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INTROI)UOT!OlJ 

, I 

One of th� impoJ>tant ,tendeno1ea the world has been. �11 t:_ 
' , . 

nessing sinee tht, elos,e of·· World war' ,11) is the ttiovenien� to 
,, ' . . .. 

expel poverty from the underdevelopeq eountr1e$;> This move-

ment attr:tbute� its .. riae to ;a..nmnbe�; ot ·reasons; ··. Th.a· revolu-

. t$.QZ1 of expectancy for a b.etter material life haa been aroused 
( . 

. . . 

by the demona.tration·eft'eot of the high-level standard of 

liv!ns in ��ve::t.oped. a,reas,. The emergence of llOW n�'f?tons is. 

a.oce>mp_ariied by, an urgent need for building a s;t:r;-ohg ri�ti.onal. 

economy.,.- �ere :has be6l:n a . We>rld-�i9e . recognition -.:�f: ·tb.e, 
. . . ·- ' 

. . . ' 
' ' 

necessity .�o <i.:tm.iJlish the disparity i� the standar.d _or living· 
�Qng riations �( �e ,�esire for m,aterial bettertr,ent. J:s ru.ade 

possible.· today through· tl,te. :propagation of new teehnicai:.- know� 

hoW, o� -� large seal�f .In'. sol!le underdeveloped eo�tries a 

l:'iaing pop:u,1ation·,p�ssure· has to bee.met· :with '1ceele-rated 
. . , :· ' . 

productiqn �-; 
·nowever., this movem.ent has en�ountered various obst-aoles, 

A,mong the.rn� the pr.oblem or capital financing ha,s been :the 

moat serio\;ls_., · Owillg to the short.age of capit�l ._frbtn dpniestic 
. . , 

$OUrces,9 and low ·saving b$Cause •. of low . income',. the lnn,ow of 

>exte.r�l capital, bas been_ nece·ssitated -if a higller rate of 

"-=;==-===-===================-=--=--=-==--..,.·-·--_____ __,=-__ :,___ ____ ,�-·-

. '\ 
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economic growth .is envisaged.. ll'h� inflow of capital iei r,e� 
quired, on the. grounds that eeonomJfc development w:111 induce 

. . . . :, . . .· ; . 
. . · 

. 

2 

substantial. increase . in import a .'$lid; ,, consequently, b�la.n.ee of 

payments dif'_ficulties
. 

because of. the fcillowi�l!: reasons: (i) 

izldustriai'ization requires more·maehinery and supplies be ·. . . . . 
; { 

. 
. . , 

'. . 
. 

. . .• •' -�-· ' . . . 

·imported than before; (2) highe:r r#oney income Will induce 
. ' ' . . . . � 

increased . imports'; ( J) industr:ialization will ten� to reduce 

exports ·1:,$iow the for�er level; at least 1p. it·s ,earlier stages� 
. ·, . 

·
. : 

. . . 
: 

' ' 
. . . 

. r . 

and later on tl:le . e�ort sector is not•• likely to expand at a 

higb�r :rate.thari that of imJ)oX'ts growth; (4) itnp�rt .. substitu-.' 
' . 

. ' . .. ·. 

tiort eff'tirts will, redl.lCe t;)Je. pt;iytrtents qifticultie1s to some 

extent, but at' the earlier st�ges:, on tp.e contraI';U they may 

te�d. to increase. 1mports:fl 

·· �eiiee:1 external· oe;pftal tlow.s into , the \Ulderdev,eloped 

eountries as new saving and ,at the same ttme act:f as a new. 
. . . 

supply J>f for.�ign exohang� in financing increased imports. 
, r· . . . 

The pos�w�r period was eh�acterized by growth in lnter-­

nf,3.t.ional 1ndebtednei3s, · A. �ubstantial amount. of capital. flowed 
. . . 

i;ntq dev$loped.col.tntri�s for the pu�pose of'reeonstruetion 
. . . ' ... i 

. , an� intd under&�yelQp�·d ·countries for the purpose' Q.f economio 
. 
dev(i:)lopment ·��. :well,2 P£tr�ieu�arly� the gI>owth :tn .th$ flows 

1sueh�an, ,oz:'Dlan s�, & l,utz,. Fr

. 

iedrieh 
.
.. A.·,, .�ebuildiff the. 

World�Economy. · New y;ork: '?he Twentieth Century Fund, 947, 
pp

.
. 2()��207, . 

., 

· 24vramovict Dragoslav,, Debt ,SE3rvieipg Capacity and p.ostwa� 
Growth in lnteFnatienal Indebtedness. ·· Baltimore; !iii Johns 
Ho,i;>kin'/3 7�,�:§i,�:,: · 19513:, p--;- · 14.3c0 

· · · 
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I 

,; 
on t�f pub11c·,ac,eount wa·s �emark��;l(fi;:·Diir�ng· the ;.tir$t poe3t� 

·( . 
;, I 

war decad$ th$ t:ptal capital iinpo:rt;s .. dh: t:he ·publ1;o: �ec,Olltlt 
we� . $bout 80 ··

. 
P�J-' .¢�nt,, :Q/ t�. tot�l e_;p�ta!J.. htpott$l�· '.: 

·. Less t�: 'on�•thti?d �t '.tpe' e�pU�·a:1 · impp*t•S; .ori. t11i/. public 
ece,011%1� $c ,aJ.�te�,.�� �8gl&n8 ctr8;, �h�}&op8 , al\d Bci-t4. 
Am�ric$:;f .a' ��·�:1f�� .·. p�t1 9f ·· the$�. · �gio�& · t,lei},;ng!ng: · t.�:t unde•r-

• •.:::
1
:;��:

e
;}:

i
�t::·:::::,t=r.:r::&�:·:� . 

. · --r;ere •:�$�d· pr1J:1tJipallly fo.r �cenomiQ ::a�ve��pinen.t p�po$1;)s,, thf> · - ' ·.:·· -,·· ·-� . -: /··_ :, · ... · 'i,_:; �- ."_-:' -�-- .·:. ' . � ,·_.:_-.' . ' .. _:-,,! •, 
·-_ � . , -;·.:, -. .· 

p�va)t.e< capt�sl:· -te. �d��9-�rveloped ·coi1ll;t1e·$ 11su$1:1J ·:to·ok:, tbe 
for�-!:.�i di�iei' ;1.�vf�tliiel)�J': part-1¢.tl{av.tr: �:le�;a,�ti�e tg®$•· 
:ts-i:e•a,� 

. . ' . . ·-.-

.·. -�-· p�o��e� :�.t·:·s-e·�v1¢1�··1'o;e,1p- c�pl��i· -�$itw� .�I>qrt�t 
a:a:p�et$l ... �1 .. �t,,r. th�. ���t,t.itr ..• ountry mu.st·: h�1:·'abl.� it>-�o· .wtth$ut· 

: ·
,.· . }. .. . _ . .: . . . ... . . .·. . .· . ,· -. ,. 

·: .' ·� . . 

.. 
. 
:�:::;::::r:1:��::�:b:::1,�;=:�:::�b:\:�cdObt 

ppa:ftl� to -1>� al>i� �� .. ooi�/v.e�t au�h· �taving· inti>: .t�: l'eqµir�d. • ,. • • • : 
,,.; ;. • , 

· 
• • •· ; 

, 
\ • • • , ; r • • 

' :- � 
• 

. t<>.retsn e.��il:�e,.,· · 1l!h�·sij· :t�t r ·,rae:to.r.a •�t ·�w.p��poi,;t<,n,�11y 
to the· bicrelse·· .1.h debt �.-��v:tie•.t · 

.. . . . •. . - . . . 
' - '. ' . ' . ' . . �. . . . ' . . . ;•· . . '

. 
. . . 

. ' . . . · . .  

'l'hE> .ti:rff� 'i�.'spe�t:t · V{hiijli we shall call tb�r d$vel:�pruent · 
' . . ' '  '

·
,
· 

--.
-

. ,. . . 

problQm,c�equti,es t)le • 1mioil!e--o.t' \e .�btc>' eountirv "" iwow 
•· 

1 
. s ·.·, ·

. (. . 
' 

· ,IJ)&s!�:,1 pp;�:: -:l-4��$.� ·· 
;��b'1a.:�:� p;, 6 �11tiu 1 • 
. 3shs.9�.:,·. ·.p .: $7i ... 

- ---··-- -------·-- - _,,_., _____ ., ,., ' 

3 
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more .tba..n. en<>U� to pay the se�ice -P•�'3'n.t , • · �- eeeond 
aspect,; v1hleh we a�a.lil. eall the. tr�st:e� • ptiioblenij: • re:qu$l"�s-

. . .· , . . · ' . . .  

4 

. the tlebto� �o13Ilt�y to be/re' . e�tfieient. t-oJi>�fgri- . exe:n,ang$ · to tul� 
fi.ll he�. �e�i�J.ng ob:ti1�t'1onfi· • Th� :se�,ot1q· pr:�pl;f,lm tend'3 tQ 

' 
.- . . . ·.

-
', 

. . . . 

: . . . ' . ; 

. which preva.tl :lJ·� ott�n in manzr �de.raevelope,d 6Quntries,.,, ' ·- . ·, ,. ·  ' , :  ·' - . . . ' ,. . . . . . . . 

���t9}ttil, ., 1n f'\iltili+ns· $�6¢et:isful.4-y . th$ itlternat;iQWll 
: ' . ! .... ,.. . : . . . . 

; .
. � :_-

. 1', � 
: 

. 
• • . : ' • • 

.-

. 

• : ·:

. 

/ 

• 

; • 

O\>,jlJ;s�'.t:1,n <i>t ¢a;plta);.: , . s$�Vict�,: an ; equal attent1o�- .tntls:t · b� 

paid �o 'tihe: tw<>wtn: o,f natiol'l�l :e:Cotlo111y,. to · t)le · growth �t the 
· · � 

- , ·: ·. · _. ; · : _, · · 
. 

r 
. · · 1 •• • • ' ' , • , \. • • • ·- <, • ' r- ·, 

. 

· various se� tQ�·8i_ . 'flhe (Jhj.et· . cii'f fl<.iu,i t y,- ho,w�vet-., . is  i�vol ved 

.U'l· a�,bleving a high. �a,tt) ot g�owtb . in the ��POl't ;tect.�r-i, 

Xt 1-� thli : inatn ob.iectfv� of this _tht).ei•: to �.� a ' . ' . . 

nUUlb•e:r · of $,�pect·� ¥'el.(ited to ,th� · �t-ans.fef'·: prol>le1t1 · of fol'eig11 
• 

• 
' I  

• • • 
• :  

• 
• 

- , • ' ' 
r • 

.
• •• , ,  

• ' 
• 

• 

• 
• , 

• • 

capital .$o�v;\'�4ns�:- .· �e . �e::rv1¢'lng ot lo�t1 o,n t.he · 1>1.1bli:o 
' . ' � ', 

. . . ' . 
' . . . . . . . . . . . . . . ' . 

a���unt will ��· . �i'!er) : Pr�ax-r fmp¢r>t�nce· b�Ct).\.l$e . Qf t:ta 
,/ 

�p.$Otal $mp.prta�'• Jn the po�tvta� �.c();nomi,e-, 4.Ef\te.l,oprr.i�;n.t .qt. 
. •, . ·: ·- - - • . . . ,./ � •, . 

. updG)r,�t1l"1'elC?Pe(t _ �o��i-ies .''"· 
. ·�pte� l;l :P.r�&en,t� . a ;re·�i�w of tbe bal�ce �t P�lffl�n�s 

aajuat;1en,t ; ·P�¢.tje•fl& \Vb.� ·a,, d.ifJ�q)Ail.il?rJum' is ,auseQ .b3' th� . . . 
.

'. 

·. 
: 

.

' 

. . 
:
·
- _'

, � . . . . . . . ' . ':: : . . 

'

. ' . . 

1A�t�nt1cri, is . ¢�)Jed te the . fo.¢.t t�t the . two p�obier.ns 
· ,:o�nnQt;:,�:e 'J�p�at,d· ��:1il�eiy. · .t�om :eae� ·o;ther-,,, We t1ingl.� · .out 

tbe tiin.�t,�p . �sp,eei . ·<>f. f:ot�i� . C).a,;pital . . serv,+e!ilg in this 
,he&1$ . .  �Ditl: :t'ot': t�· · �onv:�rii��ce ·of ana·lys1s �· . · 

• 
.

1 ·• ·
'

. 

' . 

l.ntGnsi.fy ;e <>xtent Cl;f bal;µ,,:>'!I <>t pe;ymGfl,t$ d1ff1ou;l.t1ell 
.. • 

,',, ,' 

------· . 



. . 
( /. 

?. 

. . 

th� :e�e'dtt,c,r:. ·countr��- · Th� f ol.lowtng chapter de.al.$ : With th� 

P,roalems ·in: export P,rotnotion,:. impor.� -�ttbst:i'tutiOJ\.\, .. nov, supply 
•

: I 
• ( • ' 

' : , .  • 

of. . eapital::; · -and · :mc:>d�r�t·ion of . �ep.a.yment terms With Special 
' 

( . 

r·�teteric-e ta , th� tratiete:r aspect 01' to:re1sn aeb<t:' servf.oing�\ · 

.;ttfs :· aim .ts to �tate . the Ptob;l.&m arid seek t}.le Pl'Ooable policy 

a�e:stl'ons · tor ' :th& mno�th �f;tttletli$n:t ot - debt eert-icillS•t 
I • 

ln. ¢f,.apt�r .n:· i's a . .  stati1st,4c·a1: s�rve·y of· �ervioe payme�ta. 

�0·1ru,a.1�y · pa1d .py· t:s.ve ��l>J?�$e11tra.t,1ve · und$;_.aeveloped cr:,untries 
.� ' 

. . . . 
. 

wh,1¢h .. ill!:lJ>l�s ' tt's · to· �:e� ·· the. ·  m$p1tude of such paymertts and 

th¢i�_- oomp�ent�:•r' Alt19,.: -�· att�mpt 1:i\ m11:de to . �ompaJ>� th�se 
• •  

0 • I 
' . • • 

. . 
�a.Nffl.&nis . to the , for¢1gn -exchange �a.rn!ag� and the- national " 

;. : -_ >. 
• • ' 

in�¢®: t,£ thfl · 1tu.l.1,Y�4��). ¢Qtm.P�l,� · 
Cb4pter ·y ij�attii�es t!le , statue, .r>t

r 
i!Q;-$lgn d(;)bt · se�v-iolng, 

in thE:S E;>nt4P( f -s'Oll&:m8 ·'of tlt$. · a�:v-e��P��nt· p:r.(.)p�ioor After:: · ,� 

�. gene�f1:1� yJ�w f,)f • ��,t;1 . �.ep:•iji 1.� . st�tESd1, the - develQptnent, 

plax;is. �i , ;'.n.di.$:.· ani ����41.' : :�t 1 �e . :tntr;c:iduc�t : �e · ease' etud1e$ 

to ,see . ��w fajh Qt tijt .. t w.o P1Ein$ talt� . .  tne p:cotslem o:t roteign . . - ·.- . :< ·, -: · •· � . ·. t . • • • • 
,

' . • 
; • 

• • ,, 

c;i,1f01l ,e�:Mr�¢.i�s �r1�p>:,9®si¢l�Ji"atlonf · ill the. last Qhaptf>r, . 

1mpo�t1¥1.�t ��,�t�,: .. � . .  t�. to,r�g¢.1� e,�apt$i''i1 a�e. eummaf:i•�a 

,an4 ·9Ql'.J;�).1"�$.��j rwe. a��Wl'i fJfeC)trl t�s� · ���D;t�i' 



�· ; 

' ; . 
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WJm. 'ffl�.SF.Etfl; P}lf>.QE.�S
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. . . . . . - t • . 
. . • � 

. . 
.- . . . . . '!-'

' 
' 

• 
, 

• 
;. 

'

:-

- :;Jn,��<>d"U!t,p�fl 
. ' ' ." ,  ·' . . · . 

. .  ' •  • . .. �lir¢,)���d :1��Me11 ��t°t�li t�4' ��.,��Ii 

.��:ve·,l.o��Drt: ·w��!t-(�b;<t, s.$:sJs,��n�� • ot ·· fojt�ign , �api�alt. r:f:i�er, ... 
' , 

. • , • . • - ·  • .. ,, • I' . •' ' i' . . ' ;, · 
• . 

' ,  . 

_ a�.:�op:s·_ ,_r-iit J�11-t3\·�8.Pr,,t.al' · :�e*_vices �st, \be_ :p.a�d· ' -�n, ·.t�� ,<>"Qµ�� 
ot ,_t��;t · : lti��t;<e$�,'- _ di-vJ.-;ti��ca..�:,., r>�:,,.,i �sJ, :�i · _<>tlle�. ·, �hargea 
w1.1l · b� :t>�td ��µa;J:l;�-;i ' ·-a�i,a�e�t '()-f _t�e prJ.'µ�:l�al - ��:,, -,th� 

• 
• 

' ; 
' 

• 
• 

• 

'. • C 
·, � 

'
C • y : • 

• ' ·.,' • • 
• ,_

. 

,• 

• 

\ 
• , �, 

,, • 

· t'-�P'�t�lati�� r"-t }.i,��-s�-��- c��ita.tL ,may �ak� \P:���e · o�e� a.- _ l.on� 

. . ::t:::;�::tl:?:

b

:� $::::::l�

$

=t���:::::::

d

:� 

· . . •. :;:s::t�ii::��:::t:::r::
b

ts:::::�:;G 
. ' . . ,  

. aha).1. (1e�ine the ·acl�u·t1t111,$�t: J>ro��l,J$ :  bl; - t.·pansteirj,� .qept 
'. · { . 

Since :-�ubµc ctebt .!la� b(\en · .1119NaS1:PS in �oilllt •d 
s!.gftiftdan�e in th�- fiha.ti,C_ing ·-o:r �o�nom1¢' 'd$itelopiient 1n 

<" 
• • • 

• ••  • • • • 
• 

-, • , 

un4erd�Vet$.Ol?ed' cou��ri�$ -wh��' ,c�ntr�l $PV���nts- take� th$ 

j 

,I 

" ' . 



. ). 
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1
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_
;· , 

{ .  : . ...... . 
1 

�\ 

, �t.tat1�� 1n the 1llq)lementat1¢:G [of d�vJ�l;opment prograrmnes,. 
tt may b� ad,&qu,it.e, t() CQBC_ent_ra:tej . QUX' anal1:ais Of t�anafet,t 

· pro()e·ss lilore on tl:le :debt servici�. of P'1bl.Je: · �:ebt t� on 
privat� _eapital·t :lt 1$ .me�ng£u'.l in, · the: eE>nse �bat. _.,the . :' ' 

tranate� J>fOe�sa of publt.e debt �ervtelng .tn,;pltes: va:,ieus 
• 1 • • • ' • • 

• 

. . . . 
1s; bat.1�d· : on t�e,.· ,•uiQmatJ�: ·equf.li'.b�:t�· (oro�s· beltev�d· ··to-

- - . . . . . . ·J . . - . . ' . . . .  - . 

b� '-'t>l#llt, j)1 � :e,(icr�o�¢ t)•tru_c;·1;u�e ; ft�elt� . >¢tid$.y ��$$ · tot1��s � ' - . . . . 

�e:., �r� 6� . l�sIJ' . ·c��tr-oiie� . <>� . 1t>,�µ��-�ct hi• gQvenm.te�tal, · 

�pe�at'i<0�t:: . .  �e;��9�e,, tre ·shtitll ti�et , :enqµ�e, into. th� trans""' 
fjr prdcess .·ct·:1>ti¼�1;�\ 'debt.·· . EH1l�Y1¢ln$• -after 'wbl�:h we �a11· 
d,t·�e:use> t;hQ, _���te� . fbft -private ca;pit,a)..if 

,!F;�st'Elr tr.o,,eas a!. fub.lic· neh.t . .  Sepvic� . 
. · , . ••· ·• • : · -

.
- � J ·*• . ·, • . · . . : . . .. 

· 
. .. . . .. . . . . . . •' r.-.

; •�
.
· •

. 
, : •  ·:� · . • : 

, 
� · . . •� · 

. �en an: Ji4�pdev<fj�pj4 · e<rttnt�y )?or.raw� an;· �wit · t>t Qa:p� 
. '.!�$.1 . en:,; t11� p�ii1.1'e: . �e¢ount . .from, a to.veign ··gQV.f31i'tim�n,t,, , �r· 

ln�e�ttona1 - ').;e.nd:tns· oJ-s�Jzat.ion� . •c>�· ,f)tr.e� :er:om p:rtvat� 
. . . . - � 

eoiw�es,,. th.e . ae.rv1.till8 ot eapttal· will: $t:�pt i:ifte� a <<:e�t9.� . 
. . ' · .  

. 
. : _  . ' . • ' . . '• . 

. 
1. 

lapee of t:bne� · the s(l..,..e$lle:4 �ee pa�tod, Usually ranging 

tto� . t��� · to at�' y���Q 4e�enditl$ upon .t� · t(i!rrat, . o:r :r,&.P.a,mettt � 

'.l�Qµs}tout i�bis th�:si�,,, _ the pub1'10 -i�plt·a1 �eife�ed t:o · 
is eapJ:t,�t : bt>:v·ro;w�d.. -:Qn, the,. ,public .aeeount:t' no• ma.t.t�� h'cw. 
w:hic� .li�#clltng .o:Pg�ia.t.�ens•, :t� g$ve�nmen� . Jor ·oth$J-; gov:�.�n• 
me��:�3.; ;�ge��e-a) ot, ,thtt �1>'.t9� �-o��X:1 b_ot'l"t,VlS·,� Wh, •�ama. 
8.'C:e'g\int app_1#;�$ · t• t� p:riva�$ �ap1ta1: afJ '1'�11 �, 

• • ,. • • • • 
• • • < ., ' • '  

• 
•. . -

' 1 
• • 

' ' 

l 
! 

, ' 



, · 
I 

.
. 
, \ 

. ,-:. �··:- �' · , · .. � ...... 

8 

) . .  . .. -
' J  4side fl'Qm interest paytnflnt;s,. an1ortizat10n of capital is trmde .· 

over � J<>ns- perio:d ot -time�J Amf>Uilts pa4a each· year inay bt . . � 
a.tstr.ibuted ·e9.�all.7 over - the whole -period:.;.: . or n:iay b'e eonoen"" 
t�ated ·on the first several: yE3ar.si or: somettm�s concentrated 

' , ' . . ·, 
on ,ctA<:l latef J,&�$/,; aE1 arranged ·by the te:rms 9f,-. repaY!Ilent ., 

. For :znak1Dey ·se�Vi�e .pa.yme�t�:i debtott eo@t:rie� have to 
• J • I :• 

ae:qtd;re an a,now:it ·c:t· foreign · ex6p.a.nge fas -spee:1.fi�d . b.y tn� 
. 

- ,, •· . . . . . , i . . 
. . · , 

t��$ of paynient )• . $(tli�vS:i�nt to the servi.c� payment ;. : ·  iForetgn 
. . . . . . . . . - . . 

eJtoha.nge maY ·. be 0.btQin�d . t'roin the :e�iattll$ _·. f:or.e1gn e�eha.ng& 

F�$01'VO$ �f tihe. eountrtt ,or ,��fll· some for�ign flnanc1�1 . instj_-.. 
. . . . .. , .  . .· . 

tut.to�j. ¢:r earned 'thJ"ougl\ -th� ,-e�ol:'tS or· _geods :and . seJ?vie�s •· 
A . .  e,jwtry. ·,in�-, pay $'er-v1¢fJi, pa'3l]lenta1 _with it.$' fOJ:"e1gn exehange 

res-0�v� s·,, but 'no �Ol.U)_try . CEUI: . eii,dure pa.ytllent in that; way .fQr 

a °ltmg t1•nie.)'1 i f c�rtain . amoup;t of .fors.1gri· capital may be · called 
. . 

upo.n to.  finan�� the\ . pa.yt,neats f�Jt, ·th.e ttme: 'being .-, Yet at the 
. . . 

'"ffety filnd1 .the 'i,:>a1:ment: will be tnude with the · good.� · �nd · aer.:viees 
·· :  . . . . . '

,, . . 

ot the: dt)btor c.o�tey,f · . 'rh¢-�e are .f:o�·ces· 1n the pr�cess of 

m1ud.�' . s_er-vfe� paym,�:nts which - tend to et,eate a s1tuat1on ma,k'"!-
. I 

• . 

'1ng the ti,ans·ter '.·�f .ef:lrV1�e payment 1-n r�.a). �terms pos'.sib:te· • 

� <>th�r w��ds,: after: mone-t�ry: 'Payment if tnadei certain fac.to�s . . 
. I 

will . be . set. in m,>tion . t() fe;rci,11 tate the ·t:r;_�s!'ert� of goods · 

llt>d eerv.teee . 9f>tf debt<>r '!multl'y to tb11 creditor cou11tr10 ·. 

,, . ·  . .  � pr<>�e•�'s '4f"· transfer�tns $ervie� payment. varies wit_h 

th$ difter�nt ·•:x.4nse rate- aystem's�1 
. 
ln the fqllowing:,' · t�ana .... 

•
- � I 

• • •  ' ' • 

' . 

feJf p�Q�tt�- of pi.l�iic debt ae:rvtotn.g will �-� ' diseuss�d ,aceord-
. . ' . ( 

. - ., . . : � 
illg· to thrl!!J mai� \111tehllllg• l'il.te a1s tems ! t:l>led. "ltch!lllge re te 

· \  
I 
I 

I 
! 



':) 

' · . 9 

system, . t�exi'bl�. it-ate system, and: e�change control.� 'I'brough'!\O 

out the d1s¢ua'31rin, we �s auin.� that -:i>ayment . 1 s. to bf:)· pai<i in 

the internationally. c:onverti'ble · ett�renc;r �uch -�s doilar or 
. . . 

, .. 't . .  

. . . .  - ,  ( .. . 
. , !  . . •  . 

_
1 

• 

.-
.

-

sterling,. . Al.$ot : it is a.ssuine<i t.bat th� deb�or country ha$ 
. . 

no excess _fo:re1gn · ,exeha.nge reservfasi, tor is  tllere · ipfl<>w- of 

new f0,te�gn capi,tal,  

!+'i�ed Exc�a.nse R�te _. <S3at��,, . 
For the - paj,ulent i.>f :tnterest and amortizaticm of. foreign 

deb1? � the gov�rnnient .of t);le debtor eeuntry has to lat, a,s.ide 

a p,art of 1 ts bu4get re:venue "· . · The amou�t :vai_sed for this• 
. ' . 

purpose .m�_y be f.�om ap. in�!:'eaee in ta.:x :revenue.;-. rEtdV,c,tton in. 
. . _ . , .. . . ' . · . . , 

. ' f.· . pub:Lie expenditure,.- borrowing f�c:>m the publie., • -�r through 

def'i�it firi,aneing� Wm:-oll:�b any of the first three inetho.u8,  

the totai i,noo�e. : avail.ab);� for e-',tpenditur� v1ill. , be rE:)duced . 

As a result
.; pul'ella.sw.g . ot' q.omest1d good$ ·as· wei1 as imported 

. ' • ', , . . . 
. · . ' 

, · 

- seods w;Lll. be deere$.sed.4> • lm_port·s, theµ, a,:re di s.couraged ., 

neq-u,ced pu:r-eha.s��g of'.. d9�e$tlc g·oods may rG) auit in the. decline 
• 

• 
• 

••
· ; ' . ,  • • , • L 

' . . .. . ; . ; · -· .. . , 
. of deme �t tc .�$:)C><ts• pr!ee , _ Some �q:mest1¢ �qods _ may· .be exported 

1 -1: · . 

· by V.f�t-µe of :i.ne�e$,13$·c} competing power 1n the .world _mat-ket 
- �  

-
' . . 

. ' . 

inc:r�a1:3e in, expo�t{J _··.,wtJ;l :�re�t.e a · trade sµrplul:3 .. which makes 

service · payn1e�t in, .:r.eal, term:$. poss ible . The amount of tr.adE:l 

.surplus th�a: or�$.ted may be _mpre 1;hap� less. �nan,.. o;r · _equt1l to 

the _service paym�nt� ,  .deperiding Upo11 th� marg,i�-1. prppe:nsity. 
,.  • ·

•
1 

• • • 
• ' , . •  • • 

, ' . 

. . . 

to irnp.ort _and th� . elasticity of d�m�d . tor expo.rt :goodl� 

( .  

I 
I 

' ' 

~ec.au.se,: (;)t l.oW&~.d·. pr1~~f,.;. -P~_cline ;in ftn1lor~~ · ~d- p9srdble 



,· , . 
f :-

lO 
�� 
I. 

Mij,rginal �P�pensi ty to import deteI'mine� the degree .of 
;, 

I\ 

' li 

oontraetion in trpports .from the decrease in· the income level. ,. J: ' 
� ,. 

Th� higher thej pfopensity, t:.he more imports will be diseou.r-
. ·. . : ·:1 ' . . . . . 

aged: wi-th the ;r��ultant creation of a . larger trade _ slll'plus . 
; . 

. . 
The �lastici ti of demand fot· eJtport·s of the debtor country 

determine>s th� e�tent of export increase, from the . d.eerease in 
!! 
l 

·export p:ri:�e , . 'I'l,le more elastic the dt3mand,, the more exports · 
,. 

\d,ll b� £16hiev�d: �s the res:ult1 . _ 13-ut if .the d$mand 1.s inelaa-­

:'.· tie,. reduction ip . $.X.port pri�E} will induce contractiQn in the 

:export proee�d,s .,!1- · 
. ., 

- .l . 

:tn. another f,Ls:peQt. mon·�tEu.?Y transfer o.f setvioe p�yment 
,! 

produces ,  e11cour��e.ment of: exp9rts a.pd di. �couragement or im;.. 

pot:ts as_ welt�-- .· 
Wnder a f:'ij(ed e:x,ch@ge r�te system� the exchange 

rate; i s · to be ma;intf.l.1ried �t : a, t'ixed j�9inti while i.nternal price 
\ i  

and 1nc1ome +eve1;� ,re. _e���ted : �o adjust themselves  t o ·  the 
·· ii . �· . . . 

change in ._ exte:r��l pa.yri,.ent s . - W!len _debt service 1s  paid, · demand 
. t. ·, 

tor 

the 

exe�ge wi.fi _t�:O.d to de':}i,ine t To main�·ain the �ate- a.t the 
. il 

f!Xed rate / � c�pta1n �mou:ti� <.of-. gol<j: , o.r' forei� e;xcha:qge re. 
t· 

serves .  will: hs,.vEf to be di�ec:�ed to, finance the gap be>t_yve�n 

demand @4 �µ:pp�yi 
' . · -

. . · , : · . . 

.. i: 11t is asa\llrted h,$re that tl').e_ supply' o{ export go0ds_ i s : 
p�ffectly ,:El)last�oj . F·or the �1seuss1on .o� ti:+� relatio� between 
e.lasti6ity . and e�po:rt proceeds see pp ., 17!"'18 . 

' 

' ' 

forei~, ·:exc,~~ge· ·. w1:1.1, be_ 1Q--_eXoe_~s or suJ'piy; the?'e.t'ore, -~ . ,• . 

exch~e -l'~t:~ · o·.f ':-~he dom~stio e-ur"I'eno.J, in terms oJ· !'oreign 



.•--1 . ·., 

/• ' 11 

G�l.'<:l �a :tc��tsn �ssets tl\J:ie t.he · · :tmport:�t basi_s of the 
. . Ii � 

�on�tarf ·a-upp�y °it. � .c:o�ntry� _ .S�nce -we- aesmn,e . tf\..at there . arj 
· . ' 

.
. Ii t : • 

no e1t<>e$s to're.t�! e���11g� r,�ser-ve�:,- �eci;uet,1Q�_ <)t �sevves 
• • ' •  •• • . ;, •' . • �:· . ,• 

.
,_ !;' . •: '. • •• . � _' . 

I 
.
.
. 

• 

. 
-

. . 
; 

• • 

' • 

• 

• 

• 
• 

' : ' ,° ,� I 
I 

. 

we to. deh.t. aervijp-1il$- t,111 ' bring ab'out t1 4tndtiµ�tio� o_f 
. ' • • 

• t , ::• 
• • • • • ·• • • , · • · . 

_ de.p.9sit, _ lbib,il1:t:i:��·� · )tt, the �e$e.�y.e: r�tio is �-�t tp be ¢hanged 
\ � . · < - . . ·; _ , .. i 

. 

.' _ · ;\� ·</f\}!l _ - . ·. '. " . '. ·_ . . ·. • , , I - • - . _. ;  • '
'. 

·
.
- '

: ·  
. _  

J:ega:t;J.7, J.6an,Eif�i!��, :P��v-tou�1tV wil,l have ·. to be ¢alled- b�ck1 . . ; :- . � .. . ,;_ · ' . . ' -- . _· . .;_ ; ; .!I : , - _ . _:_· ·. -_ ., · . i ·. i 

. . 
• '

. 
·

• 

. • 

. 
. -

. ·
, .

. 
, . 

. 

•. . . . 
. 

-
, 

- new 1oal'l$: - �1ll · n.�iP . :be c,oum,iitted any mQrE1>¥ while bank �ates 
.. : :  ' ' 

. � , __ 
.
·�\( 

·
; _; . , . 

. ·� .. • 1 , .  _ ·: .� .: ' . · .: · . :
· ,. . . . . . . ! 

•
• ' 

are rai�GJli. __ . , Wb� �on�9.u�;nQeEJ. a;�;t- ;-thSrlf · e¢nt·rao1d.on. :in tbe 
• I• 1 • • I ' ' · , 

:, 

mqp�:i $Upp1,:: '@d·_ t-fdueed pr:1cai �ev�l, �· !,�att ¢xi fQrf>iSJl 
. .. . . ,' 1! ' ,  

. 
. 

.trade wit'i ·.l)e: hJg}le�· E>'ltPQr't$ , e��mulate,d by tlie _ lowered _ p-�1oe 
. . . . . � '.  

. . . 
• • : . . . :1 . ' 

a.nd low�ie<A lmpe>r��-�; 
.
. - - - • · _ - - _  , - - · - r . . - - - - -

_ ln/Qif'dJP · tQ , pii\1nta1n eo·<>nQ?nie ata'bt'l:-1 tJJ , the: debtor 
. ' ' . · .. 

-
' if . . . . .  . , :  :. 

· count1ty mfil7 npt -\ta.sh t,o -��ttu·ee: : it.a money supply . even if - a . ,, 
; . ' -. - : 

. 
:. ' ; 11

. . . 
: 

. ' 
. . � . . ' . . ·, . . . . 

r�due:tio:ll iP •g�ld_!! @d tor-iaip . eteharig�. tS:kes :place ,: · · . Inatea<a, 

-tfie legeli reserveil ,ratio . tatg�t be· lowered.� ' ·
. 
In t}lis oaa�.f the 

,. . . _ . _ :: .It _
·

_ 
-

_ 
_ .

. 
. 

.i
. · 

_
_ 

-

. _ ,  

s�pply of -money 0wi,:11. , ,J)e .maJ.n'tfl:i�a:�- . ll&vertheles·s,_ . the impact . 

�f t� �El�TlCS,t
l 

�iome. ' , ava1�,�b1e: for- ·e�,e�diture. · _ throu� the 
. . l . . . . 

1nc't=ie••$� . -�n g<rv�r��ntfill rev�nue," :w.111 cr�-at� ,a tl"lade �-µrplu$ 
. . ·._ : : ' .. . _· ' ll- ' .· 

· :  . - , ·, . ·. ' .. ' 
. 

. · tQr t�e a.$.lt� . ot tt>.e ae�vice -p�.1tnent · tran_steit' f;l$ s,tat�& eaJtlier. 
. .. ·:1. . . . , . ' . ., . ' . ' . 

He:n�e-1- vmeif the gov-ernzri¢nt �aiae·s revenue and ·remit$_ !t 
. . . 

_ , · 
·
. -_

-
. -
· .

·
-,-:- , . _ -

·
: _ :·. - I! - - . . \ : -

r 
• 

:_:• 
, , _

. 

, 
-

. 
_, 

,
. 

_ : ·  . 

. 
� - _ .. : 

. 

) - : : • . 

-

· . 

ab.ll'◊ad ijt-1 debt . $�"1,ee p·a:;rment,, th.rQugh !.no·o�e- a¥J:d -pr.1¢'& rEi"" 
:· . ' ''. ' . '· 

·. Ji . . .. ., . . . ·,·:-, , . ' - . . . . ' . . 
du¢•1;ton ln tM �-�esti¢ 1 P<:mt o� '.the - debtor e9l.Ult1r}':f:. J�or-ts 
. .  , . , . . ' ' . 

: 1 

.
, ··> •j . . . 

. 
).)h tt�4lst1;1'& $&A<1i:t4 }'!Vil. '7�$1'. l'la,Aj/ . t�� the t<a

ke of 
d�:t'iei� f1nanctng1! and; $tl .a -��(4ult •of: fq�;� .,�xchang<1 �l'aiP,.,_ 
Inc1ia revi.se·a 1tsjl ; ijeae:,;-ve l3a$, Qf , India :A¢t<,t>7:· redu¢.,ing t_hf) 
J:teserve ra.tio: $U.l>at.anttel1Y . !.r1 1956 �d �9.$7,;, - _,_ 

. . 
.
, 

; 
. 

; �
- . . ' . ' . ' � . . . . '

· 
. 

'\ 

·, 

" 
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' fWG s timulated while imports_' are discouraged�  A trade S:\11'-" 
· . .. :1 

. 

pl.Us ·• Will be ereJted and the. serv:Ic·e. iiaymept will 'be p$.1d in . . . . . ; ; . . 
!; . . . , . . , . . . . 

. ;! . -
. . 

. \ . . . . re�:l �errils:._' WI'�4e au:rpl4s,  thu.s created, may .not. be · e:&actly 
. . ' 

' . . � . 
�'

' 
: ) . 

. . 

. 
' 

. . . 

. . 

. . 

·· . .  · · �guiv�l�nt lo th� . amount <,_f ,  tb;e . servi◊e payments •. . 
re:t; when 

. . ; ' . : 
. !' . . . . . . 

. ' ,  
. . 

· 
. 
the t9tal . servi,ee par,ment 1s  trantiferred in real te:rms� bal-

. . . . 
-·
=: • . 
I 

an¢e qf payme!lts 1equilibritu1'l ts re&tun.�d .,_. 
' • I 

• 

. On �he p�-t ;: ot . t.h� �redt-tor, e'otmt?'Yt · the opp:osi�t) changes 

w+ll bapP,�tl. af�-�t the :reeE>ipt, c,f · .s,e�vic� paym��ts �- By the 
. . ' . ' . 

, , . teceipt of _ t,h� $,�v1.ee p�yme�t th� C.lf&,clit<?r ls .. 1:fleome W!).l in• 
'! 

er�a$e 'by yhe.t �mqun.t:f• . It its mtu•glp,nl p:rope.P,$1ty to imp.Ql":t 
i: . . . . . . ": 

is \Q;o� ieiel �- P9.!!tlon Q,f tb,�: :re_¢e1pt th$o w:tll _be dtr�o\.�d 

to. the p:u�ha�#.,n� c,i good.Ell. 8$.1-d a.�:rviee$ f-ron.i tI?:� <iabt:or eq-µn� 
;1 

try, , On . t;}le . <:>th�� h�d,,: -1!Ul . t�(;,rea$$ ill · tbe purchasing of 

dom���1Q . _ 8,Cl9,4� )nly, : a1sver.t 8;. , ��t;. Qf: ·goods _ to be ��o�t&d fl"Oltl 
. ,, . 

e.�ott·a t:;qtl._ . int$;; dpm�•tfo qoxi�mpti.Qr>:i-
- · ' ' , 1: 

�:i.�o.,; t:l'>.'3 · ,r�c¢.lPt of' ei�r1i�e,, ,-�yui�nt , increase$ the deposit 
\•_,• 

, 

'. '( 

. . 

_urea ar� t�ken' ajl in��eas�. in _ d�posit l.iabilit1�$ Will lead. 

to _E)�aJ'l� i,QJ;'>; pf :t'.b.�. r11:oney $t1pply aild rai.$e the price level, 
. . . . . . . ·' . ' . ' . I' . . . . . . . ' . 

I�s _1�-��ts_ on -t�� fqre1�� tl"adfl �puld b� disccr1.1rageme�t, of 
' 11 • ' �-�p.or�� �d ene�'ur;���rnent �f: . b;rp_o�ts:� . As a r� e11lt of .aerviee 
. . . J: 

Pta.Jm�n.� r,�eeipt,J; th��$f'Of6,
J1 , --�-- 1�po�t ��lµs tends to \)$ . .. . . ·_ ; · - il .· · · . - . . . · . 

creat.ed and ·the 1tran·El°f;e-r or the service payment will b� eom'!'> 
• • • • •

, 
, •

.: 
0 :• • ••  

0 

•

� 
•••• • 

• 
: - ,• • , : •  • • • • •  • •

. 
•

• • 
• • • 

• 
.' • 

• 
A , • • 

. .. : . . . . · , ·,_ r ·- . . 
pi�t,��t in. ·�ea..l �,�'1"�'$ to . _th.at ��t,etit�.: 

. _ ,I� _ oo�pt�i#s: ,tbt 1mpa:ctts ,b:q, the er()diiiet- and debt<:tr 

1;,�oµght l>y "t;pe i J9;neta�y p��en� 1
-
91' d,�l>t ��r,£t�i�St: . :t�; . , . . 

· 
. . , .  .·,. ·· I. . . . . , . . , . - . . : 

12 .. ,_ 



. . .
-
! ' \ •' • , ,, ' , ,. -· --. .  ·

.•."'; - .. -

; ,•i , .(·1 . 

t:oil<>wi:�g �,,.·; -,� , :�tate�J.: ' ' .Debt }Jet-vicing, paid ·Ottt ' of fo��igxt 
,. II  

1 
, , • 

.
, · • 

b�lap.�e.s of.. t.ne ·' d,�btor co\lnt,??y will indue.e oJa�e:a irt inc:ome 
;-;.: ' ,, . . . ' . . . . . ' . � . il I ; ' 

' ' 
\

. 

. 

' 

. • 

"� : 

• 

- . 
•

. . :
_ 

• ' 
_

·

. 

• 

. 

. 

. 

• 
. ' , 

'

. 

I 

l�vel and pr1ci'j: .. lf1�l -1'1 both cou�r1esf , apd ·.a �r�d� S\J,Jlplus, 
' _ : . , · , 

.
. _ . 

_ • ' " ._.' , , .. ;1 - ·
. 

, _ 
t 

. 
- • 

· 
• •. _ ; 

'
: .' 

-
- .

. .  
-
· ., . viil1 be · ¢��ate,d ,�p- that -'goods �d. serv:tit�� of .. th!S: debtor 

. ·I . . · . 

eo�try will- b� t:fa,nst'�Ji'r�q-- to t� o�<litol' ;00\1P.trJ\41 . , Wh�n 
· ·-. · -, . • . '· .  : . - . .  _ _ .. ,-. .' :_ !! . .. -- . · • · . _ - f 

• • _ ,· -: 

• : ,

_ 

, ; t ·, .· ' · ' , ·· . 

goo4:e arid.. sa.rvtee;: :eq�tval,ent .to setviae 'PaYt11ents are. t;-arut• 
• · ' ', ' ' .· ; , )i ' ' ' . . · 

' ' , 
f�rredJ . the _tra4e. ;; surpl.u$. Y1ill disappe,ar: and equilibrium is · 

,. . 
,' 
i; 

• . i : ·: '  

' 

' ' : · . . , , · '  ' ::: · · ' '
, ·, ' ·, .. . . ·' ' ' ' 

·. " When .theo ,ov�umment ot tbe de.btor c.ountry �r-1,�,-s to re.1ee 

r�veti'\1�, t'o?'-. ·.th�. pibli·o� q.$l>t · •ervic�g through defiQtt tinan�-- . . : , ·, ;r • ? ·
· 

.
• 
� !--

• 

•

• 
• 

• \ 

• ' 

• , 
' , • l 

, .:  ' 

• 
, , 

UlSi· . th$ tr�ijt�:� :; -P.rtci4)esa .· o:t . $&rvie:ing �y .' r�v�al s:olllewll,e.t 

· ciltterent. �e�lt�)i,' S.µpp_�-�� - - �tic,1t: fin.�e.lriS• ·,� - �rnpJ.oy-ed and 
• 1( • ! .· . i . , '  .· . , '  . · , . !i . . · . . · · . . . : , ·. I • 

· giJ�Ptte� ,pa;me;1t if �e�ttt�cl �b..r,ofid•,; ·Du� to deftcJt , tinal).ci.ngi 
'- • n 

• 
l • • ' 

I • ' 
• 

price 1ev�1. tends 1l to be �ai sedi� .  Meanwb4.le e.orre spondtM· to , , ' ,  , · 11 . . ' • 

• ·· tbe -��eh1qt+�i . l� :f,·�.tt!i:sn.:.�,i!µ}.ee�. the./�e,;pos:Ltr itabJ;lJtie� o.f-
• 

·

:_ ' ·
. 

• ' 
. 

' 

• 
• 

' �· __ ·
1

. -
· ' .\. • :.. • . •• • 

• 

'
' 

. 

• 

• 
• 

' 
' 

• 
• 

.

• 
' 

. 

• 

. 

• 

'

. . • 

.•  
• 

. 
• 

• .tll.e ' bank� :Sy�tJ)m: : �� ' rl(;)��f ��;1.$'.d:t ' llorm�lly the c,all!ng back ' 

of l·�:��: .�� �-Ell��- ·�t. �a� �ate�· IDU3t . . t,ak� pl�Q� to . absoro 
,. ' ' : _ · ·> . ' ' · i: , ' ' ' ' ' ' ' , · ' ' ,• ' ' 
iUtlQme, whioh . 1$· more· twan the. det"J,t>!t 1'1.nanelns ;from the ex, .. . • • : .. � . :· ' • •  - • -· • • ' 

. . 
• 

·, ' 
•
. . ,! "

ii
' ·- � . .- - ' . . . . . . '. ' . . . . . . . . . ' . 

-Pa.nd.itur� ·ao �bAfi: �a .a. · ·ne.t P-<>-�.1t1011., totf,ll �o�et�y inc�� 
• • • • - • . <>\� ' ' I 

• • 
' ' • 

' 

• 
; :· 

·• 
.. 

' 
." 

$Yail�bl,e, 19r: ,t;h�; lis.�ri��a). publ,1.c, . will �e. le!i! il t,bM the +evel 
•', . . . .. ,j, . ' ' ' . ' ' ' ��� t ed�ted befo+e . ,deticJt :L'inan,dil)gif Ot,.ly �hen ' such �o�ter-
> . . . . . 'I .: , ,  . . · . . • · , . . . . . . . • . . 

a.ettns , m�a�u.ra� �;e;; t�e� . �l� . tM. . tran�rar Qf serv.�e�. pa.ym.ent 
' -,,i t 

. ' . . . . ' . _ \ :  , . · -'!1 : ·. '  .:. · • : · . 

in real tens be £ea:�1bltt $,'S -describe.d in the earlier state-
. .  ' '  ' '  ... ' . , . '  ' . ' > :. : ;; ' ,: ' ,  , , ,  . . . . : ' ' ' ,  : ' ,,• ' ' ' . ' ' 

. �ellt �, , Th�t 7:Jf. +1�9,ne . ;t�v�i �d:, . confJ�q\ieu�l'J,�•· price· . . level · 
will . bJ: lt•e.?l,ed ��h �i.i

'
1 ()J'�At.� . a .. t��ij�.: ij�lus<f . H<>.WQY��•; 
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;', ' 

1i . 
very .f�w gov:erim1e.�ts whi¢h �prefer tc:>,  -u�e d�fieit- financing 

are _ likel,y to tait� r,;_-v.,ch cou,hte1fsi,eting, measures;,.;,. 

�he:refor.e ,  '�� . -s�rvice· fp�yment s �e to · be financed by 
. . I . . . , . . . , , . . 

: ·  

deficit .
. 
firiancin�!j \he · upP-1\sing of . the . pr.�ce .· l<::3Vel might 

)· .. , ;, . ·1 ' '.i 
· . · ·,: 

more , than _ o;t'faet , /fhe, decre�se; �n · real l,n¢,ome o -f c0.nau.li1ers ., 
:· : - ·· · · �·"�·- .. ·.· · •.

' ,  . ... . .. "'•;..-·• �
· ·· ···

· , ...... . . .. . . . - . _. . . !;:, . . , ... � .. • ... . . . . . , . . . . . .. · . . ... 
. . . L -·. As the pi-!cr� leve';t stays high, exports will - be h811lpar�d 

. 
·1 

. . . . . 

whl.le · .i�p9�t�: w�l)L · i_no,rea�� mQre · than pre.Vi<?��lY. bec·ause of 

iQw p�ices.: An 1knort surplus instead· of an exp.ort �lus . ' .  " ii \  . . . . . .. ' . 

is · created , ,under this · _sitUE;i�1.on, whle_h makes the payment.s 
· · . · · . · · If . · •  

• ' • I • 

. qlsequillbrlum �<?r-se• not to speak of the real tr9!1sf�r of 
;, 

se:rv:t:c.e payment sii: 
' .· : . . ·. t; 

. . 
. Flexible . Excbanae!J � . s;yiste,n., : 

. . 
, ·  . ·  . . . . .  . it . . . - . . . I. 

Unde:r vll� s sys:tem tl!le t:lXQbange rate i s  cieterm:4:ned by the 
- ·, ,  

supply a�d. derhanaJ of fc,reign, excl:ua,ng�i- · ·Although the · exeh�nge 
. . . . ) ' ' 

" 

rate is all·<>wed >'t;� fl��tu�te tr�,i,ly this E.)Xchange rate system 

inv.o.lves eQrisei9u�. !:ntefV.�Iltion in tbe etohange market by mon ... 
. . ' . ' : . ' . · 

' 
etary .or stabili-zation.;..ftind authoritie·s fo� the purpose of . . .  · . . . , l' . . . . .  -· . . . . . . _· · _  
·lintiJ; i,ng '.tli� • :rfln.$�. ):,!' :tJ.µ��,u.ation to, � ce:rta:tn ��tent _i 

., 
Uz:ide;r , ·;t�s }il�Stem ,. _,p.�:._proc�s�  9t· , �ra·n,s�e:rrring ·service pay---

. , . . . . ii . �· . ' : �-. . . . , .. . . . ' . ' 

· .m·e.�.ts is ta:eil1taped .predom'-:nantly( by· the - ohange , in ex¢bans� 
. . ' . . :: . . . . . 

rate -.-aJ,n�e t�� $:diaust!ng· foreeif provJ.!/ied by: ch�g(\t$ in income . . l . !\ 

lev�l ant:t p;rc1ce i� ye;Lf3 are supposed to play an insignifi"(.HU)t 

role • t • . . 

Wh.en , gover��nt · l'aise s revenue for. foreign debt �ervtcing, 
' \ { 

·, 

an 1rinned1ate decr�ase in the ilie<>me available .for, etpenditure 
,. ' 



;, ' i  

., , ·/ ,, ·  • •, - . 

. ' . •: . ( 

1s the first 1mp��t- to t,e observ;ed �, JJemand for both import 

l.S 

·•: 

goods and domes�··1P' goo�s w,il:l. de'.eline • Consequently.. demand ' ' ! ' . 
' ., 

for foreign exchange by the priVtite sector will diminish by 

the amount of thej1 service payrne�t multiplied by the · marginal 

pPoperis1ty to impprt � However, ;this is  more than o_ttset by 

the goverrunent 4�inand for .foreig):i exchange because the govern-

�ent del11$nds foreign exchange equivalent to - tho am.aunt of . the 

serviee paytI1ent·.; 1Thus•: as the net result, the aggregate de.-. _1( .. 

mand for for.e!gn �xehlinge 1 s  larger that:t it was· prior . to the 

. payment et debt . serviciilg4i: A rise in the. foreign e x0J1ange 
' rate will take pllce .which�, in turn, pFomotes' exports and 

. . ·  :· . ·, 

hinders 1.nipo�t·s .  :L :A. : trade ·surplus thus will be created on the 

part or the pay in¢ · c.fountryi . 

As just ment�oned, the reduced 1neome l.evel because ◊f 

external debt : ser11�1�g will ha.ve an impact on the domestic 
i ·  

111arket as weil'� . . peman.d tor domes tie goods wouic,: · b.eeome less 

than b�fore as a feault of the reduetion in ineome �: Usually, 

exchange depreciation is roilowed by a rise .in the price 
II 

level ,.: · H0weve:r,, ��e to the decrease in income· the rise of 
:: 

prie.e level will be · c,tfaet t.6 • $  ce.rtain extent " Therefore, 
{ ' 

the rise in p:r:ice j: level might be less th.an the extent of ex,'!" 

ehange depree1a:t1<>n,
. 

so that export goods will be priced · lower 
'.i . .  

than .prior to the i depreciation,. As a result� exports will be 

promote ct., 
By expapded �xports and shrunke1,1 imports.,; trade surplus 

· of the. debtor . country will make the transfer of se?"V10$ 

\-



1 

pa,ment 1n X'(c)Bl goods }and servic::e� . posa1b1e �. .As soon as  

:servicing is  eomp�ete��, the reason for p�ynient diseqµjlib--
}· 

r1um disappears aild eqµ$.libr1um 1s rel3tbred.-:, ,: 

·: Meanwhile,. on the part · of · the ere di tor · <fo'll.Iltry , . . the Qppo;.. . r . 
site aituatien wi�l take plae·e • . Supp·osa that. service :payment 

. . . 
' . . j . . 

ts  rceeeived bY th:�· government ,,. The proceeds Will increase 

the monetary inco#ie, of the country in one wa:y .or another �.· The 

government may \18� .�he proceeds for purc:nasJng g9ods $tld serv'"' ,, ,, 

tees f'ro� the .private seet.o:tti or may t-educe t;he tax •revenue 
. -

as much as · t.he serv.iee  payment f or pa.rt of the proee_eds may 

be. handed to tlle · .heedy; p:rople as transfer payment • .- No :matter 
!· 

. · , : 
. 

. wh.ich way is ohos\im, the total mc;,netary income of t.he ere di tor - i: 
country will 1ncr�a�e i ,  As . .tn,eome ·level. ri ses  demand for 

' . 

dome sti� goo de tiln� 1m:Po�t goods will increas.e � More goods 

and services  are -impe>rted while the inte�n�l . prtc·e level :rises . , . . . 

due · to strengthen�d purohasin.g p.oweri·· · Exports are decreased 

.owing·· t9 higher p.i,1ee . and intense domE)stic . demand • .  

Qn the otheri hand, by the . · 1ntiux· of service payment, the 

ex�hart�e •rate 'o'f }:he creditor· currency is• raised at , the same 

time �: . Its 'imp·�ct.: on the trade i s. again enoouragem�nt of 
,. ,: 

import·s · and di soo?r:agem.ent. of exports i, ;; .· 'l1hus·,, by r-ece:tving 
.I . .. 

- j! . 
; ·.: .. · service payme;nt from tb;�;. debtor ·edunt�y,;. 1!I1Pa.ets -.en thE;3 income 

. 
' 

·{· . ., · , · , ,  ' . 
' ', 

and prto� . . 1-�y_el ahd.. :pn., th�. e,x��!\D,g9 _ _  :r,�t.�L3tQ,���.r.��p.!;_:l_y ·pi-oduce 

· an .import eurp).'l,a!:. whiell, allows t.he, ·, :d•bt�r. o"�Ulltry to pay se.rv• 
. ii-

lee "payment in · r��1 · terms:. The ·m()rt$ta1·1 · payment pa.id, earlier 
. ,· 

through reduction!; of d�btor •s foreign . bala,nce will be r�turned • 
. r 

:i 

- ~ 
}: 
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. JJs¥ally, when;j the e��ditor ,cpuntry. �ecetveEJ se�v3.ee :pa:y� 
,, 

ment, . t�e . in¢I'e.as? 1:rr income ,i $ . ,:,;iot linii ted 1?<? . the �ount 
. !1 . . rec�ived.· Secondl;3.ry and further . income. eff�c.t . will continue 

to have ,il!lJ)a�ts o� the d?me stic consumptiori grid iqi�orts j 
. ' . 1) 

�u,s • t_he mu.l.t�plter e:f .feet se�ves �a an i01por�ant :fa9.tor in 
< ,  " ) . . . . l . 

. helping, adJust _th,� disequilibrilllJ+ bro11ght by the transfer of ' . ' ' . . . . 

. se�viP.e , payment-. :, . . l, 

.A.s i we have s�e11 . 1n th� a.bov:e , under the fle;t.ible exchange 

rat.a system; ,chang� i.n t)le e:i,tchange rate plays a mare. impor ... 
i· .. 

ta1;1t. , rpl�. than in#9me and :pri¢e 'Ch,anges do ·-., . fhe former changes 
,: 

d1rectiy 
.. the'.·,. pr1e1 of ill'lpo�t �  and that; of exports _so a s  to 

I 
. . II , , 

reflec.t the de�e$, gf' diseq\\1l1briu,.m iJD.tnediatf.lly; thus1; · it 
. •  I , 

• 

. • . I. 

a+�Q · provides .ad'jµ$t�n1r .forges. through tu.ark et op�.ra tio;n�. 
. . . . '.! • , ' 

1; 

. Tbe change in inc�me . levei .and the aeco.mpanied · 1,nt·e:rnai price ( ·' : t . 
-· . . . . 

· ,  �!itmge,. h,oVffl,V�'rt . �-e�ks. ad ju�ittnent to th� external dj,sequilil>-
·

"
·

-- · · ' l . 
If • 

r.i.um through the . mechanism of· the wh<?,le .eoonom1¢ -str;u.cture .  ' ' . · . . - · · . . . . . :; ' . · . . . . ' . .
. 

Its op$ratton,. he�9e,. -1.s J.n<U.reet; slow, but funda,mental ,;· 
., 

:SinQe tore$� Qapit�l a�r,v19ing wil,l. demand tnore .fo+-eign . i ' . 
exchange• 'to what jleittE3nt the>: process  of  tr�sferring s�rvice 

' . 
� . 

ps.Yni�nt.: 1s·· ,tac1,1_1:�a�ed tlirc,ugll eJt�hange depreciation is deter­
i : 

mined by . the .ela$�1ofty of suppiy of. :f'oreign exchange,.. This ,  
. ,I ' 

11 

1$ q.e�e1ined by two variabl�s :  e;a.sticity of demand 

lEllswoj,sth.: . ·p,� T}�; · The International E.eono·tnzw  N�w . York : 
The Macmillan Company; l.950• p· •. 566. 

in turn-,_ 

for debtqi,•~ ei!'poJita, and t)le supply elasticity of the debtor,;1 , 

-
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To tao ilitat� . th,e p·r,ooeas  of trans re:X.-ring service payi--
. • . 

. 
J • . 

ment . .- tt i s  de si,r�ble · that foreign e�Qhan;ge receipt will in-. 

:; . 

. 
. 

} 
. . 

erea.se ()r at least maintain the· original ;lev�1 as · the · exchange 

depreciate s .� Thi� 1s e quivale11t to saying that d�rnand elas• 
1; 

ticity for the de�tor t $'. exports i s  prefer.ably greater than or 

equal to unitY, 

. -If fore ign demand ela sticity i s  grE3ater than unity; the 
1;. -

depr$c1ation w:tlfi b:ring ·· about an increase. in the foreign out-
. 1/ 

lay fYtl the deb.tor d s exports -,  . It foreign demand has unit elaa-
. . . · . ' 

. { . . . . tioi ty:,_. the export ;proceeds of . the debt·or will remain _ unc.hanged 
, ·• I • . 

a.s its e3x.ehange . a·�pr�Qiate s ·�- In · e.ase th�_J:c,�e$gn de�d elas• 

tiei�y is les s  .th�n unity, . the �ifport p;:{�eds will �ontraet .. 1 

However't t-he i: elastte1ty of·. -:�µJ?,p�y of foreign exoh�ge 
. 

: - ) . 
. 

-

depends · upon tne , l_aatio1 ty .of supply o.f e:x:por,ts a s  w:el.l . When 

demand elaaticity { for the de"top: • � · expo:rts exce_eda unity,. · it 
. . . I . .

, ,  • . . 

can·· be reflee�E)d -�lly in the supply curve · of fore ign .  exchange: . 

wheri . the 'supply of export s i s  highly elastic �" When - demand 
·• . ' · , 

elas�ie.i_ty_ for ie;it;� orta 1s ie s �  than unity, the supply curve 
. ' ii . . 

of fQre ign ex�hange being negatively inelined, it ls only 
. ' . . · !� . . - ·. . . . · . . , , , 

through an inelas�ie su,pply or· export s that the supp_ly cur'.Ve 
' 1! ' 

of f0reign excha�e will be, moved _·toward the ve:rt ical - position 

li !le ,. -; .export pro'�E:leds re.main constant·) • 2 

l . · i 
· · I�ido p·• 5��:. 
2Ibid. o· pp .: 5'5+566·• 

�- - -- · . !I . . , 
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· In eomparisob to th� ' fixed exchange rate syst�m,. 1ncome 

c;he.nge and'. price �hange_ under the .t'lexible rat�: _  systeni ne.ed 
; . 1· 

not be s9 'severe as imder . the . fO!'m.e�; _ It is explained by the 
.1· ,, 
'I • . ., . 

fact tha.t in the . :);at te_r syat_em,. the ex�hange market plays an 
11 

important :role 
_aa 1; �- buf�er mach.anism of' the external d'1 se_qu1• 

librium so that c�an_ge in . income and price l.evei 1 1:1  required 

to a lesser extenf ,., 
; ,1 

1: ', . 

trnde:r th!$. �ya�eJl'.lt. a strict control ovex- tl:le exports and 
n 

• )1 , ' ' . ' . : 

imports 0.f _ goed� _ f;W,d s�rviees ·and capital flqw .is exercised . 
. i �: ,, 

by the governm�nt ;t Though var;ying in _ the stringency of eon-
t: • 

troi� foreign exo�ange re.eeipts . are usually 
, . . ' j! . 

government-. Ext�tnal pa.��nts ·arising from 

submitted to the 

1Jliports of goods 

and serv1c�� . alld repayment or capi.tal s�rvi,ees \"lill be ra.;. 
. 

. ' : . 1 :  - . . ' 
. . 

tioned by th� _exc�ang� control agency set up by · the govern� 
i 

me:nt f 
. � . . : ·, . .  · ?  

. "i ,1 . 

Whll� the pu�lie �udget will �llocate a part of revenue 

for the ext�rnal �ebt servicing, the required foreign exchange 
. for outer re1111ttabee will be arranged by the �xchange cont.rol . . . . · . ji . . ', . . . 
. agency., . . Si.nee cu::rrent account �ec�ipts will not expand sub� 

I! 

sta-ntia:tlyf s .ervi*e payment g1ves rise to- the · curtailment of 
· , . - l1 

' .- �I . . , • 

exchange _ eiq>emcii ttre 1n so�e other 1 tem_s �-- The su.pply of such 
' ! . 

items will de�reate consequently. A reduction in the .dispos� 
� !( 

able income discolrages import� as well as . domestic _ . goods eon..-

sumption•: , _ However,,, cont;:r()l_ on im,por-ts will inev�ta�ly stini.u ... 
i, . . 

lat� . the -p·r1ee o.f ii impo�t-� , ' 
h . • . .  
i 

. 
Exchange· Control ~•1;em,• 



20 
· -;: . · 

I 
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Thti&j:· remittance of' :fereiin debt . ser;icing Will curtail . . 
- 1  . ; ·: . 

some imports anq· $;mport ·goods priee '.would tend to -ri se . , tm .. 

porter$ t
.
heraoi ·e�joy .a fairly abundant_ profit � . _A part , Gf 

. . ii . . . . .  
. . these . import profits should be taxed· for the use of �xport 

. . . . . . . . . ii .. . . . . ·. . . · . . i . . subsidy.. · By the �xpor.t subsidy poli'.,ey financed by the truca-
. . . . . ' . ' ji . 

. ' . . 

tion ort the · importers t pro.!i t .  and ad;e.ompan1ed _by . various 
. l . . . ,I . . . 

-encoura.g1ng poli�iea:, exports will l>e expanded . more or less � 
. . , . I' . .. . . 

1\ !: ' 

With9ut substa11.ti*-l in�rease in e:x:port industries , dept serv ... 
. . . ,I . . , . . .

. 
·: . . 

· . 
. 

icing · will · beconi$ )!difficult year· attar -'· ·y;ear since the tendency 
: ' '• '� ' . ' . . . 

of' growi� debt 1:J�rvlein$ le . o:fte:n obs_erved . 
. . . 1 . . . . . . . 

Neverthel�.ss �. ex�hange o.ontrql system _ inher�_ntl_y limits 
. . ir 

the opera-tion · o.f pri�e meohani sm ... 
! 

. . . . 
. . 

Hence:,: . the t�anefe:r of 
. 1.· . . ,; . 

service peryments ¥1d.er • th:ts sy�tem is  dif.f'arant ·from the other 

tv,o e:tchange r�te 1: systems , · Under the fixei:d ra.te syat�m and . r 
the fleuh:te rate l'. system, mo�etary transfer of' service payment 

· , 

brings about� diae4uilibrium in the payments position and this · 1r · - · · 
I' 

sets i'n for'ce adjistments to restore the equilibr.il.im through 
, . • I • • 

• • , • 
:1 

the real tranaf(:lr·:: Qf g9ods aild services from• .the debtor 
. . • 1! . '· 

·country to the cr4d1to:r country� 
,, . 

How�ve;-, updJr · the etohange control system,. monetary 

tr�sfer and :r�al i: trap�fer are all arranged by ·the control · 
li . 

agency. A13 an am9iu,i� of fore·ign exehang� equivalent to serv-
q . . . 

ice payment is �aiioned . fo,r the retn1ttanee,• goo.ds and service.s 
t1 

of the same amount a,r� . already or e�peeted t.o b$ transf�rrea 
' . j'. 

to the oreditor c��t:ry though there · 1 s no sp�cified purpose 

for any e,xport good.s anci s.ervice$ � " 

j 
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Een,e_e, under!! the exchange co11trol system,, . s.erviee payment 
. V . . , . . 

is paid f:rom the hurrent for�1gfi· ex�hange earhings·,,-, . ,All ·the· 
. , · , !i - . . , 

ex¢h�Iige ·:r¢�e1pts ,i and eJtcharige expend! ttirels · :are. design�d to . ' . ' . . . . 

. ' 
. . �

. . . . . ' . ' . . ·• 
- . 

'be in equJ:l:tb:1-:tum i� -· · 'ldarket: : foi-ces . :tn t�e exc-r.�ange max-ket are 
kr 

utte.rly. depriv�d: .?:f tooi:r r.ole, which · 1s  :x?eplaced · by t.he 
' 

j· 
, , • • . ' 

governmental control iin� a:llo.cat 1on·, As'. the re· sult of .serv;;. 
11 

ice p,aym�nt) chan!e · .in inoome and some.tj.mea · ehe.nge:s ip. ,,rice 
;1 . . � 

. ,· 
they have no dire#t sigJti f.icance to the . adjustment pr.�cess a.s 

!i 
. . . . 

"they do · in the otilet- two e�'.ebange system$:�• ; 
. . . 

. \\\' .- . 

Ho.w well' . the tprocea a of' transferring service·: p�/yment will 

be . faoilittated un�er the exellang� control depends upo:rt. several 

.faetors. · !ti. the (ong run,. t:ne _ co11trol on exch,;mg� and _ tra'd�­

�lone·' will not · sotv:e the _ problem ot: the, g?Fow:ing · s;e:rrv::t�e,, pay-
• 

I 

ment 1:r ef:fe>rts on, the exp�sion .of exports. are :negl_ect_edi 
, � ,, 

Productive resour�es m:ll'St . pe prevented from flowing into' the . . . . · . . . ' - · �, . . . . . 

production of- lU�ri'es ::'aft'e·v J>s:�trietions ar,'e , placed upon 
. ·. · . : . 1, · . :  ·, .  . ' . . . . . . 

their 1mpo·rta.:t:lpn_.f · Tor ·�¢hiev-e· �h.�'. , .f:3f:f'eeti;ve servicing- of for• 
. , . , . , I, · 

· - · · · - '  · · -.!r . · · · · · . . . ill eign ee.pitaJ.. it i�l @gg,$ st�"d : th;�t dev;elopment progr�Jll?lling w - . _ ·  - . . .- ' . ! � 
be . introduced •. intd·  the piet'V:re:,. : . By doing ari1:> the, expansion 

' 
. . 

.
.. -- . "/} ·. .  . : •  ,

' · • . . 

of 'exports. wa,:i- be J;give� a bigher inve �tmont p_z-ior!ty_. while . ; . 
. I . · . , . . • • . , . ,. 

pr;odu�tJo� o_f, luxqrie� will; · p_e, discoµ;rag�;d)•!: ·. <-, For :the> dlseus. 
. . ' .. . \,, . ; , . · . .  · . . 

'• ! . . , . 
sion on the r.f:ll�tion. between i'o.r:eigil -capi ta1 servieing and , ;1 . . . ,• . . . 

,, 
developm(},i� p:r�gr�mmihgi Ch$pt(;}l!' V:- ls. as,Eiigned·it'. 

,, 
. ; 

;---
' 

level (as the ros~lt of' chrulJle in demand) may take p1¢ii'e; yet 
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Transfel" Proces s  . of Private Capital .Servicing · 

Private capital flows into ::the debtor countr1.ep in vat--

1ous '.forms � tt · may talte the form of contractual investment.a 
. 

' ' 

' · . . including loans, bond:s, and �theJ� fixed obligations ; or it 

may take · th$ f'orrli of �quity 1nvestmerits whieh consi st of pr�...-
' ' ' 

ferred . ato�k, common stock,� branch, aeeounts:,· et<h · Hc,wever, 
' " 

.for the purpose of diseussiot>. on the transfer process  of tn-

vestm�nt inoom..e,- · the ;:te)l.'iow'ing classification of private cap+.-
. 

; . ' 

· ital might t>e 9onv.enient and useful i 

ti> Private· c�pitQ.l invest�d tn export 1:ndustries : 
' ' ' 

. Included in this categqry . are all inve.stments :which dir�etiy 

help the debtc>r eountry · earn foreign eieli'inge.f: no tn!l.tter :wh,at 
. - � . · . . . 

types. Qf capital they are1• \'itlether dir�et investment :., port..; 

folio 1,nve.stmt:fot,< o� lo�s·�. The most repres.eJ'ltative of this 

type !$ dir�ct· , 1nvestment . in the extractive iriqustrie::i whose 

products are e)tported, for market abroad �, 
' . . . 

2,.: J>�1vate e�p1ta1 · invested in _industries other than 

export ind:ustr'iesJ �i'l. private capital not 1:n�luded_ in the 
' ' , 

firat eateg9�y !'alls · into _this �ategory+• Th(;)ir products are 
·, ! � ' . 

intended :f9r . tb� domes.ti¢ market _♦, ., An example is fo�eign cap .... 

ital 1:nve,stea in the bpnd of private raill'oad c.orpor·atiQn� 
• 

• ' 
I 

-
, 

·T<> classify va;rt9u.� pfi ve,te eapital �ig:i.dly ir>,tq the two 
I , . 

· eategor.1.�s W1ll. 1nevitaply encounter diff1¢ulties because a 

number of industries p�o4u9� both for the domestic . and, - to�eign 

' J 
( 
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market �  In ·such eases, so faro;' as . the foreign se"°ice . payment 

e.an be financed · easi:i.y with th� foreign ex.eh$ge . t;h$ · _i11dust:ry 
·, : 

earns , then such capital will ;be ·class·iti.ed in the :first cat.(,; . . . . . . .: .� ' . . . ' . . 

' , · 

egory-�: nie main criterion . of '.classificat.ion then lJ,eff · 1n 
l ·  

whether the indµ�tr!es hav�ng \foreign ¢apite.l inflow can pro ... 
·' 

vidEl exchange for the servicing ot SU.Ob capital or not . 

S�rvicing of private capital d11':fers in o�aracteristie 

from that of pubiie eapital - 1n that it wil'.l not go through . . . 

the op�_ra tion Qf. the l'i seal system of ' th�, debtor e<:>tirltry • 

Fo�e1gn. e1tchange requ�red for the servicing is obtained 

thr()ugh the -free · excqnge m.ar.k�t exeep:t under ' the exchange 
control syst em which raquiref :t.ndividual approval. aria ra.tion­

ing of foreign .exoh�nge .,. 
In the following the servicU>.g of prj.vate capital will ' 

be discus sed $�cording. to the. two CQ.te,gories of priyate cap1,oi . ., -

tai jus't mentioned in the ab()Ve f since th� two .reveal dif� 

ferent pro.cesae$ of trans;f;er in the private Qa.pita.1 .ae±>vicing. 

Private Capital ''Invested in Export Industries , · , 
. ... ·; . . . , · .  . . . -� 

' ' 

:Foreign private ¢apital invested in the export industry 

of - the debbor country contributea - te the E:>arning_ of foreign 

exchange ,. Though servic ing. of such eapital will. ab_sorb · a 

pa.rt of the . earnin.gs, yet earnings of foreign eitChElnge will 

· be more than the · former in Qrdinary c-a.se �,,: thus , leaving a part 
of foreign exche.ng� earned _ava1:J.,able fo.r the d�btor country to 

increase its import s or build up foreign exchange re:!Jerve s �  



!"1 

9:'h,erefor.e/ p�tvate _ capita.i invested in. the export indus-. .  . . 

· . tries provides ·a ��:t'ficient · sup.ply of foreign- exchange !'or 
. ' f _..:.: · 

its Qwn servic i;ng i' !rhe 11ebtor. :cottn,try then, will. not . '_ijufter 
. � 

much ·froni the lfa•.-e,n,sfe:p proble_in in · s.ervic_ing such foreign pri� 

vate eapit;ii .. :' · 
lJhder the fixerd rate system and the fl�xibl:e :r�te . system,. 

. . 

trans:f�r of" service payment i s  aehieve:d easily as . just de.,., 

s·cribed .  Since there is no ex�hapge .control, inve.st�ent 

1neonie 1a · :r�ad·11y tr�nsf:f)r:red to the eteditor country out of 

foreign excl:uu-ige earne'_th ' AS servi�e payment ,cbn�titU·tes only 

· a small portion of f'tmeign exchange earned with th� . help of 

· . pri.vate· oapitai. th� s�biicing of ·capit�l: does not strain the 

balan�e·· of payments·� 

Under the e�et.i,ang'e · e ontr.oi.' �y�tem,. · foreign exc:hange; 

· ee,rneq by the export . industries will b� 13�bmitted, to ;th� 

exchange �ontr<fl �g13nc,y ( wholly or p�rtially) ,., Foreign ex­

change w:lll be �ati(jn�d for individ:uai service payment �- In 

'tnQst · �-a.sea, ·-�a;:t1oning, of_ foreign_· eJtohange- for , the ae:rv:icing 
. o;f private c a.p.j'.ta1,. ,tnv-�st.ed 1,� export :b1du-st;ries never m.eete -

-� - !, 

• ·
'
, • 

:. ' 

large. obst.a,ele� beea.us<ib ot .•f t13 . cont.ributi.on to the e:xchang� 

earning • .  
. . . ' . 

By a.n:d iarg�, e�c�nge .e.entrol· doe.s no.t .restrict the 

servicing of fixe� obligations whsse serviee payment usually 

share� a small P,eroent,age of thC3, . inv� sted ·. cap i-t:a1. :_ For · 

in:staneel outer r�ttiittanees elf intere ::tt:i:t on ponds and debts 



' . :_ , 

a.re apP,roved without a,�y di fficulty in mo.st . cases �· Howeve.r . 

rend. tt.anee of equ1ty investmen�: income is, sub ject to, · certain 

lim1t�t1on in so�e exchange-con.trpll1ng cc;nmtr,ie s :� . The retIJ.it ­

tance ,, qf large'· :.:P,J:"ivat,� prQfits may be qonsidered ·to be a los s  

to the . cowitrf;: . Or, . : a  l�rge amount of ,:remtttanC?� ma7 be 
' ' 

• ' r • , 

thpught . to . st�ain the balance of payment"S 1t Reinv.estm¢nt of 
. 

J 
• • . 

earned p:rofits :  _m,i$l'it be the wishe s of the de1'tor count;s:-y 

government .•. 
. •

•, 

Lin,tltat1ons on profit remittances are usu,ally eXer,re s sed 

in perce,ntage. of �lie in.:ve,st�q. ca.pit.al� �t rat e s  varyin.g from 

ten to fifteel'.l per :cent ._ per annum, depending. upon tll.e eri teria 

each eo�try estat,li she s.,♦,: For 1nst a.ne$ , . in the Phil ippines 

the c1:3ntral bank pol,ic.y · i s  to allo,P· t;µ:e · trans fer abroa.d, of 

profits �n a:m.Qut1t ranging fro.m �5 per cent to 100 pe� cent 

of the non�resident •s  share in current pro�it s or from 20 per 

cent to 60 per cent of fore ign 9apital +nve sted, 'whichever is 

lower,- depending upor.l tb.e'
. "social productivity rating" of the 

investment .1 
. . \ 

Hence,. for.e1gn privat e  c apital invested 1n the e.xpott 
induatrie s doe:s not ,  provide a sei-ious problem in the trans fer 

of serv;ce pa:ym�nt1; except f'o,:o certain limitat ions _ on the 

reD'littan·ee of large inv� stm�p.t profits,.; 

1 ' ' ' ' ' ' ' ' Thia rat ing ls ,est,;1blished with referene� -to the enter-
pris� • s con,tr1'but 1o;n t o  national inc.ome or employment and to 
th� effec t  cit its· a:e.t ivity cm the balaI'ice. of p9:yment s and, on 
the supplJ. of essent i�l _produets � . SeeJ . tJnited . Nation·s , _ Th,e 
.J;nternational .Flow -2£. _ Private Capital ,, 12�6�,${h· _New York . 
19'.$9, . P •  97 -. 

. . . -

I 
I 

I 
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The servtcing of foreign ;'p:rivate c,E);p!tal 1n ind1.1s.tries. 

other than expert industries !:las peen discus sed for · a long 

time in. the l:tteratul'.'� r.elated{ to tbe interna.tiPnal financial. 
problem� F,'r9m Jhe price-specd.e ... f'.l.ow mechanism of the class -

. ' 

ical scho<>l to the modern theory of inQome chang�. discussions 
have been foeµsed . on t:Pe. pro¢eee . and effect of . how p,rivate 

capital ( anf} 1 ts .. servic� payment ) will be transferred from 

one country to �tlotner 4!· . 

As. $t .�t�d earlier,, t�e t11Emsfer proces s  of priv�te ca.pi� . 
. . 

tal servl�ing dist1ngµiahe$ its�lf trom . t:bat of public debt 

by the i'ap� ·that th� f1sQ�l. system 1 s . :o¢t involve¢ in the 

tor:me:r.- Thus.,( . th,e de�cript io?i of pl.1:bli.c deb� s,eFviclng in 

the '.last section he>ld$ good even to  th� case of pri-vl:lt�;>' cap­

ital. �e;r:vicing·_ if we e,x:ciude the operation . o.f the, fi se.al sys-, 

tem ,from the pietiir� �; 

: Concluding Words 

. . In t:b.i�. chapter we J�ave seen how J?Ublie debt �erv1�1ng 

and pr'iva:te CJtp1ia:l
. 

servi(;illg . operat·e under· different systems 
. . ' . . . . . ' . . . - . 

of foreigp. �;tch�ngeJ ' :tncome �d price· change play . a · key 
. ; . - . ' · •· - . . .. ' ' .  . . 

role 1n the adjust�ent c;,f dts�quilibr:ium erea.t�d b·y-.  the serv­

ice paym�n� foi:- foreigri �ElP:itQ.lt tho\lgh varying. in its effec.ts 

on the trJm$fer- ,i:>�oc�ss d!;}l)eridJ.ng upon the cU.t'ferent systems. 

Under the �l�ed rate system i:nco!ll� and .price ehaitg� function 

as a ma.in ad jus·t� fQre·� ,  Unde� thE) flexible �:ate srstem 



exchange depreciation plays a· role; of gr.eater 1mportanoe .-
. ' ·, 

Unde·:r· the · axc'b,ange3 control system market forces are:. X'e;.;. 

s-tricted s ever:ely 1ti the e.xclJ.Snge mark�t and they' are ' replaced 

by ·the �ontrol . of governmental aut.hority. 
' . . 

IJ.i the . s�rvicing of public qap ital.,. operation . of the 

fiscal system is added to th� picture , but the basic process · 
of capital servi.eing is_. not changed .  

Th� effect. o f  transf.er o f  service payment depends upon 

various fa.otors such as tlle nature of e.conomic �rg!lhi za.tion, 

elaa-tio.ity of demand an� supply,- margin!ill propensity _ to 

import -,- to. consume, · and so · on-. - Hence, ·  tho QPe'.ratlng effect 

of transfer proces s  1J1ay be di fferentiated to. some e1etent 

aceorci.:tng to · t�� �1r¢um_stances of �ach country;f · · -

Tran,sfer p�oblem of sertlee p�yment is gr�atly- mitigated 

lf a country ba's· :f large amount of foreign exchange reserves 

ot t;itl - easy access t'o the . fo1?eigll financing assi stance ,.  whether 

from interna.tiona.l, inteJ>gove�nniental.., or pr�vate" source s  i 

This has peen - :·assumed not to ex:iat throughout �h� di s6ussion 

it}. this �hll;Pt�r.. Yet it is important te ·ts.ke the.se fa¢t;ors 

into consideration wh1?n ,ve look tnto the eu.rrent ' capital 
. 

. • ' ' . .,· . 

s�rvioing sltue.tiori ◊f Q. eou:ntry,.. _ Particularly the availa­

bility of new financ ial a.s siste.n.ce bas a vital aspect not to 

be overlookedif 

. "": 

I -
' . 

' 
' 

, 
~,-,;: ' 

·'./i 
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OH.APTER III . . - ·-

THE WRANS�R PROBLEM -OF FOREIGN CAPITAL SERVIQINC;} 

, . 
Ip, aerv:ia1J.1g fo:ve:tgn . c;H1p:ita:l the borrowing �ountry �st 

·bEl �ble to do w•ithouf;ti part of its savings equ1yalen1i to  

. 1ts  ·debt ser•vice P:a,11n�nt �a¢h year and· also  mu�t : .be . �ble to 

; convert them· mto the· t>eq1;1ired foreign· e::Ichange ,;; , , 
! ·  ln essertC'.e, _: the aoility to transf0:J? the - debt service pay-. 

merit is  eqtd. v-alent to the · ab:111 ty to obtS;in the required foI'­

oigri e.x.6hange ai1 a�ree-d. when . the debt. was . a':i.�:r'an��d.�, I.1' the 

��ll>t.�r oountr_y has a ·  la:r�ge aruotmt · of e::ccess gold: and fo.reign 

e;;ccha.nge. :rQSel"ves t: the debt · se�vio e paymtmt c'an be paid out 

· of tl,le z,�serve's � · , B:u:t,: as . stated before; no couptry can ai'ford 

to exrurµsf it� i:;�ld: :and foreign �xoha.nge reserve·s for- ye·ar�, � 

Foreign · e�ehange must , pe earneq tlirough e��ns_ioil of' export s ,, 

· · · :lmpqrt , ·sub$titut:toni' or· · ano.ther borrowiDS,' ;from int:ergo:vernmental, 
1 .. ; 

internationa:1.,,• ◊r private sov.roes�  : :. 
ffhe. · difficulty in debt aervicing wi1'1 , then, · aris�,/ if· a 

· �ount·ry cannot dotai'n a suf fi_cient amount of fQre1gn exe.hange: 

through one of the three wa1s just ment1one,d1 a�Hium!.ng that 

the eountr.y eoncerne�- has no excess foreign. exeha.n,ge J>eserves .-
. . 

In the • long period of titne d�l;)t service payment may tend to 

grow. Th�-n the grovtth of foreign e.xchang� availapl,e . tor 

: . · ·. 

Intl'Oduiltorz 

.,. 

' ',.,. ···.·•-



external debt serviriing must be planned in order to keep 

abreast with the growth of debt se'rviee payment if diffi� 

culty 3.n debt serv:lel
,ng i s  to be avoided . 

29 

Difficulty in .debt . servicing will_ be avoided 'or alle'7i"" 

ated if terms · Qf repayment ·are arranged more moderately by 

lowered intere st rate s., prolonged period �f repayment than 

currently , prevailing,. and so Oii i Th,e r�ali zation of such a 

solutJ.o?l in easing :the burden 0£ .JQveJgn debt serviei� , how­

everi �waits turther iht�rhat_ional t'inane ial cooperation 

measure$ which 'are -beyon<i the .. reach of borrow1il.$ country -uni ... 

latera\ly.·' 
,• ' I

.
�• 

• 

. . .' . ' ' .-

In the :follawing seettons, we sha,11 deal · _:with the foreign 

capital 1:Jervic in�, prooi,m: :from fou� impor_tant aspe�t s. as just 

d�seribed . However:,_ . it must be borne in mind· that any one of 

the four measures is in itself not powerfu,1 enough. to elimin� 

at� difficult ies ,. The debtor country shot;ld e.xeroise its 

efforts on all these measures. : _in order to gather an enormous 

. tnoltl,e:ntum f'or breaking through the dif!'i�ulties � Tl;le r6.le of . 

development �rogramm.ing Md planning . 1 s  1n this sense a. 1,uJeful 

tool � · We shall 4iseuss tl>:ia in �apter V •: 
·, ' 

East>ans•-i,qn ot Foreigp. Exchange Earnfne;s 
. . .� ·_ . .. ,- :�- ' . :, - .-

. . . , .. . . . . - . . . 

Since for(:)1ttn debt ser-vteing give s rise ·to- th�. demand · of 

a eerta#.n amount of for�ign _exchange ,; eithl;)r mot>e fo�eign ex ... . 

change must be earnE)d tl:);an before . or a· portion o,t :f or�ign eJtchang� 

' 



regui'arly .'�a,:rneci :must be. saved for the purpo se o:r debt sarv• 
J . ' 

• • : • < 
- .1 . . - ' . . · : .· -: ' . . . . . ' icing� .I.f: fm:�E3igii- exchange expend.itµre i s  to remain . unaltered, 
. 1 ,' ·-. ' .  . ' ' ' ' . ' . 

. ' ' . ' ' ' ' ', ' 
�xpansion :or fopeign exchang� . earnirige3, . beco1n.es . . lmperattve,. 

·- '
. :1 · .- ' . ' , . .  -

, 
, 1  . • . 

Thi s is : ae�iev:ed ni.�inly' .through, ·the promotion of expoi'�t s ;.  

In thfL.�o�,-ext . 9f economie development , .expansion of ex-
_ . ;  . . · . ' port s ha·s mani�old aignifi co.neE, . · 'me expans:ton .of e�ports �� . 

will.; . .  

Provide · -;'Qreign exc,han.ge . to ,  financ.e tmport_s1 _pf 
development go,o_ds;�. - . · . : 

. 
. . · 

:Finance · ·the 1 pos_s.ible .  1.ncireJtse in imports from the 
expansiob· in' th� national , income ,• ' . · ·· ' I • 

Finan<i e f.o.re:_ign capital s.ervieing:i · . 

. Suppose th�t import s o:f developm�nt. :goods . are · .fi�ahced 
•

• I 
• • • ' ;  

by th� external c apital · sources ·and a rest:rict,i9b oil ,imports 

is impo!se.d �o that ' .,n9 1�¢r�ase in i�po�t . ( C:lXO-:}.llding , imports 

o.f development .gooc;ls )- _ is tq · t;.�ke pla.c'e temporartly 11 · · Hbcports . . 
·
_ 

-� '
,

' ' . . 

have . to  be - p�omot$d tb i1nane�, · the _ new demand .' f,or rorelgn 
' . ' .. • . . . . ·, ,; ' 

ex¢hange whiQh ri se� _fl'."9n1 J,'9-�$'1-gn ¢iebt sorvj_c':tng "'' 
. �-

Let · imports . . a�d , exp:9�:t.s · of a d�bt�r ¢ountry , l:>e , in eq�i-
. '•• : '...: · . . 

11bri�n;i, both totaiing lo� mi;tl:l..on doll·a.reV in the yeip:> when 

t;:.he debt i s  ar:r;-_anged ,  'The $100 million of ·n�v, c&pital, it is  

assumed j · Js· to flo� into the debto11 eount�y in , the form of 
' ,. · ._ . ' 

' . . . 

deve;���!l.t gdqds. iri ins.tal_linent s . to� the first r:t ve years, 

$20 tnillio11 ea:ch ·ye,a.+9 11 - _Expprt s e,cp�rtd 'at the . rate of two pe:r 

cent :P:ar ;ann.'l).!rt, • :wh11e ,_1mports t"erria,in at ti1e ·: 1nit ial · 1avel . 

Amort1 2:at ion is · 'five per cent or · . the total principal .
· e9:eh 

' '  

:y;ear a:ad · t'_1ve pep Qfln.t· ;i?lterest, is to b� . pai<L 'ann.ually_ .  

-.i 

1 
l 
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Under these• ·a�stlltlptions�; cba11ges in exports,  impor'.ts,> clevef ... 
opmen� g◊o4�- i�por;t�,. ·. se·rvice payment , · "bai�ee of pa,ments 

, .
. 
po�ition, S;?ld .tot.al debt O"ll1;sta,nd1:pg ar� shbwn in th�� '. follow� : :  

ifi$ tabl� :· . ; . '· 

c· . 
.'," � 1 \ 

l ; .100 t ·:- • .· , ·  100 
2 102 ::> · . · 'ioo· 
3 ,  l'Ok ' · .. ' ' · loo 
4 106 . 100 s loa· · : · -100: · 

6 · ·110 · ;,• . '; · : l.00 . 
7 ,, 112 

. . 100 
. 

2
'.
,, · ii! · - '-fgg • .  

10 . · .118 · . - '.too : 
Ii; ·  

2.0 
- 20· ·. 
20 
20 ' 

. 20' 

0 , 
6 --_. · 0 - - ; 
0 . o  

; . f. ' 

l.._.,Q. 3.�u . · 5:,. B 
8 �.2 

11 -.0 

.20 
39 
51 74 
90 

86 
82 
78 
70 
63 

♦, ,fi , ' ' 

. In - f;h$ fi�at · year expo:rts:' . ·a.nd :imports. a.re - 1-n _(:)qulli'b;r,,ium,. ' . . . , • : · .. 

· developrnen�- goods !m})o,,-.ts._ ar� fi��need , by new <��plta)'.f and no 
,{ -i 

s�rviQe p�yznent _ i s  -inetu>ted y�t,�•: q::nerefo��:, - hala.ne� .of p�y-
• • • • ; • 

� , • • ✓ /'  • 

' ments shows' an· etiu_ilibriutri.t, ' In, t�e S�Oo:P,d y¢;ar�- eipo.rt·s 1,n..:. 
. "J 

e;rea·s$ :.2 p,er ��n.t;,: · �hi'c� is · Jus:t , - �ba-prbe� by tl"le $ervj,.o,e pay ... 

ment cf 2 �illi-on d.dllar� t10 -per eept of .the total debt out� 

standfng i� �rte -_. .first, year) •, - Consequently,. payments .  posi t1on 
, .  

is still in �qµl,libr1Wh,�, By the end of trie: second - y.e,�r . th� 

debt 0'1t�t4tndins, amounts to- $39 lnillio?l! :· .l;n the thtt-d _-y�a� 

' exports increase to $104- million whll�. ser,r,v1c;e payment _ j.n,-. 
' ' -

ereaseef to $J!,9 millioni in. �-ll� net. ;pr,.oqucing -�100 thc,usand 

s1.1rplus '1'.ri the paytnents i . ln the f.ou·r,tb and . fifth yea.r.s• .  
' ·, 

' Development 
:(ear E%p0l'ta. ;tmports l.mports .. 

. ' ' ' . 

. '·, ;. ' 

Se~viqe fa,mento Total debt 
pa;tnlent i>ogi tion · outstand!.pg 

' . 

e 
:r 
3;9 
5~1 
7,4 

·. 9,0 
ff.6 
8 ..• 2 
7,8 

.7,0 

0.,-0 
o.o 

. O,l 
"i -0.3 

o,.6 

•- -..,~---



. e;Xports continue to , expand• while se�ice payment als:o gi,ows 

,, _ with the cotitfnueu,s �.ri.f:1ow of capital,� As growth in .expo:vt$ ' ' '  

pr,ovide1:1_ addf.tional fe>reign e�¢�e more than _the se;rvi�e . 
paynien� year _after_

. Y◊felri the payments position reve1;1.ls a sUl'i­

plµs which also ·.· grows year. a.ft�r year:; . · · 
·.sez;v1¢.e . payment 

J:>ea�hes the .P�� amount in _the · s1:xth Jearf · �hen dimini shes 

gradually as aino.ttizations· , ar(i3 r.n�de _ EUlilU.allJi>· 

The illustJ)at!.on in the above presents a ' 'case in which 
. ' . . . 

. . , ' . :_. . .. , . . . . 
' 

\ growth in e.xports• ._ has ftna,b.cEid su.¢ee��fully t)ie transfer or . . . . . . .. 
- . _. 

servie6 payment. though the .aasumpt1◊11 that imports, are heid 
• 

7- ' 
• • 

T ;)·
· . ' 

tie . A�tu�lly-/ imports may start to : .tnerease. ' a,fter t'li� sixth 

yea:�, at a rate not .high enough to create paymenti:J: deficit . 

lt is obvlous !'rom the 11iustration tbf.at 'exports must 

grow me>Nl . th.ap <:>r · a.t ·,1ea.•$'t �qual �.o _the o-erv:tce pa:ymei?.t $ach 
. . . . �- -: . 

year.· E$peei�l1Y . the · f:l�st Y�ctr ,of· ser·v1c1�g ( iie � ,.,  .. t;he· . . . . . . - . 
' 

second· . ye_a,t iri ·the iJ;tµ_strat�c;,:n} fs - important; ·1n the sense 
. ' . . . . ' . . . 

th.at- the .-_ 4�bt
i
6� 'country·_ i s  , -un<ie:rgoing a teert,. of success  whether 

.1. ts debt set-vicing , eapa.eitY. is edeq'liate · te ��:et the new inte:r• 

nationa.l financial obligation•: 

:rr. w� - drop �he as 'a,w,ption tha,t imports •tem;ai� at a con­

stant ievel, �a assume , that _ 'foreign capital w11:l- -inflow at a: 
different rat� from the first · case;; a different. picture of 

. debt s$rvi<ling will come up '113 ·the �esµl�,.-, . SupJ?,o.se ,that/ · 

. imports ine:rea.�e at the . rate. of e>nE3 per. cent per A��. , Eind 

32 

corrstarit', for a long pei,iod of time is 1.!llliJ;ely to -ba_:'fealis~ 
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foreign Qa.pital · of $100 mil,lion flows into the d�btor c.ountry 
1n £our J,nsta11ments,. $4�, $3(?, t;2Q., and ,$10 m1lilo?1,s dur1?18 

, ,  
the t'ir·st four y�ars . ,  The . rest. o'.f the a.s aumpti,ons are to 

' 

remain: .uncha.ng�d �  Oha,nges in vaf1eus i tams tv:i.11 be a� . follows ; 

< < 

J)�ve].opmel:l,t;, ·service Payments ·. Total debt 
Year Export$ l!1)20!!_ts '· .. import s . I?azment position ,smtstandins 

. . - ' .� - . . . . . . - ' '< : . . . . � . . 

6 

J 
9 

10 
11 
12 

100 
102 
lOh. 
106 
108 

-110 
112 

, 1i4 . . 116 · 118 
120 

. l.2� 

100 

< 
i�; ; • :, ' , 
l
.
··0.
: 3

. 
: 

104 . 

· 1◊s , ·.· · 106 
107' 
108 · . · . 
109' 
110 
1.11 

40 
)Q · .20 
10 

0 

0 
0 
,Q 
0 
0 

< () 

0 

0 

�.a ·  a .5,. 9 .• 1 

8 •. 6 
a .:2 .  
1 .�e 
7-.!� 
7 .0 
6.,6 
6. 2 

0. 

:c�a· .• 
.... 5·• · ·5•· · , ·· ... < 

.,;;r,.1. ;, __ , '  

ii 
85 
91 
86 

82 
78 
74 
7Q 
66 
62 
· 59  

In the '. S&()Qbd. e�se ·of :111ustrat10lif deficits. in the bal ... 

i:ltl<,e of pa;tme.nts continue to ex.is.t fiiottl the sec ond JE,ar · to 

the �:ighth year • . \lil�il th�-· ni·nth year when t;tie· pa:ymeni?� begin, 

to . turn. into . surplus � . J.}ef1c1 t s  are t!iused by ·thEf in�rease in 

impo�·t s .fud by' th� inflow ·o:t 'a, la'.r>ge amc-ruit ·or capital- in the 

first year;._. · Ser-vfo19 payment culminates in its  ·magrittude i.n 

the rt.fth year and then tenqs to decline.., . 

To avoid pay-ment defiei ts.t ii' intt>orts are 1:ncreas:ing at 

a rate e>f one per c.ent. a�t in the second case�; exports. must 
. . ' ' . ' 

grow at � faster rate ... Suppose n6w ex.por·ta expand at·, th$ 

am:i'1al i-ate ot ·roll:r ;p�·i? ce,nt· and a g�ace pepiod ot tout" years 
: . . • . . ' 'f 

l 

.• ·.,,: • ' ~ ,;., . 



--··--- ·---• - -•·-'-----·�--·· 

is' given •. · ·Repayments ·  start from the · f1.ftb y�at-,· ·eaoh. · year 

$;10: m1.l;l1Qti: f:or • interest . and prinetpa:l rep�yment unt.11 the 
I " • • 

• 
' ' • ' 

wh9l� · 4ebt is 1:1.qu;da,teq . �  .This 1.s $b:Own · 1n th.a. following 

tablei 

34 

._ . . J)ev&lopinent ServiQe rayments To-tal debt 
Year &tp9J?t� ItllR'Orta : . . iwo�ta . . P8Yffl0i1t, positie>n·, outs�t.and1ns 

6 
1 · a  
9. 
J: 

lOO . . 
: ,  l(Jl, / 
_ f()gi; lea. · · · 10 . · . 

· .: .' 
. 

' . 

10'.$ 
· 109 
10

. ,7 
108 

40 
. , . .30 

2¢> 
10, 
0 

0 
0 
0 
0 

Q 
0 
() o. 

10' · 

10 
10 ·10 
10 

· · . 0 
, _ .. 2 

. 
h.. · . . · :1 · 6'. 

40 .·. 70 
· 90 
100 

, .95 
8 9 . 83 
77 
71 

. . · �  .. 

BJ . vt1;""4ue · :Of. a bighet. ra�e of grow.th .in �XJ?'?i't$; @C\i a 

graee per'iod .ot t 9ur years �•. a.a . see:n f:rom the above . tableJ the 
. ' . . . . 

·. 
. 

payments pc::;sition c,f , the debto.- oquntry enco�t�i's a deficit 

qni,:- 1'ti the fifth yea� +:> . From t](l.e second year to the fourth · 
. . 

• •I • 
. '  

• 

... 

• 
• 

. year pa�ents • surpluses �.r� accurnµlated whieh . are lilQre than 

enough · to .  off-:�et _ the , def io:if? lP _ the. fifth . ye�r�, 

Theretoret ot;he:r- things t,eing equal-;, th� high$r tb,e ra:te 

o.f e:wort expansion,. ·the less  vulnerable the debtor .�ow:itry is 

to the, d1tf1eu1.ty ln . the d�bt .e�rvieing.: · To· a¢b;teve sueceaa­

ful expap:sion in ' exports,- the m6st 1tnportant . de¢.is:ton is tc;, 

allo�(l'(;e sufficient capital for. the eJtport· industries.;: Ade­

quat.e investment in t;ne t:ype 1 industries ( i.n J.r .J., PQlakta  

. l 
2 . . J . . 4 

5 

100 
l0:} ·· . 

: l,06, ·. · 
lO? . 
l.12 

115 
· 118 

121 124 ,· . 
. ,, ifcli. . •-:•-~ 

- . .'. 

·~1 
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te�nolog7) 1 1$ al\·.· in4i�PEH:1s11ble inv:ee.ttrient poltew to� ¢cun ... 

tv1as wl'}ich dev�lO:I) or r-eeona�ruet \V11ib the. 'help ot 'tQl'&lgn 
cap�.tal� 

Xt J .. a apparent front th$ to�eioing explanati�n tluii� expan ... 
' . . 

ston ot $xpGrts pl�J$ an it!q)Qrata.n� · ir<>l� tn rore1@n debt ser.v-

tcing 1t Bci>w�ve:r.• the expanaiqn of eltporte. · 1e . to · some_ elt'.tent: 

subject, t<;1 . :1nfi11exu:ee �m. $xternal factors whioh: ·�:re' b&yond 

tbe ·contPOl. r:,t' the debto� ctttmtrf• · 

.Fit,,$t of all; .IMO® elaatieity. and dtatl!$rid el�stlc1ty 

. tor det>toi,•_;s ·e�o�t- ioc�s mar b� �ma.11,. 110 th�� e;a��ij�ton ot 
' . . -- ·· , . · .: : · , . .  : .,. . .. ' . 

' ·  . 

expo,_.ts . w111 :be'. l.1m1�&d to n tert.aitl o�tent� 

.Xt . tbe . lneome eU.et!,ci\J ot tlenialld ,r0:r· th& $Jtl'Ol"t .so�a 

ot � d:e-bto-f. e.�tnvy 1$ a�1a11.. t�en · only . a ttnr ;portion ot 
. . . : . . . ' •  . . .. . . : '. 

· the increased in�� ( n� matt�t? hov,. an 1�1ui1ea$e L.n income .is 

<lerivei�· ; . t'-roi,· till$ :r:�$e1.g>t of' aevv1c& payin�nt:• from tb� eeeond• 

e:11'1/ 1:nc.te-aso '1n 1n¢o® level t�r,eup multiplier effect, or- any 
' . ' 

' 

. . · , 

How ·this atfe�ts . tne e-3;po,�ta of ,tho ,d�'btol' t'H'Jtantrr depexada upon 
· the (lllaattcity, iJt aupp).J · ot t.be ww114 and · tbat ot th� d�btol' 

' . , . . ' ,. 

OOUJ\tt"f,i \Stn�e th.� �01',ld supply · ,.&' �Qt p$1"teet1y :elast,lo the 

PJ'S.ca l'lill �l;iie , , �e p rod\\�lton, ot the debtor ·• �· ex.port gooa� 

will be iner��sed to ·t.he point where its suppl,- cost -equtt$$ 

· . · . 1rolaki, ·Jl l!:+:J: �al.�nte : of . f�Jrn$ilts �rob.len.t� ot - C�t;r14;le 
. tieo·Qn�;t�et,i:t\8 .,W:J;th tbe _ lie�P. of . for�.igo I.,oans-, r• !eart�,J!li 

iouri'lQl !! Eo91'®!lt�a; Vol.� l4Vl'.l ( Feb�ar7 194)) +,11 ��e .1_ 
indlantr-1ea a.x-� trieQt tbo�e , .. ltld.u.atr1�s which prQaue� .:@Pod;$. fop 
e2eport ct,- sold on the dom1,l�t10 ·matk�t in · place of · go.oc;s · pt-e• 
tr.t�u.sly .lnl!>Ol"ted., 

I , 



" J6  
the new wor�d priee •· . . . ... . :; : t , . 

It ,demand f;�r e�po:rt13 of the deb,tor cou,ntry is  inelastic , .
. ; :. ; ' �- . .  : � ; '. : . . . . . . . ; . ' � ; . . . . 

the redue�i9� in _ pr.1,�e dcu::, s not lead to su�stantlal e,cp�nsi.�n 

o.f expor:t s ., : -,,9n . the ,c9n�rary_;: it mJgbt g_i ve riSfi' to .�.- c ontrac. "."' 
. · . , . . . ' . . . .  . .. . . . 

, , 

tion ot t_he t otal: ex.port prooe�ds ,1 The impacts �f �t=>man<i 
. . . . , l 

elaflt.:io�ty•; ,liowev·e1:-., . depei�4 upon the s11pply elastic ity,., 
• : t • • • • 

• 
• �- : •

• 
: 

•
.. 

: 

: • 
.

. 

_
;
' 

• ' •. • •• • • • • 
• 

: 

. . �rimafy goods ate often r�lated to low pr:l;ce · el�u3-t1eity,,-
.. : , •, ' i : , , ; •; . :  ; • ,  • •  · . · • ' ' ; ' • 

. 
· 1 •• • · 

. Me.nu�a�t�e1d goodst �n . t�e, . other �and11 enjoy comparatively high-­

er elast19 1t1,e �. than . pr-1ma.:i"Y' , g9ods.�, Howeve.r.� l<;>w price elas .. 
- ' j 

.
, ·: -'., • • .  • ' :  

• • 
'

. 

ti.cl ty to :P.�/D!tU"'Y, �pod,s �oea not ne¢es,sE;t_r,1:ly mean a low elas­

tic ity to the e�pox-ts of A part;.ieula.r primary�good.s .. exporting 
- ·: . : , • ' · . . · . ' : . · . . _ 

· . count,ry "; \ ,I:t �:s. �ossib,le :th_at ,th$ d�btor qoajlt;ry oan expand the 
• 

� '• 

• � I 
' 

< • · • • • ' ' 

• ', ' 

prQdU<rt.iot,1 ·c,f ,c$:r.-t,iri , p;r:bna�y ��o<is at · �hEl :Qre'l1ailil'l8 pric e .  

The e.tpan.sl9n of export s will be facilitated more· through 

the di ve.rsi ficatJ.on , 9, expc;,rt good s �, · Httman we.nts arl!J sat.is-. . : . ' . . . ; · . . . .  

fied 1.n th,e �rde:r ct the, .1.ntensi ty 9f. deaire -,:-:from t�e. ba:gic, . 

want s tQ tl'.}$ secpn_dar.-y, o� higher wancts.� Thr,ough ,1;.h.� diversifi � 
, . ' . . : . . . . - ·- '  . . ' 

cat ion. of exp�rt goQds_, the: deb.to� �an_ �ucceed i� . export exp�­

sio� c>n a.  l�rge� sea1e·� • 
. ·-- . : . . - \.( � . 

. s.ec ol'lcll}') t,r�de pr.9_t.eetion devtee.s ori the p�nt of the 

ere di tor . O Ollrl�_rr seri9.U�lf ,r� strie t  , .th�. expa�sion Qf �XPOX't s 

!'C>r . the debtor �·9UAi�y;; with the re s�l� . o.f r�ndering eervic.,e 
. ·. ' : ' . ' . . . . .  " :  . . 

/"\ .. _ .  
. , . . . 

. .... . '. 
; 

pa.YWE!i.nt diffioult .�- Q;t.i�tita:tiv� re.stri�t ion.ij, as wel:J. as high . 
'

. . · . . - . ., , . (· ·�·
. . . . . 

tari.ff wa11s ;,,:  . prf:3Y:�n� �hE.J, reSl , �:ranst'er, 6
.
f :tJie . ser".iee. payment 

1Se$ the e�;r:,J,:e.natton of relation betv,een elastic 3, ty and 
e:itport ;proot}ad� +n Chapter II,  p:p·�- 17��8:_( 
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in the to1"111 of. increased exports ;, . :,The greater th� l�v�l ·ef 

import duties in . the cre�iter count�y.,., the more difficulties= 
{ 

in a.cl, justm.ent an.d. the greater the 1Jiorsening of the terms of 

trade.,, Imposition of h1ghe1' tariff, rates  or quota. . regulat ion 

at th� time of service . payment espe;ei,al.ly makes the debtor 

country tall inte a m:ore difficult 'po.sit tton� A&i.de fro:m. 

tariffs ,and q�o.ta t>� �triction� -�Y atmilar deVieeei �ve the 

same �estrietin:g effect  on th� imports from . the debtor , cc:nm•· 
tryt also ., ·. 

J:Iowe.var1, the .cre¢iitor ·oeuntries now understand the mech• 

an.ism of transter much better and woul.d try to avoid such 

.urweaaon�ble :r� s.trietions,, . Th,e Getu;,ral Agre·em1;mt · of · �ar;tffs 

and Trade· at least ptt.rvide.s a firm basis  !or the. efforts · to-­

ward t_he elimination of ·.s1;1c}i r-estrictions,, , Ye.t the eiiminl=l­

tion of res'trictlng devices ef}epends -Upon the- aetu�l circum� 
. . ' . . 

at:.:tnoes c,f $n<:li vi dual. c-re·di�o:r .· oountrtes .i: Though much 

re�uction ir.t the ·. �eatriction ·. �.annot, be · �xpected . . ill tlie short 

nm., it is  h.op:ed , that\ . no growth ;t� protection will ta,k� pla:ee 

herear,tet? ,, 
Dep?e s si��n �lso · cpnf;1tit¥tes a disturbing eie1nent fo.r . the 

expansion of e;porta f• . It . b1.'"inga �b.oµ_t a fall in wo:rld .foreign 

trade owing to r'.e·cluc·ed  in,;rnme a and trade restr.ictions . In 

1958 indu-at�1ai �e$$si<;>n 111 th$ Unitet:l states �: ·: Wf;l�te:rn 

EuroPean . c;9uptr1eih. �pd J�pa;n _affected - the. SCAF$ eou:6,trles  by 

the gen<fre,l .de9}ine tn: expo:r-t .  earn:l.11.g� with the exception of 

\ 



Taiwan.,, Laos; and the Philippines ,  The great depressiop.- Q:f 

the +9.30ts caused the , f'all oif Wo�lcl _foreign tr�de _to . Jt 

serious d�gree ,� . Owing . to t�e r.eduQtion in the, :foreigJi e;X ... . ' . 
. . 

ch�ge earn;ngs, the fixed intere�t ch�ges . thep. "! _ould :absorb 

a larger· portion of _the fore:tgn . . ex�hange . reQe:i.pt,: indicating . 

that mqre export ·$ ,than .before have to be paid for ,foreign 
. . , 

1 oapita.1 rierv;icin,g�- · . 

The. a�verse effec.t of depress.ion _has be.en e specially 

s_eve:re, in _th� prima.:ry goo_ds . pri;>d':leing _ countries • . Particu­

larly Q,ountriea _wh3.oh predominantly depend upe>n, the e�ports 

of on!:> <,>r . two .• p�i�cipal goods we.re '3-ffect�d i:ldver�ely by 

the l.930 • s depressionf ,. - -� 11 out of l.4 defaulting .Latin 4tner ... 

icf,Ul cou,ntriea two products a:co9unt�d for from 70 per cent tQ 
. . , _  ' . . . 

98 per cent . of . ezj>ort,�; �nd, in_ si,x, a sin.gle p_roduet accounted 

for, more than, 70. Jiler,, e�nt _ of_ �xports . 2 

The pr,ev?P.t;!on fJ:tom ttie ).oss . caused by the d�press;ipni 

for til� clebtor. co'Ul'),tr.Y depends upon how weli the creditor 

countrJes---many 'pf them are cx-edi tQr countr;i.es---can a.chie.ve 

through their eounte�yolic.al measures ,  7he· efforts for 
A •  • • 

-,  • • • 
� 

economic st:abil1.ty seem to b,e :ipten�-e now in the Uni tad States 

1
For. _!nstanc�,1 th.a doll.a� ti:Xed.-.interest charges ,  which 

would a.in.ount to 12 . per cent . ot dollar-exche.nge receipts  of 
the wor.ld in 1929 13.mounted, _ to .37¼ pe_r cent Qf these in . 19,33 � 
See. � Lakdawala.,: D•: T��; International Aspee.t's ,g! Indian Eco� 
nomi(} Development� J"ondon( ; Ox.ford University Press ,, p/ol 
n •. 1 .  

2Ibid • •  P :� 61 n11 3 • ........... .. . , .  } 
f. 
� 

.. ---· 

i 
' 
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which might be seen as an evidence of world economic stabil� 

1ty for the time being,l ·· 

B+latet-alism· ln ; :traa'e which has been prevailing since 

the great depr�ssi0:n aiso · reinforoes the d!tficulty in the 

. , · transfer of $epvice payment . fo.r the debtor country! :J>rior to 

the qepres sion, wqri.d trade was · such tha.t . the world could be 

divided into five ,important regions ... �Trop'io �-, U·. S .A. ; Regions 
. . . 

of recent settlement, Continental Europe,  and .Non-continental 

Europe,..-and eaeh· region had a trade surplus with one or more 

of the other regions . 2 The network was shattered after the 

1930 ' s  depression ana: · 1ts pla,ce:3 was taken · by the bilaterali sm 

in trade and :pa.yments f  � · trade negotiations all advantages 

went to coµntri�s having impo:rt surpluses ,  and they could 

for·ce the oth$r· parties to talte more_ of their e:xport·s ;, thus. 

redueing the su�plus .. This, ·however; gives debt serv1.cing a 

serious probletni When mul.tilaterat · trade · wa.s prevailing, the 

debtor ebllhtry could pay the �er-vice paym�nt simply by ma:kirig 

a tr�de surplus of the ame>_unt equivalent to t:t:i,� aervice paf"" 
. 

ment with any cou.."ltry including the ered.itor country. But 

with · t:ne 1ntrodu:et1on of bilaterali sm in trade; the servie� 

payment can be paid only through making a trade surplus 

1Burns, · A;• ·F.: , . 11J>rogr�ss  Toward Economic Stabi:lity,. 0 

American Econo_fuic · Review, Volt Lf Mo , l (Jtjlr¢1;1 1960 ) ,  PP • l"!"19J"-

2Etisworth, ·p •. T • t' The Int.ernational Eeonomz. New York ; 
The Macmillan, Q'�mp�y, . 19.50� 'P . 48.5 . 
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_di�eetly to . the 6red1 tor c6�tfy s.ince trade w-111 t·end to b'e 
.· in eguiilbritllll :\1i1th. the i>e st} of the trading eoun�r1eEt,. Also, . ·  1 

the±,e · •inight be . diffichl ties· .}ro:r t:he debtor oount·ry :frn' ',lil,e.lting 

a trade· su:rplUS:''v,i:th t;be · crecjttor: \�ountl'y b�C€lU.$f;t : oi: not �ij'­
ing· .$Ufti,ciet:it suitable: goo<fr/ t Q :  o'fter f:o:r 'th� - : efed:tto.r eoun-­

try. · ·  

. . 

settlement 1� _neee.ssary tor thf.f smodth ' transf�r- proees$ . If 

not i
. 

a ored:ito; ·  cowatry n:tu�t all;o·w import . surplus to tak$ 

place with the _ '4ebt<>r country by removing trade· restrictions 

or ·making sp.eeial · trade . �rra.ngement il ., - Fortuniitely• mult:1-

. . lateralism has been :r·egaine� _recently by the , announcement of 

the convert,ibility _ of ·$teP11ng and most �opean eur'rency 
. 1 . :  

at the exid· · .. or '19_$8il. 
. · rn. th� abov� di:seussion we iu,�ve come to the conclusion 

that foreign e�ehange earning.$ ot the debto:r. count1·y must 

S:r()iw at _ a -�tiffi�;ientl'y high �ate .· to cover the service payment 

each year or Eit l:,eEtst · in the first several ye:ars , · assuming, 

imports are· to remain. eenstant .� If imports . gJ:"QW at all then. 

exports will be r�qu1z-ed to grow at a taster · rate or the dif ... 

ficulty must be m1ti:tat$d thr,_ou,gh the arrangement, .or a grace 

period,,_ . Fer ,-th� .p:roi:n'C?tion ef exports and, . .  eOfiseqµently; fop· 

· ' ·'lar1 ta:1�,. ·we st G�l'illat:lN'.:,.· md France ,_ a�ou�e�d:, .th;a t their 
'·¢urrenc ies would b� eoI>,v:er-tthie �a, qf lDeeE!mber · 291: 19·$8 . And 
mca't I other We�te�n Europ�:at;i -- cou.nt;t·ie.s followed sU:1t; . '> 

The restor;.tion or fuulti.lateral. trade< and inu.ltilateral 

···,.;_,-



the smooth qperation of transfer process,  the f'ollowing 
t ·:. 

principles must b.e Qbserved : . firs't i on the part o� . dt;)btor . . 
ooontry, diversif!c�tion ot e�port1 : goods must be a(?h��ved by 

.. . ' .i · 

the allocation of · sutt"icient capi.t:al for the export. 1:ndus-
. t , 

� . . . .  . 

t.ries •. For the creditor country; ,:trade restriction prevent .. 

1,ng the 1mport.s .o! ' debtor country �ust be removed . Depression 
·" 

must . be avoided at all cost . and efforts on the part of the 
.' . 

. . ! 

creditor · countries a.re urgentlr required.. The abollt1on of 

bilaterallsm in trade iµ1d ps.Yt71ents sh,ould be considered as 
. . 

the Ultime.te goal of world trade for which every country is  
l . 

reque ste<i to �tfive -. 

Apal"t l'rom these principals, the government of the . debtor 

ceUJltry 1 $  required to create :favorable ◊enditions for exports � 

Inflation pressure mu,st be eliminated l:>J al+ means . Over� 
· - . T . . 

valued exehang� ratE3� whie� ·are .an. tmpediment to exports 

shpuld be cort>eeted. after a . certain degree . of' internal price 

stability i.f:l a�sµrt,d�, . Wez-J.d· ma,:>k$t inf'orma tion �ti.il be pro .. 

vided to keep expor:ters we)-1 inf()rtfied ;  The tax system will 

be adjustf.S(i , in order to . encour�e retnvestment ot export prof"" · 

its ; . · rinan6j;a.l assi stan,ee .a.nci .subsi<U,ea may be offered for 

�n6our.age�ent. a:;3 WE.lll . 
, : , ' , ,' , ,• .;.. . 

. Curtailment f:,f FQreie E.xohange Exe�_nditure 

If. ,the debtor . country i s  not in a. po�ition to ·earn suf ... 

f'i.cient foreign exehangii) fo1r the se·rvf•cing of foreign capital ; 



_ other: things being equal, then the saving- .of :foreign e.Jteharige 

current:J.y . avail�l;,le 1� .. 1ndispensaple • . . The bas,:e · �i�ni1'icanee 
" '.[; >' ' , 

I 

• 

'bf . for.eign, $xeruinge savings lies in restricting the 1rnpor�a ... .  

tion of noh"'essent1al g·oQds 9 e'$peeially luxurious consumption 

goods-, . '\vhlie inipert s�bstitution industries .. · �·e· 'established 

with a view to supplying import goof� by the dOtllestie pro­

ducers♦ :  

There. f� no. doubt that not all import goods can be sub-

stftuted, . . , '
•

• 

'l'here are three kinds . .  of' faetors limiting .the sub• 
,, < • 

stitution of import goods ;  .name1:1, physical. q,.talitativet and 

eeonemic •  thougli .. it · ·1s not ·alwEtys easy tQ isolate one> k!nd of 

fa.ctor from the, othe�:�• 

Tl:_le phys,1ca.l factors such. as cl1.tn�te opnc11tit>rts and laek 
. ' .,.i 

of adequate natural :resources <jan be 
. 
ser.ious obstacles . to the . 

devel.Op'!l1erit of certain lines of prod�ction� . This is true of 

co�ton .iri:" Japan, of ¢of.fee �d �a.c$o 1n the United States and 

Europe ., 

The que.litative products can be replaced 011ly with dif� 

ficulty bec;a.use ·of their intrinsic quality,. Works 01' art and 

science al"e e�treme examples,� Also, specif'ie beverages• orna.;. 

menta,  oh1na:..ware, and other objects  whose trade m.arks are an 

integral part of the quality are included in this eatego:ryit . . . 

The - third klnd · ot fa9tors--.. econorn1e .... :tneludes the av�11 ... 

ability of_ capital . and technieai knowledge•· etc .. The prob'.l.ern 
' . . 

ot petroleum pr<;>due.tion is in nature eeonomic as well as . 
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:phrsieal.: Many under;d�v�l�ped ,eo.untries hav¢ �ieh pil i,e ... 
sou_r.e�� .  but prociu·otion is pos�Jbl':3 pnly after the ne¢es"i', . 

' . . . 

sart ·te�b?liee.1 ·:kno.wledge and �ap.1.ta.l · eome into the country-! 
Alt�o�h �her� �e factors :J.1m1ting tll,E? substitution of 

impo:rt goods�:. the .improvenien� o� te_(!hnology in tbe debto;r­

country will, gradu�lly �eduee the power of' limiting for:e<as ;;' 
• l, 

P�odµ.�t?ivity of a (lountry is  a liv_ely orga.ni�m which grows 
wi.th the 'la.p�e of ti:me'.f 

Coefficient oi lmpm' ts in Relation to· -
. : , , . I>1spos�ble Ine9:ine 

Periocls in .rel(lt;t.on · t.o· i.n x:-elat1ori · 1n relation . relation 
consumpt_.lon ·. ·-· to· · investment • te oon(3ump.. . to eon"" 

tion · -�_t;trnp __ t,1gn .......,.......,__,,,,_._....__ ____ _,..._. -· -·-. ..,..
. ---------------------

1925•�9 . 1�- -.5 .$7:•:IJ) . 3 .• ·4 L.6 

12!!�15-3 -.S�t .. · . 37:.6 . , . .,.". . �.:4 . ·  .. ; 1 .6 
Souro.e : . . United. -N��ions, Economic Commission !'or Lati:n Amer­
ica.,. J.\.nal;v;sea · and Pr.a JeGtions . ot .Eoonomlc Developmer1t �- · Ii; 
An lntrQd'l.lctloilto _the . T?Ohrtl,que of Programm.in�H . New York; m5, P i  l4, • . .  ' · . . · ' . · . 

. , 
Import s"1bat1tut1on comprises changes 1n import coef'f.1· 

cients -.. The substitut.iob. trend in the past provide:s U$ some 

.indication of tl;le ·c11reet1on Qf' 1.mPort s�bati t:ution in the 

:f'uturef :tll :La,t1ti. America, for exampl.� i from 192.5;.29 to 1946� 

SJ;, the ave:r.age ·sb,s,.:re ,or -oonsttm�r · goods j,mports in relation 

to consum,ption. · and tpat . of. capita.l goods in �elation ,  to in"!" 
. . ' . 

vestment were re·dl;l.Qed from. 12 ,5 to S�7 pe� ee�t 1:md fr�m 51ii0 . 

to 37,,6 . p�r· Ce:t\t . ;r,es.peot1v.elyt .• wh,ereas r.aw inateria',l.s and 
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·consumer goods Capital goods.Raw materials Fuels In 



fr - · -

) . 
\( �-

:fu�l s '· kep� the sei.me per'c'ent:4ge to consumption:$ .3 ,4 �net l,,t6 . · 

respect�veiy, ;Wb.1$ indicates. t}?at expansion o:f' · raw , mate.rials 

8.n(l fuels . impor-ta repre;�ents .· an ever .. •inereasing : shar;e . off 
, 

. total iJUPorts as , the fo[llowi.ng .table shows.;.: 
:f . . 

Average Share of :l:mpo;;.t of Consumer Goods• Capital Good� , . Raw . Materi�ls and Fuels in . Tot.al Im.pQrta 
_ Ure.roent��!> 

Periods 
-�onsUiner 

soods 
Capital 
goods . .. 

Raw 
. ·materials. 

1925�29 47 •. 5 .3.3 ♦,l llfl 6 .3 
�946.;;.$1. ... 32�1 ' 32•!¼ •. ' :12.,!k· . ' 9 .1 ' 

-� -''·' '  Sour¢e :  Unit�d Nat l,'oi';ls ;� :E.conom:td Oormni s sioh fov Latin Amer­
ica.,: Analys,es and P,po :teotions !!.. Econom.ie Deve,loprnent ;, !..-
An lnt1="pciu�i1on tp . the f �ohn!gue . of Program.riling,. , N-ew York•· 
'1955,, p,; . . 14{ - - · · ., -.-- . . · - . • ' . 

\ \.'3 
While the · ,per,,eeritage of consumer goods import decreased, 

all the 9thJ1 .. · three items regi stered . a.-r,. :increase � . espeo:t�lly 

ra.w materials @cl; fue'ls imports ,., 
' . . . - ," 

. , 

Fr°:li\.:, :the e�i�p-ltl · _of �-alin �01r:lc_a we see that :substJ,tu ... 

tfon,, o.f . e�pstimer- goods and . capt tel goods · aro aeh5"e'tred to 
some extent.� \�le ·these su'bsti tttti<;>na must_ · continu�l pro� 

<iuction of r�� materials an<i !'tie],;s 1n the donjes�ie field 

must be engageci,s' if p9$ sible ;  tor .fnstandej by the :i.ntrodue ... 

tion ot ne\v prod\\¢tj,on methods .. But to wha.t. ,' ext(;)nt the 

p,oceas of trnpo:rt stibsti.tution can b.e conth1ued is a quest·tqn:. 

The unduly ex�es slve import ;3ub$p ;ttu.tio:n means a los�  of 
. . 

.economic _ interest· .from WQ;pld trade .; !t vi:111 oaua� rn±s�llo-

oat.iori of pro<l'2ct ive fae�or_s if the. social marginia:r produet 

I 
\) 

' ' 

--------
Fuels 
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of product;ive !'actors 'in the iniport substitution industries . . ' � . 

· .1s : lowalc' tran that · in the e;x:port industvies ,. In that case 

the produet1 VE'3 factors shou.ld be i'nv�.sted in export indus ... 

tries.: 

Bas·1cally· tlle extent of import subs ti  tu.ti on still depends 

upon .the conditions of r�sources and technology of the debtor 

eoun,trY.• su.bstituti9n ind�str:tes. c�n be e;stabl� shed :only ill 

the .f.ie'l.d· where sueb. industr.S,e s can opera.ta adequa.t.ely with 

the lea.:;Jt extent. ·oi f st.ate protection . •  

The neeessitr o.f' itnpc;,rt �µb:st1tut:i.ori is reinforced bJ 

the fact · tbat the ev6lution of cs.paotty_ for ext�rnal .pa�ent 
r 

may · n,ot run parilliel.· to the lliov�m:ent' of lh¢ome . In Le.tin 

America;. for eXS:rap).e ,  in 1946.�5.3 the capacity fo; tixternal 

payment · had 'risep by onl:y 62 .:2 . per eent . Srom the) 1925 ... 29 

level, .whereas : g:r9ss Jn.come 'had 1n·creased b.y 121 �8  p
.
er cept .? 

The coefficient :ot exterpal payment:, that ·1s., the ra:tio of 
.· . . .  . . . . . . . 

the external pa�ent to gross incomei• dPopped ri-om 26 • .3 per 

eent in 192$�29 to l9 ii9 per cent in 1946�S.3 f The �s.paeity 

to import,,. wbich is o.btaitJ.ed by subtr�etlpg remittance>s on 

fo�eign capi t·al. 'and other liabil,1 ties :f�om the caps.city for 

exterfls.l paytn�t,.t'• decreased fr:e>m 21 •. 2 per cent ot g:ros� 
' 

' . 

, ,.� 

'.,. 

1un1te·¢1 Natiohs_t· Economic Commission _fr.,r -Latin America,. · 
Analyses and Pl'ojeotions of Eeon9mie-De11e102ment, I, An · 
Iiitroduot'Ion_ ~ _·the 'l'aohni<jue of Proi;ramming,_ · New""york; 
19~ ·p 13·'' ,,, · ·, "f' . ., ... (:·. ' ~: 

', ; 

\ 
' 

I 

-- ... I 
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income tQ i5.h per cent -� - �s faet indic�tes that othe� . 
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t·hings being . equal the eftorts toward import substitution 

mu.st expand· ill prtipo:rtion .to the rat� · o.f growth, 3,,f �xpo:rto·  

increase at a sloiiet- rate than incortle �,- For instance• . if the 

income and e�q,i>:bt s  · grov1 _ at the rate of 5 ·;and 2 pe't'! cent 

. respe:otivel,:f import substitution wil.l have to inorease at •. 

the rate ' of more ' than 5 · per cent-..-, 
: . . - . -

'In the early stage of intpQJi't substitutil>ri., however, an 
. � . . -

�- t .· . 
-

adver>-s.e: impa.c:ft. ·.◊ll. tlle balanea: 61' p�yments -m1$ht be brousht 

' about by ; the i�ports of maehinef e.qt;i,ipmE3.ritJ, ·and ljaw material!! 

nece{3sary · for tri� lmp9rt..-:3ubstltut10:r>; · j.ndustri9� i  If this 

part ' of foreign e�change , ¢an l,)e f1ntineed by· t:ha borr-owing or -
I . . . • 

new. f'o:reign c�e:41t� ._ then n<:> ·str�1n . will. be. iJnpo$e'c1 -o:n tht:i: . 

balanc¢ <>f paY;Pl�nts f  · ·.'JfuQ ·e·$tial.?l,_ishme1,1t of . . · import' .aubstitu� 

t.ion industries al:$9 �end.� to ha,ve . an : impstotr . on the v9la·ted : 

industl:";te�,: whi�h then' will require the 1mpor·�at.:ton of nflc,.. 
•r • 

ess'ary matetials . or ' equip�e:nt,., This Part of increas� · 1n fop;. 

·e1gn �xe�� -expendltur.� is. <>ften eve>r.looked,. • As a result 

the ,ea�_abl1�mnen:u . 6} :_tllip;_9ii1;1 : ·substi;tut'i,oti 1ndtiatr1es tends to 
' ' �:. . . . .· . . 

_· 
. 't7'._ 

' . 
' ,; . 

�equtre mQre . _fqr.e··isn e#9l;l:@g¢_ than e�ected�. 

_,,_ ___ ... ,., .. -.... · ·· ···---·-· ·•--��P..j. itt . the · ap,Qrt . rl:ln- jJtlp:o'i.,t substitution d��s· not help 

tn\loh in· th� cu.rta1l�ent c,f for-o.tgn �i:cebange e�·enditure ._. In 
. ' 

cont�a:���: import · ;-,estrietiohs 
.
l�posed oh thl;l µon,si sent.ial. 

·goods 1mm�_ciiat�ly p��:y .!;!,il important role · 1:n qotitra·Qtipg . the 

e�ettdi.tl).re, <:>t :fore.+sn E;)�change ·s,o that ttani$fer of service 
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pa1\'nant will be achieved smoo:thly .. In restricting the import 

of non�sa�ntial c·onswner good.;s ,, it is requ.1re4 that .fiscal. 
policy or monetary pol�ey be iooordinat�d . so that a ·  p·1.;rt Qf 

. ! . 

income stream will be dl,stracted from the conaunipti.on expend ..... 

_ iture 1.t' the pr_ice level is t:Q remain stable !- Tbi,s is because 

a rise in pric� lE3Vel might tend. to d.iscour�ge exports .  

_ · The curtailment of· foreign exchange e�enc11ture _ arid 

trade. < reatri�tion comprise govei-nmenta·l intervention. They 

a.re often 1,n1;egra ted E.\S a' part _ of d�velopment pt-ogramme •· We 

shall deal :w1 th tl'l1s prQblem 1n. Chapter V .<. 

Al:l e�.sy �cQess to f'oFeign oapi tal _s9u�ees. gi ve.s a - great 
. . \ 

r�lief' to the solution· of exter�l pa,ym.ent d1£:rtculties • ln 
. 

-
• 

• • ' l  . 
. 

. 
, 

• 
. , 

-
. 

• '  ·
. ; t, ' 

th1$ coi;,.ne�tj<:>n,.i two Ca.�pe¢t$ will be discu�sed_, �- first 

aspect is how llew _c�d:1ts and loans �elp the ,d.eb�0.r c◊untry 
• ' . , • , -· ' . , · 

. 
. . 

tide over the palance. of' payments diff'i.e.u:1,ty,: · with s�ecial 

reference to 'µIJ.(lerd�velopeC,. ,eountrle s '.•: .The second t if how dis-. - ' 
' . " 

¢ontinunity- <>f . �.ap�tal. flow aff�ots the transfer of the $ervice · 

payment�· -

iJ:he· -av�i);ability of _11ew -capital,: long ... term or short-term, 

ts important 1,tl. t,he s�ns'.e :t;hat :eaport s or- import substi�ution 

indus.tr.1.es -Qf.. - the qebtQr cou.ntry tnay not grow rapidly tQ 

yieicl aufticiett .foreign �xchange fo'T:' the purp�se of �_rans­

f�r- of' investment se_:rvic�-•: _ A shrinkage in the foreigri e.J.: ... 

eh�e earningf3: mf:ly happen owing , to a world•wide depJJ�_s s ion ._ 

Availability o~ l"ore191: Credits ~ !.oans 

I 

I 
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Renee-, iri . tiding over the tempo·rary shortage .o.f :foreign ex"" 

�haxigQ for th.e external payment;�- th�. debtor count:r7 .has t·o 

rely. on. . n�w ered1ts . o� lqan.s frot:n eJtternai ijourees,. 

When <,apj_ta;l flows _in�(? . Q  p.el)tor country in a number of 

i;nstallil'.lc\nts ,  the 1nter,est paym,�rit f¢r the first few install� 

ments CM b,e pa.i,d 011� of.  the. �ew 1n$tallmen� e>f CElpi.tal pro� 

vided. f;h.at sueh .()api,ta). is  not entirely spent on �he purchase 

of. goods an<i . �ervi-�E),S in . the -cred..ito:r . eouritry� How�ver.,, �fter 

the :last iustallwen't flow:s into the debtor .c.ountr.y, . the -for-
. 
eign :exchanS.� neecie<i for . the sQrvietpg of -i,nv�stm�nt ca.p.ita.1 

. must be derived �om . eu�rent foretgn . . �:xchf.3.!lge e.ar_n:tns.s:t fre>m 

excb,a;nga r:ese:rvEJs if thel;''9 at&' a?'.i3J or from new c_:redi ts  . and 
' •  ' . 

' 

l9a.tis ., . Sqpposef , fqr., ,9P:� . . �ee.sqn o�· ano.the:Pt . fo:re�_gn e:xenange 
; : .. \ : . ·�: . 

of - tne d�btor countr.y/��ddenly decreases and there a.re no 
' . ' . ,. . . 

. . . . , · · .- , . ' . . . 

e.xe.esEJ exch�e res��ve�,, then th� last reso:?"t -will be the 

arrangement of new ext�rnal credits and loans �, Other·w1s��  
/ . -� . 

sl,1.spens1Qn �f i.pvestm_ent ·s.&rviee or a .further - curtailment of 

1i,nports will be required} 

. :Fluctuation :tn th� E:)�port proceeds is another reason · 

for. the -need of ahort.;;term. credit . Severe flu¢tiuations in 
' . , . 

· expo�t procee<;is �r� observed often in underde'ifalope.d coun­

tries .,. · !fn EOA.F.E. countries,- for eJtampl,e;._ from 1948 to l.9$7 · 

pr.imliry export proeE,eda revealed a Wide. range: of fluctuation · 

as the fc,1:1.owin.g table �hows : 

I 

I 

I 



Ranges 

. { 
Flu�tU:at:ton in Export PJoeeed�· 

. ECAFE . Cpun,tries,, 1948,:,•.57 
. ' -. � 

JUce ( Thailand, :Burm€!.)j tea : ( :tndonesi�) , tin · 
(Malaya) ,  and petroleum (Indones�a) •• . . 

. - ,· . � . 

Suga:v . (Phi_lippinesl,- ·tin ( IndQne sia). ,  P,®t�oieum 
(Brunei) ,.: · . .  • . · : · · . · · ·

. 
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Sug��·: ;(Taiwan) , :¢opr�. ( Ph1Iipp!nef3 ) .� · ju�e ap,d cot� 
ton ., (Pakist·anh; a.be.ea ( Philippine·s ) ., . · 

. ·.: . . . . . . . .-

While· rice . and t�a fluctu�ted 10 p.er ee�t to l-5 per cent �s 
the lowest· fluctuat!,ori category, rubber showed the· · highest 

• I • 

fluetuatlon arnounting tQ . jl pe.r cent to ·33 pe:r cant • . · On the 
' ' 

\7h�le,. the fluotu�tion in &Jtport • pro�eeds was mor� severe 
. ' . . . . 

' ' 

tna.n th�t of, · �xport . pt1ee and quantity of exports • .  

The severe tiu¢tuation in e�ort pr<;c&e�a of a ft9W prin• 

e.ipal goods in tbe underdeveloped eountrie$ _nuutes :, it urgent 

that ��sy aci<?e�$. to credit a .- or 1.◊�s · be available' to them� 
. . . ' . , 

• It z:iot,t 1:nile.$tment service wil
.
l be auspend.e.d. for a ;  whi:leJ or 

import :rest:X,ic:tioµ. m.u.s� be intenaift�d i.f tt is  s�tii workable . 
' ' 

·The eeonomic :st�u.c�ure of the . Wlq.eraev.el<>ped countries is, . . on 

the who.te, tr:agile and 1nfle;icible �.. Any exc�s·�:' �tx-saln on its 

. •ecirmc,tn.y 9rtly . �$�ijlts in the di'slocatio� of t�e wnole ec.o�oznio 

$yst.e�f- : On , t:ti, e·6nt";a�t,· 1t the new ·cr�di'faf ott l¢ans can ·oe 

a'.rral'lged a_� a t�mporary tfdeover_.
· . not only will the wh9l� 

. -:1 . '{, 

' ,_\ 

' ' ' :j 

' . !!1xports and. ,Colllltrles 

· .. Ji~:33% Rub~er (Indqnesia; !llal'!Ya and the l'~gl.on ao a whole)+ 

Source,1 United R)ations, Eeon9mic C~;;,,,,1.~1on. for Asi.a and. Far 
East, Economic $urve;, 2£ Asia~ Far East, 1221.• p. 117,. 

-•.·-. -- --

C' 
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e¢onomy be x-elieved., , buth also, the servicing of 'foreign debt 

won•t  be . default�d� {Of �e>u.rse.; t�ere 3.$· dallger 1n e-Ktend,1ng 
·' 

a hahd of rellet to t;he Jeopa.rdi�ed debto� .. 'J:here is : no 
e;uarantee that new . ere di ts or loan.a will release 'the · <l.ebt'or 

count�y from the adV?rsity suceE3s s.fully�. Yet,, new credit 

must be extended trom external resoure#;\a , 

The sources vinieh . off.er such o:r.edits and loan� niay be 

internationa'.l. . fina:nc.ial institutioriEJ·-; private: b@k:SJ :fox-!:3ign 

govar.nm$nts,' or a regional develqpmept 'bank . .: The Interna­

tiont?.l. Me>netaI"y. F\mq 1¥t·�· long be,.en se�vlng -as 'the p,rtr-1cJp,al 

institution, tof $ol ving be..la.nee of pa,yments .proble;xns . by pro-• 

·Viding seo<>i;tdacy �eser.ve� for the . balance · of. payment a eriaits 

in the form of �-1ghts' Qf dJ:i?.Wing on tl;le r�,M.F• •s  .resouroes :i 

According to l\r�lcle V .  ( .3)l a member is en:�itled to b�Y . th(!) 
' , . . ' . 
currertcy . of anotl'ler,, in�m,bE)r ftoltl tile , ;r,_.:MitF t in eJtcl:lange' to� 
it� own c.u�ren,cy' rota l?lal;ing foreign payments.♦. Q.rd1·m1rilY.t 

e. memb�r ee:t'�ot. . -1Du1 f():reign e.u.rrenc:y ·for domestic eurren¢y 

worth m<:>re than. 2$ p�r e�nt; o.f its quota during a twelve• 

month pertod ; �d ·11:, ;cannet: ·buy 'ror.e1gb, (!urr�n¢18·8 t6 . such 
. . ' ' . 

an amoun� , a-s we>�ild <ia.hse th� l.�M'.;�.f\,;· f  fl hold,1.n:gs o:f 1 t.s cur-

rency . tQ' ??e ' ni�re t,ian °200 per' · oent •qf its . q\tqta . .: . 

H(?Vl�VE,r. tlie ·an:p.ual d.ravii_ng . �ight � on tl:le : :! .M �:F• ot,n..;. � . ', .  . . ' , ' . 

�titut_e a · small proportion of the foreign e2t.erumge ?aset1ves 

of' tnany cou�trie� . F()r a numbs� of aount�1.es these : ratios 

' 

I 
' ' ! 
I 

' , ' 

,,,- ' 
', 

I 

! 
i 
' 
I 
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,, 

are 'under. 10 per ¢ept or tbei:r· r�serves,�1 Tht1SJ · if talanee 
• • • .

. 
• L ;

•

· • \ of payment.� de,f:l;eit. on the. eul'ren:�· account causes a. d:ra-in ¢f ., . 

foreign exchange reserves by morei than 20 p�r eent, ·. then 
1 

· . drawing on the . I••'4tF•· ·see())I'ld�y �es�rtres wili ·meet l;ess than 
• 

,. • ·r 
.. • 

half of tb.e . def10·1;ts � I:C th� $eo<>nda1'7; reserve.s a.re. :of · smaller 
. _ per�entage, the ·pe:rcent�ge of defieite. absorbed by tne l.M.lr:., 

r•servaEJ will be. le.s s �  . 

. ln .tn<!la,. fQr ex�mple, . in · l9$6�""the · first , year · -of . the . . . 

dollar$ ace·c>unted fo:r o.nt-y· 5.�.2 per ¢tmt. of ,her for�tln e�� 

ohang$ re.eervea.-"":$11,9t>Q milli�n-,. · :The . pa}lfflehtS. def1t1t on the 

current a&·co1uit .. ·tnie 7ear· : ·amounted to $4.81' million and. the 

drain of . tore1gn eltche.rige peserves wa,s $417 m1il1on . (drawing 

of $100 rnillic>n was exteild$d to the next �a�) �- In 1957 pay ... 

menta d.ef'ici t ot $8.56 -�llic:m. was fin@e$d by I�0)r,f �- d:rawi11$ 

:or $200 mtllioll. fl956 £Uid 19.57) and $484 tn1i;i.ton ct foreign · 

e:ltehange rese�ves · a.l.Qng wt th other• means of .f'i.naneing � .B.erice,. 

Jndia"s· annual dra:w!:ng right at>counted for only 20 (1 and 11.6 
per cent of de.fioits in 1956 and 1957 . t-e$peetivel1/ India ts 

dafieitJ3l howeifer,: we�� ca.used ia�seiy by . the ine.·rease in 

import$ of deve;J.opment goods ; thus, their ttnaneing �ctua.J.ly 

does net fall co�pletely into th$ function Qf the · int�rn�� 

t1ona.l Mc,n�tary �4 •. : fbei-�f'qte., al.though the · ann.11al draWiq 

rlgbt$ of many ·co�t�1es she.re ��ely a small peree:ntag• pf 

. , • . . .. .
. . 

�akdawala;, . Df f.;,t .21?.t.• cit . ••  p ·+ 165.\ 

-( 



theit' exchange reserves:, the function Olf the Fund in mitiga,t­
ing the balanee of pa·yments disequilibrium ¢a,nnot be under..:. 

estin1ated. 

l .:M:.:Ft1 .! Re serves • . Gold and :for- l)efic1 t on Drain .of 
Year· Annual · drawing aqtually eisn ex¢hange e.urrent reserves 

· _right drawn ( end of: · aceount 
· ,  

1-956 100 

1957 100 

0 

200 

_- period} 

11,900 

.. 4 .l,1 77 

4t)l 417 
8.56 484 

There _il:3 no doubt tl'lat · the investment climate in· the -
· ,, :r 

I • • 

debtor counti"Y 1$ :partly r'3$pc>naible for the ,tntlow of new cap ... 

ital , pa�ticul,arly private capital . · The recipient ' s  capital 

· absorptive c:rapae·ity tind ability to rep$.y play a ,a�eisive part 

in inducing new capital to flow into the eountry ., 

The continuity :Q! capital movements has be.e.n a.n impor-
. . . . . . � 

tant element 4n·- �he bal9,nce <:>f payments prob1.;em� 4".; -. • Sudden 
� ' . . I 

ehangea in the flow of capital· enormously iticr<§ased the dif ... 

ficultie:s of inv�stmeht service transfer . Di'ffietilt:ies · 1n 

payments will · be i:;ased. if chang�s in the flcnv of capital take 

place graduallyt thµ� enabling .a numb�.r of adjusting fae1rors 

to have sttf:fi¢_ient time folf . m�_ing $.d justment • . 

ec;ntinµity of c·apital mov-ement does :n_ot imply_ that a 

certa,in amount. of part;J.eµlar capit.al rJ:1Ust flow . in annually . 
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l:t meana rat.her. tb.q:t:� the ·tot8{'). st,ream o� anr,11,1al capita). flow 

m�1nta1ns a stable· lev.el �d i��dden oha;nges in th� tna�itude 
" ·· .· ' , • : 

• · . of t)apita4· e;�fl a.voi.de<l.f Tllat:': iei short�term, credit$ and long-,. . . . . V . . . · . . . 

·. · t-eriu<'1oans ·wiii .:.be · ,av��ll.able- }aithout �c.h diffie\.\Ity at �he - . . . : - - ,-. _ .  r . -- . 
; . .  cur,pE=lnt · le:vel.;t .-..,�. ·q.i�et . 1nv�stmen� · · profita are reinvested 

. . ·-: :: ' 

·• . . ·qllite; regul.ax,1,W ; �t. the, •past ;p:rev�Iiipg ;"iatti' �:-: : · . ·•· ' · • , . . .  - · . '; . . . 
' • I � • • • 

f 
•
� • • .,[ 

• . ' . ' . • • ' . . . . . 
. ·., Change.$ in . thE;i su;dden flow of �0:p:i1;a1 a�e attr:tbutE3d to 

the foll.owing. �eason!if ; 

· l.. , Ji$Uslnee� eondJti:ons of th$ . cr,�d1tor countr,y.r fr�vate . . . - , . . . '
. . ·

-

:' . 
. . .

· - . . '1 . . ' • 
. 

. 
.'. . . ' . ·eaPital, . movem�nt s . b.ear: a eerta':t,n F-:elation t.o busines�: ('},Qndi+ 

tions o,f . . the · Q-r.�41t.;Ql' coµ.ntrY'.t: JJy ,and le.rs�. f'oreigni invest-
-

f • • ' • • • 
·., • • • ' • • � : � • 

me.11t will be ·.a�tiV63 ·1n p�o$pE)rtty while th� r�ve��e .i.n � . . . . . . : · · . . . :; . . . . . ' . •
. ·

, .
. 

.' 

r.ee�ssion� «'he United_, St.ates �n the l920 fs ':was ,�h,a:racter-. .  . . . - . · .. ' . .. . ; . . :: . ; .. ·,: . , � . ' . .. ' . . . ' : ' , . . . . · . .. . . . . . . .. 

, C()lldi:t;ion;s · pfev�il.E)� . :iP th:9 q,Qmest!'.¢ :ma;-�e.�-� . · . .  HoweV.e:t;!, tlle . ·-. ' . . 
·

' ,. ,·
' . . . . , . . . . . . �- . 

;fo��iitl inve st1,11�nt. i':�du��d s�bsta�tt,�,11y. w��n tll-Q depr.� s�ion 
- . . . , . . ; . --

� 
.: . . 

:
· . _. .  ·

. 
-
; - . . . . . ( ' . � . . 

- · camef In, 19.39. t;�� lq�s, � wl'd.Qh doµbl�i tn. l:930 frQlll J�he J.9l-9 . . , . . ' . . . . •. - . 

).e·v�l,, again .�edac�d .lo �ne1r ;1.919 .1,v;el.�,t , '!'htiS:f a . . �udg�n 
. • • ~ • •' •,..,} 

• � ,' 
• r�:• , 1 

• 
• 

- a · , , 

turn .. :in �usinesa. leJ)!l�i ttprrn wi-11 · ·01\\�S(;t ohar,tge_s in.. the flow .or 

capital.,♦ , 

:ti )\1:obill�f. ,Of: sho;rt ... te;-� cap1-�,1ilil; -�<>r:t�term �apttal 

1LJ �bJeet, t;o , ll1.gh m:i;:>bJ11ty _ quE, . to �t-� �-�na_it�v1ty . tQ .Qp.{Ul.Ses 
• 

• • • ' • • • ', :• • • ,
.

• I • • • 

.
• • • 

l", 
•: ,• 

.in -tbQ Pl'•O$p�ct.:: 'of. :���ter .proi;it··i;,, Util.�.sis . t��re . are t�at:rio-• 

ti'!�ii�. ,,.����te� �#�it�l, J•<>nd.s .· t'! !lo>w tr9"'· · � .. ss p.�o1'ih,'t>:t,e 

( 

s, 

·1,·: 

ized by aeti:ve pr1·vate •investment abroad when good-business -
. . ' . '.-. ' ' . ' . . . ' ' ' ;' . -., ' ' '. 

I 

,,• . 

. . I 
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inve stment tc;; .  t:ne · more prof'itable· � .. · The:rt?J,to:re,- the nio:re ·short-­

term capital '.is �raployedt the more · changt\s in the Slow _oi.' 

c.apital a;re to be · expeoteir. · r  

. . . . in _ p¢lit1Q.al (!)� . ee9:t10:mio policies of either ereditor or . - . . . . 
. . . .. ' .  - .. . . . . . . . 

debtoF countr7 wlll ati"eet · the flow . of foreigr-L. capitai .i • Po� · 

litieal instability
. 
of the debtor country tends . to·: keep £or� 

ei.gn; · capital tr0.1n flowing .1ri. lllaQt ¢b,anges  in trade·., ex ... 

change . policy.. or monetary poli�y produce a similar eff e.ct •' 

SUdde.n changes in the. flow or capital 1ndµced by one of 

th� above three �eas<>ns soon will bri� a.bout their' impacts 

in the foll.ov,t;ng ways ;  ·iJ::ne �ffe�t will be t�lt il'il?nedbitely 

on the bal@ee of pa:}1l\e?1tSi . Th�. qessation or capital ini'low. 

i,hich was rath�r i(-egu;l.a� in the pa.�t indie�tes  the · reduction . 

· of a:va11:aole ' reretgil �J1.;¢h�� • If d!rect in'1estment profits 

tend to be reinve.at�d :tn less percentage tm,u,. bef'e>rt1 or rep�� 

-triation of private ¢J;tp+ta:t: is  Sittf!l'mpted• ±t give s  rise to 

riew &xperi4.1tu.r� _of fo.;,�tgn excna�ge � .  NQ_ -matter· what .form of 

change in the, f'.tow of . capital tbere . . f$.� the immediate re sult 

is . dia�quil:tbriull.\ tn the external. paymen�s •. , . . This r.nakes - the 

transfer. of rnv�stment serviee . difticu+t� 

'f.tl.e . sud.gen ·•· cess�tion of cap1 tal inflow atso render ti serv• 

icing .of forei� debts d1t:f>1c�lt. :by brinsing � setback to the 

induatrie-s :whieh hav� · been dependiilg · more or less u,pon the 

financing, or for�i� . ea.pital .. The supply of nec�asa.ry · 

3,-: Poll. tioe.l; monetary, or i'ine.no;,al policy! Changes.· • 

I 

I 
I 



. ,1  

equipme��;a' an,d ra.w: · 111a:terials . will be cut down, ·and tbe whol.e 

produetiop will be · C?ont:r�£etod·� OonsequentlY:t there will be 
. .  

� deorea.se 111, i.n'.�ome ·eiticl : ��yings ou:� <:>f w;t>.i.eh investment s.erv-

loe is to be paid·, 

. F'r'om . th� aspect of cro:nt;tnu!ty of capital mo'\Tements,  pub­

lie capital seems _ .to . be. . �01•e acceptable . than pr.:J,v�te. e�pital♦. 

With a · substantial amount of pub.lie c:ap:ital 1n · the total 

borrowing from, �brGa<l:, eont1t:1tlity of:. capital flQW is :likely 

t.o be_ ens"2redi . P;rivat� capite.l 1 e  m.alnly mo.tivated by prof ... 

tt8.bility -and �aretyt whereas public capital tends to seek 

motive$ ot�er than P,rot!tabllity. and saf�-:ty� From this point 

of vie�:, . ... ee'.pital from : intern�t:1.on_al :t.endi.na orgaili zationa is 

tno.re· a<:1eq,ua.t� ths)l inte�goyerl:ll!lente.l .loans on .th�. grounda that 

in tbe forrn�-:P tne . irifluep.ce of the inte:r-e eit� .of iridi Vidua.1 
• · · ,.·· ·

'· .-· . -. · ::,:, : ·· · · · · '  : · · . . 

coun.tries will be absent; andt tnus;. th$ _ flow of capital will 

not be interrupted by ·sudd�n ch�ges in: .· the\. to:r�tgn poliey of' 

the governil!etit involved� The· advant�ge of :finane.ing eapit!:il 

through th8 inte't'n�ti0nal .inst1t1:1tion . to \Ulderdeveloped coun­

trie s ts  ba.sed ;µaptly on the belief that such an. o�gani zat:l.�n 

w:tll operat� ,aucees s·full-y by stan<iing above. tbe indiv.idual 

interests of ·member . . eauntrie .s sio that $ highe� ob jective of 

e·e,oriomi.e cooperatlt,n �ong the developed and. the underdevel-

. . oped. countries Will he r•eali zed •-._ 

Apa;rt front tl:le e et$bl1shnlent of the inte�na.tional len4 ... 

ing inati tuti9ni many ways are open to the as·au�;ance _of 

\' ' ' 
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c:ont:1:nu�ty of ca,.p1t�l,)1�ovem�rrt:s i .. , ��:vQ.l'.ltee .o� . cont·ir:iu.1 tf , may 

. ·b� ,glven. ·by _  the · g·pv�r�ent .of :. a  eredi.t,o:r· e,ount�y ; on' p,;i'Qlte . ' . . . . � - . . . :. . . . ·' . 

' ' . 
. •. . : � '.\:, 

�tQ?t '�Y. 9.ff�:r: ,.�o�� :PJ?O/ttaI!l ,,�S$��:t� .the twctng ove·r, : .¢,t ·pl"l� 
. 

' 
. • . • 

"
i .', 

· ·. vate 1n�e,$�mE!�t ·;i�,, ,<'a�e pt�:vat� cap3.tal must . . return. t:�� ,the • 
• 

• • • • • • • •  � � · -.' _ : _ .  :\ • .i_ ' 

: 
• 

: _ : (
. ·

: • • .>, 
• , 

; • • • ! 1 .
. 

: l ! 
. 

' .  
. . : 

�aeration !! RepaV9ent, Ter,ms 
. . . � . . . . .. . -· 

,. . ' . . . .
_
_ . . . . 

}' ' 

, The Jno4i,��at.1qi:1;,, Q� ��p.aymen1? _terms , ,nQt , pnly l,e·$s$.ns .. the 
?( 

b��eri, ! ot ip."tp�tt�e�t. ;- $ru,•viqe . c;,n. the . id�btol' ,-¢otµ'.).tr'Yi . b;ut . . also 
, ' . ' ' . . . . 

\ 
_
.., 

,ea.�es ,  the : t�an�fe:r , _pr9b:L�m., ,Qf; inv�J!Jtment ,1f:4Qome�, . :rt seeks to 

t1edµ.e� �h$ .bur<ieri o_f i ,t?e;rY1c� :tH1YJ:ll�nt : w,hi;l;� the: .�◊-n�ripution 
,, - .  . ' ' . ' . . . . · . . , -

!-'>f ,,f<:mefgn.. .Qap;.taJ ,if).ve,�'t.�i;i J!iil4- , )>Ei , majp.t�lne:d· .,�t �he ,  .�am� 
. ' .  � . . . 

·-
. . ' 

. le.v�l. ., _ . · Jn �- ��;i�� t w.iPC,.t1ta.t�d;,' :¢�pa.��fft: terms ·mtll:ltl .ii .loss to 

tha. . -C1'fl(ii�ot:•' . , . ,i':r1µ�i '.th� mc,d��a;lott o:t' .rep�ytne,nt '; ter,ns, j;s 
' , . . •; ' : . . . . 

· .· .p,ri11�_ipt,.l,ly , 1n4, ��1'�t.e..:4. PY �'.Q� c,·;r,a.c;li,tJ>.r,.:, without wiilfpgpess 

. an,d t,e�stbil.Jty ·otrJ;h� p�rt , 9£ ,  ,t�e·. ¢r�d;1t;oro t�e :ai,s.ollsa..$on 
• 

. . • • ... ? . . . . . . . � . . • ' � • 

•· } .  : , ', beli3:\V: i,11:L . ,be .. only, .· a.d;�r'i.¢e . 9� . ,  op,1p:lptl;,i? , .  .:tf t$i sting :i�;riding 
.
,, . .  ag�n¢tee. :c·�ot '::a:ff9r,d th.eE,\$. ternur¥ . � 1:1�w i.n�tttuticn' , -embrae"!' 
. ·, ,, 

· .. . .. �:._ ,�µ¢:�. \!j,l,.li�f.i;i.� .. (µld .fap�ei ty . nt\\lst. be $sta,bli$ll�d.i 
. . . -. ·  . , 

¢® b� .atat�d.� )l'P:�Y a:te ;: . 1�t�r6Hft. , :r?,te•?i, �a.�ur1ty . p<;r:io4.;' 

gvace pei�iodf ��4 '.sebedul� : -�t �pa;yr,ri�ntJ•f 
: : , , ,  . · : , .

. •, j: · · ·  
. 

. " .Inter:e.st Rat.e's :�, ! , . ' ·: ' 

Inte.�e£:1t ta��s dete,rm1�$. 1;,l;l,�t am.�unt . of,. :tnter·e 511f charges 

to 't?e pai.Q b:y , th� · .de:b·to� · �ua.ll.J (<->r . s.�i:lli&nnu�ily or qua.rterlyi, 

-~ ' _i ; _.:-



, .'i- ,, . 

as tbe e.a�e may b�l� . n,.e. nigher ·t)le ra.te.s i the lar:ger the 

interest pa.ynient � 'l'o reduce.· the bU.rden of' .d�bt servicing 

low interest rta.tes ,  thus,, . are required ;  
.. 

Intere st ra.ti.s are usua.lly higher for privat:e capital 

than for public capital .: : Howev�r, interest, rate s for· both 
' ' 
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kind$ of _ eapJ,tal cannot be far · ft>om the. rates in the capital . 
. . . 

-

market .> From tbe ·private investor ' s  pc:,int of view; highet' 

rates sho�lcl be ·char,ged for- capital when used a:broad sin(}e 

some • extent
. 
of risk · 1. s  1.nyo).ved.,f · ;tnterest tates . charged by 

va.riou$ publte · .fJnanoial, in1?lt.l.t.ut:i.on.� a.re by no mea,ns iden ... 

t:lcal ,..: -. Some dj;spatity exist� beca:U$E} of cli;fferent opera,tin.g 

pc,liei� a of  in.q.iv;t:au�:'.1. :lnsti t�tion,$ ♦.'.� 

Our�ant · 1ntere�t rati� ohatged by the lnte�national Bank 
. . ' 

-
' 

� 

for Reo,,nstructl6n and Dev:e1op·m�xtf;:. tange from 5 per . c�nt _to 

6 per eent. inc:
l
udi�g eommissibri' oharg(;},s � The$e · r13.tes are 

1,1jgner th.al{ ;'thoa:e ' pr�'va;i 11� ,during., l.9 51 '. to l9 56 when . 4 1/4, 
' • • • I 

per o·e:o.t · to ·  4 7/8 ,p$� cent : �e�e chatgea. ,:3· 1lha rates · di:ffer 
. · ' ',  . . 

depending upon, -tti� �a·t�re; .. of t��. pro'Jei.ets for whi.eh lo.ans 

a:re mad� ,. Agri.cu.itural d�ve.lop�en,t pro,1eet ·. loans have bee:n 

cb.ax'ged .  101.je:r t"ate,a t:p,an po'11e.:v.,.. industry, railways_., and port 

pt-Q jeot�." PJiat\\r:ity of lotm a.nd ex:tept of (?i>edit risk,.: .of 

11nt·0rnat1or;al BaiJ¥ fo� R�constructiori a.nd t)evel.opment,: 
.Annual. Re.por,t , va;ri�µ�,.,; 1�su�s�� The tendency of > �i�e _4n inter­
est rat.es fro¢ . th$ fui·ddle of ·. );9.$9 up to now in tan rna..jor �oun"" 

. t'r1es 1n : Et.wope .and I'l9rth Atnert<lt1, ae:count$ fol' the coJ>�es. 
ponding ; rise :tn · interest ra t�.s :to� the World Bank loans . 

/ 

., • , I - ··r ,_ 
' . 
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_ ¢ourse1 a.re 9thei;- e9nsideratlena taken into account for deter­

mining inte·�est - rates-, 

I_n:t.ere$t . rates ehe.rged by the Elt])ort--Xmport Bank are 

l similar to tliose charged bi - the World Banlr, �anging from s 
- . - l per oerit to 6 per oent currently�. Some disparity in rates 

among debtor countries is observed. Loans to Indonesia dur .. 

ing 1950 to 1957 were oharged 3 i/5 per cent,. whereas loans 

�ade _t·o India during 19$7 and 1958 were charged lr per cent or 

5 l/4 per qent . _ Loans · to the Philippines were normally 

eha�ged .betw�e:g- 4 -PEtJ? e<:lnt . and S pe:r <;ant !' 

·D1spar;ty 1n i;nterest rates 1.s greater for loans under 

section l.OQ. (e) ·of Publi.c taw 480.:♦. . -These lelails are in the'. 

f()rm of 1oeai _ eU::p��ncy 9}>tsin$d .from- the sales of agrictii­

tural s�lu�� lJ,.terest ot 5 pe:r �ent :for fakistan,. ·· 7 1/2 

p�r cent tor: l,sra�l and Franee,: wldle. 10 per cent ' for Mexico; 

wa� charg1;1>�-�t �e di�parilY. may be - ��lain.ea by the ditrerent · 

cons:iderat_ions underlying the 1nd1vidµ.al d.ebtor country based 

on _ th� prlneiple ;c �11;bQ'died· in the · ·1aw.· 

Th�: , �terxuiti,on"a.l/ ;fin�ce eorp(?rat,1on,: '-an affiliate of 
' • .,_ . ! ; • 

the_ Wo�ld Sa$., · ���rg��;" slightly higb_er _r�t�s tM� . tlla World · 
' 

• .J 
, � 

• 

. Bank beo.ause it_s tn�,111 runctioJ:t is to make lo�s- to private 

�Eltpo�t�Import Bilnk, .. semiannual Re.port 12 Copgreas,  · for 
the p_eriod JulyJ'!De(1em�er, . ·19581.,: , ·- · · -- --�,. 
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,enterpfU�e oper�ting .i� �derdeveloped . countries �· . · lts cur"!' 
. . . 

rent raies
.
@e, $bout t pe,-;r cant in dollar and additional 

intei,est , pa)'a.b\e - in lot�l. . currency ·eont.1ngent on earilings .,,1 

'l'b.'3 ·Developm.$.nt · .  toan: �u.nd which provides· soft l<>f:lllS �e 

underdeveloped e ountrie� eharges different rat.e� for differ;. 

f;)nt t1f}e$ of projeots ,  . . On . loan.a fo•i eeonom1e and.· · social over,io 

heaGi projects 3 ,�·.5 �er cen1; ts ehe.rged,: while on loans , !'er 

profit .... earn1ng' prQjeets.• ·s-uc:;h as Dlan\lfa,�turing • ·an d extra..ctive 

industries ., illte·rest ·  ra,tes. are. charged following the t.e$s of 

the txport�Import Bank of similar projeet� .• 2 

In the' above we have re<viewed varioµs interest rates cur'!!' 
. . . . .. . . . . 

;
. . . . 

rently charged. b� the publi'c l�nding institution.tr�, These 

rat8s 1 are ai,pro��mat�lt tlle sem.a as , inte?est rates . eM:r-gf;}d on 

loans tnad� by .eorimiere1a1 banks �o the publ1o in tile . United 

States1 but. are 'to·w�r . tha,n , thc:>�e· cl'.larged in many underde1rel• . . . . · . .. . . . . , :, .
-
. , : . 

oped cc,t1J1t.ri,e�·� · · 

Tll,e� a.re Ei: n.'Wll�ei- of rease>ns to offer capit�-1 at· low 

illterest rate� tQ �de�cleveloped co�tries :.· Eeonom1'¢ devel� 

· opment need.1:1 . a.. en.ibs·t'a.ntial. �ount of .aoe1al · and · ·eco�<.?tnie 

overhe.ad capit.&.;l. whic� yi�lds it� f:ru1te . only atte:r: � .le>ng 

period ·ctr t1:me -,, • · Expor:� 1:o.dw�tri.e� · 1n unde�dEtv:elopeq ¢ountr1es 
. · . ' . '. . 

----........ .-.......... , t·,: . · . 

I 

· .1niternatio.ual • F~ce Corpi,ration, _Third Annual_ Report, 
122!!.,.!i.2, PP-•. 12•13~ _ _ . - · · - -

. . . 
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.. 

, ; !  .•' 
• • 

eJ:P4il4, : a.t .e. rat�!r _ i:J:1ow �a�e be¢ause of lo� i.�c,�e- \e1,s.�1e�✓t.Y 

fot- pr!.mary i9od,ii . /�ve�� .h�ctuat:ton :in eiJ?◊rt pr�C,$ed.s; 
' 

. • ' · . . · '  ' . .:; , . ·· · .: 
. 

. . ·· . i· . . , 
. . . .· ·• · ·_ . . .. . ' , ,  ' 

' 

·neavy .ifilpo�t:s of '. _dev�loppi�:nt , goo
.
d's ;. :  etQ,-,,� pr.qvide' .  ot}?;er 

: . . . '.' : ·. . . � . ' . ; . . . ·, 
. 

' 

reasol:l�; for · thl:( -�dl;ict1dn · of ihte:r,e st 'r-a:te::a- .:, : 
' 

,, . · ' • ':·, , , 
• 

I .
, . • .· . ' . :

·
• . , . . � . . 

. . · 

' ·Ro�ever,.; how fe.r ·t�tereet ,rates· . �an b� lov,er�.d : dep,en�� 

,. , · ' 
. ' . •  . . ,j. ' ' 

· 
.. , /  ' 

1.r1s:titut1c,n t•·: • PtJ.:va.te, 1.and:tng, 1.h��ifa:1�ie�s· ol?eratt:td p:ur�el.y . on 
. .  

·: . , . . 
� . 

• . ' 
I . l : . • , 

' . ' 
. 

., , . , 
. 

•.. 
." , . 

. -th,� 'p;r1nc1pJ;·e 9f Pr<>f'�i,bility · ·CF·�
·• ·ha,rdl'y �fford� ·to p:rovtde . 

ee.p�tal at .a. l,cw.er. :r.�te .  :t�n the preva�ling �at�.$ $� ho.me.�, 

f!iqr�ov�f:, . (ii�d,iti�n�i . ehJrg�e , for ;t�e, . p��sibl� ri�k- '1n�ur:reci 
• -

, ·  ' • 
• . ; .• , , . • ··· · 

r . .  ,. . • • . ' 

, ; i 
• . 

w!,ll Of;) : i-�qu1�eq (l6r· pr,i,yl;lt� . . "'p:1t�l �1.es·� · gtti1-r�t�ed by a 
. . t i ' ' . . . ' ' . . . ' . ) :  '. - . · ' ,  

puli'>lic . :.l;e,�pipg · .orga.n1:��t1,pn . $'1C.h . a.a th$. · Worl(.L Bank or . by the 
A 

• •• 
· • ' 

;. 
', 

• ' • • : • 
• 

• • 
• 

1� •, 
o • ' • ' ' • 

• 
• 0 

• 
'

O 
• ' '  

• 
O 

'
• 

� 
O 

· go_vertl)n��t .. \lri
�,� .:,:�� . .  i.n�e$.t�en�. - �ar.arit'e p11ogJ:iim�: · ·xrl 1,;h1$ 

r.esp�Eit :.
���:11;,.:: l,#.�

!n�
: �  !µ�t:lt.utJ<?Jl' ar� . �

Il ·e. ij·Q.od pos+tion 

to ott�r · : ee.pit�i at/ ,l!Q•v/ r�te.� . f<>f µn�er�eyeiop�d' co�tr'ie$�  
. ,' ' . ' . . 

: -
'!, 

. 
• • . . ' 

� 
·;'.:: . . �-

. ·- . ' . . . 
. ·. 

. � 

Tlie r�c.eni .• -�ts� . . !tr lntE1rest r,ates ,f;orri 5 per Q,ent. to 6 

. . ;:,::�:i::!:s:: t::A::: ::··· ;�::r �:::!���-t:i::
m

:o e:;$Q 
· .(�ppx-ol(ima��Jf) , · th� · ·eurt'e:rit rat�s :  ,:-eq�t:re 20:· :per 

.
ceilt .to . 25 

-� '• ' . ' . ':/ ;: . ·. ;
' . 

. 
,· ; :.-�. - . ' - .  

: - :- .- . ·,,., ,:· . 

· .· .. · .. • ,t pf:it- , �E3#t mo:r,$ ' :  �ri��tt�t .  ·e��Sf), s · · than ;bet Of�h Jt i,s 
. hoped that 

i'at$s wil.t ·be . redu�ed within available:' mes.rii;; , . . Tbere . .  4$,, of 
' ; . ' . ·. " . :· .

· :  ;," : · ' . . _:: . . . . .  , ' . ,, _., . . ·. . . .. - , - ·. · ·, ·, 

• . . . . . 

bqIT.owed_ ·,rz.qm,; tn.e: · .captt�l-': m�.rket .�s ' it,, the ya,ae ;or· t�.e . W�rld 

· B� • , . : �r�oye.�; .· tiiter�:si ·rate . is 
. 
�-- .�ric'e• :t�r . the, .�-�i:' :cft .oap-

it$l.• . It is ,Ji nt.�:lin� ·or . ,a.lioe:ati.1!iS -��pita1 a,µoilg> ve.�ious·. use13 � 
. . ·. • . 

· - • · . , _, . . ,- ,· . ' . 
. . : ·  -

.-\'· 
:;!,'_.· 

' 
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Th$ m� servfe.:es can · be attained only through an a.11oc:a­
tlon bAsed e.n ·tp:e interest f\at$ • .  
Mft'1r:1Py-· J?eriod�, --· 

r . 

L.�ans: made �y<the' World :Bank ' and 'the lfutport-lmpoi•t Bank 
are usually tepaid · Qv:$r twenty. years· on the Eiverage .; . .  toaJ.1$ · 
made by t�· fnt·e�:�a·tlena+ :  Fin.ape� Co�perat�Qri a.re. J:"ep�id ever · 
ten years 'U�ua;Iy •. _ ,  (l'he '.length of maturity period• also• is. 

· .
. . de't�:Pm��e<it by the U.s�Nl life -· o't . p·�o ,1ects ' :for which lean�. are 

W'.ith . a: tiew . to al.ltlvia:ttng the but-den · and . the transfer 
p:robletr,1· of debt s�rvi¢1ngi it ,i.s · expe�ted that the .maturity 

·,. 

> · , pe�1od. Wil� : b� ·�xtemleci a{ii , lohg as poss1ble i in eff'ect,,. the 

prolong-ad· :n.wt'll7!'$'-ty: p$riQd , proquees ·st11111a:r- etfe.ets as : lowered 

int�rest · vat;e.s�,1 the: annp;a:1 _:se:�v109 p�ym�nt ' will be reo:uoed 

as tbf) ·�at�ri;ty 'p�rtti'd' t s  P?�lo,ng<a.d. ' 

.The �;x�eµs:1on i,t- _niatur.1 ty ,pertod is j"QEJtified .. ◊n th,� 
. ' . ·  ! . .. . 

ground� tha;t -�r,ti�at:t�n of c'aptt'al trivest.ed will be . in 
, ' r . 

· s.ccq�<Janoe . witl;L: t.:ti� �royzth ot the repaying abil1ty:· of. de.btor 

oountri:es 1; Tlle , ; leMtli ei? th� mat,ut>itr. period ' $h<;>uld be 
' . . 

. .  : 
. 

. ,_ . . . � " 

m,a1;eh�d t<i thE1 ·tttQwth;, 'i;n, ·t1:te · p:roduqti�:tty of ¢�}?tor qeuntri�s • 

Ft>r the d.evelopmf)nt 'project whose - re$ul.ts �-aimo_t' be seen 
. . 

·. 
. . . 

' 
. 

. 
�- . . ' . , . ·, 

. 
; . . ' 

ea.silt 1n ·a sb9r,t pEiriod., su�b . as ec,on,0111ic arid · sc;,_cta1 over .. 
' 

. 
/ � 

' . . . 

bead capital,, ' th$ 'maturity periQd �hould , b� : r�latlvely long� 
. . . · • · . . ' . . . , ' ,. . . .  

made·_.-. 

en tn11ot)'ls;v hand, }Gllr>S made for·~rof1t-mak!11g industries 

'!ll/'!Y b1>, $lllO;t'J;lic<>II 1n a lllhort perica,. l!ev~1"t~iess; .· 1t .1s 
·- ~-. 
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I 

I 
( 

ii 
,;-' · :• · 

I 
ad•viaable - -that ea�ings will be t-einvested 1n the, 1ndustrj.es - r- : - �. . . 
tor t'.»Pthe·r. • expane'!on : T;he resul.t s benefit both cred:it.or 

· . Ii --- . .  - ·  .. - -" . - · · - · · - · 

and · d�btoi.' · ·::r�be�: .,debtor will ev�ntllally· repay while tpe bur.-. 
·, 

a.en tit annual. debjf .se:rvic.ing._ -· 1s alJ.eviate_d . 
. 

-I 
. , . 

·._ · . · . 

�bus.i th¢ extension ·of the rn�til�rt·y ·p�riod . ts -� . im;po:,r ... 
} '  'i ; . 
T .  tant ifactor ·in as\ilat,lntf- �h·e . transf'�r. o.f s�·�viee. payment . 

\ . . . : . . · . 

· _ _  ·D$bto'.:r .couµtr-i'�s, . .  _ p.artieularl:y Ui �de:rdevelQpe-d f.titea.s�1, , .will 

be ;gv¢at-):y' benetited , if the . 011�:rent: . aver�ge maturttY period 
I , . ,, 

can bb _ prolongedi sav to thi�tv yea_rs io
_
• fort� ye�s._:.; or even 

11 i 
• • • • ., .., fl" ., 

fiftt,; year_$;.; 
i ' ' 

GJ11aeeii _-Perloc:i�, - _- -
if : 

· W}le repa�pt Qf.' · 1oaris usually , stiaPt s: :aft�r - a . eert.aiti 

perio� ot t1trte · called the g�ac:e- ·p·eriOdj · · F·or· ,lo'anf3 .from the 

Woi?ld'i Ba.rut the, ,�a.oe pe�iod' bas•: bE)en· thre�r to s1� . years -on 

the ay�rage.�; _ Tlie ' 16nges_,t grad� pa�iod was ten years · for the 
. ' ' .  , ·.,, 

loan mad<a - r or the : J3elg1an water t.ransport · .pro Jtilct i� 1954.� 
l . • ,

, • ·, ·: 

Whe· E�ott�tmpo:r.t B� gi.ves . ·a si.n'lilar length of gra¢e period 
1'. : 

- 4 . · . . . . J:ie:re:f w� may ala_o argu$ . th�t ·t'he extension of the graQe 
I . , .  

perio(i Will h�lp _ re4ue_e the: bu;rden of d,ebt _ i,(;),rvio.i� ·liaaed 
1 . . ' . . , . 

• ll • • '  

en th� · :s�me - -�E!au·3,pns a.$' . th� ext.ens1on of the m.a�ur1t;;_ .- p_eriod . •  , 
·, 

. . . .. 
" 

B�sldJ>e,. ti.me, 1 ei · •nee��iHf ,betor� _ �h�t borr�nv�d ce.plt�l. ,��n �: 
,, . ,I 

put i�t9 the .a.e,t:qal · pr()C,ese  of .p:rod'1¢tlc:m,.. . ,.tf.ga,�P:1- · 1.-f the 
·I 
.i 

¢a.pft�l 'ir¢111 �:ait$:r-nnl sou;rces· is. mere..ly a part of the_ total 
:
'; - . . . \"' , , . . 

. . . . 

·, 

_ __ oaplt�l. nefide'd: �d/th:e c'apit.�l .fr.e>m .the dome stic · ·eavil)SS is . I . . . . . . 
:1 ' ' 

not e*��ely ratsed, . the: ST!a�Et period nee�� to be prolonged .  

6-2 
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. . Sche�ule _ o� Repaffi2iat � 
1 . . . 
11 Ro:ugh1v.• •sneak:t:"'" · tbere nave 'bee. n three' . ·P .. attorha o;f . . ' . ;  � .  .• . �, . 

. il . . . . . . - · · · _. · · · 
schedule .in ��pa,yi-ng the debt ove;r th� tna.tu1"i. -tY p9ri.<>di-.  One 

J :· -i .-. I , , • 
• • 

i,-s t� - di$tt1but� · t�� - r�payrni;,nt equally .ov�r, tl).e maturiity 

perida . . Th�>" ae·eoD;<i ·pattern ls to repay rather . 1arg43 !nst�11., '· 

ment� in , �he firs.t several yi;,ara - and t<> diminish the .annuai 
•, 
11 . . . 

p�ym�nt g�e.dtia;ly dux-i�er the re et -of the, . p�r;iod.� 
. 
Whf:)�- t;hird 

·I 

_ p��t�� is ; t� . oqnc�nt:r·a·t<it ,hea.YY: �ep�yments QB the, , l;as�: sev.;. 

' : e.ral . \re�s of .the : matuJtity_ ·pertQ.d' !  When a country b��row� 
• • 

,;

· 
I . • ' 

,
· 

. 
I •  . ' , . • .

'
. 
,i · 

r�m :,va.riou�:. ii1¢tire,t;1J . th� �ggregate at1n1;1.al :$e1'v1ee p·ayment 
. :· . - . 

' 
. . . . . . - · . .  . 

� 
may �,ak:e a ,  •t39tne.Y1�t d,�fferent patt�rii 

'� . I , · , · 
r • 

. patt�;l:11 of: repa1fnent. f 9� _ea.en debt* 
. t 

I 
!�1ew�ng - ff9W: th� tr�11s..t�J" . aspeet . of 4�·ht $erv1eingt the 

.firs�; a,nd; thJr4. pt.{�t�rnf! .Qf; ,rf;)payment se�edule alie preferred 
,I 

t� . tA'.(, ae¢·9�a pa;ptern on �h� 1:?eli,:ft that 1 t is not . ad-vis.able 
1: . , • • . 
I' 

to p�:a()�' _a h�ati biwcie1:1 o.t ��p�ym�1;1t durJris 'the, e�l:1 years 
1: 

Of . t��- tn�tiw.itJ :per_tpdf . . Bet•�:µs� ::t; n the ��rl:y. $�age of deve1 .. 
I � - -

opm¢��,j with th�·J:.i.s.si�t.a.�¢� <:>t· fo;r:�i� ¢�p1�alj. e�po:r.t . . inQu&--

t;ri� �i �r� }lnli,�f$.1.y,: ,t·� , bE) ex,;p·and¢Q,; ,su�.s1;a.n�1allyl 't.lnd Jtllport 
. . . . . - . . . 

:$UQ$·t.�tutiq�. _ 1:nc:Justri�s )l�e 11re).ciom ()perated �ffie;ie:ntly, F16r 
1: 

. . . 

,! 

: �.h�s. ;Jr�a�¢n · it t:e 'b..eilte:r.f .. �t: po$sil>le:t to e9ne:entr.�te repay-
:! 

: . ' . 
f . . . . 

ment$:I. ?n . ihe, lat¢r _yeiii�:S �:f the mat-u,rity p$r.1o�¥ Of cq�rse, 
'I 

tbis . :P�ypient 
'r

. . , 

. )I . .. · . . 

¢<>;mpir�f. ;Q _tl'JJ) , : '?�h�r �wo· p����r??,$;.,' N�ve;r:tnele$s,. if the• 
I • • 

.
• 

t.han the illdi vi dual 

.produet1vtt)( of the ,debt"" <)OUlltq ei,.n expand faster ,b,eqause 
· 1. 

·.: ,, 

' ,, 



,?: r ' 

of t��, . t�e rep,a�epi�J, d
e>e s . no� m�f;l . t'l . ��rioµs_ strain . on the · 

I ' • • ; 

adv�ee, ip 1s , cH3 sirap.;e , tb4� s9�e ,  ri��l_b�lity be allowed i;n 
' 

. ' ' . ' . . . � . . 

,, 
uatid11 ·�hie,h_,,�tg�� . tfl�� piaee !.n the de.b.to� �oµntx-y will 

,, I: 
r�µd�,r qeb� · s;e_rviei�g �tff.ic1;1lt.,: · VJh,en th� eeop.om.y of.; the 

il . . 
.
4 ,; ' 

• • •  I 
• 

; 
• • • • ' . • • 

· . ·; ,; ' 

. . !, . ·. . - : . .. . . - . - . . . • . ' . 
� 

4�bt�r.- .  eQWi�flt · .f,t,� �n�tari��# falJ .. $ i11to . diffi:�ulty, owing . to 

. �,YP$�1Qflat�on,. i.�r wh�U . '9ala1'l�e of .• pa�ents ._pps'ftion is , -�.n---
: � ' : "  • ,  . . . . 

d��;:re� f'r,0111 �:�e . ��q:u¢tion 1rf �xports _ Ol" from the- <i�teriof• 
. . 

a t.1�� • . in, . �e.l'tll� N>f �t'-�<.1�i ,. r:epa7tti�11�· rn/ly be rf;l<-:lueed to th� 
·, ,I . . 

:J.,ow,�t :-�oµnt p.9�sJ�l,� . $d�r ,tb� , .s�tµati._on �hl!¢ugb' neg_qtia.-. I: . . . ,. ; .
. · • ·. .  · . . · . . · . . . .  , . , . " '  : 

. 
11 • . /• 

tio�. ;PY _ ·tll� �yr�t-:1':lil:r�,��$:.: • .  
,I , . . . . -

· . . ;o� . .  fihe: _pq�t•��rY:; <t'ep0;yi,i��t; . 1:UaJ be . paid .  ba�k ea�lier _ than · 
. ' 

\ 
�· 

. 
·

·
_ 

. 
. 

. :\. ,, , · ·  . . . 
,. . 

, , - · 
'

. 
' . . ' . 

th,e <,;�lg.i;,�l s:ob:equ.l.� , . .t( ,t�e: , a.biJLj._ty of . t�e . qe}?tot �ountry · 
. f · - ·1: ,

- : .  1,_ . · ." : · , .:,:. · •  .. ·:: .'• ·· . ,·' . , : .- · - •· ' · - . . . 
.

. . - . , 
. . -J , • 

to . te,��y _e�AA<l�. wor:e _ t:�-� .6:�Vi��ged.� . . qautJ�n,. however,; must 
:1 ' • �· � • • •• • • • • ' . - • 

be us:�d · in suoh a eltuatlon :e() that , QV�,ropi1niistn wii1. tiot 
. . 

, 
- ·.· .. ·. 

� ···�· . 
. . . . 

' 
:· . . : ·: 

._
: ·: . ' . . . . , . . . ., , ,  ... '. .  

·. ' 
. 

,
· . 

' ,. ,,, · ' 
. 

•
. . 

· _hµx-t, 
,, '.f-�� . -�\CC?P<;'.111.1/:i" � 
I . • I 

w�t)�gt./.9�t , th.� : d4��l1Jif�ion$ in, tAis ·  s���i,Ol;lf 'tne asser-
·:; . , :

· 
. · . , . · ' I  . . . . ' , . . ·

. · • . 

tio:n. �8;$, ,l:,ef:rl m,d� tl'l..�1; :�,�,aym��t_ t�\rtnS of loans should be 
:j . . . . ' � . �rNm.te:r;i a�. get,lerqus:iy ��, .. po.s:�.i,ble ; sq a.a t9 _ ��+,eY.ia; �e '. the, 
\ . . , . 

tf�.e'.fe.r. �µr,de;r,t •,pt :tl,i(:),, g��-�<;>� . .  �()un�;-1�$-t . 'l!h� · e-*t�nt _ .to · wnioh 
I • 

• • • ' • 

. _ · the . �pa.1;1s.f.e.r- ��d;�.� o,an . �� m9d,f):ra.:�e-� �,:p�nds-' 'upo_ri· , th� _ O�pa--

. ,i:�Y �· 
�
r!d t_J!u�, .9P�.:r-�tir.ig . Pt?lJ�,1.t.s. ;of .�n� . . ��n�M,�. i}l�t.1_�?��9�� � _ _ 

!• . ' 

l;t i s:! desira�+e that·. 4ev:f{lo���n,� . Joa.iv;,: t.o �4.-�1;r(i�:velo�& 

', ' ' 

\ 

I 

' ' ' , 

\ 
,:economy": .. 

' ,, 
iTp(i\lgh ,.eps,;vment schedule is· ordinarily. set rorti\ ii! 

. ' . ., 

the ~el)edu+"• '1'hia Js . .from th~ (ear th!lt an unfort"unate sit~ 
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�rao�; :_pe:rie•,1 .  �net •�· ·nia��r1ty per1¢d · a<3 long: as :pos.sibl' ii-' . 
·Ce�� 

tainly. · this . will, •give ri se t.o• a: ·_seriea 61' iaetion$ whi�h need . . . , . . . ·, . , . . . . .. . . ·  . 

· _ be . tal{;en� 1n , the ._ &Jt14,ti�g '9r. ¢·oming · lending . i.n:stituti◊ns .�, 
. . . . . . . . . . . . ·. -

. -. tngµ�ss  .of 4�V::�l:i:?P�4 qouµtti.e.s ·�<l - �he d;e�erfn(ned at,tftude 
', . • 

. 
, 

. 
• ·, / \· 

.
. 
• 

• ·: • 
. ' . . . 

. 
, , • " :  ·,_. _

' " 1 t 

ot; un���d�Velo})f>�' eou.tjtr:1E).q, in , ;qa�r:-y;tng:' out . .  t:tie1r · dey�lg.priient. 

.. 

Wb&ther thl.&·wil'.I, be· aucceasful. "" not.re$ta·~·tlle ¢¢<>pe.,a•· 

t10l'l or all the :~o>!Jiltl>:!,J>a 1n'11)lvedt .pat-.tie\i:larly !H> the will♦ 



.:'. · 

. '._}; ' :,' 

•. � • •

•

• •: 

• 

:, f I 

: .. . 1 , ; ' 

: \,: ;  
i . 

)· I 1 . ! 

... .  · ·, , 

GHAF�Il;'U 

Introductorx. 
. t �. ' •. � ; . ·" •. : I 

. . 

. . 
' t 

·. 
• : . 

capit.�l ·f.18:t?Vtc.;t;�g , in i�•�;te9ted. ;l.iliqerd$::velope.d :e,cilllit'.�i�:s 1� ' 

· ·S;tt�mptred . in •tllis . cha:pt�r� . The ;eoun�f,ie.� . . ·se.l�ctcad, . h�:t-e are 

Burmat ... Br��1�;: ·- :pnµ1.�t Jnd9ri�$'-�t -�d t}:(e Pbilippine s· •.. 
. The .m�in>-t�ak ,o'f : th� .:itudy. i:$ t9 find . QUt how muQh each ' ... . . , , . ,. . 

9ounfjry . paid for.,•: t4e �e.rY:i.ei,n:g J}t tore!gn_ �Ei_pi ta:t o·ver the 
., . . .  . . . .· 

me.nta ,.  · The aer�_:tc� .i;>'e.ymen�. w1:L1 .1?� el.as$1f1ed 1:ri�o: tw� m�1n 

ca1ieg()i;.ie $J ;  ��ll1 . J,}�ti;tic ; a·pco11.r}.t . Et.*di ;::t>i'i�a.te ; acfQou.nt,'. li'iitb 
• 

• 
• 

• I 
• 

'. , 1 ·  •
. 

'., 
-

· :  
• • ,· •. 

• .•.,
••·

-

. 
• ; 

• 

, 

• 

· ', · a- viev.r t◊, fi�di.Ji,g · th.a �eµ<1�:n�y of)capit:a;l flow in .ea�h s�l¢.tor � ' 
,' � . . , . . . . . . . - . 

T49 e+a·�$,1fl¢�t.:tpi.\i:<>t . �e.rjt,if�� pa.�n:b lntp .�¢or�1�zation and . . • · . ·. · : \' ' . . . ' . . . : ' . . 

tnt�f,i�t�. a,n� 'J?r>Qf.��;i ;  .aJs,9 tw,lp�· tts,·:. t·◊· \Uld;et�titnd. the :µ�ture 
• • • • • •  • • • _

· . , . . . . ... ·
. , · · • 

.
· - : • 1 ' • •  

of the ea;p1ta} #�Joh .flqwed. :inpo e�t¢h .oou,n.tr�y-.J 
�e: ,ee�vicef p�yniJ,)n,t; :wJ.l,l t:he;n b,e . oott!par.ed w.ith tb:e our;;. . � . . . � . ! 

. . . . .. . . . . ' . . : 

· :vent ac.eowit f:�q�itlt . of_ th,� _ l>0aiemce At payrne�t i . _ The. itnv�ft"" 
:• 

me:qt $�ryJ¢j:� :· :ratio h�rio .. f . ,C.<:>n'lplit.ecT: is . ,c!,f:1mfd :i� . 11t:h.e/percent• •. • 'I . . . . : ·. . . 
• , . . . ' . 

. ' .,-': , . ' ' . 

· age : of ),�r'$P.t .-.e�riAat,lg� r$ce,-piH1;, .e:,tclusive : of. O<?WP_en$atoz.-y: . 
. · -

· ' . .. ,, ' . ·' · '
· 

·. 
, .. .. ·· ,  . .. , . ·- . . , · · . . . 

f'i-��o+ngi, ap$Qrb�d: .  by .!P.Y� etmept i;nconie �payui.�rit,.,·'Jl . Thi$ 
. -. . . . . . .. . . . ... . , 

1Fino��'.. '  J;)�yi,di . .  �:In��}3tme;nt Se;w'1QE) .()� Unp.erdevelQped Q.OUl'li­
t:ri�s.� n :r �M�.F�·j;

. Sta.:rt· Pap��r· .Vol,- II,, N'ch: l{ _ p  . ., 60 �: · . . · 

' ' 

. . ' 

. ~- : ·.>··' •' ·, ', . ' ; ' ' ·_ . . ' , ' 

. ,, . 



·····,: 1 · · 

. ratio,, ·S,,f? _ �:iA� ;-ti·)U.F�:d, a� : �-: .1ndi�a to:r _of'. . thf!) :, .d:e)>t servi.9,+Pg 
·oapao·\P.it: :?.t': i!\;· . �ebtot .�ounttJt. �eO J>atio t'�;fle,�ta � .  �:qti?.�pa� 
eitr. oJ\l:w� - e9��;;, . �ctJ·�mm�.t_ ad�i�io��l r�tei�: �0���9.vh.·J)g 

.•_ Wi·th01t\t- .e?:1¢.0lJI)�;e��ng d1J'f.1�lll t,_y in: . servJ:ef rig ,, t,�e··· new :��b.t •· 

. .  ::p!i:r::::\:�::
1
:;�:::�:;

1
:: ::: .· ::::: :!�!::t!:: be 

data is available . i . < • • � ' • ...
. 

� • • • '" •• .. , . :�· • ,.· • 

•\ ;! . .'; .. . •' L' • , I •• • : .' • 
' • ) • •' �t• 

b�·•·· c�::;:::: ;::�::�
f
t/::,::\::1:

h

:� n:::�;:��::::e �111
. 

nati_o�uil· inct?� i�st. be �tven·_ aw�y . s� that :·a le ss. �mQ�t of 

�tio��l f.��9�!3 fyt,iii b$ _ ielt: J·p; . dQ�e-.st�-C:' .. eon;�mn;t�1iJ(·��-
1nve stment ,: . . � . . . , ' . . ·: ;  ; ,· 

'l'he. s�_�Vi.�.e, .  _,,.�,_n�. p�Jd P.Y,: �umna. o.ve:r . the period . 1950 .... 58 

.fl�c::t\l_�t�<i q\11 ;.� 1:,rt>e.glll�p°l.Y , 13.� the .tal?lr,e;' on :th., followin.g · 
I ' • 

• • •• ! ' ' , • • 
• 

• � < • 

•
' , , , • c 

p�g� )hQ\Vtl ,. ��zn:�. ;t,:i-g�/ :-,i�J?,Efyr,t;el}:t t3; .  ,b.otl'!' . ih . pri va_i�• . �h_d; Jiµbli e 
. . .. . . . � ' . . ·. . ' - .. . . . 

���_bun��(� t �ere: �e-spo,l;lsib�E}' !'.or. 
· .t�e . .  t�gul�rtii� . . . Serv.;L.c'e pay;,., � 

,. 
. 

. : 
: , 

. . . . •. : . . , 

me�t s . for· prtVEi°t;e \�api�·:al '.: aver�ged 1$ to , ·20 tn�:llion ·ky�ta. pa� . 
: . . . · ,.: ·: ,: .. ; . . ' · ' . . . 

. . . ' . . 

anri:utt,1,.-, ,�ereaE.1, :,J?t1'1rt1e,, :3�pvioe- pe::fme_ht:f ,rang�<i· from t�e :1ow�st 

2. - �() �th� .:)li$h�·flt ;_ }·1(l- in!).\1Pn: ,�ya;t$'-•: . As _El r$,�'1�$.'i_ tot{il ; service . 

· ·:::$l��f:�:$�!1 ill\1.l-l!;lln '4i\, !9�3 to, ·  t)l� hi�<>s1 ' ia9· 

If · 1.:�rge repayti�nta · ¥{e�e e�e:tud�d., . :S,..¢ln.a. Yipu}d · li�v,e paid 
' : i  

. . . - . . ' 
..
• 
�: ' '• ;

. . 
.. . . 

--ne,'ariy ·the'· ,$B.m& .flmOunt · ot.·.,aep·v;ee,. ·Pa~nt f<>r both pJivate 
.· ' . . . ' '.,· . 
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f�ivate• . Publ1¢ Gr�nd ----------
Year tJ;rect · · 
· • inve st� 

J9SO 
1951. 

· 19$2'' 
l.9$3 
19.54 

ment· net 
profits 
reniitted 

( .1) 

l.9SS 
1956 

1 t9 4♦,-1 
19· '

. 
7 

1958 
7i5 

11 .5 

I rite r - · Arno rt 1 �· Total Inter� �orti- Total total e.ste · zation . · eats zat1on ; ·· · . . . ' · •�f, 
' • . · , 

·
, l , . . 

(4) 

15.4 

ti!a 
l.6 .• 6 
13,.1, 

(5) 

. l.Q .6: : . .. 
24. •. s ·. .5 
22.6 

. 
.2 

31 ·�.6 •. 2 
. . 

· Sour¢e : IMF» . . Balance of Pa:J!!ents Yearbook ; U. s .  Of�ic� of 
.· Buainees EQot:iomic.a.,., .· @eisifdrants an2l aredits: by l!! !�.!• ·. Government, various 1s sues:, · · .. · . . · ,:::: · · 

Note : Item 5 ts interest .· payment· for the United stat'ee Gov+ 
ernment :l.oans· o#ly.. �ter·ea.�s fot, _ lo$DS of othe� co'1htr1es 
are included in Jtem 2 b.ecause ot · th� d1:f'fitulty in- s¢gre� 
_ gdi�� 

. . 

, ; ·:' 

and pu.bli¢ capital,., Large repayments 1n the public �ecount 

ui 19$4 and l9.$S were· debt repayments to . the Uni1ied Kingdom 
, 

. . ' . ' 

under· the .,AnglQ•B.urme·se Agreetnt>nt of March:, 1946 (5l•:S k 

million in 1954)·, to Indi}1 und�r Incio ... Intrmese 4gre♦ment of 

Mar�� 1954 (81.9 k piil.11on for l954 and 75 ._2 for 19>5>. 
and. pa,ritial pa;yment fo:r· the . puroha·se f .. om the tl'hited K1.ngdom 

of a one�t�rd sbe.�e in the _BuPtna Oil Company ( 33 .. 3 k. m1ilion 

fo� l.954, 0 118 for 19$.5, �.-.7 toJt l9$6,, ·1957'; ,a.nd · 1958 ) . . Thus,. 

amot;tti�at1ons were paid in a few ial'g� inat�llme:n,ta rathet' 

than. amortizing over a long periodi partly ·b�oause of. the 

{2) 
_'.;- . 

.......... a.~o~ .. i:...~­"." .. ~~,.a.-.4~.~ 
ll,9 . 9}0· 
!l'.4 11',2. 
S,1: !>•9 

2,7 
20.4 
1,5:.l 
2Q,.O 

' (3) 

7,4 
6,6 

2,5.9 -,. 2,,,7 

-

(6) , (7) (8) 

3,2 
1$,2 
'2•3 
·1,6 

170,0 

79,l 
4.2 
3.4 
2,7 

:, 4,3 19,7 
l.5,7 32.1 

· 2.,8 49,6 
, 2,() 18,6 
170,3 189.0 

69.7 
29,2 
26.2 
34,S 



,· \.1 • 

. in foreign eichange �f!>�eipt due to -the · gc::,od · pri¢E3 ·of · I?ib� 

dur�ng the. Kotean cdnf,lict:,. 

·. Ori private aeoount� ·  service p'ayments·. averag'e<i abput 15 k 

.· mi11ioh :from l.9'$0 · tlri-'eugh' ' 195$,- · :except in . 1;95r1 ·wh�n a,; large 
. · ·. · amount o"t eapi,ta:t re.p��itriation was paidf . · lri 19.$6 an<i'. 1957• 

, · servic� pa:ymentts· rc>'se to more, than 20 k :million•: arid 1:n 1958 
to . j1�r§ milliorli . · :tn thi ·. firs.t t.hree· years' of:: t�ei · pe�iod: 

. ...
. . , ' ' . .., .• 

·-i: ·
. , 

· · th:ah . the :1nt1�w· ot' n,ew . c.Eip1.:tal. -i. · However;, ,the' t�end was ·re<i-

. . versed from 19$Jt that is to say;'. inflow of c�pital was mo� 
� . ! . 

·· · · · than ou.t t1fowi-: .. · · . ' 

": ' ' ":" • ·· f 

,- · ;  _ , - 1 ; ;  

. Ot,. th� who.:i.e_i inter-$st;s  �emitted to non.;;.i,e'sJa�rit 'Sh$r�-.-

. ·holdep$ were, . . s�Jsh.t1.Y' 1ru;>r$_ ---t� t,h�. ' di�eet· . i;nv�st?Iient. prgtits ' · · . :· . · 1 · • · : · · · , ·-- · . .  ' . ' .. · . ' . · . . . . , · .
. . . .. . . . · · · · : · · · ; , ... . . . . :rem.1tt�d,,; . .  TJi1.� . 1.� . �:q,_;t�1Jn,¢1. b.Y. Pl':l� f'��t t�t . ther'3: ha� been 

$ la.rg� (ttiiount q.f pr1vat�. c'ap1 t_�l repa�riated t'o the h$nie · 
, - -

· •  • I . • 

c��t�ies _ sip,oe ttte d:ai , of. ' Burnie.se ind.e�endenoe �: Gen.er�lly,. 

prtv�t.Et direp_t, 1.11ve$tmfrnt ha.s be,e� pltt.ying its · ,r.o'.l.e on �-
.
.. 

smali1.er sc.)�jje .tha:tl:"1 in t;tie ,pN.wa.r ,,p�rio(i,f . : How�ver, a :r:iew .rise 

,, ; :. Th� . :�end,,:mcy <>f.: rlE�t Jntl_ow ot pr�_vate e�ital sin¢e 1955 has 

been re sponsi,bl�' fG";r t�� rise in pr1 ttate . �,erv;:ee pavrn�nt � 2 

' L  . 1It 7J1Ut;Jt\ be .,;t�k�n, int.o c�m�1d�:r.atJop th�t int�rests . on 
lc;,ana oth�:r , .t,�.)J\S� lo·�s a.re inelJ1ded .  � Item 2- owµig to 
di_ffic--u,;ti in .eeg:r-_9_gitiotl•. " , . . · . ; . . . · . 

, . ?�l4F,,: . .  'B�l.ancf� :!! PaYtnents ,  Yeaiibook.#: ,.Vol�, · .2� Burma, Table 3 .. 
• 

' ' 
• 

> .•·
. 

• •• • • • 

·
, .. 

' 

• • - • • 
• ' • •• • • ; ' 

• 
' • 

• ' • , • 
� 

: ! 
' "•: i ' 

na:ture ·or the de.ht and p"arl1y· b8Cauae (ff a suaden' -1ru,-rease 

. ( .' ! •. 

:,,, 
-.,,' ' 



., Over .the, ,peri.od ·. �cle� rev1etv private . se�vie.e payment .. . � . --� -- . . . ; .. . 

exceed�d .p'1.l,lJ.c : service · paytTJ�nt, ex¢�pt . 1n 195!." arid 19.5.5 + Thu.s , 

the r·c,le of p�lv.at�; c>apitS;l'.::hi Burnia _:f�r. her
. 
econ·oniic;· dE)vel..- . 

' . . . : � . . . . . ' ·. . 

opment WtµJ ' pr$dom.iµ'anii. . a�d. :Will .l)·e so ' in tb,e_ , trea:r fut;ur8. 
· . ,unless �he eto:ve�en,t· borrow.a · o� a large scale f�om t)Xte:r:nal 

resources • . .  
. ..... :, 

Burina ha<i ·a. sma:l,l ·· s�rvice te.tio· to fQreign exchange earn"" 

ixigs : is  the. t;�ble, on ' the toll9wtn1i page SbQWS i: \  Over ',\he 

period ,19$Q;$8� th(! J>X-;i�S:t� $8t>�i�e ra'�io ,  was : :2�0 ::pal cent : 
- ' -

• f 
• 

-,. • 
. 

. 
• 

, 

·
• • 

. 
, .  

and , pub:lie ' �e�1:¢e j-�tio 2 tP ·  P'E!� _ -6,ent� . . t;h� �ggregate:
'.
·�atio ' 

<
. 

' " · :. _� ·•.• ·  •. � ,�- , - · · · 1 . ·  - . , , , , : � � - - · · � - · - , ·· 
· . • ' ' ' ·, ' I 

. : . 
· · l • � . • . 

bf,.ing 4�6 · per c'.$:nt. � ·_ H.9weV@i'>t. · J:p,�- annt,!al ser�ice 'ratio vari�d .. . ' . . . · . . . .. . - , . •, . 

f!,'o� . J�ar ·t(),: yeat- a\lbSt.ant1al,ly . b�c�use of' iJ'regularity in . 
' • • • • 

• 
• ,�; 

• ,
• 

• , • 

' 

• ' ' • 

• • 
• 

• • 

I • 
• 

'' ., 

the •se.rvice pl:l.j.jn(;lrl.t while =r9teisn e��}¥Lm;e · eaP,nings remaine.d 

stable\ · ' ' . 

' 'v; ,· 

'l'be. ag��ga.te :  ratJ<i> ot 4 •. 6. :per. 4ent · forr the . whQle period 

1 s · �ow .. comparf3d to e·�az1,1 ( 16 ,0 . . pe_. cent ) ,  . Indi� (7 :per · cent ) �  

. . lbdorii�t.a • (l},rl :per <,eJ\\t ) .,. en� tlle . ?hilippines ' {ll .6 per . cent ) •1 .  
T;his in�1-�at�� · �h,a,t , �itma. �s in a positii.?n where mor� 'ca.pitai ' '• \ . . . . . 

c� ,b,e. eippl91�d : fI<iqJi{ ,�t,�i , si9u;r�e$: fo;r h�� economic .d�vel­

opmen1;/:wi. thq�t. , �bst�t1$.l dif:tie.�lty in •, r�paying the -C$pital . 
. . . . . , . ' ' 

. The G6:ve�fit of·:Burma was· aware of this fact ., .In J.1err'd'evel• 
: . . . ; . .· . :, . ·: . , ' . � . . .. . '' . \ ' . ' . _. .. ' . . 

,
.. . ' � ' ·'-. . ,. . . ' ... . . . . . ·. . . . : "' ; . : . . 

. opm��t :Plari : it -was assumed . that . .. an ,  3,.pc.,rease · in· thEf 'inip'ort:a c;f . . . /· : .· ; ' . . ' .f , -
- · :; . _, ... . . ·,:" · . , .• . 

· 1see later s,eotiQns for Bra.zi:l" Iq.dia·�- nidont;,sla• ,_, and · 'the 
Phi.iippi�es/: · _ 
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. 
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• Burma ·• �"' -,oi.ign Exchange Earnings,, Nat'!o�i ' 
. _ . In�C?m(;) atld Servicfl Ratio�-• · 1'950�$8 , .- , - . � _ . · ·

._· 
, , ' 

· - 1950 
t 1951 •.· , .1952-

' . 2 
l·  •. O 
1 ·.4 

->'. : · l_ 95_ 3. _- ­; .  1954 
. rt •;;> 

4�7 

· ,  : , d�ve:lopmex,.t 
·
, 890�$ _ e�:i.4 'be a*n(e-ved ,,�ttl.wut t:allCh r�.f3t�.

��tion , , , , , , ' ' ·, _ ' · , , . ,,. . ' , ' ;  ·. ' _ -, ' " , 
, ·i , , , ,  , ,, · · , , ·, ; :: ' 

on tl}e . 1.mpe_rtati.on of eqnsumer . goo�a.{_ 

· The ratio Qf :'�ervice pa:yments to natiori� fucomei :Q.owev:erj, . . . . . J . ' . . . . . . . ' . ' ' . ._ ' ' ., 

_ The ,at.io �vet t� pel'.'ip.d was 1 �3. pef cent 1. higher than, l?ldiia•s . 
. { ' . . ' ' - :  : . . . . . . · . 

' 
,, 

.54 per c.ent�- b1.1t. :Lowe? than tndon�sia 1 s }. :�6 p�p cent� . the 

Phi1ipp1ries ). .,.8 p�v cent apd Brazil • s  ·2 .2  per ee�t � lf large 

,' -

7:1. 

: ·.·, .·Serv1ce.pa;xments·.Fore1gb Nati_orud Service ratio !%J 
Year l'rivate Public . exchange itlcomE> · . 

... (1) 

r 1955 ,· · 10~6 · 
1956 .· 24~$' 

,: · · 1957 .. 22.;6 
, 1958 31.;6 " ·' ' . ~N'-, 
• · 1950• 

58 . _ 198;.2 

• · .< ear~nga OJ. 12.l 0;)+(2) (ll+(2l . . , m m .. <3J -<:li> 
f2} . ·: (,3) (.!;) · 
.'~. 

·, · · ii:::3- .. ·•· ·, ·. 664 
l~h.7 . •·· 952 · '-2,8 . · l;.219 
"'O . 1,-~2" ,;.~ -; 4 ;;, 

17ft;): , ·. l,151 
•;" . 

·. 4·216 
1.!450 
4t1;91 · 
4/344 

. ,, .... ,,.1. 
.;)4-1,,~ 2-~·o .2,6 4,6 · 

·, ''-'•", 

Source, n,n,,: Baiange of Payments Y~a .. beok;c.IIIU', Intex';,,,tioru>.l 
Financial Statlstlgs,. variQus issues,,,_ · .·· .·, · ... 
Note; Fo;e1gn·e~cllange earnings denote "eoe1pts fi'om'exports 
of goods and• .servic.ee p:Lu~,pr1v/ita.donat1ons (net). ltema l 
through 4 ..,.e in m1111on1f or k¥ats,.., · . · 



.' , ., 

, .
_
.: 

. . 

· 12 .  

• . . 1. per QEl;Qt � · ·In.  tht r light o_f \.}3tirma I s , :rapid growth :lh ineome. 

dur;ng the'· p;e�iod _ (�'a ,per �ant ) .�· paying a;brOfld l per eent ot 
• ' ·/ • • 

•. 
!- · ·:

· 
�- . 

, { 
•• . .

• • 
,. ' 

• 
. _; -•. 

, - , 

_- . a.Brasil.· · .  

· · . ijfazit•s· - s·etvie_e - payt?ie.nts for- exte·r:?¥ll obligations over 

:-. the: pefio4 1950�.$8 at•e $hci\vn 1n the table :on the f ()l:lowing -
,, ' · ' 

page·,· 
,.· l 

I • 

lion dolla�a· · f't-om : the· · pr.iva:tra · ae()�unt and 108 , million dolla;s 
•, ! ' ; 

• '. 1" \ • . • . · • -�
.
·• � -·/; .:_ �-.• :--: �• : •, : . 

• . ,I . 

,' 

l 

' 

• 
.

. 

, 
• • 

. 
. 

- , l, 

from th� ,publ1c . ,ac�oun,t,,: - th� aggr�gate _ payment , 'being 255 niil• 
• 

• 
• • •  , , ; , • 

• : • •  
• • r ' 

• 
• • 

• " • • : •
, 

• 

:· .lion dollal'S.� .
. 
,Annu1i1 .pt-ivat�-- set-vi¢e · pay,1nent , exc�ed�d , publlo 

• , •· . ,  • I • ' !"; •. : • , ,j• • • ,  • · .
• 

• • 
•. 

! ' : • ' 
· . \ 

_ serv:t�e: . ��:rY,lri,��t, : gt?��.;ri:i.:t·y ��o�pt . 1� 1955 at;td 1957, .- .one . eon..-
. spi�uo:us , t�pd�net 1,_cr be .: ¢1:u��i:ve.4. 1,� a rise in • the ;:public 

• 
• 

0 ' :  • ' ' 
• 

\ • T • / • • • 

· $e�V.icfl pa-ym�nt, sin,�:e 19$4,� : ·,In 1954 the p'ublie paym�nt doubled 
' • 

' 

• •
. ' : 

' , 
' :•( • : r • 

: • 
, 

• ' 
, 

• 

• 

' ' ' ., 
• 

• 
• • 

,• ; 

. fro� , t�� \a��l o.f . �.h,e, p_;r,:vibtta _yef4rt _and everi tri'pled· in tbe 
. ' . . . . . . . ' 

.. . , , 

. ) , ' , . ' . 
:fo.llov4n.g t�e_e ·ye:�S ti _ ,The le:st _y�ar of �he · ,pe:c-iod �gistered 

• • • ' • ' • 
• • 

I 

• 
' 

_ a;n amQunt ,:t�eaflY foUl'. time�,  as nni�ll �s thiat �i' ·195.3� The 

tr.e!fd UJ ��l.ain.ed ':by the i�t.-�risEi• lP!t'l_o! , .ef �ublie_  capital. 
· aince, . 19.53 .1 N.Qm tbJ:s year illter�st eha.rges 'began_ t;c) be 

• ' . 

-�; 
•
. 

l ,_, • • • ' ' 

. · 
· 1:srazii -�ee-i1ved. ,otr101a1 • loans d.ut-ing �he _ pe�iod 19$0"'1.$8 · 

a.a · to11o�e C " .-. · . · . . - · . · -
. . 

1950 19$1 19.52, ).95'3 : l.-954 195$ 1956 '1957 1958 
_, 24. _ , , 29 .32 . _ -· 23 tlO · 122 : 98 . . 84 28$ (�ill.ion -,dollars ) . 

. ::tJJIF, Bal!lnce 9.t..' Paments . Yearbook, . . . . · - - - -

' ,, 

, . ()ii tba average for t>he whole -period Bl'llZil pi,10 '147 mil• 
' 
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. , !\�azil ! a ,i sf>r.vic.e :· Payrn�nts · tQ:r Fcfre,i� · Capitai.� 
, , · :, lf���:5� : (inil�ipils o� _ d_

;}�fars'.)\ · . · ; . , .� ' : 

. (7J ( '�).  

/ , :$-�ur_ee; · •  Ifn,?�. ;�:�l'anee; .6f_;j�arl;erit�- .�ea�b6'okt:��,·s.�; �Qff��e of . 
·; _, _ ·· !��-�ti$�� · Eco�,e:rp1.��J ; .FQr�-itnz:Jl-rant}f: and1 ·Cre,d4ts· ·bI :the\ !!��� 
. , ·,Ge�t-ernment,..: ��:ri,�us ·l;s:�µ¢s ; •· j'.i§.l@i:,:, . . Annuai _ ff.epor.t•f ,;v�·�fou,s · . 
, :_ 1s$ues '!',; : . , . . .

· 
_ . . . , . ' ·\ , .- · . . .. / _ .;, . . · 

:, · .. . . _ · -':· ·.
· ·.�0.t�u · • · I,:tem 3 ,  j;�el:11des · amort.1�t,it>n_· for lo,w.s '-trom. �h:$. ·-port .... 

_ .lttipor,t; �;/ Item ·5 :1ncfl�de.t1'
· 
,olll;y. inter�_�ts pfJcytne��; Jo�- lonns 

f:rom the, (Unite.d• : :st�tes Gov�tlmlept., · and loans . from :tJi.�fWpfld 
'Bank .· · �t:ene�t\ eharges ·on Ipans , from other ,sour.eeEJ: are·· tn-r · · c.luded,:. ;(n It�m· �[ becau�e· . <>t. d4,ff,ioulty in segro_gatt9ri•�- !�em : 6 · . 

. . · ineludefl ·iend;,;;l(:):�se s�ttl.ementa;f . · · ·· 

doubie·d,:, an& a.ti . t,_he same . tirne ·the-:· ·am.ortizil.t.ion · increase:d" 

f�ste,t : than :tnt·�ti,st .. -eharg�ehi, -• • • ' l � , 
·
., ,  ' • • / •

. ) : 

On tbE) •P�iy�te . �c¢ou,nt · t.h� . e,nnual s�rv1ce pa�el'lt fluet"' 

· uated bet��e� l20�160' : $11��0n· 4ollar� with the e.xceFtJon of 

l'9SS and is>5B ... ! ··
·

. '$b� · 1:µg�_est .N�oor� of 1958 was ·du� -to · a large 
. . . : ' ' ! 

. · ootr1pon.ents of ·. private .· aervic� . p�:yment, . the_ . trend Qf! d�eline · ,  . . 
. · . : \ . . . : 'i :· i ,  · .  -. .· , : ' ' 

in the d,1:rect W.vestme.nt inc9�� 1$ . e§siiy observed� Thl.s is 
. _ , .  

'-':; ' 

.·· .• 19$5 .· 
. ·.•·.1956 

. 1957 . 
19sa· 

' ' . ' . . 

9 q.0 · .. 
56 

•. 121 ... 

. · (4) · (5) 

119 · 
19() 
122 

i~ 

(~) .· ... 
207 
190 
160 
2l4 
231 

243 
311 
340 
395 . ' ... 



. ·, 

eap1tai wb.ich in turn was :tnduce4 ·by: :a nU.mber . 01.' f'aetora.;. 
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Tb.e -!ncrea,�ing overv�iuati.Qn of the cruzeiro �t the · offiei-ai - . ·exeJiange rate• ihacle
. 
the• · infl:,ew of· · private capital : le ss: .  and 

le s s  attr·aetive •· �e cond�tions· for f'qreign private invest,.;. 

�ent 1� p.etrol).ewn �2(!:>loration . and r�fintng. remain.ad 1U1inv1t� 

ing�, -f)i;tfie-ulty in· '�h� .·regu:t.ar r$r.n1ttanee of profits arose• 

· .. becau:1� O:f · et¢lµmge eontroli· 
Sr.a.zil ts. i:l:lv�stment · se:rvice r�t·ie . �o the to,reign exchange 

eatn;1ng·s: P;'ter t�1e · whole.' pe:t>+od und�Ji') :revi',w �vas 9 �2 and 6,.8 

. 'per -'Q'G'iat J'.'Qt> ·tho .;t)r_tvate 
-�110. · pulfl,·i�: aoQo.unts·· r:espe:etivelft· 

the · ;agID9egate: �ati<> beip;g .- 16 ·per cent ... · It: indicate s that 
. ' 

eath yeia,y ,: ab�l:.(t: ·on-$;.,.�i;ltth �f the ... .f'Qreign. •e'xcb,ange ear:ni�s 

. : were_ :a.ireote·d· to th� ·serti'61ng , of fere:tgti: capital.·,. thus 

iea:v1n�
0

: o�lJ_ ·r1ve�tstxths 9£ -the -�ar.niJlg� · fo,� ·. the. axpe�dt tu.re 
on impprts.: �lons with. <>ther · :cap-itei"l recE1ipta ,.,: . 

Fr,·o;n 1950 · t:Gl :t.9.55 . . the sevvieQ �atie · ·he.d bear1 a:round t2. . . 
r ·  

. 

. Jii.fjr ijent.t : b'Q:t . the rat-1'.o rose to 20 pe� cent in the toll.owing • . 
·: · ' . , ' =.; . • 

• -' · ·  
' . • • 

. , - ·  

payment · arld , ·tne ·, ·ata1;i¢.nary: l,evel of forelgni etciha,nge ·.· receipt,� 
·The . i8J,2. per · o.ent . !ti 1:9$8· ,�as �rought a'b.�ti� _ by;"'.oa 

.
ri $e ot 

. . .. .  
. 

. . 

$�rvi¢� payme�t , 4�d ted��e-g;:·4.'qt,-el$i1. -�jtchange: e4r,ning�;;�. 

: 1:rnst:ttµte ·of. Int('.}r�Atneri(:an AttairEff : F'0Felg2l, ()p,erations, 
Adlnin1�trat1¢rii Tbe i · , evelo ·men.t ot .Brazll . ., , . Wasl)iri$�01f: l1 • $ �; 
oovernnient Pr l;Q.t:t:ng -�9:ff 1ce.: .t. 19 •· ·;l, · p:ji'. ; S:S,�•.: 

att.-ibJlte.cl to the dec.-eaoe in_ the intlow of private :t:ong.-term 

two yearS.J . The; n·a·sQiii;l -for' t'h1S wer~• th.0.: 1i1oreaaed ae!'-Vioe 

D D 



BrazilL• g ' For�iW �ichange , Earningsj .I.ilational 
, lneome and �e�v,tee· RatioS•j 1950•$8 

: �' . ;. ' . ' . . . . ·. . . . . . . ,• /·  

• •  . , .:,, . ·, :  .. ., :,/ ·-· ;-, · . .  . • • . .  _ . i 

. . . Serv1·ee 'tfam'ents ,ForeAsn National 
. 

. . '· . . . .  
Year Private. J?ub;J.ip· ·. :�xcha._rige · . ��co�e Se : vice: . . ratio . · ·J;f·: ( · , :}�ar��S$ . ·  · · · _ · , , _ . ..  1 _c , ;r : 2 , , : .+ - .� . ......._,......,. .... 

·. (1) " - . · ( .i)·\ . ·er (3.). ' · - . . . . (4l· ·- - - - .l_, · 3 3 

. >_11_ ,995 __ -r::.: _�_-.
- . 

11. · .±_ n 9_ · .
.
. ·, . ·  . . _ 

.... :_,.!_-._::_i:_•n·_�_ ·_:_•_._•.·.·. __ ·.i.··._·,_ .. ·_·_·.· ;:_.;,',: __ •_f_•.,_:_._·_._.!,:_· .. W.· __ ·. o3._·_.·itt.\ .· .. · · . . lli561 . ··8it: ' o • i  : � <i4i1� l ;.-8 · 
:7,1. wv �v . ... .. 8 1'3:/159 · 8�:1-· , 1 .7 :10;.lc 1:,4 . 

· .
. 1952 l22: · · : J�t . -;fl43 · -�5)993 _  . : ·

8 •f ') ·2.�6 '. ' }l�i{, Et 1 •. 0 
.. • 195..'3 lo!i . 5Q. : , <::t,,,6$.9 l __ .P f_

26
_
·S 9-�9 . _;

.3
_ 
... 
_
Q_ , ;:3,2 .-,.

_
9 · 1,t4 

. :· . 1954 · 12e - · 1q.3 • i,, 17.3. 14.:3+4 1 -.;2 _$ �,a , ,iJ-i9-, 1 �6 

._'_i_::_'._:_t,,_._:_:�:•.
·
_
·
11·_99i_· .. �56' i@l

l 
. �.�,, --- _• . : ._'.· : \_11\65�: l.$·,;li).7 ; 6. 7 -:J_9�2\ • '.;l5·.jf · ,  1 �6 

,·,:, 195? ·· .·• f�i: - • i7If-- - . ·  . -1;s1, -- �s:'ftj· - - ;·:, 1:,:i <�t:i·: ' . t_ · :J it 19sij ,:,2q2: , - 193 1,491 : · 21 •. 1si; 1.1+11·J . l:3,�•s>. .�a;f2: , · 1.4 

1 'l.�J
0
\,3� ·•. ·· • •· .• 97!: :> �.1ii1i4 · · . . 156, S12 .· 9',.2 '. �.s ' 1!liOf . . • 1 •� . . 

/,; _ - , -_S�.ipce :; ' '  �o�· ... ·Ba'i'ancei 'E.t ,Paments Yearbook ; r:mr •. ' -Intet�nationai 
J< Financial. Statistics , .  ve.ripus iasu�a . . , . . 
J1/':f .  ··' . . . . 

. - - . ' ; • . - . _ ,  ' ' ·\ .. • ·, . : , ; ' _ : -

.{t> Not� :: .. It·erns , _l. :t�ough .4. :�;r;-e · 1n . �1tl.1lens o.f.· d.oll.ars ., _ · < i , · 
' ' • 

' 
• 

• • • ' 
• • '

•
I .. ' • • ' 

' •  
•

:•
. <:/; •. ,, ,_. . . \ . lV Th�� is ,  a good, ±;iu:�tr�tion i �,:\�ow a '3l.:ill!P, in. tl>,e ¢.�h�ts . of a 

J\': -p�im�y,�soodii . atpt,li't,ing -_ e'o1µ1tt1 .·- "d-�i ·rais.� . th19,.- _servie�{ filtio ·. ·.-:-:1, ,. ; ' . : .. . . . ' \ . . ' . . ' . . . ' . . ' . •., _ ; :  _· ' ·
. ' '  . . ·. ·· \ ' . . . " . . .  - ' ·. . 

. 
.

. .. ' 
. - � 

- : - · _ ' -� 
. 

' .·. . ; . -. -

· . · • ,  'l,'l:l�, �et.-vi9e�: rc��*Q-:, fl?� ��- ._ pri'v�t� . . : account . Q,�pit�-�- ·m,�_in-
· - .. . ,, , ,  . ·  · .· ' ·. - . · ' : 

. ·. ' . ' 
-

. :tain�d. a _ ·st�b:le ; ·iev�'t . exeep_t f�r. an _ ab1.1ormt.;l. .· r1_se i.n l9St3i � • . ' . . 
. . ' - ' . . ' ·. � ·.: ,�: . - - . . . . . . ' . . : . : . . ·, ; i- . 

. • 

·.· . ,c:o�tt-�s�, . th'3 ��,ii-V!�t;) • ;-at!Q. _if_or, ·. t;b,� :PUQl,;ltL·ni¢o�1(;<;apita:l! ::. 

show�d d.e�tE\1� flue\uat:l,pne-:·t, ,T.p.e ,def:fnj,'.t� ., -r:1$� · in tl'.l.e, P¥blie, 

se�vtc$. ,_rat;o No� :195g ac·c�\Ul��� f<>r· the,;ti.. se {n:·· th�/ �t>t�l 

�er:-viee ratio ,, . ;The -pu.bli� _a.ecount. ratio for . t.h.$ yea:rs 1950 • .,3 

'.\,-' ·,,, ' , .. c,;) 

75 
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·, . 
, . .  

"\ 
' . . :- ' 

\ 

\ would · have been: lower 1;f  we exclude the lend-lease. settle�ents .,1 
. . 

· The service ratio to .tb,e natj.onal inoom� over the whole 
,, . \; . . 

�\eriod was 1:.4 ��r cant i!i: This· rat1o had been quite . stable .for 

.. f 
.-' . 

t�� period. This ratio . t s  hi.sher ' than lndia • s  ( .54 per cent) 

anc.\ Burma ' �  (l:•J pel'." Qe·nt )i but . 1.s lowet .than Indonesia ' s  ( l �,6 

per een:�) . a:n4, _ the. Pb;ilil)pines ( l  •. '.8 per oen� • 

. India_ 

Ifur1n� t�e period· U?lder: r¢v1ew, l�dia• s  servi,ce payments\ 

for externf:ll �·ap1ttil e.veraged 590 · million·· �upe,es ( abo11t 105'. 

mi1:3-1on · tt� s ,. -d�ll�s) ex:el.Udi�g the . year of 1957 when ·a higll 
. . . 

. · . . . s�rv16e paym.�mt ·was regieter.�d due to .J:'e:pa.ym,ent ,. ot U:, .. $ f  le:pd ... 

leas� silver loa.ni ' ·. et the. · total ann�al service payment about 
. . · . four-fifths wa.s ·p•aid for private ac.count e,ap.1tial .,_

. 
Whls fact 

explains - t<> Ufl ·th�t .private ea.pita.i in India had been pl"edoni­

inant over the whole pe.r10d�, 

l.ri: the pr1irat:e account ,: . inve stment servtoe ineome had 

been a major 1tem . thro�out th� 'Jhole pet1pd, ino:re than hal!' 

of the total servicES pa1tn-ent_.: Wile eon.st�t trend · cf 

. 
iA,rrafuov.10 1. s publ.1¢' service •ratios 

- lease settlement · are as .tolioFl�:; · · · 
19$0 l95i . �9$.2· l953 

\'vhich ex9lude land. 

76 

. ·; 
'· ;,, ' 

:l,6 
'• ,,.- 4,4 · 1•.9 

·. See ,,.vramo171.<i, .D,,. ·IJebt Set>vici~ Cal;city and Postwar' Gt>owth 
in InteI'nat1onal Irlde'bteaiiess,:alt ore, 7i'lie. JGhns. Hopkins 
Pt>&aa, i9g8, · P• · 1511:j, • · · . ·. · · 
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· 

In.,.1jle '. ij�x>:t.riee . P(i
_
yment s for _ Fo�e

_
. i�

. 
·ea._, pital . . 

). - '.1.9.$0 ... 56 (millions of ru.pe�\S)  . · . ; . . 
. . . :��•: •: -, -: : , ,_ . . : . '. I • • • ,  \\� 

· 71 

Source ,: IMF.�; Balance.·� .ot. P�;rnellts Yearbook ; u�:.s,; 0ffi9:e . of . · _ 
Busine�e Eco�otn1es. · '.Foreisn Grants � credits .  B:Y - �;(U�s .  
Gov�rnme�ti,_ v

_
ar_ 1_q;ue_ · _lssu,es42��serv

_
· -
-
�-- Bank_ · _ . 

9 
_ _  
r , Illdla, . I�d!aT� .· ilalance .!t �,awents, _l2,k;8J'. . �f?;p,/56:a; . Boml,ay� 19$7.; ' • •\ 

. · Note : It�.m l inQludes remit'b$1ices 'of pr9fita. tnt'e.rest and 
. . dividend$ aceru3.ng· to . torei�era and remlttanees of interest 

. - charge� on. lCtana1•· t;t,tcept those · f:rem the U'ni tEl_d· Sta. tea _, and. 
IB_RD, . obtained t>i t:ne Ind:lal'l governm�nt .... · __ · In the 19$1: ; figure 

. of · Item 5 ts 1neluded u �;g,�: .rlend ... lease silver loan. :744:-million 
· rupees: .  · · · 

r�patl"iatton of .private capital is another characteristic of 

th� pri"V"ate a��cnmt,t -4:s: _ Ui· ·many undet-developad countries· 
r • • 

whiell .. aequ1�4 1\tlQ�p�nde,�<Se (:l:t'te:r a long. period of eolon1al 
, . - . 

, 
. ; : . · . . · •. . , . 

rule,: tl';l.e repa't;ri�tion of priv�te· capital. took ·place
. 
1n India, 

�lso . · · fhe �-e�ogni tlon of 1.mportan¢e o� ext�rna.1 capital . ro� 
. . . , ,. . . . . , . , . 

the: p�po_�e .Q.f ·: ecinomi'c::-:.developme�t was st�ll: iiacking •·• during 

the
. 
peri�{ -;ight 

·
· $:ft�� lncti.�'�S .indeiie���?lQEr�: . · -Despite in�lOW$ . 

,of' priv�t� · c�pit�1;: as -�he• n�t ;p,psiti�n Ind�� had 89 rµllion 

.. , ' 
, . 

. ;· ,t,,,, . . . ,'_ . '. 

Pl'ive.t.,;·e:oeount Pu\>liil. e.co:ount · · . . 1:1:rall.d . 
·Y .· .. ln.ter .. · Amox-ti~m · .

1
· 'Intel'• Amol't1•· !'oll't•· ' . 

·• ear ests. :10att1>n .ota ·.· e:its :;e.tion ·rolio ;!l'otal ;. total 
'·'/_· 

. · .l9SO 
l9S1 · 
1952 
J9SJ 
1954 

and_ -, .:.. . · ·sectlr.;;o,:· · 
profits)' · .. · .·. '1ties, 

. 11) . \(a)r (3) (4) ($) .. (6.) ; !7) .·· (8) 

,30• I +9? ' 495 4 zr 19. ' ~o · ' . e1..5 g ., 3.42 438 19 32 ' 1$ ' . 66 .. 564 
~7 J-74 ' 42].·. 28 34 •.•. ·. 2' 64 •.·. 465. 
196 :120 . 3l6 39 34 6 . 81, 391 

. 227 .93 ' 320 39 29 6. 74 · 394 

19ss 211 · 1s4 461 . s3 · 32 3 a6 c s49 

ti~; ~ i~ . · ~i' ~~ 7~ · t a:t i;~g 
·.r l9S8 2 ,,9. . .l33.. .• 42. 43 40 ,4 ·. 67 .··. S07 
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rupees ·· of  net ' outflow of private long-.term qapital �ually 

dur,iilg t,he �er.iod · ·l9)0.�5s!, 1 ,Tb,e .rep�t;,iation of pri-v.at�- e;ap ... 
. ' . . 

ital - invested i;n . . l�4ta. beJ:ore her independenb:e .. S;O.eou.n,ted for 
1 ' • I ' • � . . 

a great .p�rt ot. prlv.at� capital outi'iowi_ 
In the meanwhile,; public f;lervice payment ha.d been grow ... 

. . 

. . . . . 

between tl950 �d �9$8:♦._ . Among V:artoµs . oomJ')onents of .the public 

ser.vice . paym.ent• g<>.ve��nt securit ies pa:vme:nts: were deere$.&-
. . 

A part of arnorti.a�-tio:n was payment for pur� 
, .  � . . . . ' . 

· chases Qf U·�J�, .. railway� · thQ�gh, the am.ounts showed a gradual 
: . ·•. ' .  . ·,,: _ . 2·: . . . . · ' ' . ' 

de()l.tne,_. also!t · The �omponent whi.ch had been inere4$lng . 
was , intere�t , en�ges tor· lo.ans fi't6ni . the U.-,;.S t· Q-overnm�nt and 

• 
, ·. 

11• ' . ,• · 
•

. 

the Wo;ld .Bank�: �e .· eame trend le . be11e,red to ,p:rev�ii in 
,! 

i ' 
. � . �;� . . . " '  . 

. • 
. 

\ 
' 

,, 
. 

-� . • • 

tha foll9;,v1ng · ·y�a�$' be·cau��- fn<ita t:s. lo�s- f�om �hJ two �i.ources 

., - ' . 
'

; :.. -·, . • ' • : . 

l:tndia • $ · private eap;J:t;al ·ao·oeunt. dui-1:ng 19.50 t0 l-955 wa,�· 
as ' fol.1-cws hnillions 9f rupees ) : 

. . . . .. . 

·,: . · 

. ' 

·1950 · ' 1951 . 19$� 1953 , · l-954 . 19$$ 

D�-�e: .be __ 
·
1a __ t1. ··_t8_ ·�.·· •; · 

·

.
·
_-·.

· _lh_ 
· �

-·

·· .. · · . . 133- 110 · 169 _ _  . 1
1
· _ 1

7
s
2
.·

. 
. 119 . 

26J . .;.239 . 4!925& :+22$ .. •25.6 1 • 

Baianee ;· · �li7 .106 · "'"148 �58 . · 3 �l3T: 
Souree :

. 
· ae·rz1erve Bank of .Indi

·

'
·
a1 India t a  Bale.nee �r P,e.,npents, 

1948&£.-l955'26t W(;\b_l:� 3. pp . · ·4l•Sl•: ' . ; • . ' 
. . • . 

16 

. 

<im>t�; mstt!· 12am;r:\.::r�tsil?�!:?i0H · tM15i1 !1 
( 1957) million rupees.�.- · IMF• Balance of Pawent $ . YearboO.!i 

• 
• 

•
• •  .. • -. · i_ � ·

·-
;: . :  

• 
� \.,.

.
,. · · · _  \� .. '. 

ing'gtadual1Y• . . 

I , 

'· 
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. ' . Ratios of . service payment t� foreign_ EtKchange tmrn1ngs! · 

. y. .  and· · niitipna.l income. fori th� pl;'riod 1950 ... 58 i.s. sh◊wn fn the: · 
, .  

ice ratio ·to fol,"a,1.g� �xehatlge et;,.rnings was :5"  . .  2 an� i.j9 per 

cent for the pz-tvo.te accoW:t .. and the p\lblie ac·c·ount resp�c­

tively., · Tli:e tota.i fatio amo®ted to 7 i!l per cent;, lf we · 

ignore the . il1� r��io ln 1957.f the t�tio w.9uld. be 6,�;g; per 

centi .f ' Thus.- ln.d:iaJ s ser1tice �atio Wt?.S relatively l-ow: if com-
< . . . . . ' .. .  �. . , . 

pared to- Bt.��1,1,. Jndon,esla:; an.4 the '.Phil.ippin�s,,  

The .low se�yietl p��io c,f'  public capital ao·count is  ex:  ... 

p'la�ned by the . a�ll inflow pf' eJ1pitia.l dµ�irig the period,; · 

Although . :tb.$: "lnflow .c,.f p�blie eapj;tal .has .\:>ecorn,e a:eti -ve since 
••. . . ,  . ., . 

the launep.ing o� th� secoi1.d .. 'fiv� rear Plan; .the . servicing o·f 

su.Ql'). oapi t�l. :-'will not ·b�gin \mtil . the 1960 1 s ,  ·Yet it is 
• I ' 

•
' •

, 

e�pe9t•e�• 'tiha..t the· :public :ae�vie.e ��tio w!ll t>e . boosted. in the 
• ' ,  • ! 

b.ee.r; f:µture. ' 

The t$.t1o : <if se1�v1oe pa}7ltlellt tq Inq1a ts n��:tenC:1l: 1J)CQme 

was 9�iy ir•;?4 pe� '; cent f·ox- the . whol� perio'dJ .. Tbe ann�ai ratio 

· . . . 1l�dt� ' a: 'in,d�'b�·edneeka tc>�· ,t11�-· u�.s •.. Government w�� )32 mil,;;. 
lion doll�?.� �s. or: tune . 30, 19$9_,. w;tier�as in 1950 (Pect:Sm�er. ,3�) it wa�f ·172 millibn . doll.ar·si · · Indebtedness to IBRD \V!:lS 
444 �illlon '. .c,n· J:u;p.�.:,: ;30f _19.59t wiµ.ie .32�8.: '111:ill.lor;>. ln i950;� 
Source ·: ' :ct.S:•.; ,Of£i�e ' 6f' · Bu.s4:11ess  EoonomicS-; Pc:>re'i�, Grants 
��1·0:;::�� !::i��¾"i�!:::nf)nt, . v-arious, is �ues ;  IBRD, ··· 

table on the following page i · For the whole period the serv-

_'-'.j·:_ 

. - ' ' -



. 
ltndia 'e Foreign E�chenge �arni,ngs,. National . 

·
. Inoome and Service Ratio,s , 1950 .. 58 
' . 
1 , . ; . ' ' .

. 

i _: 

80 

' ; 12soio- - . : _ .  - ; . - - . _ . . _· . _ 
·5·� ·: , )  .. 699 _ __ · ; • 13M4l�- - )_ ·._7!,:��02 _ •

. 
945.,,800 %ii2 li9 7.:i \: +54 

. 
. . ' . . . . :·- .. i": . . ' . "-': ' - · ·. . .· ...... ·: . ;,{,� · . .-:, _ . . · ,. . . . . . - . . -;_ . ' �- . ·. , ·. .  . 

; w::�e ' n!: j �r:���;: :r.;:
t

� �i;!�
o
:; rup�e • .  · . ..

.. . ..• 

- , ,;anged f�o� ·�]i. ··( 1�53} �6 . .. ,$1 '. 
Cl950 ) ,  �xoll.iding the ex�eption • 

. 
;�l1y h1gh -�atti ' in i;s?:� • The l�w ra�io illdieates -tbatftndi.a . . .  . :.;; . .. . . . I , . . . . . - - - - - - . > _  • 

-

' ·-

pa.id out �nl� r �mall ,porti_on �f her natio�l _inp�e ler _th, 

servieing of · rpre�gn eapital,, and left a gr.�a-�E:):r pro�Qrtion of 
. . . . I . ' . , . . " . 

income · for the ! use Q.f: domestic consumption EU'ld investment . ' . . . 1 

' 

. ' " 
. . . . : . . i 

. . 
. 

. 
• . . 

• . 
·
:
. 
� : 

' 

. �� 

India•s - �e,..;,i�e ratto t'or the per.iod 1950-,58 was lowe� 
• 

. 1  • . 
' •' • • 

' 

, than the ratios p��vail:ing 1� the l.f30t� ,· . As the following 

tabie shows� �)tt,1Gs- , 1'er the l,930 •�  wer�, mo'stly betw�en l0•20 

per �ent,, a�;�,/ tJee 
.
as bigh ,as those in 195�-$8� 

., . , ,._ . 

H�weve�}?w� mi1��. be . careful. th$t F1nch1's ratio us$s -only 
' 1,, 

' : ' ·- -�.!?\:· . : ·: __ .. ,.-, . ·. ·.> ' · .. � . . . ·- :  . . . ' : 
in'Vestment · 1J:l.*pw;� P�plE)nt_ as the numerator of the ratio-, 

. .. .( 

-,.!'·,'' 



� . ,_. 

. '·.._ _  " ,-

, . ' . . . - . . 

· Current : · , _ · · Inv.e$tment· income 
te_eeipts - pa:�ents · -

. .· . . 
(n;i1l'lions of �upees )· · 

Bl 

:tnve$troerit income 
' pa:��nt as ·p!er c·ent 

of ,e:µrren.t :  :receipts 

9.9 
· 13 .-8 .  
19 �1 

• · -._ .  : ,  · 22 ��o - · ·  
1a ;o . 

amortization payments- be.ing &xcluded b·e·oause 'of' adequate com,.. 

parable' st�tist 1-ee �ot' a�a,tlable �l 
. ·, 

. 
. . \ : , . . 

' . . .  

Thus t if .  Fi'll,Ch1 s re.�_i<> ineiuded thi) a.mortiz-ati.on· payments 

the ratio would ·t,e �gll�r than .it ·1s •• , The decline in the 

ratio in the postwar p�riod obviously was rrora the net out­

flow df pr!vat� 'c'apital ·1n the form o f  repatrl�tion ·to the 
. . . 

home ·oo�t�-, ( partieu:iariy BritairH-» and al•ao from the absenc.e 

of public capital. , lnflow in a lal"g� s�ale· · until the : initiation 

of the ·Se.eond 1¥':tve Year Plan. � . , :�-. 

. Indone;:i!a, · as • India. ajld �:i�� ·:HulJppit1:es;;  paid serv:tce 

paymerit;s for the .direct iriv�;s.tm_':)n1; �ore than f-or pubii� (lebt� �  

S<:>urce: , Finch, David; •tnvestment Se,-viee of Underdeveloped 
. Countr1as, « l!!F; li!t11;tt j,al1~!!•• V~li, I?, .!!!,., !, P• 8:l,,.. · 



· .� : 

en the , average: : dlrect , fuve stmen� ·service payment.a ·  shared 

' "  · -more •than two�thir:ds of · the tot&;tl s�rvtee . . payment. ( sef), table, 

on ' 'tne t'*llov1ing p�ge.) .. , '  i9rtfol�.o· ·  investment 'pl�y�g an in-.. ' ' 

signi.f'.�eant :,arl 1;11.- for�;gn ,inve���ent of · Indones1�,  

�-: •. ov�r the.: p�;iod l.�50�19$8 the ,_�Qtal service payment 

· am�un��.d tc> · $1; tf7)' mii11eni :arµ1�alli $119: nii�lt<>nt · . This 

' ' 

ni'!}nts Which prev�il'e4 . . d��ing t�e. a,tUne pt9riod� ·. In vi�'.W of 

!nd:ta i s larg�� natio�al ineo.m� ( aboµt 3 to lt, lndo,nesia 
.... 

, 
•', •, · ... . . '.: 

. ' 

sum 

.Qf tbe l,a�s�: pr.lv,a��, inv, s.t.n;te11t 1�eo�e payme.nt, · the oil 
. . . -

inp.ustr-y .. 13��,;.�d. : �b..?µt :. :�n.re,O!>f�u�t�$ ,,. Apart fr9m remittance 

of inve st�ent :prq!'11 ra.,- q1.l_ �dµst:nr .workers :r.emi:tteQ. tha.ir 

,earni�s of a· s.�gptfiQf;ln� t\lllol.4.11; , \"Jhtch ar� �ot ine).uded · 1n. 
. , ' . . ' \ -:'

; 
•
� 

•• •d • y '
·
.' ' . ,·.• .  • ' • • .• · 

' , 
, 

. 
. ' . , . 

the . ;figurEts . in the . t�ple belQWt . t>ur.µ'lg. l.9>1�57 the tota'l 
• 

i 
• . . 

. y �- ·•· •
• 

' 
,. • 

• 
,· 

• • • • 
• 

. . workep �e.rn�ri,��. ��t,i;tt�d lill}Joad ; �9unt��- 1?9 . $288 �illi�n,;; 

woptt?.·i �bout , �8 fi�� - ��ht _ Qf. , tlle< �t;J. i�qus:tty .pr_ofit$ _ re�tted 

Xt ·we ino'lude this - aUltl . in the . total: private seJ>v� 
• 

• • ' I • 
• 

' 
• 

• • • • • •
. ' • • 

• ' • , • • • • , • 
• 

� ' 

iee P..a,ment, it would 1ncre�$� ·,by ei.bout.• :40 per C:&1,:t � : 'l'ben 
. - · - - · •. ,. , ··: •: ·. . .. . .  . . · ··_. . · ' 

. . . ', . 

the . t�tai · .ser!lte . paym�nt: per , amlV,.fll ,v9ul0- be . $1$$ · mil.liOllj. 

lllore Jp�,n . ;J:�d,ia� ll�d l',;�e11 .. �a1ins f Qii' the eor�e$pQnding period tt· 
. . • , 

. . ·.Pul>lie di.}bti. :a�rvJ�e . �'3.1Jllent dur�ng · the . period under 

tevi�W �qse �o�.f;rate'l.y_ frQiU _ i.959 , tp · tlle pe� ·of · $.38 rnill1Qn 
' . . . / ' . ·

·. : . . . 
. 

. . . : ' •' . ' : ' .:._ _ ; . ' 

. is appi,o'l!matel.y. e,c;u1vaient tQ 1ndi!''• annual, service pay-
.· 

.o.broao.,l 

1:rw, Ba;ance .~· Pa;vpents. Yearbook, ;ntese renuttanoes 
are included Wl.<'\er the hea<'ling of 1!fuiso'ellaneous~ 1n the 
-cu,rrl?~t ~ce,o~~-i,. · · 
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Indonesia t s $erv1ce,, ,)ayrnentE3 ftir· 1-'oreign Capital 
· . . : , 0': 1 1950; .. 58: : (n:iili1on$ o.f dol'.l.ar.s) :'.  

• • • 1' 
-

•
• 

• 

Yea.r Intere·sts a+id Amorti� . 
-· ._ Pub lie : s,ccount · -.. · Gr

. · 
Inter� Amo:rt•i• m .. _ 

. 
·_ . __ . _ . .  and 

.,.,ot�l . · . .  pr.of 1 ts . . TotEl-l. 
oil ih• ;-Ot;he�s- . zation . . 
duatey . X,> . ' ·  · · .  · 

eats . zation . . . to°ial 

. .. . (ll . , _ , / ) .2 >, / . 
:l950 , . ·s1 ,. 1 ' 16 ' ,  
1951 10? , _ ' (''36 � - -- - . ' 1952 . 5

_
8 . .  \ ;. JO ·· , :  

195;3 •, . tj , S: if · ·· . ·• /45_ , . . 
1954 ' .;. ._,..c,_.;;;.;�4,:_;�;.. 
• . , • • 

. .  , •,
•· ; •, • : . t" '

.
, ,l • -

: . 

- . 19$5 . 79" , :_ ' 29 . . 
J.956 45 . · ,_': 1$ · . . 

1957. 75 . . . '. 12 
1�58 . :· 67 · . . . · . 3 , 

(,3)  

.3 
6 ... 
4 
3. 
2 · 1 

• ' 'l .. 

l 

'. (4) 
100 
148 

. ,� 9t3: 
\108 

62 
88 
71 

JS) 

8 
8 

10 -
12 
12 

i� 
11 

? . , .  
7 

· : ,' j  
' ' ·  

. . 

' 

(6.) : , ;; _ ·, ' ·  ft) (8) 

; ·\ 9, !-·. , ,_ .
_ �7 117 

ll 21 169 
. 15: , 25· 119 .. 21 78 38: 

; , g6 3 .  ! 136 

· 22 �t - 14.2 
17 90 · 24 Ji l-19 
. . ' 
25 -.32 10.3 

S6urc'eJ > . IMt-i:; :Balance ·
· Of ' payments -tearbook�· Public debt , 

in:ter.est 1,s esti�a,tf:)d._ front .tJ:i;e . pub.fie debt · outstand.ing which 
is given in Higgfr!s, .  Bit Indohe.id.a • a . :Elconomic Stabil1:zat1on. , ,  
and �v�loE�?1',: . : �e,vi . ·Yor_ k{ ,· ,,Xnstitµt.� .  oI1 Pa.Qif:i,o · Rel.�tlons .. , 
1957, p •· 1 - ,: . .. · . . . 

in i9,4,; �(l tb.e� ciec·line(i grad�allyi This t·rend is a good. 

refleotiop : of: th.�. e,h.�pg�s 1·n: In;�n�$ia , $ . public df)bt.s ,.1 
. . . 

'• Indones,fa: • s:· · :.$er'vj.c�
, 

rat1o� . f:or the whole period 1950�.sa 
. . •,' , . � . . . . ' . . . -. . 

were . 10 .4 and 3 �-3 pe? eetit !'i>,� tbe. p�ivate o.rtd Public a_ecount 
• • , #" ' ' . • • V 

r-espeptively; ·th$ .)l8�eg,Ei,t� ratio totallirig tp 1Jf7 ·pexa· �ent ·•· . ' 
, . ,: 

.. , ' 

· Both a.�ual private an<,i pub].�c sel:'v�c� ratios stayed $.t a 
.' . 

1:tndones.ia (13 pu:biie �.tt.e:rnai :ciebts for _ 1950..;57 were, : 
. 1950 .· 19.51 

. 
1952 1953 . 1954 l.955 . 1956· 1957 

. 
. :� . ' . . ( •" , 

. . . . . . � . 

.
• . 3,882 . 3-..79:2 4.,4,.63 5,3.30 · 5,. 237 5.,027 2j·'/79 2f778 
·(m1llion r�pis.hs } · . · · . . . . . · . · . -· 
$�u:rde : Higgi'n$,f B;� � . lndont)sia t s  Eeonon'1ie stabilization ·� 
Devel0Rment .. . Jh� 154,_., · 

. . - . ' ' . .. '. . .  

. ' 



Year , . 

. , . ,, ' ' 

!ndone s ia � s  Foreign Exchange Earnings,  National 
Income and Servi(i?e Ratios �  1950.;...'58 . 

service �azments Foreign 
' . 

National Service rat i o (%� . 

84 

exchange · · ;Frivate Public ea.rnings income 1-ll · f 21 � 1t +� 2 )  {ll·+1 2 •) 
' 13T . J ·  3 ' (4 ' 

{4) . ( l )  '{ 2)  ( .3 )  

19.50 ,l()O 17 831 
. 1951 ·l.48 · .• . . 21 1, 326 ·• .  

· , 1952 ' ti  
. l95t 195. , '  98 

2.5 956 
33 
38 ii4 

n.a . 
9,026 
6,912 
'7., 789 
8�010 

' 12 •. 0 2 •. 1 ' 14.i 
ll . 2  1 ., 6  1 2  •. 8 

9 � 8  2�6 12 .4 
6.3 4;;6 ' 10 .9 

12.0 4.,,7 . . 16. 7  

l .-6 
1 . 7 
1 . 0  
1 �6 

1955 108 
1956 62 
l957 88 
1958 71 

" 

1950-
58 8l4 

.. 
3�· 881 
2 BM_ 

• Jl 
32 647 

259 7,, 857 

8,810 . . 
n •. a�  
n •. a. 
n.a� 

12i'3 3 .9 16 . 2  

1Z:l J:� · ½t·.:t 
10 .9 4 .• 9 15�8 

1 ,6 
� -

\ ·source:: IMF� Balance of Paymen:ts Yearbook , 
.· Note i Items 1 through 4 are in mill.i ons of u .s -t doll�rs . 

rather stable level with certaip. :f'luctua.tions . Yet, precisely 

/ speaki;ng, private s.ervi�e ra �to · re�i ats;r.ed a slight deeltne 

due tc:, a simila:,:s trend i:n p?'iva�e itivestment .. l .  In cont:rast, 

· public servic,e, ratio·. during 195)"!'58 was higher than in 1950-52, 

indicating the .�ne:t:>e.a sed l"ole o:t' public .capital ., 

Indone sia I s service :rat io to national in.come wae about 

l ._,6 per .cent £or the whole period . The ratJo . was l . 8  pe.r eent 
in l95l , which declined to 1'�7 in 19$2, . and rurtb/ar to ·1 .6 

per cent in 19.54 and 1955� , The l ,Q . per cent in 1953 was caused 
0 

ltndonesia • s direct inve stments were 1,argely o.f Netherland 
owner:(hip ·  and :o,�ve .been. t:rither :repatriated or nationali zed by 
the Indone sian Government ( 

---- - -----~--
·-·-------•-·'-

8 , •..• 
•• 
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by th(:), non ... availability o� data  about . the profit remitted for 

. the 01-1 industry� so that it .should be :excluded , from" the d1$-­

cu.s s1on here �. As national income data i s  not available for 

1956 to 1958,, we eannet know how the rati o changed tor the 

la $t three . years .; 
:tndone sia ' s - inve stment serv1ci3 rat.io ( excluding atno:rti� 

z.ation payments .) in.. tbt} l930 ' s  registered a higher record 

than in the postwar peri�d as �n the · ease of India :. ( See the 
. -

table. below,: ) The high.e st reeo:rd.:, which amounted to 30.7  

. 
. 

inoluded
.
:ln the nt?Jne�a.tor of the rat io., the ratio would be 

high�r.,, . pos albly ·surpassing 40 per cent-� · 

lndone sia ' s  _Inve stment Service Ratio;- 1930 .. 39 

Year· 

1930 
1931 
193 2· 

, l9J � . 1934 
· - 1935 

1936 
l93_ 7  
1938 
19.39 

Cut"rent 
rec�j,:pt� 

Inve stment 
· income 
payments 

( milli.ons ·of !ndone aian 
· · guilders l · 

• . .1 • - . . ' 

,1.a· 220 . ' 270 
796 . · l

.
53 

5_62 �20_ 
486 · 110 
5il . 110 

50.0 
627 

11025 . · 717 
808 

108 
125 
157 . 220 
179 

Investment income pay ... 
ment as per ¢ent of 

cµrrent receipts 

22 .1 
19 ::2 

��·:� 
21.; 1 

21 _. 6  
19 .. 9 
15 -·J 
30,. 7 
22 .• 2 

Souroe ;  Finch, Dav.id, "Investment Service of Underdeveloped 
·countrie;s,, " IMF, Staff Pa2.er�, Vol . ll·, .No �  !, P ,  83,. 
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� Philippines 

The a�rviee :payment s made by -the Philippines fo:r-. .  exter� 

nal de�ts dur;tng the period 19.50�58 are . �h<Z>wn in th$: ta.bl6l 

on the ·rollowing page." . 
i
,
, I • .• "°! 

J\s the table shows;, . Philippine annual service- payment 

was ah�ut 70 million pesos durj,ng 1950,$2J. but. it r o s!-} to 
, twice · �s much :for t.he flollow:t.ng years exc·ept· 1il 1957 when a 

large : amount of a!llort 1 zat 1on waa conunitted � OJ the total 

- se·rviee pa.yment s.,, more than 80 per eent were directed to the 

servi�ing of Private direet investment atJ.nually. D1:rect 

inve s.tmen,t :service doubled its a.mount from 1953 ( though 

pa�tly because of ehange . in .. the . coverage of 1 tem) ; reflect� 
• ' ' . l. ing an 1ncreasf3 · 1n the illfJ.ow ot private direet investment . · 

The main investor i s · the. United State s 'Which has ±nve ated 
' ' 

heavily in sugar, ¢ooonut;, and abaca plantations,· mining and 

lumb�r operat'iops ,. aJlcl pllblic utitl1ty enterprises .  

ori the· prlvate account, dir-ect investment profit s  were 
' 

. ' 

the main and :iarg� st component wh.ich shared 9Q.,;.J.Q(). per cent 

of the private s.erviae payment , Interest paym1:1nt s were small 

during 1950 .. 52,. and reduced almost t.o a trivial amount during 

· the fol,lowtng three years, but have ri sen considerably since 

. ' 1United St�tes direct inve stment · 1n the ·Ph111ppines; . for 
ins�a:n�e ,. was 95 million dollars. in 1943 ( va:lue out standing) . 
I.t iner�ase:d ito $149 million in 195o'i and $266 . mil.lion. in 1956 .-
$our�tl ! . ]!�S+· Balance, o . .f_' Pazreenta Statistical . ·Supplement� 
, 0�8,, p · .. 152:,: . . . . . . . . . . . . 

-� ' ' 

. /· 

I . 

I 



I - Year 

1,950 
l95l 
'1952 
195 
19t.:t . ;; . 

1955 
1956 
19.57 
1958 · 

.Ser,vice Payment s of The Philippin� s ,  1950-58 
· ( mill ions o-f p�sos ) ; . ; · · · .· 

:Privat� -' aceount· 
Pireot;· Inter:,..-
inve st� ests 
ment 
profits 
· .( ll • t2}:

·
· 

52 4 
·62 2 
55 1 

l.16 ,, -� 
116 . · .•. . 
135 -� 
133 6 
127 .14 
105 9 

Amorti-. . . . . . ' 

zation 

. (3) 
-
"'!' 

-� ... ., 
-·· --.. 
l 

Tot.al 
. . . . , . 

(4) 

56 
64 , 
56 

116 
llh 

ill 
141 
. :L41 

Publi_o aoe1ou:n:t . . 
Inter;.. Amo x-ti• i1ota). 

zation ,ests 

: 

lS> ( 6) ( 7) 

4 �- ·:· ' · 4 4 :7,  
' . 11 

i 19, · . 22 
19 . : 23 

4 J+6 · 50 

3 12 1.5 
J 14 �i :3 75 
3 22 25 

Grand 
totai 

(8,) 

6o 
75 
78 

· 139 
166 

1$0 
158 
219 
139 

Sour.ee : . . IMF, B,alanee of Payment $ Yearbook; U. S.; Office of 
Business EconQlniC,�:3:J . Fore1sn7:ire.nt s and Cr.edits b,I the ,!!t�• 
Government-;. various !ssue s ,!t · · · · · · ·

· 
liote :  Ite.m l include s reinve s�ed �a:rn.ings , Qn u.s �  direct 
investment tor 1950•52 and e stimates of all reinvested �am"" 
1ngs of foreigners :for 1953•57•: 

.1956, . Amorti zation payment :regi stered only .  l m1l11Qn. pe sos 

1n 19$8_ . ., . From, the change in the component $  of' private serv .. 

ice p�ymellc� it i s  concluded e,as1ly tb.at a part of private 
. . 

. 

eapitnl .start·e.q. .t.o .in:t'low since _ the. mi.dd.le , of · the p eriod :tn 

the_ f orm or loans rather than aa, rH.rec_t 1rivest.menta ., 

On the ptiblio a.e ooun��, serv;c� · payment i.ncreased slightly 

during the period.� The payment generally maintained a stabl:e 

levE}l �:xeept tn. l954 . tmd 1957 when . ,J.a�ge • amort�zat. i on pay ... 

ments we;re made . Th,e; inereased sum. e>f p�inclpal repayment 

in 1954 iva� due to the :repurchase., of Manila ra:ilro�d bon<ls 

I 

I 

' - ---~ 
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· br the ' Rehabi)..1tat1on Finance eorJ;)o:ration� _ Anothei- large 

repayment in 1957 was the repayment of. loans from. the Phl.l-
. ippinee 1 banks to . U . S ♦. banks . On the whole, public,-.,, ee�vice 

payment s sp.arE>d a srq.all pe;r-oentage in the total. .service pay .. 

mentst Thi s may be explained by the fact that _ Philippi,ne s 

received the bulk of publ.io external aa.aist�,nee . in t:he f.orm 

. of gr�t a  ( e .·g , � _ tJ,.s:. Government expenditures) :x-ather . than 
' 1 as loatcls .-.: 

'• 

The total allll��l service P&J'1llent of 150 mll.lion peso$ . 
. . (u., s. $75 million, ) is approx1tnate1y throe -f�urths of what 

' . 
. � . t 

lnclia. we,� pa:ying during the "Sa�e period . Comparing , the re .... 
. . • . · . ' , . _ . . -

aour�es of th .. <i _twp eountri� s ,, th¢ burden of s ervice payment s 

of the _ Phillppines was substantially 'higher . than India ' s  .. 

Tnis is sho\Vn in the difference in · aervice :rat!<>s .-

'l'he · Pbilippines . service �at io to the fore ign exchange 

�at"n1ngs fo� the whole p�riod under r�vi�w was ·11 �.6 per e ent ; 
. ' · 

. . . . 

of which 9 � 2  p,e;r._ .  c ent �d' .2�i4 per oent were for private 
'
· .' 

:1Ph1lipp1no e·xternal capital receipt s on the . public 
. · s.¢eount. during . 1950,.+58 were { millions of pe sos ) ; · 1_9.50 1951 1.952 1953 _ 1954 1955 1956 1957 19.58* 

U ;. S  • .  Go.vermnept 
ex.penditur-e s · 210 210. 

ECf/M3A/F0A/I'9.A. 
grants 

iCA _ l()ans 
6 

�62 278 :244, 25.3 . 227 

14 3a · 36 , �4o 64 
-� --· I� 

-� -�- . � -�-IBRP ioan 
E,rport�l:tnp9rt- Bru;lk 

loan reeeivE3d _ .  - . ..,. .,.. i.5 l.2 +� 

217 

50 
18 

'!" 

l 
Souree :  IMF, Balance .  £f. P�X,l!lenta Yearbook , · · 

*Not.e ; 1958 f1gur.es a;r� for the . :first and· �eeond qua.rt.ers' �·. 
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. Th,e Philippine ' s  Foreign Exehacnge Earnings, · National 
;�come ., and Ser,v;ice. Ratios* 1950.,.58 · · · · 

Service :1,.ayments · Foreign National �...,;;.;�.:;.;;.����� 
Year . . . . . eKeha.nge' ( ·. 

·· P-�ive.te ·. :f\lbli9 earnings income (l 
l l) ( 2 _) .· . ( .3 ) (4) 

19$0 56 
195). 64 
19.52 . 56 
1953 116 
1954 . 116: 

1955 . . ·•'-.:.·:J
. ·· 
. .5

.5_ .
. 

1956 1.41 
r:' . 141 t;;i 1l4 . ' . .  

1950,i,j• 
56 . 939 . 

·4 ·11 .· 
22 ' ' 23 ' 
50 : . . 

· 15 . . 

:ll  
2$ 

245 . 

1- fl O  
1 -: 2  
l ;; 2  
2 .0 
2 4!3 

1.a 

Source. : · . IMF, . BalQ.n¢e of l?azmenta Yea:t?book ;, 
· IMF;, . International 

Financial� Statl:.:ftics,� '  · · · · · · · · · · · · : · · . < · 
Note l Item$ l through. - 4 · are 1�· milli<>ns tif pe:soa :.; 

, ,  

acoe>unt and public aeco.unt respe.ett,vely�. Whe ratio, was �bout 

twice as  higb as India ts service �at1¢,: reve.�ling . a ·  t�aet that, . ' • . i . . . ' . , . . 

in tlie· Philipp�iri�s, out of f◊'reign . exchange ;earnings _�Wice as 

much ·a$ In�ia 1 s •  �at1Q. had to be, , pa�d f¢.� · th� St?rVi,Ci� 'of 

eater.rial 'debt; : .  , . . ( · . . . -� � 

A trend o.f · the risE) in the · annuai - -sex-vie� ratio for 
. - · · -

·
- . . ' . -. ' 

. . pt-lvate eapi�al .1� .r.ea.dily ob$�_rved,�: l?rom the $ per o�_p,t 

level during '.3.9,50�.s2,. the ratio doubl'ed for.· tlle_ re�t _ of the 

period'�, . . tp:le high rat,iQ� . auriM 19.55�57 were partly owing to 
• • , .·� • . 

- � 

• 
• -

. . • • • 
. !: 

the 4�'¢line in i�rei:gn. e�cl1�ng¢ e�;rn,ingis :i .· 
. ' ' . ' 

I 

I 

·,.· 

975 
l,175 

t·tit ,,, . 

1,170 

lti l' 5 • • 

1;.119 
1;~25 

l0f229 

5.r.22 
6~ 87 
6,.5.54 
7,0l.5 
7,145 
1.624 
B,4~ 
8,8:t 
9,232 

671211 

. 89 

SA,T>V'1P.A,··1't:i.t.in (ij{) 

.,_ tt+ 1i{~I 21 11!t!2> 

5,, .4 5,9 
5, .• 9 6.3 
.5•2 2~0 1,2 · 
9, 7 l,,9 11.6 ·•. 

14 •. i. 9,9 4,.2 
11,71.3 · 13,0 2.0 
12,3 l,$ 13,8 1.9 

. 12,.6 .6,9 19,.5 2 .• .5 
9•3. 2.0 11,.3 1,5 

51.,2 2,.4 11,6 
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Ratios of public, service payments would �verage . 2 per 

ceP.t,, if the low ratios .ui. :L950 a??-d 1951 and the exceptionally 

high f�t.1oS. i11, 1954 and . .  1957 were �_:x,el;ude<:l;f The · fluctuations 

. in thE/ ratio seem to ' e�me from t_lle - eh:e.ng$$ in current/receipt s 

rather thari ·fFoi3' cha)lge s in public  service payments,. 

The ratic;> of ' serv1�,e payment t� nat:ton�1. inOQtne was 1:� ·a . 
per c�nt · for 'tha . �ntire perj.od�  · _The ratio was l6V1 for the. 

;fii;st t.bre.e, ,years because of low servic;e. 'payments.�: _ \Phe a.�er .... _ 

age ratio for the re st ot the per.!od was abou·t' 2 per �ent� 

which w8.s the highest among the underdeveloped countries 
. . . 

sele'eted in this ch-apter. 

I 



D:E!'VELOP- PROGRAMMING , AND . FOREIGN OAP·ITAL SEBVTCING ' :· · . . . - . . . . 
. ··. ' . . 

·
· :· 

-
·.• . - · ·· . , . · . ' __ _.-

The fundantental, r.ol.e or p:rog;ramming ·1.n .  e�oriomie. devei� 

oprnent is  tq  ll:ly · dorm a •oomprehensive pi.o:t:ure of the : 1�eve1 .. 
, . . ' . ' • . ' 

opment path by a· sy:stem�tiG, ,4�s¢r1ption o't variou:;i 'facto.:rs · 
' -

re).�vant to the 
. 
developrne:n� ., �1:1d the po�tciee the:reor )Jug� 

gested•, · Th� pu.rpo:se · of p:rogramipJng _consist$ in t.he �ata,t>� 

l.i�b1nent_ . ot a. ffC?em� pr.·ov!dfid i'or Val'?ious sectors as· � . guid-
. \ i . ' . . . 

ing fra.m�work w�tldn .whi.eh �f fo:rts o.f development w:tl:l. 'bes-

g·a thei,e.d a� · air enofm.ouef monentUlll .to break th)?ough .the viciov.s 

circle .of econpmie b�ckwardnass .� 

'By an.d larg�{ there . ar� tb:r.,�e $teps in the proee.ss 01' 
. ' 

programraing ; . agg:rE)gate p:t"oJeetiont sectoral pre>j�ctioti:, and 
. ..: � . 

elabo,ration or �ggregat� ,Pl"c:>ject,1ons., .Iii the :foll.owing the 

th.re�. steps will �e staled briefly� 

· :In . the. aggre.gate _pr.ojE;)◊,ti9n; fi:rst of a.ll, the . probe.bl� 

'targe�s o.;f ecoriO.Inic growt:h, a� ¢.stal>li�hed aft'ez,, a eapef'll 

diagnosis . . of t,he n�tio.nal economy with respe_�t , to past tre-nt� 
' ' ' 

and probable- rutµ:re trends.� Thep. the amo'.\µl.t ,of inve s�m�nt 

neo:assari . to· . :iJ1wl�mant targets: w,ill t)l;;\ :Pa:t�u:.t�t-ed* and th�ough,. 

a comparison of . the �olume of -thi s investment with tha� . ot. 

Cll4l'TER V 
' ·'' 



: �·-, • -t  ,: ,  • 

domestic '.SaViPSt t4e fo:Ndgn capital inflQw is •  e stimated,  

, $1mila.r.>ly1 tll$ . growth _of t;b.e eap�ctty to import h4s · be.en 

postul�ted:#;• and l>y a, comparison of this '•, .:1.att;er with, the-
·1 · 

92 

probab-;1,.e dem�9 f◊r importsf the. amount • ◊f su·bstitu-t£qn re.;;. 

:: qu.ire9- t16 ea�y .out' the program.me will be established\ Dur .. 

• . · ing this pro9�ss.,. as sumptions ar-e made. for a number o·f 
factorsi;, Th� �owth rate of. the population is  ass'UJ'hed to be 

.sta,ble· at tlie· ra.te rnos:t probable from past trends !' .. ,l.�cre ... 

mental' c;.apital-�output ratio, margtnal\pr:cpens.1ty tp ];mport � 
. . . . : ' :, •  . . . . ' . 

@d- 1na,r:g:lnai ·,p11ep<.3h$1.tf to save w�·11 be �ssumed t9 be stabile, 

·• . .  ,also._ Qr �ha.nge · 1.1nder · a eel?tain hypothesi$M  -. 

The, �e-ciond s,tept. sectoral p:rojectiont a.1m's at : th� · �scer-­

ta1$a.nt, ()f the ra.:t� a�d type- pf dev.�loprnent · 'to 'b�, · pursued 

by e.aeti secto� of the �Qpn<,u1y, an,d ·tr:te.$ to d�_termine _what 

:investrnent$ �d · othe� me�sul,'e.s will 'be req_uir-ed in o:r.der to 

· . . attain the obj,�9_pi:ves· set f<>r the individual act_i,iities � The 
. . ·.{ ' ; 

. basic ,e,letnent i:n ' ealoulat.ilt1g t:i�otQrial project'i¢ns is: an 

estimate of ·;the e'pm.rnuhityJ s  <;lem:a;nd fo:r goods i.;lhd, eeryi-c�s t  

Pem�ds i'or goods -�pd a.�r-vlcee of final cqnsµmpt_ion•· _ for 1n� . . . 
. �· .. . 

termedi.a�e prpdU.�t� ,,. �;n:� . for . c_apital goods are Cf+lcul.ated . one . - . ' . ' · ; . 

group after · �0th.er,� _ The ne:,;t �tep is a' · study of . the manner 

ir.i· wht�ll t}µit dem.and will. be satisfiedj  that 1st the �tudy 

,of �upply� Th� p�ocedttr� .ts usµ�lly · to study the possib1li-­

ties pf j.mport. r.$pl�c��.<tt�t in. a �articular� :se¢tor · Qf c.onsump� 
, . .. '. ·, . . ' ·, .. · , . . , 

' 
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thf)n to make a �imila:r study 1:ri regar� _to interrtt�diate goods i 

· The p:redtct�d fqre.ign -ett�a.nge res¢u�ces will be distributed 
' , -� . . . 

<ml,y t� :th0S6/ good.s · I).bt pr�duced within t,hE3 · count�y-� _._· '11he 
•

. I . • , _  . -; 

- s�ppl:t of
. 
oapi�al So�ds '1s · ordinattily ass·�c-iated wit�,,� 'a great 

. need for · J.mpo�ts1 · ·which will be · financed - t,y the p:redi:eted 

f'qr-eign, $X6hange
.
resou;r¢es  not covered by the flr�t tWo gr-0-ups �  

Tl1e· last step of -p:rograi!Uning i s  to compare the. :r-esult ef 

sectoral p:rojectionfii With .the aggrego,te . projection f'o;r the 

purpose or : �lal>otation of tlle. programme1 Tnus, consista;ney 

betwee:n r�souroes and US$$ ts  assured in this last $'P�P•f.· 

Th� ptobletn ocf foreign <}<3bt · �ervici-ng,. constitutes an 

important pbas� ·  in the development ·programme if- 1-t is to  be 

settle� smoothly,., · ·Mos;t development progra,mmE?s take this 

into a_eeo.unt with ·vat•ying etnphasith. Coqntr1es· whieh rely 

upon a large · ·amoWlt of foreign eapitalt and whose expo�t i.n,j,o 

duatr1.ei$ �t'e _. weak 1. or whoae fo�Jgn exchange �e��rves a:re· 

ineaget- are requir�d to pay apeo-ial attention t'o th ls probl;�m. 
. . 

Neverth.el�s•fd;: in a few dev�J.opment programmes duo C?:�:m�idera, 

tion (/)f t}?.i.s/ :pto�letn is lacking ., It mar be becau�e of a 

�lmpl� . . tmpre>d'.$i.oil - �hat se:vviee :f>S.yrnent s:har_e'i9 ·o�l:r a sm�ll 

prope>rtioll of'_ foreign e�Qhanse e'iP�ndit\ire · or that ¼t can be 

financed ea,sily by· a new flow of capital,., Sometitnes ,., �x¢�s �  

sive �nthustasm for high deveiopme.nt tafgets shifts the atten� 

tion �f' pla;nn(:)rs f rotn the problem of tor�ign debt servicing. 

In · the development pr(}g:ram.me�J, the amount · .of service pay­

m�nt oan be derived r�adily from _ the related. data:4: As stat_ed 
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ea�lier in the aggregate 'proj-ectioti,, i'or�ign enp:i.tal �equire .. 

mont is · caleri1F.l.t$ld try 
.
. sµbtra,oti.ng <;1omestiQ savins t"ron1 the· 

inve sttllent required fer the target r.ate of growth, i11he ' dif'- . 

ferenee betwe�n import �equfrement and ,vhat ·can be :t'inaneed 

by the . foreign e.:itehange receipt wt.l.1 be the· 4.emand to� fore_ign 
. capital.. Then the servi¢e pa_yn1:e.nt due ea;?i be ealetilated by 

applying th(:} • probahle: �ate pf return for the service . from 

e�per:t�11ce in pas� year$. :� In thi.s way serviee pa,ment for 

each year of the plan pe1'9iod is eat.ima.tedi Thi$ constitutes 

' a  demand !Qr $�:r•e-tgn e:itehange �ls impC>p.t· s '  o:r ccmsumer goods 

or c�pl-ta.l _. good� �-
F'ollowing th� .e stimate of' demand for · foreign exchange 

��s.ourees by :foreign debt servioiJl.�l the px-cb1em 6f how t:ne 

demand w:i:I.l be. sa�i.s.fied \�p1nes· neX:t,i ,lt' th� · service payment 
. . - ' ,. 

can, be p�io : out •. of: tht:>' predie'�ted .;C oreign e�1/hange each year, 

after taking ::i:ni,;o . oonidder�tion tht) POS !:libl11t•y ot e,�port 

expfJ.b.sJon an� impoi"'t �\itia'ti.fa.1.tionf th¢ tra:rlsf'�r }):roblem ot 
the �ervice paym�i1t tnay ment �a:v well be ' regarded as eaail}T 

soJ-ved�  How�vep,: it' the'. sorviee pa7ment ' give� ,, r:1$e to � 
,• . . 

e.xceas :  delf'lf;l:lld over- the lii:nite:d suppi..1 0cf . f:Qre'ign e:ltchange , 

the. dev,(:>lopment plan is . ;r-equ�st$d. to revt·s� thf;} origlnal plan 

l>Y. a;eoelE3r�ting the .. gpewth of , the expor:to'.: �ect9r:t or . inteinsi..­

tyine; tl"le t,,f.f)�tt:�j'':-�r itnport ' subst. itu,tion ' in the field of 

eonsumei, Q� c'«pt ta). S'OOds produtct�O?li QI' resorti11g . tQ new fer• 
. - . . 

. 
. ·.. . · ' . . ' . . ' . . .  

eign ~apital,: ThUs,. the developm•nt plan 1s reqlliJ>ed to 
' ' . . . . . ' 



9.5 

ma;i;nta·� co,nsipyan�y - l>�twee�- the · u�es  an:q . ea.rningEJ . ef f'e>r­
eign exch(tng�· so t��t irtcopsi $tancies in tbis · field Will not 

x-etard
. 
the ·. implem�nta t1on . 6t . the whole plant: 

To put the. relations mention�d in . the abQve int-o'· a f$Vi 

formulas):- . 'ii"le . · sh;al.1 a;et the fol.lowing ; 

: .: 

l:,� : Capaeity for external . payine.nts = Exports o:t· . 
' · , . goo�$ and service� ( .quElnttnn of exports ,t tel'nts 

.of tra�e) . + inflow of capital arid donations:� 

2t ¢a,p�_oity· to 1.nip.ort ·;;. Capacity for . payments -� 
outflow. of eapi�al and donations ."" retn'ittanees 

· . · of ·1ntere sts and profits ,. . ,· - ; .. - ' . ' : - .•� 

3-ir• !mport subati t:t.:i:tion ·;; demand for imp<;>rts  ... 
· ·,; eapaeity to !mpert , 

He11e.e·1. tr tne ee.rvice paymE>nt (rer;nittance of intere sts 

e.nd .p�ofits . plus eµnortization) is h$ld constant1 a decline in 
. . . 

eap�city :tor exte·ziri:a:+ payment s iivill · necessarily 'bring about 
. . 

. ! 

a declin� i:fl thf.l c�paoJ.ty to import,;. In th$.t c�se,- if the 

demand fo-p i:mpo�ts r:emains . constant ,, import aubstituti.on 
' . 

niust be increased:!, If , the service payment te.nd,_$ to inqrease:, 

e.ither the capl!lci.ty for exte_�f:lal p�:y�ent •·must incree.$�� ... 

rnai.n:iy· throµgh th�
. 

ex.p�si.on 9f t�<?J>t'���o;r- . import$ ��t0
, be 

cur.tailed through i'1Po1:>t restr+etion o:ic- !omp.ort substitution �-
. . 

In fornaj;la Ji· · it i s  as.sumed th�t - �ia:pa¢ity to import is 

identi�a.:i with the �ctual i.mport11L�- P:rovj,ded . th.at th,e · actual 

imports, deviate fl'otn th.e capaei ty ·t9 impo;r-t, the amount re4 
. . . 

. 
' 

. . · 
. . . . . . 

quired ; f o� the _ import substituti<m. will p$ changei:ti Also,; . 

i.f the a¢ttit!l1 imports exceed the .ce.pao!ty to impo:rt, dia .. 

equil:11:>rium w111 · F'e l:>rought tQ the bal'a.nce of · paym<Bnts \'>y 



. . - ..,, . .. j 

. ' 

eJ:10a.t:itig , ;� def lei t· . vihich ·mus.t ·-""be financed t.h�(Sugb new .for-

: . eigp c�edit 0.r. a drain of/ .�or�ign 
.
. e
.
icha�ge· r.e servetf�r

.
' In case 

. . 

<. the aet,u1;1_l impprts ,a'r.e less . th�n the capacity to import,, the 
. • . . . . . . ' 

. s�rplµ.s ,vvijl.l ·.�e .added to the f or$lgn e�c:b.ange rflserve,$ ,;.,, 

: J . ·. ·. Although 9onsis  .. tancy 1e  .an important. p�ii1:eipl.e i.ri .form� 

uiating a. de;e,lppment plan,� 'tee.aibi�:tty ¢f the' plan is far 
. . 

tnore imwortant:.: ;If a plan which meets the requir:e.me:n:t ;Of 

oonsistaP.ef is · d:U'j;'ieul,t _to carry ou:t. in the .a,ctual world 

'because. of . tnJ.'sea).<:n.ilation in, the aVnilab'le . �esourc�r$ of the 
. 

. : . . . . 

co,;mtry and ,thoa'e from . external �our�.e S) t-he diff'ic�lty 
. i • . - , . 

$till cannot . be a:voided.r -In estimati.ing fo;reign ex�:h�ge 
. . . � . . 

re.souroe.s ·.� .- <l'ert1=11n de�ee o·f · f1�:x.ibil;tty'· :i, ij  neeeasa:r;y,.. . . . : . . 
' 

estfmati9n of ezj>ort, proce�d.s . implies  a : ct}rtatn d:egr:ee of 
:· \.},',•. , . .  . . 

-�cia}rt;�inti�:i .·· . .  Suppose ' the, foreign (;)X.Charige. J>e�eipt has a high 

possi.l,li);itJ �f' fl:tretuat:iot11· se:y,� up. to tw�nti ;p�r �erft:1 the 

transfer .of' ·1;;11a �ervice pa:y,nent ia suo Jeet to. :41rr1:eulty at 
. . 

any �lrn� if .  �he , e�por.·t mat>ket �eeotµ.es uni'�v<>;able\11, · _  - . · . · - . ' 
.: -: :,, 

. 
" 

plays _ ari 1mport.,!;Ul1; role in thi$ ,;>eapect, • . •. G.ountr-ie� with suf;.. 

ficteJ+t rei;i�ryes rnust .map.age t·o rria.i11t�in the-1,r �eserve$.,;;, To 

filianee the q.9yelQptnent goods . . itnpo:rt$ �Y , a.'
. 
oonside:ra.J,:>;l,e 

' . . 

amol.int of f.or,elg�- J3�Ch�ge 'N�$erye$ a.rad�• ,thµs,,,, redu,ee.· the 
re$e:vv�s t-o _i;,. :1 mi�irtn,1.m point 1,$. an unwise acti�D;., The mq:re. 

export · proee�ds f'luc_t��t;e ,. t.he. more mu$t foreign, .e·�e-rti:ltlse 

Part1011larly for the primar,y goodo-<>xporting countl:\Y> the 
' ' 

'1'he. erls_tp.n.ce of suffteient fc;,reign -8'-:¢l:1ange. reae:rve s 
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• • ....
. r ,1� 

reserves b� presefved· , for 1.ise in an emergency.. · Thei;efo:re;..s 
;··

. • 
' > • 

• 
• � 

• 
• ' 

• 
• • : .suf1'ie:tent �tt�ti'f;ion . must be paid to foreign exchange re,,. 

se;rvei 1� 'the; ' fc:rmulation of tb.e developm�nt pl�.,
. 'l.hrough 

,· . 

the, wis.e Uafi of .t'ore,ign e�change reserves; the . servic;ng of 

foreign: 'debt will 'be - $ettled. smoothly. ,  
. . . . 

· ln\th� fqllqwt:ng sections we sha1l look ;tnt6 t'.llO rep:r� 

se�tlil� t:V:e · d.eve.'lopment pl$.!1$ whieh �ve been tottnulate..d and 

put :bito pr�c:t ioei The matn po!l.nt et dfseuflsion w:111 be 

ee:n:�ered on t_he tl'ansf'er aspect �f foreign debt serv!l.otpg �. 

More J1p�cifi�al1Yir the que stions we shall ask �re :. - .. ( a )  To 
what . �xtent doe s · the dav.e'.lopm&nt plan app�ar- to ta.k¢ �;�Qount 

ef the problem o:e future _ .debt �ervice? ·tb) To what t)xtent 

do the :investm�nt plans consider the export sector? ( o )  To 

vih_a.t · extent do they' al1e>W' for debt sePviee in any projection$ 

of the balance ·of payment� ?. 

India i�' on_e ·'tif 4;1le· undertiie,f�,J.ope·cr iotint:rie-a w�ieh . 
: endeavor$ f�p.vently tQ raise her li>/i�t> ):lapita . tncom� through 

development_ progrermm,int,., 

Year P-1.rui� _ tlie Second llan was i�tincned - in: )�priti· 19.56., whieh 
: ·• ·, 

. · , . .  

duetion., The. secpnd Plan ia  important in the course Qf :tnd,i.A ' e  . . -' · . 
,

' . . . 

long range economic plans on tb.e grounds that the problem of 

fiPAACing b�gar;i. to me�t difficulties cturing the first; r�ar of 

I 

places emphasis on tbe devel¢pl!!i>nt of heavy inquatri.e• ;i,:·. 

contra~t to the Firs1'·Plan•s.emphasia·.;,;·agr1eul.t~;.l·pro• 



the P}:an•. Th,$ heavy import .cont.ent of the Plan · ba:s · induced 

· _gre)at' · difficuity i,n the balanc.e of payments and $ · sever'f3-
. drail'.i 6!' . foreign exchange re$ervea' as ,.,ell • 

Th� total capital outlay for the public secto� in the 
' 

' ' 

Se.cond Plan was �stima.ted to be 48 billion rupees _. mo�e than . . . . . - . 

double th,e aelual outlay of 1916 b_illion r:upees 1n th� F'ir$1i 

Plan , (April . l,951 . to �roll 1956) ,. Op;e of' the lPParent cb.arae� 

te:ristios  ot the S�cond Plan from the Fi:L..,st Plan, ·1s an .in� 

crease · :tn. the· need ef' e�tern�:t. z-$·sou.rce� rqr .financ ing the 

. . Plan;, As the. table: below shows,. in . tn.e F'irst Plan only 9�.5 

per e�ut of the total. outta� _ wa.s financed by · ebternal re-. . .. . 

.souri3eSJ vrher��-s 16�7 per. . c¢;nt; �as eat111uat�ni in the Second 

· Pt.en:., w':hioh would . propably -�:vn, out. to be ?.4,.3 per cent1: 
' 

' -

judging :t.t:�o:in . the fir$.t two. yea.rs '  record . due to a pose.ibl.e. 

dt3cline in the . tot$1 outlay and an :l,ncrea$� in f.)Jtternal 

�s sJstanee-�:+ 

Tota.i pat• External . tiatter a,�. - per­
lie out:tp.y a.i.lsist�c�_ : Q,ontage o..t 

:Col'll!er 

The First fl,@ · ( 0;¢tua,i,) 1_9,,:600 

·{P+Qtmedl 48t00O 
The · .$eeQnd Plan.· 

· · · • (revised) 42.600 . . ' 1,� �· f · · (n11li1ons. 

i-,:880· 

8¥,000 

10iJ80 
oi" rupeea)  

' 9 .:5%' 
·16.,'7% 
24.31' 

-~--------. . - -- --·-·--·-···~-·-- ---- -- ····-----.. , _____ _ 

'.!'he Ratic> ot li>tternai Aosistanoe to the 'rotal Public 0Utla1 



The . .  x-ap1d increase in extEn;>nal aaaJst.anee ( loans and 

grarrts) s:e�rted from 1,956, lBRD · lo�ns and U�,-,$.� loans ht;1.ve 
. , . I • 

0.f'f1�1al L9e.ns and Grants Receiv�d by India 
.:, {mil.lions of rupees )  

.
• . . l.950 1951 ).952 J.953 1954 195$

1 
1956 1957· 1958 

lBR!J loans 
FOA./lCll loans . 
Othe:r u.it:s.,. food 

· 95 4e 21 11 9 .20 . _ 140 . 497 13a 
� ... � - .... 1t - 237 129.5 902 

loans ... 
u�K.. -loan ii-• u;s � s-.>Rjj . loans · -· 
West Ge:rmany 'loe.r.i · .;., 
Canadian Gov ••ti . 

ionn . · · ·· 
·..i'· 

ECA/MS1/Foa/Ie! 
grants · · 21 

Colombo plan 
grants . . 

Other grants 
Totl\l 

--�- ... -- · ... 
--� .... .. 

·� . 

39 162 118 445 

7J 

. . . · . . ' -
· . 

Sourcet .IMF�; · Balance- . 2f'; �ame?ts __ Yearbook,· 

� ... ... 
.... ➔ 22.4 

ll 113 311 
. ... 6 .342 

... ... 1.55 

;J73 ?53 146 

68 91 18.5 
2 1 1 

83i 22.56 30�4 

eX:ternai liabili�i�1s e,tpatlded ·rapidly• . in the fol.lowing years,: 

while pi:-3.vatEf i�'ztero�t lia.bil.ities · :remained_ at . a rat,he� 
' � ' 

stable lete':l_� By the reviaed estixna:te at,
.
' the- · end of the 

. aecon_d year Qf th$ P.1an the total __ e,;t�rnal �ssistance was 
, • 

I ' • 

ft�red at 10 • .;eo million :rupees,.1 Ji;s stuning twt:>�thi:rda of 
1 • 

• • • 
• 

this runouijt wiil be in the form of ldans,. at least 6000 mi1-

lie>'tl rupees will be . added to · ·the orig:i,�al e�ternal debt �. In 

Mareb.1 1958 • tb:E3· total external debt was abou.t R$-�- · 6 billion., 

1E�te!>nal assistances -are 380 million rupees f'Q� 1956--57, 
1; 000 for 19.57 ... 58,. J;,000 million each f<r>"r 1958�59, _ 1959 ... 6o,, 
and l.960�6:i,.. The tota). amounts to Rs ... l0_,380 millic>n .. f�--

99 

been· the· n:;a3Jj· .. source· of new capital.. As a,-re.su.lt of!'_ic1al 

I 

I 
I - -- -
I 

I 
380 526 ~ 

.., .., -
"!' • 

• 
,..,_ :~- • 

• 

~ 14 76 17 28 - -- ..;, -
116 442 ·. 668 196 155 .549 
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'If Rs � . 2  billion will be · added to  the . total debt each year 

f·or t'.he fiscal years 19$8.;.59,· · 1959-60, and i96o ... 6l,,; at the 

end •Of 1959,· i960 �. and 1961 the total official e;;,tterne.1 

Private 

India ' s  External Liabilities 
(millions of rupees)  

1955 1956 1957 1958 195� . . 1,260 1961 
ef;timated) 

( nop..;bs.nk ing) 4,\700 s,010 
610 

5,560 
480 

5:i900 6, 100 6, 300 6, 500 

520 540 560 .580 ·B�ing .57:f? 
Official 

Tot� 

Source : 

4,21� 6,.2�o . Bjooo to,ooo 12,000, 

7.,,_280 1.930 101-550 11.2,940 14,640 1_6, 860 19, 080 

2.010 

Reserve Banl! of India. J!ullet1n,. June, 1959 1, p �. 666. 

obligation will be 8;, 10., and. 12 billion rupees  respectively. 
' 

The aggregate lie.l:>ilities,  private and public,, will amount 
. . , · ,. . . ·  

to l9 bti11011 rupees,

-

. a,ssuming pt'ivate lial;>ilities will in• 

cr�ase only slightly duri:ng' the per:i.odf 

The rise in the official external debt imp1iea a ri se 

in the serviqf;} payment ... , Suppose. that the interest charges­

are 5 per cent fo;t> public d·ebt and banking debt:s · · and · 8 , per 

cent for privaJa liab111t1ea (most of them e.r.e direct invest'!" 

ment:)• t'l1en thf> s�rvle� · paytn�nt.(3 for the period during. 1956 

to 1962 wtl:t b� estim,ated $S shown in .the table on the fol­

lo'Vi:ng page � 

• The $ctua1 se�ioe payments we:re 464 million rupees for 

1956., ai;ld 1, 282 million for ;9,1_.� lf we exclude. the 744 
·' 

- -·---·· - ·- -- . -- ---·- - ----~----·· ... ---·-~----. --



lndia f s  Service :Payment, Est imation. 19$6�62 
• • . (mlll!ons of rupees) .. · · 

1956 1951 1958 .1959 1960 · 1961, 

:erivate 376 ·4.06 ··445 472 4,88 504 .. 

Banking 28 .30 24 26 27 28 

Official .100 113 _ 22� .  J�26 }:koo_. 500· 
•�.' 

:Potal 504 $49 694 824 91$ 1032 

101. 

1962 

520 

29 

600 -
1149 

m;tll1hn rupee s J>epayment of u. s.�. iend•lease si.lver l.<ian from 

the 1957 servic� payment,,. t.he e stimation in the above table 

would genera+J..:Y h?ld_ goe<i , 
. . 

The:re.f9iel fr-om the · tendency of ��pital flow i'rito India. 

durtng th� Second Plf.Ul period, .we may predict that the total 

service . paymei,it for tn.e year l9-6�;..t9e f'_;i.fth year of the 

Second Plan� .... w:11;1/be double-d f'roil'l th� level of 'l956. · O:f' 

which;;> serv:ic.� pa.ymefit for ·public debt will inorea,se ,foul? 

times as much li;s 1956• s · amount., thue accounting for the 'la.rg..­

eat part of .the Jn9teaae. 'in· totat . service payment... lll eomp�r--

1son to tlle C\+rrent ao·count r�ceipt ot . 81.929 ntlllion rupee s 

in l951j,:. the servic:e paym�nt Qf 1956 ani tru.it ot' J.961 share 

. 6.,i P;�'n:" .ee:n,t . ·�d i:i.i8 per, cent respectively •. · :Though the 

servitce :ratiq dou�l.a� in 196'.i.,. th� service :rat:to of 12�8 .pe:t> 

Qent 'ts not 13Ubs�'a.ntially h:i,gh when · oqmpared ,vi.th the situa­
tS.on :in other . epuntpies �1 

. :1M�y eo�tr1e$ nave investment s.ervice 1rati_t> be:Low 10 
per cent , som_ e_· �etwe�n

.
l_@ to_- •· 20. '.per oe,nt-,. an� a fe_w over 20 

per �ent ._ Se� .Avra.movie,i D . t  De,bt ServiciPS Ca�ac,ity and 
Postwar · Growth in International'""rndebteciieas j,< al:t1m.ore : 
The Johns H9pk1ns Pre�s,  1956, PP·� 98'--99, 'l'able �J: •. . 

---· -- . ----··- -· -- ····--1---- -- -
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$ecc7>nd Five Yea,t- Plan and its . servicing, the Plann-.ing · Com. 

mission was t-athE5r optimistic though they e�p�cted a, eer.tain 

e.xtent of atr�in on In�l:l.,a • s  bala,,.��� of pa:y�enta .. 'The s.tate ... 
. 

. l ment read ; · 

To sum up,, . on cur�e:nt aeeount-1, the tota,1 deficit . 
o-v�r the five year� is lilfel;y to amou:nt to Rs . - 1100 · 
crorea�  · Qn capi�a:l aecount1 eunort1zation payments 
o:n the ·u is., whe�t 1-oan and I .,B,,.rhl) .•. lo�s oontraeted 
in the past _ wouJ.d . be more th� offset by _t:he ' ,;-eoeipts 
fr-om the ·u ,Ki Oovernm$nt �n ,account of _ steI'ling p$n"" 
sions . • some of the 'new loans and credits obtained 
during the ' aeconci plan period ' \V!ll also eritail $Om� 
repayment s,: but tl1ese ean be all..o"w:ed for by rack op;� 
ing these credits . On ?, net t"8cther than a grosa 
basis .  • On b�lan:ee* eapit�l , c,ommitmentt1 on govern.;. 
ment account are not, expecte_d to have any sign.it-. 1oant etteet .on - the _ paym�nt:s posit'.l:◊n� On J)rivate 
capital . account,, allowanc� ,  has to be made for re ... 
pattia.tion :· of : capital invested in t�e country. 
Here again.,; while . th�re would be some repatriation 
of ca,pit�l. _  new private capital · will flovi� in and 
the ottera.11 impact cm balan¢� .. of paym.ents may b� 
reckoned on a net basis -. · .. . . . '.. -· -

- . . .  ,_ 

· In the. above stat�rnetit we get these points } First ,. the 

sei!'v}e ing of the loans <.::ontrEJ.eted 1n the past · ean , be eov_ered 

easily by · the receipts f:roonr · the U �K. _Government stetlirig 

pens.ions , Secon<i,, the se.r'ifieing er new ioans and credits and 

1"epatri�tion of private oapi�a.l ma,tter only on a net bas1s 4! 

TW.r·aJ\ on ba.lanqe., the publit debt E1:eeount · will not malt;e a 

be.av,'y , str�in on the · payments posi tlon·•; · f'rOTll theae . points 

our 1mpr�s si�n , 1s $Uch thflt the. problem c>f thQ servicfng of 

forei� debt will , ti'ci>t be ver.,y sei•ious, at least in the Se.eond 

· 10overnment of In.die. ;Pia:rµiing Commission, Sepond Five. 
Year Plan�, New Deh111 1956,, lh 102 .• , 

,-
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· Plan periodt  . ·Even t;hough there . would be an addi tiohal demand 

for foreign e�cb:!3.?lge re sou.:rce_s for . the purpose ot dept serv• 
. . . ' � . . . . . 

,icing, the new inf-iow of foreign capital would m9re than off-.. 
' . . - - . 

. . . - . � . . . 

will take pla�e on the payments po&it ion. , 

�is Qpttmisti.e · view was soon broken a� lnd1a t s  balanc� 
• 

' . 
: • • • • 

• : . -
• • J 

of payment s bas. :fa:llen . tpto s.e;r!ou� cu:rrrent account . d�f:ielts 
since 1956.f '.f:'he inflow ef new eap:l.tal , wa� slOWi contr�y to 

expectat16ni 4s � .. ret1ult ne��ly 2 billion r-qpees oi' · foreign 

exehange reserves we;e lost :• -. .In 1957 the deficit was greater 

(4, 906 rnillien . oompare,<1 to l9$6• i, 3t 2l7 million rup$e s )  and 

another 2\6 billioil of reserv�s were drained ,. · T:Pe d�f'icits 
' ' ' 

and drain. of i'or�i.gn exchange re$erve s were · induced ·by a 

sharp ,1ncr.ease in !mP,ort � of development goods which were not 

fina.11�ed by a.· . sub.r!'-;antial amount o:f foreign capital and rapid 

expan�ion in (;),tperte-� 

In the Second l>lan the eat±matj.on of �a.lance of payments 

w�s . mad.a a,s shown ln the table on . page 104.: " . .  : . 
Over the ' five yeacrs, expol'tS will. rj. �e moder�tely f�om 

an eat:ima·ted level. or :Rs  .. 5,-'7.30 million in . 19.56..,57 · to ·  Ra • . . . ,: . .. . . 

6,; l:50 jnilli6n .i.n 1960�61• an incre·a::ie or· 7.8 per cent for the 

v,hole period , The a.tmual rate qf the growth or exporte- thus , 

i s  only 1,5 per cent � The . a.l:>ove t'igµres are estimated under 

twC> assumptionst; · ( a )  Tern;\$ o f  trade i� the next five· y.ears· 

will re�in, on the average,. the s·ame as they have been in 

set the ae~ii1ee payment and, thus, no sign11'1c,;,,t.e:i':feot 



\ 
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Indt:f�- B�lance of fa.ytnenta on CUrr$nt A�cotmt 
3·' · · ( 19.$6�57 to 1960�6JJ · ·. ·

. 
· · , · . · . . ,_ . �Rs ; orores) . 

Item ·· •· '!956- 1957,;, 1958 .. ' l.959� i 66 .. Aver• 'l' t 1 
. . I I ?1 z8 $2 ' �O • 61 

O 
ase O a 

. l,, Export$ (r.:o ./t> . )  - 573 $83 592 602 61.5 . 593 .2965 
2., Imp.or.ts· te ·. :1; . r  •. ) 78.3 886 . ·  . 990 895 · 786 . 868 4,,340 

. ; ·· · 

·• l.•· Trade ·• baifuice' :: · �210 · �303 .;.,398 .-.293 . 
:( 1-•2) · · . . ·. · . _ · • · ·. 4. .lnvislbles ( ex·- · 60 ·· · 55 51 · 46 
eluding offi� 

.171 . ... 275 ... 137$ 

41 51 _ 2$5 
eial 'donat1ons 

$ .,  Total ourr.ent ,ac· _.,; -�J.48 ... 248 �j47 �247 . ... 1,30 .;.2� ;;.ll20 
· count balance. · · 
t J•l+L 

. . . . . 
: 

' • • 
• 

' 

• 

' 0 

' 
• 

0 ' 
• 

< ' ' , , _ 
•--' 

A •• 
• •, : • •,, 0 •

, •• • • ; • 0 ' 0 

· So�cEH The Second FJve tear Pl@.P ♦- 95.,_, 
Note:: '• Grore . slgn1fie$ 10 million,. ·  

;, t ; f . 

.· 1 

' • . '-'t ·, 

be hel�
. 

fi"1llf u.ri;d�p �c,ntrolt �ow.ever,- take 19$2 as the 

basis •  te.rms ,ot t,rE1.de. �hi.eh wel'r,e l.04 in 1956 deteriorated to 
. 

. 
. · . , • . .· . . · _ . . 

. . . l · 
. . . . .  · 

95 and 96 J!9:r 1957 a.n<i 1958 re�H)�ct.ive.ly� . Hene�i .there 
. 

: 
. . 

' . 
. . - . . . . .' 

., 

still e�ists: --� ·poss1bil$ty thS;t ex:po:rt pJ:Oo�eeds might not 

g:row even _ .ai, such_ a. ,low .,;-�t� .�.' 

As ,the· ;la.st t.ab,1� shows, I�('.li'ats imp¢rts rise substan• 
. · · · . . · :  , . . - . . , • .. , - :' 

tiall:y- ove� ;'.the, _ f'ir�:t f,ou:r ;yeats , thus, .,:.ei3ult1ng in a nega• 

tiv:e' trade. ,l).ai�rie,e .o'.t abou:t Rs .!, 13,.750 rn:fll,ion over the 
-- •' . . .. _ . 

. . 

period* . Sip�� : exports g:r,pw �t l-.,5 pe,.r c�'nt per a.nnu:m an,d 

tmJ?_<;>p�.'3. ::�-ot �aJ�·�-�� · t�n tp�p,c�r.�s,-: · :tne .. a�tteit,�/9an; . b� . fict,1an-
.. 

. ·.• � ; ::-. . . 

_ ced qnti t�ollSh . the · inflow of· new eapital .i,'-# ·� l�rg� :- s�;a,i�, . . 
' 

• 
' 

• 
' + � •• -� • 

• ' 

ancl the drain of foreigzi' etebang� r�aerveaf · . . ' 
' . . . ' '.  ' . -). '. ' '\ ' 

. 

- -··- --- ' ...... -· :..;._ -~------

l95S~56 ( f1r,st nine m<>ntl;ls).• (bl Innationary presstt;'ee will 



.. -· . ·+· . . -· .. - . 

lndia •s  foreign exchange reserves,. which ha.o.· been· an im� 

port�t tesou;r�e for. financing , f;3·Xternal payments ,  however; 

was r�duced  to a.. miriimu.m .point at the ·end of l958 i! ;tndia;; 

Who had Rs t l.l, , bil.lion of f<:>reign_ �xt�rnal. reserves at the 
time of lndepe·ndenc�, has bean losing t,h�t;n since then. On 

.. 
the eve of the First Five leer 'Pian. the re serve$ were around 

Rs � 8 i.5 billion . . During the Fir�t Planl. drawing do'ffi on the 

foreign exchange reserve$ was about 1.4 billion,
.
lower than 

the eJi::peote'd ?-mount of . Rs ; ? billion� in the Second. Plan, 

the tptal draw1ng down of the .R�s�rv�H3 B� • s  foteign ex"'! 

changp assets since April 1956 to the end · of Marcb i958. werks 

out at Rs .� 4.:190 million�� '.I'llougll in the ftr'fit half · 9f 1959 

the :reserves showed · a slight ., inQ�ea.se , they were at
.
the mini.., 

mµrn 1evel to baok · up the note i sfsliE.l of . f:ls .. ♦; l7�5 billion and 

forelgn trad.e of over 1,.3 bill.ion a.nnual/ly,� 

. Ind;ia:"s Foreign. As$.ets,, _ 1950.,.59 
• · . · (billioti'/9 .  ,of rupees )  ·. .• 

1950 19.51 1952 l953 19.54 1955 1956 1957 19$8 1959 

�,1h . . ·· a .• 21 . z.k6 z .• 6J z •. 7J. z�:is 6 . .,/ia 4..15. ;, iio:z J.J1 
Sour¢� ; IM�; . !nterna.t1ona'.l F'inanciai statistics,  April, 1960 . -� ,. . . . . . - . . . . . . .  

· �ow,, as  we:. �a've se�n, India'' f3 e�9-rt1;J expand,_ only at . a 

iow rE).t.e;, ;J.rnpqrt-s · �nerElase sbafply.,, 8.%),4 fer�i'gn e:�¢ha.nge 

�G¢vernment . of India. Planning Comµiissie:>n,- Apprai sal and 
::o,�g:cts_ of the Second Five Yea� . Plan:-. New D�ihi, May; 19.58, 

' 

10!, 
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res�rves _ are c;irained to the erftioal minimum :point-.•� Altho1.1gb 

service _pa;-yment take � . up a.bout 7 pe:r;- . ct9nt of. the . fo:r.etgn ex• 

chang� reeeipt1 vih:tch rn.ay be eorH1i4e:re.d low if th�re it:1 no 

. heavy 'payment::i deficit, t-he . gro\"ling - share of f'Qreign debt 

servi¢e pa-yment must be taken i�to, .serl.ous ccms'ideration to• 

gether. w!-th. other ;J:tem$ of: . import· . t'ifqlliremet1,tfi �i . For thi_s 

p�poE?� th�- exp_a,p.1s_ion oi' export s :at a b.ighe;r. i--ate than Pi"e­

vailing . n�� :rnu�t p� achieved; by ' �Ve'I}J meansi+, '. The Planning 
. . · 

,
,, ; ,

_ 
. ,. -, - . ·_ ' . 

Commission e'.drrd.tt�cl tl1J$ �nd s�).q:1 ttrt has be.en recogni ze d 
• • •

• ' 

• ' • 
• _, ! ' ' •' 

, , • 

' 

that . the expan�ton qf e_xpo�t'�' is :vit,al to · tlie t.empo of devel­

opment t.hat. ¢�??, be secure d anti:' :rial.ls tor sus-ta:ln:ed· effort s 

and a d¢gi:ee ; Qf _ aae,rifie:e on, the part of the eountry�' •i2 There ... 

for.e ,  ·1n 1957 -:,,� n�ber of sti,p� . wer� ta:k�n ·w1ti a. vieti �o_ 
building up -�he · �iv�' !_'oz, ext,9ft.�,f • . Several eiport promotion - · · 

' . 
. � . . 

councils a_nd tl:le Export Risks lnsurap.ce Corporat ion w�:re se.t 

up . the
.
• Fo:reigri ?�a.de Board and the Directorate Qf ·Export 

Promotion ill the Mini stry of CommJ:>rce ·ancf Industry, were . e st ab• 
·-; ,• . . . 

i1shed /  al'ao.,,- Export quotas have been progressively liberal-
. . . . 

:i zed �nd ,eipor:t c ontrol z,egulattona we·r� ,relaxed-� 
. 

Mo.st e�ort 

duties have �een aboli shed or sub stant:taliy- reduced -e��ept 

tea,, na:r'd cot ton waste .,' .  and tnangane $e or.a • 

1P:1anning eemmi s sion expects that the se�vioe ratio will 
rise to one,fourth of the for.e,ign· -�xcha.nge earnings by 1957 •; 
$e.e ; P�tel� S ,  T-il,,, ''Export _ F-r•oapeets a,nd Eoopomic GreYlthl · 
India�! )  Economic Journal , Mo . 275, Vol ., .  L:X:rX ( Septembe:r l.9.59) , 
p �  it.90 jj . .  . · · . · · .. , . - _ ' 

. 

_ . _ -_2Pl8:111_ -_ · tng · oommi �sion• Re0.�§J?a.i sa1 · _ _  £! the Se_eorid Five � 
Pl.an, ! _Resume ; Septarnl:>�.r . 19 -• , _p �: 12 �. . ·  



W}l.e transfer' pl'C>t:>1eJP of service p.a;yment appears not too 

. serious · at the . $eo.ond . P'l� pe�iod b�re�use of a new i.nf_low or 
. . . 

. eapftal 011 a ia:r-ge scale �-- · _ trowever • a$ stated in the · first 

sectionf ultimately the real transfer of service payment must 

be achieved_ through: the. · expansion of -eltports or impo�t; �ub­

st1tu_ti◊n,., 

In this. connection, Pat�1 suggested ar
{ 
interesting pro• 

posfil.). in his a_rtiolf}s,: rttxport Pr,osp�et s a,nd $eonom1c Growth : 

. Indi(:),. "  He eo)lt.e:p.tled .ti;}a.t the . a,s aum;ption th�t e�po�t� _<;>f pre• 

:tndus:trial countrie.:s must. be expa.n<ied t6 finance the . rising 

volum.e 0{ investment goods. impo.rts 1$ V$.lid cmly _ for a few 

petroleuni. ... pro_dtieing_ oo�t·r;1e�l which aeeount · tor less. than 5 
per c:r'9nt Qi' tne,· :po:ptilstlon ¢� tp.e pre--1ndustr.:f-al wotld;� 

Therefo:re► he ,f;iuggested that · _Jt 1. s neces�arr for these eoun .. 

tries to �ece)ie:ritte i" tl119 fate of. dome.s•�ie eapital output .. 1 

The Third _ Five _ Yea;- _ Plan,- wh;J.¢h is to- start in April 

1961J ·saeme to pay mo�e atte·ntion to t'.he servicing of foreign 

:debt si._nce the 1nrp-o�tance of th,is problem i s  being reali zed 
, , · 

wi.de�y• . Nevertl?,eless,· in t'tie Th.ird Pian, �he t"inl3.nei:ng of 

service :p.nym�nt. is to c_orne from e:xternal resources �: - In addi• 

tion. to- tne forei� ezohange reg:u:i+>em�nts of Rs 20 · billion, 

6 billi�n is req1.1!red for- the ser:vic1ng of l.iabiiities already 
1 • . 

ln otbe� wopt:ts ,  the debts contrac_ted .:before 19¢>1: 
. ' . . . ' 

can be se.rvic�d: only througll .. an in:fl9w or. more foreign cap3.tal .  

! . 

107 
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Howev:er;- t}?.e eontribu.t io� of fo:reig� capital in tbe buildi_ng .. ··' . . . . , 

o:f Im;iis:? s _proclucti_ve capacity .cannot be u.tid$restim.atech In 

se_veral. yearst :tndi� wlll, hi�ve . a h;t.gh _productive c.apa.c:tty, 
' 

. .. . . . . . . . . ·. . 
. . . . . . � 

which sh� has :Ilf.:}Ver had.,� . . At that time tp.e servicing o.f .for--.
, . . 

·/ . . ' . . . 

eign debt will be · ea·sily . . within her eapaci tY.,: 
;tnevi

.
tallly.� th_e di.f:f'.:t�ulty i �  in :fo�ecasting· fo�elgn ex-• 

. ehang.e 'I"8QUir.�1:uen1:: ·s and ear.nlrigs over· $. period or·_ ,five years •. 

L!ke1;".'.l se thf.:f f9r�c;�stil1$ o:t tb:� service paymE3nt o:ver the five­

year . p�::r16d �4 1·t a :: means of :financing :l:mplies some degree of 

uncer'tainty __ •. .. ':ltt,.E.} :rn.tt�an· Seeo;nd Five Ye�r ·plan i s  no excep .... 

t1on ·1Ii thi � . r:e-speet .• , The dtffi$ulty ip. availabi lity of :for-
. . 

. 
. . . . . . . . . . . ' 

and a large draill of f()t'Gign' exchang� l?e s�:tves .  
• 

' ,' 
• 

• , -
, ' • 

.: 
l 

. • • 
. 

• • ' ' • 
• � •· 

:However. -. . 
. .  ,, 

:Ind.11;1. • S1 s-ervi-�e. payment$ .  hav� not b<3en suapended, though they 

were f;tna.need by a. n�w flojv <;>f _ .¢npi tal .. '11:i� ser·vic:tng of for,.,, 

eign tle})t throu@ t�e r.ef.l.). . trans:f'er o:f !:ndian producta will 

b_�. r�ali:zed ixi the · :ru.tt1r� wh�n India ' i; pr�duet.i:vity i s  en-, 

han�eq . to -� high level as en;v:1,s_ag�� . in he� lfiva .· 'Year Plans �-

Th� _ Eeonondc Dev�iopmen:t of Brazil 

-Wn� prq je,�_tio!1 · pp. the futu,r� de�elopinent of Brazil t s  

e.¢oi¢mt _wa.$. ma'<l'E? 
· in:: an e;eellent .stud7 by th� joint wol'king 

. . ' . 

grcn.;p 9f · t� Ba..n,�o Mac1Qnal clo De�envol vimento Eoonom1eo 

9f Bta.:zil �nd the ��onomi6 Qomnµ ss1on for Latin Arnet!lca of 

-- ---,---. -····--··--·-

eign excht¼ng:e_ gives; .rise. to a ~train on; thO pa·yrnents-.. position 

--------



\", 

; , 

109 

i 
the Uni,ted Nations �· In Part ·. I:· of the study t�e im cro, 

$e:onomie analyals of Brazil • s .tt,con6my from 1939 to 1954 lays 
,! ., . 

·a aou�d ba.sis for the va.:r1olls �ro,j�9tions to be followed,. 
' . . 

:; 

The future trends 01' inconie �; . ee>.nf!umptioni, investment , · caps.-
' 

' 

9ity to .· 
;mport., , production for · the domesti.c market are, · 

thereby,: cal.eu).ated for t11e perto·d 195$�62 with certain 

hypot�e$es on t�e produet ... eapital ratio,, terms of trade, and 

inflow of foreign e�pi tal ., ;tn· fart II the. projections go 

furth�tt into aaell sector, .  the �esult being maintained eon-
• V • 

• 

sistant witp th� �gg:reg�te proJectioti. 

The EC1LA study 1� cha,�fleteri�ed by two aspects from 
. . . ' . . ' 

India ' a Second Five Yeav �lan • First, the former ' s macro� 

economic an,�iysJ� is.. ' E). . $�,;rup�ioµs w<:>rk and statisti'cally 

rellabl.e ,, Bene�•<. .t:P,e whe>le , projec;t:ton 1s  based on .sound ' ' . - .. ' . . � . . . . . 

st�tis.t1oa� �v1��11c.e�,  th9ugh �9me 9t the hypotheses may not . ' . . . . , '  . . . .  . .. · . 

turn c;>ut t.o be facta �1)4, tllu.� 1,i.(:)eding sli,g�t mod:tf,ications 

i� th� cour�e of . qe'VeiQp�n,t ..• , .�n 
.
contrast, ln�ia. ' s Second 

Pl�n i s  rather \'ii)�k j,µ lts s�/;\:ti�tical study of Indi�.1 s econ-, . . 
._

. 
' 

, 
. 

. ,: °': :' , . :,. . . 
. 

. 
. . ' . . 

omy. : M.any, gµes.�es an.d a�proxuia,tionei �l'e · implied . in the Pl.an., 

Apart · from: th,� des�*iption .<,Jf sorne �chievements durtng the 

F��st :Plan, the . J>lan s.eem,s t9 l>� fce�:;u�d on the . set �1ng up 
., ·; \ l ", • • 

of, targets and . c}ev�s�n,g r:�levt;i�t pol��tas 1n words and logic 

rathep than �ely,-p.g op soupd st.��i,sti9al da��.-. . .  . ... 

. 1un1ted Wations :, . Ana.11se s  _ and. Pro..1eet1ons, of Eco:pomic . 
DeveloBment., _ II � · ... Wbe Eeor:femie :Oev�lo��ent of Brazil.it New 

· York', 1956, H�rt3afte�,: �t, ,v,111 be , ::re� err�d te as  ECLA study: 
for the . �.a,lce of �Qnv�nien�f� "' . 

-



. ii 
!i 
! , 

ll.O 
' ti . , •I 

$�*���r. a ·  �li't;,�ta.nt ial Jfroportion of, . the EOLA st'1d1 i s  
.' 11 . . 

dire (!teJ ;t() ·-. �:t.i� _ analyse/3 �d p:r.C>jecti�n� of �*�ern�l re� · 

sollroe-�¥, ; pe�he.p�. ' bee�use · ()f �r�zil ' e · �rade�o:rientat;iion- in 
., . . • . ,- ii : · . . . 

. . . . · • . . . , . . . . . . . 'i past centuries • . . I.n tb;t_ .�.- -_ rE> spe¢t �,-. Ind:t,a t s_· P1an .t. s las_· _· �- pr.om:-. · . 
. / 11 · . . ,• . . . ; . . . . . 1nent; i�\ 

�he st,u9y: 9f her- expprt s  t;h0ugh tfpe �itpo.r� se¢tor �a 
I . -

�eak . . atif :q.eed� s�rengthening . 

A�· jt.iat; ·. st;at�d.t tll� EOtA e1tudf pay-a· eQnsiclerable atten­

ti611 t� the 1:1speQ� . of e"t�rnal re�9ur�esi The strate•gie 

faet,ot� tiet;er.m1Il!ng tAe r,a1+e , of gr()�h' of BI"a·zil f$· e�o:nomy 

·. a!;'EI bi> if eVed t0; be in tl,e .ro ilortng tJ:u,ee Vat-1.ab le.� i t a )  

qpme-�tii e�viµg, · ('t> ) . flu¢tul.lt1oris in the t�:r.tns,- : of trade j and 

( a ) thi l n$t �f�e\V �f f?l'lli!!Jl •�esQ,µo�es.1 l'a�tt��lai-lh the 

t�'-�4 ' '-r�tor. 't�- �ega�d�d �a Y.'1 �ally i��prtant to �he �evel- , 

�pm�nt._ :'. f
.f. ,  S��zil ' � �l�9�◊mY-f Tp quo�� ; ·. . _ . 

. Ftmijru.n:ent$+. itnpo:rt.��E3 m�y- �l!'J.9, .�t,ta�:t:f :tQ tlitS, :t:n .. 
- flQW" and :outflow of' reso�C8Eh fOne' of thes'e . . .· 

'. . ' ,: II .. '. - � . 
' ' , . . ' . ,.. ', . - . . ;. ' 

. . 
. . 

. ;., 
' 

I ' • 
• 

' 
' 

,. 
• • ' ' • 

. · �(rytment� ., Jpe.�;t�an�es . a·\?;r9;a<i. f.'Q�. the �er,r101n&: 
Qf : ,apital ), !fa .  · ,of ,vi��l . _$nt,ere s� a� a,. ba'.l,an���or�. 
p�.ent a \'.Pl'�b+em:♦, . At\Qth(Jr . ( �bat. ·()_f . lQp_g--ter,tn · ��Pl� 
tal� ).m�rits ap�o1al empl14�ts ·()11 account - of' it.a 
pottn.tial, · �1�lf1�e;nce ,\

· 
- . -

. 
-

· ]1 . . ·- • · . . 
According . to thE;) past expe�ienoe of �r.a.zil ts economy. 

· II . · . .• "· . . .. . . .. . . . . . : · · - . - - . . - . -
th� coil�1'bt(t1o� of JQ��:ign C.�P i tai lia� -�iiri s.mall an,q intel'-'. 

mlt�!'nj)� ? s�y t�i, foi,aigµ q !lj, it!>l pon!;l'1buted slight).y 

:Lt3 r1ot :l��ntiQal ; W:ith a�14ng tnat f'o��i�;)'apj,t�l ,did- n<>t 
fl<>w 11<! Br!IIIA:J, .�� 81).� . h !inplte, � ,.l:j,at . .  1!'1fl�". bas bee!'1 

··_ . 
II 

- ·_ - . _·· . . · . -. - . 
1:t�ld� :. :·p:� · 3 .•

. 
· , · -·• •'f-. , . ' .. ' • , .. 

2 : :II · · .
. . 

. <Ibld • . . \ . , :· �·r: :--.- · 

., I 

. J 
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. lll -

. : 1 1 . ' • . 
more t�,� ·' CJ  ff set by outflow, In any '·one decade of th� . l�st 

half-oeitury the inflow of real goods and. se:rv:tce,:3 has ,never . 
: ' • :: 11 . . • 

exceed�d . the out!'lovh · Hene.e., !t was projected in_ thei . ECtA . . :.ii . . ·. . : . . . . ' . ; . . 
stuqy �,��t 11t1:>,�re is  nothi� to in<1ic�te that: past trends 

will b� I to flow a'brqac.\ in eon:ting y�ars ,· rtl . 

· . �+ net outflow . of eap�t,al and related .ser.viQes was due · . JI . . 
mainly :,r o the f'oll9winf f f'a�ts :  :F'irst, the net· . inno,u oi: 

, . .
. . Pt'.l.vat� I; long.-te,rin 1'o1'e1g,> <iapit,i.1 (e1<el.u,�1ng reinvested prot. 

it� } 
h�il 

r.emat�e<i at a s�b�;tantia�l.y lQw level becau�e- of tpe 

overv�lfE;)d �ffic�a:l e�ehange rate, . stfo� �n�enti ve , f.or cap­

i ta.l f�fghtt an� �: bad ipveatni.ent -olimate• i'or .,the . pet.ro+eu.m 

i;nd�t:Jtr.}.,' .•• �cond,  . . the . Flrtnual ,i�flow o.t' . __ lo� funqs _ cUd i;iot 
: it . ·.· . _ . . . . · ' .· .·. . . ' ' . ' . , • • .  ·· . 

significantly exceed 140 million in .atiy one : yea,;-, until l9.5L� . . · . .  !I . .  · .. . . . . .  ·. . .  .. . . 
. . . . . . , . . . . 

On the ·! fll:Ql;e ��ell 9ft!cial. ·: ritl��1P$ wa_s syo.st�tially 

sma:
l
lei

� 
tl)AJ:I the. outpGY"!llill,tS for .th� amot'thati<>� of ,ll�azil I s ii ··. , . . . . . ., , ,  . . 

"old O �lkte�a):� d�bt, t�e · ,eP,ayine.nt; . C?f . other offi.cial loans 

and the settierilelit of the . "lend"'•lease " aeeount.. Third,, the 
' . ·  . · - - - -. .:· , · · - · . - • .  ' , · . , 

. . ' . . . ' . .  ' . ' 
. . . - ' .' 

s� pf �;rofi, t. 1'9�mitt1t�¢es qn priv�te. forelgt1 investments and . 
' ' . :_ 11 . , _· • • ' 

.
.

.
. :: . 

· 
.. · . 

. . 

. 1:n�ere�ij paym.�nt s . o� acQo:un:t , of �he , C?f:f'��itil. . 9ebt. h.ave. been 

substl:l��
1
- i;t1.lly , 1�11ea,ter th:al'.1 . t'.Qe 111.now pf_ long--term eapi ta+ .  2 

. I, .. . . . . . . . . . . · , . . ·. • .:i . · 
•
· - .  . . 

. 
. 

. . • , . : • 
. . . 

-
1rJ1d . .- . Tlla . do�bt about. thij ' o�rr.eQtness_ of th.is pro,j�c"'! 

tioll h$l� be�n,�n�:re$;sixig' siric� 1956 whett private . cap.ital in­
£),ow stl�rted to flow . +ntq B�azi+ 9n a .l�;rge� scal�h- Th� 
J:>Ublio .: jhap�ta� r�i�9re�p. ,: �he 'Jnfl�W in +958,.� '· . See :- ' nw,; 

_ Balance! . .9! 'P.a;vtt¥!nts Yearbook_.: !2!� ll-, . Brazi-l: ,-
. -. . II . . • . ' . . . . . . 

·
• : 

. . 

2�q,in� . Br��-;i�t1111,t.��;•.•.�:ta�e,s., :Ece>po;iqio P.e,v�lop�ent . ,Commie• 
s1<:>n• .�e : :O,evelo_tnh.ent· E£, Brazil •; ,. , '.In�-t; i t.ute_ of l.nter-Ame·rioan 
Aft'a.1f� · rQJ;"$Jgp Oper�t�¢.n · .AdP-11:UiS.tratio;ni Washi.IlS�on, . • n .,c ., ,  
19c3- ,· n •· 55 ;}_ l · : .. , · 'i . 

· I 

. ,.· ·, ;, . 
,., .. 

"' ' 

I 

I 
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on -ll·the wh<,>le the tendency of net outflow of e�ternal " !' ' •, ' 
. . . . . ' 1 . ' . . ' ' ' . . - ' ' . . ' ' ' 

resou.r°',s . seems likely ·to ;preva:tl · du�ing the p·eriod of pro ... · 

· 
. . 

jeeti;,li/ 1955•6�,; Hiiwaver , anO�her tendency <if new develop� 

m.ent · cap.not be . overlook�d.  - :  . Slnce· 1°r4 the inflow of external ' 
' · •1 

. ' ' . . · , , ', ' 7� ' . ' 

resourcke
. 
has· been rising rapidly; . . As ' the next table', shows, . 

• inflo�ibt<capltal a:nd donations w�s less  than the tot!ji.l of ' ' . 
/J · . ' '  . . ' , '  . 

thEf out
1 

low .of capit,;al an4 donations and remittat1ces of inter-

a s:ts a�r .  pr'ofi t;, Wltil 1956;, . liven so;' the net . out fl.ow has 

'·• . bei>n gJf ttng Sl)ISlle.r end ·Slliall$r< In 1955 and i956 the mar• 

gi:tis wJ:re . only' 8 an(}. 12 _n;dllion <:tolla�s respectively.· ll'.l 

1957 ·tJe tot
.
al net . inflow of capital tq Latin Atnerica is  esti� 

l .· . . . . .  · ·· ·. . . . - . 
mated ;,1"3,.66� lliiiu�n dqll,irs ; abou1; 6o per eent above that 

of :i.951 ( $1050 · million) >, : H<ll'lCe-, it might b,e reasonable to 

<ionsid�r that , the capital. movement •_m.ight, tuz,n out tQ be a 
� 

' " ' 

net irilb.ow to . B;-a¢il . 4n . th� last few .. years;�; , · I' ' , ·,. ,, . . ' . , . .  ' ·. •,, ' . . ' , ,, 
�f. '.P�9je9tJfn'-:qr �eryj.¢;:  payinc?nt . con�t :ttute�  an inte.-

. gra,l �!:r.i ::bt(··ttte '.;�t!gregate prcf}ectiotF on the 'future · deverop� ;· 1/ : - . - . . '. - ·. : - . ' ' ' ' . . . . ' . . . . ' ' , . ' ' 
' _,. ' 

merit ·or Bra.zl,:;(tsq7C0.1:½Pt.nY.i �e ECLA study provide S ari aggre-

ga t� p:Jq jec tio.ri\!;ClV�f ;the �etiod. 195��62 wh,1.oh i �: r�pr'.Q(:}.µc$d
. 

-. . I' • . , . .· . . . . . . • . . -
on th�l/ fq:t.lo�ing . pag�s � · . The hypothe$es  underlying t�e projee� 

.· - 11 . ' ' . ' '  ' . ,' ' ' ' . ' . . ' •  ' . tions I Ju•e a·a followEl ; { l) . $:500 mill.ion of new capi ta:t will ' ' ' . ji , 
�e Ob:f/j,in�/,1 from international credit institutions, ;in five 

annua.l! installment;s of $100 milli.on from 1955, The capital 

obta1Jed this

.

way ls · supposed to be tbt�ily �einvested. ( 2 ) 

�-· r,
1
�-� �of

. 

saving will, :vise gradually frQrn :J.1 1!:0 per cent · in 

1955 :�o
, 

13 per �011 ... t in 19·.5. ,. 7 an. d ,  atay .s.taticmary thereaft�r -.; , :  ' 1' · ' . ' -, , I . . .ii 
' ' I 

' i 
· .. ii 

_( 

' , .. 
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Bra'zil • ·�- 'Fore ,igrr . Capital' , ·Movements : ·  and; R$·lated Services 
I I . 1950-56 (millions of dollars) · 

,, • I 1 ' ;!l i.� l , : ' I : .. : f
. 

, .'· • I 
• • ·; • • •  ' , • ' ' • • ' • , 

f ,. 

: , , •  ,, tit.�,:�: : . ,;-: , , ; : ,  , , . : . . .  i�SO; ;t9$l, i9�l t�a5:3. 19,54 195 . .5 �9$6 
. . . . If •· - · · • · -. . . ·· . . . . . . . 
�d;l._O,?ft;_ 1

o
1
, ,(_, �!lP.• ,Jt,�;t. ; �d. · l . . . 80. , · . . 99, . . lJf,3' 29l 2,1� , . �70-

. ona I ona · , · .. · · · · · · · 
Ou�t;��1f <>i\. ��p;t�;,.. fl,lld , : . .fl4g_ . . --22 ,c��$· . ,•2,2., . ;-l;t$ tl.0, 3 :""1)7 

donations · .·_ • · · · · . .. _ · . · · . · · · · : · · · ' 
�-e�itt-�lnc��- of, 1����:es�� . .  �110, , ;..:i,$7 -:t.Q5 �1Q7 .... 3.31, . -liS . _;;-14$ 
· atid .p;rofits · . · . · · · · · · · · · · · · · _ · · .. · · · · · · 

' <  ' ' :liiet OUtflb>tl (;_)' 
.
.
. 
;,·25;_ • ' ;_99 ,.1i9 ' :.46 .

· �5). ' •8 �12 ' 

$()���$'l ECLA,. Eoon6mie.-- B�lietiri 'tor' tat'in_ Am�r'1:ea, V�l\� III , 

. ]!2:♦, _ -.z� }ll f>c�pbEtr, , .�9��;,- ]>,., > ·5�:� . ' . ' :  . . ' ;  ·. ' ' '  ·, ' '  . ; !' , : . ,: ' .. 
·

. --

J 
. . 

( 3'f �+ produitivlt:i oi o��i�!�l will r1�� grad�ally ft-�m 0 .53 

(prod#it•et:!pltal rat.io) · in 
.
. 'l.95p _ to . 0-•;57 1n : 1959� th�n stay 

. , - • : :  1 Ii, : , _ .  _ . , , . 
. Stat io¥ary -' th�reS:_fte:,., . · 

! . II . •, . ; . ' _ . , .• ·• . ' ' . !, 

�tent 10 of tije table is foi-' the P�eJeot:t.on \,r . 1ntlovi· or 
• . - :· II . · , · - · , , , .· · _ . . . -· : . -. . - -·- . - · . .. - · . 
outfl:1r .�t ��so�fo:�$\ Vi�le fo�eign e�n�ribution 1 s assumed 

to tt9w . in. � ... 9 ��J:lion cruz�ipos, .annually .fo� . t�e first five 

7ear�J(i.�.;ti;es,ia 1) ; S�b�;><!Ul�" A ,m,1 ij Pro,l�cl: th8 �ervi�­

ing Q{. pub.li,¢ :�ebt and i�yeetm�nt . 1neq!l:1Q respecti.vely.-., The 
' 

. , , . '· 
. 

' . . 
$erv1ii?lg. of - p�bli� del)t; ; is , derived hi.om · known, data, _whereas 

. :· f/ ' ' <  . ' . ' , . . . . . . . . . . ,. ·, . · _. . ' '. . . . 
1nco�f . from pl"iva�� __ di:rec.t investment 'iEJ e�.lculated from 

It;eiri:i � (net saying)., · a�e1µnitng: tllat each yee.r . 4 .. �:8 per cent· of 

sa�1Jk' wil::L be :absorbed �y
-
the • '1nvestment income . . , 11 . . ' -- ' . . ' ,, ' , i ' 

) , ' " . '· I . . ·: . . . . : , ·- ·_ 
I '  

. . 
· -:�At·t���1ixr�tist be pai9 : ' t:o the fa�t th�t :,n�:t eutflow·: does 

n,¢� l��a�l -t�y . . f9.reJSl\ .��P,i:t�l c;lo�s .  not. e,c.>nt;rtb.�t.�• to· t.t?-e eco.;;;, 
nomio development · of Brazil,., ijen:ti�tane.es of int.�rest� and 
p:r,c,fJ.t's _ i�el;µ':le. . P.���n�s,; ; ;f•o.r . �.he 'aervi9e$ :  of _ �i;pit�l tnyest�.d 
in · l3lazil in the p_a,s,p,i . 

_. · : /l1 
' I 

i 

.rl 
:' II 

I 
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JJ;., 'Total . 
.-· �. �· . � . 

:1954_ 'rl955 ·· . 1 
• 

.·· • 
1956 · 1957 .. J.958 · 19,9 · . " . . 

' ;��:.�r . . -��? ,.�3.4> . : 
.
. ' .�3..2· .  · -�313· · ; ... ;�.i 

:·1960 
.·"'948 

. l.961 
--6 .. :2 

1962 
�; .• 1 · 

. �; �8$.3:"vr>� � · · �-i _ • :fl4:9. < ;7.;6 ___ · . ¼lJ · . . .�.P . . -. 44.,1 : .· ·M.!, · ·. · �s �T . \ ._. , 
,�.,,:_�J)-41� 413.,9. . . 414.•� .· : .�,�rl , 471.�'fi · 51?;:.5· .•: - 599 .• !/: 5-9Li5 611.6 67� . .JJ 
il.;: �cmi�ti-on_ . 354:.9' 3:s4.tit' \. ,71:i.;�:. -·- , j<J��2 -. . .tPJJ?t . ��,5 · :4�6.f 52.6;,:f/ . · ,. 560�5 

· . ,!4••�:::;; :!cit :1�V$$� 
: , <9�.4 

, ·  
, • .·.:_,; _ _  ,>· ,; 

· ,9· -·� . ·. ·' :,,,., .'2 . 
. . , •. -.;;: · . . . ,.aJ.-.:.,., . . , 

. . . -· · :· . 

. . . · 
.

. ·1 ·· ·  
. 

'it."l' �--���· .,'l�· ,.�. �•..J . 12�·0 · . •,µ,.3 -)2�0 ·,,'I � . -� .. , 

. ' :;�F:��Z�f�l::::::::::::::J'
0

:l:::::� ··•·. 
4; •Item.:·61· _.eal,(.�]ated: from: 1 J2.9· ,per•:·,eentJ;;- -�tem ?#• · ��d from: 5. aiic( �;: It.em 9.t . -�lculawd· . . • · 

. ··�-"1- :ai,id··•8r ltem .10Ai . kn�_dataJ. 'lOB.t •. d?-f.i' eaJ,leulated• from, 9  .(4.s '.PQl' eent}1 :·Jt£$ ll1•" ·cal.eu)a�d . .  ·. --� .�· � _l.tl;: Item ii� ealculated fr.qm _S: � lOf !teni lJ;- ea:leulat� ·r:ronL 6, .7� ·aiid �J' ·,item 14,, _ · · _· . ;-... �----,-·-� ..... _ · U ancr 7 · · · . · · · , • : · · '  ·
IIWtQ;.s.,1,u..Lcil,'.l.11;f:U; :,L:.l;V,UJ: �. - te. · ·. •t ' • l . · ·· · 
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· • f�ttotal Sez'ViOe pe,yl!i
el'J;h i>s · the tli.bl<i aho.,f,i fs high 

·, A.� · 195_$ \( 9- 'le, b,ilJ.ion) ► tip,en de,,creas.e s  in , -195.€,:, .  but· ri$e$_ : . .  ' 
.· . ;;��n t ii�� le'lel ot 19$f in l96b• ,md . 1 s  f'ti:tf�weid tf" 
• de·c11n:�.i�, '. :'th�' .a<4>rvicing

1 of public 9apita.i l;llld :· tllat oiPrtvate · 

· MVee.i�I ,,; aisti®t · d1:ff�;e�9e ; · over tne p�ried,. the .,
�

iibl:fo • . 

debt ·se�vi¢1:ag tends . td shr.itik ex�ept f'o.r \1n·, :tnte��diat� ri'$e 

· 
·
• · :�::�i ::e�:�:.,�:

e

;;:::;�:�

o r

:::

e

::1::.
,;

:l:;
r

::::

e

�.t, 

•1>�Vi<>�1'S ,e?"'Mil• that. c,f. ;di:l'<>Ct 1nveatraent fvo� l95.';i'. t<> 1960;, 
. . I . . .· . . . . . . . 

• 4,t is .,ijrpJ1>�i�4 ti,
11t t,¥ f;eUdenCll Wl.l\l . be revi>rs�d, i� ;(961 . 

,,,;4 i912,�,, .· . ·.. . / . ,. . . .  · · , . ' . . · . . ' · . . · . . . .. ·· ' ; 

,rui!h diffioult,7 ia alwaYa 1nv01ve� in tne Pfi>,386Uon · 

of' �etp1;1'1e� · ����nt,, Jo�
,
·.� .. ��fiod� :e.s. long· .aa )B ·  y�ars , .  ye,t the 

' ' . ' 11. ,, ' ' ' ' . ' ' ' • . ' ' . ' / ·. ' ' . ..· . ' 

· $1�lf:!.c�P:�·e, . .  of �Ji1ie8rat.ini ser:v:lc� .  pa-yni�nt in . the aggregate 

pr:
gt,

+i� . · Cl>"'f:�J '�.  ®4<\r<\Stirnat!!d( ;;n,OE\; ;the p"o j �o tion 

is i-ather. · eori$Srve.tive· . in $,Stim.ating .'orili ,$5
0
.0· 'million of . for-· 

. · �,t� ;+H;4¥�tJ��Jt;r, �h<\, •��1:�\ 1;e,,11i; 1:f, . the; }ll�oW ot . cap• 

ital i�b 'r,� ·::: :tntetiS1f1��i .;the\, ,�-�t-� ,�1' :c'1nvestfuent.-::and •• · t'i1er�fore , 

... ,, · :; · •:··,·< · ·"'·'' > '. . : :. '·' • ' : • "· • '  , . ...: · ;  : · · '  . .  • , : ·• , ' ' '  . ..
.
. · '  ·" 

the ' r�e .. ·::Jt ·. �r·b+U>-: .. wi.li �e ::i��-a�.�:}; i ' •  -,_,· 
' 

' ' '. , c. Jio� · --w� shall'- see' 'iiow tbf{EC�A ( �t�dy o/:Brazil 1 S economy ' 

:' tll.\<80: Ith{> . deVe_].011me�t . o.f t� ezvovt se�tor �to·' eonsidel'Rt1on, 

It go,.s witl)out saying that 'h"' Pt!>l\lehon ei <1!1J10rts. is idf)Jl,� .. 

t·tc;'al: j vlith . the ira1s�:mi pf th� c}.\P��s. ty for e�te�nai pai1cnent . • 

Qn �fell �he seI"17ic!� of ;or,i�&" debt Iieues � . ' > . .  ·. 
:$he main char:act�ris.tic - · Of' Brazil ti� �;i,tports in tp.e post-
, : r· '  ' .·. · ' . · • '- : ' . ·

. 
' · . , .

 · _ ' .· ' . ' ' 
war p�riod . h the . �eduCl;i<'!n• ill qu\lflt)lDI Which;. how�v<irr 1s  

:, I 
.. I' : I 

lj : . ·. �----·-·-· -------,,......---� -·-
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. i1 . . . . '. 

. made. _up: /,lbt . a . rai se. ,Jn.· the pri,Ce f Between 1948 ·and . 195.3:� cof ... 
I ' . . ·. ,l . · ' . · · . . - . . . . . . . . • . . . .�ee ��o
/
·
/
rt s - ,dec.�i�ed by 11· per. cent ,, and . ·tne - �ot�3.-+· :o1\ .all 

' 
' ' 

o·ther e�ports fell by 60 per . oent . · The , to·tal trade between 

. ll 
. · . . · · - . .. · :. 

l94Q .aila, - 1954 r.egl:ster.(}d � 31 •3 · per . eent- · reqµc�ion in:, the 
' ,  ' . ·. - ·· · ., ' . . . ·: · ,_ . .  ,, . ' 

. · {l.\;\�ntun;i }>/ exp6pt � and a ,  lS8, pe:r een� improv�ment, 11'1 );h� terms 
·. . . . I . • .· .. . . . 
pf tr�dlr � ;  ' . . •. · ' · . . ·  .. · . · .  . ; I • • 

, . lietieei the, r.ecovery ,of . the e_:;;p�rt q�@�um:Jmdout>�"edl:f 1s  
, ' . } .  

•. ' , • . . , . r . ,  . . • - . . ., , ' . ,, 
. one . or,, 1;tllE()nqst _ in;lpc;,,ri;:li�t. 90.1�::tct/:t·v�$. tc, be . . es:t;ablft. �lled Jn a . . . I .· . . . . 
d<>vei!>Jlrt>VP�"'�'.'11' for _erawi < !he 1)8.r�<ll> �¢\: for., the expan• 

sion 1�. t�e '!.�!llltUID ,<lf <>ltP�ta 1� 1;<> re�oveWthe levi;l of 

1946 _. '{ij��k _ r��1$ti�re.d. gµ,pM1g. :,-9J9,-�54) t· 45·.,,8 . per ��nt -�bove 
11 . · . · · .· . . : ,  . . : ·. . . . . ' .. . . . '• . . 

t.��t · °i:
l 
_l�54i. . :  or 21:�•1. pe.t :

.
·�ent at>p�e t¥t . of .19S1 ., . . lflle �x� 

.. pEinS"Ql: p�oc��� �i;+.l �e , ,�ly1,d�d -��o _tw� _ sta.�e-s,: . The : fir.$t 

'.. · ! S.t�ge. • yni-�P.. :CJ�yert:J _  tb,� , ;pe:r,��d l.95lf�57 aims, �t; r��c�ing .the· 

1 1 J f 19r::1 T1..,. . .  t . . .  4 .. .. • .. . .-1· d . t,,_ . .. t . . . .. . �v�· . . ':o · . ;.;( · i  ; .  ���.,. �  �g� ; �s , ;r-e��-\f� -- ,.:·a. .. � :: •u.e: ,sp_0,i1 �eous re-

coy�'rf/ : w�:�:tl. . )Aea�s ,;t�at· a��Qr41W! . to. t�e ��p�rt�riee .. c>f 1952·, 

· )_95:h : �/ nd .. \9_J4,. : 
. . 
tl'i$ .l�y�l,: �t\ .l.!51 : '71-1\ be .redche.d tilaaily . ·: I . · . . . . .. , . , . . - . . . . . . 

tr-..r.o�w 'bu11t�,1n Jo;rtje,/h . ;�e: r�t-� of . growth is 6�5 per cent 

· . :::t:t:he:i1::::;;::p:::�:::
9
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t
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o 

.. · ;;
1

·::e ax� 
annua�/. �ate .. Q� ·�f��::' tft.�� ,: ��\8�;_, :Will qo,n��n�� : t� pr$vaii� ti�r• . I . · .  . .. - .• .. . 

reg1sl:}re,.f· duripg 1 the pe'riod 1901�50 '· 
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.. i a reJ11)\elij it 11s as~uini>~:J.)#t'.,:;t~,: q,'l!Uitii\i( <>i' e~ort~ ldll 
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�: lI11J:i1mum . . prc;,grmo, pr6du.ct1pp. shown in th�, . t.�b�e will 
' •, . . . . ii ; . . ,·... ,., :, .; ' :  . . . ·, : : : . : · :\ . , . . :· . _ ;, :, ; ; . ; ' ' . . . . ; ' br.1n@j ·llf• _ en� . to tn� · d�cl�nes µ1 .expe.r� pro,'c}�ct�?� a_� happ�ned 

. 
: 
. . 
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,.� 

. . . 
.. 

� J J . 
- ' .. . .. ,• ! : ,;, ; ' . ·,. }

. ' ·
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· . ' ·, ' : ' 

. 
. . . ·

. ·:. - ' : > -� . . � ·. ." 
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, betweeJ _ _  l9j9 1 ·e.nd/,· ).9$2.,., Thus,· a p_eried of' -. parall·ei. expQ.rision 
. . ·: 11 i-:· -: ...:: < . .- �: : ·:_ . .. : . . . . . . . . : .

. ,. . . .. :. ·_. . , . . 
' . +�·?:l'·�·TJ�,7�Il -:,·1�� : :��e. ;;�pptest,�?: - _ �d: t�re��,,IJl;f3,flt�t� w�,rt l>e 

�eali.�
1
t.h (, �s Is shown by the stab).�- peicentage::• oi' · '�xports . I .. ;. . . . 

·1 • . 
,

_
, 

• 
� . ,_ 

• • • ! 

. • i .' : 

, in tll_e:: gross pr9duei,-, , . 'ii 
; .. 

. 
: 

• 
. , � \ C' ,f' • · .. 

_
a: I f . , . 

; . . ·, ! . ; :1 ;j ;· 

.· . · P¢;1lQ'!l't'ing th�: .Pi?oje�t$oll. of expo�ts·; :the· �,,N •. _ st�dy goes  
; . , ·  · : : , /1 · .' ' i , ,� " :,.- :. '_.i ·,. . -; _: ' '. . ' ' : . ·• , • , . .  _ · . · . . .. · · . · . : .• . .  ,·_ ; · . _ , · _· . _- • .  :'_ : ' ' •  

en tO, : Jtr.O,ie�t- il':lEi> · pro�abl,.e imports f'Qr tiJ,e : _:perJQd 1.955+62 � .  
, · . · : '  '- Ir' · · . ' ·. · ,  . . . . , ,  .-; ; ' . . . ; ' ; :  , ,  , • ; _ .. ... :,, . . , ·  _,i•. :, , ,  · · . . ,. · ·. 
1:1'.be ��U,1f[JP�Sf:l , is l  eyl�e.nti,r .. t� _caleu.la�e , t�e : , ()ap��ity ,ti;. ;mport: : . . ' :: !) - .' : _· ,.· . ; . . . · , ' ,  . . . · . · ·., . · . . •. · . . . · ,' . · . . ·· ' . . : -. . · ·· ,. : :· ' . . , . '.·, ' . ·, ', ' 
so :�-] :�q�f.li�'.t�P�f:-��l..:1<P� ,!3� ,cured b.etwe·en .the· uses �d re.-

sourc�'s �t : 'me.ans J6r . e.-���rn�:l ,p�yment ., 
: . . · r11-·1 : .' ,  

· 
,
. · · 

· • . - ".: . • . • , . · · • • • • 
·
- • . .  •. , ·, . · · , • , · --'· -,; 

·. 
: ; _  · •, · 

. ·: if . ' . '. ' •, . •. . . , . . . . . ' ' ' ; ,  . . . . . . . ' . .. . · . .  ' 
· Br�zfil ;1 . : :  l:Iypo;t�e_sJs- ot .� :-�$nimwn Ptoira�� : _' ·P:r:¢,dit"¢t'io,n 

. : 1/ . .· , ; ,, �ff · �:X.!?Q�t: . ;an�l"f P� • �-�� _D���lJt�t Mar�e
.
t _ , . , . 

. . J ' . __ ·. ' ' ss1,11.1,ons ,Q( Q:�ueei���': ,at 12$2: ;pt>i�es) . ' 
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Seu.-ejlj~ EQLA. ~tllld)'. P• 4'1, . 

·· , ' · .. ·. t"' tlhepl'ojeoti90 of e;q,<n'te, ~Ii ~orts, tlle.EGLA~tud;,' 

·. pre~e~t• tT11> pr9jee:l91>& tor eao;., oo. the basis of two t\!!fer­

·. ent jotheses>;· 1~1\i,".I llypot)ti,a!.e and min1mll1" pr,,g,•~e , 

. im><>f •i•• ',l/ake,t1ro:l<iotion ~t e:;,porta fur <>x,unple, .th111 
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projectiop .�der tp.e in+tii3.l t>�jeetion as�umes that :1expots.tEJ .. , II · . . .  . .. . 
. . 

lri:U grrw , <>n11 at the histor.1cia:i. rate o.f .2 per cent. a:rtet, the 

.. · ·1evel o
1
� · 1951 j.l, · reached · in 1957 thri>ugh · "P?ntan8ous ri>ooVeryo 

' 
On the 'jothe� :�llil"projection under the mln1mtim programme hy� 

pothesia assumes that th� spontaneous recovery rate ( 6�5 per 

· · II - - . . . 
cent ) 'wil.l continue tfr,{ prevail untll ' �he level o:f the · 1946 . .  

�olum�ll ia nai>�6d i!'.l• .196(),C The two piiojeOtioh� tiearly pi'o• 

vide -�/(o· possi·ble paths :f· de�elo�ment..,-spontaneous iind · inin• 

· 'imµn- r- ·!r�:����!aj-,s_o t�t ,tl?,� a�tu
1
al d�v�lopment; probably can 

fa'll ��j;
.
b.fri,·\tht{ lEJ,te!J.. · pa�we·en t;h� '. two limits s-et by the two 

. . 
j,a t�sJ( cf <\�urS,i. higher rate �f · grdkth · 13 pos sib�e through 

·. i�te�r� : etfor.��_l; , · : 'J,1ie fl9�i�ili·�� i� t:�� .projectto�: ,13 ,. thus , 

,one 1{ tl:le _ m�;-it$ �q . ·be , ,ere¢1Jt�d. t9 . ,tb� -EGLA �tildY:":,1 · 

. . .· l1 ·.. .. . .. . . . - - . . - .: " _, . .  . - . · . .  - - , .. \ . - - , · _ · · A.£t·er rev-1�,lihg t�e .E.Gt·A 'Stq<l;y :1 �th sp(:)Oilil,l t-efer.ence ·to . l . . - . - •  . . . .  - . -. .  _ . . · .. - -- - . . ·  - . , . , · ___ - . . 
· th� · J�pect : ·ot< the , ;�tin'9i',ei. problijrlr· o:r · f.or�i�, o·�Pi-t�l· ; o�rvic--. · . _ . : :di . '. _ · _  · _ · · . . . .  : , : _  - . , · · :  .. - . - _ . /: s. . ·: _  · : ' , _- .  _ __ y ·  

ing �� - fee.l. tha� ,tJ1is ,stud:y._�tl'ou�.�edlY presents'. , a good 

a'pprf¢it tb the re.�ateli tei;llfl��e.S:\,r Pro�-il1s 111 cop1r,g 
wi �1'.' /the pr,,blelii C!f :!'&re;tgt,' .i'<,1?� , ;:�fv;t<li11$+- . Thi> !i,ti;ud.y; a,ug• 

gest� �9, -�derd�ve;l..oped countries the ·· tirgent," -ileees'.sJty . ot · 
.
. 

· 11 . , · '.:  , - . .  ' ,_ 
statistical study or the national -e�dn0rj1y:· �a well' :a,� • �he 
. ' l « t' . . .p i t 

. . d
· 
' i 

' / 
neces.sa.. y o.i: . n ro uc ng suQb. progratIIIlling techniqu�s into 
- - · di - - � · · . - _ · . : -

thes,e coun:tries ,i.i ; ii' ' ' . ' ' '  , ,  . , /I 
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: if CHAPTER VI . i f ,, 

ii , 'i · SUMMARY .AND CO?HJJ,;US,IONS 

r 
. T�+ tr@$fer p:roceas ot servi.ce �aY,ment was discussed · . · . . Ir . . . . . . . . 

,;, . acco.rdtng . to thl-ee · Pl"iri.cipal excMnge rate s·yatems .. � :Unde;r 

th · t· 1· II ·· · · · · ,,._ · · t · 1 · · · · e · .
. 
�rd e�e.

uc;1.nge rate sys em,; eha.nge a n income and price 

eonat 1�tte the main toree s in the adjustlnilnt Ot the bi,lane e 

ot paymel nts ·- disequil1br1\lm i UndeJ:' the flei1ble exchange . . . I . . . 
rate · s�ste�·, · tbe fluotµ.ation of exchange rsi.te· t_e�ds to �qµ1 ... 

, ,, '

. 

_ l1brat�
// 

the (l;mand and supply of foreigt4_ eJtchange , Hewey.�,t', . · 

how·. we],!1. · the · changes .  in the ezchange rate will adjust the dis-
. .. .  I I' . . ' 

· e.qti111�t-iu.m- which i.� ea'g'eed by the transfer of service pay'!" . , I/ . . , . ·. . . . . . . · . .  · . 
ment s ,,epeµds . t;poJi the d�man4 a.nd . supply ele.stici ty o_f the 

debtor,·ti s �xpor� s,,,. · Una·er t1:>:e _e1itohaAg_e _<;1.1>ntro1 system, trans ... 

fer of: I sij:fv_iee p�ym.ent 1 s  mad�-,�p9seible through .the ;ationing 
. I . . . . . . 

of tPt:,ign, exeh�ng�.t' 
'· 1; . . . ···. . · · '• l , ' 

. In many cases, the a_ d justfng for_·ee s: _ exi sting• in the 
II . . · . . . ·· . . . . three J�ffer�nt: e.Jt_

ehang� rat_e• · systreme 
_
· 
_ _ 
a

7
e 

,
not'. pc{weri'ul c enough 

. t o  acnleve the --.expected tr�sfer of s.kr:vlce payment . In 

· II - · , ·· · 
. o.�her :1rordsj. aµ�o�atic ad ,justin� f9ree s  of: the fixed and flex-

ible rf ti> systems and art1f-1c ial eoll!'l'els of the _el<ehange 

eontro1). syst-em must be - a s si sted by som� other mea:s:ure t o  ful ... 

fill ile transfer.iihg _ of
. 
-aervtce payment � .  The e:t:ports must · II 

· 

· be e:'/ided and 1n,p,�rt •su!Ystitutio!l nnis_t b& established-, 
·
11 . Ii 
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. . . 11 ·. . · ' . . . , ·· '  . Fise�l a.nd · mone.ta:ry ,poJicies should be ad<i>pted in orcler t.6 . . 
II . , . · -'. · · · cx-eate !: fa�orabie · condi t16hJ�, ·. : Abov.e allt {_development pro-

. . 

I

i · _ · _  
. . _ ·. 

. 

. 

. 

. 

. 

.

. 

. 
·

-

-

grannn1ns an4 planning must · be introduced . for the more e.ftec-• 
. :: JI . . . . . . . . ._ , , . 

·;C,, tive maniptil�t·ioii of the transfe,r p:roblern .in �he _ serv�o1ng: 
. 

·: 11 · 
. . 

of toreigf.l eap1ta1,, . · . . . ·. ': II . · . . . ·._ '· 
· · The expansion of exports ,is of primary import�tf� to the · . : 

I

I 
· . · · · . 

. ' J ' • . ' 
• 

• . . • .. . • • • - • . • ' ·, � . . 

. debtot> , �ountry�. F'Qr this purpose ,. a larg, amt1>unt -of :<;apital . . - - . . . . i_ :: 

mu$.t be . divee.ted to .the e.Dq>ort seetorJ . Va:ri�us me�u:iupes  of 

promot;r· expol"t� n_ee_d b_e t;tdopt�d .� H<:>wev�P, ·there . a�f several 

obstacl!51.s to the prGlllotion of exports iP underdevelop;�d eoun� ' . . . r , . ; . · . . · . · - . . . . . t l'i ea  ; ; JI \l'h� ,M. t!""'I' Of export g<>c>d ,i �.;,p:,,iu,ary goods-,,;,bl.'14e:,, s the 

e�ps.ns�on of ��(,)P.ta <i�e t·q t:ne · inelas1d.c demand

. 

tor · prim�ry 

gqods f ·• .for tb,fEJ ;.,eaaen,, d!ve�s1:fJ.cation ot .e�po.rta iEJ neees ... 

. sa,ry in tb.� · 1on.s ru1Ji.:.., .
·
. Nevertheless., _the el_astieity of demand 

may l:>e i .: uite • el'astic for an indi vldua�. prirnary-1�9od$ export;,. 

in"' c·oJt�"!.1''♦ ·B_·li_t .t�e t1ldvant�."- _er (;)f- · '  ela_sttc d$ma.nd' might b$ 
,

C:, , 

.

.

. 

II II :  

Q 

offset . by _ ·an i:n�l�stic supply of ra�o�ta l• 
· II ... , .

. . 
_· . . • . . · . . , . . . .. . . . · 

Th� reat.r:iotive tn.ea 1,n,1r�.S\ Qr). i:�1ports by the· cre.ditor 

::�

t

::1:::: . :::::::::9::e::::��:.,t:: ::�;::o::::::• 
' II , .. . . . . . . . ·_ . . . . . . . . the ben,,f�t · of ii-. :3�9e>tb. _!;rar:,,�·.fer · 'Qf ·. }:te:rv.:Lca• pa-ym�nt; 1:�j} Other 

-fEt.ctor.s hir:i4erlng 'the 'ejq:)tansi()n Qf · e�po;rt.s _ sueh flS insta'tii:l!ito 
. ' ' ; . . . . , , . � . . ' . . . . . . . . : . . . . . . . ' -� . 

i ty of '.'p�itnary 8oQs;i$ i:i�foe,s and · re,oe,$·slon 1,:,. · th� cfle.velop�d 

<,ot.mtX'tls'. :,.must be el.im1n$ted. or ;revented .· by ever;>.y me-�.ruh,: 
. ', - : ;, 11 <' - · .  ,' • · •: - · . · , , ·. _, = '.

' 

· 
. 

· 
. 

' 

: 

. 

";'  lJ'!lfoi'>t�subs:t itµf?1Qn ,Plays .�n .;mp·c;,rtant :ole - �n t�e sell?v-
.: 11 . . ' . . . . . . . . .... :, _,., - ; ; ,  . . . ,.: . , .

. 
icing of'

1
, foreign .capital :from. t�e. '.long �,. point of . view, •. -, I . . . . 
!; 
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' I '; ' I . 

· 11 . 
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' ii . .. . . . If a d�1ptor e, olliltry wish� s 1?c> develop wit.h tp.e. a s s i �tance · of. 
I : 

toreig�!I, . eapitalf ' . t,he f c,r.e :igµ.: eXChEa;nge e�endi ture ItJ.Ust shift 
' 1  'j! ' ·. · '  ' . '· ' . ' . . . ' ' .. . · .  .. . . 

. . 
. . . 

· gr.adual!ly f:::.,om · _the · i_mport s  . of qonsumer. goods . to the- in:tports 
. . . r· ": . ':'., . 

. . !I· . .
r . . . . . . , . ·. 

. . . 
,. 

�f- ·c,apJf al'. g�ods and . th� f a:��nt;,iif .oJi iilVflS�nient serv1¢e: al• 

tlio� :: f he . . t�tal_ �.x.cllange ���·e quire�erit )'lill ke,ep growingi 
d
. 

. �r�efTorh_e

1 

__ � J:o,et'f
.
io

1

iebnl·· t  of· co�swner imports tmist : gradually 

ecr-ease:.i · . - · . S' iS ·pos s , e thr,6ugb iltfpo:rt'-.131.l}?st! t.ut:ion , pro� · - - . 11 ,, · ' , · · ,. " . · - . . · - · · · 
·T/ided tnai :dct>mes tic demand .is' to rema:iin tUlCllange.d �  ·In the-. l -<-/ ; · . . .. .  - . . - . ·  . . - · . _- - . . - . . 

. . 
· · la�er,> : sta(iey�t . .  <d'�ve1c;>P,�ellt' . .  the ·pr9duQtiori: ,'''bf ¢apitalt · goods 

• 
I 

'
.

. • • • • < 

. '. :::mu.;:�t /be .started · and . .accelerated � .· ' Though -1 impo�tffsubst1.tution · 
�·: . � 

· · ,; ;/t;�Ulds t0 ' corisum.� -lax-ge foreigri · exeharige in :the e�rly stage,, . 
,

. 
:. 

. 

. • 11 
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• _  
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. 
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• 
. 
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_

·

·

· .
.
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it s C(l)�r:r,ib�tli;>�:::•to _ the ' irierease· Of· productivity ls far greater . 

Avi1Ub1li�Y ' Qf new e,redit� and :l.o�s is .Jinpor.tant to 

uncia"r.a�lefope1 ,_. Jo:mtrie �.�; . Whey serye ·· as• ,{ buff�� to the.'' b�l-i 
. _, '· ' " · .  . . . . ' 

EJ:n�e pt j P�ivln�nt; s .  p.iff;i,eulty;;.:., and as �n add-it1onal> suppl..y of 

Sii�ing :,rd (orj'ign · !Sl;t'.:1'apg� • . The · <1oitt:n1'1tl' Of ,capital · 1nr1ow 
. · :tt()iece_ s

1
: ss.rY .1�ist : the '.'pS:t� 9f . de,veiopment . �b.qu_ld be inter'!!· ·,- 1 . . . . . ' . . . 

' I .. , 
. 

rupted An :und<;>,rdevei9p_E,)d C01A'J,tr1e��- ' Sudden Q,ban$e S  in the 

.fl<>:w �t l _�apit?l .-tends : to s�r�·.in pre ... 1ndust·r1a1 economy which 

· · is · w�a;lt gnd:· fV$.Siie\, :: 
Th I

.
, tn;der�ti9Il 01/ ;r�pa�ent .· te.r.r.ns of> loans is one of th� 

. 
W�YS to �llevia�e tlle -'· .bu.r>den . or for�ign •.capital aervi,eing:� 

• , ) .  . > • 

Tli8 ],O"'. I ,,.�� �tl'��t . raye�; . PrQl9I)g8d matlll'ity · peric,!i:, . pro• 

longed ·grace, perie>d,. and r$payment sohe.dule rnateh$d to the 
. . II · . · . · · -· · - · 
gr�wtb •. ,r p_rodueti v1-,;t y :will , \:,�nefi t tb.e debtor . 9-o�ntry to a 

. '! 
e�tent•J II It � s,  eas.ily re,eogni zed that 111oderat1<>n of repa-:yment 

. 
· 11 . I . 1· 

-------·~-·· 

I 
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te4 a.lone ,vill no� help th� e.conomic devel,opxnent,;.. ·It must 

, •. . be · c _�Q�41nate� witn<s<>.m� ,p·t):le�. impor��t . -�spec·t . .,_ · --�Qh :  _as 
. ,· · ' . . 

· . '.: \fl'hG annual s�r-vic� .payinen1} .an4 the ��tio ot investment 
' 1, 

' 
' ' '  ' ' ' _ · _ 

se�v�pe itQ,  .f'.o��:,;gzf ex¢llange . . e,arnir,.gs. 
-
and �h� :-na tJ.on�l· inc om$ 

- \i 
' . . ,•'\' :· -

' 
' : ' ' ' .. 

_-· _
.· : ' ' . , ' ' ' - . 

' '  ; : 
' ' 

. _<;>f, Br:r�;l,F' Burm.a;_�'., J;n4lai ; lndd�el:iiaf1 .an<i : the.. ; Plli:li.ppinea· over 

·the . pfr;�� ,l.9.�P.;.$& . a.re �s: c«:>mputE)'d�; . ; , , . _ . . 

A�e;ag$: annual. ' .Inve.stm.ent service .ratio to 
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je_cti9p. ._w�1.l;).�.e/;t�e. -�eates;t P?�stb.i_e e.x,�·ent of ezj)ort · _e�an-
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�ervici�g · foreign capital had ·become a ll the more inconsis ... 
' !, 
: :i . . . . . · , . . . t ant. \iwith th� _aibtual situat ion� India ' s  Plan did not , appear 

to ·bi� .emphasi·z.\*g· the signit'i�an�e -· of the 1a speet of �xport 

expaHis1on . f�;r the .put1>ose of meeting the future increase in 
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. i i . . . 
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. ;��oond�, the techniq'Q.es of development· programming should 
' ii 

be in�roduced t"9 underdeveloped countries more aotivell.y than 

has ��en .done iii the p��t ,,,. The _ k_nowledge .. 9f · · development pro ... 
:. 1: . 
•1 1 1 

. _gra�ing i s  as 
', I ii , 

unde��evt=>l.o:pe4 coun�rj ca.Ii tninirn.tz� the waste and clisec:onomy 
: ' ' :; .  . 

. 
. 

only ;\�nrough ½ihe due use ot .pi-ogr�mm:lng t�·Qhniques • 
,: II . . , ,  . . . 
�bit-cl,. °' the supply of Qapital to �derdevel·oped �ountries 'd .· .· ·-:, . . . .· - -fo.r· their eeonom1e development i.a of gre.at . impo,;-�e,p.ce,. fJow 

. . . •if . . . . . . : . . . · . .  · . . . . ; . , .  . 
is th�\ �1.�, whe11 _ su�l) .a<'ti�n �ust . b� taken. on a ·  large sea le . ·  

ii ,• .  . . 

And_ su!�h supply . nil.l�t. pe . ()?]., ver7 _ modera t� re;paytr,tent terzns •. 
· .; Ir · · . · · , 

Beeau�� , on the · tJ�e-v�iling �}ia;y�ent terms, .lpw
. 
ab1�1 ty of the 

' 'i . . 

u.nderd.�ve).oped 0(Lttll'lt:r1e_s .tQ p�y . wou+� limit. the amount - of 
:: i\ . ,- ' 

. . 
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