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CHAPTER I .
_ INTRODUCTION

One ef the imnertantVtendenoieevtne wonla has been wit-

| nessing since the elose ef World War\II 'is the movement to

expel poverty from the underdevelopee eountrles. This move-

ment attributes its riee te a. number of reasens: The reVOlu-

,tion of expeetanoy for a better material 1ife has been aroused

o by the demonstration effeot of the high»levei standard of

living 1n-developed areas;: The emergence ef ‘new nations is
accomnanied by an urgent need for- building a strong national
economy, There hes ‘been a worldnwide recognition of the

necesuity to diminish the disparity in the standard of 1iving

_ among nations.- The desire for. material betterment is made

possible teday through ‘the. eropagation of new technical knows

-~ how on a large sealeg <In-som9 underdevelopenzeonnxr;ee‘a o

rising populat;eneppeeeurehhas te'be;met'wiﬁh~eccelereﬁed
production. | | | B |
Bowever, this movement has encountered varieus obstacles.
Among them, the.preblem of capitel financing has been the
most'seriousaeﬂéwing to’ the ehdftage of capitelefnbm-denestic

geurees? and 16W*$éving becaueejof lonzincomeé the ihfloweef

;external'capitalihas been,neeeséiteted"if_a'higher-?ete of




- economie growth 1is enviSsgedsf'Théninfiow'of capital is iee

qnired en the grounds that economic development will induce

)
substantial increase in imports end, consequently, balance of
payments difficultles because of the following reasons: (1)

industrialization requires more mschlnery and supplies be

'imported than before, (2) higher money income will induce

increased imports» (3) industrialization oill tend to reduce

exports below tne fermer 1evel, at least in its eerlier etages,

-.and later on the export sector is not likely to expand at a
_higher ra-te than f;hat of importegrowth, (-h-) import-substitu- a
_tion efforts oill reduee the payments difficulties to sote

_ extent, but at the earlier etages, on the contrary, thoy nay

tend to increase 1mnerts.l

Hence, external capital flows into .the underdeVeloped

countries as.new.saving end at the same time_acts as a new.

'supplylofffonéign‘exchenge in-finaneingfincneasedfimports;

; Thé'FQS#WéP pericd was oheraobenized'by growth in inﬁeré

national indebtednessy A4 suostantial amount. of capital flowed.
-into developed countries for the purpose of reconstruction
eand into underaeveloped countries for the purpose of economioc

'development a§<well;2 Partieulerlyi the growth in the flows

£

_world\Economx.. New York: The Tsentieth Contnry

1Buchanan, Noman S & Lutz,. Friedrich As, Rebuildi . the'.

Growth in International Indebtedness. - a'_'more;; he Tohns
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'on the nublic account was remarkable..inuring the first post~-

"l

'ﬁ{_ war deeade the total capital imports on the publie 33¢°“nt

i wers about 80 per cent ‘of the total eapital 1mports;§i

besa than?@na-th&rd of the capital imports on ths public

| ‘ ' ‘i-,jted to regiens other ‘than: Europe and Forth
T“'_Amsrioa@ a’gveater part of these: megions be“onging to under-

_?i}'devalopeﬁ areas; iny 3@.9 per eent of grants and 29.2 per.

'.;ju@ra used prinoipally for ecenomic devezopment purpeaes, the7

-5 ’fpp1vate capit31 ce underdeveleped eountries usuaily t°°‘ thﬁ

*rorm;of diract invastmsnt$ partioularly in extractiva in&usn
3 'brias‘ "1 _” "' T e T |
The prablem ef servtcing rareign capital has two imporeant

-aspeets; Fira%, the debtor caunxry must beﬁable to de without

 '_an amount of domes*i“%&nsams ana savin@ eanValent to the debt

b ' serviee paymeht@“ Second, the dabtor country must be 1n a

| 'position to be able to oanverﬁ auch ﬁaving into the required
| “vfereign ezchange; These twe faeters must grow propartionally
to the 1ncreaae in debt serviee.3 ._:elh _ .

. The firat aapect, Which we shall eall the developmenb
'._problem, requires the iﬁcome .of ?he debeor country to grow _

\
~

gIbidﬂg Pa é mﬂbh 1"
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more than enough to' pay'the service payment? The seeand :
aspeot, whieh we ahall eall the transfer-problem, requirss

the debter country to have sufficient foreign exchange to fulw
£121 her sepvicing obligation.l The secmnd problam tends to
1ntanaify the extent of balanﬁa of paymants difficultiea |

'::which prevail se often 1n many unﬁerdeveloped eauntrxes.

Th@rofare,\in fulfilling saccessfully the mnternational"

'obligation of'capitam aervicingo an- aqu&l attsntion imst ‘be
paid’ to the 5rowth of national accnomy, to the growth of the
1axp¢rt aeeter, and tn th@ growth ﬂf’impﬁ?ﬁﬁsubﬂtiﬁﬂﬁlun in.

.varioue sectora. The ehief difficulty, however, is 1nvolved

1n aahieving a high rate ef growth in the expcrt sector.
| It s tha maan.ebjective of this thesia to examine a

.number of aspests related to the transfer problem @f foreign:
-eapital servicing. The servicing of 1oans on the publio
'account will be given primary 1m@ertance baeause of its
:speaial 1mportaace 4n tha poatwar econnm&c developmsnt of

,underdaveloped eountriesy

Ghapter 1T preeents a ravisw of ‘the balance of paymenta

: adjustment proeess whan a diaequilibrium is eaused by the

.F:anafaw\of-thﬁ”@arviga'pnymgpt_tram-tha d&ﬁtmr eanntg;~$a7

t

L MO e

IAttention is ealled te the . fact that the two problema

- .0gnnot ;b6 separated entirely’from gach othery We single cut
‘the transr'r agpect of foreign caepital servicﬁng in this

th@ais 1y for the conveaience of analysiss




6hé*eﬁédiﬁéﬁ“eéﬁntrj. Tha foilowing chaptev deals with the
.problems in' export promotiong import substitution, new Supply
. of,qap&tgmf=and;moéqrationvofvxepayment terms with-epecial
L -_z»’e;'_ér'apce to ‘the transxer -as-pjcaéﬁ " pi»' foreign -amxsm;famg -
Its'sim 1s 6 state the problem and sesk the probable policy
sugg§stioﬁa'fqﬁfthé/sﬁoétn settlemant.6fJ§abt=éérv1¢ingé

n Chapter Iv s a statistical supvey zsf/.'aaxi;rwé} payments
uamxzzs«imm by five 'repmseﬁeaﬁ ive uﬁdei»aevfpemp-ea- countries
which anablea us to see the magnituﬁe of such payments and -
'thair componentag Aleo, an attempt-is-maée te compare those
paymsnts to ehe foraign exchange earnings and the national
incame of the 1ndiv1aua1 ceuatry, . L

Ghaptar V examines the status or foreign debt servieing
in tha entire scheme ér the development programming. Aften-l-
a general v1ew er thia aspeet &s atated, the developmene
.plans of India ana Brazil will be intro&uce¢ as eaee studies
to sae how each ef ‘the two plans take the problem of foreign
dsbc eervieing 1nbe consideration. In the last chapter,
1mportant argument;;in tha foregoing ehapteva are summarized

,ana eoncluaians ‘are. d?awn from thsse angumentse
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GHAFTER I
- THE. TRANSFFR PRGGESS GF FGEEIGN GAPIT&L SERVIGIEG

'¢{ntro&ucterﬂg

-

'x

As underdeveloped eeuntries unaertake thexr eccnomion'

-Jj ?develoym@nt with~th9 assistanpe ef foreign papital, remuner- '
';r‘ations for the capiﬁal serv&eea must be paid in the ceurse
: '1af time. Interest, diviaends, nrofits, and other ohargea

_cvwill be paid anauallyﬁ\ ﬂepayment of the pvincipal and the
x “repatriation:°f‘investea aapital may take place uver a’ long

For these external paymants, carreaponding

éxternal reeeipts'must be availabze¢ If‘ths balanee of pay*

Tmants encounters & disequilibrium beeauae of ﬁh@se paymenta,

i.duupon in‘tha éutomatie proeess or 1n aeme-

1art1fieial adjus”mant prcaees or bobh. zn this ehapt&r we

‘;ahall ezamine tha adgustment proceaa in tvansferring dedbt

":aarvioe paxmentsd

. Since publie 6ebt has bean 1ncreasing in amounh and
significanee 1n the financing of eoancmic devalopmant in

underéeveloped countries whefe eentral governmenbs take the

TR
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' _1nternéticnai¥iendinérovg@FQ

“fdtxat1Ve 1n the 1mplementatian ef aevelopmeﬂt programmas,

--1t may be adaquate to e@neentrate‘our analysie of transfer

‘*;;; praeess mara on the»debt servicing of pﬁbli@ debt than on

private eapibals :?i‘ts is meanin jml in’ the sense that the

'hréﬁsfér ﬁrbeess-of'pubiie debt servicing impliee varieus

aspeets whinh differ from tha traditional explanation which

1s baaed on the: automatia equilibvat;ff farces bel&eved to

"_'be builﬁ iﬁ &he eeanende atruqture-itself@ Today these fbroes

are mora or lass coatralled oy influanced by governmenbal

cpeaaﬁiqns., ?herafore, we shall first enquira 1nto the trange

 for process of public. debﬁ servicing, after wh.ieh we' shall

diseuss .the sewic.‘mg of privase capztal.

' ¥hen an undépdeveloped country borrews an amount of caps

el on, the pubilic gocount from & foreisgn ‘government, op .

@atiéng1orfe@ehifféﬁ*priéaté:'

aaurees, the servicing of eapital widd start after a certain
l.

1abse of'time, the sowealled graee periadg usually rangins o

from tqfee to aix yeara éepanding Upon tho terms or repayment.

aceo_,h“appliaééte fhe érivaﬁe capital as'wel;.




Aside from interast payments; amortizatien of capital is mnde

. over a. long period of time.s Ameunts paid eaeh year may be

aistributed equally over the whole period, or: may'be concen-

trated on the firat several years, or sometimes concentrated

en the 1ater years, 8s. arrang@d by the terms of repayment.

For making serviee payments, debtor countries have to

:acquire an amounb of foreign exehange (as speclfied by the

tormus of-payment) equiV&lent te the-aevvice-paymenta- Foreign
exahange may be obtained from the existing foreign excnange
resePVes of the eountry, or frem some foreign financial inst!-
tution, or aarned through.the exports of goods and servieea.‘_
A eauntry may-pay serwice»payments with ita foreign'exchange-
reserves, bat no coantry can endure paymenx in that way. for _

a long timeL A certain amount of foreign eapital mnay be called

upon. to finanee tha payments fer the time being. Yot at the

‘very end, the payment will be made with the geods ‘and- sarvices

of the.debtqzwepuptryw:,whera~are_fonces 1n¢thg-prqcegs.of

~ making serviee -‘pa&méhts which ‘tend to create a situatlon make

© ing the tranafer 9f senvice payment 1n real terma possible.

In other words, after monetary payment is ma&e, certain factors

will be set in mséion to facilitate the transferring of goods

end - aerviees af t e aebtor country to the creditor country.

- The proeeas qf transferring service payment varies with

the different exeh&nge rata systems. In the following,-brans-

ffer pracess of publie debt aervicing will be- dieeussed accord-

ing to three main exehange rate systemsz fixed exchange rate
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”'s system, flexible rate system, and exchange control, Throughs

, _out tha discussion, we assume that payment is ta ‘be paid in

o the internationally convertible currency such as dollar or
-sterling. Also, it is assumed that the debtor country has

. ne excess. fcreign exchange reserves, nor is there inflow of .

. "new foreign cagital.

4 Fixad Exchange Ratelsfstem,_

For the- payment of 1nterest and’ amortization of foreign
debt, the government-of ths debtov country has to lay-aside
8 part of 1ts budget revenue,_ The amount raised for this

purpsse may be frem an 1ncrease in tax revenue, reduotion in

'"i'public expenditure, borrowing from.the public, or through

deficit financing‘ Through any of the rirst three methous,-
the total 1noome available for expenditura Will be raduced.

As a result. purehasing of domestic goods as well as imported

.sgoods will be decraased._ Imports, then, are disconrageda

Reduced purehas&ng of\deme3§1c*gQ9ds may~tesult'in"the decline

of domestic goods price, S‘ome dom‘estie‘ goods may'b‘e éxported

!

'by virtue of increased competing power in the world market

becauss of 1owared price. Decline in. 1mports and’ possible

.1vcrease in exports wijl create a trade surplus which makes

service paymsntgin,r@algterms possible.- The amount of trade

surpius thns7creéted.may'be more'than; 1ess.than, or=equal to

.:._the service payments, depending upon the. marginal propensity

to 1mport and the elasticity of demand for axport goods.
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Marginal propensity to import determines the degree of

centraetien 1n imports from the decrease 1n the 1neome level,;

'The higher the propensity, the more 1mperte will be discour~

aged with the reeultant creation ef a. 1arger trade surplus.

'The-elasticity-ef demand for experts of the debtor country

determines the extent of export increaee from the éecreaae in

fexport price. The mere elastiec the demand, the more experts

will be achieved as-the resulta< But if the demand is inelas«

tic, reduction 1n export price will induce- eontraction in the

5export preceeds.l -

In another espeet menetary transfer of service payment
produces eneeere%ement of exporte and discouragement of im=
ports as well, Bnder a fixed exchange rate eyebem,-the-exchange
rate 1e te be maintained at a fixed peint, while internal price

and 1nceme 1evels are expeeteé te adjuet themselves to the

ehange in externel peyments. When debt service is paid demand

for foreign exohange will be 1n exﬂess of supply. therefore,
F

.the exehange rate of the dcmeetie eurrenoy in terms or foreign
exchange will tend to deeline. Te maintain the ¥ate at ‘the

: fixee rete, k! certain ameunt ef gold er foreign exchange e~ f

serves, will heve to be directed to. finanee tne gap between .

ﬁ:_ demand and supply,

. ‘t.

1It is aseumed here that the supply oi export geeds is.

"_perfectly elastie: For the discussion of the relatien between
elasticity and expert proceeds see pp. 17~18. ' .

P —— -p— ———rr—— L m—
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. _denosit liab*“’

,new loans w1l net be' cofﬁ

'and lewerad 1mperfs~l,

”-?the legal reservezratio mlght be lowered.n

11

G@ld ama foreign assets are the important baais of the

'monetary sugply of a country. Sincs we . aasnms that thare are

no. exeess foreignfexchange reservea, reduation of reserves

&ue to debt sevvicing will bring about & diminuation nf .

8% If the reserve ratio is nat to bc changed

- ,1egallyg 1cans‘m&dﬁ previously will have to be oalled back,_

;itted amy more, uhile bank ratﬁs

1

are raiseda The canaequeneee are, than, centradtiom in tbe

_ money supply and redueed price 1eve1, ?he 1mpact en foreign

‘.trade w111 be higher exports etimulated by the lowered priee

1]

‘In ordep tc._ ',1nta1n economm atabiliby, the debtor

E_country may nec wish to raduce 1ta monay supply even if a .
Jﬁﬁxreauction 1n geld and foreiqn.exchange takee place. Inatea@}i-
In th&e caﬂé.‘ths",;'

e

suppiy ef money wﬁll be maintained. Ravertheless, the impaet

?E"of tne reduced inceme avai1able far exPenditure threugh ths

: increase in gevernmental revenue wlll create 2 trade surplus

f

If@r the sake er.the éervice payment transrer as’ atated earlier.

J

Eenee; when the government raises rGVenua aad remits it

‘abread as. aebt service payment, through inoeme and priee Po=

: euccion in th@ domastic frent or the debter country; exportsf

-

In finanoingatha Secend Fiva Eéar Pl'n, fov the sake of -

Jéeficit financing and as a vregult of foreign eachange drain;
India reviséd itJ

Reserve Bank of India Ast by reduoing the
reserve ratio substantially 1n 1956 and - 1957»Am_




,“the total aervice payment 18 transferred in real terms, bal—

ﬁwfa?e:etimula%ed wﬁileiimpgrtéfa?e-diséouragéd; A tradé sur=

plus will be created and the aervice payment will be paid in

. 1;1rea1 terms. Trade snrplus, thus craated, may not be ex&ctly

“equivalent to the amount of the service paymants. -th when

T”flanee of paymenta equilibrium is resumed.

: On the part of the areditor cvuntry, the opposite changes

L will happen after the receipt of service payments.. By-the

ﬁi‘"_‘raceipt of the service payment the creditor's 1nccme \:111 in-

erease by that amountg 1r 1ts marginal propenaity to import
S

L is ne'b zere, a portion of the ‘receipt then will be diracted

to. ‘the puvchasing of geoda and services frem bhe debtor ‘soun=

try; On the 6ther hand, an increaae 1n the purchasing of

domastic veods may divert a port. of goeda to be exporbed from

l

, expoptatiqn into,domestic consnmntion*

Also, the reeeipt of aerVice payment increases the depogit

1iabilit1es of tha cradieor-onuntry;- Unless sterilizing moeass

:ures are taken an incrcase in deposit liabilities will lead

to expansion of the money supply and raise the price 1evel.
Its impacta on tPe foreign trade would be discouragement of

exports and enceunagement of imports» As a result ef service

_pa?ment reeeipt therefore, 1mport aurplus tends to be _
- createé and %he'transfer of the aerviee paym@nt will be COme

:?“_pleteﬁ in" real terms to that extenta

In eombining the 1mpauts on. the crediter and debtor
brought by the moneﬁary payment of debt sarvicing; ths




_follewing may'be atatad‘ Debt serv;cing paid out of‘foraign
_balanﬂes of the’ debtor country will 1nduce changea 1n ingome
Vleval and price laval in both cauntries, and a8 traae-surplus
w1l be created ao that ‘goods and serviees of the dabtor
'country will be(transferred to the eredibor eountry.“ Whan
L;igoodﬂ and service“équivalent to servioe paymsnts are tranam |
"ferre&. the trade surplus will disappear and equilibpium 1a

freaumadﬁ_ ; !

When thﬁ gevernmsnt of the debter country tvias to raise

“;_'revenue for the public debt sqrviclng through dsficit finenc-

ingy the: transfer"proeess ef servicing may reveal somewhat :

"'-‘ﬁifferent resnlbs,f Suppese doficit financing is emplcy'ed and

“ {-penditure 80 tha

:}aervmce payment ia remitted abread. ‘Due to daficit rinancing;

'1 prioe 1evel tendSntc ba raisedg Msanwhile corre«oonding to

'of loans and’ raihing or ‘bank rates sust take plac@ to absorb

incems whieh 13 more than tne deficit financing from the 8Xw

js a net position, tetal woneﬁary 1ncoma
'available for ths general public will be 1eas thau the 1evel ;
thqt smstaa before deficit fmanemg, Only when gueh s:cunter- |

"acting measuras:arfﬁtaken will thﬁ travsfar of servic@ payment

‘in raal terms be reasible as de:gribed in the earlier atata-

”'ments Fhat 13, ineoma level and, consequentlyp prica 1evel

f will be lewaved whieh will oreata a. trade 3urp1us;. HoWever,
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f‘-'very few gevernments which prefer to use deficit financing

",
.\

éii.are likely‘to take such counteraeting,measureSa

§f  Therefere, 1f service payments are te be' finanoed by

= defleit financing, the uprising of the price level might

?"more bhan offset fhe decrease 1n real 1nceme of coneumers.
'As the price level atays high, exporte will be hampered

fg- while imports wilL increase more’ than previously because of
Lje-lew prices, An impert surplus 1nstead of an exnort surplus '

is created under this .tzi\’:.u.sl‘os.on,L whieh makes the payments

:\disequilibrium werse, not to speak of the. real transfer of

.....

.Flexible Exchang_ﬂaate Fxstem.;

“Under this system the exohange rate 1s determined by the
supp1y~andtdemanqtof_feyeignﬁexchaqge,._A;theugh the exchenge
rate is allewed'e% fiucfu&te freelyﬁfhie”exchaﬁge-réte.system
invelves eonseious.interventien in the exchange market by mon-~
etary or stabilization-fund autherities for the purpose of

&“_'1imlting the range of fluetuation to a certaln extent.
o Under this system the process of transferring aervice pay-
' ;mente is facilitated predominantly by the. ehange 1n exehange
rate ejnce the adjnsting ferces nrovided by changes in income °
1evel and priee 1evels are suppesed to play an insignificant
roles - T | ‘
When government raises revenue for foreign debt servicing,

an 1mmediate decreaae in fhe ineeme available fer expenditure
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is the: first impaet to be observed. Demand for both import

- goods and domestic goeds will decline.‘ GonSequently; demand

;' for foreign exchange by the priVate sector will diminieh by
the amount of thehservice paywent mnltiplied by the marginal
propensity-to import. However, this is more than offset by -

the government demand for foreign exehange because the govern—
i

.a! ment demands foreign exchange equivalent to the amount of the

] service payment. Thus, as the net- result, the aggregate de«.

mand for. foreign exehange is 1arger then 1t was prior to the

”'_payment of debt servicing. A rise In the foreigneaxchange

'rate will take p]ace which, in turn; promotes exports and
hinders imports. LAgtrade surplus thus will be.oreated on the
part of the payingiceuntfyev R

As jﬁet mehtienedi the reduced 1hcome'1evei'beceuee of
externai débtiéer?ieing'will have an impaet on the domestie
market_as weileb bemand for demeet;c goéds.weuld‘become less

than befere-as-a-fesult of-the'feductien'in'incomea Usﬁellyg

' - @Xchange depreciation is followed by a rise. 1n the price

levels However,'due to the decrease in income the rise of

~ priee level will be offset to a certain extent. Therefore,
the rise in price level might be less than the extent. of ex~
.change depreeiatien, 80, that export goods will be priced lower
thap.prior to thegdepreciation; As a resultg exports will be _
promoteds . | |

By expandea'éxpOrbe and_shrunken'impdrtsijtrade surplus

' of the debtor country will make the transfer of service
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.- fi-a“'-' : ;
payment in real goods. land services possible.- As -‘seon as

servicing is completed, the reason for payment disequilib-
riun disappears and equilibrium 18 restored.

: Meanmhile, on the. part of the creditor country, the oppo=
site situation wi&l take place¢ Suppose that.se;vice_payment
13 received by the government. The proceeds-ﬁiiiiincrease

the monetary 1ncom9 of the country in one way or. another. The

f

"'government may use tha proceeds for purchasing goods and serv-

_ices from the private gector; or may reduca the tax ‘revenue
as~mu¢h as-thg;sepvice.paymant, or parﬁ.of the proqaads may
be handed toxtheQéeedy prople as tfansfeé payment, ;Ho-matter

"ﬁhiéh'way-is'chdsén,.the total monetary incomé of the crediter

5

. country will 1ncrease, As'ineomeflevél riSeafdemgnd'for

domestie goods and 1mport goods will increase. More-éoods

and services are’ imported while the 1nterna1 price level rises

due to.etrengthengd:purohaaing powerg;-Engrts are deoreased

'f_.owingfﬁo higher pbiee-ahd intense domestic demand. .

| On the other hand, by the- 1nf1ux of service payment; the
exchange rate. of the creditor ~currency 1s raised at the same

times . Tts impactwon the trade is again eneouragement of
 4imports and diseo;ragemant of exports. Tﬁusi by recelving 

' service payment from the debtor country, impacts on the income
.and price 1ave1 and on the exahange rate _eoneurrently. produce
- an 1mport surplus which allows the debnor oountry to pay servs
- d1ée payment in’ real terms. The-monetary-paymsnt paiduearlier

through reductionaof-debboris foreign balance will be returned.
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ﬁsually when"the creditor country receivee service pay=

ifl ment, . the increase in 1ncome is. not limited to the ‘amount

'fﬁ recelveds .Secendary and further income efiect will continue

'to have impacts on the domestic consumption and imports,

Thus, the multiplier effect serves as an 1mportant factor in

= ‘helping adjust the diaequilibrium breught by the transfer of

‘ '.service payment.

- As? we have seen 1n the above, under the flexible exchange

rate system, change in the exchange rate plays a more. 1mpor-_

Itant role than 1ncome and price changes dos = The former changes'

' directly the price of 1mports and that of exports s0.as to

 reflect the degree of disequilibrium immediately; thus,<it

also~provides-adjustment forces through market 0peraﬁiona

(The change in 1ncome level .and the accempanied 1nterna1 price

'J»ichange, however, seeks adjustment to the external disequilib-

.fgg-deth¥’$_egppg§g=and_the supply Bla&tiC%tyVQf the debtors

51r1um through the mechanism of* the whole economic structure.

Its operatien, hence, ie indirect, slow; dbut fundamental.

Since foreign capital servicing will demand more foreign
I
exchange, to whatuextent the process of transferring service
‘I

payment is facilitated through exchange depreciation 1s deter-

'minad by the elasticity of supply of fereign exchange. This,.

in turn, is determined by two variables: eleeticity.of demand
. .

lEllsworth, P; T4; The Interna*ional Econom-, New York:
The Maomillan Company, 1950, P 500 =

Il
t
i
: '
N .
t
1
§
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To faoilitate the-ﬁreceES of treneférriﬂg service pays
ment; it is aesireble that foreign exchange receipt will ins
'L’.crease or at lease maintain ‘the orlginal level as the exchange
depreciatee. This is equivalent to saying that demand elag~
ticity for the debter's exports is preferably greeter than or

; equal to. unity. : _ _
If fereign aémand elasticity 1S'gvéateﬁ'then UHity,-the
depreciation Will bring about an 1nerease in the foreign out-
“'.lay on the debter's exports._ If foreign demend hae unit elas~

ticity, the expert prooeede of the debtor will remain unchanged

as its exchange depreciates. In case thehfereign demand elas«

ticity is. 1ess than unity, the export proeeeds will contract.1
However, the elasticity of eupply of foreign exchange

-depends upon the elastieity ef eupply of exports as well. When
demand elasticity ‘for the debtor’s exports exceeds unity, 1t
.can be reflected fully in the supply ourve of foreign exchange

" when the supply ef exports is highly elastic. When-demand
elasticity for exports is lese than unity, the supply curve
of foreign exchange being negatively inclined, it is only
through an 1nelastic supply of exports thet the supply curve
of foreign exchange will be moved boward the vertical position

(i.e,, expert proeeeds remain constant).,

"1Ib5.d., Die 562.
Ibidon va 565“"5660
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slnjcenperisoh.te theifixed exchange rate eystem,_income
chenge'andfprice éhahge under the'flexible-rate system neeq
net.be 80 gevere-es under the fo"mer. It is explsined by the
| faet that in the latter syetem, the exchange market plays an
1mportant role as‘a buffer mechanism of the external disequi- :
librium so that change 1n inceme and price level ig required
to a lesser extent.' : -

l
b

Exchange Gcntrol sttem.

ﬂnder this system, a.strict control over: the exports and

1mports of geods and services -and capitsl fleW'is exercised
- by the government, Though varying 1n the stringency of con-

trel; foreign exchenge receipts are usually submitted to the
_gcvernments Eife;nal paymenbs arising from imperts of goods
and services and repayment ef capital services will be ra-
ticned by the e#cnange centrol agency set up by the govern-
ment , - H_ - ' o
| Wnile the public budgeb will allocate a part of revenue
for the external debt servicing, the required foreign exchange
for outer remittance will be arranged by the exchange control
eagency._ Since cu;rent account receipts will not expand sub-

stantially, service payment gives rise to the curtailment of

”fexchange expenditure 1n eeme other items.' The supply of such

items will decreaee oonsequently. A reduction in the dispos- .
able 1ncome discourages imports as eell as- dcmestic goods con~ -
sumptiona_ However, centrcl on. imports will inevitably stimu- .

'_late the price oflimports.
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Thus, remittance of foreign debt servicing will curtail

some imports and impert geods price would tend to rise. Tme

_portera thereof enjey a fairly abundant prefit.. A part ef
-.,these 1mport profite should be taxed for the use of export ’

]
subsidy. By the export snbsidy policy financed by the taxa=

\’tien on . the 1mperters’ profit and accom@anied by varieus

~encourag1ng policies, exporte will be expanded more or less.

"icing will become’difficult year after year since the tendency

of growing ‘debt servicing is often observed. '
i
Nevertheless, exchange control system 1nherent1y 1imits

the operation o: price meohanism. Hence, the transfer of

A .
!

service payments under this system is different from the other

: two exchenge rate systems. Under the fixed rate syatem and

the flexible rate system, menetary tranefar of aervice payment
brings about dieeQuilibrium 1n the paymemts position and this

sets in force adjustmenta to restore the equilibrium through

'the real tranafer ef goods and services from the debtor

ceuntry to the_eregiter*eountry. -

Howéver, ”-dér'tﬁe-exehange cohtrol system, monetary

transfer and real transfer are- all arranged by the centrol

- ageney. As an amount of foreign exchange equ1Valent to serve

ice payment 1s-ratmened for the remittance; goods and services
of the eame amount are. already or eXpected to be transferred
to the creditor country though there is no speclfied purpose

for any pxport goeds_and services;

ot

Witheut substantial 1nerease in export industries, debt serv- '




Lenee, under;the exchange control system,.servxee payment
'ia pald frem the current ferelgn exchange earnin&s. All the
exchange receipts end exchange expenditures are designed to
be 4n equilibrium.' Market ferces in the exchange market are
:f: utterly deprived ef theiv role, which is replaced bj the

'governmental control and allocation. AS'the result oi eerv;

- 1ee payment, chanée 'in incoms and semetimes changes in price
lavel (as thé nesult or change in demand) may take place' yet
they have no direct significance to the- adjustment precess a8
3 'they do 1in the other tvo exchange systemss .

How well the precess of transferring serviee payment will
be faoilitated under the- exchange control depends upon qeveral
faetersw In the long run, the control on exchange,and.trade
alone will not selve the problem of the growing service pay-
ment 1f efferts en the expansion ef exports are neglected.
iProductive reseurces must be prevented from flowing 1nto the .
produetien of lux?ries after reatrictiens are placed upon
- their 1mportation. % achieve the effective servicing of for-
eign capital it 1; suggested that development programming will
be intreduced inte the picture,, By.doing;se;gthe~expansﬁon
of exnertswmay«bemgiven a higher investmenﬁ brierity} whiie
' preduction of lux&ries will be: dlsceuraged. For the discus~

sion on the relatien between foreign capital servicing and

devalopmont programming, Chapter V- is aesigned.'_
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Transfer Process of Private Capital Servicigg

PriVate capital flows 1nto the debtor countries 1n var-

'-oious forms.f It-may take the form of contractual investmenta

5;;‘including loans, bonds, and other fizxed obligations, or it

'5__may take the form of equity investments which consist of pre~

o ferred atock, common.stock, branch aecounts, etc. However,

for the pUrpPosé of.discussion en the-transfor'process-of in-
-VeStméht inoomé;ffhé-foliowing cIaséification:of-priyate'cé?é
.'ital mighh be- convenient and useful. |
1, Private eapital invested in export 1ndustries.
'~Inc1uded 1n this category are all investments which directly
help the debtor country earn foreign exchange, no mattor what.
types of capital they are; whether direct investment, portn
folio investment, or loans. The most representativa of thia'
f_.type-is directﬂinvestment in the.extractivéoindustrieé whose

-'produots are exported for market abroad.- | o

2%f Private capital 1nvested in industries other than

export'industriesr All private capital not 1no1pdodgin the
first’ category falls 1nto this category.: Their prodﬁcts-are'
1ntended for the-domestic market. An example is foreign e|p-
ital 1nvested in the bond of private railroad corporation.

‘To classify various Privahe oapital rigidly 1nto the two

”categories will inevitably encounter difficulties because a

number of 1nduatries produce both for the domestic and foreign
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_marketg _In‘euch'eeses; se'feéfas the‘foreigh set&iee'payment
‘can be financed-eesiiy with ﬁﬁé fereign exchgnge_theiindustry
earns, theh Sueh-capitalhwilljpe~c1e551fied in the fifst_cat@
legoryy The'main-criterién3ef;claesificaﬁien theneliee‘in
whether the industries having foreign capitel inflow can pro=
vide exchange for the servicing of such capital or not.

servicing_of_private-capital differs-in-characteyistic |
from that of publie capital in that 1t ‘?11.1,- not go through
the operation=ef,the fisecal System'of‘theedebtor country.
Foieign'ezchange required for the servicing is.obtaieed
threugﬁ-fhe.free'exchgnge3merket except under‘the-excﬁahgé |
centrol systeﬁ which requires individual approval and ration~
ing of foreign exchange. _ | |

-In the following the servicing of private capital will
be_diseuseed aqeording,to.the two eategories of private capia-
tal just mentﬁbﬁed in the above, since the €WG,revea1 dif-
ferent preceeees=of transfer in the priéete“capital‘eefvicing.

- Private Capltal ‘Invested in Export Industries, :

iForeign privaﬁe:capital invested in the export industry
of  the dehber country contributes to the earhiag,of fereign
exchange. Though servieing of suchreépitai will'aeeorb'a
part of the earnings, yet earnings of foreign exchange will
" be more than the former in erdinary cases, thus, leaving a part
of foreign excnange earned available for the debtor country to:

increase its imports or build up foreign exchange reserves.




2l

LT e T ol ¢ S A R RS AT

Thefofore;"private capitai invested in tha-ekport indus<

”tries provides a sufflcient supply of foreign exchange for

Lf.its own servicing.- The debtor oountry then will not suffer

“?iimuch from the transfer problem in servicing snch foreign pri=
vate. capital. " :  | - _

ﬂnﬂef-ths'fixao.rafé_systém]and the.flexibio'ratéAsystem,
i'_ﬁransfer'of‘serﬁioe_payment is aohiequ-easili as.jao;.ded
scribed, Since there is_né-exohange.oonérol,.1nvestmont
-iﬁoome-is'reééiiy transferred to the orediﬁor'oountszout of
foreign exchﬁﬁ?e'eé%ﬁoﬁgolﬁé SGrvice payment_oonstituﬁes only -

»aISmall.portioh of'fOﬁeign éxahonge'earnod.with bhofhélp of

- private capital, the servicing of capital does n’cﬁ; otr_ai.n the
balanoe”of péymenté; : ' : _ | |

Under the oxchungec:ontrol system, foreign exchange :
‘earned by the export industries will be submitted to the
exchange oontrol agency (wholly or partially). Foreign X~
change will be rationod for individual serviee payment. In
most cases, rationing of foreign exohange for. the servicing
'of private<:apita1 invested 1n export industries never meets .
large. obstacles because of - its conbribution to the exchange
oarning.;~' Y S X

By and 1arge, exohange control does not restrict the
servicing of fixed obligations whose service payment usually
-shares a small oeroentage of the invested capital. Forv |

instanoe,.outer_remittanoea of 1ntereat§don bonds and debts
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‘International Flow of Private Oagital, 198
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are approved witheut any difficﬁlty in most cases, HoweVeé,

remittance of equity investment 1ncome is sub?ect to. certain

'"_limitation 1n some exchange-centro]ling countries;. The remnit-~

tance ef large pr1Vate profits may be conaidered to be a. 1oss

to the country.“ Or,. 2 large amount of remlttance may be

' thought te etrain the - balance of payments» \Beinvestment of

earned-ppofits{might be the wishes of the.debtor éou@try

government.

Limitations on profit remittances are usually expressed

| 1n.percentage_of the_iqvested.cepital, at rates Varying from

ten belfifteegiperfcent;per annﬁm, depending_upoh,the'eriterie
eecp eeuntry eegablishesg For-instenee!‘in the Philippines
the}centreleeank_pe}iﬁ?’ié;to allow the transfer abreed;of
profite in emeuﬁt-ranging from 25 pgﬁ_éQnt.tb_iOO'pe?’cent

of the non+resident's share in current profits or from 20 per

Pcent to 60 per eent of fereign capital 1nvested, whichever is

lower, depending upon the "eocial preduetivity rating“ of the
in.veetment.1 | ' . |

Hence, foreign private capital 1nvested 1n the export
industries does not provide-a serious problem in the transfer
ef service payment, except for certain 1im1tations on. the

remittance of large investment profits,

Thie rating 43 established with reference to the enter-
prise's contribution to national income or employment and to
the effect of its activity on the balance of payments and. on
the supply of essential products. Sees United Nations, The .
658 .. New York,

¢ Pe e
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Private dapital Not Invested ih _Export Industriess_

The eervicing of forelgn'private cepital 1n industries

ether than export industries has been discussed fer a leng

o time in the l;teretune reletec“te the 1nternational financial

problem,. From the pricerspecieéflowcmeehanism-of the class-

ical school to the modern theory of income. change, eiScussions

have been focused on the process and effect of how private

capital (aﬁd 1ts service payment) will be transferree;frem

one ceuntry to another.,

As stated earlier, the transfer process of private capi—'
tal servicing distinguishes itself from that of public debt
by the fact that the fiscal gystem is. net involved 1n the
formera Thus, the description of public debt servicing in

the 1ast section holﬁs good even te the ‘case’ ef private cape-

~1tal servicing 1f wWo exolude the eperation ef the fiscal gys~

tem from the nicture.

;cbneluaing Words

In this ehepter.we have'seen how publie-debf aefvicing

and private capital eervicing eperate under different systems

'of foreign eXchange;‘ Income and,price ehange,play.a key

role 1n the. adjustment of disequilibrium created by. the serv-

ice payment fer foreign capitel, though Varying in its effects

ven the transfer ‘process depending upen the different systems.

~ Under the fixed rate system income and price change function

as a main adjusping feree. Under ‘the flexlble rate system




exchange depveviation plays a role of greater 1mportance.

Ender the- exchange ccntrol system market forces are re«

:'fstricted saverely 1n the exchange market and they are replaced

.by the control of governmental authority.

In the . servicing of. publie capital, operation of the

fiscal system 13 added to :the picture, but the ba31c process

. of capital servicing is not changed.

The effect~0f tranafer of serVice payment depends upon
variaus faotors such as tbe nature of economio organization,
elasticity of demand and supply, marginal propensity to
import. to. consume, and so’ en.- Henca; the operating effeqt
of transfer procass may ba differentiated to soms. exﬁant
according to the circumstances of eachucountry@ |

'-ﬁrﬁnsfér-problemféf service payment 1s grgaﬁly mitigated
if-a_aountfy-basra iazge'amcunt of foreign.éxchange;raéerves
or an easy access to the foreign financing assistance, whether

from intarnatienél;;1ntargQVernmentai, or'privatétsourcésé

~ This has been assumed not to exist throughout the discussion

'in this chapter. . Yeét it is important to take these factors

into eonsiéeraéion.wﬁqn we look into the eurrent capital
serv;cing'situétioﬁ of aico&ntryg, Particularly the availa-
‘b11ity of new finmancial assistence has a vital aspect not to

be QV@P}QORedg'

|




* GHAPTER III ©
- THE TRANSFER PROBLEM OF FOREIGN CAPITAL SERVICING . .

*;Q%iodusﬁbbx“

In eervieing foreign capital the borrowjng oountry mst
be.: able to - do without - pert of its savinﬁs equiValent to
its debt service payment each year end also must be. able to
convert them into the. Pequlred foreign exehange.

In essence, the ability to transfor the . debt service pay-
ment 1s equivalent to the abslity to ebtain the required sg’or--
elgn ézchange es agreed when. the debt was. arranged, If the
debtor count?y‘has a large amount~e£ excess gold and foreign
exehangexreSer?es;sthe éebt'service payment'cen be esid out
. of the reseréeE. . But, as stated before; no country can afford
to: exhaust its gold and foreign exchange reserves for years,
Foreign exchange mast - be earned through expansion of exports,
import substitution, oy another borrowing from intergevernmental.
international, or. private seurees. Mﬁiwm | -

The difficulty in debt servicing will, then, artse if a
‘eountry cannet-ebtaia a sufficieqt anount of-foreign exehange
through one ef.the-ﬁhree Ways just mentioned, assum‘ﬁg that
the eountry concerned has no excess foreign exohange reservess«

In the: 1ong psriod of time debt service payment may tend to
‘grow, Then the growth of foreign exchange_available;for
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~ external debt servicing must be planned in order to keep

labreast with the growth of debt serviece payment 1f diffie«

.. eulty in debt servicing 1s to be avoided.

Difficulty 1n debt. servicing will be avoided or allevi«_-
ated if terms of repayment are arranged mere moderately by
'lowered interest rates, prolonged period of repayment than
T eurrentlyaprevailingi and 80 oris The realization of'such a
'ff eolutieﬁ.in easingfthé_befden ofzf@reign'debt servicing, how-
eﬁer,eaweite;further internet;onal finehciai Pooﬁeraﬁien
measures whichfahe-beyend the,reaeh_ef beprowing'ceuptryfunir
laterally,” e IR

In thelfellewing eections, we shall deal With the foreign
capital servicing problem frem four 1mportant aspects as- just
described, Hewever, 1t must be.borne in mind that any one of
the four eeeeuree is in igeelf not powerful enough to elimins
ate diffieulbiee; The.debtef ¢ountry should exercise its
effefts on.ailrﬁheae'ﬁeasures{ineorder te.gather an enormous
‘momentum for breéaking through the difficulties. The role of -
develOpmentryﬁegrammiﬁg_andlpienninglis in thie“senée_e'userul

tool;  We shall discuss this in Chapter Vi

Expanston of Foreign Exchange Barnings

Since. foreign-debt'servicing gives riseﬁte~theedémand‘of
a certain amount .of foreign exchange, either more fereign exs

change mist be earned than befere .or a portion of foreign axchange
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B regularly earned must be saved for the eurpose of debt 38177«

'1cing. If foreign excbange etpenditure is to remain unaltered,

\'

'_-exeansien of forelgn exchanve earnlnns becomes 1mperative.

o Wil

This is achieved mainly through the premotien of expovts.
- In the context of ecenomic dovelopment, expansion of ex«
”ports has manifeld aignificance.' The expansion,of,exporbs

o

D ¥ .Previde foreign exehenge te finance importc of
‘ development goodss, -
zqazFinance the possible 1ncrease in 1mperts frem the

_ 3¢; Finance foreign capltal servieing.g- _
JSuppese that imports of development geode are financed
by the. externel cqpital sources and a restriction oi inperts
ia impesed 80 that ne 1ncreaee in import (exciuding imports

of ﬁevelopment goode) is to’ take place temeerarily&_ Eéperts
‘have te he - promoted te finance the new demand fer foreiﬂn
exehanve which rises frem foreign debt ser vicing.

Let imperts and exports of a ﬂeb 0r country be in equi-

1ibrium, bothltetaling-1@@_million dsllars in the_year when
| the'debﬁ?is errangeaérfﬁhe $100 million Offngw_ﬂépitéli it 1is
assumeé;kis:te~flew into the debtor eoentfy 1n:the fo?m of
e development goeds in inetallmentﬂ for the first five years,
$2O millien each year. Exports expand at the rato ef two per
cent;per«annum;;while,importSaremain at_the 1nitia1 1evel@
&mertizatien'ie“five:pef cent of the total prineipaiieech

year ana‘g;yéfpég:eent_interaSQ_is to be paid anmually,
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[development goode imports are financed by new capital, and no

n

Under- these assumptione, changes in exports, imports, devel-
- opment geods imperts, service peyment, balance of payments

'position, and total debt outstanding are ‘shown -in the follow~i

1 20, SN e_'-_;_-:v" 20
T2 - 20 e 2'9
2 - 20 29 - 57
5 20 " Teb 90
6 0. .50 86
7. e O B . 82
o S SR 18
2 x (-0 © 748 70
X0 .0 740 -+ 63
'J\,‘ V¥ i'i L ‘ VLo ey ERX 4 ’-

In the first yeer exports and 1mports are. 1n equilibrium,

serviee payment is. incurred yet. Therefore, balance ef Dayu'

'ments shows an equilibrium. In the second yeer, exports 1n-

_'crease 2 per cent, which is 5ust absorbed by'the aerviee pay~

| ment of 2 millien dellars (10 per cent of the total debt out=

"'standing in the first year)¢ Consequently, payments position .

is sbill in equilibrium. By the end of the eecendvyear ‘the

debt outstaneing amounts to. $39‘million., In the third year

-fl.exports increase to s10l million while service payment in-

ereased to.$3g9;millien; in the net.pepdueing_@loo-theusand

:aurplue,ﬁn'the-ﬁaymentég. In the fodhtb endef&fﬁh:yea#si-
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v'_exports continue te expand, while aervice payment also grows

B with the eentinuous inflow of caeital. As growth in exports
’ 'provides additienal foreign exehange more than the service
payment year after year, the payments pesitien reveals a sure

~ plus which alsoe’ grows year after year. Service payment

w:'reaches the poak ameunt in the sixth year, ‘then diminishes

gradually as amortizations are made annually..;-
Tbe illustwation in the abeve presents a’ case 1n which
grewth 1n exports has financed successfully tbe transfer of

eervice payment, though the assumptien that 1mports are ‘held

”"censtant fer a long period ot time is unlikely te be realis-

tie.. Actually, imports may start te increase after the sixth

 :7year: at a rate not high eneugh to oreate payments defieit.

It 15 obvioms from the 1llustration that ezports must

grow mere than er at least equal to the service payment each .

o Feur Especially the first year ef $ervicing (1.9., the

'__second year 4in the 1llustration\, is 1mportant-in the senge

that the debtor country is, undergeing a test of. suCcess whether
its debt servicing capacity is adequate te meet the new inter-
natienal financial obligation.-- |

If e drep the aseumption that imports remain at & con-
stant level, and agsume that foreign eapital will inflew at a
'different rate from the first case, a different. picture of
I.debt servicing will oome up as the result. Supposexthat

' imports increase at the,rate»ef ene per cent per apnum; and
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'foréigﬁ'capitdi'af %1005miilion-flowa into the debtor country
in four installments;. $h9, $30,. éé@@ énd $10 miliions dﬁring
the first four years.f The rest*of'the asaumpﬁions are to
remainuunchanged@:.changes in vaﬁioué 1téms will be as follows?

: o Eevelopment Service Payments Total debt
Year Exgorta Imgorta . imports g_xgent Dosition cutstanding

1 100 100:.;-._-ae,
2 102 101 .. 30
ﬁ 10 102 . 207

‘§ 106 103 - 10

-5 108 WL e

6 '

9

-

N OO DO O ik
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* 8,

110 105 0
o112 106 o 0
Ay - W07 00
116 08 .- 0
0

0

0
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10 18 109
11 120 1100
12 122
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| In the seeond case -of illustration, deficits in the bal-
3 5anee of payments continue to exist from the second year to
 the eighth year, until the ninth year when the payments begin:

to turn‘into.surplusyl Deficits are. caused by the. increase in

© imports and by the inflow of a large amcint of capital in the

Tirst yearw Service paymenﬁ culminates in its~magﬁ1ﬁﬁﬂé in.

-,thc fifth year and then tends to decline.

. To avoid payuent. defleits, if: 1mports are incraasing at
a rate of one per cent as in the second case, exports must
grow at g :asten;rate, Suppose now exports expand at the '

annual rate of four per cent and & grace_péyiod of f@ur years
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. ds given.'ARepaﬁmentS'sfavt frbﬁ thé*fifﬁh~ysar; éach'year
B :$10 million fer 1nterest and prineipal repayment until the
i whole debt 1s 1iquidated; This ;s-shown in-thanfsllowing-
- table: R :

ﬁevelopment Service Payments Total debt
A : ~'=wosition outstanding

200 106- LA e T o

Y _ 4 oo 0 L0 ko
L 19 103 T 10 o & 100 -

5o 112 v:w e 95
6 ‘ms 050 0 e 9 - 89
7 né w6 0 10 2 - 83
) 12 © '10 0 10 6 71
# waE o wes ’ L (e e

By virtue of a higher rate of growth in expowts and a

s graca period of feur years; as sesn from the above table, the

payments position of the debtor aountry encounters a deficit
.only in. the fifth year, Frsm the second year to the fourth
_year paymsnts surpluses are accumulated which are more than

:. enough “to. offSet the defieit in the fifth year. ' o

| Therefore, cther things being equal, the higher the - Pate
of export axpansion, the less vulnerable the debtor eountry is
to the diffioulty in the debt ssrvicing. Te achieve success«
ful_expansion_inyexports; the most 1mportgnt_decislon.is to
.allscate éufficiant.capital fon,thé 6XPOf6 1ﬁdustnies; Ade--

quate.ihvestmeht.inzthe type 1lindust:ies (in stJ; Polakts
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'terminalogy)l is an inﬂispenaable inv@atment poiicy rar coune
' trﬁas which dsvelop or racena&ruat with thﬁ halp or foraign
eapital. v |

It ia apparent rrom the feregeing explanation that expan~

.. sSion of exparts glays an 1mportant role,in rorazgn aebt 6TV

if  13&@3. BQWevar. the axganaien of exparts 15 to seme extent

'ﬁg'iaubgaet to 1nr1uea¢@a from external faators whleh are b&yon

éi;'ehe contpol @f vha dabtor ﬁauntrya :

Fipat of all, income elaat&eity and aemaﬁd elasticity

;{-:foy debtar's expnrt goeds way be smally so that ezpansion of

' Ei:ex@orta wxll ba limitea to a eerbaiﬁ extentn

If ﬁhe inoﬂme alaahicity of éemaaé for tbe exy@rt gaads
- of the. debtor awuntry is small, then enly a8 tiny pert&en of
‘tha ineraasaé incame (ao mattpr how an 1nereaae in ineame 14
deriveds fram the raaezpt or'aerviae paym@nt, from zha second=

ory 1ncreaae in income 1eval thvsugh multiplier et?cet, or any

othep gnys) aill be diraotaa to Eha pnvehasing of expert goods,

 How this affecea ‘the axparsy of tho éabter _pountry depends upen

. the elastiemy o supply of the world and that of the debtor

eauntry. ﬁinﬂa the world suppiy 13 not perfeetly elastia the-
‘price. will rise. The proéueeion ef tha éwbbar 8 axpert goods
f': wil& be 1neraaaed be ths g@inb whera 1ts supply eost equates

———

: 1?01&3, Iy J;, "Balance’ of Faymanﬁs Prdb&eﬂs ef Qountriaa
, aeeonanructing with the Help of Poreign Loang," rtorly

 Journal of Boonomies, Vol, LVII {February 19h3)¢

induntrics are meant theoss industries whieh prod '

export or sold on the éemestie wtrkeﬁ in place of geeds pre*

viously 1mportadg




_the new world price,
:; If demand for exvorts of the debtor ccuntry 13 1nelastic,
_the reduction 1n price dees not lead to uubstantial exparsion

of exports. On the centrary, it might give rise to a ccntrac-

£ tion of the total ~export proeeeds. The impacts of demand .

_91ast£city, owever, depend upon the sunply elasticity.l

Primary goods are often related to 1ow price elasticity.

-ﬂf__Manufaeturad gooda, on the other hand, enjoy comparatively high-

"er elagtgcities than primary 80048, However, low price elas~
;ticity to orimary'goeds does not necessarily mean & low elas~
_ ticity to the exports of a partieular primaryugoods-exporting _
"{countrym? It ia possible that the debtor country ean expand the
pPoiuction of cartain primary goods at the prevailing nrice.

| The expansfon of exports will be facilitated more through
‘yhg div&rs@ficaqiop_of_e;pgrt gopds@ Euman wants are satis-
fied 1p §he prder.éf;phq_1n£eﬁsity_§£_des;refzfyom thelbagiq_
WahtS'to thé seéondary or. highar'wantSa Thrdugh the diversiri&
' cation of export goods the debtor ean succeed in expert expan-
sien on a 1arger scale, | | ‘ .

: Seconﬁly, trade protection devices on the part of the
credicer oountry serioasly restrict the expansi@n of exports
fer the debtor Qountry, with the result of rendering service

payment diffieultm Quantitative restrictions, as well as high

'tariff walls, prevent the real transfer of the service payment

1See the explanation of ralation between elasticity and

export proceeds in Chapter II, pPps ?~18
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in the fbfm of increased exports. The greater the 1eve1 of

-~ lmport duties 1n the crediter conntry, the more difficultles

in adjustment and the gresater the @prsening_of.the terms of
trade., Imposition“bf higher tariff’rates or quota. rééulﬁtien
at ‘the time of service paynent especially makes the debtor
country fall into a more 4ifficult nosition. Asige from
tariffs and quota rectrictlon, any similar devices have the

same- restricting effect on the imports from. the debtor ceun-

try, alsea °5_

Howevar, the creditor ceuntries now understand the mech~

.f anism of transfer much better and would try to avoid such

_unpeasongble rest?ictionsp The General Agreement of Tariffs

‘and Trade at mgs_t_pzéby;aas a firm basis for the offorts tos

ward the e1im1ngtibn of*guch ?estrictiqné@_ert:the_éiimina~
tion of restricting devicés dependsfﬁpon the actual circums
atances of individual creditor countrles. Th@ugh much

reduction in the. restr;ction oannot be’ exPeeted in the short

run, it 1s hppad3thgt}no grawth,&n prqtect;on Will ta49 place

¥

Depressi@n also constitutes a diaturbing clemant for the
GXpanaion of exporusf It bringe about a fall in world foreign

trade owing to redueed incones and trade restrictions. In

1958 industrial-recession in the Hnlted States;»Western

\European ceuntries, and Japan affected the ECAF” countries by

the general decline in export earnings with the exception of
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Taiwang Laos,.and the Philippihes, The great depression of
. the 1930'3 caused the fall of" wopld foreign trade to a
sorious degree. . Qwing_to_the reduotion in tho fo;eign 93*
i_chango eafningsi'ths'fixed interest_chgrges;thoﬁfwouid:abSOrb
a'larger-portion-of the fofeign exchange reooipt, indicating
that more exports than before have to be paid for foreign -
oapital ssrvicing¢1( ' _ . _ |

The adverse offect of depression has heen especially
severe in the primsry,goods.prodyeing,count:ies;_ £articu—
lariy.ooﬁntriqsgshioﬁ_preéomiséntly depend upoh.the exports
| of one ofstwojyéiQCipal.goods Wé?e affeotod adversely by
the 1930;9 dopressiongh.ln 11 out ofilh.defauiting Latin Amers
iogn3coqntrios'twbip?oduots aboountsd for from 70 per cent to
98 per cong‘offe#ports;oand@ in 8ix, a sihélo product accounted
for more thah.701pér-een£ of-oxportsaz _

The provention from the loss caused by the depression
for the debtor: country depends upon how well the creditov_
countries~-many of them are cr_edit.or*_c_ountrie,s--can aohiave_
through thelr céhﬁteéoyolical measuress The'offosts for

eCOnomio stabiliﬁy Sesm.to:be,intense_now in the_United'States

1For instanoe, the dollar rixed~interest chargea, which
would amount to 12 per cent of dollar-exchange receipts of
- the world in 1929 améunted. to 37% per eent of these in 1933,
 See: Lakdawala, Ds Ts; International Aspeets of Indian Eco-
nomic Development. London._ Oxford’ University Press, p.“ET
1. .

Ibid., ps 61 na 35

TR v
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which ﬁighf be ééeﬁ\as'an_gvidence_of world éeonom;c-stabilﬁ
ity fOr-the-time'bé&ng.l’ | | |

| Bilateralism in trade which has been prevailing since
the great depression alae reinforces the difficulty in the
‘transfer-of service-payment-ﬂor the debtor ecountry. Prior to
the depression, worid trade was such that ‘the world could be
divided into five 1mportant regions--Tropics, U, S Ay Regions
of recent settlementj ngtinental Europeg and_Nonaqontinental
'Europen-aﬁd eachjregien'hadta“trade surélus with one or more
of the other!regidns;?-.The nefwork was shatéeréd.éftar the
19301's devre-ssiézi Andvits.piaqé wéys tAken'b-y.'__the bilateralism
ih tradb'andﬁpaymenﬁsa Iﬁrtrade negqtiatiohs.all advantages
went to éoﬁn@riéS'having 1mp6rtféurplusesiIénd'they could
forece thé'otherfparties to take méie;of their ezports; thusy
redueing the Suﬁﬁluég. This; howevery giveé:debt;servicing a
seribus prbblém;. Whéh ﬁuiti1atergl'tﬁa&eiwasapreVAiling, the
debtor cbuhffyfeﬁuld pay thé'serviée.paymenﬁ aimpiy[by ﬁaking
a trade surplus of the amount squivelent teiﬁhe service pay-
_@ent with any'céuntry including the creditqr'country@f.sut
with'the_introdﬁétion pf'bilatefaliSQ in traée{-thé gervice

payﬁent can be péid ohlj‘through making a trade'sﬁrplUS

1Burns, A, F., Progress Toward Economio Stability,"'
American Economie Review, Vols Ly Noi Y (Mareh 1960), pp'. 1-19;

2Ellsworth, Po Tay TheﬂInternational Economz_ New Yorks
The Macmillan Cempany, Iﬁ?e,jp. _




_ directly to the creditor countpy since trade will tend to bé
f'_:in equilibrium with the rest of the trading countries. Also,
.there might be dirricultles for the debtor country in making
a trade surplus with the creditor country because of not hav-
iing sufricient suitable goods to offer for the ereditor ‘couni~
The. reatoratlon.of multilateral trade ahd muitilateral
settlement 18 necessary for the smooth transfer process, If
not, a oreditor coumtry must allcw 1mport surplus to take |
place with the debtor ceuntry by removing trade restrictions

or making special trade arrangemenﬁs. Fortunately; multi-

. lateralism has been regained recently by the announcement of

. the eonver%ibility or sterling and most European currency
Cat the end of 1958.-

In-the abave diseuséion ﬁe-haVe'che:to'the conclusion

© that forelgn exehange earnings of the debtor countxy must |
grow at a sufficiently high rate to cover the aervice payent.
each year or at least" 1n the f;rst several years, assuming

-impoptgrafé*fc iéméin conétaﬁta If imports grow at &1l then
exmorts will be. required to: grow at a faster rate or the dif-
fieulty;must bevmitigated through the arrangemenh‘oﬁ-a grace

pefibd;_ Fer»thgzprdm@tiengéf,éxports ahdgzééﬁﬁGQﬁéﬁtly‘ for

. lBrita:ln, We st Germany, and France announced that their
. ‘currencies would be cenvertible a3 of December 29, 1958. ~And
- mest, othar Weatern ﬁd?Ope&n countxies followad suit.
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the sﬁooﬁh.epergtion of.tfansfer process, tﬁe foliowing
principieS'must be observed: First, on the part of debtor |
e eounbry, diVersificatien of export goods mist be achieved by
““the allocatien of - suriicient capital for- the export indua—
tries;- For the creditor country, trade restrietion prevent-
ing the 1mports of debtor ceuntry must be removed Deppesaion
o must.be avoided at all - cost; and efforts on the.partle the
creditor‘cbuntriés are‘ufgently'fequired. Tﬁe;abolifioﬁ of
 9: bilatewalism 1n trade and payments should be considered as
the ultimate goal of world trade for which every country is
?;_ requested to strive.
Apart from these principals, the government et the debtor
ceuntry is required to create favorable eonditions for exports.
_ Inflation presaure must be eliminated by all means., Overs
valued exchange rates whlch are an impediment to exports |
'Ishould be cerreetedyarber a certain degvea of internal price
_ stability'is aéeﬁreda Werld market information will be pro-
vided to keep exeorters well informed. The tax system will
be adjusted in order to encourage reinveatment of export pref-e
. ite. . Fin&neialdassistagee and spbsidies maylbe offered for

encouragement as well.

.;éﬁrtailment of Faheigg Exchange Expenditure

it the'debtpg!eouﬁtry_is-not ih_a_position to earn sufs-

ficlent rereign.exehangs fe#%the_seivicing;ef fereign capital,

— e e st
P P e = =S BT ==y e —
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_othéfﬂthings-being equal, then the'saving of foraign.éxchaﬁge

| currently available 13 1nﬁispensable. The basic significance

. of . foreign exehange sav1ngs lies in restricting the importa- .

.  tion of non-egsential goodsg espeeially 1uxurious consumpticn
. ‘goodsy while impert substltution industries-are Qstabliehed
'*"witb_a view tofsupplying_import goods by the domestie pro-
ducerss. e o -
| There is no doubt that not a11 import goods can be sub-
étituted. ;?here arg_bhree-kinds,cf factcrs.limitingjphe-subﬁ
stitutidn 6f'1mpbrt-g09653 naﬁéiy; physiealg-éualitative; ahd
eaonomie, theugh it 13 not always easy to isolate éne kind of
factor from the other« ' _ ;_ ,’ |

The physical faetors such as climate aonditions and. lack
-of adequate natural resources can be serious obstacles to the
;develOpment of certain 11nes of production.- Tpis-is true of
co@ton‘in-Japang of.cofree &nd.cgcao in the United 8ﬁétes_and-
" Buropes | | .
| The qﬁéiitéﬁivé ﬁfoduets 6ah-be réplacedfoﬁéy-wifh difr-
ficulty because of their 1ntr1nsic quality. W@ris'éf art and
- seience are extreme examples._ Also, Specific bevevages, orna?
-ments, china«ware, and othor objects who-e trade marks are an .
1ntegra1 part of the qnality are -included in this category.

The - third kind of faetors——economlcwnincludes the avail-
 ab11ity or c&p1ta1‘and technica}_knowledgey etcs The pnoblem :

of potroleum production is in nature economic as well as
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'physicaix 'Many5underdGVeleped-éountries-haVe rich oil-ee;
sources, but production is poseible only after the naces-
'sary technlcel knowledge and caejtsl come iunto the country.
: Although there are factors 1im1ting ‘the substitution ef
import goods, the 1mprovement of technology 1n the debtor
eountry will gradually-reduee the oower-ef limiting forees;.
'Productivity of a eountry is a lively orgenism which grows
with the lapse of time. ‘

B Goeffioient of Imports in Relation to
o ' Disposable Income '

' ' Gonaumer geods Gepital %eeds Raw materials Fuels im
 Periods in relation to in relation - 4n relation relation
consumption te investment to consump= t6 cons
" . . _bion . ___ sumption

192529 f.lé&S- o sme 3 6
éh,z_ | K ;_l;h‘__‘.l 1.6

Sourece? United Nations, Economic Commission for Latin Amer—
: » Analyses and Pre:ectlons of Eoonomic Develogment, I

. An Introduct. n to the Te -que of P Proggamming. New York.
19550 Ps 3—40 o

) Import substitution compvises changes in import coeffi--
cients. The substitution trend in the past provides us some
,indieation of the direction of import substitution in the
future, In Latin Ameriea, for example, frem 1925-29 to 19hé- :
53, the average share of censumer goods 1mporte in relation
~to oonsumption, and that of" capital goods 1in relation to in=
vestment were. reduoed from 12.5 to 5. 7 por cent end from 5740

to 37@6,per~cent”respeetively*,whereas raw materials and




fuels kept ‘thé ssame perceptage to consumption, 3.4 end 1,6
reepectively, This indicates that expansi@n ef raw materials
and fuels’ 1mports represents an ever-increasing share of o
total imports as. the r017owing table shows. '

:",' Average Share of Import of Consumer Goods, Capital Goods,
' Raw Materiala and Fuels in Total Imports

) ngpcentagﬁ

R EOqumer i Capital . Raw . Co
?eripés. _f 'igdoda ) — goods:t_: materials . _Fuela

| 1‘9‘_’25‘—*.2'9. - w--is' -, '_ 31 B 63
 20L6+53 aea . 30 o ga

5 VSource: United Nations, Eeonomic Oomnission for Latin Amer-

_ ica, Analyses and Projections of Economie Development; I
. An Introduc;ion to-the.leonnfgue‘qf Pro; amming_i Hﬂw Yﬁfk,

1.§°' .

While tho peraentage of consumer-goods lmport decroaﬁed,
. all the othew'three items regisuered an increase, espeolally
raw macarials and fuels imports; S

| From the example of Latin Aﬁavtca we see that subatltu-
tion. o*_conaumer goods and capit 8l gcods are. . achﬂeVed to

some entent. Whlle these substitutions must continue, pro~
duction of raw materials and fuels 1a the domestic £101d ‘
muot b engaged, if possible, for ine*ance, by the JHtPOdﬂC- |

' tion of new production methedss But to what ex*ent the

precesq of impovt substltutien can be continued 1s a question..-

The unduly excessive import substitution means a loss of
economic. interest from world trade. 1t wlll cause misallo-'
cation ef,productive-facporg if thqisocial marginal-product

y ¢ ) C . =
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of produdﬁ&vé.raétars in the import gubstiﬁution,industries
 f3’lower than that in the export industries, In that case
the-proénét;va'factpra-should be Invastea‘in eprrt 1hdu9«

tfies;

upen the conditions of resources and technolegy of the debtor
country, Substitution industries can be established only in

.. the fieiﬁfwhbré such inéuétries ¢tan operate'adéquately with

i ‘the least extent of state protection.

The necessity-of lmport substitution 1s reinforcéd by
"+ the raef £ha£ tﬁe;évéiﬁtion of5ca§aci£y fo§.éX£erhal.payment
_ mayghét run.péﬁgiiaiftc“thé,moveﬁﬁnt;cf ihcbﬁe,a IQ Latin
"Ameriéa;:for_eXémple; in 1946=53 éhé Capacify'féf.éxtefnal
paymeht‘ha@“riéén.by oniy 62@2‘pér cent from the 1925-29 :
: 1avei, thréas{gfgssfinéomp had increéséd by"lzlgﬁ-pér ééntg
’fi_The eqefficienffaf external payment, that 1is, tﬁé-ratio-of
the exterﬁai Pé#meﬁt to-gréss-incomey‘dropped fﬁom-26;3'ﬁér
'eént in 1925429 to 1940 per cent~in-;9h6#53@ The -capacity
to'impgrtg which.ié dbéained by-subﬁfgcting~remittancés on
forelgn capital and other 1iabilities from the cspacity for

external payment; decreased from 21,2 per cent of gross

: 1ﬁn1teﬁ_nat1@hsﬁ_Ecopomic Go@ﬁiasi&n,fbr-L&tim America,
Analyses and Profections of Economic. Developdient, 1. -An .
Tntroduction to the ischnlque ol Frogramming, Hew York;

_ 3w - |

)

b

b

Bdéiéall?.thé extent of import substitatian-atili depends

1 .




_ necessary for fhe 1mport~sub3titution inauatries. If

”“-"mnch 1nAbhe cnrtailment of-foroﬂgnzgachange exyenditurer

L6

income tb‘ig”é'pér'cent}- This fact'indicétos that other.

"things being equal the efforts toward import Jubstitution B

mist expand in proportion to the rate of growﬁh, if exports

increa 36 - at a slover rxte than incomes. For 1nst,nce, if the

income and ewports grow at the rate of 5 and per cont

‘respectively, import aubst¢tution will ‘have to increase at.

the raue ‘of more than 5 per cent.

In the early stage of import substitutien, however, an

o adversa impact on tha balance of payments might be brought .

about by the imnorts of machine. squinment, and raw materials

If this

part cf foreign exehange ¢an be financed by th@ borrowing of

- new. foreign credit,‘then no sﬁrain will be imposed on the

balanee of paymentss “The establishment of import subsb tue
tion inuuatrlcs also tends ue have an impaou on the related
industries,'whieh then will requzra tn@ imporbation of nece
essary,matapialsuor equipment, This part of 1ncrease 1n fon-
eign QXehﬁhgé'GXpenéiture is cftan overlooked. A3 & result
the establishment of.import substitution 1ndustries tends to

require more foreign'exnhange than expseted.

N Thus, 1n ‘the short run. import subsﬁitution does ot help

| m
centraat, 1mport restrictions imposed on the neneoseﬂtial
geods 1mmeﬁiataly olay -an important role in contracting the

.ezgenditura of fore;gn,exchanga 80 that transrep_of sevviee
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payment will be achieved smoothly. In restricting the import
of nonessential consumer goods, it is reqﬁired that fiscal
poliey or monetgrygpdlicy be,?oordipated‘so that a part of
income stream will be distracfed from the consumption expende-

dture if the price level is to remain stabls, This is because

7 a riae'in pric§ leQ1"might tend to discgﬁrage-exports;

fThe surtailment of' foreign exchange ex@éndibure_and
. They

-tradeJreStriction-cdmprise gbVernMental:interventionpf
We

are-oftén 1ntegrgted_as a part of development programme y

shall ﬁééi'with'this problem in Chapter V..

Aﬁgilgbiiiﬁzﬁgi Forelgn Gréaitg_ahd Loans

An.easy acoess to. fereign capital sources gives a great
relief to the solution.of oxternal payment difiiculties, In
;his-eonnegtgqn%_twezaapecﬁs will be discuaaaq; ?hg;f;rst
_aapectfié hdw_n9§¢¢r§dits'ana_ioana_hglp-thegdebpor qquntfy
tide over the baianéé df paywenté-difficulty;»with.special

» The second 1s how diss

continunity_quqapibal lew_aff@cts-the transfer of the service

payment s

The availability of new capital, long~tarm or short-term,_

is 1mportant 1n the ‘sense that exports or import substitution
1nduatries~éﬁnthe.dabtor;country may not grow_rap&dly to
| yieiﬁ_guffigieit féreign;exéhaﬁge-for the pﬁrpose-ef trans-
fér‘of'ihﬁestméﬁt éervice; A shrinkage 1n the foreign OX
change earnings may hapnen owing ‘to a worlduwide depression.
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Hence, in. tiding over the tempd%ary shértage:of;fgreign ex«

'"f.change for the‘exterﬁal péymenti the'débtor-country has to

rely on new. credits. or loans from external sourcas.

- When capital flows Anto a debtor country. in a nnmber of
1n8tallments, the interest payment fer the first few install-
'ments_can_b@hpgid”out,of.the,new,ipgtallmqnt-of egpital pro-

vided. that Quch,gapitgl is not entirely spent on the'burchase

o of goeds and ser#iées in'the'creditor country, However, after

the. last installment flows into the. debtor country, the for-
'eign;exchangpgneaded for the aeryicing;of-1pvestment_papita1
,muat_b__é. agriir_ed "ifrom.."cﬁrrénﬁ _féreign _exclinge .éarnging;é-f,; Trom
éxchaﬁga“reservés it theré-éréraﬁg$ or from new credits and
loanss Supposa, for ene reason or another, fereign exchange X
of the debtor country suddenly decreaaes and there are no

azcesszexchange reserves; then the lastrresqrt~wil; bg the.

arrangement of new ext@rnai credits-aﬁé.logngﬁw ethsrﬁisé; -
suspensien of"invéstmgnt sarﬁiee or a furthér~éuftailmenb df
1mports will be required. -' |

Fluctuation in the export proceeds is another reason

for.@he aeedqu short+term credits ;Severajfluctuatiqns in
.expéft proceeds:arelBSServed oftén-in.underae#aloped‘coune

_ tvies;:lin ECAFE countriesy for exampleg'féém 19&8 to 1957

| primary exporﬁfprcagadsfrevealad_a widq{rahge,of'fluetuatiénf

as the following table shows:
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: SRR .
?luctuation in EXport Proceeds -
ECAFE. Ceuntries, 19& »57

Reeges; Exports and Ceuntriea =

10-15% . Rice (Thailand, Burma), boa (Indoncala)s 6inm
o _(Malaya). and petroleum (Indonesia). -

15.20% Sugar (Philipeines), tin (Indonesia). petreleum
(Brunei). ' : . .

26*25%» Sugar (Taiwan), copra (Philippines), jute and cot-
© ton’ (Pakistan), abaca (Philippines). S

:::31-33%'_f'ﬁubber {Indonesiag Malaya and the region as.a whele).

EG' Sourceﬁ United Hatiens. Eeenamic Commission for Asia and Far
.. East, Eggnomic Survez of Asia and. Far East._=2§2 P 117,

" While rice an&-tea flnctuated 10 per cent te lS'per eent as
the lowest fluctuatien eategory, rubber showed the highest

fluctuation.amounting to 31 per cent to 33 per cent._ On the

_ whole, the. fluetuation in.export erocee&a was more Severe

. than that of expert priee and quantity of experts.l

L The seVere flucbuatien 1n export preceeds of a few prin«
cipal geeds 4n the underdeveloped countriea makes 1t urgent
that eaay accees to eredita or 1oans be available to them.
If noty 1nvestment service will be euspended for a: while; or
1mpert restriction must be intenaified if it 1s still workable.
sﬁhe_eeonomie etngcpure-of the_underdeVelcped ceuntries 18, en |
the Wholeg'frégfie'éﬁd 1nf1exible; Any excess strain on its

ecenemy enly results in the dielocation of the whole economic

system, On the centrary. ir the new credita or 1oans can ‘be.

arranged as evtemporary tideever,,not enly will the whole




_won't be éefaulted,

‘ governments,.or & regienal develqpment bank ¢

~its own,curneacy ﬁor;makipg foreigp_payments@

e
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eéonémy be -reuéved,' but;, a:'lso-, the servieing of 'foxiéigid debt.
Gf course, there is danger in. extending
a hand of" relief to the jeopardized debtor. Thgre.ls no
_guavgntee that new.credits or_loans_will relgasgfthe'éebeop

ecﬁntry from'the aéveréity Sugcessfuily@ Yet{'hew'credit

g must be extended from external PBSOUPQ@6§

‘The sources which offer such credits and loans may be .
international financial 1nstitutions, private banks, foreign
The Interna-
tionél:ﬁbnetéryfﬁghd.haa»1ong'baenjé¢fyingaas‘the-pripcipal
inst;ﬁution:fsfﬁéolving-b&lanqe»of’paymentszprdblems.py pro-
vviding‘secéndéry reseﬁves foé thé-baiancé"of paymenbé erisis

in the form of rights of drawing on the I M FQ’S resourcesy

‘ Accerding to Article v (3), a member is entitled to buy the

currency of another member from the I.M.F. in exchange for
Ordinarily,
a member canhot:bﬁy-forei@nfcurrency'fof'domésticfcurrenCy
worth more than 25 per cent of 1ts quota during L1 twelve~
~month period, and 1t cannet buy foreign currencies to such
an amount as would cause the I.M.Fg's holdings of 1ts curs.
rency to be mere than 200 per cent Of its quota. -
However, the -annueal drawing rights on. the T oM F. eohs

'lﬁ stitupe_a-amgll proportion of\the-foreign e;ahanga\peserves

of many countries. For a number of countries these. ratios
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ars unﬁer 10 per. cent of their- reserves.l Thus, ir balance

of payments deficib on the current aecount eauses a drain cf

35'_fereign exchange reserves by more than 20 per ¢ent; then

?*i'drawing on the I M.F, seeondary reserves will meet 1esa than

5 half of the defieies. If the secqndaryhreserves-areqof ‘smaller

-;percentage-; the ‘pereentage of deflcits absorbed by the I.M.F:
. reserves will be 1933. | _ o
In India, fop example, in 1956—»the first year of the
Sacond Five Ybar Plana-the annual drawing right of 1@0 milliion
dollara accounted for anly 5:2 per cent of her foreign oKX« x
change reserves«~$1g9®0 m11110n¢ - The payments deficit on. the
current account ‘this year amountad to $481 millien and ths
drain of foreign exchange reserves was $u17 millian (drawing
. of $100 million?wag.extendeé to the next year). 1n 1957 pay«
| ngents-a_ deficit of $B56 million was finam.féa by I.MiF,. 'd_mwing .
fof @2‘66 million (1956 and 1957) aiad-- g8l militon of f&reign'
. . exchange reserves along with other means of financing. Hence;
Indiats ammai. drawing right accounted for only 20»7 and 11.6
o per eent of deficits in 1956 and 1957. respactively. Indials
deficits, however, were caused largely by the 1neraase in
1mperpa-9£ developmegt.goods,_thuS@ their financing actually
~ does not falilgémpletely inte'thq_funct;en_o£'theﬂanérnaﬁ
tional Monetary Fund, Therefove; although the annual drawing

rights 6f many dduntriea share merely a small percentagé of

 “erdavala, Dy Ty oB. cibes D3 165s
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their exchange reserves, the function of ‘the . Fund in mitigat~
ing the balanee of payments disequilibrium cannot be unders

estimated..

indiafs.nrahxﬁg-on-EAM}F¢'Baser€es,'

TeleF g ﬁeserves _EEid and for-'ﬁ"?lcit on Drain of

Year Aﬁhual drawing actually eign exchange current reserves
right - dram (end of aceount

1956 100 0 1,900 BT R T

1957 100 - 200 Lhrr  es6 L8k

{in milliona of UaS._dalla;s)

There is no déubt'thaﬁ;the investment climate in the
éebtér-country:is pa?ﬁ}yipaSponaible_for the-inflew of new cap=~

ital, particularly priVaté_éap;tal. ‘The~récip&entts7cap1tal

absorptivée capacity snd ability to repay play a decisive part
in 1ndnc1ngﬁnéw|¢&pital to flow into #he-eountryglt '
| The continuity of cepital movements has beén-an-impor~
tant element 1n tha balance of payments problems. Sﬁddén |

changes in the flow of" capital enormously increased<the dif—

ficulties of invastmént service transfer. Difficultles 1n

payments will be eased if changes 1n-the flowwof capital take
place gradually, thus enabling a number of adiusting factors

to bave aufficient time for making adjuabment.
Gontinuity of capital movement does not imply that a

éertainjamounp of particular capital must flqw,in annual}y.

I
!
f
|
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It means rathar that the total stream of annual eapital flow

maintains a stable level andssudden changes 1n the magnitude

!

- of eapieal are avoiéed« That is, shert~term credits and long-

-
.;_.

term loans #ill ‘e ‘available. without mch difficulty at the

ourrent level; cr direet investmeht profits are reinveated :

'ﬂiﬂfqnite regular’y at the past prevailing ratec Jmeff:i"{“ o
- ’ f
Changes in the sudqen flow of capital are attributed to

' the fellcwing reasons:

1. Business condltions of the. crediter country' Private

'"Q_capital movements bear a certain relatien to buainess condi—

© tions of the creditor cowntry. By and larfe; fovelgn investe

" ment will be active in presperity while the rgvense.in.a

reéessiens-“Thé'Hﬁited Stsies'in the l?éé‘s*wés charaéter&.

1zed by actlve private invastment abroad mhen good busineaa-

conditions prevailed in the demestic market. However, the

foreign inveatment reduceé substantially when the. depression

' cama, In 1939 the loans, which deubled in 1930 from the 1919

_ ﬂlevel, again reduced to thﬂir 1919. 1eve1.1 Thns, a sudden
3 _turn in business conditiona will cause changes 1n the flow of

' .Q_apitalé :
h! Mobility of shortwterm ¢apiﬁal=

Sh&ftétermzéapital

is subject to: high mobility due: to 1ts aensitivity to changea

in the Pros ect of greater prof1t¢ Unless there are. restpio-

‘ ﬁﬁhortuterm-capital tends to f1GW'from 1esa prefitable

";Bakﬁaﬁalag_nﬁgﬂsy;Qngqgéﬁ@g_P#:EQ@ :
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- investment. to.the‘more-prbfitablesA‘Théréfore;'thé'mOre short-
term capital is employed, the‘more changes in the flow of .
capital are to be exoected. i '

_ 3+ Po“itical, monetary, or financial policyz Ghanges
fin political er economie policies of either cereditor or
'debtor country Will affect the flow. of foreign capital. Po-
litical instability of the debter country tends to’ keep for-
eign capital from flowins in, Also; changes . in trade, ex-

,ohange policy, o monetary policy produce a similar effect.
Sudden changes in the flow of capital induoeﬁ by one of

) the above three reasons soon will bring about their impacts

__1n ‘the following wayst The effect will_be:felt immediately
- en the balance of payments., ?he;qéssétion 6f capital inflow
which was_rather-regular_in thelpast iﬂdicatésithe‘reduetibn;

~of_évéilaﬁleJfé?ai@ﬁ"@xﬁh&ng?, 1t direct 1nvestment profits

tend to be reinvested in less ﬁéiﬁentage_thgn before or repas
tniationlof privétnggpitalfis atpempteé, it gives rise to

new expenéiﬁurgfof faéézgnIexchanggyf_Né«métteﬁ.what form of'
change in the fléﬁ:of_Qapital_therexisﬁ the immediate result
isﬂdLSQQQilibriﬁg,;n_tha_ektarnal paymentss This makes the

ﬁransfer-of investmaﬁt's@rvice,difﬁicuiﬁg

‘The sudden eassatien of eapital inflow also renders serv-

1Cingvaf.foreignzdebts_diffigult»bg-bringino a setback to the

ih&usﬁriea;which;havg;baen dependingﬂmgre-or less upon-the

financing, of fbyeignﬂgapitali_-The supply of necessary.




- equipments and raw. materials will be cut down.and the whole -

production will be contraeted. Gonsaquently; therelwill be
a deereaseain;income_@ndiggvings ouﬁfafvwhich ihsztmént serv-
lce is to be paid. '. “: o - |

. From the asp@ct of continuity of capital movements, pub-
lie eapital_seemg_to,betmope accoptable than pr;vata.capitalg
. Withla;subataniigi.émouﬁé of_publ;gfcapital inithe toial -
;  boﬁ?owing.fFQﬁVabfoadé'éontinnity éf‘capital-flow;isfiikely
7 to befensuned?ffﬁrivate-capital';svmainiy mativaféd by prof«
itabilityvgnd.éafetié_whergés publie Qapitai ténﬁs-to,seek
motives-other thah pfofit&bility aﬁé safetya:iFfem-this point
of view, capital from international lending organizations is
more adequats than 1ntergovernmental loans on the grounds that
: 1n the former the imfluenca of the interests oi individual
.ceunxries will be-absent, and; thus,’ thg;flaw.of qapital will
not be interrupﬁed'ﬁy sudden phépgés-1nﬂtheﬁf¢reign-policy of
" the government involved. The  edvantage oflfinancing capital
Ithrough the internatianal Anstitution to underdeveloped couns
:trieslia-base@ partly on the belief that such an organization
w11 operate succeasfully by stending above the individual
1nt§re$fs;of‘memben.countriés 80 that & ﬁigher.objective bf
econonic Goopératieﬁ émang the deVeléde_aqdfghg underdevel«
oped countries will be realiZed. 'I

Apart from the establishment of the international leng=.

ihg 1nstitubiong.many-ways_ara open to thetassurgnqe_of
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'ﬂcontinuiﬁy of—éapitalvﬁovemantsg' Guarantee of'cbhbinﬂity may

jbe g1Ven by the gevernment of X1 creditor country on nublie

capitals As to private capitaly the government of the crad-

Avate 1nvestment 1n £a86 private canital must retura _o;the .

':hmmﬂ oountry, for:ons reasmn or, anothery = .. |

:maaéfae% ot Raa ent Tems e

.. The, modaration of repayment  terms, not, only IGSSQnS the

burden of inves ment -service on.the .debtor country, but also

.6asés. the- tpansfer problem. of 1nvestment income‘; It-sseks to

.reduca the burden of: service payment while the. centribution
= of, furaign capital 1nvested will be, maintained at the sams
i _v1QV9l¢ .In a sense, moderated repayment terms mean 8 1osa to
.. the.creditors . Thns, ﬁh@ moderation ef repayment terms is
;;“;pringipally 1nitiated by the creditor, Without-wiilingnesé
. and feasibility on’ the part..of the creditor, the disoussion

*f.ﬂbelew will be. enly advice or opintons’ - 1r QXiSting 1ending

f;.pageneias cannot ;afford these termsy. a now institution embrac-
}ﬂ .ing such willingness and eapacity mast be established.

0n thé medaratian of renaymant terms B numbar of aspects

¢an be statedﬁ Qhey'are.: 1nterest rates, maturity perio&,

’fk_Interest Ratess oo 'i;‘g L
Interest rates determine the amount of 1nterest charges

to be paid by the debtor annually (or aemiannually or quarterly,
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' és the case may be)s The higher the rates, the lawger the
interest-paﬁmsnﬁb To.. reduce the burden of. debt servicing
_lew interest. rates, thns, are requirpd- |
Interest rates are. usually higher for nrivate capital
: than for public capital. Hovever, intereat rates for both
1Tvkinds of . capital cannot be far from the. rates in the capital
.market; Frcm the. priVate investor's point of view, higher |
ratesféhould;pg'chargsdlforpcapital_when used abroad since
some=eXtenﬁL§f'risk:is 1nyalveé@j.interest.fapeé‘chafgad by
variouszuﬁiic'finﬁﬁcial institﬁtiens are'by’ﬁo neans iden-.

tical, = Some disnarity exists because of differenb operatimg

. policies, of 1na1v1dua1 institutions.

-Gurrent.intarest rates-changed by the International Bank
for Reconstruetion and DeveIOpm@nt range frem L3 per cent to
6 per cent, including commission charges,' These rates are
higher than those’ pr@Vailing during 1951 to 1956 when kL 1/l
per cent tc h ?/8 per cant were charged.lt The rates dAifier
depending upon the nature of the’ nrojects for which loans
-.gre_made, Agricultural dev&lopment pro1ect 1oans have been
" charged lover rates than power, industry, railvays, and port

projectss Maturity of loan and extent of credit risk, of

1International Bankfbr Reconatructioa and. EeVelopment,
Annual Report, various’ issues, The tendency of risge in inter-
o3t rates ivronm. ‘the middle of: 1959 up -£to now 1n ten. major COUNe.
_tries in Burope and North Americe - accounts for the corress
pondiﬂg rigse in- 1nterest rates for the Werd Bank 1oaﬂs.
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:

.aeufse; are. ofhér_eehsiderations taken into aecount.fer deter-
mining 1ntereat rates. | |

Interest retes charged by the Expert-lmport Bank are
-»similar to those charged by the World Bank; ranging from §
per Qent to 6;per eent=eurrently;1- Some-disparity 1n rates
among'debfer.coﬁntries.is'ebserveds Loans'to Indonesia dur;
‘ing 1950 to 1957 were charged 31/5 per cent, whereas loans
made to Indis during 1957 and 1958 were. charged 6 per cent or
5 1/4 per cent, Loans to the Philippines were normally
eharge&fbetweegfhﬁpeﬁ-éent.and 5 per cent. '

Disparity in'xntereet rates 1s greater for loans under
- section iohxge)_ef PublichQWZMGQ@_~$hese loans are in the
form of 10@&1 ¢@?:eney'pbtainéd.frem-the_saleé'oflagrieul-
turai surpluse Intereat ei}’ 5 per cent for ?-amstan,-f':.-? 1/2

peér cent for*xsrael'ana-France; while 10 per cent for Mexico;

o was charged» The dieparity may be. explained by the different

| censideratiens underlying the 1ndividua1 debtor country based
_on the prlnciple emhodied in the law. I

The International Finance Corporation, an affiliate of
the World Bank, charges slightly higher rates than the Werld-

,Bank because its main funetion 13 to make 1oans to private

. 1Exportaxmpert Bank, Bemiannual R_port to Coggress, fer
the period July-December, 1938. - ,
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venterprise eperating 1hfﬁﬁderdeveleped'cenntrié§§5 Iﬁs cur-

rent rates are abeut 7 per cent in dollar and additional

- interest, payable in leeal currency contingent en earnings.l

The Deve;opment Loan Fund which providea soft 1oans te
underdeveloped ceuntries charges,different rates for;differ-

ent. bypes of projects. 0n loansg for eeonemic-ana*eociel over-

~ head projects 3‘5 per cent is eharged, while on leans for

5_ profiteearn1n3 prejects\sngh as manufecturing'end-extractive

._industriee; 1ntereatﬂretes,arefchargea foiiowing_the terms of

the BXpert@ImpefifBank of similaf_projeete;z
In the apqve_me-hgve reviewed.Various interest rates eur-
rently_chafgedrby:the?public 1ending-instituﬁioﬁe} These

rates are approXimately the samé as interest rates charged on

" loans made by;cemmefeial banks to the puh}ie-in the United

~ States; but are lower than those charged in many underdevel-

oped countries;

The?é are a‘ﬁnmber-of réasonszto oftfer eqpital,gt‘lcw

interest rates to underdeveloped countries, Eeonemié devel~

'epment needs a substantial amount ef eocial and- eeenemic

- overhead eapital which yields 1ts rruits enly after. a leng

period- ‘of time., Expert industries in underdevelopad ceuntries

PN

llnternational Finanoe Corperatien. Third Annnal Hapert.

| 25 =594 PP, 12,13,

2pan Amerioan Union, Financin

-gi Econemio Devalegment
EE,Latig: _arica, Washington; 19- ‘5

ps 6
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expand at a rether slew rate because ef 1ew ineome elasticity

5;SeVere fluctuation in.expert proceeds,

W:eiheavy imports @f-aevelopment goods, etc., provide other B

‘ 'reasons for. the reduction of intereet ratee.h,ze} _' '

| However, hew far interest retes oan be lowered depends
'ﬁi.npen the ahility anﬁ the operating policies ef the lending

j -institution. Private 1ending institutiens operated purely on
t?i.the prineiple ef profitability ean hardly afferd to provide

f?ticapital at & lower rate than the prevailing rates at home.

"'vMoreoverg additienal charges for the pessible risk incurred

will be required fer private eepital unless guaranteed by a
publie 1ending orgenization sueh as the Werld Bank or by the
‘government under an investmenp guarantee program. In this

respect public lending 1nat1tutiens are in a boed position

¥  te effer capital at 1ew rates fer underdeveloped eountries.

The recent riee in 1ntereet rates frem 5 par cent te 6

i 'per centeinereases the burden ef debh” servieing to aome ex«

"tbntq?tsempared to u per cent to 5 per cent from 1951 o 1956
”(appreximately), the eurrent ratee requira 20 per cent to 25

’igbper Cent more’ interest eharges ‘than before, It is heped that

i rates will be reduced within availeble means.; There 13, of .

fcourae, great dirficulty #n charging low retes 1r eapital is
' 'berrowed from, the capital market as’ in the case ef the,World

t.FBehk. Moreover, inxerest rate 19 a price for the'uT

fof cap«

: ital. Tt 1s a means ‘of allocating capital ameng varioue usess
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‘ services can be attained only through an alloca-

;pﬁ' tion based on the 1nterest rate._=

e

Mgturitz,Period. e _ _ o
'_ Loans made - by the World Bank and the Expcrt Impart Bank
?;? are usually‘repaid over twenty years on the avsrage. Leans
made by the Internatienal Pinance COrporation are repaid over’
. ten years usually. The 1ength of maturity period, also. is
;"determined by the useful life of proiects for which leans are

""'madaﬁ_'

- With a view “to alleviating the burden and the transfer
'%3 prbblem of ﬁebtisgnvicingg-it is ézxpected that the.maturity
*fe pericd wiim“beﬁéxtendea as long as pésuibléq'fzﬁverfeét, ‘the
 pro1onged maturity period _pProguces similar effects as 1owered
interest rates, The annual sevvice payment will be redueed
as the maturity peried is prolongeds. . B _ |
| The - extension of maturity period 19 justified'én'the'

| _ grounda that amortization of capital invested will be in-

-accoraance with the growth of the repaylng ability of ‘debtor
oountrieaz The-length 6T the matupiﬁy period sheuid be
matched ‘to the growth ‘in the productivity of debtor oountries.
For the development project whose - results cannot be seen
'eaailyfin a.shqgt-perioﬁ;‘sueh;as éconqmig and‘gqgial oOver-
head capital, o maturity poriod should. be ‘relatively longs

' .A@n ﬁﬁa;éGhQPJhanﬂj'laanﬂ-maﬁévfor’prariﬁﬁmaking*iaﬂuatriaa

‘may b amortiged in a short periody Nevestheless, 1t 1s

'




62

"_advisfble -that. earnings will be reinvested in the: industries-
!

for furthes: expansion.a Tha results benefit both creditor ‘

S |
Y and debtor sinee debter will eventually repay while the bur-
| aen,of ‘annual debt servicing, 18 alleviated. s

, |

Thns, the extension of the maturity period 13 an. impor-

tant factor in assisting the transfer of service payment'

'*'Aﬁebtor countries, particularly An underdeveloped areas. will

be greatly benefited 1f the current average. maturity period
can be pralonged, say to thirty years; forty years. or even
fifty yoarss '

,GraoeJPeriod.

The rapayment of" loans usually starts after a. certain

period of time ealled the grace period. Foy 1oana from the

: World Bani the graee perioa has’ been thres to. six years on

the averageo The longest graca period was ten years far the
loan made for the Belgian water transport project in 195&.
The EXport Import Bank gives a similar length of grace period
" as tha World Bank¢ 1

_ Bere, we may also argue that the extenaion -of the grace
- period uill hslp redues the burden of debt. servzcing baaed
en tha ‘same. reascns as the extension of the maturity peried.

Beaidesg time. 1swneedeé before the~borromed-cgp;tgl qgn be-

put into ‘the aehual ‘process of produetion. Again;'if“the

a capital from external aeurees is meraly’a part of the total |

' .”6apita1 needed end, the capibal from the domestic savings 18
n"not entirely raised, the grace period needs to ve prolonged.

1
1
i

L
'
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;i__Schedule of Re?a*‘ent. T
1 * i .
”Roughly speaking, there h&Ve been three pattorns of .-
schedule in repaying the debt over the. maturity period. One
_ is. to distribute the repayment equally over the maturity
_.peried. The.saeond-pattern is to repay ratherrlarge install-

: mants in, the first several ‘years -and to diminiah the annual
.payment gradually duriag the rest of the period. Ths thira

’ "patbern is.to concentrate heavy repayments om the last gevs

i*rferal years of the maturity periods When a country borrows

”7  from Various @ources, the aggragate annual service payment

- may take a somswhae different pattern than thﬂ 1ndividual
,pattern er repayment for each debty. =

_ ‘Viewing from the transfer. aspect of debt servicing, the:

first and. third patterns of repayment schedule are prefarred

-to<tn£ second pattern on the bellef that it 18 not advisable

to plaoe a heavy burden ef repayment during’the early years
_ of bhe maturity periad‘ Becauae in the eaply stage of devel~
;i,'opment, with the assistance of foraign capital, expo"t indus-

S trieslare nnlikely to be expandsd, subatantially, and fmport

| substitution industiies are aeldom.0perated~effieient1ya_ For

)
M

fthis raaaen it 13 better,, if possible, to concentrate repay-

ments gn the later years ot the maturity veriod, Of course,
'l

- thisg péyﬁent pattern will boost the interest paymants slightly

comparad to the other two patterns.r ﬂeverthslesa, if the

,produetivity of the dabtor country can ex?and faatar beaause

{ {' o
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6&
of tﬁié; th9 pepgj§§p$5dpes:not mgkgug,geribﬁé'sfrain_éh:the 
Thnugh rapaymant schedule is ordinarily set forth in
advance, it 1s desirable that _soue. flexibility be allowed in
the schedule,_ This 13 from tha fear that an unfortunate situ

uation which mighb take place 1n the debtor country will

': ; render debt servicing difficult, When -the aconomy of'; the

debtor country, for instance, falls into. difficulty owing to
_hypevinflation, or, when balance of payments pos&tion 18 on«
'_dangered from the reduction in exports or frem the deterior-

ation 4n tarms of trade, repayment may be reduced to the

| “'.lowest amount pessible under: th@ situation through negotia-

tion by the two parties. g . LT .
_ .@n the contrary, repayment may be paid back earlier than-
_'the original schedule it the ability of the debtor conntry
to repay expands more than enviaaged¢ Caution, however, musat
be used 1n suoh a situation 80 that overoptimism will not -
ghurt the economy, o _ | |
| Throughont the—diseussions in this section, the asser-

tion has been made that repayment terms of loans should be

arranged as. generously as, possible, 50 as to. alleV1ate the

transfer burden of the debtor countries. Thevextent to which

“the transfer burden ean, be moderated depends upon the capa-

Aciby and the operating policies of the lending 1n8§itutions.'
It is"desirable that developmenb 1cans to underdeveloped

i
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[ Eﬁhﬁtfiéﬁ’éﬁbuﬁ& be made at low intébast"ratss'éiﬁh &-leng

kY
i~
S
E
£

'gwaee neriod and & maturiﬁy period: as long as possible. VGer-

'_tainly this will give rise toa seriea of actions which neesd
Tbe taken in- the existing or coming 1end1ng institutions.

Tﬁhethﬁr this WIll he succesafa& or not resta on the eoﬂpara—

:ﬁian er all tha oaﬁﬁhriea 1nv@lveﬂ, partinularly an the wille

-?:f

of underdeveloped countrias in. carrying out their develapmentg

LY




LECTED, UNDERDEVELOPED COURTRIES
J_iépréégeﬁoﬁzl‘

. ST L

‘ w;;.A& inqu&ry 1nta the nature -ang eampuaitian af faretgn
;;chapital servicing in selectea underdeveloped ceuntries is .-
iattempted.an ph$g_chapternu The;countrieswseleated‘hg?e:are
Burmaj BraZiiglrﬁdia;‘Iﬁdoneéia; hnd'the ?hiﬁippineswl
. The main task of the study is to. find out; how much each

_ceuntry paid fon the servicing of foreign capital over the

L pariod X956ﬁ58§ and to 569 thﬁ ﬁompopﬂnts of th& gorvico. pay=

mentsa The service paymenb will be classified 1nto twa main
| .oategoriQQ' namely, publio account an@ private account, with
s view to finding the tendency of capital rlow in each sactov.
The classification<of.aervice-payment into'amortization and
interests end prorits also helpa usg: to understand tha nature
_of the- cayital which.flowed Anto each country;

The service payment will then be compared with the cur-

'?._'rent acceunt receipt of the balance af-payment. The 1nvest~

S ment servics ratie hereof computed ia- defined as "thappercento

,*V'age of current exchange reeeipts, exclusive af campensatory

financing, absorbed by investment 1ncome payment "1 This

-

. _ _ .
Finoh, David. "Investment Servioe of Underdeveloped Coun=-

'tries, I.M.F., Staff Papgr, Volw-II, No. 1, Py 604
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'?T'fratio 1s widely used as an’ 1ndicator of the debt servicing

'?oﬂ a dabtor ceuntry@ The ratio reflects the capa-

, ?fbmmit additional foreign borr wing

*Withouhxencountering dirficulty 1n servicing the new debt.
; The investment service ratio over the period 1950—58,w111 be
f”compared with thosa nrevailing 1n the prewar perioﬁ where

'data is available. N “ji

. naticnal 1ncome will be 1eft for domestic consumptf

inmestmengga

The service pas ent paid by Burma over the period 1950w58
fluctuated quite 1rregularly as. the table on,uhe following

page shows. Some 1arge vepayments, both Ain; private and public

'?_ accounts, were respomsible for the irregularlty.. Servlce pay=
".'ments for private eapital averaged 15 to: 20 millien kyats per.

“'. annum, whereas publiehserv1ce payments ranged from the lowest

2. to ths highest “;L;mfllion kyats; As a result, total service
;,paymenes ranged from 18 é mnu.on m 1953 to the- highest 1189
million k'yats 1n. 1951;. o N B T

If 1arge repayments were excﬁude“; Burma would huve paid

J=nearly tha same amount of aervice paymant far beth private
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1950-58 (millions of kyats)

'Burma's Service Payments for Foreign Capital, _

i

‘_ Prlvate

| Publio Graﬁé.

Direct
1nvast~
ment net
profits
remitted

(1)
'&agﬁﬂ;ﬂéf

sr229,8

Year ests zation

O
glg- 1§.9[?ﬂ

Tntors Amortis Tot 1 Tater= Amortin

Total total

ests‘ zation

} 'ifi (8}
ils’i Eg.I

2,0 18,6
170.3 189-0

i:?
75
11 S

Sourcez IMF, Balance of Pa'
Business Economlcss Forelign
7. Government, variocus issues.

: _Note. Item 5 is 1nterest payment for the United States @Gov=
.~ ernment loans only. Interests for loans of other countries
= are included in Item 2 because of the difficulty 1n segre-
-%*,gation. :

7 i1 89.7
ﬁ 2902 .
f9

y 2642
 nts Yearbook, U‘ S. foice of

EYEY

3445
. 'redits bx the U¢S.

angd publié éapitélg Large repayments in the public account
in 195k and 1955 were debt repayments to the Uhited Kingdom
under che.Anglo»Burmege Agpeement-o: Marcn;.19h6 (5345 k
million iﬁ,lQEhi} to'India underIXnabwsurméeé-Agreemént of
March, 195k (81.9 k millden fer-195h'and~75{2 for 1955),

end partial payment for the purchase from the United Kingdom
of a oneéth;rd share in the Buﬁma_@il company (3343 k million |
for 1954, 0.8 #6?;1955» 2,7 for 1956;'19571*and71958)3; Thus,
amogtizatiené waré:paid in a few_iargﬁ_iQStéllments-géther

o than,aﬁoftizing.Qver a long period; partly'bacausé=of-§he




——————— i r— T = =

69

natiure of the &eﬁﬁ-and partly because of a éuéﬁén“iﬁﬁfééae
%,{;1n foreign exchange peceipt due to the- goed price of rice

i

fﬁ_ during the Korean conflict.

ﬁn private. account, aervice paymentslaveraged about is k
.fmillion frem 1956 thraugh 1955. except in 1952 whén ' a large
}f?~amaunt of capital’ rapatriation was:paid.- In 1956 and 1957,
4"“service payments rose to nore than 20 k millicn, and in 1958
: to 31.6 million. In the first three years of>-the period
ﬁ‘*under review, tha rapatriation of privata capiﬁal was mare
”than tha inflow of new capital. H0wever, the trend was re-
rh__versed from 1953; that is to say, 1nflow of capital was more
"':""’“than outﬂow. P RERE NS
~ .on the whole. mterests remitted to non-resident share=
" “holders were alightly more than the direct 1nvestment profits
; ..remittedﬁl_ This 18 explained by the fact that there had been
‘ Ha lﬁrge ameunt.qf:privatqIcap%tal_repapria;ed to,the=poge~
jf¥ bbuﬁtrieszéinée.thé daj:of’BurméSe 1nde§endencé;”;Generally;'
’__private direct 1nvestment has been playing its role on a
.ig:smaller saale than 1n the prewar pariod‘ However, a new rise
5f1 in, the direcb 1nvestment service payment deserves ‘our attention.
& :-_'The.-;@endwr of ‘met inflow of private capital since 1955 has

been responsible’ for the rise in private service payment.?

IR Y

1It muat be “taken into consideration that 1nterests on

' loans other than U.S. loans are 1ncluded in Item 2 owing to
.difficulty 1n segregabion. . o .

I8

L 2IMF, Balance ef Paxgents Yéarbook, Vol. 2. Burma, Table 3.




70

Over the period under review private Service payment

E. exoeeded public service payment except in 195h and 1955« Thuag

. _the role of private capital in Burma for her eeonemic ‘devels
?3::opment was predominant and will be 80 in the near future
:E;:nnless_thg ggvarnganp b@rrows on a_large-scalepfgom49zternai
| _ Burma ‘had a small service ratio to foreign exchange earns
1ngs as the table en the follawing page shows.' Over the
period 1950-58 the private service ratio was-. 2.0 per'cent
'and public service ratio 2‘6 per cent, the aggregaté ratio
'being h 6 per cent, However, the annual service ratio varied
from yaar to year substantially because of 1rregular1ty in.
;Ithe service payment while foraign exchange earnings remained
"stame,_;_'-_.- LT | P
': The aggregate ratio of h.é per cent for the whole ‘period
 is 1ow eompared to Brazil (16.0 per eent); India (7 per cent),
'_Indonisia (13 7 per cent), and the Philippines (11 .6 per cent)
*_.This indicatea that Burma 13 in a positien where more capital
can be. employed from external sources for her economic develw
|  opment without substantial difficulty in: repaying tha capital.
' n::The GQVarnment of Burma was aware of this fact. In her deVe1~

f;,_opmant plan 1t was assumed that an increase in the 1mports of

1See later sections for Brazil, India, Indonesia, -and’ the
;Philippines ' . .
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;f.ibar Private Public . exchange income -

Burma's Fopeign Exchange Earnings, National
Income and Service Ratios, 1950~58 :

§érv1ce ST IIIT “ForoTon WatToneT D seaviee;fatié'(ﬁT

_.eumhma,;

NIne -45f=li;?”u,ﬁ.

“ASuly ol L 66l =.2,7hh:= i

ol 282 952 3,199 L7 46
46 BB nBs. 2152 3b

1646 2.0 1,225 »033 Yoly 2 0

: ;3+7*-'17 fil 15l ' 73:917i”112f1&i31?
_ e 6 ﬁ

c et @

&

"h 816:"$9;¢3

956  2his - Thay -r 1,103 1;; 2.3 5k
S 25 uss e 8

-

i

uw AR . OOOWO. .-

AR ORI
' -
: LIS ;e DA
Oe=INy NNnHFOon -

e e

198;2 eﬁsrh;jj¢,9.673 3ha3hh_:2.Q1 2;é; h.éiw .3_

qSOureez

S A

IHF,‘Balan*e:ef1§g§menta Ysarbooks: IMF, Internaticnal'
Financia  Statfacha, varicus 1asueam SN

Note: Pereign exﬁhange earnings denote pQOeipts framlkxports

. "of goods and seyvices ‘plug.private. donationa (net). Items 1
'3;'through h are in milliona of kyatsy : _

tﬁhdevelopment geods could be achieved without much restriction

&*:on the 1mportation ef consumer goods.

1

The ratie of aervice payments to national 1ncome, however,_

B was not very 1ow comparad bo other underﬂeveleped countries.

f'_The ratio over ths period was 1. 3 par cent, higher than India's

oA 2& =88, Hew York: Instqﬁute-b

+5l per cent, but lower than Indonesia*s 1.6 per cent, the

Philippines 1, 8 per cent and Brazil’s 2.2 per cent. If.large'

”Welfare_State in

1Tra B 1 :
ger Prank N Bul _ 2. B
: fac'ric ﬁelafions,*19f8i Pe Ps
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_? ‘fﬂpagments 1n 195h we#& exaluded, the'matio wauld ba araund
lf?,l per ‘cents In the light of ‘Burmd's rapid growth in ‘income
- during the period (58 per eent), paying abraad l ner cent of
- national incnma ba&h y&ar cannot be. regarda&»as & haavy burden.

-“?.wﬂfaﬁ]l*

R |
T

. Brazil’s service payments for external obligations over

< ‘1the period 1950~58 are shown,in the table en the foll@wing

: j_,A Qn thﬂ average for tha whcla perioﬂ Br&ail paid=1h7 mila_
Llion dol‘ars frem the privats account and 108 million dollars
from the publie accounh, the aggregate payment being 255 m11~

Zlion dellarsa_ Annnal private aervice payment exceeded publ:e

B fservice payment generally oxoppt 1n 1955 and 1957. One _cons

}Spicuous tendency to be observed is a rise in the public

’_serviee payment since 19Sho~ In 195h the—public payment doubled

:._from the 1evel ef the pravious yaar. and even tripled in the

| following three years. The last year of" the period registered

“ }an-amount nearly'rour times. as ‘much as that-of 19SBa The

-trend 18 explained by the 1nbense inflow of publie capital
“aince 1953‘_ Frzm this yeav 1nterest chargea began to ba

L

T
o

‘); lBrazil receiVed offioial loans during the period 1950@58
as follows.lfi'_,

i '_'1950 1951 1952 1953 195h 1955 1956 1957 1958 _ )
2h 29 32 23 110 122 . 9 8k 285 (million dollars)
IMF, Balgnce of,ggzgents Yearbook.




73
Brazil'sQService Payments for Foreign Ganital,
.;l m58 (millions of dollars) B
. : ,3ccount § :\_ i Public Acaoun.\p 'Gfand
G bireet intar~ THoTtIw oy oy 10067~ ARortie " total
;;_,Year Anvest-. eésts ‘zation T95&¥ ests zation T°ta1
- ment nat . : o S . CoL T
. .profits i ; o )
- remitted - o SR y
Sl (1)Th O D NI #1% I 17 B (o) ot (8)
1980 - B3 LAy, T e g e 207
£ 1951 137hf g 9 160 - 8. 22 190
& .1952 - 99L;_ 1770 6 T122 : iz B« T A 160
1§55-»: 'fl : "_=f;*9-.+.-102 26 - 1B A 2l3
1956 . 70 _ a_.;hﬂftﬁ;:157 26 128’ 15 311
1957 ., 2 "*_;f;f}55f[';' -.2h'rT‘”=.7' 340
1958 2 Lot 202 24 398

Solires:  THP; . Balance of Paz%ents Ybarbook, UiSs Office of
‘Busineas Economics, roreign ranbs and Credits by ‘the U.Se
1Government, various 1saues, ;AnnuaT Regort, varicus

zNotaz Item 3 includes amortization for 1oans from the Export—
Jwport Banky: Item.S ‘includes only interests payment for 1oans
“from the United States Government; and- loans. from.:

'’° 'Banks ' Interest charges on Yoans from other sources 3 '
7 eluded .in Itém 2 becawse of difficulty in.segregation. Item 6
*”.fincluaes 1end-lease settlements. ; :

éoubled, an& at,the same time tha amorﬁization 1ncreasad
faster than interest charges. | | -
On the private account the annual service payment fluct-
'uated between 126~160 million dollars with the exception of
'-1955 and 1958. The highest record of 1958 wag due to a large
;.. amount “of - amortsaation to the Expart-lmport‘Bank.' Among
“\’components of privabe service p&yment, the trend ef decline

1n the direct investment 1ncome is easily obserVed. This:is
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S attributed to the decrease in,the infiow of private longsterm
capital which in turn was induced by a nnmber of factors.

~ The increasing OVervaluation of the cruzeiro at the official

S egghange-rate:made_the~inflew of pnivategqapipalfless:and

T 1eés-a€tréctives"The-éonditioné*fop foreign'private'investa

- ment in petrelaum expleration and refining remained uninvit«

1ng. Diffieul ¥ dn tha regular r@mittance ef profits arose

fafhbecause of exehange control.l

B:azilfs-1nyestmant.servicé ratio;ﬁoithe fofeign exchangs
earnings over the whole period under review was 9.2 and 648 -
.?iVFErgﬁﬁnt\ﬁér:tﬁe,pr;ygteféﬁa=pub11aféé@@uﬁﬁélréspéctively;

t‘he.--.aggrégaté ’zéa't-w b’eing-flé per ?e-enm " -xé-«imiﬁ@m ‘that

B each year abuut ene*sixth of the foreign exchange earnings

7',{were directed to the servicing of fereign capital, thus

’“-_1eaV1n8 iny five~sixths of the earnings for the expenaiture

on imports. alcng with other caoital recelpts.

From 1950 to 1955 the service ratio had bean around 12

i__per cent, : buﬁ the rabio rose to 20 per cent in the following

two-yearaﬁ- The reaaona for thia wera the increaaed service
payment and the statienary level of foreign exchange receipt.
The. 2832 per cent 1n 1958 was brought about by 2 rise of

service payment ana reduced foreign exchange earningsu

lInstitute of Intercﬂmerican Affaira, Foreign Oparations
Adminiatration, The; pevelopment of Brazil,; Washingten: Yale
@Government Prlnting @ffice. 1953, pb b5 o T
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Brazii's Foreign Exchange Earnings, ﬂatiohal
- 1dcome and Service Ratios, 1950—5 S

L Servic@ ey ents Foreign National
'#g Year »rivate “Bublic | éxchatige. income Sepvice ratio (Il
- L I (2], (1)4{_1 1)

Ml'

L   11 9 B
1969 122:

11955 »1@2«1.
£1956 . 157 . ash: 01,652

1987 266 - 17k 1,570
11958 - 2027 1193 - 1,h0-

B

. & .o e
- N =3 \5t:

L
SR S VI A

o a3

4 y - , ‘:.-.‘. e

'waw*wawwe-
: > F

N ;Frxo:iazofé\ -0 DD

58 1,320 “omy 3h,3nh 9.2 68 16,0
scurce., iMF B&iancejof Pazgants Yearbook, IMF International
‘.Financia} Statistlas, various issues.._f'--

ﬂiﬁotg, Itams 1 through h are in mi&li@ns of dollarsgif;"

w
.

%fTﬁié'is a geéd’i%j_étration of hew a alump 1n the exports of a
primary»goods axporting country will raise the service ratio
f#ﬁaaaily mith.the resultant reductian of oapacity to 1mpert.

e The service ratio for the priVate account capital maine
ﬂ_'tained a steble 1evel except for. an . abnormal rise in 195.« _Ig
  jcontrast. the aerv*oe ratio for the public account capital _I

uzshowed eertain fluctuationsx The definite. rise 1n the public:

fi service ratio from 1955 accounted for the: rise in the total

N senvice.ratio§<EThe;publiq1agccunt.ratio for. the yearad1950~53
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n weuld have been lower if we exclude the lend-lease settlements.l
Y The service ratie to the national 1neome over the whole -
?iiperiod was 1.& per eant, This ratio had been quite st&ble for
” tha period. This ratic is higher ‘than Indial's (+Sh per cent)

, ‘and Bnrma' (1.3 per cent). but ia lewer than Indonesia's (1 6

Inste

During the period undcr review, India's service payments
_i;for external camital averaged 560 million rupees (abeut 195
* millien Uss, aollaps) excluding the year of 1957 when a high
-“jserviee payment was registered due to. repayment of U S¢ lend-

' _1ease ailver 1ean.j Of the. total annual service payment about-
'Hlfour-fifths was paid fer‘nrivabe account capital; - This fact
explains to us that private capital in India had been predom=

inant over the whole period. '
| In-the.private.aceouneg‘investmeet service income hed
4.been:anéajer-;tamJthrbﬁgheut theiwhele-pefxbéi,more than half

of the.tetal'serviéé'ﬁéymentﬁ The constant trend of

1AVramovio's publia service ratios which exclude 1end-

- ~lease settlement are as followss -

1950 1951 - 1952 953 195h 1958

6 L6 25 bl e 1928

- See Avramovidy Dy’ Debt‘Servici; Ga aelty and Pestwar Growth
- in International_lhde dnespe. Ba cre: ehna BEpkina
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ij ' India'a Serviee Payments for Fcrei%n Gapital

= %=1950958 (milliene of Tupess

; Privete sccdunt - Public sccount “Grend

;\.,”'-AmortiaT t a1 Tnter. &morti—'ﬁert~,T ot 1
esta;' zatien ests zation fali'iﬁ total
* B decur ;

g]_y;g'__ o 1tiea' L
2743 ). (8) <61,;-r?}af; (8)

f?-aggff; %%f

12

b A

27 6l
120 . 316 1 - 0 B, 8.
93 320 3% 29 - 6. Tho; 3%
‘ "Si; 53 32 3 88 sk

; : 8T 7. 1,2

a3 =' ;3 87 . UB0T

o 59
823.fl;280
IMF, Balance of Paggenta Yearbook, U S. Office of
S Business Eéoniomics,; Foreign Grants and Gredits by the'T.S.
i Government, various 1ssues' Reserve Eaﬁk of Indla, Indfa’s,.
- " Pa ; 871195t _ Bombay,' 1957. '

Note: Item 1 includes remittances of profits, interest and
- dividends accruing to foreigners and remittances of interest
= ' charges on loans;’ ‘except those from the Uhited States and

%" IBRD, obtained by the ‘Indian government, In the 1957 figure
7 of Item 5 48 1nc1uded Us S. lendolease silver 1oan 7hli million
" rupeess _ : _ _ T

re?éﬁiiaticn a£ pr1vaté.eapité1.1s.anothér ahéracteristic of
o thé pfiVate éécoﬁgta Asfih*manj ﬁndérdevéiéped‘CQuntrieé

_whieh acquired 1ndapendenee after a. long. period of colonial
ruley. the repatriatien of private capital took place in India,
also.: The recognition ¢f importance of external capital for
the purpose of economic development was still lacking during
the period right after India's 1ndependenoe.‘ Bespite inflows_
of private capital, as the net position India had 89 million
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Tupees of. net outflpw of private long-term eapital annually
during the period 1950»55.1 The repatriation of private ¢ap«
%3 ‘ita1 inVQsted in India befere her ‘ndepenuence aceounted for
a great part of private capital Outflow. '
in the meanWhile, public service payment had been grow—

kflﬁing slightiy ovar-thﬂ pariadg A 60 per cgnt-risa i:,abserveﬂ
between 1950 and 1958. Among various compohents of tha pubiic'
sérvice . payment, gQVernment securities payments were decreas-
H‘-ing-graduallyi A part of amortization was payment for pur-

“chases of U K. railways though the amcunts showed a gradual

_decline, also.g’ The eamponent which ‘had been 1ncreasing

- wasg, interest charges for loans from the U oS¢ Government and
the Wovlﬁ Bank._;The,game”trgnd”@s<begieye&_tp-prevail in

the following Jears because India's loans from the two sourcées

1India's private eapital aOGQunt during 1950 to 1955 was
as follows (millicns of rupees)

| 1950 1951 1952 -1_953 iy ;_951;' 1955
Creditss - 16 133 110 166 175 119
Debits: 5}2, 4230 . 258 © 2225 172 =256
Balance: T =117 206 <148 358~_\ 3 =337

Souree. Reserve ‘Bank of India Indiats- Balance ef Pagggnts, -%
/L0=195¢ “6, Table 32 pp. I:§3¢. - .

' Q?ayments for U.K, rallways were.' 23 (1950); 2h (1951)3
16 (1952)5 17 (1953): 12 (195l and 1955 eaen)s 13 (1956);
(1957) million rupeess - IMF, Balance of Paxgents Yearbook.
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"Ratioes. of service payment to. foreign exchange earnings,

and’ national incoms for the pariod 1950—%8 ia shown 1n the:

_table on tha following paga, FOr the whole period the sarvs

“-'ice.ratio to forsign.exchange earn;ngs was 542’ an@~1@9 per .

3$1Icent;féé the priVate-aécougtuand the publié'aeccune réspec--
tively: -The tot‘éil'.'r.atia amounted te 7:1 per centy 1f we
ignore thP high ratia 1n 1957, the ratio would be 6;2 par
cents Thus, India's service ratio was relatively low if com=
pared. to Brazil, Indonesia, and the Philippznes‘

The low servica ratio of public eapital acceﬁnt'is O X=
plaiaed by the small inflaw of capital during tha period.
Although the inflaw of public capital ‘has become aetive since
the launching ef the Second Five Year Plan, the servicing of
such cayital will nct begin until the 1960'5. Yet 1t is
expe@ted that the public serviee ratio will be - boosted in the
near future. _‘ e ‘ |

The ratio of servioe payment to India's national income

'was only ,Eh per cent for the whole paried. -‘The annual ratio

) .-f.
. '

. 1India's 1ndebtedness to- the TiSe Government was 332 miln
- lion dollars as of;June 30; 1959, whereas in 1950 (Decsmber.
: ihﬁ it way 172 milldon dollars, - Indebtedness to IBRD was

million on 3'30, 1959, while 32,8 million in 1950.

K -6f Business. Economics, Foreigo Granta
.S, Government, V&rious issuas; IBR 3.

.‘3

 Source: U,s. 0]
and Credita FI thQ_,‘ 2
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India’s Foreign Exchange Warnings, National
Inoome and Service Hatios, 1950-58 :

..f'-fForeign Hational g C S
lic” exchange intome -';,Ser?icf_fafiﬁ 2).,

""'-";'?’"';99*"“1“33 o o)
R R (VS |
702 | 95.30051%ﬂgff_3 4587
99,700 - 49 - . .50
5 135 So5 3
ra 9 '100_‘“ ' h
. 455
W
112
il
., B by : | +5h
-._Source*' IMF, JBal :,e__of," o

3.;Note._ Items 1 through h are 1n millions of'rupees. :};.J

ranged from .38 (1953) te .57 (1950), excluding the exception-
Lhrélly high ratif in 1957; The 1ow ratio indicates that India
fh_paid out only a small portion cf her national income fer the
3 _serv1cing of- foreign capital, and left a greater propartlon of
.r”income for theﬁuse of demestic censumption ana investment.
| India's ;ervice ratio for the period 1950«58 was 1ewer
;;;than the ratios prevailing in.the 1930'3. As the following |
altable shows, ratios for the 1930*8 were mostly between 10+20.

: 'per cent, about,twice as high as those in 1950-58. |
, ' we“must be careful that Finch's ratio uses only

"1nVestment 1ncome'payment as the nnmerator of the ratio,
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-r:in&ia#ﬁGSerwicefﬂatic; by,?eﬁﬂ3@119?9§39

: cnrfént'

receipts

Investment incoma‘
payments

Investment income
payment as per cent.
" of -durrent. receipts

'f (mil1ions of rupees)'; ;.#_‘“_:f.__m_”:

1929*39 ';615‘6 359~U , L 949
1930-31 - 2,599.% 3558 0 v e 013,800
1931.32 1889,3 S 369:1 194
193233 ©Eg605.2 0 353,00 L 2250

. 1933“3- ;\1f3239h 5&0- 1840

. '1§3up35n;' 1,33 . 3&1.@ : 181

o 1936636 T 1,90 '1 3360 7 . J'l?aﬂ'_lhi;
1936-37  2,303.1 33ﬂ%91‘;" o ded
19373 “_2,189¢8 3&9 ﬂ““f” _fﬂih; 2"

_ Suurne, Finch, David “Inveatmnnt Earviua of therdavelaped
.Gauntrial, IHF‘ Etgff ‘apers, __i, 1z, Hug.;; 83, :

i .

amortizatien payments being excluded because of adequate com- _

parable statistics not available.l \

; Thus, if Finch's ratio included the amortization payments
thé_ratio wou%@_be_highav than it is. ”he decline in the
.fatio'in ﬁﬁ@;po§£War”pefiqd pb§16ﬁéiy was.frcm\the net out-.

floW’df prIVatéﬁéﬁﬁital‘in the form of reﬁatfiation~to the -

home country (partieularly Britain), and alse from the absence

of publlc capital inflow in a large scale until the initiation

T of the Second Eive Year Plan. -

o

Inéﬂnﬁﬂ __-a

Indonesia,‘as India and the Philippines, paid servlce

payments for the direct investment more than for public dethm

1_‘_?1!';0114, -Dﬂﬁié.{_- | 9B Bitay ;*P.-& 61;
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T

on the aVerage direct investment service payments sharad o

U more than two~thirds of the total sarvi@e payment (see table

j_lon the- following page). Portfolio 1nvestment played an inu :
.'":significant part in.foreign 1nvestment of Indonesia.;i
- Ovep the period 1950~1958 the total service payment

'ii-famounted to. $1’973 milliens annually &119 million. This sum

'& }19 appraaimately equivalent to India's annual service poy~
ments which prevailed during the same period. In view of
-_;India's 1srger natienal inccme (abeut 3 to 1), Indenesia
3? bare a heavier buraen than ‘Indfay | -
| | Df the large private investment income paymsnt, ‘the o1l
iﬂéustrybspgpedkgb9utmthxeﬁffcurthsg_ Apart.frqm nemiptance
'ef'ﬁnvestﬁgnﬁJ@?inte,_qil‘indu&ﬁry:workérsyremitted their
,°%rn5385)°?hé;séééiﬁéééﬁf amount which are mot included in’
the figures 1in the table below, Diring, '1'9'51-'457' the total
- werker earnings remibted abroad amounted to $288 millien,
-: worth about 68 per c@nt of . the 011 industry profits. remitted
_abroad+1 If we 1nclude this sum 1n the . tetal pr;vate SOV~
ice payment, it would incraase by about ko ‘per- coent.s - Then
 the total service payment per annum would be 155 millicng
 ‘ more than India had been yaying for tha correspending period.
, Public debh service payment during the period under
review rose moderately from 1950 to - the peak of $38 million

—

o 1IHF, Ba*ance ar ggyments Yoarbooks Thsae remittanees
sro included undar the heading'of “hiscelleneoua in the
current accounﬁy L o
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: Indonesia's Service Payments for Foreign Gapital
o J1950~58 (millions of dollars) _

Year Interests and Amorti Inter- Amopgi. Grand
- oil ine. chers zation : QStS, zation ; f total
o &mmw.; S T f A

.\\?

"féaii,-xs) L (6) i m

3950° 8 200 .. 8 gig.g[iam=°17 217

1951 ] 18 8 13 2l 169
-1952, 5 , o4 10 15 . 25 119
1953 fi,as . 4 45 12 21 33'. 78
1985 76, 20 308 .12 . 25 .3k 1h2
1956 %g 15 62 - 11 17 2% 3@

75 . 0 2 ;;g‘,Bﬁ-mw ,7:-:;'2&‘,g:y 31 119
1958 ;67~-,;'n3' o1 o7 25 32. 103

‘Sounces IMF, ‘Balance of Paymerits Yearbook, Publlc debt

HEDW . B OWTe ::-.
. . . . N e
&

interest - is estimatea from the public¢ debt: outstanding which -

is given in Higginsy Bag. Indenesia's Bconomic’ Stabilization .
and Development, New. Yorkt . 7nstituta ol Facifis Relations, N

1957, ® 18hy

in 195&;'and'théaneeliﬁeaigradﬁailya- Thisvﬁfend is a good
refleotion of the changes in Indonesia's public debta.l

Indonesia's SGrvice ratios for the whole periocd 1950-58
werailp,h_and 3,@_per‘eent fqg“tba,private and public.%ccount
respectively, the aggregate ratio totalling to 13%?}perageqé,.'

" Both annual private and public servicé ratios stayéd7at,a

1Indonesia's public external ‘debts for 1950-57 wore
| 1950 1951 1gs2- 1983 195L 1955 1956 1957

3,882 3,792 bsli63 5,330 55237 5.027 2,979 2,778
(millior ruplahs) -

 Seurce: Higgina, By Indonesia's Economic stabilization and
_ Develogment, pe 154 :
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Indonesia!s Fereign Exchange Earnings,ANational
Income and Service Ratios, 1950-5 ‘

.,lYe

Service Rézgente Foreign National — Service ratio {g) _
exchange '
Pgivate_ Public -earninss income %_% %3% L_%_§__ L_)+§ﬂ_
| (1) | (2) (3) L)

1950 100 . A7 831 = .. 'lzae-e;lf Wl A
1951 W8 21 - 1,326 9,026 11,2 1.6 12.8 1,8
23952 9 . =25 956 6,912 9.8 2.6' 12 . 1.7
11953 - 45 3:33 . glﬁ 74789 643 46 10.9 1,0
198k 98 38 - . 8y 8,070 12,0 h-?',lé 7 1.0
“1955 108 _i93%- : 881 '.8 810; 12.3 3,9' 16 2 1.6
1988 T - 32 61;7 e 10.9 9 1_-5‘--8 o
Lagso- o DU
. 58 81y - 259 . 7,857 . 10.h 3.3 1347

%;Soufee} IMF, Balance of Paggents Yearbook.
_ Note: - Items 1 through L are in millions of U.S« dollars,

rather steble level with eertain fluctuations,. Yet, precisely
gspeakiﬁg; privete.sefvice ratie'fegistered'a slight deeiine
_due to a similar trend in. private investmeut.l. In contrasb,
-public service ratio during 1953—58 was higher than in 1950-52,
:indicating the 1ncreased role of public capitalo
Indenesia e senvice ratic to natlonal income was about

1%6 per cent fof'thefwhole peried. The ratio was 1.8 per.cent

1n'1951, which-declieed to 137 in 1952; and further to 1.6
per cent.in.195h and 19554 . The 1¢Q,pef cent in.iéSBlwas-caused

1Indoneeia's direct 1nvestments were largely of Netherland
ownership and have been either repatriated or natienalized by
the Indonesian Governmenb._ : :
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by thé;non—availability of-data about the'profit remitted for
the oil industry, so that it. should be excluded from the dis-
cussien here; aAs national inccme data 1s ‘not available for
1956 to 1958, we cannot know how the ratio changed for the
last three years, : '
o Indonesiats. 1nvestment service ratio (excluding amortio
zation payments) 1n the 1930'3 regiatered a highar record
than in the postwar pevi@d as 1n the case of India, (See the
table below.) The highest record, which amounted to 30.7
'per cent, vas reached in 1938. If amortization payments were

included in &he numerator of the ratio, the ratio would be

1

higher, possibly surpaasing h. per cent . o

Indonesia's Investment Service Ratio, 1930»39

- = Gurrent Investment Investment 1neome pay«
Year . - recelpts “income - ment as per cent of
- payments : current receipts
(millions of Indonesian
B . - guilders) -
11930 ¢ 2,220 270 22
Sl93r L 796 153 S 1942
S 1932~ 502 . 120 _ 219%
1932 486 - 110 D 22y
a3k 52 2o . 21,1
,0l93s 0 500 o8 - 21,6
1936 - 627 - 125 19,9
193 1,025 - 157 15.3
193t 71T 220 - 3047
1939 808 179 _ 2242

Sbﬁrcék Finch, David, "Investment Service of Underdeveloved
‘Countries," IMF, Staff Papers, Vol. II, No. 1, Ps 83, -




The Pmiiizb_ineé

The service payments made by the Philippines for exter~
nal debts during the period 1950-58 are . shown in the table

on the following page.‘ .
As the table shows; Philippine annual ssrvice payment
was abqut 7O-m11110n pesos during 1950~52; but it rose to
twice;gs mmch for the following yéara exéeﬁt.ih’19§7 when &
largéfémount of”ambrtiZation taé-committed; 'Of the total
-service payments, more than 80 per cent were directed to the
Direct

servicing of priVate direct 1nVestment annuallys
1nvestment service deubled its amount from 1953 (though
_ partly because of change in the covorage of 1tem). reflect-
ing an 1ncrease in the inflow of private dlrect 1nvestmento
The main investor is the United States which has invested
heavily in augar, cocenut, and ‘abaca plantations, mlning and
'1umber operations, and public utitlity enterprises.

On the private account, d;rect investment prozits woere

the main and - 1apgest component which shared 90~100 per cent

of the private serviee payment. Interest paymenta werée small

during-1950-52; and reduced almost to a trivial amount during

‘the following three'years, but have risen considerably since

T 1United States direct investment in the Philippines, for
instance, was 95 million dollars in 1943 (value outstanding).
It increased to $149 million in 1950; and $266 million. in 1956.

‘Souree: U, oSy Balance of Pazgents Statistical Supglement,

1958, ps 155.-
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- Serviee Payments of The Philippines, 1950«58
_ (millions of pesoe) ,
" Yea Frivate aQCeunt l‘ e7a_ o Publie accoant . _
¢ YeaT prrset T YREeT- morti— Tatal TetsroAmertIs Totar orend
: invest- ests zation . ests zation . total
ment L R _ o
profits?ﬂ L L ,=;-,1€~ |
._ ) @ @ W (s (8 () (8)
1950 B2 b e 86 b tens o)y
1951 . 62 2 e éh. I Y A 11 75
©oo1gk2 0 55 - 1 . e - 56 ﬁ 19 22 78
1983 - 116 v :  a 116 .19 23 139
195k 5.116 e - 116 h_ .-f46” : 50 166
1955 135 . - 3 12 15 150
. 1986 133 8 - - 3o 1g 158
lgsp (127 1y - 3. 5 7 219
1988 105 - 9 1 3. 22 139

Source¢A IMF, Balance of Pavments Yearbock, U S, Office of
Business Economlcs, roreign §ranEs and Ereaits bx the U, » S
chernment, Yarious Issues. . .

Note: Item 1 inecludes reinvested earnings on U,S. direct
investment for 1950~52 and estimates of all reinvested earn-
ings of foreignere for 1953-57.

1956, Amortization payment registered only 1 million pesos
: 1n:1955, - From the change in the components of private serv-
‘ice payment ittielconcluded a&sily thet a part of private _
eepiﬁal sﬁarted'te inflow éince the‘middie of:the peried in
the. form of loans rather than as direct investments.
On the public account, service payment increased slightly
during the period. The payment general vy maintained a stable
. levelsexeept'in2195a.gnd_1957 whenularge_amortization pay~
mente-were.made;_ The increased sum.oprrineipal repayment

in 195 was due to the repurchase of Manila railroad bends
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by thé‘RehaSiiitation-Finance-eorpbrétiona Anothér-lafge
repayment in 1957 was the repayment of loans from the Phil-
'1pp1nes’ banks to T S. banks. On the whole, publiewservice
'payments shared a small percentage in the total service pay=
' Thislmay be explained by the fact.that'Philippines '
reqei?ed the_bﬁik-of puﬁlicfexﬁernal aaéistahcesih thé form
':Qf_g?éntg (e;g@;‘ﬁgS@_GOVanment exPQnditures) ratheé;thah

-

'_;s 1oané; ’

The tetal annual aervice payment of 150 mill*on peaos
(U;S. $75 million) 1is approximately thrce—fourths of what
India was paying-during-the"same period‘- Comparing the re«
sources ef the two countries, the burden of service payments
L ef the Philipplnes was subatantially hxgher than Inﬂia's.
.-_ This is shown in the difference in service ratios.

The Philippines service ratio to the. foreign exchange

earnings for the whole Deriod under review was 11 6 per cent,

_ f_whieh 9;2 pgn.cent and.zgg per cent were for private

_ 1Philipp1no external capital receipts on the. public
acceunt during 1950+58 were {millions of pesos):

' 1950 1951 1952 1953 1950 1955 1956 1957 1958%
U486 Government

expenditures. 210 210 262 278 24, 253 227 217 86
ECA/MSA/F@A/ICA ; .o

grants - . e 6. 1y 38 36 ho & 50 23
ICA loans o __,_-y' e e 0w e - 18 19.
Export-Import Bank L . - i

"~ loan received . - - - 158 12 12 g 1 6

. Source: INP; Balanea of Paxgents Yearbook.'
*Note. 1958 figures are for the first and second quarters.




i 1950s-

58 939

| 245 104229 67.211_.

B9
The Philippine's Foreign Exchange Earnings, National
Income, and.- Service Ratios, 195058
Lo Service_paggents Foreign Hational L 2“ 4 €' f {£)
- Year T ~ éxchange {3 g2) 11ywiz) [1)4i2)
Private Public earnings income (3+ 37 {37 Ty
. @ 3 W IR
S1950 56 ok 975 5,922 5.5 Wk 5.9 - 1.0
Cwm &l 1,50 ales 2R i 83 1o
- 1952 L 56 S22 | 1,075 6,55k Se2 2.0 7.2 - 1.2
195: 11‘__ 23 14191 _7.@15 57 129 1146 - 2.0
195 3 116 - 50;;. 1,170 ' 7.1h5 959-#&?’ 1h£¥, 243
1955 235 0150 LA81  7,62h 1.7 1.3 3.0 2.0
1986 ‘11 it A7 1. 1S Bulhih 12,3 1.5 1348 1.9
1957 ‘i3 78 1,119 ¢ 8, ;018 12,6 6.9 19:5 245
1958 11k . 5;:25.__ 1 225 9,232 9$3\2;Q' 1143 1.5

9 2 e.hf'11.6-7 1.8

Souree.
Financial

IMF. Balance of Pazgents Yearbook, XMF, Internatiopgl

Stati@tics.

Efi'Note* Items 1 through h are. in millions of pesos; i

acoodnt and publié'écéount-respecfively. 7Thé'ratio wés about

twice as high as India's serv1ce ratio, revealing a- fact that, .

in the Philippines, out of foreign exchange earnings twice 8s

mach a8 India‘s ratio had te be paid for the servicing of .

_external

debt L

A trend of the rise in the- annual service ratio for

_ private capital 1s readily observed.

From the 5 per cent

.1eve1 durlng 1950+52; the ratio doubled for the rest of the

perioda\

The high raties during 1955-5? were partly owing to

the decline in foreign exchange @arnings.




Rat&os of. ﬁublic'service-paymentS'would average 2 per

' centy ir ‘the low ratios in 1950 and 1951 and the exceptionall‘y

. high raties in 195h and 1957 were excluded. The fluctuations

-“-:in the ratio seem to come from the. changes in current receipts

{lzfrather than from changes in publio service nayments.;g

| | The ratio ef service payment to national income was 1.8
per cent ‘for the entire period. ?he.@at;q.was low-for the
o ’rirgt-phpaa years becauae_of 1ow.SarviQe{péymentsi, The aver=
¢- §ge ratiblfer:thé rest~of the perﬁod‘&aslébouf 2 pér-éént,
which ‘was the highest among the underdeveloped countries

selectad in this chapter.




CHAPTER V

DEVELOPMENT PROGRAMHING AND FOREIGN CAPITAL SERVICING

: ?‘?@Jécfi;m ’. .es.?:em Capital ﬁnﬂ"i#ﬂl Sﬁﬂﬂ;diﬁé

The fundamental role of programming in. economic develg
opment ls to lay down a eomprehensive picture ef theﬁdevel-
3onment path by a systematic description of various factors
',elevant to the develgpment?§§d_the po;iqmes thereqf §ug~
| _gested. The=§urpohe=6f ﬁréérémming consists in thé eatabe
lishment of a scheme nrovided for Various sectors gs a guid-
1ng framework within which efforts of development will be |
gathered as an enormous monentum t6 break through the viclous
eirele of economie backwardness; | | |
By and 1arge, there are three steps 1n the process of
prdgramming.w aggregafe prejeetion, sectoral projectien, and
.fg'elaboration Qf sggregate projections& in thq fol;cping ‘the
:. three steps will be stuted brieflyﬁ , | :
| In. the aggregate projectiop, first of all, the. probable

lll“targeta of economic grewth are established arter a oareful

diagnosis of ‘the national economy with rgque§ te_pgst trends
and prebable future trends., Then the émbuht”éf investment
necesgary to 1mplemant targets will be calculatad, and through
a comparison of the volume of this inVestment with %hat of
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domsstic-sav1nggnthe foreign capital inflow isfestimated.\V
rSimilarly, thergroﬁth'of-the capacity té‘import hés‘been'
postulated, and by a cowparison of Lhis 1atter with the

-probable demand for imports, the amount of sabstitution re<

ﬁiffquired to carry out the programme will be establlshed. Dur-

" ing this process, assumptions are made for a number of

w -'factors§, Thq growth rate=of,the population is asSumed to be

stablefat %ﬁe*raté moét'prcbable fromipast trends.‘ Incre-

:., menta1 capital-output ratioy marginal propensity to import,

and- marglnal propensity to save will be- assumed to be. stable,
"',also. cr changa under a certain hypothesis.; | _

| The second step, secboral projaction, aims at the ascer=:
hainment of the ratn and type of. development to be pursued |

by aach sector of the economy, and tries to determine what

- investments and other measures will be’ required in erd@r to.

_attain the objectives set for the 1ndividua1 activitleSs The
‘basic element: in caleulating qectorial projections is an
estimate ef the commnnity's demand for goods and services.

- Demands ior goods and services of final consumption, for in-
termediate products, and for. capital goods are calculated one
group after another.. The next step 1s a study of the manner
in which that demandlwill be satisfied; that is, the study
of aupply. The procedure is usually to study the possibili-.

ties of import repl&cement 1n a particular sector ef consump«

tion so a9 to_rﬁduqe.;mports.infth&t,ﬂenﬁor't@«&-minimumf'and
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then te méke‘g'éiﬁilar study in regard to intérﬁédiaté goods s
‘The predicted foreign;éiChéngé reéburées-Will bé-diét?lbutad
only to those goods not proﬂuced within the country.A The

?f 'supply of capital goods 18 erdinarlly associated witn a great

iif need 104 imperts, which will ba financed by the predicted |

forelgn exchange reseurces not covered by the first two groups.
The last step of programming is to ccmpare the resulh ef
sectoral projections with-the aggregate projection for.the=
) 'Durpcse of elabopation of the nregramme. Tﬁus, ;énsiét&ncy
between resaurces and uses is assured 1n this 1ast step._-
The problem-of foreign debt - servicing constibutes an
important phase in the davelopment ‘programue. 1 1t is to be
settled smeothly. Most devalopment programmes “take this
inta aceount with varying ewphasis‘l Countries which rely-
upon a large ameunt of foreign capital; and whose export in-
&u-tries are weak, or whose foreign exchange reserves are
-meager are required to pay special attention to this problem.

Hevertheless; in alrew dev@lopment.prqgramme§:du@.gpngiderag

"*. tion of this’pﬁcbiém'is'laeking. _Iﬁ may‘be becauéé of a

aimgle impresaion that service payuent shares on iy a small

'?;-proportion of Ioreign exchange axpenditure or that it can be

financed easily by a new flow @f eapitals: Somebimes; exues-
*sive enthusiasm for high davelopment targets shifts the atten-
- tion of planners:from the problem of foreign debt seérvicing,

- Inthe development prpgrammesiﬁﬁhe amount of service pay-

© " ment éan be derived readily f:om thafre1ated,6ata§ As stated
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' earlier in the aggregate projection, foreign capital vequire-
-dentiis-éaicﬁiated*by'stbtﬁacting“@omestic SQVing'frém the
.investmenb req 1rea for tne targat rate of arowth. The'difa.

ference between 1&port requlrement and Wh&t ean be financed

- ;by the foreign exchange receipt will be the -demand for foreign

fca§italg Then tﬁé.sér?&de pagment.auefcan be calculéted-by
*applying the - prebable rate of return for the service from
experience in.past years. In this way service payment for
; each year er;ﬁhe-plan pericd 19 estlmated, _@his constitutes
‘a demand for foreign axchange as imports of consumer goods
or capital gooas.

Following the estimatée of &emand for foreign exchange
-resources by foreign debt serv;cing, the. problem of how the
| demgnd;w;ll beisatigfied cgmes negt@. if the service: naymant
&an,be_pai@;dut;bf théypnédi@ateglforeign éxchange each year,
_after-ﬁakingﬁiﬁtQjabnsﬁdératiénlthé-paéaibiiiﬁﬁ-of sxpOrt
_éxpansien ané”imﬁdrt'sﬁﬁéﬁitutiany the traﬁsférlﬁroblem of
'the service payment may ment may well be. regarded as easily
solved. Howaver, if the gervice payment: gives rise to an
excess demand over the 1im4ted aupply'of foreign exchange,
the develepment plan is. requested to revise the original plan

by 39091erat1ng the growthvof-the-export-sector; or, intensi@

£ying the ef  rts of import substitution in the fleld of

_consumer cr eapital ge@ds production, or rasorting to new for-

eign - capital, Thus, the development plan 1z required to
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maintaia-dénéiéténéy,ﬁe%wééngfhe*useé andféarﬂings"of.fcré.
f _ eign exchange 90 that inconsistancies in this field will not
{3~'retard the implemenbation of the whole plan. : - '

: ' Te put thc ralations mentioned in the above into a few
. formulas;. we shall.get-the fellowing, | ‘
' s Canacity for external payments i Exports of"
"* goods and services (quantum of exXports x terms
.. of trade) + inflow of capital and denationsi.
2% Capaeity to .import & Capacity fop payments &
-~ outflow of capital and donations = remittances
- of 1nterasta and profits, _

: jﬁ,_lmport substitution . démand for: imports ~' :
- capacity to import.

' Bence; if the service payment: (remittance of 1nterests
and profita alus amortization) is held constant, a decline in
eapacity zor external payments will necesaarily bring about
a decline in the capacity to import. In'that éaéa; if the
demand for 1mports remains constant. import substitutien
must be increasedw If ‘the service payment tands to 1ncreaseg
either the capacity far external payment must 1ncrease-~
| mainly threugh tha expansion of ezports~—or imports muat ‘be.
curtaiied through import restriction or impert subatitution.

i In formula 3, 1t is assumed that capacity to import is
identioal with ohe actual importa;- Previded that the actual
imﬁorts deviate frem the capacity to 1mport, the. amount rew
quired. for the twport substitution will be changed; Also;

1r_thq:aqtua1 jmports exceed the‘capapity-ta ;wport§ é1sﬁ
équiiippium ﬁ1115$e;bfough£-tg the balance of payments by
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creatlng & deflcit which must*be financed tnrough new for~

" etgm credit or & drain of foreigﬂ GXChange reserves. In case.

?;,the acuual imports are leas than the capacity to imaort, the

f:]surplus will be added to the ferei*n excnanoe raserves;_

Although consmstancy 18 an 1mportant vrineiple in ’orm-
_gulatlng a develooment plan, faaalbility ef the plan is far
T more imnerbanta' If a plan which mepts ‘the rsquirement of
'-i;'eonslstancy is difiicult to carry cut 1n the actual world
-;;i-because of miscalculation in the availqble resources of the
H3Zi.country and those from external sources, the difilculty
stlll oannot be avoided, In estimating foreign exchange
resouroes a. certain degree of fl@xibility is necessary«
'l{:Partlcularly'for the primary gooda-exporting ceuntry5 the

V"esrimation ef export proceeds 1mplies a certain dagree of

J -iuncertainty, 8uppoae ‘the forei@n exehange recaipt has a high
possibility of fluctuation, say, up to twenty per cent, the
é; transfer of’ *he scrvice pa“ment is ab}ect to. difficulty at
Vlfany time irf. the exporb market becomes unfavorable.
The existance of srui'i'iaient fpreign emhanga raaarves
- plays an 1mnortant role in this respect.v Cauntries thh sufs
Tf  ficient reserves-must manage to mainbain-their reservess To |
.'finanee the development goois 1mports by a cons;derable
.amount of foreign exchange reserves andy thus@_redupe~the_
'reserves to a minimum point 15 an unwise éctiénﬁ_“Thg:mqre

export_proceeds fluctuate, thg more must fofeighgexghange
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o reserves be preserved for use in an emergency._ Therefore,

sufficient attentien mnst be: paid to fereign exchange Yo~

| servea 1n the fermulatien of the develepment plan, Through

:;; the wise use ef ioreign exchange reserves, the eeereing of
:{flforeign debt’ w111 be sebtled smoothlye -

o In the follewing sectiens we shall loek into two repre—

 ”f_eenta;ive-development plans whieh ‘have been formulated and
'f pﬁt into praéﬁieé; The main point of dlseussien will be
centered en ‘the transier aspect ef foreign debt servieing.
%ore~§pecirieally;_the questions We_shall ask are: . (a) 1o

-what.exfent deesfthe.develepmeni.plah apéear'to téképgpeount-
of ‘the Problém ef-futare de5t7sarv1ce2 ;(b) To what extent

; do the iﬁvestment-elens censider-the ewport-eeetep? {e) To

vihat extent do. they" allow for debt service in any prejectiens

_ef the balanee ef payments?

"Ina~gﬁ@_seéﬁnﬁ;@ive Yeor Plam

India is one ﬁf’fhe underdeveloped ceuntries which
endeavors fervently to ‘paise her per capita inceme through
development programmingj Pollewing the auocessful First FiVe
Year Plan, the Second Plan was 1aunched in Apri 1956, which
plaees~emphasie.en the develepm@n@-of heavy inquetriee iny |
.feonfreéﬁ.ﬁeithe ?irafﬁBien!a,emphaeis7eﬁweéiiéﬁi£&;;i“ﬁfoe
ductibn; The;Seoené Plan ié-imporfant in”the'ceﬁrse-ef Inaia's
1eng-range ecenemic plans on the greunde that the problem of

financing began to meet difficulties during the first year of
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the Blang The heavy lmport ¢bnﬁent of the_Plan-haéhindqced

' great?d1rficu1ty in the balan¢e of payments and a govere

- “drain of' . foreign exchange reserves as well.

'”he total »apltal outiay for the publzc sector in the

'Second Plan was estimated to be 48 viilion rupees; ‘more than

double the aotual outlay of . 19.6 billion rupees in the First.
Plan;(April,1951,te.Mareh 1956),- One of’ the appareﬂt charace<
terisﬁics of'the Second Plan f?om the Fivst-?lan is an in-

crease n the need @f ekternal resources ror financing the

Plan; 4s the table below shows, in. tha Flrst ‘Plan only 9.5

per ceﬁt-of Lhe tetal outlay-Waa flnanced by‘external pdas

sour@es, whereas 16¢7 ner ¢ent was estimatea in the Second

'Plan, which wculd probably turn out. to be 2h;3 per ¢enty

judging from tha first two years? record ‘due to a possible
decline in.tneﬁgotgl outlay gnd an increase in external -

-aaaistancegl

' Tha Hatio of External ﬁssistance to the Total Publie Gutlay

t

Total pube External Latter as per-
110 outlay assistance -contage of

. _ former
* The First Plan’ (actual) 19,660 | 1@880V o 9.8%
] K (planne&) 48,000 . 8,000  i647F
"-The Second Plan . R
, (revised) 12,600 10,380 kv 3%

_-_{7 -~ (millions of rupaaa)

1India Planning Cemmiaaion, A raisal and Pras ects of
the Second Five Ebar Plan, New Delk 10F .
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e rapid increase in external assistance {loans and
:__'gfanté) started from 1956+ IBRD loans and UsS. loans have
s beeu'thsrma;nféaurceﬂof new ¢apital. As a result official

Official Loans and. Grants Received by India B
S . (millions of rupess) ,

1550 1951 1952 1953 198} 195;»1956 1557 1953'_
IBRD loans 95 L8 27 . 17 9 20. 10 . ko7 732

FOA/ICA loans Cw - - - - 1% 237 1295 sa2
Other U,Ss food ' o

loans - 380 526 + & - . . =
U.K. 10an . o i BN . - - - - 222‘.
.5 SQRQ 10ans .- - - - Nl = 1 113 377
west Gormany loan = = - o - - - - 6 342
Canadian Gov't.. ' _ : o ' .
loan E =y 3 - - - - = 155

ECA/MSA/FO&/ICA . " 3 : . o
grants” 21 - 39 162 118 Lhs 373 253 U6

Colombo plan . o ' - o :
grents .+« 34 76 17 28 73 68 . 41 18%

Other grants : - - & - - - 2 1
Potsl 116 LL2 668 196 155 54 831 2256 306l

Souraa; IEF, Balanﬁe ?f Paxments Yéarbook»

externai_liéﬁilitiea éxpaﬁdea;tapidlyain the gollowing’?egrs;
while pri#dtékéxﬁéﬁﬁgi iiabiliﬁiQS'remaihed,éﬁ;a iather
istabie levélg ﬁy”ihe rqvaseiléaﬁimaﬁa gﬁ?thejénd_af the
lsecanﬂ yéaﬁ_¢f %ha'P1an tha-tgtal,qxterﬁal'agsistancegwgs
figgred,at=iQ;380 million-rupeas;l Assumingktwgéthirds of
this amount wil& be in the form of loansy at least 6000 mile
lion rupees will be added to the origmnal external debt, In
Mareh, 1958, the total external debt was about Rg,y 6 billion.

1Exta"nal assistances are 380 million rupses for 195657,
1,008 for 1957-58, 3,000 million each for 195859, 1959-60,
and 1960+61, The total ameunts to Rs._10,380 million. '
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'If Rs..?2 billion will be added to the totel debt each year

for the fiscal years 1958-59; 1959-60, and 1960-61; at the
end-df‘l959¢‘1960§ and 1961,$he total official ¢xternal

Indiats External Liabilities
(millions of rupess)

1955 1956 1957 1958

Private L -

(non-banking)h,?OO 55970 55560 5,900 6,100 6,300 6, soo
Banking = f57@' 610  L80 '520 5&@ '560 580
official 21010"_425@ 11,510 6,520 8,000 10,000 12;000
Total 7,280 7,930 10,850 12,94@ 1,640 16,860 19,080

Source Hesarve Bank of India, Eulleting June, 1959, D 666'

obligation wili bg 8@ 10, and 12 billion fupaGS'PeSpectiVSIYy
The-éggregafe 1ié§iiities, private and public,-will amount
to 19 biilién‘rﬁpées; assuming'ériﬁafe 1iabiliﬁies will in-

crease only slightly during the periodo

The rise in the efficial external debt implias a rise

in tbe servige pgymant@. muppose that the 1ntarest charges

‘are § per cent for public debt and benking debts and 8 per
cent for private liabilities (most of them are direct invest-

ment ), then_the'sqrvice'paymgnts;fof;the_peried during,1956

" to 1962 will be estimated as shovm in the table on the fol

Jlowing-pagea

- The actual service payments were L6} million rupees for

1956 end 1,282 million for 1957. If weé exelude the Tl




' Postwar Growth in Internationa!

100

India’s Servioe Payment, nstimation, 1956«62 '
; : (millions of rupees) _

;51956'_ 1557 1956 1959 '1ééoj_'1961f 1962

Private 376 406 M5 L7z 488 S0h 520

Banking ' 28 30 24 _' 26;;' 27 :_28T '29.

| Officlal | ‘299  _113; ) 22&,' 326 Loo :EQQ; 600

| Tlot,al-_ Bolk sho 6ok B2k o1g -:10_?“32-__ 11k

‘million rupees repayment of U.S. 1end~lease silver loan from

the 1957 servlce payment, the. estimation in the above table

| would generally hold good.

Therefere, from the tendency of cavital flow into India

dﬁring the-Second Plan period; we may predlct thab the total

1  service payment for the year: 1961~=the fzfth year of the

Second Planwnwill ‘be doubled from the leVel of 1956, Of
whichy service payment for public debt-will increase four

times -as much ns 1996'3 amount, thus aocounting for the larg—

'est part of ‘the increase in total ‘service payment. In compar-

ison to the current aceount recelpt of 8,929 million rupees

in. 1957. the service payment of 1956 and that of 1961 share

" 64, per cent and 12 8 per cont reSpactively. Though the

service ratio doublas in 1961, the service ratio of 1248 per'

cent ‘4s not substantially high when campared with the sltua-
tion in other. countries.l

1Many eountries have investment servlce ratio below 10

Aper cent, some between 10 to 20 ger cent; and a fegioverdzo

per cent, See Avramovic, D., Debt Servicing C

The Johns Hopkins Press, 10505 DDs 9-99. Table XVI,.
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03 the problem of foreign debt te be 1nnurrea in the

-Second’ Five Year Plan and its servicing, the ?lanning Com=~

s mission was rather optimistic though they expected a certain

extent of strain on India's.ba}aﬂge of payments., . The state-

-ment read'l

To sum upy on current account; the total deficit :
over the five years is likely to amount to Rs, 1100
‘eroress On ocapital account, amortizatioén payments
on the Uw+Ss wheat loan and I,B.R:Ds loans contracted
in the past would be more than offset by the receipts
from the U,K: Government on .aceocunt of sterling pen-
sions. Some of the mew loans and credits obtained
during the.second plan period will also entail some
repayments; but these can be allowed for by reckone
ing these eredits on' a net yather than a grossg
basis,. ‘On balance, eapital- commitments on governs
ment aceount are not expected to have any signif-

" dcant effect on-the payments position. On private
capital account, allowanee has to bé made for re=
patriation of capital 1nvested in the country.

Here again; while there would be some repatriation
of capital, new nrlvata capital will flow in and
the overall impact on balance of payments may be
reokoned on a net basis. _

‘In the above statement we get these peints. Pirst, the
o serv;cing.of the_laans_coqtrasted-in.thg pas;-canAbe oev§red
; -easi1y by‘thé’tecéipts fﬁéﬁ;the‘ﬂ§ﬂa G0?érn@ént éﬁeriing.
 perisions., Seeond;-thé.89r§i¢1ﬁg of new ioans and eredits and
\ repatriation of private capital mattar only on a net basis,

R ’I’hird, on balance, the public aebt; account will not make a

- ha&vy\strain on the”payments_pqsitiong_'ﬁrom these . points
.ouriimprgssion”is.spch thatitha problem of the servicing of

foreign debt will;ﬁbt'bé_very serious, at least in the Second

Government of India Planning Coﬁmission, Second Five
Year Plan, New Debli, 1956, ps 102, . T

R
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fﬂ " Plan- period,. Even though there would be an additional demand :
for foraign ekchange resources for the Durposa of debt serv-
icing, the new inflow of fereign capital woula more than off,
gat the serﬁicﬁ paymant and, thua, no aignificant effant
will take place on the payments position. L

- This eptimistic view was soon brﬁken as India's balance
of_paymentg hag;fgllen,into:sariqug qugrqnt aecount_deficits
%V, since 1956;f'Tﬁé;inflow.ef'néw_capitéilwés‘él@wi"conﬁrary to

f}' expectationy As a result ﬁeaﬁly 2 billisniruﬁeés of"foreign

:; ~exehange-res@r?egfﬁe§e losts ., In 1957 the defiéit.wés:greater

5 (h}906_m11116n éqééarﬁa_té_1956f$-3;217,mii1i6n rupees) and

”another”éyé billion df_reServes were ér&ined;i-The deficits
and drain of forgigp:eﬁghange_r&ﬁerqﬁé_Weré;iﬂduéed by a
sharp increase in imports of devélopﬁehﬁ goodé=wﬁich Qere not
financed by a substantial amount of foreign capital and rapid
L._ expansion in experts. ‘
| In the Second Plan the astimation of balance of payments ,
was made as shown in the table on page 10h¢ |

Over the fiVe yearsy exports will rioe moderahely from

an -est'ima-ted 16vel of Rs. 5,730 mi‘lli_en in.-1'956;57 £ Rss
' 6 150 million in 1960«61, an 1ﬁg§éase of 748 per éeﬁt for the
whole yerieQ, _The annual rate of the growth 6£ expéftsg thus;.
is only lgE par-cent, vThe_gbéve figureg-are'GStimatéd under
two assumptionss (a) Terms of trade in the ﬁe#t five years

will remain, on the averagey, the same as they hgve been in




30l

: Indi'a Balance of Payments on Current Account
(1956~S7 to 1960-61) -

s igser**vf SR Lo
Item - . 58 -_;§gf;_f60;_. 61,_ ‘age ,TOtal

I e (r}a.b ) 573 583 592 602 . 615 593 2965
2+ Imports (eils f.) 783 886A  990. 895 - 786 - 868 4340

Jimmmmsdww ~am0aw3swae@3~nrwm§dn5

B T Invisibles (ex~ 60 . 55 81 \cué-zi i - 51 288
‘. eluding offie- = - , 5 _
- cial denations , b S IR

e 'count balanee B IR .

;ﬂ:Sourcez The ‘Second Five Year Planap¢ 95. |
‘. Notes Crore signifies 10 millions . S

1.

: t1955*56 (first nine months}, (b) Inflationary pressures will
f:be held firmly under control._.ﬁowever, take 1952 as the

|  bas1s, terms of trade which were 1oh in 1956 deteriorated to
| 95 and 96 fer 1957 an& 1958 respeet1Vely.1f Hence. there

.; 8till exists a possibility that export proeeeds might not
i:'grow even at, such a low TALS:, |

o As the 1ast table _shows, India*s 1mports rise substan-
tially over the first four years, thus, resulting in a negas
.tive trade balanee of abqut Rss. 13,750 millien over the -

| period, Since exports grow at. 1,5 per cent per annum and

3;imports gr@w faster than exports, the. deficits can be finan~ |

»ced only through the inflow of new: eapital on a 1arge scale .

Y and the drain of foreign exchange reserves."i"'

1 lECAFEq Eaanomio SUPVQI f-_ylw an@iﬁhafﬁapjﬁastg.lQSB;
D 199- , ' C ST
‘..j;.,-__:l.:--; e -
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India's foreign exchange reserves, Whlch had’ been an im-

portant resource for financing external payments, however,

. was reduced to.a winimum point at the-end-of 1958, India,_

" who had Rs. ll billion of for@ign extern&l reserves at the

 time of independence, has béon 1osing them sinca then. On

tha.eve-of the Eirst Five Year Plgn; the regarves were around

'_RBA'SAS.billién.uvﬁuring-the First Plan,. draWing'downfén the

foreign exghangé rgaervea*was.about 1§ﬁ_bi11i6n,'lowér than

the expected amount of‘?é:-? billion, In the Second. Plan,

. the total drawing down of- the Reservas Bank’s foreign OX

change &SSth since April 1956 to the end- of March 1958 WOrKS
out at Rs, h,?90 million.l _Thpugh in the first half,of 1959
the reserves showed'a slight inéreasé, théﬁﬂweré at‘the mini«

mum level to back up the note issue of Rs,, 1745 billion and

- foreign trade of over 13 billien annua]ly.

India's Foreign Assets, 1950.59
(billions of rupees) *

1050 1951 1952 1953 195& 1955 1956 1957 1958 1959

Sources IMF, International Financial Statistlcsz April, 1960;

vﬂgwg as WéahéVe seen; India?s expgrtsfexpand on1y'at,a,

loWgraﬁe; imports increase sharply@_and foreign exchange

1Government of India Planning Commission, A praisal and
Progpects of the Second Five Year Plans New Delhi, _
£rogpoots of the Second F1 c Plal




:'~.gether with other 1tems of 1nport requirementa.l For thia

106

_resarve° are drained to the critieal minimum point.l Although
service payment takes up about 7 per cent of the.. foreign ex+
change receipt; which may. be eonsidered low if there 13 no |
i:_heavy payments deficit, the growing share of fo eign debt

service payment must be taken lnto seriovs cons¢der&tion to~

."purpose the expansien of exports at a. higher rate than pre-
vailing now must be achiGVed by evexy means.v:¢he_F1anning
Gammission admitted this and saldi “It has been recognized
that the expansion of expcrts *s vital to the tempo of devel-
opment that. can bYe securea and calla for susta;ned efforts
.and a degree<af saeriiiee on the part of the countryﬁ“z There=
fore, ‘in 1957 a nnmber of steps were taken w1th a view to
building up tha drive for expcrts. Ssveral export promotion
councils and the Export Risks }naurance Corporation were set
ups The Foreign Trade-Board and the Divectorate of Fxport
‘?romotion An the Ministry of Commerce and 1ndustry were estab~
lished,-also. Export quotas nave been progressively liberal~
_ized and 8xport control regulations were relaxed.' Fost export
duties have been abolished or substantially reduced axcept

tea, hard cotton waste, and manganase Ore.

Planning eommission expects that the service ratio will
rise to one-fourth of the foreign exchange sarnings by 1957
See: Patel, S, Tss; "Export Prospects and Economic Growth: -
India," Economic Journal, No. 275, Vol. LXIX (September 1959),
904

: 2P1anning Gomm1831on, Rea»hﬁaisal of the Second Five Year
Plan, A Resume, Séptember, 195 12.




207

The transfer problem.of sewvice payment appears not too
.serieus ‘at the Second Plan neriod hecause of a new 1nflow of
_canital on a 1arge seale.f However, as stated in the first
section, ultimately the real transfer of service nayment wust
be achieved through the expansion of eXports or irport sub-
stituﬁion. _ P ‘

In thie connection, Patel suggested an’ intaresting pro-
§08a1 in his artieles, " xpopb-Prospects and Economic Crowth'
_India;" He contﬂnded that the assumption that exnarts of pre-
1ndustria1 countrias must be expanded to finance the. rlslng
volume of 1nves§mant goods 1mports-is.valid iny.ror a few
petrolGﬁﬁapr@dﬂCing eauntries; which aceeﬁht~fdr leés than 5
par cent oi the pspulation of the nre-i dustrial worla.
-Therefore;,heﬁ@gggeﬁpedzthatuit,ia necessary'for-these coun=
tries to a-c-eeféz-%éfﬁé*the vate.-'éf doﬁweatic-'capaﬁai output,’

_ The Third Five Year ?1an, which is to start in April
”1961, ‘seems to pay more attentlon to the serviclng of foreign
_dqbt“axnce the 4mpp:tan¢e'of-this problem.iﬂ being realirzed
wi&éiy@ .ﬂevérﬁhéless; in the_Thifd ?1an;the fiﬁgnéing of
Svaiee paymeht is té coms from externai-resourcés; In addi—
| ltion to the foreign exchange requiraments of Rs 20 billion,

-6 billion 1s required for the servicing of 1iabilities already

1ncﬁrred. :In other worﬁs, the debts contracted before 1961

: can be serviced only through en inflow of more foreign capital.

'1}f@t61@;3i~Ti@.£2ﬁ eitsy PPy 5052506,
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s -HoweVer; ﬁhﬁ-ébnﬁribuﬁibn of fé"eian:capital-in the 5uiid1ng
-_ of India'q producﬁiVe capacity cannot be underestimated. In
several years India will have ca high pr@ductive canac;ty,

: whieh she has never had. At tha* time the s¢rvicing or for=

- eign debt Wlll be easily within her capacity.

. Inevitably, tha difliculty ls in 1erecasting ioreign OX~
'_éhange requirements and e«rnings @ver a peviod of-fiVe-yeare.
 Likewise the. forecastinb of the sevv1ce payment over ‘the five-
year neriod and 1ts maans of finanezng implles seme degree of
unoertaintyﬁ_%?pg,;néian $Qcond Five Year Plan.;a-np excep=
tion 1ﬁ'thaalraspe§£,Q The difficulty in availability of for-
eign e-xchana_é,_l_gifea{ rise to a ;a_jza-iwa-in 'e:i-., the p&fﬁﬁenta__positi_on
ané:&'1arsq,d§éi§;§f,fer@igh'ex#hang@‘rQSerﬁéSg: Howsver;.
In&iéﬁs serviéé payméntS-hava ﬁot been suspendod, though they
were financed, by a new flow of canital. The servicing of for-
eign dsbt through the real transfer of Indian preducts will
be Eea}izad-iq the ‘future when Indla's productivity is en=

ha@péd t6.a high le?§1 as envisaged in her‘Eivé-ngr Plans.:

" The Economic Development of Brazil

 _¢he;§erg¢tion'on_the_fgtnré-devélopment of Brazil's
'ééoﬁémy wasg mdde'in*an excellent stuayﬂb&athe*joint_working
grouo of the Banco Nacional do Desenvolvimento Economlco

of Brazil and the Econemic Commisqion for Latin America of




'7__for the seke of convenience. ‘
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the United Nations. In Part . I‘of the study the mmcro=
¥
eeonomie analysis of Brazil's economy from 1939 to 195h lays

a sound basis for the various projections to: be followed.

++. The future trends of income, eensumption, 1nvestment, _capa~-

| city to import, productien for the domestic market are,

thereby, caleulated for the period 1955~62 with certain '
hypotheses on the preduct«eapital ratio, terms of trade, and
inflow of foreign capital. ;n;fept_ll the prejectiens go
further 1nto-eaeh geetor?;the_geeulonbeing maintained ¢on-
sistant with the"aggregete-projecﬁiena |

The EGLA.study is characterized by two aspects from

Indie s Second Five Yeap Plan. First, the’ former's macro=

'economic analysie 13 ‘a serupuleus work and staﬁisticelly

reliable; Henee, the whole projection 1s based on sound
statistieal evidences, though some ef the hypotheses may not
turn out to be facta and thua needing slight modifications

in the eourse of develepment; :In contrast, India's Second
Plan is rather weak in .‘Lts atatistioal etudy of India’s econ-
omy. Many guesses and approximatione are 1mplied 1n the Plan,
Apart from the descpiptiou ef some achievements during the
First Plan, the Plan seems to be foeused on the setting up

of targets and devising relevant policies in words and logic

rather-than relying on sound statistical date,

s

1United Nations,.Analxses and Projections,ov Bconomic .

‘ork, 19t

. . Héreaftem, it wIll be referred to I‘?&fs udy.
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”ﬂ ”] . : _
Seeond, a substantial proportion af the ECLA study is
i directed to the. analyses and proiections of external re-
.‘._s_ourcesi perhaps because of Brazil’s trade-arientation in

i
o pasﬁ-éenturies. In. this reSpect India's Plan is lass proms

inent iA the study of her expopts theugh the export seetor is

wf _weak an? needs etrengthening. ) | _
.. As] just stated, the ECLA étudy pays considerable atten-
_-tiéh'tq-thefgspectuof,gxteraal_resgurcesg_ The-strategic
fag@o?é aetefmining the rate. of groﬁﬁh”of-BrQZil?ﬁ-écénemy
:aare‘ﬁel.eved to be 1n the following three variableS" (a)
domestie saving, (b) fluctuations in the terms of trade, and
(o) bhe net inflow of foreign rasources.l Particularly, the

third factor ia regarded as vitally impertant to the devel-
2 S

_opment-ar Brazil's economy. To quete'

_v.Fungamental importance may alse. attach to the in--
’lflow and outflow of resources. ‘One’ of these o
_movements (remittances abroad for the. servicing
" of . &apital) 38 of vital interest as a balancesofs

payments.problem, Another (that. ‘of - long~term capis.
tal@ merits special emphasis on acoount of its

' potential significanee, ‘ : o .

, AcLording to the past experienoe of Brazil's ec@nomy,
th@wconfribution of foreign capital has been small and inter—
ﬁi#tgpt To say that foreign oapital contributed slightly
is not; identlcal with eaying that forelgn: capital :did not
flow iQEQ;Bnazil,@? allg,,lt impligg;@h@ﬁﬁinflow¢ha3,been

t
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In any- one decade of the last
?tury ‘the 1nflow of véal goo&s and. services has never'
d.the outflow; ﬂence, it was projected in the ECLA
Aaﬁ "there is nathing to indicate that past brends

0|
to flow abroad in. couiing years‘"l

net oubflow of capital and related servxoes was due
TO the following factss Firsty the-net inflow of
1ong-term roreign capibal (excluding reinvested prof-
8 remained at a substantially low level because of the
ued orfieial exchange rate;. strong 1ncantive for cap-
Lght, and a bad inVestment climate: for the petroleum
ya Second, the annual Anflow ef lean funds did not
}antly exceed %ho million in any one year until 195&.
?hole such official finaneins was substantially

fthan the. outpayments ror the amortization of Brazil's

'
"xteﬂnal debt, the-repayment of other official.lqans

settlempnt af the. "1end~lease accbuht;; Thiié; the

profit remittances Qn nrivate foreign investments and

t payments onjacoount of the. official debt. have been

'substantially great&r than the inflow of 1ong~term capital.2

!

H

. Ibid,
tion Ed

flow s

- publie.

_Balance

The doubt about the: ccrrectness of this projec—
s been increasing gince 1956 when private capi;al in-
he

arted to flow into Brazil on a larger scale; The
IMF,

tapital reinforced. the inflow in 19584 Seei
lof Paygents Yearbook, Vol. II,_ Brazil,

23

éion, The . Development of - Brazil,

'olnt Braziléﬂnited States Economic Development Commis~

Institute of Inter-American

Q

- Affairg
1953’;5

Fbr@ign

peration Administration, Washington, D.Csj
v 55 _
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0h5the’wﬁélé the ﬁenéend?*of”nét-ouéflbw'of external

1

s resources” seems 1ikely ‘to prevail: during the period of pro=

;? 'ject1en 1955—62.“ Howaver,-another ‘tendency of new_deyelop-

'Ambntvéaanot be overlooked,; 31309_195h ﬁhé 1hfl¢w oferternal

m:'=fe90urc;3'has been rising rapldlys - As:the next tablé?éhéWs;ﬁf

waf1nf10Wiaf*é§pita1_égd“donatichs was less than the total of
‘ théﬂdﬁﬁfibW*Of cépital-and'donations and remittances of inter-

"'_ests anF profits until 1956A, Even 805 the het outflow has

;; been getting smaller -and .-smallers In'1955,and 1956uthe mars

gins- ere only 8 and 12 million-dellarS‘respeCtivelya In

1957 the total net Ainflow of capital to Latin America is esti-
mated’ am 1660 million dollars, about 60 per. eent above that o
of 195‘ (61050 million). Hence, it might be reasonable to -
'vonsider that the eapital mevem@nt might turn out to be a

net lnflow to Brazil in the last few years.»

The projeotion of serVice payment constitutes an inte~ 3

;legral pAﬂt th_faggregate pra?ection on tae ‘future devalop~

'ff' ment_o? Brazil's economy; The ECLA study provides an aggre—

gat§ p*ojectionﬁnver the period 1955462 which is reproduced
on the|follawing pages. The hypotheses underlying the projeo—

-tioné‘ aye ag follows' (l) $500 million of new capital will
59_¢b$g1n9d-frgmfinﬁeruatiopgl credit institutions, in five
annugi-1pstallhen£8‘6f'$100_million:fromgIQESQ._Thé cé@ital

obtained this %ay-ialSQpposed to be totally reinvested. (2)

Thgggfgfof gaﬁiﬁg_ﬁi1i;fise gradga11y~fbcm 11,0 per cent in

1955

]
o
I

o 13 peﬁ,cégt in 1957 and;atay stationaby thbreafter;
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Braﬂil's Foreign Capital Movements and“Related Services

o

1950-56 (millions of dollars)

1950 1951 1952 1953 1951; 1955 19?6"

Inflow: Iof capital and PR 99 lh3 201 213, 270,
donatﬂons ) A .

Outfle‘fof capital and ﬁlh2“~22 -53 .-22_3115.¢103-@137
donations = o N

Remitta@ces of 1nterests ;elio”a;57_,165 »167.¢137L+1154@1u5

R profits | =1 2 2107 =137 =115 =14

’f‘(ﬁet outflowl ( ) -251 -99 .119 ")-l-é -"8 .12 .

' T
Sourceg ECLA, Economiclﬁulietin for'Latin America, Vol III.

l' Nos. 25 October,

”.-(3) The productivity of oapital will rise gradually from 0. 53

(produ&tweapital ratio) in 1955 o Ds 57 in 19595 then atay

statio%ary thereafter.

1

Item 1@ of the table is fer the projection of inflow or

outflcw of resourees.

While foreign eontribution is assumed

_to flcw in 2.9 billion cruzairos annually far the first five

years

ihg'o

servir

ineomI

_Item,

saviﬁJ

(hgpotheais 1), subheadinga A and B project tha servic'
publig debt and investment 1ncome respectively.' The
ving ef public debt ‘As. derived from known.datas wheréés

3 from private direct 1nvestment 1s calculatad from

9 (net saving), assuming that each year g 8 per cent of

I
s will be absorbed by the 1nveqtment 1ncome.

ljAttention must be paid to the fact that net outflow does

| not Jean that - foreign capital does nét . contribute to the eco-

" nomie’ development of Brazil,

profi
ih'B1

Bemittances of interests’and
ts ineclude paymenfs for the sewvices of capital invested

azil’ ‘in tha Dast¢
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Ca9s7 - 3958 195 1960 196 1962
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3. e, investment e 36 L
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!
1

Rate o.fimraatﬁ e T

e ‘ﬁ z, -.-r
R

aNE Sourcea ﬁnited Na.tions-"--
) _._ment o:i' Brazu, pr 35 )

__4, Im 61 cal«ulateﬂ ﬁ‘om 1 (2.9 per cenﬁ Item ?:r “calcul; ’tea fmm m b3 Item 9: calculatea ' '
from 7 25ia-85-Item 10As  knowh datay 10Bg - damwmd from- 9: (4«8 per oent’}”’"i’ﬁn 1xs- calculated
" ,mnm 9 and m;"ﬁm'ﬁa calmlateﬁ ﬁ*‘é‘ﬁ"s and 10; Item 13; calcnlated from 6 7, aﬁ"ﬁ;‘*&tem s
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total service payment, as- the table anous, fs'high-

D
ﬂ .8 billlon), then decreases in 1956 put rises
the 1eve1 of 1955 in 1960, and 13 follawed::y“alf

Tha servicing of public capital and that 01 privaue

a dzstlnot dlfferenee; Gver the peried, the public

vicing tends to shrink except for an intermediate rise

i 1n ‘ 19 59

'however,

'f-servicl

.-:1t e }rojecbed that the tendency will ‘be rev
'Th°u€b diffieulty

. of seréice payment fov a period as 1on

'sigpi

48 raﬁher conservative in estimatin

""7eign ekn

: war p@riod is the reduction in quantum

L
J
"

ng exceeds that, wf d;re

ficanoe o@ 1ntegrating service payment “in. tne agg

',“:s witheut saying t

”he main characterl

and - 196@@ The seercing of private dlrect 1nvestment,
keeps rising oonstantly, Thus, while public debt ’
ct 1nvestment ffom 195> to 1960,

ersed in 1961

is always involved in the projection
g a8 8 years, yet the

regate

g ¢annet be underestimatedg 81nce ‘the projeotion

8. only $500 mlllion of for—

 r5the wno*e;peri“df-ir tbe 1nflow of cap-

: '-_fstudy of Brazil's economy

he development of the export
hat the premntion ef eXports is iden~ .

y for external payment

;ich the servicing of foreign debt relies._

suic of Brazil's exports 1n the post—

which, howaver, is

sector into con81deration. :
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- made up%by a raise in- the price., Between 19&8 and . 1953. cofs
. ( ' .
,fee exparts declined by 11 per cent, -and . tha total of all
other expovts fell by 60 per cent. - The . total trade between

'-19h6 and 195h registered a 31a3 per. cent- reductlon 1n ‘the

!ef exports and a. 158 per cent 1mprovement 1n the terms

e of trad%,

,\ﬁence, the. recovery of - the exbort quantum undeubtedly is

tha ‘most. important objectives to ‘be, established in a

_-s;én.in the quantum of expor*s is. to reeover‘the 1evel of
| 19h6llgeak registered during 1939~5h), hS.B per cent above
- that ot 1951;, or 21:7 per cent. above that of 1951, The- ex~

Apansion proéess will be divided into two stages.l The first

ﬁf@.stage which covers the period 195h~57 aims at rcaching the

o 1eve1 of 1951,‘ This stage is regarded as the spenbaneous ro-

covery
1953,
~ throug!
- ﬁer.an
3 _ ports

annual

gat E;f

ﬁﬁi,;awpeguhsd, it ip aaaumaa

. grom 4
:.fegis1

which means chat according to the experience of 1952,
and 195&, the 1eva1 of 1951 will be reached easily

n built-in forces.. The rate of growth is 6;5 per cent.
rwm, The target of the second stage '1s to raige 68X«

another 21 9 per cent above that of 1951,, If the

5once hhﬁ target-

the pmg‘m wil_ "b@ maehed 1n 1960"

Wt 2 par nent per snnum, thﬁ hist@ric#l rate 3 grawnh
ewed during the period 1901-50. af \flag._pg

SN "

P
G

uﬁhe-target=set fow tha«expanu

‘rate ofﬂ;hevfirat stage will continue to prevail, tar~
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The minlmum program production shown in the table will _
bring a#’end to the declines 1n exﬁort production as-happened

] betweegr19f

f;énd ;952,_ Thus, a peried of parallel e*pansion

Fﬁllowing the projection of expcrts, the Uaﬂ, study goes
'y Q-rciect the probable imports for the period 1955«62.1

h  4;ipese is avidently to caleulate the capaoity to import
‘w%U

censistaney will be secured between hhe uses and re-.

“f];yf;means for enhernal ﬁayment. ;'

‘ ,:”fl Eypcfhesis of‘a Minimum Programm@., Prodmction ‘
S .er Exoort and for the Domestic Market

D e—— SBillions af cruzairos at _2§2 grieesl_ |
‘J””gﬁﬁfﬁE.”§66 Experta Frod&ati&& far Exparta 45 8 percente
TS - st _ ags cf the trmd&n&

: __10¢3
ST ¥ ¢y
aigﬂaﬂllﬁl
“'ftx“kxeg
B & 9% 5
s ARy
R 33-35
DU + 5 2
‘ 'v5y§9>?

R

IR

ﬁﬂ:r ﬁhﬁ'prejaotien of. axpﬁrts and 1mpﬁrbs, the EGLﬁ 9tudy

‘%';ypége gg ﬁww ?rqjact1¢hﬂ far Bachr on the basia of two ﬂiffarw

Y emt h¥§$tk&ses% ‘in1t£a1 hwﬁﬂtﬁaﬂiﬂ “nﬂ minimum prﬂé“ﬂmme

.-f;ggpﬁﬁgﬁsist Takﬁ pﬁojectinn of aﬁpewta fnp examples thﬂ

ke
o &
] *, . .
x,'. E . . . ’
E. T T —— bt ivrivi g e« e PP B AP S = A, o 77 L0l g ey eSS L T WT—TTT— ——TITW = =T w07 "




preject‘on under the initial projection assumes that experte

il gr:w enly at the hietorical rate of 2 per cent after the

4 Level of 1951 b reachea in 1957 th!'ough spontaneous recovary..-

r

10n~the other hend prejeetion under the minimum programme hy-

pothesis aesumes that the soontaneous recovery rate (6.5 per

aent) will contirue to prevail until ,he level of the 19&6

o volume is reached 4n 1960y The two Pr°363t1°n8 clearly pro-

vide t O possible pathe ef develepmente-spontaneous and mine

.imum p*ogvammed-eo th&t the eetual development probably ¢an

fall w&tﬁie Bﬂlevel betwaeu the ‘two - 1imits set by the two.

ﬁathe (ef couree, higher rate . of gfowth is possible through

ﬂfiﬁténee efforte); The flexibility in’ the prejection 13, thus,

_one ot tbe merits te be~credited to the FGLA etudy.

gﬂfter reviewing the ECLA study with epeeial reference to

the aepect of the tranefer preblem of foreign oapital eervic-

_1ng-wﬂ feel that this study undoubtedly presents a goed

'Eﬁprégch to the reletea techniques'ef progremmlng 1n-ceping

with the preblem ef foreign debt sarviuing. The study sug-"

, gests te underdeveloped countries the urgent neeeseity of

statistioal study of the netional econemy as wall a8 the

necefsity of 1ntreducing such programming techniquee 1nte :

these eountries.,_

u
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. GHAPTER VI

* SUMMARY AND CONCLUSIONS

' ng ﬁranéfer proeess_ofgservicé payﬁent_was disqﬁséed

;. aceordi

the fix

eonstiﬁw._.

of paym
raté»éy
.1ibréﬁe
how we;
'equilxh

ments d

Lg.fo threé'ﬁrihéipgl exchange rate systems, ;ﬂnder
adaéxéhangévrate aystem@ changes in in¢omé énd:price
ite.thélméin forces in tﬁe adjﬁstﬁédt*éf the bélance
anﬁéfdiséquilibrzumg Under the flexible exchange |
stem, the flnetuation of exéchange rate tends to equi-
the demand and supply of foreign exchange. Howevgp,_i.
1 the-ahanges in the.exchange rate will.adjuét the dis—
rium Which.is caused by the tranafer of service pay=

epends upon tha demand and supply elasticity of the

debtor'

 fer ofl

srexperts, ‘Under the exchange control system, trange-

service payment is made posaible through the. rationing

of for$1gn exehange,

. tm%e
to ach

"1?-many«eaSes, the adjusting féfcesféXisting‘in the

I

ifferent exchange rate- syatems are not powerful ‘enough
ove the expeeted tranafer of service payment. In

ords, automatic adiusting forces of the fixed and flex-

1ble réte systems and artificial controls of the exchange

‘f_contro
£111° ¢
be exp

..'l
|

ne ﬁransfeﬁrihgrof-servicé paymentd.

1 aystem-must be;asaisted by spme-ether-measure to ful-

The. exports mist

anded”ané_impgrt~suﬁétitution nmist be established,

5
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and menetary policies should be adepted 1n order te
Above all,/develepment pro~

-3 and planning must: be introduced for the more effec-

tive ma

. debtor
' must bel

;5\gpremet1

11pulation ef the transfer problem ln the servicing

. of ferergn eapitaly :
Thé expansion of exp@rts is of primary 1mpertance to the

,ountyyﬁ. Fer this purpese, a 1arge emeunt ef capital

airecteé to.the ezxport seetor. Varieua measures of

wg exports need be adepteds

ebstacles to the prometien of ezports in underdevelebed couns

:; . tries &

" expansi

eary inj the long run.

‘may bel
. ing eeﬁ
‘ offset

o ceuntry

To a ee

the benefit ef a smoeth tranefer of service peyments.

factors

Dnaof ezpqrta_due te the_igelaaticgdemand‘fer primary
'Fer=tbis;reee6n; 6ivepsi£i¢ation-e£ eXpeéﬁseia neces«
.Qevérﬁhelessj the élasﬁicity of dewand
guiteaeieeﬁio fee an individnei.primatjigeedé e#pert—
1téy, 'But,ﬁﬁe-advantegeybf“elaetie demand might“be_

by an 1nelasbie supply of' exports.

The restrietive measur99ton imports by the crediter

also dieeonrege the exporta~e£~the debtor eountrya
ptain extent these measures have to be removed for
Other

hindering the expansion of exports sueh as instabilw

ity of‘primary geeds priees and recession in: the developed

eountriLe must be eliminated er prevented by every meanS.

ImPort—substitutien plays an 1mportant rele in the serv-

feing of forelgn cepital from the long run point of view.

|

|
A
) .
_M

Hewever, there .are several

The nature of export geeds-eprimary goods»'hinders the-

o
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If a debtor country Wishes to develop with the. assistance of -
. foreignrcepital, -the foreign exchange expenditure muet shift
'5 gradua1}y f,om the imports of consumer goods to the 1mports

S E of capitel goods and the payments of 1nvestment service ala

'though the total exohange requirement will keep growzng.
7. Thfrefore, coefficient of- consumer 1mports muet gradually
_”&ecrease.‘ Thig" is: possible through importwsubstitution pro=-
*lvided that domestie demand is: to remain unohanged. In the
"flater stage of‘development the, production ‘of capital: goods
' : started and acoeleratedsy Though 1mport~substitution

'fa consume large foreign exohange in the early stage, -

,vibuﬁion to. the increase ef productivity is far greater,

-3

ailability of new ere&its and leans is 1mportant to
. uhaebaeyeloped countries._ They serva a8’ a buffer to.the bal-
. anoefof payments diffieulty, and as an additional supply of
5;_ saving and foreign eXchange._‘The continuity of capital inflow
?’ﬁisinecessary lest the paco of development sheuld be inter-

rupted;kn-underdeveleped countries;z-Sudden ehanges in the '

flow. of capitel tends to etrain prewindustrial economy which

"j-is weak and: fnagile.lﬁ_-

The moderation of repayment terms of loans is one of the
'ﬁofs}te alleviate the’ burden of foreign capital servicing. |
Thé.lQWgred 1nterest rates, prolonged maturity oeriod, Prow-:
vlengodﬁeroce.period@_and_repaymeot.soheduleimatched to the
grewth4tf preduetivgfj-wiiiobeoerit'the_debtor,eoﬁﬁtfﬁ to a

extents | It 15 easily recognized that moderation of repayment
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fterma alone will not help the economic deVelopment, It mst

a”;5be caordinated with some other 1mportant aapect, such as

:;T:efreetive planning n the allocation of" aapital resourcas.

‘The annual sarvice payment and the ratio of 1nvestment
'*; serv1ce te foreign exchange earnings and- the national incoma

'fw”_of Braﬁil, Burma, Indta,- Indonesia, and the Philippines over
L the. period 1950~58 are as computed"°

A

"fr,Average annual ' Investmetit. service ratic to ’

: fg;i £ 77 serviee .payment gbreign exchange National
b7 7 (10 millions of

B Us8s dollars) aarnings x.anincome

H l,- ) .‘.. ‘ ) . I o J ) _ o . -
L B?a21mfﬁff}f~wJQﬁfeaJ25E£5§nl . 16, U%Q . Y %
Burma'! . 70,8 hié% o 1&%‘%
Indialj . 19,0 - TL% . 0z54%
Indonesia" : 11940 . - 13.7% 1,6°%
The Philippines . 660 11:6% . 1B %

| . . .
Améng the five underdeveloped count*ies, Brazil paid
the 1argeat shars for the servieing of fereign eapital anmu-
- ally, Burma paid the smallest, India and Indonesia paid 1ess

than hél% of Brazil*s share, and the Philinpines paiﬂ one-

fourthhof Brazil’s share. On the aVerage, all the five coun-

tries serviced private canital (particularly private direct
o ,investment) more than public capital.

Thg ratio ofiserviee payment to foreign exchange ‘earnings

is highest for Brazil, followed in order by Indenesia, the

Philippinea, In"ia, and‘Burma. Burma paid so small an amount

for foreign debt servicing that qhe will be able to serviee
ipl-more eapital withcut great difficulty..




— e e e e,

19, -

The ratio of servicex)ayment to national 1ncome is high-

N
l"

It 1s fully recognized 1n this thesis that development

;iw~programming ia of vital importance to the successful servicing
o -
=Y_;of foreign debt borrowed for the purpose of econemie devalop-

-ntﬁp The development plans are required to undergo neces-

i7'sary projections on the ameunt of service paymant to be 1ncur-
: i T

“{red over;éhe period of plan &nd on the probable sources of

is |

l
;:foraign exehange. SerVice payments for old debta, of course,

Ahave to be taken into con- deration a8 well¢ On the finan-

: ;501ng Qide*of;the servicing problams the most 1mportant pro- o

'? 'sion. “This'is becauseg in the long run, the debt and 1ts .
.:::;1nterest eharges muat be paid with goods and services of the

~'J‘-'{f'he__dase study of India’s Second Five Year Plan haa dis-

clesed the fact that India's Plan did not give as much con=

. zsideratien to the foreign debt servieing problam as it should
have déne, There were no estimates of service payments. The
. I ~ ;
‘financing 01 foreign dabt servicing,Was stated only 1n Vague

ﬁiaanlanning

“.Commission expected that the service payments would-matter

l

-:tton a net basis only.; When the estimate of foreign capital
,requirements had turned out to be misleading,hthe problem of
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r _ . : .
servicing foreign eapltal haad become all the more inconsis~
: 'tant with the aotual situationa Indiafs Plan-aid not appear
F;: to-be emphasizing the significance of the aspect of export

exparsion for the purpose of meeting the future increase in

the qxternal paymentn-ineluding forelign debt servicing. _
‘in contrast, ECLA's Brazil study presented a far more )
- comprfhensive consideration ef the problem of foreign capis
- tal servicing. It is partly because-ﬁhis factor has leng been
playing a strategie rele in the economic aeVelopment of Brazil.
'f,_Hence;_the servicing of foreign capital was given an adequate
position in the entire scheme of national ecenomy projectien ‘
for the period of 1955-62; The expaneion.of the export sector
was given ‘equal attention as we11@ Also, capaoity to. import
was prejected from the prcbable eapauiﬁy for external payment
by subtraeting the estimated annual service payment. Imports,
thae,ZWQuld be kept consistant with eapacity to impert to
'avoiavl balance of payments diffieulty. |
The follewing cenclusions can be drawn from the present.
studye. : First, the importance of foreign debt 3-ervic:1ng st
be reeegnized fully by the underdeVeloped countries which
_&ttempb to attain gap;d_ecenemic,growth wiﬁh‘tpe agsistance of
fopeign capital, &1thoutea careful end-oeméreﬁensive-study-
~of the national ecenemy, with respect te the ability to absord
and thehability te repay, it is easy to fal] inte difficulty

 *_ frem too ambitious an external berrowing.

!
'




seeond, the techniques of develonment nrogramming should
a8

.. be 1ntroduced to underdeveloped countries more -actively than

B has been done in the past. The knewledge»of'development pro=

if“,grammiﬁg is as important as that. Qf technical know-how. e

b underqeveloped country can minimize the waete and dieeconomy

only threugh the due use of programming techniquee.

Third, the eupply ef capital to underdeveloped countries

" for their ‘economic development is of great’ 1mportance. Now

Ih
_is the'time when such action msgt be taken on a’ 1arge scale.
And sufh eupply must be on very mederate repayment terms.,,
_Becauee en the preVailing repajment terme, 1ow ability of the

underdeveloped eeuntries te pay weuld limit the amount of

eeasible further borrowing'

e =TT AT AT e T - = T ee———— e
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