Conference Paper No. J.

ECONCMIC COMEISSION FOR AFRICA/
ORCANIZATION OF AFRICAN UNITY
Preparatory Meecting for UNCTAD IT
Algiers, 6«7 Uotober 1967

- INTERNATIONAL CO-OPERATION IN FINANCING OF

TRADE AND DEVELOPMENT

Li7=12z2

Qrusa. e



Conference Paper No. 3

TABLE OF CONVENTS

INTRNATIONAL CO-CPLRATION IN FINANCING CF TRADs AND DuVuLOPM.NT

Paragraphs
1. BACKGROUND l1 - 4
II. THE VOLUM OF AID 5 - 18
ITI. TH: ToRMS OF AID 19 - 27
Iv. TH3 DiBT-SoRVICING PRUBLEM 28 - 32
v. SUPPLLMNTARY PINANCIAL MuASURAS 33 - 41
VI. THE QUoSTION OF INTLRNATIONAL LIQUIDITY AND AID 42 ~ 49

ANNEX : ASSISTANCE KECEIVID BY AFRICAN COUNTRIWS FROM
DEVELOPED COUNTRIES AND MULTILATERAL aGENCIES




TN ORNATTUTAL COOPLRATICH IK PINAiCING OF
TaeDr 40D DEV.LLOPLINT

1. BACKCGRUOUND

1. It has become evident half way through the Development Decade,
that the achievement of aven those modest targets set by the United
Nations General assembly for the growth of developing countries in
aAfrica and elsewhere cover the 1960's is not to be expected.;/ The
average annual growth rate of the cowbined gross domestic product of
developing African countries over the first five years of the current
decazde has been of the order of 3.7 per cent. On a per capital basis,
the rate has hardly exceeded 1 per oent.2 ouch frustrations of the
development efforts of africen countries have occurred at a time when
the developed industrialized econcmies have continued to make an

impregsive and steady progress.

Za The same period has alsc witnessed widespread and mounting
balance of payments difficulties in a good many'ﬁfrican countries.
slthough the combined trade _ap of the developing African countries
has narrowed significantl; since 1964, many individual countries have
continued to be plagued by the problems of trade deficits. llost
countries have in addition sustalned growing deficits on account of
invisible transactions. The result is th:t forei-sn exchange reserves
have frequently been dipped into %o finance these deficits. It has
not been possible to avoid such recourse . as the flow of foreign
financial resources — loans and unreguited transfers - proved
inadequate, and moreover the terms on whici it has been made avail-
able have continued to deteriorate. 4Although some cases of reserve
build-up by african countries have occurred over the last two years,
these have been marginal and furthermore unevenly distributed.

With the recent trend in the levels of inflow of financial resources,

;/ The United Hationg Development Decade at mid-point: An appraisal
by the Secretary General. (United kations Publication,
Sales No.65.1.26).

g/ '%_Surve3 of Economic Conditions in Africa 1960-1%64,
E/CN.14/397)-



and with foreign exchange reserves usually at a barely safe

minimum level, many African countries have had to adopt the only

way cpen to them for coping with balance of payments difficulties -
namely, t0 cut back the flow of imports. Such measure has in $umn

led iﬁevitably to a deceleration of the growth rates of their economies.
This dilemma was the main theme of the study entitled Balance of

Payments Problems of african Countries issued ?i/the United Hations
1

Economic Commission for africa in December 1965.

3. &vidence emerging since then has confirmed the persistence of
this situation not only with respect to the developing African
countries but also a great number of developing countries elsewhere.g/
The study by EC. concluded that africa's balance of Payments problems
stem in the majority of cases from economic growth, emphasizing the
crucial importence of foreign capital for the development of the
african economies. It recommended that "in order to redress their
balance of payments problems while maintainin, the growth rate of
their economies at the desired level, African countries, individually,
collectively, and inevitably in collaboration with the capital-
lending countries and with the internatioual and.regional financial
‘institutibns, have to aim at (a) increasing the flow of foreign
financial resources, and (b) improvin. the terms, or reducing the

cost of borrowirng. These two objectives are obviously inter-related.”
another equally importent objective is increased effectiﬁeness in the
utilization of resources received from foreign sources (it goes
without saying that improving the efficiency.of doméstic productive

resources is a fundamental necessity).

4. It is against the background outlined above that African
countries are now participating in discussions on international
cooperation in the field of financing of trade and development. The

issues involved and the problems to be resclved have now been put
in proper perspective through the efforts of the United Lations

1/ EB/eN.14/uE.2/3 .

2/ I.g.International Flow of Long—term Capital and Official
Donations, 1961/65. (United Nations Publications Sales
No.66.1I.D.3), zlso the subsequent report International Flow of
Long-~term Capital and Official Donationg 1961/66, document

E/4371.
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Conference on Trade & Development and particularly through consi-
deration by the UNCT:D's Committee on Invisibles and FMinancing

reluted to Trzde. The need for concerted action hzs been brought into

clear focus.
1I. THE VOIUMs OF &4ID

5 In 1660 the General Assembly of the United Hations unanimously
adopied a resolution under which the developed countries undertook

to transfer 1% of their gross national product each year to the
developing countries as their contribution to the attainment of the
targets of the UN Development Decade. This undertaking has been
subsequently confirmed, in particular at the Firsi UNCT.D in 1964.

But since 1961, the net flow of developrsent capital from the developsd
market econcmies has been declining sieadily in relation to their
gross national product. By 1966, the ratic had fallen to about

0.7%. The flow of development assistance from the Socialist countries
has also grown at less than 1% per annum of the growth of their gross

incomes.

6. During the period 1661-1966, the combined gross income per annum
of the developed countries increased by about #500 bill. Considering
that the net capital transfers to the developing countries has been
running at the rate of ,3.7 bill. per year, a shortage of real
resources in the donor countries cannet account for the failure of
aid to grow. The balance of payment situation of?number of principal
donor countries, such as the UK, bhas been cited as the immediate
cause of decisions not fto increase aid or even to reduce it. But

the more general explanation of the situation ig that as resources
have grown in the developad countries the claims of external
assistance have had a low priority in the allocation of these

resources.

T. A decision has to be mede whether it is feasible, or politically
useful, to approach the gquestion of the volume of aid in termg of an
attempt to get the existing commitments implemented. This would
entail securing agreement by the developed countries that they

would increase the volume of their aid over a pericd of years until
it had reached the target levels. In view of the situation in both
donor and recipient countries the timetable for such a programme

cannot realistically be made for a period of more than five years.



8. It has become necessary to work out separate agreements on
targets for the yi1ow of public assistance; which is both the

dominant element in the total flow of aid and also subject to a
special set of policy instruments arising from the political arrange~
zents in donor countries, as against the flow of private long-term
capital in regard to which the governments of donor countries can

only make limited and generally non-operaticnal commitments.
9« 1t has been suggested in this connection:

- (a) That the more ~dvanced countries might be requested #o
agree t0.a target that the flow of public assistance shall
maintain a certain minimum ratio to gross income {a figure
in the region of 0.75% has been mentioned), without
prejudice to the overall target concerning the net flow

of total financial agssistance;

(v) That this particular target in the field of public

assistance should be implemented by about 1971;

(c) That the trend towards a diminution of the share of aid
in the allocation of budgetary resources in the advanced

countries should be halted and reversed; and

(d) That the governments of developed countries should under-
take to assure that aid targets on a net basis are achieved,
by teking appropriate action with regard to the weight of
iepayment liabilities resulting from the gross flow of aid,
0T with regard to *ie automatic relending of receipts on

account of repayments of aid by developing countries,

10. The total flow of aid to the develcping countries is not one
undifferentiated stream but a suw of a number of aid flows which are
often distinctly compartmentalised. Kor the african countries there-
fore, the important question is not simply whether the total volume
of aid flowing to all developing countries attains any given target

figure, but also what nappens in particular to the volume of




aid flowing through these chanells which lead in the direction of

aAfrican countries.

11. The analysis set out in the annex to thls paper indicates

that the major factor determining the future volume of aid to the
African region will be whether the transfers of capital, both
multilateral and bilateral, from Western European sources will grow
adequately. Secondarily, &frican countries need to make sure that
aid from the UX and from the international financial institutions
will grow rapidly more particularly the african region needs a

large increase in aid extended by IDa. Thirdly, there is the problem
of securing a greater vclume of assistance from the United States iﬂ
whoseltotal aid‘pfogramme aséistance to African countries constitutes
a disproportionétely small item. Fourthly, there is the question
whether an all-African approach can succeed in increasing the volume

of aid sup?lied by the Socialist countries to the african regioh.

12. Three central points in the approach of the African countries

towards the consideration of this question should be the following:

(a) as the least developed region with its basic infrastructure
still to be built up, Africa requires to have special
international arrangements made to ensure that the volume
of aid flowing into the region will be comensurate with

its development needs.

(b) The African region has agreed to support the movement
towards the liberalisation of world trads on & non-
discriminatory basis. But this participation in the
movement towards a new world order in the field of trade

will not yield any material benefits unless special
measures can be agreed on to promote the export industries
of the region., And these measures should include the
provision of an adequate background of general services - -
to facilitate the establishment of export generating -

enterprises.




(¢} In some cases the achievement of trade liberalisation on
miltilateral non-discriminatory basis will demand that
some African countries give up special preferential
positions at present enjoyed by them. The flow of
internatiohél assistance to the region during this périod |
Qf trgnsition_towafds a Situatibn.of_complete liberalisation
should be adequate not only to compensate fhe African
countries concerned for the loss of advantages, bgt also to
_enable their economies to withstand the effects of the new

gsituation in their internationzal trade.

13.” Prom an institutional point of view, it would be”&dviéable-to
obtain the support of the whole internationél'community for a
recommendation that the institutions now ‘existing under the Treaty

of issociation between some African countries and the EEC should be
maintained during the period ahead and be used for cbanelling an
increased volume of aid to the'African‘coﬁntries. Should the UK énd
other BFTA countries succeed in gaining membership in the Buropean
Common Market, these institutions should be appropriately modified to

manage the transfer of a proportionately increased volume of agsistance.

14. The machinery.of the OECD has succeeded in puting the considera-
tion of aid questions by donor countries on a practical and objective
basis. However, unlike the inter-American system and the consulta-
tive group arrangements which the Yorld Bank has organised for
certain developing. countries,. the OECP machinery does not at present
provide Opportunltles_for systematlc consultatlo“ between,donors and
recipients. Such consultatlon has proved useful 1n a number of

aid programmes and seems. to be absolutely essentlal 1f the actual
implementation of any aéreed international targets concerning the
volume of aid is ﬁp be_huped for in a reasonablé period. It would
therefore be advisable to recommend the setting up of consultative
mackinery between the recipient countries which are members of

UNCTaD and the donor countries noy grouped in the OECD‘to oversee

the steady implementation of the agreed taréets concerning the

volume of aid.
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15. There is 2 possibility that in some important circles in both
donor and recipient countries the achievement of the targets of the
DAC and Ceneral Assembly resclution will become an end point in
thinkin. about the process of improving tie terms of aid. Since these
targets are already agreed 1o be implemented Tty 1968, the question for
UNCTAD IT will not simply be whether there is a firm promise and time-
table for tueir achievement by 1968, but also what targets for further
improvements in the terms and conditions of aid should be sej for the

period after 1968. But a joint consultative and implementation

committee would also have several other functions and tasks to

discharges

- consultations and action programmes are needed to ease the
terms and improve the conditions and effectiveness of aid;

_ to rationalize the utilization of commercial credits;

— to streamline termes and conditions of aid extended by different
-donors;

- to assist in efforts aimed et the elimination or reduction of
aid-tying;

- to guggest ways and means of encouraging a larger flow of
private long-term lending and inducing a larger re-investment

of earnings cut of private investment.

16 In the area of official contributions in addition to the

stepping-up of the toial volume of aid, the greater multilatera~
lization of aid and tne commitment to provide a volume of donations
and grant-like transfer which would rise proportionately with income,
the joint UNJTAD/OECD Consultative Group could consider the
jmplementation of a number of other schemes proposed at various

occasions such as:

- Joazns %o international and regional finance institutions
on concessional terms;
- automatic relending of amortization and interest funds

received from developing countries on official loans;



- the possibility of deveiing a certain percentage of current
military allocaticns {budgets) and/or the allbcation for
development aid purposes of a propdrtion {say, not less than
25 in the first instance) of the savings resulting fron an

internatiocnally supervised disarmament schene;

- = the provision of more technical assistance through regular

arrangements with multilateral agencies.

17. The situation of the different regions in the matier of their
aid réquirements is rather different. There is consequently need for
the provision of special arrangements to supervise the implemeﬁfation
of the overall fargets of international assistance in each particular
region. Thus the inter-American system has evoived towards putting
assistance to the Latin American countries on a rational and long-
term basis, taking account oflthe pariicular circumstances of that
région. In Asia the'congultative groups set up to deal with the
requiréments of India and Pakistan give special atténtion to the
transfer of the bulk of internationali assistance going to that region.
Arrangements are now evolving to take care of the aid needs of
Indonesia, they already exist for a number of the other countries in
the Far Fazst, and the asian Development Bank seems assured of the
resources t0 opsrate as a truly multilateral institution for chanelling

aid to that region.

18. Consultative groups have recently been set up for a small
number of african countries. But the number of individual States in
the region precludes any possibility that these arrangements could
ever be extended fo cover more than a small proportion of the continent.
It would therefore seem advisable to work towards the establishment
of special consultative machinery for the aAfrican regicn in which
there would be practicable arrangeuents for organising a dialogue
between the African countries and the donor countries, and.through
which the flow of international assistance to africa could be placed
on anh assured and rational footing. It would be desirable.for the
African countries tc have the firm support of the other developing
regions in pressing for the establishment of such special

arrangements for africa.



IIT. Ti. Takds OF ATD

19. The discussion of this question in UNCT.D starts from resolution
2170(XXI) of the United Hations General Assembly in which the denor
countries agreed that "not later than by 1968" at least 50% of
asgistance should be in the form of grants, together with loans at
interest rates of 3% or less, with a repaymnent period of twenty-five,
years or more; except that where countries provide 70% or more of
their total official assistance in the form of grants or grant-like
contributions, this in itself should be regarded as full compliance
with the target. On their own, the donor countries in the Development
Assistance Committee of the OZCD also adopted a recommendation in

similar terms in 1965,

20.  Since the deadline for the implementation of these targets has
virtually arrived, the issue now resolves itself into finding out
whether, and if so how, the donor countries intend to implément this
resclution. The developing countries should know what time period
beyond the original deadline would be required by donor countries

in order tc be able to implement it, and what consultative machinery
on a multilateral basis should be established to work out the
modalities of its implementation. The evidence on the deterioration
in the terms of aid is quite clear: ever since the historic US
decision to abandon tae soft terins which had just previously been
adopted by the international community in setting up the ID4, the
trend has persistently been for interest rates to rise, for
maturities o shrink, and for grace periods to diminish ~ in short

a continuing hardening of the terms of aid. The implicatiors of this
trend have been suecinctly stated in a recent study by the UNCTaD
Secretariat: "if gross inflow of grants and loans were to continue
at p;esent levels, and present average terms and conditions were

maintained, the net inflow of grant and loans would decline from

2 3 B S i | 2 T b - S £ 15t e



$7.4 billion in 1966 to %4.4 billion in 1975, and net lending alone
would become negative after the year 1975." ;/
51. There have been other manifestations. Grants have continued

to constitute a smaller segment of the total flow of external

capital. The sharp fluctuations which have characterized the flow

of long~term private capital have forced some developing countries
during periods of downswing to resort %o utilization of commercial
credits to meet the capital requirements of their development programmes.
Many of them have also had to borrow long-term capital during such
periods at unfavourable terms. The growing practice of aid-tying

has had the effect of increasing the real cost of aid (or what is the
same thing, reducing the real value of aid) in addition to the
distortion of resource allocation which it usually causes.g/ On the
maltilateral side, the World Bank's current terms of lending have
contributed to-a worsening of the global average terms of aid. This

is because thé Bank has not taken the opportunity afforded by the

current trend towards a general reduction in the world interest '
‘rate structure to consider a reduction in its rates in the same way

that the previous period of rising interest rates wéé the occasion

for a rise in Bank lending charges.

»z, Often, changes in the terms of aid have aggravated the effects

of & fall in the volume of assistance or neutralized the positive
effects of an increase in volume. Thus the United Kingdom has
recently commenced a drive to improve the terms of its aid by granting
interest-free loans. But the positive effects of that effort have
more or less been negated by that country's failure to keep its

flow of resources to developing countries up to the level attained

1/ Problems of Debt Jervicing, document TD/B/C.3/36.

g/ OECD: Development nssistance Efforts and Policies, 1965 Review;
iuality and nffectivensss of Financial Flows and Problems of
Debit Servicing: Note by tne UNCTAD Secretariat - Document

TD/B/C.3/35.
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in earlier years. at tae obther hand, contribution of the United
States of America to tne flow of international financial resources
continued for a2 while to increase at the same time that there was

s marked tendency for the terms and conditions on which the resources
Were.being extended to harden. Thus the proportioh of grants
declined, interest rates crept up and there was more aid-tying. Most
recently, a reduction in volume has also been decided on which makes
the prospects of US assistance to internaticnal development very

gloomy in the intermediate period ahead.

23, The problem is how to arrest tnese adverse effects without
reversing the positive tendencies associated with them. The under-
lying principle waich developing countries should seek the agreement
of.dunor countries to accept and observe is that no further
dgierigration in the terms of aid should be allowed to take place,
tﬁat inprovements in the direction of trying to attain the.General
Agsgmbly and DnC targets should not be purchased at the cost of a
redugtion in the volume of aid, and egually important that future
increases in the wvolume of aid should not be made conditional on a

worsening in the terms of aid.

¢4+ From the point of view of the African countries it has to be
gmphasized that apart from the Buropean Development Iund and the
bilateral donations flowiny from countries sucu as France and
Belgium, the african region has had to bear the full weight of this
deterioration in the terms €% zid. In other regions the intervention
of regional institutions such as the Inter-American Uevelopment Bank
aund of gonsultative machinery on aid have often assured some degree
of protection against the immediate worsening of the terms of aid

in step with changes in the aid policies of major donor countries.
flogt African countries, however,have had to depend upon the ordinary
machinery of aid, and have therefcre felt immediately the
deterioration in the terms of aid. Accordingly it is necessary

for the African countries beth to join in the general search for

sone agreed means of haltin, the deterioration and subsequently




improving the terms of aid, and also to press for special machinery
which will protect them against reverses that might occur in the

implementation of these general international policies.

25. There are several possibilities to be pursued in the direetion
ofAimproving the terms of development assistance. From the Report

of the Jecond Session of the Committee on Invisibles and Finaneing
Related t¢ Trade it appears that there is a readiness on the part of
donor countries to fulfil the DuC recommendation. Thus '"The
representatives of many developed market economy countries placed
particular emphasis on the need to fulfil the recommendation of the =
Development assistance Committee (DiC) of the 0LCD on financial terms
and conditions and (several) indicated the steps which they were
taking to soften the terms of development assistance in conformity © .
with that recommendation.“;/ On the other hand, '"some of them considered
that full compliance with the DAC recommendation would require more..:
time." 2 Yhatever the actual effectiveness and szpeed of thae steps
taken by developed countries it is clear that not only is the target
far from reached but the present policies still tend towards a further

retrogression.

26. The dateline for fulfillment of the Ceneral assembly and DAC
target is the end of 1968. EHarl, in that year, UNCT.D II will be
expected %0 geex a clear promise and 1f possible a timetable for .
further improvements in the terms and conditions of aid in the period
after 1968 while at the same time assuring the timely achievement

of the targets previously set.

27. If agreement can be reached to set up the suggested consultative
mechinery between the donor and recipient countries, tae folldwing
suggestions would stand z better chance of being carried out in the

period after UNCTaD II:

1/ TReport of the Committee, document TD/B/118, TD/B/C.3/51

2/ Ibid.




- Tn the area of suppliers coredits; the possibility of separating

within the export credit organizations of donor countries the
flow of oredits going to developing countries should be
pursued with the a2im of granting concessionary provisions over

the conventional terms covering credits to developed countries;

The interest-free principle could be pushed as a general
principle for acceptance by other bilateral donors. I is not
unreasonable to expect that efforts at ﬁaintaiﬁiné an
equitable distribution of the development assistance "burden"
among donor countries will yield positive results for the
developing countries in terms of more favourzbie terms of aid.
Already the initiator - Ui - reduced the volume of its
contribution, reportedly owing to balance of payments strains.
At the other end, the hardening of loan terms by the Uba is
believed to have been in response to illiberal policies on

the part of Buropean countries. The general adoption of the
interest-free principle by more countries would be an
inducement for the U3 Government to reverse the trend in its

terﬁs of lending;

In the area of multilateral assistunce, agreements should be
secured on refraining from :he intreduction of restricting
conditions into the system of operation of the multilateral

agencles particularl; ILDAj

Just as any improvement in the Uorld Bank's terms of lending
will bring about glcbal improvement, sco will an increase in
the resources of, and lending - by, the IDi (assuming no
change in IDa's terms). ¥hile both objectives should be
pursued independently, it should also be pessible to bring
about further improvement through the creation of inter-
mediate lending facility - between the regular Bank and

the present IDi windows - which would, utilizing part of the
Bank's reserves, extend loans on what are essentially

subsidized terms. The allocation of say $l.5 to »2.5 billion
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of ex1st1n5 Bank reserves for lendlna on these 1ntermed1ate

terms would bhe of partlcular 1nterest to afrlcan countrles in

the flnan01ng of a contlnental 1nfra-struoture ﬂhlch cannot in
most cases pay the present cost of regular Bank money and
whlch, on the other sids, cannot compete vith the claims of
India and other countries backed by Bank consortia for IDs

funds.

The Buropean Development Fund waich also zives capital

assistance by way of both grants and loans is due for re-
negotiation next year. Despite its liﬁited country coverase,
UNGIaD IX might be able to express a wish t¢c see an increase
in the Fund, on the condition however {a) that such increase
is an additional element in the aid programmes of countries
like Hest Jermany and Holland who might otherwise transfer
resourcés from their general aid programmes to the oDF, and
(b) that further improvements in the terms, é.g. a further
increase in the slement of interest subsidy now granted on the

commercial portions of the operation, might be made.

A multilateral attempt at aid unitying might be made. For

instance, the U3 is reportedly sstting a minimum figure on
the share of the exports resultina'from the disbursement of
IDa loans wbich must come back to US enterprises in order to
free its new Ia coniributions from tying conditions. This
criterion could usefully be turned round by the African and
other developing countries. It ma; be possible to securs
agreemént on the principle that countries which do azlready
get a minimum of such orders back from their aid disburse-
ments should not be entitled to tie their louns. 4 further
arrangement might be made whereby countries which do not
"attain the mihimum ratios of export orders to aid
disbursements would be able to draw on international credit,
provided say, through the IdF, up to an amount which limits

tne net foreign aid costs of the aid programne to the agreed



ceiling. If this ceiling were set from the beginning even
at a low level, say 30 per cent, it would then be the aim
tc seek a relaxation of the conditions through successive

agreements with the capital exporting countries.

IV, 1 DEBT-=S3iVICIHNG PROBLAM

28, The rate at which debt-servicing obligations of develpping
countries are mounting lesaves no doubt as to where these countries
are neading; in fact the crisis point has already been reached by
several countries. Under the existing international praciice a debt
problem is only acknowledged when the situation has actually developed
into a financial crisis. It would Obviously be far more satisfactory
to have machinery for dealinyg with debt problems before that point

is reached. In most cases it is easy to tell when a crisis is on

the way. It would also seem unrealistic, given the known facts

about the debt structure of so many developing countries, to continue
to treat debt crisis as a sickness affecting a few isolated countries.
Although some countries are facing more seriocus problems than others,
the debt problem is such a common phenomenon in the world of
developing countries that its treatment should be based on principles
which are capable of general application. There will naturally
always be some countries requiring immediate and wore comprehensive
measures. However, international policy shcould be based on the
potential dimensions of the debt problem rather than on its finally
revealed manifestations: action should be as far as possible
preventive. [Uhere is no contradiction between this approach and the
now accepted position that the treatment of debt-servicing

problems reguire twe types of measures, long-run and short-run

Nneasures.

29. The debt-servicing problex has arisen primarily out of the
persistence of unfavourable teras and conditions of aid, and
therefore measures aimed at avoiding the problem in the long run

must consist in the main part of adjusting the structure of
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interest rates and majurities of loans and the ratio cy grants
to loans in the total of foreign aid to a more reallstic 1ével.
But in dealing with those cases where a crisis has already arisen
a liberalization of the terms of new financial assistance 1is
obviously not enough. Renegotiation of debt with a view 10
rescheduling of repayment liabilities is usuzlly necessary. The
sharp increase of shori-~tern credit in recent years, particularly
the disproportionate growth of commercial credits in the flow of

aid, has been the principal reason for the difficulties in debt

repayment.

30, Despite general agreement about the necessity of measures %o

deal with the debt problem much has been accomplished. There is &
reluctance to deal with those cases where a ¢risis has not actually

occurred. And when action is finally taken the absence of
established machinery or generally agreed principles for such action
often makes the measure taken quite ineffective. Some solutions

have. consisted of simply postponing the crisis for a few months.

31. There is some reluctance among debtor counffies to ask for
renegotiation-and reéoheduling of debt, since this might adversely
affect their credit-worthiness and their chances of securing further
development assistance. This fear is not qcmpletely without
justification, given the overall climate of opinion among donors.
There appears to be greater emphasis on the inefficiency of
developing countries, particularly in the area of debt management,
than on the persistent and growing deterioration of the terms of
borrowing.

32, A number of general principles can be recommended for African
and other developing countries to sponsor in the UNCTAD discussion

of the debt question.

_ Treatment of crisis resulting from excessive repayments
obligations should be applied more systematically rather

than on an ad hoc basis. This does not mean the

l/ ni formal renegotiation may serve to lmprove and gradually
restore the credit of a country that is 1n serious difficulties
in meeting its obligations, and enable the debtor to avoid a
default, with its damaging effects on the international credit
structure. Yet it may not suffice to restore the debtor's
oredit-Worthiness to the level at which it would have been if
renegotiation had not been necessary." LIF annual Report 1965.
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application of one rigid formula to all cases, but it does
seek to emphasize the laying down of certain basic principles

to provide the guidelines for action.

~ In order to tackle the problem effectively the creation of

some standing arrangement will be Necessary for at least the
period of time during which the bulk of rescheduling cases

are expected to coms up.

~ In the deterﬂlnlnS waich cases require action to reschedule

debt, the criterion should be the potential debt- -servicing
position of each country based on pProjections. Hence it is
necessary to‘make realistic evaluations of the present
situation and to identify the much broader group of potential
crisis countries rather to concentrate on the obviously acute

situations cases as is presently done.

- Although the debt-servicing problem is more often caused by

private lending than by official aid transactions, a signi-
ficant contributing elemsnt of this private lending consists
of short—term supplier's credits most of which are publicly
guaranteed. Until more permanent institutional improvement
has been brought into this sysbtem of financing, it mizht not

be unreasonable 1o recommend that governments of donor

‘countries take over these supplier's credits and transforn

them intd long-ternm obligations when the recipient appears

to be under debt-servicing stress.



V. SUPPLEMENTARY FINANCIAL MEASURES

33. Sinoe export trade, and sometimes the level of export prices, has

a decisive influence on government revenues in many developing countries,
ingtability in the export sector has ofien caused interruptions to the
steady_imblementation of development plans. This leads to many dis-
economies and is also an impediment to the maintenance of that degree

of confidence which is required to stimulate private investment. In
many cases a revivel of export markets soon follows and on the average

of the good years and the bad the developing country has enough resources
to finance the planned programme of development. The interruption

with its attiendant losses, is therefdre seen in retrospect to have

been unnecessary, to have been forced on the country solely because

of the lack of some meang to tide countries over a temporary bad patoh.
The proposal was therefore to set up machinery to furnish developing
countries which are in tempérary diffioculties owing to export fluoctuations
with long-term loans to bridge the gap and to enable them to maintain

a steady, and hence more economical pace of development.

34. The scheme nas been studied by the %World Bank since the firsi

UNCTAD and proposals have been evolved which answer most of the questions
that need to be{anuwored beifore the acheme could be realistically
implemented. The most important of the remaining questions concern the
definition of the "policy vackzge’', the neglect in the present scheme

of terms of trade considerations; the trcatment of "overages", and the
speed and mechanios of fhe systems to be set up for effecting the

required transfers of suppleuweatary assistance.

(1) The Pelic: T-ciarz

35. It is desirable that thec agreement resumed between the exeouting
agenocy and the recipient country chould cover policy commitments similar
to those now involved in the operation of World Bank consultative
groups, i.e., agreement on a number of general macro-economic targets
buttressed by rather more detalled prcjections in the export sector.

Because of differences in the economic situations of the wvarious




developing ocountries, a unlform degree of elaborateness of the polioy
package would be both unattalnable and unnecessary. “The elaborateness
of the content of each package would have to be worked out on a pragmatic.

basis.

(i1) The Liability of Contributing Ceuntries

36. In view of prevailing uncertainties in the whole field of aid, the
best solution to this problem mighv seem to lie in adopting the most
widely accepted estimate® of the financial requirements for a meaningful
scheme, stated within certain ranges of magnitude, as a basis for starting
the scheme off. It would be quite aCCepfable for the developing coutitries
to agree thaf the llabllltJ of the contrlbutlng countries would be limited
within those ranges for an initial period of, say, five years - t0o be
revised in the llght of what appears to be the actual reguirements when

the scheme has been tried for some time.

(iii) Export Projestions

37.. Since it seems unrealistic expect universal agreement on all aspeots
of the statistical methods tO be employed, it would appear practical to
entrust the matter to a statistical service within the Executivé.ﬂgency
whose competénce would he accepted by all parties to be beyond reproéph
and which could be advised if necessary by a technical committeo of"..'

representatives of participating countries.

(iv) The Treatment of Overages

33, Ifhmighf'be difficult for most develcping countries to0 ensure that
unforeseen increases in export earnings are saved even where the export
of major commodities is State controlledl'iﬂoreover, success in doing
so amounts to freezing export earnings at least temporarily into idle
reserves, and this cannot be expected to represent an attrastive
ocbjective for a developing country even for the sake of partiolpating

in a scheme of supplementary firancing.

e ] £ e



(v) Relatlons with IMF and Compensatory Fisance Scheme

39. . Slnce the proposed policy package and export projections would
obviously impinge on the same range of problems as the present IMF system
nf surveillance, and in order o avoid confliciing international ageno&
verdicts on the same situation,‘the'déveloping countries could -concede
the principle that the administering agency and the IMF should '"oo-
ordinate their activities closely" and invite the interested governments

on the donor side to propose details-of how-this might be dons.

(vi) Speed and Perlodlclty of Transfer

40-‘ A systen slmllar to the ore devised by the IMF could ee adopted,
preferably with the prov131on that interim drawings could be allowed |
covering practloally all of the .estimated current shortfall in export
recipts so as to avoid inflation or an accumulation of expens;ve shorﬁj
term debts which could occur if the'recipiént country had to wait mény'
monthc for the completicon of negotiaticns and other formalities before

it oould draw on any assirtance.

41 A8 can be seen many of these outstanding issues are readily
negotiable or shéuld properly be left to be dealt with by a responsible
Exeouting agency. There is a risk, in the present discussion that an
excessive concentration on difficulties, real and hypothetlcal, sould
result in the scheme c¢f supplementary financing riot gettlng cff the
ground. African countries with their extreme liability to export
instability, and no other protection open to them, should exert their
Wweight on the side of getting the scheme started on the basis cf whatevér

satisfactory compromises can be achieved.




VI, THE QUESTION OF INTERNATIONAL LIQUIDITY AND AID

42. Balance of payments stirains have often been put forward ezpeoially
by major donor countries as an explanation of the failure to step up
their contribution to developmeni assistance as well as for the tendency
towards a hardening of the terms the aid granted by them. Persisteﬁt
balanoce df payments difficulties especially in the case of Teserve
currency countries have stimulated the moves t¢ reform the international
monetary system. And agreemen’ has now been reached on a generally
acceptahle illan for deliberato reserve orcation should world liquidity
prove inadequate. If the various constitutional processes go through -
as envisaged there will be hy 1969 a new source of international financial
instrument to be used for sustaining and inoreasing the volume of world

trade.

43. The existence of these resources will be of great importance to
developlng oountries both ir the framework of trade and developuent
a351stancn, especially since thelr economies, and ranticularly ““heir
exports are subject to more frequent and severe short-term fluctuations
than those of the developed countries. and unlike the latter they have
not ot the means — reserves and credit Tfacilities - with which to make
the necessary adjustments during periods of difficulty without un-

palatable curtailment of essential imports,

44+ In the later stages of the plénning'this neyw system of international
credit interesfs of developing countries were brought uCTe® elosely to
the attention of the developed countries as well as the invernational
institufions concerned, owihg in part to the concerr with the matter
expressed at the first UNCTaD and the organization by the Conforence of
an expert group to study the problem of intermational liguidity with

spocial reference to the needs of developing countries.
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45, The Expert Group strongly recommended that Cor the success of a
world monetary system i% nas to beo truly international. And; what is
of particular significance from tle develoning counsries’ point of -
view, it also concluded that '"it is brth feasible and desirable to
establish a link between the creztion of intermaticnal liguidity and
the pro#ision of development finences, without detriment 1o either

1
process”o~/

45. The system that has now been.proposed is international from the
point nf vieﬁ tkat deveioping countrica wilt have a skhare in the oredit
faciiities fo be createa (unfike'soma proviong oredit arfangeﬁénts‘made
under the IHF) and will 2lco b2 nssocia*:d im the management of the
sohemse, However'agreement has notl been reached 1o create a link
betwaeﬁ the new liquidity arrangements and an obiigatdry increase in
the transfer of aid by any developed couacnixy -lilch .altes uee of it as
demanded by the developing countrics. I% would not pay african and
other develéping countries to maks their participation in this scheme
condi%ioﬁél"ubon the acceptance of the link in the form originally
proposed. 3But the search must bs pressed vigorovusly for some inocome
of enabling Afpican countries and cthera to bezefit more from the

soheme than they are now likely to dn.

47. Two reasons vhy the present proposals would yiel&“rélatively little
benefit to¢ afriecan countries might be considered. Firstiy, those
African counfries whiclh belong to the franc zoze have a system of
import"ﬁrogramnihg (the so-called ocperatioss account ) which makes it
unclear how they could make use of the new facilities to supplement

their import capacity.

45, BSecondly, the nevw Teserve 285018 era 40 be shared among eountries
in proportion to their present guotas in the IKF, which means that the
share coming to the african region Will be guite insubstantial in the
first place. But, in addition; because African countries derive so
much of their requirements in the monwtary sector from other regions
and have such a swsll shevc in curplying other regions' needs, most of

the »redits allcrcated to them will leak out arver the very Iirst round

l/ Tnternational Mcuetary Issues and the “sveloping Countries.
(United Wati.ns publication Sales No.: 66.II.D,2) New York.




of transactisns without contributing much to atimulate local productive
aotivities. By contrast, the developed oountries will spend their
allecations on eack others! goodsy s0 that where in Africa there will
bo only a once-~for—all gain of credit to spend on imports, in the more
advanced countries ‘there will be a permanent inorease in purchasing

_ bower which will circulate among them to stimulate their production and
their trade and whick will be further augmented ty leakages of the
credits initially granted to developing countries.

49, In general if the wealthier countries are going to obtain additional
claims to real resources by international decision, and if their balanoce
of payments problems which have been adduced as the case for roductions
in aid are also going to be eased, then tkrere would seem ample reascn

to insist that they should make some contribution to international
development in proportion to thesea gains. VWhile leaving the exaot
modalities for later negotiatinn the African sountries would do well

to mobilizs other developing countries bshind the demand that the
developed countries make some commitments to inorease their aid in
conjuction with the coming into offect of the new international

credit systemn.

A RN AR T ] = e ol e e b a8 Ry e T e e e



ANNEX

ASSISTANCE RECEIVED BY AFRICAN COUNTRIES FROM DEVELOPED COUNTRIES
AND MULTILATERAL AGENCIES '

1. The following is a brief analysis of the financial assistance
received by Africa,'366ordiﬁg fq statistical iﬁfofméfioﬁ:sq fér:avail—

able in the ECA secretariat. DesPite the numerous gaps” in suoh information,
"it is hoped to identify the major trends in the flow of capitdl made
available to the African countries during the first half of the Develop-
ment Decade, and thus to formulaté the position that the African

countries might adopt during the negotiations in the second UNCTAD.

The figures available cover aid supplied by the member countries of the
OECD and the multilateral agencies as well as the commitments of the

centrally planned countries.

2v+ ‘From 1961 to 1964, the cumulative net total of capital made
available to Africa by the member counirieg of the OECD and the multi-
lateral agencies  reached $6,754 millioﬁz or approximately $24 per head -
(seé-faﬁieﬂi).V_By_édmﬁg?ison, Asia obtained $11 pér hééarin theuégﬁr -
years and the developing countries of America §17. At first sight, this
comparison would seem favourable to Africa. However, on investigation,
it is seen that aid to Africa is concentrated in certain countries.

For example, the franc zone countries alone absorbed more than 56 per
cent of the foreign resources supplied to Africa. This reflects the
amount of aid provided by France to its former colonies. Table 3 clearly
shows how great this was: +the highest amounts are those for franc zone
oountries and bilateral aid, France being, according to a recent OECD

study, the greatest supplier of bilateral assistance to Africa.

3. Bilateral assistance provided by the developed countries with market
economies between 1961 and 1963 represented 93 per cent of the total
financial assistance made available to Africa. Study of this assistance
shows that 74 per cent consisted of grants. This is further reflection

of the influence of French aid, a large part of which is known to be

made in the form of grants.

1/ In this study dollars are taken to be United States dollars
unless otherwise specified.
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TABLE 1

Geographical distribution of net ¢iticial flows Y 2/

.- 10 _less—developed couniries from OECD, member

countries and multilateral Organisations, 1961-1964

- Vet flow Per capita.

Recepient .regions (US$ million) net flows

1961 1962 1963 1964  1961-1964 1964 1961-1964

R Us§ - - US$

Asia 2235 2402 2758 2935 10330 - 3.15 . 11,07
America 876 945 1150 1018 3989 4.39 17.19
Burope 543 468 469 343 . 1823 3.78 20.03
Africa 1657 1719 1636 1722 6734 6.04 23.63
North of the Sahara 800 576 715 684 2775: 11,40 46.75
SOuth.qﬁ'%pe saharaf 857 1143 921 1038 3959 4,61 17.60

Sources

OBCD,. Development Assistance Eiforts and Policies,

Appendlx Table 7

;/ The flows 1nclu&e loans w1th a maturlty of one year OT MmoTe.

1965, Review

g/ Net offlclal flows equal net bilateral official grants and loans recelved,
plue grants and loans received from multilateral organisations, less capital

repayments and capital subscription .payments to these organisations.
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Paie 3
TABLE 2
Percentage of total disbursements
by type and area, 1960 and 1963
!
1360 f 1963
Total | Bila- Multila- Private :Totall Bila- kultila- DPrivate
© teral  teral 5 : teral  teral
Per cent : | Per cent
é
Total 100 57 4 i 38 i 100 65 8 27
I i i
America 21 5 - P17 i 28 11 3 13
Africa, 33 19 2 1 12 o289 1
Asia 41 | 31 18 ;32 3
Other 4 2 - 2 o33 - -
Source: OECD, Development issistance Efforts and Policies, 1985, Review

Note:

If the less-~developed countries in Europe had been included, the total used
as a base would have been increased ty 8.3 per cent in 1960 and 8.8 per cent
in 1963, reducing all percentaszes in the table correspondingly. It would
have had little effect upon the patterns.
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UNITED STATES AID TO AFRICA

4.  From 1960 to 1966, the total of United States bilateral aidi/
- to Africa, was $2,723 million. OF this total, $1,645 million, i.e.
60 per cent, was in the form of grents and the rest in the form of.

loans (see table on page 6)e

5+ The chief agencies of American aid to Africa were: AID with
$1,496 million, i.e, 25 per cent of the total, the Food for Peace
vrogramme with $906 million; 33 per cent of the total, loans ffom

thé Expoft—Import Bank totalling $216 million, 8 per cent of the
total, and other programmes to the amount of $115 million, 4 per cent -

of the total,

6. It can be noted that American aid rose very considefably from

year to year being $211 millioﬂ in 1360 and nearly $460 ﬁillion in

1961, The Teason lies mainly in the inecreased Food for Peace brogramnme,
whose contribution aluont quintupled and the rise in loans from the
Export-Import Bank. The increase continued in 1962, this time throagh
the contribution of AID and the Export—Import Bank, Trom 1963 to 1965,
American aid to . Africa decreased and, in 1966, despite an increase in

the overall amount, aid Temained Lelow the 1961 level.

Te The ghape of AIDq.WﬁiCh was 81 per ceat of total American aid in
1960, was reduced to 44 per cent in 1966, whereas the respective shares
of the Food for Pence progrzame and the Export—Import Bank, which were . .

16 and 1.7 per cent in 1960,'increaséd to,37-and 11 per cent in 1966. .

8. The terms for American aid havé_been deteriorating aince 1960ff'

In fact, the proportion of loans, which was 43 per cent in 1960, roge

to 52 per cent in 1966, tho propor+ion of grants falling from 57 per
cent in 1960 to 48 Per cent in 1966. The rate of interest applied to
all United States loans haz continually increased: 2,5 per ceﬁt in 1962
and 1964, 3,3 per cent in 1965, whereas the amortization period has
been shortened: 29 years in 1962, 33 &ears in 1964 and 28 in 1965.2/

i/. Not including military aid.
2/ TForeign Affairs, July 1957, Vol. 45, No. 4, P. 722,
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Puge 6 TABLE
United States loans and grants to africa, 1960 - 1966
Millions of USH
Program Foreign Assistance Act Period
1960 1961 1962 1963 1964 1965 1966
AID and predecessor agencies - Total 159.7 264.0  315.0 239.1 189.0 149.7 169.5
Loans 86.4° 93.3  115.6 115.9 90.9 73.0 88,9
Food for peace - Total 334 147.9  98.7 217.1 146.0 121.2 141.8
Title I - {Total Sales Agreements) (-) (14.3) (40.1) (58-8)&50;1 (55-5;(37.9
Less: (Planned for U.3. Uses) (<) (2.9)  (1.7) (8.7)(11.3) (12.58) (7.3
Title I - Planned for Loans and Grants - 11.4 32.4 50.1 38.9 42.8 30.6
104c - Grants for Common Defense - - - - - 3.4 -
104e - Grants for FKconomic Development . - T2 11.0 26.4 1.0 1.0 -~
104e - loans to Private Industry - 1.4 2.8 3.7 8.0 5.3 1.3
1Cig - Loans to Governments - 2.9 18,6 20.0 2%.9  33.1 29.4
TITLD I ~ ASS'T FROM OTHXR COUNTRY AGRHTS — - - - - - -
TITIE II'— EMERGENCY RSLIEF & FCON. i
DEVELOFMENT 26.8 120.5 led 127.5 54.0 37.3 48.1
TITLE IXI - VOLUNTARY RELITLF ACGENCIES 6.6 16.0 18.2 37.4 52.4 31.5 24.5
TITLE IV - DOLLAR CRLDIT SalES - - 0.7 " 2.1 0.7 9.6 38.6
Export — Impoft Bank Long-Term Loans 3.5 43.7 - 67.5 .7 12.8 '34.5'44.3
Qther U.S8. Economic Prograns 4.0 4,0 T.2 15.0 24.9 C2T7.2°32,7
TOTAL DCOTOMTIC 210.6 452.@ 488.4 480.9 3.7 332.6 388.3
Loans 89.9 1431.3 205.2 151.4 423 155.5 202.4
Grants 283.2  329.5 2304 . 177.2 185.9

120.6 318.4

Source: LID: Statistics & Reports Division,

U.S. Qverseas lLoazns and Grants and

~ssistance from International Orcanizations, Obligations a

Authorizations, July 1, 1945 -~ June 30, 1G66.

nd Loan

|
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These figures are averages. In general, loans from AID are for a
period of 40 years (with ten years'! grace on amortization) and bear
interest at 2.5 per cent (1 per cent during the grace period), whereas
loans from the Export-Import Bank are for a period of 10-20 years, at
5.5 pertcent interest. Until 1961, principal and interest were serviced
in local currency except for loans from the Export-Import Bank, which
were re-paid in dollars. But since 1962, it has inoreasingly been the
rule that loans and interests must be repaid in dollars. The greater
part of American aid is linked with the purchase of supplies from the
United States.

UNITED KINGDOM AID TO AFRICA

9. The following information can be derived from the fragmentary
figures available: the bilateral ald supplied by the United Kingdom
to Africa had considerably increased in 1965/66 over the 1957/58 level;
from $62 miilion in 195]/58, United Xingdom Aid rose to nearly $230
million in 1965/66.

TABLE

British Covernment Bilateral Disburgements of
. Foonomic Aid to Africa, 1957/58 - 1965/66

(pillion US$)

1957/58 1964/65 X 1965/66

Technical
Grants Loons Total Grants Loans Assistanoe Total Grants Loans T.A. Total

Africa 52437 10.0° 62.3  95.7 83.9 5002  229.8 76.9 97.2 55.6 229.7
Commonwealth 39.5 10.0 49,5 84.6 7941 49.4° 213;1 76.6° 91.5 54.2 2223

Others 12,8 -+ 12,8 1l.l . 4.8 0.8  16.7 0.3 5.7 1.4 T.4

Source: HMinistry of Overseas Development: Overseas Development;:Thé
Work in Hand, August 1965 and January 1967.




Annex
Page 8§

10, British aid is mainly concentrated in the Affican membefs of fhe
Commonwealth, and this trend has become more aﬁd more accenfﬁated. :
The share received by these countries rose from 79 per cent in
1957/58 to 96 per cent in 1965/66. Incidentally, 83 per eent of
United Kingdom aid was in the form of grants in 1957/58 and 33 per
cent in 1965/66. The 1957/58 figure includes the cost of technical
assistance, which it was not possible 1o 1dent1fy separately. Taking
the figures for 1964/65 and those for 1965/66 the proportions are a8
follows: grants, 42 per cent in 1964/65 and 33 per cent in 1965/66-
loans, 36 per cent in 1964/65 and 42 per cent in 1965/663 technical
assistance, 22 per cent in 1964/65 and 25 per cent in 1965/66.

11, A4ccording to a report by the Minietry of Overseas Develcpment, a
large part of British aid was used in the technlcal assistance field,
to repay the African countrlee'expendlture to pay the British officials
they used in theils varicus serv1ces or British consultants or economioc
missions sent to the African ccuntries. Another part of such aid was
used ag budget subsidies. Furthermore, although it is increasingly
becoming a feature of British policy. to link aid with the purchase of
prodaucts from the United Kingdom, a large part of British aid to Africa
was intended to cover the local expenses of dovelopment projects. For
example,. in 1965/66 58 per cent of the &3 mllllon 1ntereet—free loan
to Kenya wags used to cover local expenses. In Uganda, the proportlon

‘1s 34 per cent, and in Malawi there is no limit.
" AID FROM CENTRALLY PLANNGD COUNTRIES TO. AFRICA

12, Table 5 shows ege commitments undertaken by the centrallq planned
countries to help the African countries. There was a very considerable
inercase in such commitments betweesn 1962 and 1965 From 1954 to
1961, the commitments of the centrally planned countries for eoonomio
agsistance to Africa totalled $1,247 millien, bui these commitments
“ygached a higher total during the following four years: _$1,375
million between 1962 and 1965.
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Commitments of Bllateral Eoonomlc A551stanoe from

Centrally planned Fconomles 1o Afrlcan Countrles, 1962-1965

(Millions of dollars)w/

1965%

Iten and country Total befo~ 1962 1963 1964
re 1962 E/

Total commitments for all

developing countries ...... 4,138 316 341 1,246 685

Total commitments for |

AFrica evevevosnnonssnsseas 1,247 55 242 874 204
AlgeTia sevesnsveencssnss - - 156 143 -
Central african Répﬁblic. - - - 4 -
Congo (Brazzaville) susss - - - 33 29
HLRiODi& ovvesesecnsennes 114 - - - -
GRANE +aseennsernaonanoes 122 - - 22 20
Guiﬁéa e eereeneenenenans 106 13 - - -
Kenya tosssesissearsaanas - - - 55 -
Mali soeessrasensaseences 15 10 - 27 -
MOTOCCO svnescsnsonsosrca 5 12 - - -
NigeTria seseesssonsonsses - - - - 14
DBregal sevessseraveninss - - - 1 -
Somalia eeesevetanaonanss 14 - 22 - -
SUAaNn ssesesvsacnccssanns 22 - - - -
Tanzania cesesssssnssvees - - - 5L - -
Tunisia seeaeoserencessns - 48 - - - -
Uganda essscssesrsvnersns - - - 15 - 15
UeBleRe vevevenoencecnnnns 681 20 64 517 126

Bource: United Nations: International Flow of Long-Term Capltal and Official

Donation, 1961-1965.

a/ National currencies converted into dollars at official rates of exchange.

E/ Cumulative, 1954—1961.

g/‘ Preliminary.
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Table 10

13. The main characteristics that meem to fellew from table 5 are

the concentration of aid from the centrally planned countries in a
small number of African countries and a certain degree of irregularity
in such aid. From 1954 to 1961, ald was supplied to only 9 African
countr1es~Ithle number fell to 5 in 1962 and to 3 in 1963. In 1964
“the number roge agaln to lO, falling back to 5 in 1965, Moreover,
apart from the UAR, no Afrlcan country has received aid continously.

"year by year from the centrally planned countries.

44+ It would have been interestingfioAascertain“what‘proportion'of'the )
allocations from the cenirally planned countries was actually used by
the African beneficiary countries and also for what purpose, but thls
informatlon is not available at present.

AID FROM THE EUROPEAN ECCNOMIC COMMUNITY TO THE .ASSOCIATED AFRICAN
STATES AND MADAGASCAR _ o

15. DNegotiations for the renewal of the Yaoundd Convention are to begin
soon, One of the most important factors in thepe negotiations will in~
contestably be financial aid from the European Development Fund (IDF).

S0 far, the EDF has been the largest multilateral source of aid provided

to the African States associated with the EEC (AASM) and even the

largest absolutely. e

16. The first Fund (the Fonds de développement de 1'dutré—mér or FEDOM)
which commenced on 1 January 1958, was designed to supplement the ﬁilateral

aid granted by the FEuropean States, the 1argest'ehare‘of'whiéh‘donsisfed

of that granted by France to its colonies through‘the'andé d'agsigtance
et de coopération (FAC). Aid under FiAC; although sIightly on the decrease
since 1963, was still large even after the second Furid (EDF) started

operations in 1964.
17. From 1959 to 1965, the FAC paid to Afrlcan countrles loans totalllng

.. more. than . $465.. mllllon, 99 per.cent .of which went to ass@ciated oountrlee

~ in.the france zon .{see table 6). - The. loans were dlstrlbuted as followsa:
33 per cent for the 1nfrastructure, 32 per cent for development and pro-
ductlon, 21 per ccnt for social equlpment and facilities, 10 per cent for

general expenditure and 4 per cent for shares (see table 7).

1/ 1Including Mali.
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18. The FEDOM had 581.25 million units of acoount available (equivalent
to ¢581 25 million)- pald in by “the ‘six Members of the EEC to finance,

in the form of grants, the capital 1nveetment expenditure of the amso-

ciated countries and territories in the non-productive sectors, mainly for the

economic and social infrastructure.

Owing to the delay that occurred

during the start-up period and the negotlatlons on the second convention
of association, as well as the difficulties reeultlng fron the absence
or 1nadequacy of development plans submitted by the associated oountries,

FEDOM was not able {0 liquidate its operations by the end of the First

convontlon of asgociation. However, on 31 December 1965, almost all

FEDOM ! & money had been committed (see table 8).
there was a2 gap be tween the amount commltted and that actually expended,
which on 31 Decerber ‘1965 represented only 55 .per cent of ! ‘commitments.

However, it is foreseen that if Payments continue at $100 mlllmon a year, -

-operatlons 1n 1968.

as well as productive 1nvestments.

trlbuted as follows:;
EDF

Orants
Special loans

Buropean Investment Bank (EIB)

Normal loans

Total

‘19. Wlth the second convention of association,
~in the concept of the assistance provided by the EDF, The total money
"available in the fund wag raised tn $800 mllllon for the perlod 1964~

Of this $800 millionm,

The money will be made available

'1969, an increase of 38 per cent over FEDOM.
$730 millioh is intended for the AASM,
both in the form of grants and loans and will cover non-profit projeets

For the same reasons

" which has been the rate since 1965, FEDOM will have completed its

1mportant changes occurred

Outright grants and loans are dis—

$620 millicon
$ 46 miilion

$ 64 million

$730 million
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The loans of the EDF are on very favourable terms, being gpread over
40 years with a pericd of grace on amortiz;tion for.the first 10 years;
at a rate of interest not exceedirg 2 per cent. Laons of the EIB are
made on normal terms but, by intervention of the EDF, it is possible

to lessen the load for the AASM (é pef cent interest rebate for loans

of a maximum duration of 25 yp@r;, fox example)

20. Under the Convention of a38001at10n, the AASM were obliged to sell
their products at world market prices, according tc a time-table varying
from product to product. That meant that, apart from the associated
countries not members of the franc zone, the AASH were to losejthe
financial advantages resulting from the "overprice'" that their products
enjoyed in the French market. :In 1961, for example, the total:financial
benefit of the AASM arising out of this preferential treatment was
estimated at 343 million Frencg francs, or $69 million, as can be seen

from the table below:

CFA COUNTRIES: ESTIMATED FINAHCIAL ADVANTAGES OBTAINED
THROUGH FRENCH PREFERENCES 1961

BExports of the AASM Tnternatlonal French Unitary Total Financial

(france zone) to Price Price leference Advantage
Francs . C lefo _
Products (metric tons) %Fremca francs per kllogrdmme) =(1) x (4)
(1) 2) (3) &) (5)
Coffee, robusta 167,513 2.02 3.23 1.2% 202. 69
Coffee, arabica 7,600 3,68 435 0.67 : 5. 09
Groundnute 335,000 0. 97 1.03 0. 06 20,10
Groundnut oil 111,300 ‘ i1.63 2,00  0s37 41.18
Palm oil 12,400 1.12 1.19 0.07 0. 86
Bananas 146,500 0. 72 0.90 0.18 26.37
Sugar 45,000 Q.29 0.85 0. 56 25, 20
Rice 13,000 : 0.90 . 1.50 0. 60 7&803
Cotton E/ 674455 ‘ - - - _ 10.10—/
Other products— : o 3.60
All products | |  372.99

Source: IMF, Staff Papers, Vol.X, No.3, N vember 1963, p. :368.

a/ Subsidy to producers L
E/ Pepper, gum, grated coconui, stce
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21. Therefore, a way had to be found of compensating for this loss and
allowing the Afrlcan economies to adapt themselves to the new situation.
With this aim 230 mllllon units of account were reserved for ‘allocation
to aid to produetlon (price support and structural 1mprovement of cr0ps)
and for diversification during the five-year period 1964-1969, an
average of $46 million yearly for all the AASM.

22, - Comparin; this figure with the $69 million in paregraph 5, it would
.8eem that AASM in the franc zone were not given compensaticn equal to the
_loss'iﬁcurred by marketing at world prices., Therefore, the other forms
of aid from the EDF should be of such a nature as to increase and diversify
exports from the AASM in order to provide additional compensation., However
that may be, the AASM have intimated that they would have difficﬁlty in
winning again on the markeis of the six what they lost by the progresgsive
abolition of the special arrangements with France. .Furthermore, special
steps had to be taken for certair products, particularly oil seeds for
which additional aid of $21.5 million financed out of the EEC budget will
be allocated for the period.l July 1967 to 31 May 1969, when the Yaoundé

Convention expires.

23. . During. the comlng negotiations for renewal of this Conventlon, it will
therefore be necessary to calculate more precisely than before the aid

to be alloted to the -4ASM. The amount of the EDF will have to be inclreased
in order be%h:to meet the grcwing needs of'the'AASM for economic develub—

ment and . to compensate for the loss of trade preferenoes.

24« The way of deallng with the question of the preferenoes that the ‘
agsociated franc zone countrieg enjoyed in the French market mlght
usefully serve to solve the problems ralsed by reeommendatlon A.IT. 1
Section IT.A.6 of the first UNCTADl* Aooerdlng to this reoommendatlon,'
preferential arrangements between developed countries and developlng
countries whlch 1nvolve dlscrlmlnatlon against other deVeloplng countries

should be abolished parl passu with international measures prov1d1ng
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at least equivalent advantages.l/ The gystem of association as

applied at present is a discriminatory preferential arrangement of this
type and it is therefore necessary to take the recommendation below

into account. Of course, the situation is not the same for this
recommendation as in the case of marketing at world prices. In the
latter case, when it was a question of price control, it was fairly

sasy to calculate the difference between the world price and the

French "overprice" and to multiply it by the quaniidy exported to France
to find the financiallbenefit that the AASM could derive from the system,
In the first case, when it is a question of preferences in the tariff and
quota field, it is more difficult to calculate the order to magnitude of

the advantages derived from the preferential system.

25. UYNevertheless, the EDF approach is interesting to the extent that
this institution has tried to solwve the problem of eliminating a kind
of trede preference by'ihe-actual'application of measures to compensate
for the resultant losses. It may be said fhat the advantages arising
out of a preferential system and consequently the damaging effects of -
their elimination depend in the short and medium run on the structure
and geographical distribution of the exports from the country in
question and on the amount of preferences. In the longer run, it will -
 be necessary to take into account inter alia, the supply potential of
the counfry in question, which will notably depend on the invesiments

made during the period in which the preferential system existed.

26. It therefore seems that the method used by the EDF, namely to supply
financial aid that would be channelled into action to sirengihen the
trade situation by an improvement and diversification of the production

of the AASM, is an example of possible international measures providing

1/ The full text of the recommendation is:

. "Preferential arrangements between developed countries and

- developing countries which involve discrimination against othser
developing countries, and which are essential for the maintenance
and growth of the export earnings and for the economic advance~—
ment of the less developed countrieg at present benefiting
therefrom, should be abolished pari passu with the effective
gpplication of international measures providing at least
equivalent advantages for the said countries. These international
measures should be introduced gradually in such a way that they
become operative before the end of the United Nation: Development
Decade."

kwu--—---u--n-------------.---u---u----------u-n-u-wf.
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- at leést equivalénf.advantages,” The problem transcende the bounds

of the EDF and fhe agsociated countries alone. It would be deasirable
to set up a consultotive agency including the main developed countries
- that supply &id ord 4ha developing countries, to be responsible inter
alia for calculating as exactly as possible the preferential advantages

derived not only in the irancwork of ass sociation with the EEC but also

under other prefercntisl cysters.
BETLDLTNT . Y 7 APRICA

27+ loans frem the Tnternational Bank for Reconétruction and Development
reached a “otal of 4l 45 nillion in 1965/66, an increase of 56 per cent

over the cumnlative tciel up to 1960/61,

28, The IBRD loans wore uced mainly in the fields of transport (railways
and roads) and electrin BNEeT ST« Lgcns fof the fransPGrt gector
reprecented 02 per ceat of the +:%al ip 1960/61 and 44 per cent in
1965/66. Thu proporlions for elsctric energy were as follows: 23 per
cert im 19 O/”l and 33 per cent in 1965/66 The' thlrd—largest category
was loans to industzy, reoresenting 13 per cent of the total in 1960/61
and 1965/66. "ot of tiew:, i.s. 98 per cent of loans to the industrial
rector in 1960/61 and 62 »er ceat in 1965/66, went to mining., The
proportion allcsotcd 43 the agricultural sector was 6 per cent in
1960/61 and 195% £/05,  Iirigation and clearing of land absorbed most

of the agriculivril lowis,

29, The amovat of TDi ~redit. i3 nov available separately oxgept fbr
1964/65 enl 1965/G60, fShegn ~rediits totalled $317 million in 1964/65 and
$145 nillica in 1$55/65, “te beneficiary sectors were transport

(roads) 61 par coat in 1054/65 and 52 per cent in 1965/66, and

agriculiurs,; 14 zor cent in 1954/G5 o 1 1965/669
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