
position of commercial debt outstanding at the end of 1971, whers
commercial borrowings of countries with a per capita income of
over US$ soo accounted for 53 per cent of the total debt out-
standing. The percentage is lower for poorer countries.

TABLE 12
Composition of Debt Outstanding in 1971 According
-to Per Capita Income of the Recipients in That Year

Percentage composition of Debt

) I~
by —

s > .,% N S

e v 2§ 3-8 3 i3S

§3 - fF £3 g% B3L mE § <

) R = LH S I8 ] S
L) £ % @ P =)

&y 2§ &y <5 8% =& 4 5
100 or less 1§ 4-2 9.5 76.9 9.6 13.5 100.0
101 - 200 17 z1.7 23.6 68.5 23.2 8.3 100.0
20l - 300 14 10.4 11.9 54.7 16.9 28.4 100.0
301 - §0O 18 26.0 28.7 444 22,2 33.4 100.0
so1 & sbove 17 37.7 26.2 25.0 21.4 53.6 100.0

Total 81 1000 100.0 49-3 20.4 30.3 100.0

Source; Worild Bank Atlas, 1973 and IBRDfIDA, Annual Repott, 1973,
Statistical Annex.
* Including amounts undisbursed.

2. Debt Problems in the Context of Development (op. cit.), Table z, page 6.
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A new development over the last few years in the availability
of private capital has been the evolution of Euro-currency markets,
which have become additional sources of funds for developing coun-
tries. The recent foreign exchange surpluses generated by oil pro-
ducers have been an additional source of supply to these markets.
Although it is now likely that these surpluses would not continue
to grow indefinitely, this source of supply would be a major one
for the Euro-currency markets. The attractiveness of private capital
to developing countries in overcoming their short-term balance-of-
payments problems is the untied nature of these funds, as well as the
minimum of red tape that is normally associated with the negotiation
of these loans in compatison to loans from official sources. However,
the costs of such borrowings are heavy; the repayment periods are
of 5-10 years duration from the date of borrowing, with market rates
of interest being payable generally, though in some cases, they could
be as high as 15 per cent. This leads to the obvious conclusion that
commercial borrowing, although a short-term palliative to a country’s
balance-of-payments problem, is no substitute for long-term develop-
ment assistance, if the country is to avoid a major debt repayment
problem in the years ahead.

Volume and Terms of Assistance—Action by the Development

Assistance Committee of OECD

It would now be useful to discuss the volume of assistance trans-
ferred to developing countries and the terms on which such transfers
are made. The 1974 Review? of the Development Assistance Com-
mittee of OECD* states that over the ten-year period 1963-73, the
increase in output of DAC member-countries was two-thirds in
real terms and 5o per cent on a per capita basis. However, during
this period, the real value of official development assistance de-
creased by 7 per cent and on a per capita basis receipts of foreign
assistance by developing countries declined by 3o per cent.

The International Development Strategy of the Second United
Nations Development Decade specified that each economically

3. Development Co-operation 1974 Review: Efforts and Policies of the Members
of the Development Assistance Committee, OECD, Nov. 1574.

4. Members of the Development Assistance Committee of the OECD are Aus-
tralia, Austria, Belgium, Canada, Denmatk, France, Germany, Italy, Japan,
the Netherlands, New Zealand, Norway, Sweden, Switzerland, the United
Kingdom, the United States and the Commission of the European Economic
Community.
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advanced country should endeavour to provide resource transfers
annually equivalent to a minimum net amount of 1 per cent of its
GNP at market prices in terms of actual disbursements. The net
amount referred to here is equivalent to the net capital inflow de-
fined on page 1 of this paper. Recognising the importance of official
development assistance (ODA)® to developing countties, in view of
its concessional nature, the Strategy has further specified that each
economically advanced country should increase its ODA and en-
deavour to reach a minimum net amount of 0.7 per cent of its GNP
at market prices by the middle of the decade. If one examines the
statistics for 1973, it is seen that five countries of the Development
Assistance Committee of the OECD met the target for total net
flows (Belgium, France, Japan, the Netherlands and Portugal),
whilst none complied with the target for ODA in that year. For
purposes of illustration, the ratios for DAC countries who are mem-
bers of the Sri Lanka Aid Group, are given in Table 2.

TABLE 26

Net Flows from some DAC Countries as a
Percentage of GNP (1973)

Total Flows 0ODA

Australia ... 2 il 0.55§ 0.44
Canada 0.93 0.43
Denmark ... © .. _e.70 0.47
France 1.10 0.58
Germany ... 0.1 0.32
Italy 0.46 0.14
Japan 1.42 0.2%
Netherlands 1.03 .54
Sweden 0.73 0.56
United Kingdom ... 0.61 0.33
United States 0.64 0.23
Total DAC 0.79 0.30

5. Official Development Assistance includes grants, loans and export credits
extended by official agencies abroad.

6. Development Co-operation (op. cit.), page 116, Table VII-1.
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The total net flows from DAC countries was US $ 24.4 billion
in 1973 and if the 1 per cent target was to be met, it would have
required additional transfers totalling US$ 6 billion. The avail-
able statistics on total aid flows indicate that until 1973, DAC coun-
tries accounted for 9o per cent of total bilateral flows (excluding
Euro-currency flows) and these same countries accounted for neatly
90 per cent of the financial resources made available to multilateral
institutions. In the post 1973 period, the surpluses of oil producers
will undoubtedly change the overall picture. The main cause for
concern in regard to the debt position of developing countries is the
low proportion of ODA in the total flow of resources, as this is the
concessional component. Its shate was only 38 per cent in 1973
compared to two-thirds, a decade earlier.

Given the importance of DAC countries in the transfer of re-
sources to developing countries, the terms of their assistance is
important to the debt position. In realisation of this, the DAC has,
since 1965, adopted various resolutions on the terms of aid, intended
to soften the terms of assistance, in addition to the conditions adopted
under the International Strategy for the Second Development Decade,
According to the 1972 Recommendation on Terms and Conditions
of Aid, DAC members are expected to reach and maintain an average
grant element” in their total ODA® commitments, including grants
and loans, extended to all developing countries each year of at least
84 per cent. However, countries whose ODA commitments as a
percentage of GNP are below the DAC average will not be con-
sidered as having met the terms target, even if their grant element
is 84 per cent or more. If we look once again at the DAC countrics
who are members of the Sri Lanka Aid Group (Table 3) it is seen
that Ttaly, Japan and the United States did not satisfy the test. In the
context of moves towards relaxing the terms of assistance, what is
important is an increase in the volume of ODA on concessional

7. The grant element of a loan is calculated by deducting from its face value
the discounted present value of amortization and interest payments, the
difference being expressed as a percentage of the loan’s face value, A 1o pet
cent rate of discount is used by the Development Assistance Committee in
calculating the grant element.

8. The Development Assistance Committee defines ODA flows as those origi-
nating in an official agency of a donor country administered for the promotion
of economic development and welfare of developing countries as its main
objective. It is concessional in character and contains a grant element of at
least 25 per cent.
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terms to avoid debt problems from becoming unmanageable in
the future.

TABLE 3 °

Grant element of ODA commitments and compliance with the
1972 terms and recommendation of some
DAC countries (1973)

Grants as Overall

percentage  grant Volume

of ODA element test
Australia ... 99 99.4 0.56
Canada 47 94.1 0.75
Desimark ... 79 96.1 0.62
France 84 9I1.2 0.70
Germany ... 54 83.1 0.46
Ttaly* 54 69.3 0.14
Japan 40 67.9 0.33
Netherlands 71 88.4 0.61
Sweden 93 98.6 0.82
United Kingdom ... 62 87.1 0.45
United States 68 89.9 0.34
Total DAC 66 86.9 0.42

* Italy has not accepted the 1972 Recommendation.

It is with this background that I now turn to an analysis of options
available to developing countries who have reached an acute stage in
meeting their debt service obligations.

The Need for International Machinery to Examine
Debt Problems

The debt problems of developing countries have in recent times
been complicated by developments in the world economy. Specifi-
cally, I refer to the effects of inflation, currency realignments and the
rise in commodity prices. The rates of interest charged on loans
do not usually take account of the expected inflation rates as these

9. Development Co-operation (op. cit.), Table VII-5, page 121 and Table VII-7,
page 123.
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cannot be forecast accurately for the future and the overall impact of
inflation on a debtor country would depend on the movement in the
terms of trade; the extent to which prices of its export products have
risen vis-a-vis import prices. Even if the effect of the terms of trade
is neutral, inflation in a creditor country would be beneficial to a
debtor country since capital and interest payments are then made in a
depreciated currency.

The position has been further complicated by the currency re-
alignments that have taken place since August 1971. Although
many debts are conventionally expressed in US dollars, it is domi-
nated in about 4o different currencies—around 5o per cent in US
dollars, 10 per cent in German marks and some 4 per cent in Japanese
yen. The real effect of currency realignments on debt payments of
developing countries would depend on the relative adjustments of
the currencies in which their debt is dominated vis-a-vis the move-
ment in the prices of their exports.

The third factor referred to above has been the sharp increase in
commodity prices, as a result of which some developing countries
have emerged as net gainers whilst others have emerged as net losers
many of them being rather adversely affected. In the former categoty
are the OPEC countries and those countrics who have benefited
from the boom in cereal prices. Some of the countries adversely
affected have generated additional export earnings to meet the hi gher
foreign exchange expenditures. Others have drastically curtailed
nog-essential imports and fallen back on reserves, if available, and
short-term borrowing facilities such as those offered by the Inter-
national Monetary Fund. Once these lines of defence have been fully
exhausted, developing countries could resort to commercial borrow-
ings in foreign capital markets, the capacity to do so being dependent
on an assessment of their current credit-worthiness or by seeking
additional aid of a quick disbursing nature, the possibilities of doing
so being severely limited as described in the preceding section. It is
in such situations that debt rescheduling becomes an important policy
consideration for developing countries who, apart from experiencing
foreign cxchange shortages to meet their normal development needs,
also face short-term difficulties caused by the recent trends in the
world economy.
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There is now an increasing need to consider setting up appro-
priate international machinery to examine the debt problems of
developing countries and measures for rescheduling debts. From a
recipient’s point of view, relief obtained by rescheduling has essen-
tially the same effect as additional foreign aid, though it has the
advantage of making untied foreign exchange resources available
unlike new aid which would be tied to the source as well as to items.
However, the disadvantage is that debt rclief measures entail lengthy
negotiations, more bureaucratic and cumbersome than the nego-
tiation of new aid programmes. Apart from the need for the debtor
country to satisfy donor countries that domestic policies are viable
and would lead to the ultimate goal of economic independence, an
accepted formula has to be worked out whereby creditor nations
would share the burden of rescheduling. From the experience gained
in many multilateral agreements for rescheduling the debt of nine
developing countries, it has been found to be extremely difficult to
arrive at a mutually acceptable formula to all donor countries, taking
account of their past volume of assistance as well as the terms of such
assistance.

In the light of the special economic difficulties that have arisen
over the last two years, it has become necessary to consider debt
relief operations in the same way that aid programmes are handled,
in the context of the long-term development of the country con-
cerned. So far creditor countries have resisted setting up institu-
tional arrangements for debt rescheduling for a number of reasons.
Fitst, there is the belief that debtor countries would relax their stan-
dards of economic management or resist taking corrective measures
which would accompany debt relief.

This argument is not valid as the rescheduling of debts would
need to be accompanied by specific measures to improve the eco-
nomic performance of the country concerned in the same way that
measures are taken to negotiate a new aid programme, A second
objection is that the setting up of institutional arrangements would
lead to the expectation that there would be an automatic rescheduling
of debts by developed countries, once recipient countries have
reached a given debt service level. Here again the argument is not
valid since strict economic management would be a pre-condition
for a rescheduling operation to be supported. A third argument is
that a debtor country would use a rescheduling operation to convert
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short-term commercial debt into medium or long-term debt by the
rescheduling process. This argument is based on grounds of equity
that countries capable of accumulating large short-term debts would
be the countries who are capable of exploiting their access to the
financial markets abroad, and a rescheduling of their debts would
divert resources away from countries who are much poorer and have
economies which are less viable and in the normal course of events
would be recipients of larger volumes of development assistance
than others. Many of these arguments clearly indicate that gene-
ralised rules and procedures for rescheduling debt would be difficult
to introduce although the need clearly exists for international machi-

nery to be set up and acceptable guidelines of a broad nature to be
drawn up.

Remedial Measures

Pending the achievement of this objective, there are certain
policies which can be adopted both by donor countries and reci-
pients to alleviate the debt problems of poorer countries. The debtor
country whose responsibility it remains to service their past obliga-
tions, should adopt appropriate fiscal, monetary, exchange rate,
export promotion and project selection policies within the context
ofa sound development programme. Foreign assistance should not be
used as 2 substitute for mobilsing domestic savings and new projects
should not be financed using foreign loans, unless their rate of return
would be more than adequate to service them and leave a surplus
to mect other foreign exchange obligations. In this context, it is
questionable whether short-term borrowings, e.g. from the Euro-
currency matkets, should be utilised beyond a certain, limit to finance
the larger outlays on food and oil imports. Whilst it is true that
developing countries are at the receiving end of such unilateral in-
creases in prices, financial prudence would indicate that the use of
short-term borrowings to finance the entire additional burden, would
go beyond the limits of sound economic management. It is also
necessary to set up machinery in debtor countries to authorise and
record all foreign credits obtained by domestic agencies from non-
official sources abroad, in the same way that official debt is recorded.
A case in point is the foreign exchange crisis that developed in Indo-
nesia as a result of the state petroleum agency, Pertamina, incurring
large short-term debts because of its extensive activities beth in the
oil sector as well as in others, which did not have either government
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approval or any record kept in the Central Bank or the Ministry of
Finance. This is one of the first steps that require to be taken by
debtor countries fairly early in the process of accumulating external
liabilities and it is more necessary now than in the past due to the
greater availability of private funds mainly in Euro-currency markets,
due to the oil surpluses generated over the last two years.

On the part of the donors, the volume of official development
assistance could be increased whilst relaxing theterms of such assistance.
If however, debt rescheduling operations are taken up within the
framework of a given volume of assistance, it is necessary to ensure
that concessional funds are not ditected towards developing coun-

- tries who are relatively better off, as this would make the problem
of poorer countries even more acute than at present. The second
step that could be taken by donot countries is in regard to export
credits extended to developing countries. Although aid programmes
are essentially concerned with development and export credits with
expott promotion, a greater control by creditor countries of the
latter could ensure that export credits complement the flow of official
assistance on concessional terms both in terms of volume and terms,
without exacerbating the debt problem of a recipient country. It is
recognised that the action that could be taken by creditor countries
is limited. Interest subsidies are often used to soften the costs of
such credits, but a major step that could be taksn would be to require
such credits to be approved by the aid agency in the creditor country,
who would make an assessment of the contribution such ctedits
would make to the overall development of the debtor country. Such
a policy would undoubtedly work against the creditor country’s
export promotion programme and would involve a sacrifice on their
part to turn down the possibility of a sale on the grounds that it is
not in the interests of the debtor country. In the present context of
severe international competition for the sale of equipment and machi-
nery, it is unrealistic to expect much co-operation from creditor coun-
tries and therefore the responsibility for curtailing the volume of
credits would remain with the recipient country, It is for this reason
that private credits should require the prior approval of the central
financial authorities in the recipient country, whose responsibility
it would be to assess the impact on the economy of imports to be
financed using such credits. However, in a situation where a country
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is desperately short of foreign exchange resources, the principles of
prudent financial management may have to be sacrificed in the inte-
rests of operating existing capacities in the country and maintaining
current employment levels.

In the broadet context, the main role that creditor countries could
play in alleviating the debt problems of poorer countries is in the
field of trade, by providing market opportunities for the products
of developing countries and reducing import restrictions on such
products. The preceding analysis indicates the need for mutual
cooperation between creditor and debtor countries in seeking higher
standards of living for the countries of the Third World. The inter-
dependence of the two groups of countries has been cleatly demons-
trated and it is not in the interest of any particular country to follow
policies which are dictated merely on grounds of self-interest, rather
than in the interests of achieving higher standards of living for people
not confined within geographical boundaries.

Debt Rescheduling Experiences

Before analysing the usefulness of debt rescheduling for a country
experiencing balance-of-payments difficulties and the conditions under
which such an exercise would be beneficial, it would be useful to
outline briefly the experience of countries that have had debt re-
negotiations over the past 20 years. These have been Argentina,
Chile, Peru, Brazil, Ghana, Turkey, Indonesia, India, Pakistan and
the Khmer Republic. Generally, the type of debt that has created
problems for these countries has been commercial debt related to
export credit financing. Nevertheless the governments of donor
countries became involved due to export credit guarantee schemes,
so that when payments fell into arrears, the creditor is reimbursed
for the insured portion of the debt by the export credit agency,

thereby leading to a direct involvement of the government in such
defaults.

The general practice for convening meetings for the discussion
of debt renegotiation has been for countries facing serious debt-

service problems to approach the major creditors direct and in many
instances, meetings have been convened after the declaration of a

moratorium on payments by the debtor countries. In some cases the
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creditor countries have chaired such meetings, whilst in others inter-
national agencies such as the International Monetary Fund and the
World Bank have done so.

From records that are available of these meetings, they follow
very much the pattern of an aid consortium, with a meeting of
creditor countries amongst themselves, followed by a presentation
by the debtor country on the current economic circumstances and
the steps leading up to the crisis situation. Thereafter, representatives
of the IMF and the World Bank are requested to make statements
outlining their interpretation of the current crisis and the prospects
facing the country in the immediate future. These meetings usually
end up with a set of Agreed Minutes outlining the arrangements
reached. They would cover the type of debt for which relief is to be
provided, the percentage of consolidation and the repayment terms,
along with in some cases the rate of interest to be charged during the
moratorium period though generally these are left to bilateral nego-
tiations. In such negotiations, the moratorium rate of interest is
expected to be closely in line with the creditor’s domestic commercial
rate, though in some cases a maximum rate of interest is stipulated
in the Agreed Minutes.

Amongst the usual conditions for a debt rescheduling would be a
Standby Agreement with the International Monetary Fund, stating
the steps to be taken to restore economic balance in the countty.
In many cases a most favoured nation clause is included whereby
the debtor country agrees not to settle for less advantageous terms
in debt renegotiations with creditors not participating in such an
exercise. This often creates problems in negotiations with other
creditors, but at the same time provides a good bargaining platform
for the debtor country. Some arrangements also indicate a willing-
ness to entertain further requests for debt rescheduling after a period
of time; but such a clause is not binding as it would have to be con-
sidered on the merits of the case at the appropriate time.

Although these meetings would agree on the broad terms and
conditions for debt renegotiation, it is left to bilateral negotiations to
settle the final terms for debt consolidation and the repayment terms.
The procedures that have been followed are by and large different.
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Of the countries for whom debt rescheduling operations have been
conducted, six have been for countries with aid co-ordinating groups
and for three of them these exercises have been conducted under the
umbrella of the aid groups.

One of the crucial factors regarding debt rescheduling is the
time period that elapses between the original request for rescheduling
and the final agreement in response to this request, A debt teschedul-
ing request is made in the context of an urgent balance-of-payments
crisis and if these requests are not acted upon with urgency, they
would be catering to a different type of problem when final agree-
ment is reached. The experience of India and Pakistan indicate that
considerable delays occur and the following paragraph from the
UNCTAD report entitled “Present Institutional Arrangements for
Debt Renegotiations™!? illustrates this: “In. the case of India the first
request for debt renegotiation occured in 1964, and the question also
arose in the 1965 meeting of the consortium. Some relief was pro-
vided for fiscal years 1969-71, some donors deducting this relief from
regular aid. A broader relief exercise was agreed upon in mid-1972, to
become effective commencing fiscal year 1973. In the case of Pakistan
relief was first formally requested at the 1968 meeting of the consor-
tium. Relief was not provided until May 1972 and occurred in the
face of a moratorium imposed by Pakistan in May of the previous
year. By the end of 1972 bilateral agreements had been reached with
all consortium members. This was a short-term relief operation and
recognised as such. The objective was a long-term settlement to be
effective from 1 July 1973. However, by 31 July 1973 another short-
term relief operation had to be signed. In May 1974 an agreement
providing for substantial longer term relief was signed”.

If one looks at the experience of countries which have undergone
debt renegotiations, it is seen that in the period prior to the renego-
tiation of debt, they achieved modest rates of economic growth.
Considerable political pressure existed for accelerating the pace of
economic development and therefore additional resources were
required to achieve this objective. Most of the countries had high
rates of capital accumulation, but they were concentrated on projects
which had long gestation periods and therefore did not provide any

10. Present Insti;:utional Arrangements for Debt Renegotiation: UNCTAD
TD/B/C.3/AC.8/13,
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short-term relief to the supply position, whilst increasing the pressure
on the country’s balance-of-payments. Therefore, it was the inability
to obtain a net transfer of resoutrces of an adequate magnitude that led
to the request for debt renegotiation. In this situation, the countries
could have curtailed domestic expenditures, especially those with a
high import content, but this was contrary to the growth objectives
laid down by the political leadership. They could have increased
the level of botrowings from abroad but this was dependent on the
aid policies of donors and the access to private capital markets abroad
for the countries concerned. The third alternative was to declare a
moratorium on repayments and in the case of countries which took
such a course of action, this appeared to be the only feasible alter-
native.

International Action: The Report of the Expert Group

The Ad Hoc Group of Government Experts on Debt Problems of
Developing Countries in its report!! to the Trade and Development
Board of UNCTAD suggested various arrangements which would
form a common framework for debt renegotiations in future, though
fully aware that modifications and exceptions to this common frame-
wotk would have to be made on the merits of each case. The ele-
ments of the common framework as outlined in this report are the
following:!?

“(i) Debt reorganisation would take into account the develop-
ment prospects of a debtor country, thereby enabling it to
continue debt servicing payments and restore its credit-
wortthiness;

(ii) Such reorganisation would be conducted in the customary
multilateral framswork with the intent to conclude agree-
ments as speedily as possible in order to avoid prolonged
uncertainties regarding foreign exchange availabilities

(iii) Equality and non-discrimination among creditors is an
essential principle underlying the operation of debt re-
negotiations. Creditor countries with minor debts due,
which frequently include developing countries, would

generally, however, be excluded from the multilateral debt
renegotiation;

T Report of the Ad Hoc Group of Governmental Experts on the Debt Problems.
of Developing Countries on its Third Session: UNCTAD TD/B/C.3/AC.8/14
1z. Report of the Ad Hoc Group (op. cit.), page 14-15.

99

Digitized by Noolaham Foundation.
noolaham.org | aavanaham.org


http://www.noolahamfoundation.org/
http://www.noolaham.org/wiki/index.php/%E0%AE%AE%E0%AF%81%E0%AE%A4%E0%AE%B1%E0%AF%8D_%E0%AE%AA%E0%AE%95%E0%AF%8D%E0%AE%95%E0%AE%AE%E0%AF%8D
http://aavanaham.org/

(iv) The terms of debt relief, such as consolidation, repayment
and grace period and the interest rate, would take into
account the anticipated long-term debt-servicing capacity
of the debtor country and the legitimate interests of the
creditors;

(v) Debt reorganisation arrangements would provide for flexi-
bility to review the situation at the end of the consolidation
period in the light of unforeseen circumstances. They
would also provide for accelerated repayments in an agreed
manner if the debtor’s economic situation improves more
rapidly than anticipated”.

After examining past experiences of debt rescheduling operations,
the report proposed that a debtor country could convene a meeting
with the assistance of UNCTAD or any other appropriate inter-
national institution, inviting the major creditor countries concerned
and a number of developing countries, along with observers from the
international Monetary Fund, OECD, Regional Banks and the Wotld
Bank. The report proposed that the meeting should be chaired by
one of the developing countries represented and would draw up its
owa rules and procedures. The background reports for these meet-
ings would be prepared by the debtor country concerned and the
international institutions participating as in the case of meetings held
earlier. This recommendation does not preclude the use of aid co-ordi-
nation groups to discuss debt rescheduling, though the meetings
should be chaited by a developing country rather than the country
or international agency sponsoring the Aid Group. The represen-
tatives of the socialist countries of eastern Europe who participated
in the meeting of the expert group did not consider it useful for
their countries to participate in ad hoc meetings to discuss debt re-
scheduling, as they pointed out that their credits have special features
which are essentially of a bilateral character and therefore renego-
tiations with them cannot be carried out in an international frame-
work. Further since they are not members of international agencies
such as the World Bank, IMF and OECD any decisions taken by
members of such institutions would not be binding on the countries
of the socialist bloc.

Impact of a Debt Rescheduling Operation
It would now be useful to examine the conditions under which
a debt rescheduling exercise could yield the results that are
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anticipated at the time the request is made. Several domestic policy
measures are necessary to ensure the success of a debt rescheduling
exercise. Policies should be adopted to increase the mobilisation of
domestic savings and the allocation of resources for quick and high-
yielding investments, particularly those which would have an imme-
diate impact on the country’s balance-of-payments. Policies should
also be adopted to make the country’s exchange rate realistic, so that
thcy‘would complement vigorous export promotion policies of the
government. The debtor country should encourage investment,
both foreign and domestic, by appropriate incentives and at the same
time set up institutional arrangements for the strict monitoring and
approval of credits outside of official development assistance. In
short, what is required is a framework for sustaining capital flows
to the debtor country concerned.

What would be the impact of debt rescheduling on the country
concerned? First, it would depend on the increment in import capa-
city that would result from the postponement of debt repayment.
The impact on economic growth would depend on the ratio of relief
provided to the total flow of external resoutces, as well as on the
import content of new investments that could be undertaken as
a result of the additional availability of external resources. A third
factor which has to be taken account of is the direct impact on central
goverament financing that would result from debt rescheduling,
which could be substantial when a large proportion of the debt
rescheduled represents direct obligations of the central government.
To the extent that substantial resources are freed, additional invest-
ments could be made with these funds.

The impact of domestic policies and the additional foreign ex-
change resources made available by debt rescheduling would also
depend to a large extent on policies adopted by donor countries
abroad. Domestic policies can only be successful in a favourable exter-
nal environment and to be completely successful would have to be
accompanied by liberal trade policies of donor countrics, as it is
only by the generation of an increasing level of export earnings that
a country’s debt problems could be finally overcome. Other measures
such as providing access to the financial capital markets of developed
countries would be necessary and the provision of clauses in loan
agreements, whereby debtor countries would be granted an agreed
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measure of relief, such as the postponement or waiver of amorti-
zation and interest payments, under certain agreed conditions.

Arrangements for debt rescheduling should provide for larger
consolidation of debts and longer repayment periods, than have
been provided in the past, as these measures should provide adequate
time for the country to recover from the crisis situation which brou ght
about the moratorium on repayments, The interest rates charged
and the amount of relief provided should take into account the long-
term prospects of the country concerned. As in the case of repurchases
of IMF 'drawings, agreements could provide for earlier tepayments of
rescheduled debts, should the economic conditions of the country
improve. On the other hand, should unforeseen circumstances such
as bad weather conditions prevail in the post-renegotiation period,
the arrangements reached should provide for longer repayment
periods on an agreed basis. If one considers all the variables required
to make a rescheduling exercise successful, the conclusion reached
is that additional measures such as access to facilities of the TMF
and other financial institutions would be required for the debtor
country to fall back on, should the conditions anticipated at the time
of rescheduling not be fully tealised.

Another important factor to be taken account of in future re-
scheduling exercises is the willingness of international institutions,
such as the World Bank and Regional Banks, to reschedule their
debts, as these have been left untouched in past operations of this
type. To the extent that a large proportion of a country’s debt is
owed to these institutions, the success of a debt rencgotiation is un-

doubtedly limited, if they are not willing to renegotiate the terms
of their loans.

SRI LANKA’S EXPERIENCE

Growth in the Debt Burden

When discussing Sri Lanka’s external debt, 1 would like to analyse
the sequence of events which led to the debt situation as it exists
today. For this purpose, 1 have compiled three tables covering the
ten-year period 1965-74 to illustrate the increasing dependence on
foreign sources for financing imports, debt service payments and
gross external liabilities outstanding at the end of cach year. In
preparing these figures, I have used published materials as far as
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possible, but any researcher in this field will realise that the compi-
lation of time series data is a difficult task. I have therefore adjusted
some figures to maintain consistency, which necessarily means that
errors would have crept in, but since I am only using the orders of
magnitude, they do not affect the arguments which follow. In parti-
cular, T wish to draw your attention to the paucity of information
relating to short-term trade credits and suppliers credits in the eatly
years of the ten-year period under reference, as these credits were not
centrally recorded at that time and in any event had not been used
extensively as a source of finance.

A major effort at mobilising external resources to finance the
country’s import programme began in 1965, with the sctting up of
the Aid Group for Sri Lanka under the chairmanship of the World
Bank. At that time the Group included Australia, Canada, Japan,
the United Kingdom and the United States as full members, with
Germany and India attending as observers, along with the intetr-
national institutions. Since then, this Group has expanded to include
twelve!® countries, including obsetvers, with the addition of the
Asian Development Bank to the list of multilateral donors.

The Gtoup set up was not a consortium (which is a pledging
group or a consultative group (which does not pledge) but it has
effectively functioned as a consortium. The aid flows resulting from
the first meeting of the Aid Group in July 1965 are reflected in the
official aid figures for 1966, which show an increase of nearly Go
percent, compared to the previous year. The commitments made by
the Aid Group have progressively increased over the period, with
fluctuations from year to year depending on special circumstances,
and along with assistance from Socialist Countries have led to a high
level of official aid being made available to Sti Lanka. Table 4 illus-
trates the 4-5 fold increase in official aid receipts during this period,
from Rs. 154 million in 1964 to Rs. 744 million in 1974. Current
official aid levels on a per capita basis amount to over §7, which is
high for independent countries receiving non-military assistance.

Similar landmarks are observed in the case of short-term trade
credits and suppliers credits. For purposes of distinction, short-
term trade credits have been defined as credits with maturities of up

. :
13. Australia, Canada, Denmark, France, Germany, India, Italy, Japan, the Nether-
lands, Sweden, United Kingdom and the United Srates,
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to one year, whilst suppliers credits have maturities of over ome
year; generally in the range one to five years and more exceptionally
in the range five to ten years. In the early sixties, Sri Lanka did not
use suppliers credits to finance imports. Short-term trade credits were
used mainly by the Food Commissioner to finance imports of rice
from Burma and these credits were rolled over each year. The first
major suppliers credit negotiated by Sri Lanka was for the Petroleum
Refinery in 1966, which I recall cost neatly Rs. 110 million and
imports from this contract wete received in 1967 and after, for the
duration of the construction period. This ctredit was repayable in
five years and eminently suitable from the point of view of the Petro-
leum Corporation with regard to the repayment capacity that would
have beeen ngerated once the project came on stream. From a national
point of view of course the negotiation of a credit with a longet term
maturity would have been desirable, but the centralisation of approvals
and negotiation of credits had not become effective at that stage to
cnable national priorities to prevail. This has been mentioned to
highlight a subsequent argument I wish to make and is in no way
intended to reflect on a particular institution. The recent increases
in the use of suppliers credits (in 1973 and 1974) to finance imports
have been due to the extensive use of credits with maturities exceed-
ing one year for imports of wheat flour and grain from Australia,
France and the United States. These credits have maturities of one
to three years and would cause a tremendous repayment burden
in the period immediately ahcad.

In so far as this category of financing is concerned, 1966 was the
year we began to use them extensively, with 1973 and 1974 becoming
critical years due to high cereal prices in world markets and the
shortfall in rice production due to adverse weather conditions.

As mentioned eatlier, short-term trade credits were utilised in
moderate volume to finance imports of rice from Burma and later
wheat flour from Australia and France in the early and mid-sixties.
The build-up in the use of short-term credits as a major source of
financing commenced only in 1970 when it was decided that indus-
trialists should seek financing of six to twelve months duration for
raw materials to avoid a drastic cutback in imports that would other-
wise have been necessary. As can be seen from the table on import
financing, the use of trade credits have increased since then and
reached a level of Rs. 386 million, accounting for 18.2 per cent of
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total imports in 1974. The major items for which this type of financing
is presently used are crude oil, rice, wheat flour and grain, sugar and
industrial raw materials. To the extent that Sri Lanka is able to roll
over this short-term debt from year to year and the country has an
assurance of its continuity at an equivalent level, there is no imme-
diate danger in utilising trade credits. However, each time these
credits are rolled over, the cost would be in the region of I5-20
per cent, which is much higher than the rate of interest nominally
charged on such credits. In other words, quite apart from any cut-
back in imports resulting from higher import prices, a given volume
of short-term trade credits would result in a diminished volume of
imports of the order of 10 per cent cach vyear, as a result of higher
costs which are not explicit in the rate of interest.

The next important item in import financing has been the lines
of credit and letter of credit facilities made available to the Central
Bank by commercial banks abroad, mainly in the United States and
the United Kingdom. Many of you would recall the introduction
of the dual exchange rate system in 1968. At the time it was intro-
duced, it bad been the expectation that the second rate would be
allowed to fluctuate according to market forces, so that higher de-
mand for imports resulting from the removal of import restrictions
could be curbed by the higher price charged for foreign exchange
in the second market. As events turned out, the management of the
rate by the Central Bank was not permitted to be as flexible as origi-
nally envisaged and therefore the Central Bank had to draw on the
facilitics made available by banks abroad to finance the large volume
of imports in 1969. The utilisation of these credit lines continued
into 1970 as secn from Table 4. As in the case of trade credits, there
is no immediate danger in using these facilities extensively, provided
there is no risk of their withdrawal from year to year in which event
the cutback in imports that would be necessaty to release resources
to make payments for imports in the previous year financed on this
basis, would be quite substantial. It would be relevant to mention
that a part of the credits extended to the Central Bank by British
banks was rescheduled in 1971 and made repayable over a five-year

period.

The reliance on the International Monetary Fund as a major
source of financing for imports began in 1965, with the negotiation

106

Digitized by Noolaham Foundation.
noolaham.org | aavanaham.org


http://www.noolahamfoundation.org/
http://www.noolaham.org/wiki/index.php/%E0%AE%AE%E0%AF%81%E0%AE%A4%E0%AE%B1%E0%AF%8D_%E0%AE%AA%E0%AE%95%E0%AF%8D%E0%AE%95%E0%AE%AE%E0%AF%8D
http://aavanaham.org/

of the first Standby Agreement with the Fund. Subsequent agree-
ments have been entered into with the Fund to finance stabilisation
programmes of the Government, including one that was approved
at the time the dual exchange rate system was introduced. In addi-
tion to drawings made under successive Standby Agreements, finan-
cing was also made available during the ten-year period under the
Compensatory Finance Scheme for export fluctuations, the alloca-
tion of Special Drawing Rights over the three year period 1970-72
and more recently the drawings made available by the IMF under
their Oil Facility.

Terms of Borrowings and the Debt Burden

1 would now like to turn to Table 5 on gross external liabilities
outstanding. Of the official loans outstanding at the end of 1974,
approximately 67 per cent were to countries of the Aid Group, 16
per cent to international organisations and 17 per cent to countries
of the socialist bloc. In order to appreciate the magnitude of the
debt burden that would arise fiom a given volume of official aid
outstanding, it is necessary to look at the terms of aid on which this
assistance has been obtained. Table 6 gives the average terms of aid
commitments by countries of the Aid Group. These averages have
been computed for five-year periods on the basis of commitments
made at the annual Aid Group meetings. It is interesting to note
that the proportion of grants and grant-like contributions has more
than doubled between the two periods. The average repayment
period has increased from neatly 20 years to 30 years between the
two periods, with the average grace period more than doubling
from 3.3 years to 7.4 years. Further, the average rate of interest has
declined from 2.9 per cent to 2.6 per cent. This is clear evidence of
a softening in the terms of assistance provided by Aid Group countries
and is both a response to Sri Lanka’s increasing debt burden and a
movement towards fulfiling the Recommendation on the Terms and
Conditions of Aid adopted by the Development Assistance Com-
mittee of the OECD to which the Aid Group countries belong, with
the exception of India.

It is relevant to mention that the World Bank and the Asian
Development Bank have also accepted the need to soften the terms
of lending to Sri Lanka. The World Bank now provides only IDA
loans which are interest-free and repayable in 5o years, including
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TABLE 6
TERMS OF AID COMMITMENTS

Average | Average
: i965-69 | 1970-74

A. AID GROUP COUNTRIES

I. Grants and grant-like contribution
Percentage of total o i e I e 26.0
II. Loans
(a) Average* interest rate 2.9 2.6
(b) Average* grace period 3.3 7.4
(c) Average* repayment period (cxcludmg
grace period) .| 16.6 22.6
(d} Average* grant element of loans ..| 45.59 57.42
III. Average* grant element of total programme| 52.42 67.26
B. Grant element of IDA loans 90,42
C. Grant element of ADB loans from Spectal Funds| 78.92
D. Grant element of loan with best terms from
China is 83.31
E. Grant element of loan with best terms from
other socjalist countries e i 42.41

* Weighted averages

a grace period of 1o. The recent Asian Development Bank loan of
$30 million, extended to part finance the fertiliser manufacturing
plant is from the Bank’s Special Fund resources and bears an interest
rate of 1 per cent, with repayment spread over a period of 40 years,
including a grace period of 10,

A statement on the terms of assistance would not be complete
without mentioning the socialist countries as their lending ccounts
for 15 per cent of the total debt outstanding. Much of the assistance
offered by the People’s Republic of China has been in the form of
grants, while the loans have been interest-free, with the repayment
period in the more recent loans being extended up to 3o years, in-
cluding a grace period of 1o. In the case of other socialist countries;
the repayment terms have ranged from 8-15 years with interest pay-
able at rates ranging from 2-3 per cent and grace periods generally
extending only over the period of construction of projects. For
purposes of comparison, the grant element of the best terms offered
on loans by the People’s Republic of China and the other socialist
countries have been computed, along with the average grant element
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of loans from Aid Group countries. In overall terms, it would there-
fore be a fair comment to state that the terms of official assistance is
favourable and there is continuing relaxation in these terms. Thus,
if along with this movement Sti Lanka is able to mobilise an in-
creasing volume of assistance whilst reducing her reliance on non-
official sources, she would be in a position to mobilise the required
level of external assistance to meet the country’s development needs,
without increasing the country’s debt burden substantially.

This favourable movement in the terms of assistance has covered
only Rs. 744 million out of Rs. 2,343 million of foreign financing
obtained for the year and therefore the bulk of the funds borrowed
have been obtained from soutces extending credit on harder terms.
When one looks at the gross external liabilities outstanding, 6o per
cent are in respect of official loans where the terms of assistance have
improved over the last ten years. In the case of the balance 40 pet
cent, the terms are such that the bulk of it would fall due for pay-
ment over the next five years. In the case of suppliers credits, the
maturities are mainly in the 1 -5 year range and they represent 11
per cent of the total debt outstanding. Short-term trade credits and
Central Bank botrowings account for nearly 18 per cent of the total
and these have to be rolled over from year to year to ensure that
import capacity would not suffer due to a withdrawal of these faci-
lities, in the absence of any large increase in official aid on concessional
terms to fill the gap. Short-term trade credits and the net increase in
bank borrowings accounted for 36 per cent of total foreign financing
for imports in 1974, which in total accounted for 5z.z per cent of
imports.

The increasing debt burden over the last ten years is illustrated
in Table 7 where it is seen that the debt service ratio increased from
3.5 per cent to over 20 per cent in 1973 and reducing to 17.9 per cent
due to the higher level of export earnings in rupee terms realised
last year. The repayment of short-term trade credits which are tolled
over has been left out of this computation. However, the repayment
of suppliers credits and IMF repurchases accounted for 68 pet cent
of total amortization payments, clearly illustrating the greater debt
setvice burden caused by shorter term borrowings. Increasing the
levels of official assistance on favourable terms would not add subs-
tantially to the debt burden over the next s - 10 years due to the
built-in grace period, but a continuation of borrowings of shorter
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maturities compounded with the high reliance on shott-term trade
credits and bank borrowings, which have been increasing at the rate
illustrated in these tables, would undoubtedly create a critical debt
service sitvation over the next few years. In other words, due to the
accumulation of shott-term debts, a continuation of extensive borrow-
ings at this end of the maturity scale will place the country’s credit-
worthiness in the future seriously in doubt.

Remedial Measures

Faced with this situation and the need to achieve higher import
levels, the following measures should be taken by Sri Lanka. The
first is to mobilise higher levels of official development assistance
within the framework of the existing Aid Group. As pointed out
carlier, the assistance being obtained is already at high levels in per
capita terms and it is therefore difficult to see a substantial increase
in aid disbursements from the Aid Group, unless there is a major
effort on the part of the Government of Sri Lanka to mobilise project
assistance on a large scale. Many donors are looking eagetly for pro-
jects to finance, particularly in the agricultural sector. Very often
programme requirements could be set up under the umbrella of a
project for purposes of foreign financing and this is one arca where a
major effort could be made to secure financing for high priority
projects/programmes.

A second step is the intensification of the machinery set up in the
Ministry of Planning and Economic Affairs to monitor and authorise
the volume of suppliers credits and short-term trade credits. The
need to have a centralised authority for negotiating and approving
such credits is clearly of high priority for countries facing critical
debt service situations. Very often pational interest is never taken
account of in negotiating suppliers credits by importing institutions
as these are of secondary interest to them and nor does the exporter
bother as he is concerned entirely with the export of his products.

A third step in the list of remedial measures would be to seek
even better terms of official assistance than in the past. Countries
of the Development Assistance Committee of OECD could be pre-
vailed upon to implement the Terms Recommendations as soon as
possible. In the case of the socialist countries, with the exception of
China, the possibilities of improving the terms of assistance are more
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limited, as their criteria for giving assistance are different and they
are essentially export credits in the final analysis.

A fourth possibility is of course renegotiating the country’s debt.
The value of this would depend on several factors. The first and
most crucial is the speed at which an aid renegotiation exercise could
be conducted. Past experience, which I have mentioned earlier, does
not give us great hope that debt renegotiations, short of defaulting
(with the adverse consequences which would follow) would provide
immediate relief. With the existence of an Aid Group for Sri Lanka,
an international framework alreadyexistsfor a co-ordinated operation,
though in terms of the expert group recommendations, such a meeting
would have to be chaired by a developing country. In the case of the
S1i Lanka Aid Group, the only developing country would be India
and there may be some political implications in having her chair
a Sri Lanka meeting for debt renegotiation, unless other developing
countries are co-opted to the Aid Group for the debt rescheduling
exercise and provision exists for this in the recommendations of the
expert group.

The second critical factor is whether the amounts rescheduled
would increase the volume of assistance made available by donor
countries or whether the rescheduled amounts would be within the
existing amounts allocated by each country. There is no evidence
at the international level that rescheduling actually increased the
volume of resource transfers. However, even within a given volume
of aid, debt rescheduling would be preferable to new aid, since it
effectively makes available untied foreign exchange resources, unlike
in the case of new aid, which is tied to items and sources, provided
of course that the negotiation of a debt rescheduling agreement
does not take longer than the negotiation of new aid. As mentioned
carlier, representatives of the socialist countries declined to partici-
pate in debt rescheduling meetings, as they felt that they could not be
bound by terms of such negotiations as theit aid is extended essen-
tially on a bilateral basis, depending very much on the relationship
that exists between the two countries. Further, the international agen-
cies, such as the World Bank and the Asian Development Bank, have
so far not had their debts rescheduled in any of the past exercises of
this type. If these two groups of countries and institutions are exclu-
ded, that leaves us effectively with the Aid Group countries to discuss
the renegotiation of official loans and suppliers credits.
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If one examines the repayments in 1974, 69 per cent of the repay-
ments on official loans and 95 per cent of the repayments on suppliers
credits were to Aid Group countries. This means that if a successful
rescheduling operation could have been carried out jn 1974, Rs. 119
million of repayments on official loans and Rs. 20 3 million of repay-
ments on suppliers credits could have been deferred. It is assumed
that all export credits are covered by some form of export credit
guarantee or credit insurance scheme opetated by the government of
donor countries, so that there would be 2 willingness on the part of
the government to include suppliers credits within the framework of
a rescheduling operation. Assuming that other aid flows would not
be effected as a result of a debt rescheduling operation, which is a
very tenuous assumption to make Sri Lanka’s import capacity last
year would have increased by 7 per cent. On the other hand, it is
likely that higher rates of interest would have been paid on the debts
deferred thereby reducing the increase in import capacity by an equi-
valent amount,

A rescheduling exercise would normally not include short-term
borrowings from bank and short-term trade credits, A major exercise
which would be of considerable interest in Sri Lanka would be the
conversion of the large short-term debt, outstanding both to banks
and exporters abroad, amounting to Rs. 787 million and equivalent
to 17 per cent of 1974 imports, into 2 medium term loan provided
by a consortium banks/governments and arranged under the sponsot-
ship of the World Bank andjor the International Monetary Fund.
This would immediately release Sti Lanka from the heavy over-hand
of short-term debt which inhibits long-term policy-making to get
over the country’s critical foreign exchange situation. This must
also be accompanied by a major effort at mobilising enhanced levels
of official assistance on favourable terms from the Aid Group and
other countries, followed by a very tight control of approvals of
private credits to avoid a recurrence of a debt problem.

In view of the foregoing arguments, I feel that Sri Lanka’s interest
at UNCTAD 1V on this subject would be in the creation of an inter-
national machinery to atrange debt rescheduling the consolidation
of long-term as well as short-term debts. Whilst it would involve
certain conditions regarding financial and economic management on
the part of debtor countries, an automatic mechanism should be set
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up which would expedite the process of obtaining relief by an exercise
of this nature once the debt service ratio reaches a critical level.
Such machinery is non-existent at present, though the first steps in
this direction have been taken under the umbrella of UNCTAD.
Sri Lanka’s particular interest should be in arrangements made for
the conversion of short-term debt to medium-term debt, as this is
clearly the problem area.
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MINISTERIAL MEE'_I’ING OF THE GROUP OF 77

Manila, Philippines.
26 January to 6 February 1976
Mecting of Ministets,

Report of the Chairman of the Co-ordinating
Committee

The Committee held two meetings on § February 1976 under the
chairmanship of Ambassador G. Martinez, Argentina. It was com-
posed of the following countries, which were elected members on the
proposal of the different regional groupsi—

Asian Group — Afghanistan
India
Indonesia
Iran
Iraq
Kuwait
Pakistan
Philippines
Sri Lanka
United Arab Emirates

African Group Congo
Egypt
Ethiopia
Gabon
Ghana
Kenya
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Mauritania
Motocco
Nigeria
Senegal
Latin American Group Brazil
Chile
Colombia
Cuba
Mexico
Nicaragua
Peru
Trinidad and Tobago
Uruguay
Venezuela

The Committee was entrusted with the task of preparing the
attached draft Declaration for submission to the plenary of the Meet-
ing of Ministers. It took as the basis for its work a preliminary draft
prepared at the level of the Senior Officials (77/MM(IIL)/13), making
vatious changes and also including some additional paragraphs to
serve as a global framework for the Declaration. The Declaration is
to serve as a general introduction to the specific proposals contained

in the Programme of Action which incorporates the results of the
work of Committees 1 to IV.

Draft Declaration

Guided by our common aspirations, we, the tepresentatives of the
developing countries having met at the Third Ministerial Meeting
of the Group of 77, held in the city of Manila, Philippines, to co-
ordinate and harmonize our positions in preparation for the fourth
session of the United Nations Conference on Trade and Develop-
ment, to be held at Nairobi in May 1976,

Having considered the Declaration of the Fourth Conference of Trade
Ministers of OAU Member Countries, the First Declaration and
Action Guidelines of the Latin American Council of the Latin Ameri-
can Economic System (SELA) and the Djakarta Declaration 1976,

Inspired by the illuminating opening address delivered by His
Excellency the President of the Republic of the Philippines, Dr.
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Ferdinand Marcos, who expressed fruitful ideas which made a signi-
ficant contribution to our discussions and reflect a keen analysis of
the present state of international economic relations and an out-
standing perceptiveness of the unfavourable economic and social
conditions under which our peoples are struggling,

Cordially thank the Government and the people of the Philippines
for their warm hospitality and for the efficient organization of this

Meeting, which has enabled us to conclude the Ministerial Meeting
successfully.

The Ministers of the Group of 77 at their Third Meeting held at
Manila from 2 to 6 February 1976,

Having examined in depth the economic situation of the develop-
ing countries and having reviewed the policies pursued and the
results obtained since the adoption of the International Development
Strategy and the third session of UNCTAD in the field of trade,
international economic relations and development in the light of the
Declaration and Programme of Action on the Establishment of a
New International Economic Order and the Charter of Economic
Rights and Duties of States,

Inspired by the Charwer of Algiers and the Lima Declaration of
the Group of 77,

Noting with deep disappointment that very few concrete results
have been obtained in those fields, that the developed countries have
generally not implemented the policy measures and fulfilled the com-
mitments undertaken designed to improve the situation of the deve-
loping countries, and that the relative position of the developing
countries in the world economy—especially the position of the least
developed, land-locked and island developing countries, and the
most seriously affected developing countries has worsened during
this period,

Declare that international economic conditions—particularly world
inflation, monetary disorders, recession in the highly industrialized
regions, the appearance of new forms of economic discrimination
and coercion, certain forms of action by transnational corporations
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and the revival of protectionist trends in the developed countries—
have seriously affected the economies of all developing countries,

Recognize that, in view of this situation, some developing countries
have made and continue to make major efforts to provide other deve-
loping countries with financial and other assistance to help them
overcome their balance-of-payments difficulties, including their food
and energy problems, and hope that such initiatives will encourage
further assistance in these fields,

Deplore the application by the developed countries of unjust and
discriminatory trade regulations, and the obstacles which they impose
on developing countries in regard to access to modern technology.

Alffirm their conviction that it is necessary and urgent to bring
about radical changes in economic relations in order to establish new
relations based on justice and equity which will eliminate the in-
equitable economic structures imposed on the developing countries,

principally through the exploitation and marketing of their natural
resources and wealth,

Empbasize the close solidarity of all the developing countries
which has made possible for them to evolve a unified position, as
well as the importance of harmonizing positions which help to en-
hance the irreversible process they have created in international
economic relations and to consolidate and strengthen their unity and
solidarity through joint concerted action thus laying the foundation
for the New International Economic Order and for the adoption
of the Charter of Economic Rights and Duties of States,

Affirm that the current situation presents a favourable oppot-
tunity for the international community to take steps and reach agree-
ments at the fourth session of the United Nations Conference on
Trade and Development aimed at solving the economic and financial
problems of the developing countries and achieving the objectives
of the New International Economic Order,

Decide to promote the urgent implementation, on the basis of a
programme of concerted action, of the New International Economic
Order within the framework of the Declaration and Programme of
Action on the Establishment of a New International Economic Order,
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the Charter of Economic Rights and Duties of States and the decisions
and recommendations adopted by the General Assembly at its seventh
special session,

 Redffirm their conviction that the implementation of the New
International Economic Order is essential for the promotion of justice
and the maintenance of peace and international co-existence, owing
to the ever-increasing interdependence of nations and peoples,

Reaffirm further their conviction that responsibility for achieving
economic development and ensuring social justice lies in the first
instance with countries themselves and that the achievement of
national, regional and international objectives depends on the efforts
of each individual country. As a necessary corollary to those national
efforts and in accordance with the principle of collective self-reliance
they urge the need for closer and more effective co-operation among
the developing countries, including the hatmonization and co-ordi-
nation of their respective economic policies.

Declare once again that international economic relations should
be based on full respect for the principles of equality among States,
and non-intervention in internal affairs, on respect for different
econiomic and social systems and on the right of cach State to exercise
full and permanent sovereignty over its natural resources and all its
economic activities,

Resolve that the developing countries should be assured wider and
increasing participation in the process of adoption and in the adop-
tion of decisions in all areas concerning the future of international
economic relations and in the benefits derived from the development
of the world economy,

Reiterate the need and urgency for the principle of differential and
preferential treatment in favour of developing countries to be applied
in accordance with specific and effective formulae in all fields of their
economic relations with developed countries,

Accordingly,
DECLARE

their firm conviction to make full use of the bargaining power of the
developing countries, through joint and united action in the formu-
lation of unified and clearly defined positions, with a view to
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achieving, inter alia, the following objectives in the various fields
of international economic co-operation:—

1. Restructuring international trade in commodities so that it
offers a viable solution to the problems concerning commodities, to
raise and maintain the value of the exports and the export earnings
of the developing countries, increasing the processin g and improving
the terms of trade of those countries. Bearing these fundamental
objectives in mind, the fourth session of UNCTAD should take
concrete and operational decisions concerning the integrated pro-
gramme and all its elements and the implementation of each of its

objectives and each necessary international measures, including the
negotiating plan;

2. Reshaping of the structure of world industrial production
and trade to ensure a substantial increase in the share of the develop-
ing countries in world exports of manufactures and the semi-manu-
factures in accordance with the goals set forth iuter alia, in the Lima
Declaration and Programme of Action on Industrial Development
Co-operation. To this end, suitable internal and external conditions
including new forms and areas of industrial co-operation must be
created for accelerated industrial development and for promoting the
export of manufactures and semi-manufactures from developing
countries, without giving rise to testrictions on their access to the
markets of developed countries;

3. [Expanding the total export capacity of the developing coun-
tries, in terms both of volume and of the diversification of their
products, and thus promoting the increasing participation of these
countries in world trade;

4. Achieving substantive results for the developing countries in
the multilateral trade negotiations and additional benefits through
the adoption of differential measures and special procedures for them
in all areas of the negotiations. Pending the completion of those
negotiations, ensuring that the developed countries strictly observe
the standstill with regard to their imports from the developing
countries. In this context, substantial improvements should be made
in the existing GSP schemes to help developing countrics to achieve
the agreed objectives of the GSP;
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5. Condemning and rejecting all forms of discrimination, threats
or coercive economic policies and practices, either direct or indirect,
against individual or groups of developing countries by developed
countries, which are contrary to fundamental principles of inter-
national economic relations.

6. Utrgently achieving a reform of the international monetary
system which will meet the interests and needs of the developing
countries, with the full and effective participation of these countries
in the decision-making process involved in that reform;

7. Securing short-term and long-term financing in insufficient
volume and on favourable terms and accelerating the flow of bilateral
and multilateral financial assistance from the developed to all the
developing countries and in particular to the least developed land-
locked and island developing countries and the most seriously
affected countries on a more continuous, assured and stable basis, in
order that the target for official development assistance is reached
without delay: on the other hand, access of developing countries to
the capital markets of developed countries should be substantially
increased.

8. Taking immediate steps by developed countries and inter-
national organizations to alleviate the increasing debt problems of
developing countries and to expand and improve short-term financing
facilitics to mitigate their balance-of-payments difficulties;

9. Promoting national technological progress through the acqui-
sition, development, adaptation and dissemination of technology
in accordance with the needs, interests and priorities of the develop-
ing countries, and ensuring the transfer of technology on international
conditions consistent with those objectives with a view to strengthen-
ing the technological capabilities of developing countries and thus
reducing their dependency in this field, through appropriate institu-
tional arrangements, the adoption of a multilaterally binding code
of conduct on the transfer of technology and the review and revision
of international conventions on patents and trademarks.

10. Ensuring that the activities of transnational cotporations
operating in territories of developing countries are compatible with
their objectives of national development, through the free exercise
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of the right to regulate the operations of those corporations, and
promoting international co-operation as an effective instrument for
achieving that objective;

11. Promoting and fostering a programme of economic co-
operation among developing countries through suitable permanent
machinery for strengthening their mutual co-operation and making
possible the adoption of concrete measures in the various fields of
their economic reclations, in order to promote the individual and
collective self-reliance, interdependence and progress of the deve-
loping countries.

12, Devoting efforts towards urgent action for the expansion of
trade betwten the developing countries and developed countries with
centrally planned economies, including suitable institutional atrange-
ments for dealing with this issue, with a view to increasing the eco-
nomic benefits accruing to developing countries from such trade
and economic co-operation.

13. Establishing more effective and realistic measures and
policies through suitable mechanisms in favour of the least deve-
loped, land-locked and island developing countries and implementing
them as speedily as possible so that their results may help to alleviate
or diminish the specific and long-cxisting problems affecting those
countries.

14. Implementing without delay effective measures in favour of
the most seriously affected developing countrics to enable them to
overcome their special problems, in accordance with General Assem-
bly resolutions 3201 (S-VI) and 3202 (S5-VI).

15. Furthering co-operation in the solution of major and urgent
international economic problems affecting a large number of deve-
loping countries.

16. Continuing and intensifying their efforts to affect the changes
urgently needed in the structure of world food production and taking
appropriate steps, particularly in the ficld of trade, to ensure an
increase in agricultural production, especially of foodstuffs, and in the
real income which the developing countries obtain from exports of
these products. Developed countries and developing countries in a
position to do so should provide food grains and financial assistance
on most favourable terms to the most seriously affected countries,
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to enable them to meet their food and agricultural development
tequirements.

17. Strengthening the negotiation function of UNCTAD so
that it could evolve into an effective negotiating arm of the United
Nations in the fields of trade and development capable of translating
principles and policy guidelines, particularly those enunciated by the
General Assembly, into concrete agreements and thus directly con-
tribute to the establishment of the New International Economic
Order.
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APPENDIX II

SELECTED STATISTICS
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TABLE 1

Distribution of World Product
1972

(GNP per capita rounded to nearest US. § 10)

Population  Per- GNP Per- GNP per
(millions) centage (US.$000  centage capita
miilions) (Us.$
The World s 3,748 100.00 3,652 100.00 —_—
Developing Countries 1,845 49,73 509 13.94 280
Pctroleum exporters 275 7.34 73 2.00 270
Higher income wi 356 9.50 263 7.20 740
Middle income .. 272 7.26 72 1.7 260
Lower income = 942 25.13 101 2.77 110
Industrial countries L 662 17.66 2,427 66.46 3,670

Centrally planned

economies o 1,187 31.67 686 18.78 580

Petroleum exporters: Algeria, Ecuador, Gabon, Indonesia, Iran, Irad, Kuwait,
Libyan Arab Rep., Nigeria, Saudi Arabia, Venczuela.

Higher-income countries: Argentina, Barbados, Brazil, Chile, China (Rep. of),
Colombia, Costa Rica, Cyprus, Dominican Rep., Fiji, Greece, Guatemala,
Guyana, Israel, Jamaica, Lebanon, Malaysia, Malta, Mexico, Nicaragua,
Panama, Peru, Singapore, Spain, Trinidad and Tobago, Tunisia, Uruguay,
Yugoslavia, Zambia, (Over $375 GNP per capita.)

Middle-income countries: Bolivia, Botswana, Cameroon, Congo (People’s Rep. of)
Egypt (Arab Rep. of), El Salvador, Ghana, Honduras, Ivory Coast, Jordan,
Korea (Rep. of), Liberia, Mauritivs, Morocco, Papua New Guinea, Para-
guay, Philippines, Senseal, Swaziland, Syrian Arab Rep., Thailand, Turkey,
Viet-Nam (Rep. of). (%200 to $375 GNP per capita.)

Lower-income countries; Afghanistan, Bangladesh, Burma, Burundi, Khmer
Reép., Central African Rep., Chad, Dahomey, Ethiopia, Gambia (The),
Guinea, Haiti, India, Kenya, Laos, Lesotho, Malagasy Rep., Malawi, Mali,

. Mauritania, Nopal, Niger, Pakistan, Rwanda, Sicrra Leone, Scmalia, Sri
Lanka, Sudan, Tanzania, Togo, Uganda, Upper Volta, Yemen (People’s
Dem. Rep., of), Yemen Arab Rep., Zaire. (Under $200 per capita.)

Industrial countries: Australia, Austria, Belgium, Canada, Denmark, Finland,
France, Germany (Fed. Rep. of), Iceland, Ireland, Italy, Japan, Luxembourg,
Netherlands, New Zealand, Norway, Portugal, Puerto Rico, South Africa,
Sweden, Switzerland, United Kingdom, United States.

Centrally planned economies: Albania, Bulgaria, China (People’s Rep. of), Cuba,

Czechoslovakia, German Dem. Rep., Hungary, Korea (Dem. Rep. of),
Mongolia, Poland, Romania, USSR, Viet-Nam (Dem. Rep. of).

Source: WORLD BANK ATLAS 1974.
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TABLE 7

Average Rates of Change in the Terms of Trade of Selected
Primary Commodities (2)

Commodity

1952—1972

1955—1972

Agricultural products

Bananas
Cocoa i
Coconut oil ..
Coffee

Copra

Cotton 3
Groundnut oil
Jute .
Maize
Palm oil
Rice
Rubber
Sisal
Sugar
Tea
Tobacco
Wool

Oranges (i nel. .tangarines.).

Minerals and metals

Alumina
Aluminium
Bauxite
Copper

Iron ore

Lead :
Manganese ore
Phosphate roc
Tin
Zinc

Combined index

28 commodities listed

(Per cent per annim)

—3.1
—3.7
—1.4
—4.9
—1.3
—3.1
—2.7
—0.4*
—2.8
—0.9% (b)
—2.0
—0.8*
—4.1
—2.2
+0.1*
—2.5
—1.1 (b)
—3.6 (¢)

—1.8 (c)
—1.5(c)
+1.2 {c)
+2.6 (c)
—2.3(0)
—2.2(c)
—4.7 (c)
—1.1(c)
+2.7 ()
+1.2 (c)

—22()

3.4
—29
=
3.5
—13
250
ik
—0.4%
Ly
—0.6(b)
34
+0.4*
=56

— SN O N

el s A
[ S N S

i

Source:

UNCTAD Document TD/B/3563.

Tth July 1975,

(a) Terms of trade of the listed commodities have been calculated by deflating
unit values of exports from developing countries (or from the world) by the
United Nations index of unit values of exports of manufactured gcods.
Average annual rates of change in the terms of trade are calculated from the
trend rates. All trends were statistically significant (at least the 95 per cent

®)
@
€L

level) except for those marked with an asterisk (*).

The figures in this table

relate to export unit values and are therefore not comparable to the serics
shown in Table of TD/B/558, which relate to market prices, Furthermore,
the latter table covers the two commodity price boom periods, 1950-51

and 1973-74.

Based on unit values of world exports.

1953-1972.
xi
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TABLE 11

EXTERNAL RESOURCE FLOWS AND SERVICE PAYMENTS ON EXTERNAL PUBLIC AND
PUBLICLY - GURANTEED OF 79 DEVELOPING COUNTRIES: 1967 —1973

(millions of dollars)

Region(a) 1967 1968 1969 1970 | 1971 1972 ‘ 1973
I
Africa |
Gross flows e 1,885.0 1,903.9 2,119.2 2,706.8 2,981.8 3,663.9 5,903.3
Debt service ik 567.6 649.4 778.5 901.1 998.3 1,287.0 2,002.3
Net transfer S 1,317.3 1,254.4 1,340.7 1,805.7 1,983.5 2.376.9 3,901 .0
Asia(h)
Gross flows ik 4,168.6 4,049.6 4,112.5 - 3,902.6 4,511,5 5,101.2 5,440.2
Debt service o+ 871.6 928.7 1,146.8 1,397.1 1,522.9 | e s 2,076.1
Net transfer e 3,297.0 3,120.9 2,965.8 2,505.5 2,988.7 3,328.0 3,354.1
Middle East
Gross flows e 745.1 1,152.2 959.5 1,583.0 1,995.3 2,488.0 3,176.2
Debt service i 259.3 371.7 489.3 630.6 805.0 1,317.8 1,591.5
Net transfer ol 486.8 780.5 470.2 952.4 1,190.3 1,170.1 1,584.7
Western Hemisphere |
Gross flows s 3,088.7 3.258.6 3,598.7 4,247.5 ! 4,118.5 5,969.7 7,477.6
Debt service i 1,797.0 ., 2,131.5 2,226,6 2,490.9 [ 2,701.1 3,050.9 4.116.4
Net transfer <, 1,291.8 1,127.1 1,372.2 1,756.6 : 1,417.5 29187 l 3,361.2
Total, 79 developing |
countries i
Gross flows s 9,888.3 10,364.3 10,790.1 12,4399 13,607.0 17,222.9 21,997.4
Debt service s 3,4954 4,081.3 4.641.1 5,419.7 6,027.2 7,429.2 9,786.4
Net transfer s 6,392.9 . 6,282.9 6,148.9 7,020.2 7,575.8 9.793.7 12,210.9

Source: UNCTAD Document TD/B/C.3/125. 17th Szptember 1975.

(@) Country coverage of developing regions include the following:
Africa: Algeria; Botswana; Burundi; the Central African Republic; Chad; the Congo; Dahomey; Egypt;
Ethiopia; Gabon; Gambia; Ghana; Ivory Coast; Kenya; Lesotho; Liberia; Madagascar; Malawi; Mali;
Mauritania; Mauritius; Morocco; the Niger; Nigeria; Rwanda; Ssnegal; Sierra  Leone; Somalia; Sudan;

Switzerland; Togo; Tunisia; Uganda; United Republic of Camercon; United Republic of Tanzania; Upper
Volta; Zaire; Zambia, and the East African Communities.
Asia: Afghanistan; Bangladesh; Burma; Fiji, India; Indonesia; Korea; the Republic of Malaysia, Pakistan;

the Philippines; Republic of South Viet-Nam; Singapore; Sri Lanka; Thailand.
Middle East: Iran; Iraq; Isracl; Jordan; and the Syrian Arab Republic.

Western Hemisphere: Argentina; Bolivia; Brazil; Chile; Colombia; Costa Rica; the Dominican Republic;
Ecuador; El Salvador; Guatemala; Guyana; Honduras; Jamaica; Mexico; Nicaragua; Panama; Paraguay; Peru:
Trinidad and Tobago; Uruguay; and Venezuela, g

() Does not include publicly-guaranteed private debt of the Philippines.
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TABLE 12

SELECTED SAVINGS PERFORMANCE INDICATORS OF
DEVELOPING COUNTRIES AND TERRITORIES

1950—1971*
(Percentages)
I ' [
| aPp| O | MPs | mpss r LMSN |LMSN*
Africa
Algeria 26.1 25.3 39.8 28.2 53.7 43.3
Eegypt 122 113 8.6 54|, 09| =25
Nigeria 13.4 11.6 19.5 14.5 23.1 16.0
Sznegal T2 52 60.0 36.2 30.7 27.4
Southern
Rhodesia 28.1 26.1 47.3 20.6 31.9 28.5
Tunisia i 13,5 11.5 23.8 31.0 316 44.1
United Republic |
of Tanzania 18.7 17.9 37.4 251 53.5 35.1
Upper Volta .. 10,9 12.6 9.8 10,3 34 4.8
Zambia 39.2 318 43.1 48.9 48.5 48.5
Asia and
Middle East
Burma 10.1 10.1 6.4 | 1.9 0.6 -6.3
India 15.6 15.0 23.8 ! 20.2 37.5 | 314
Indonesia 9.4 BT At 28,3 31.2 57.0
Iran 2057 21.0 328 ¢ 29,2 27.5 18.5
Lebanon 12.3 14.4 20.2 23.4 23.3 28.2
Malaysia 29.5 279 42.8 26.9 60.3 42.8
Pakistan 10.6 10.5 16.3 18.0 20.9 ik
Philippines 11.4 10.6 8.8 23.6 8.4 30.3
Sri Lanka 18,2 17.6 27.9 19.6 44.7 31.3
Latin America [
Argentina 21.0 20.5 28.9 2340 35.7 26.2
Brazil e 17.7 | 17.0 16.9 16.2 16.0 16.8
Chile % 13.5 11.0 20 13.9 -25.2 11.1
Jamaica Bl 22.8 19.1 25.8 229 27.3 25.5
Peru A 14.2 12.3 -3.8 9.1 -37.1 -1.7%
Venezuela .. 39,7 | 35.5 39.0 21.9 f 48.0 : 6.7

Samrce: UNCTAD document TD/B/C.3/124/Supp.1, 12 September 1975,

* For definitions and concepts, see coverleaf.
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SHRI
SHR2
SHR3

SHR4

SHRS
 SHR6

SHRA
SHRB
SHRC
SN/GNP

MPS
CMPC

MPSN

CMPCN
MPSN*
CMPCN*

LMSN*

DEFINITIONS

share of personal income received by the population in
the lowest income quintile.

share of personal income received by the population in
the second lowest quintile. ‘

share of personal income reccived by the population in
the third™ lowest quintile.

share of personal income received by the population in
the fourth lowest quintile.

share of personal income received by the population in
the 8lst — 95th income percentiles,

share of personal income received by the population in
the 96th — 100th income percentiles.

SHR! + SHR2.
SHR3 + SHR4.
SHRS + SHRS.

average rate of saving out of GNP for the period
indicated.

marginal propensity to save out of real GDP for the longest
period available (GDP deflated by its price index).

constant of the consumpnon function from which MPS
was computed.

marginal propensity to save out of per capita real GDP,
for the longest period available (GDP deflated by its
price index).

constant of the consumption function from which MPSN
was computed.

MPSN estimated on the basis of time series deflated
by the consumption price index, -

constant of the consumption function from which MPSN*
was computed.

long-run marginal propensity to save out of per capita
real GNP, for the longest period available, computed
from a regression in which variations in consumption
depended on variations in GNP and lagged consumption,
all in per capita terms, (GNP deflated by the consump-
tion price index.)
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TABLE 13

_ Ratio of debt service payments’ to expotts of goods and setvicesz in selected countries

(Percentages)
Average
Country(3) 1965 1970 1971 1972 1973 1970—1973
*Egypt 15.3 26.2 19.4 31.5 34.6 27.9
Uruguay 6.9 18.4 22.2 34.0 30.1 26.2
*India 15.0 28.0 25.9 24.5 20.1 24.6
Mexico 24.8 25.2 24.1 23.5 25.2 24.5
Peru G 6.8 13.7 20.0 19.3 32.5 21.4
* Afghanistan 74 20.0 19.2 26.0 19.9 21.3
*Pakistan 11.0 24.3 19.4 234 16.1 20.8
Argentina 20.2 21.0 19.5 20.3 18.3 19.8
Korea, Republic of 2.8 23.4 21.7 18. 13.9 19.5
Turkey ki 28.5 225 19.0 18.8 10.4 17.7
Israel 22.5 18.6 13.4 17.7 20.8 17.6
Tunisia 1.7 19.5 16.9 16.3 13.8 ¢ 16.6
*Burma 4.6 16.1 14.2 17.5 18.6 16.6
Chile 12.4 18.3 21.0 11.6 11.0 15.5
Brazil 12.4 15.3 15.8 14.3 13.9 14.8
Bolivia 4.8 10.9 12.2 17.9 14.8 14.0
Zambia 2.9 5.1 10.0 10.7 28.0 13.5
Colombia 14.4 11.9 14.8 12,6 13.0 13.1
Nicaragua 4.3 10.6 13.4 10.3 17.8 13.0
Iran 54 1.5 11.5 17.1 10.6 12,7
*Sii Lanka 2.0 9.7 10.8 14,2 12.6 11.8
Paraguay 4.2 11.0 13.1 13.2 9.5 11.7
*Sudan 55 92 12.1 12.3 11.1 11,2
Panama 2.8 7.8 9.3 10.8 16.4 11.1
Morccco 4.8 8.3 11.6 10.7 9.7 101
Costa Rica .. 10.3 9.7 10.1 10.0 10.2 10.0
Ecuador 6.5 9.1 12.2 10.6 7.5 9.9
Algeria — 7.4 9.7 10.9 11.3 9.8
Greece 40 8.4 10 2 9,1 9.7 9.4
*Ethiopia 5.0 11.6 10.6 8.7 6.4 9.3
Malawi 6.4 8.7 8.8 8.9 9.0 8.9
Congo . 6.5 7.8 8.0 8.3 10.7 8.7
*Sierra Leone e 33 9.0 8.5 8.6 8.4 8.6
*United Rep. of Tanzania 4.5 7.2 8.4 11.6 6.7 11.5
Syrian Arab Republic 5.5 9.2 8.9 8.1 7.3 8.4
Philippines .. = 5.4 7.5 7.0 2.9 6.3 7.3
Guatemala ., 5.2 1.7 8.2 10.6 3.8 7.6
Swaziland 4.5 4.7 53 9,5 10.5 7.5
Yugoslavia .. 14.4 9.6 6.5 6.4 6.9 7.4
Indonssia 10.3 6.6 7.6 6.7 7.1 7.0
Liberia 8.4 8.0 7.1 6.7 6.3 7.0
Gabon — 5.2 7.1 7.0 7.3 6.7
*Ivory Coast 4.5 Digifzed by P"GT%'\M Fougidation 68 7.2 6.3 6.6
“Upp@r VOIT.II 7 | n&‘wﬂw‘\‘ﬁw’;ﬁrnjéuji ;nm;m ofg . 5.9 1 § 8.3 6.“
*Lesotho 2.5 8.5 7.1 5.1 3.2 6.0
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Algeria

Gieece
*Ethiopia

Malawi

Congo s
*Sierra Leone 2t
*United Rep. of Tanzania
Syrian Arab Republic
Philippines .. e
Guatemala ..
Swaziland

Yugoslavia .,

Indonesia

Liberia

Gabon
*Ivory Coast
*Upper Volta
*Lesotho

Zaire o X
*United Rep. of Cameroon
*Uganda
*Kenya e
Dominican Republic
*Senegal i3
*El Salvador
*Ghana
*Chad

*Guyana

Jamaica :
*Madagascar

Spain

Malta

Jordan

Togo

Venezuela .. i
Trinidad and Tobago ..
*Dahomey T
*Burundi

*Mauritania

*Niger

*Honduras

Mauritius

Thailand

Nigeria

*Somalia s 5%
*Central African Republic
Malaysia &
Cyprus

Iraq

Botswana

*Rwanda .. o
Republic of South Viet-Nam
#*Mali - e
Fiji
S ngapore ..
Gambia(4) ..
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Source: UNCTAD document

TD/B/C.3/131,

15 September, 1975,

Countries marked with an asterisk(®) have been indentified as most seriously affected (MSA) countries.
Debt service paymenis on public and publicly-guaranteed debt.
For certain countries for which exports of goods and services were not available, exports of goods only were used.,
Ranked by average ratio for period 1970-1973.
Debt seryice ratio less than 0.1 per cent,
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TABLE 15

United States Multinational Corporations: average size* of
foreign affiliates by sector and area, 1966

(Thousands of dollars)

; Developed
Sector World Developing | fr;;rzfr;’
total countries T e
Mining and smelting ..| 8,330 | 7,668 I 8,906
Petroleum .. A% 8,746 8,981 8,486
Manufacturing a7, 2,361 1,399 | 2,761
Public utilities e 2,165 2,646 1,397
Trade 4% e 1,114 1,219 1,070
Other o ves 818 477 | 1,044
TOTAL, all sectors 2,350 2,186 ‘ 2,440

Source: U.N. Multinational Corporations in
World Development - ST/ECA/150.

* Book value divided by number of affiliates.

T Includes international shipping.
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TABLE 16

Developed and Developing Countries: Distribution of Gross Domestic
Product, Exports and Book Value of Foreign Direct Investment of
Market Economies, 1967

(Percentage)
Book
value of
direct
Gross investment
Area domzstic Exports by DAC
product countries
Developed countries. . - 84.2 78.9 68.2
Developing countries s 15.8 21.1 31.8
TOTAL, market economies .. 100.0 100.0 100.0

Source: U.N, Multinational Corporations in World
Development — ST/ECA/150.

T xii
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TABLE 17

Market Economies : International Production and Exports, 1971

(Millions of dollars)

Stock of International
foreign Estimated production
Country * direct Internaticnal  Exports as

investment production t percentage

(book value) of exports
United States .. 2 86,000 172,000 43,492 3955
United Kingdom i 24,020 48,000 22,367 214.6
France s i 9,540 19,100 20,420 93.5

Federal Republic of
Germany .. 7 7,270 14,600 39,040 37.4
Switzerland .. e 6,760 13,500 5,728 2357
Canada > s 5,930 11,900 17,582 67.7
Japan 1= I 4,480 9,000 24,019 37.5
Netherlands .. b 3,580 7,200 13,927 51.7
Sweden Lo, % 3,450 6,900 7,465 92.4
Italy & o 3,350 6,700 15,111 44.3
Belgium ik i 3,250 6,500 12,392 § 52.4
Australia w - 610 1,200 5,070 23.7
Portugal g it 320 600 1,052 57.0
Denmark = i 310 600 3,685 16.3
Norway i i S0 200 2,563 7.8
Austria i ¥ 40 100 3,169 3.2
ToTtAL, above = 159,000 318,000 237,082 133.7
Other .. 6,000 12,000 74,818 16.0
ToTAaL, market

economies 165,000 330,000 311,900 105.8

Source: U. N. Multinational Corporations in World Development —

*)

(T}

®

ST/ECA/190.

Countries are listed in descending order of book wvalue of foreign direct
investment.

Estimated international production equals the book value of foreign direct
investment multiplied by the factor 2.0. The estimate of this factor was
derived as follows: the ratio of foreign sales to book value of foreign direct
investment has been estimated from 1970 United States data on gross sales of
majority-owned foreign affiliates and book value of United States direct
investment. “Gross sales of majority-ownsd foreign affiliates” (approxi-
mately $157 billion) includes transactions between foreign affiliates and
parent corporations (approximately $20.3 billion) and inter-foreign affiliate
sales (approximately $28.1 billion), which together account for about 30 per
cent of gross forcign affiliate sales. The book value of United States foreign
direct investment in 1970 amounted to §78.1 billion. The resulting ratio of
gross sales to book value is 2:1 This ratio has been used to estimate the inter-
national production of non-United States foreign affiliates.

Includes Luxembourg.
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TABLE 18

Selected Developing Countrics: Payments of Royalties and Fees and
Their Relationship to Gross Domestic Product and to
Export Earnings

(Millions of dollars and percentage)

| Payments |  Share of Paymenis
I rovalties TR A R
j and fees* Gross
Country | Year (millions domestic |
of product 1 Exports
dollars) (percentage)
Argentina 1969 127.7 0.72 7.9
Brazil 1966-19681 | 59.6 0.26 34
Colombia 1966 26.7 0.50 5.3
Mexico | 1968 200.0 0.76 15.9
Nigeria | 1965 33.8 0.78 4.2
Sri Lanka ‘ 1970 9.3 0.511 1 2.9%
TOTAL, above |
and non-weighted |
average | 4571 0.68 7.3

Source: U.N, Multinational Corporations in
World Development — ST/ECA/190.

(*) Includes payments by the private sector only for patents, licenses, know-

how, trademarks and management and other technical services.

(f) Annual average.
) 1969.
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TABLE 19

Selectzd Developing Countries: Current Inflow of Foreign Direct Investment and outflow of Income on

Accumulated Past Direct Invesiment, 1 by Region, 1965—1970

(Millions of dollars)

Region 1965 1966 1967 1968 1969 1970
Africa, total
A, Inflow 182.26 163.7 241.5 201.6 235.5 270.7
B. Outflow 330.85 718.8 708.6 963.3 9243 - 996.2
C. Balance —518.6 -555.1 -467.1 -762.1 -688.8 ~725.5
Non-oil producing countnes(c)
A, Inflow 135.5 ?4.7 61.5 53.6 46.5 42.7
B. Outflow 49.3 53.8 56.6 57.7 56.3 60.2
C. Balance . 84.2 20.9 4.9 -9.8 -9.8 -17.5
Oil-producing countrles{d)
A. Inflow 48.7h 89.0 180.0 148.0 189.0 228.0
B. Outflow 331.50 665.0 652.0 906.0 £68.0 936.0
C. Balance -282.8 -576.0 —472.0 -758.0 —679.0 -708.0
Western hcmispﬁere, total
Inflow = 723.3 780.5 647.5 1,011.4 1,088.6 1,141.9

B. Outflow 1,437.9 L. 752:7 1, 93.4 2,021.4 2,093.0 1,943.7
C. Balance -714.6 -972.2 -1,145.9 -1,010.0 ~1,004.4 —801.8
Non-oil producing countr{es(e)
A, Inflow o 642.3 671.5 567.5 827.4 964.6 1,067.9
B. Outflow 722.9 1,043.7 1,119.4 1,291.4 1,418.0 1,382.7
C. Balance -80.6 -372.2 -551.9 —464.0 -453.4 -314.8
Oil-producing countries
A. Inflow = 81.0 109.0 80.0 184.0 124.0 74.0
B. Outflow 715.0 709.0 674.0 730.0 675.0 651.0
C. Balance -634.0 -600.0 -594.0 -546.0 ~-551.0 ~-487.0
Asia and West Asia, total
A, Inflow s 436.9 271.2 185.0 159.0 189.5 200.1
B. Outflow 1,367.4 1,592 4 1,744.2 1,997.5 2,138.5 2,401.9
C. Balance -930.5 -1,321.2 -1,559.2 -1,838.5 —-1,949.0 -2,201.8
Asia and West Asia
Non-oil producing countries(g)
A. Inflow 131.0 95.2 60.0 94.0 116.5 180.1
B. Outflow 168.7 150.4 204.2 239.5 246.5 2359
C. Balance -37.7 -55.2 -144.2 -145.5 -130.0 -55.8
Oil-producing countrles(}r)
A. Inflow 305.9 176.0 125.0 65.0 73.0 20.0
B. Outflow 1,198.7 1,442.0 1,540.0 1,758.0 1,892.0 2,166.0
C. Balance -892.8 -1,266.0 -1,415.0 -1,653.0 -1,819.0 -2,146.0
Selected developing

countries, total
A. Inflow 1,342.4b 1,215.4 1,074.0 1,372.0 1,513.6 1,612.7
B. Outflow 3,186.16 4,063.9 4,246.2 4,982.6 5,155.8 5,341.8
C. Balance —-1,843.7 ~2,848.5 -3,172.2 - 3,610.6 -3,642.2 -3,726.1
Non-o0il producing

countries, total
A. Inflow 905.8 841.4 689.0 975.0 1,127.6 1,250.7
B. Outflow 940.9 1,247.9 1,380.2 1,588.6 1,720.8 1,678.8
C. Balance %|g|t|zed by Noglpgam Foumdamorggl 2 -613.6 -593.2 -388.1
Oil-producing noolaham.org | aavanaham.org

countries, total
A. Inflow 435.6h 374.0 385.0 397.0 386.0 322.0
B. Outflow 2,245.2b 2.816.0 2,866.0 3.394.0 34250 36630
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Non-oil producing countries(c)

A. Inflow 135.5 74.7 61.5 53.6 46.5 42.7
B. Outflow 49.3 53.8 56.6 57.7 56.3 60.2
C. Balance _84.2 20.9 4.9 -9.8 -9.8 -17.5
Oil-producing t:ountrles(d)
A. Inflow 48.7b 89.0 180.0 148.0 189.0 228.0
B. Outflow 331.56 665.0 652.0 906.0 §68.0 936.0
C. Balance -282.8 -576.0 —472.0 -758.0 -679.0 -708.0
Western hemisph.ere, total
A, Inflow ; 723.3 780.5 647.5 1,011.4 1,088.6 1,141.9
B. Outflow 1,437.9 1,752.7 1, 93.4 2,021.4 2,093.0 1,943.7
C. Balance -714.6 -972.2 -1 145 9 -1,010.0 -1,004.4 -801.8
Non-oil producing countrtes(e)
A. Infllow 642.3 671.5 . 567.5 827.4 964.6 1,067.9
B. Outflow 7229 1,043.7 1,119.4 1,291.4 1,418.0 1,382.7
C. Balance -80.6 -372.2 -551.9 -464.0 -453.4 -314.8
Oil-producing countries
A. Inflow & 81.0 109.0 80.0 184.0 124.0 74.0
B. Outflow 715.0 709.0 674.0 730.0 675.0 651.0
C. Balance —634.0 -600.0 -594.0 -546.0 -551.0 -487.0
Asia and West Asm, total
A, Inflow 436.9 271.2 185.0 159.0 189.5 200.1
B. Outflow 1,367.4 1,592.4 1,744.2 1,997.5 2,138.5 2,401.9
C. Balance -930.5 -1,321.2 -1,559.2 -1,838.5 ~1,949.0 -2,201.8
Asia and West Asia
Non-oil producing countmes(g)
A. Inflow 131.0 g 60.0 94.0 116.5 180.1
B. Outflow 168.7 0.4 204.2 239.5 246.5 2359
C. Balance -37.7 5.2 -144.2 -145.5 -130.0 -55.8
Oil-producing countrlcs(h)
A. Inflow 305.9 176.0 125.0 65.0 73.0 20.0
B. Outflow 1,198.7 1,442.0 1,540.0 1,758.0 1,892.0 2,166.0
C. Balance -892.8 -1,266.0 -1 4i5 0 -1,693.0 -1,819.0 -2,146.0
Selected developing
countries, total
A. Inflow 1,342.45 1,215.4 1,074.0 1,372.0 1,513.6 1,612.7
B. Outflow 3,186.15 4,063.9 4,246.2 4,982.6 5,155.8 5,341.8
C. Balance -1,843.7 -2,848.5 -3,172.2 - 3,610.6 -3,642.2 -3,726.1
Non-oil producing
countries, total
A. Inflow 905.8 841.4 689.0 975.0 1,127.6 1,290.7
B. Outflow 940.9 1,247.9 1,380.2 1,588.6 1,720.8 ,678.8
C. Balance -34.1 -406.5 -631.2 -613.6 -593.2 -388.1
Oil-producing
countries, total
A. Inflow 435.6b 374.0 385.0 397.0 386.0 322.0
B. Outflow 2,245.2b 2,816.0 2,866.0 3,394.0 3,425.0 3,663.0
C. Balance -1,809.6 -2,442.0 -2,481.0 -2,997.0 -3,049.0 -3,341.0
Source: U.N. Multinational Corporations in World Development — ST/ECA/190.
(a) AIll statistics — inflows and outflows — are expressed in gross figures.
(b) Excluding A]geriab ;
(¢) Ethiopia, Ivory Coast, Malawi, Maruitiu Sre e Tunisia,
(D Algeria,” Libyan Arab’ Republic, Nigeria, 19 ) orN‘;I;dE’;;?aﬁ:.zz”E’f'“m
(¢) Argentina, Barbados, Bolivia, Brazil, Chile, Col orngn Costa gRlca, Ecuador, El Salvador, Guatemala, Guyana,
o I\-;a,m l—lI)nduras, Jamaica, Mexico, Nlcamgua, Paruma, Paraguay, Peru, Surmam Trinidad and Tobago.
enezucla
(2) Indonesia, Isracl, Lebanon, Philippines, Sri Lanka, Thailand, Republic of Viet-Nam.

(1)

Iran, Iraq, Saudi Arabia.
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TABLE 20

Indices of External Trade of Sri Lanha

1967 =100
Year EXPORT IMPORT
Volume | Price | Value Volume |  Price l Value
1938 - 57 28 16 38 23 15
1948 63 85 58 69 57 71
1949 68 89 62 76 69 72
1950 7 | 121 93 82 73 83
1951 76 | 146 113 93 93 106
1952 TT 113 88 93 93 117
1953 79 115 93 94 93 109
1954 82 128 107 87 86 92
1955 86 134 116 98 83 94
1956 81 125 102 109 83 107
1957 79 120 98 116 88 112
1958 84 118 102 118 81 112
1959 82 122 104 136 83 127
1960 87 122 109 133 83 122
1961 90 112 101 107 82 104
1962 97 109 109 108 77 99
1963 93 109 105 93 85 91
1964 102 i e 113 114 105 113
1965 : 10§ 113 118 86 100 83
1966 96 107 103 118 98 117
1967 100 100 100 100 100 100
1968 103 117 121 101 126 126
1969 98 117 115 108 134 140
1970 102 118 120 102 140 131
1971 99 117 116 90 150 115
1972 97 118 113 88 158 115 .
1973 98 137 151 79 209 128
1974 85 213 171 56 370 | 201
Source: Central Bank of Ceylon.
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The Percentage Composition of the Import Bill—Sri Lanka 19651974

1965 1970 1971 1972 1973 1974
(1) Total Value of Imports (Rs. Million) 1474 2385.5 2091.6 2203.8 2693.7 4554
(2) Consumer Goods 52.8 53.6 53.1 48.5 52.8 47.0
A. Food and Drink 41.0 44.2 42.7 41.6 46.3 42.8
i. Rice 9.8 13.3 9.3 T3 10.0 15.8
ii. Flour 6.6 10.9 9.8 8.8 16.8 18.8
iii. Refined Sugar 4.8 7.1 11.6 11,2 11.9 4,2
iv. Sakkara, Jaggery and Sugarcane 0.1 0.0 0.0 0.0 — —
v. Milk and Milk Products 8.2 2.3 2.2 2.6 2.6 1.5
vi. Dried fish and dried prawns
(excluding Maldive Fish) 2.9 2.2 2.5 2.8 1.4 0.7
vii. Other fish .. o 0.9 0.6 0.9 0.9 0.5 0.4
viii. Eggs and other meat 0.3 — 0.0 0.0 — —
ix. Grams and pulses 2.6 2.6 21 4.4 1.1 0.4
X. Omnions : 1.4 1.4 0.5 0.1 0.1 —
xi. Chillies 2.0 B 1.4 1.1 0.1 =
xii. Other food .. 12 2.5 2.1 2.2 1.6 0.9
B. Textiles including clothing 7.3 5.2 4.9 P 2.0 1.3
C. Other Consumer Goods 4.6 4.2 5.5 4.7 4.4 2.8
i. Motor cars 0.2 0.4 0.3 0.5 0.3 0.3
ii. Radio Receivers 0.1 0.0 0.0 0.1 0.1 —_
iii. Rubber tyres and tubes . 0.5 0.5 0.5 0.2 0.4 0.2
iy. Medicinal and Pharmaceutical
products i 1.4 2 1.6 1.9 1.3 1.0
v. Other consumer goods 0.1 2.1 3.0 2.0 2.3 1.3
(3) Intermedlate Goods 28.1 224 24.2 29.1 29.5 42.1
Fertilizers 6.0 3.4 2.8 29 4.1 4.9
11. Petroleum products 7.4 5.5 6.3 8.1 10.2 19.9
iii. Coal ¥ 0.7 0.2 0.2 0.0 0.1 0.1
iv. Chemical elements & Compounds N 2.0 2.3 3.2 3.3 4.0 5.1
v. Dyeing, Tanning and colouring
materials B, 0.6 0.4 0.5 0.6 04 0.5
vi. Tea and other chests 0.8 0.4 1.0 0.4 0.2 0.4
vii. Paper and Paper Board 1.9 1.9 2.3 1.9 1.5 1.4
viii, Yarn and Thread ! 2.8 1.7 1.9 2.8 0.8 1.4
ix, Unmanufactured tobacco 0.6 0.1 0.2 0.0 0.1 0.2
X, Wheat and Meslin (not ground
or otherwise worked) : = 0.5 1.1 2.0 2.3 2.6
xi. Other intermediate goods —_— 6.0 5.3 7.1 5.8 5.7
{4) Investment goods 17.7 22.9 20.0 19.9 16.8 10.0
i. Cement |67 0.3 0.1 0.1 0.1 —
ii. Other bulldmg materials . . 2.1 4.7 5.5 5.4 3.9 3.2
iii. Transport equipment 6.5 5.3 3.6 4.9 3.5 2.0
iv. Machinery and equipment 6.8 11.6 9.6 8.2 8.3 4.1
v. Other investment goods .. — 1.0 1.2 1.3 1.0 0.7
(5) Total (items 2, 3 and 4) s 5% 98.6 98.9 97.8 97.5 99.0 99.1
(6) Unclassified Imports .. i i 1.4 1.0 2.1 25 1.0 0.9
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Based on data from Customs Department,
Central Bank Reports, Food Commissioner, and Petroleum Corporation.
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TABLE 24
External Resources and Their Use — Sri Lanka: 1971—1974

frem Rupees Million Percentage share
1971 1972 1973 1974* 1971 1972 1973 1974%
A. Resources
1. Merchandise exports f.0.b. 1930 1898 2346 3376 51 51 53 52
2. Services Account 333 332 437 499 9 9 10 8
3. Capital inflow 628 525 424 697 16 14 10 A5 |
of which:
(@) Loans .. 346 402 335 431 9 11 8 7
(b) Other Aid2 152 13 — — 4 L = —_
(c) Grants! 105 100 83 254 3 3 2 4
(d) Private Capital 25 10 6 12 — — — —
4. Short-term Liabilities 903 989 1207 1841 24 26 27 29
(@) Gross drawings from the
international Monetary Fund 83 163 137 106 2 4 2 2
() Oil Facility Drawings —- — — 271 — — — 4
(¢) Special Drawing Rights 63 62 = — 2 2 — —
(d) Increase in balances in
Bilateral payments Agreements S s 35 167 — — 1 3
(e) Borrowings from abroad = 12 —_— 16 — — — —
(f) Short-term Credits 658 593 781 836 17 16 18 13
(g) Suppliers’ Credits .. 58 52 240 429 s 1 5 7
(h) Other .. e S 41 107 14 16 1 3 — —
5. Decline in External Assets (net of
Sterling Loan Sinking Funds) — — — — — — — =
Total 3794 3744 4414 6413 100 100 100 100
B. Use
6. Merchandise imports c.i.f. 2217 2153 2644 4603 58 58 60 72
of which Aid i 509 554 658 1114 13 15 ) [ 17
7. Services Account 367 373 380 424 10 10 9 7
of which
(a) Investment Income 134 125 127 148 3 3 3 2
; () Private transfers 40 50 46 56 1 1 1 1
8. Capital Amortization 132 133 151 177 3 4 3 3
(a) Official 96 125 146 173 2 3 3 3
(h) Private 36 8 5 4 1 1 — —
9. Short-term Liabilities .. a2 976 873 1131 1187 26 22 25 18
(a) Repurchases from the IMF 145 170 169 162 4 5 4 3
(b) Decrease in balances in
Bilateral Payments Agieements 57 11 — —_ 2 2 2 —_
(¢) Borrowing from abroad 81 — 112 — 2 — 3 —_
(d) Short-term Credits 614 570 644 788 16 15 15 12 |
(e¢) Suppliers’ Credits .. 65 84 95 214 2 2 2 3
( Other X 2, 14 38 111 23 — — 3 =2
10. Increase in External Assets (net of
Sterling Loan Sinking Funds) 89 224 121 -34 2 6 3 1
11, Balancing item % 13 -12 -13 -12 —_ Lo 4 e
Total .. 3794 3744 4414 6413 100 100 100 100
Source: Central Bank of Ceylon.

*  Provisional.
1. Includes assistance received in the form of Project and Commodity Aid.

2. Currency Loan from the Peoples’ Republic of China. Figures have been rounded off.

Digitized by Noolaham Foundation.

noolaham.org | aavanaham.org



http://www.noolahamfoundation.org/
http://www.noolaham.org/wiki/index.php/%E0%AE%AE%E0%AF%81%E0%AE%A4%E0%AE%B1%E0%AF%8D_%E0%AE%AA%E0%AE%95%E0%AF%8D%E0%AE%95%E0%AE%AE%E0%AF%8D
http://aavanaham.org/

" Digitized by-Nooié‘harﬁ Foundation.
by, noclabamiecd agyenaliamiordi Wt

z .J"!%- 3



http://www.noolahamfoundation.org/
http://www.noolaham.org/wiki/index.php/%E0%AE%AE%E0%AF%81%E0%AE%A4%E0%AE%B1%E0%AF%8D_%E0%AE%AA%E0%AE%95%E0%AF%8D%E0%AE%95%E0%AE%AE%E0%AF%8D
http://aavanaham.org/

HOTATD, 30 HNYR IWHINII FIN00S

®, B, #, N,

ol 69

g9, (3

. % 49,

¥3QM ada Lhbdw
OB X Tt 35iea Auoava ~ JWHL 40 SwaiaL

€% % 9 09 66 ©F ¢S5 W, &5 05 €%

w5 O

o T = T T T T T ¥ T T ”»
| I _
o9 v...:/ | i | L]
8 i 2 fr— 3 -
—— s
Bol | ™ o = oot
| .-.'-.
_ / e T Nl _
o - + u £
-
on S it o6
S !
on Jia o
|
o8 | o, o
o ! |
oy e e = T T,
| _ _
orE |- “ -~ &xe
1 1 |
1 ! |
4e ___ i g <= v — , L mll o
T T i {
i
| | ! | =
our b n. | i | | | o
‘ 1
1 | | 1 i it ]
p L r - | g
oor | ¥ i T _
! ; | |
1 | oo
ot | m |
I 55 | | e .
ey # T <
- | }
i i -
o { ELCEY wo Shpal — — biad
i | ; h %3] 9NN M0d¥a . 8 0
e " ! ; : t 1 3 7
s i il i i X34 30024 180AME- - - - md
| _ | By _ 3
O3F [~ _
woh ’ ; Goi= 2961 SUANY 1ES- vanilni g upace

TIANI MY ELMI0d

1avxi 40 SWAIL

Digitized by Noolaham Foundation
noolaham.org | aavanaham.org


http://www.noolahamfoundation.org/
http://www.noolaham.org/wiki/index.php/%E0%AE%AE%E0%AF%81%E0%AE%A4%E0%AE%B1%E0%AF%8D_%E0%AE%AA%E0%AE%95%E0%AF%8D%E0%AE%95%E0%AE%AE%E0%AF%8D
http://aavanaham.org/

; ; : Py
! 1
.
. y
- L
.
- :
- 4 ‘
<
v il -
. -
b r
L
/ 2 :
j
- &
.
’
|
g
4
i .
;

Digitized by Noolaham Foundation.
noolaham.org | aavanaham.org |
5



http://www.noolahamfoundation.org/
http://www.noolaham.org/wiki/index.php/%E0%AE%AE%E0%AF%81%E0%AE%A4%E0%AE%B1%E0%AF%8D_%E0%AE%AA%E0%AE%95%E0%AF%8D%E0%AE%95%E0%AE%AE%E0%AF%8D
http://aavanaham.org/

A BIBLYOGRAPHY OF SELECTED

Basic inter-governmental docu-
ments pertaining to the New
International Economic Order

International Development
Strategy for the Second
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lishment of a New Interna-
tional Economic Order

Programme of Action on
the Establishment of a New
International Economic
Order

Charter of Economic Rights
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The Dakar Declaration (Con-
ference of Developing Coun-
tries on Raw Materials)

Lima Declaration and Plan
of Action on Industrial Deve-
lopment and Co-operation

Selected UNCTAD documents
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Trade and Development
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tional Trade and Develop-
ment Policies: Report of the
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UNCTAD

Commodities

An integrated programme for

Date
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UNCTAD DOCUMENTS

Document Symbol

A[RES/2626(XXV)
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A common fund for the finan-
cing of commodity stocks:
amounts, terms and prospec-
tive resources of finance. .

International arrangements
for individual commodities
within an integrated
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Indexation

Trade in manufactured goods

Operations and effects of the
generalized - system of pre-
ferences : i s

A comprehensive policy for
strengthening and diversifying
the exports of developing
countries in manufacturesand
semi-manufactures

Transfer of Technology

An international code of con-
duct on the transfer of tech-
nology A :

Major issues arising from the
transfer  of technology to
developing countries

The reverse transfer of tech-
nology: economic effects of
the outflow of trained per-
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technological infrastructure
of the developing countries
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Money, finance and development
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the debt problem of develo-
ping countries on its third
session = ;

Financial flows to developing
countries o
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