The Balance of Payments
of Developing Countries ()

In spite of the large literature on development and the growing
aumber of estimates of future trade or savings * gaps ” there are no
acceptable or consistent estimates showing the past history or exist-
ing state of the balance of payments of the developing countries as
a group. If we remain ignorant of the present situation it js difficult
to asscss the likely impact of changes in trade or aid policies designed
to help the developing world. Our. paper therefore tries to fill
this statistical gap which is so important for policy discussions in

" UNCTAD and elsewhere. The present estimates are crude, but they
throw new light on the magnitude and interrelations of important
problems, and we can only hope that those who challenge the figures
will also endeavour to imprave them (1).

What are the Developing Countries?

Onc fundamental need is for geographic consistency in the
treatment of trade, invisibles, and capital movements. Any defini-
tion of developing countries will be somewhat arbitrary, Our defi-
nition is the same as that which OECD uses in its analysis of foreign
aid flows. This is the most comprehensive one, as it includes all
countries except Australia, New Zealand, South Africa, Finland,

(* I am indebted to Brnest Luamers and Panayotis Thomopoulos whe helped prepare
the statistical material on trade, invisibles, and teserves. .
(1) Our presentation is intended to show the major trends and magnitudes in the
dnternational transactions of developing countries, using what appeared to be the best sources
available, but filling gaps with rough estimates where necessary, A respectable balance of
Payments statistician coukl well challenge the lack of finesse on several counts. In particular
* he could contest the validity of compounding such a table from disparate sonrces, without
. detailed adjustment, e.g. for timing differences between trade recorded on a trade basis and
O a payments basis,
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Puerto Rico, the Communist countries {except Cuba and Yugoslavia)
and OECD Members (except Greece, Spain and Turkey). U.N, trade
statistics usually treat,Greece, Spain, Turkey and Yugoslavia as part
of the developed world. The G.AT.T. concept of “non-industrial
areas ® excludes Southern Europe but includes Australia, New Zca-
land, and South Africa, The L.M.F. publishes figures on the liquidity
and trade of the  less developed countries ” as a group, but excludes
Southern Europe.

.M. E Figu-res

The ILM.F. now publishes balance of payments figures for 58
individual developing countries, covering perhaps threc-quarters of
the transactions of the developing world. For the UNCTAD meet-
ing it produced estimates for invisibles and trade balances (2). "These
were not comprehensive but simply aggregated information for those
countries where it was available. Rather summary payments data
for ¢ primary producing countries ? for 1963 and 1904 are contained
in the 1965 Annual Report of the LM.F. (3)-

U. N, Estimates

The 1964 UNCTAD meetings gave rise to many papers of
development problems. The conference issued ecight volumes of
these. There were papers ofl trade, service payments and capital
movements, but no integrated view of the payments picture of the
developing world. The nearest approach to this was in Volume I
of the World Economic Survey for 1962 — itself a preparatory paper
for the conference, This analysis was largely concerned with trade.
There was a chapter on aid, but almost nothing on invisibles. The
definition of the developing world excluded Southern Europe. The
basic payments table is given below (table 1).

This is a very simpliﬁed statement showing both services and

capital on a net basis with no entry for reserve changes of errors
and omissions. No explanation of the estimates was given. It 18

(2) See Trade and Development, Vol. ¥, U.N., pp. 119-122.
(3) See p. 76.
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not quite cle i
q ar what purpose these estimates served in the prepara

tion for the Conference, for Mr ;

. e s . Prebisch forecast .

Ef $20 billion (4) as compared with the Hijlr?daEIgm trade deficit
gure of $12 billion. /. Econotic Survey

U.N. ESTIMATES OF DFE | TanLE 1
P DEVELOPING COUNTRIFS' B
ALANCE OF PAYMENT!
$ biltion S
1959 1970

observed | hypothetical

Imports (excluding trade hetween developing conntries)

Tfi‘:?;;;:i‘:dlfg U:ade between developing countriesy . | :: :I
Net Service Balance . oo — 1 -12
Current Balance . , ., . A — 4 -8
Net Elow of Capital and Grants e . ~ 5 —20
Gap to be filled by various palicy adj“StmcI.ns S > 9

‘ S 0 It

Source: World Economic Survey 1962, Vol, I, p. 6

OECD Estimates

UN(;I:II};]}) Ofln(élz. also- preparc?d a report on trade and aid for the
UNCTAD ef ings (5). Th'1s- also excluded Southern Furope from
s defin ;,Ehootgz cé;:Egonmg Wgrlld, which makes it difficult to
material on capital fl
It showed the balance of 3 s
S : payments of OECD countries (i i
) :‘:lctrl:znil r];Zuropef) with the developing world (table c:)zl)ln'Il“iflss g?gxlflil(fll "
coverse . Licc;didﬁgicrl ;nan;_( payments transactions of dCVCIOP?lSl;
. ansa ithi i
e o excludes lra ctions within the developing world and
The OECD fi .
gures show trends f i
@ or 1g50-62. S
Cu?;iets ;:qe{gc fvery clca?ly, particularly the big i?lgza;?ri)zrt:}?t
o £ tCﬁt_o d§vclop1ng countries since 1950, and the lar .
4 eir capital receipts, However, the table probably migse

(4) Towards @ New Trad

e Poli
UNCTAD, UN., New York, olicy for Development, Report by the Secretary General of

6
(5) The Problem P B 5
Polie of Growth in Less D , o
olicy, Jamuary o6, (mimeographed). s Developed Countries and fis Significance for GECD
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represents the change in the service balance which has certainly
deteriorated considerably for the developing countries, This is pro-
bably one of the reasons why the errors and omissions figure is very
Jarge and shows a big upward trend. In some circles these large
errors and omissions figures have been interpreted to represent unre-
corded capital flows from the developing world, but they are also
an indication of the difficulty of keeping accurate regional balance
of payments data (particularly for service transactions) in an era of
convertibility. :

TaBLE 2

BALANCE OF PAYMENTS OF OECD COUNTRIES (a)
WITH LESS-DEVELQPED COUNTRIES

$ billion

. \ 1950 (b). 1955 {b) | 1960 1961 1962

. Trede Balance « « - » » + v« | —T3 —0.5 2.5 3.4 1.6

. Service Balance . e ] 1.0 1.1 1-2 1.2 1.5
Net Recorded Capital and Graats . . ~ —1.2 —3.7 —6.3 —7. —7.2

. Change in Liquid Assets . . .+ . 1.8 1.0 —0.9 —0.4 —0.8
Errors, Omissions and Multilateral .

. Settlements . . : ., | —o5 2,1 2.5 2.9 4.6

| l

{a) Japan included.

{b) Estimates for 1950 and 1953 are subject to considerable margins of error; they were
included only to give orders of magnitude of changes over time,

Source: The Problem of Growth in Less Developed Countries and fts Significance for
OECD Policy; this was. largely based on OECD statistics and estimates from returns from
Member governments.

Professor Balassa's Estimates

Professor Balassa has also prepared estimates of the payments
position and prospects for developing countries (6). As he was
concerned mainly with trade, he did not present a detailed set of
payments estimates but he did show the trade and invisibles picture
‘o more detail than the World Economic Survey. We show (table 3)
his figures for 1960 as well as the larger of bis estimates for 1970, which
forecasts a current deficit of $10.5 billion, or half the level forecast
by the World Economic Survey,

(6) In fact Professor Balassa originally prepared some of these estimates for OECD and
they are included in the OECD document already cited.
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Balassa has a 1960 current defici illi
Bl : cit of $4.6 billion rising t
zllilril;ﬂl; It%z; Balaaa 56 Ig?{l) figure for intra—dcvelopingirez 3tFrIa?c‘l?a
an ours ($1.6 billion as opposed to $6.7 billi
because he excludes trade withi o e b
: in the four areas into which he divi
the developing world, ie. he e e divdes
: , Le. xcludes trade within Lati i
blut m‘cludcs trade between Latin America and Afl;ica aUII}Ii?}-imnca
‘a so differ from ours because they exclude Southern Etvxropc S

BALASSA’S ESTIMATES OF THE BALANCE OF PAYMiNTS 3
OF DEVELOPING COUNTRIES 1560 AND 1970

4 billicn
1960 19%0
Exports (including some intl;a-tradc} . —
Imports (excluding some intra-trade) 237 3.0
Trade balance \ 24.0 38,0
Service paymcnts o v - . — 1.3 — 5.0
Service receipts . . . . . oot 93
Service balance L. oo 6.0
Current balance . . . . . oot - 3.3 — 5.5
o e —4.6 —10-5

Source: B. Batassa, Trade P ; ;
op o ¢ Prospects for Developing Countries, Irwin, Illinois, 1964,

Balassa has no estimate of th. i
' e capital flow to developi -
E;f:; }IT;H hﬁc reff;‘sdto the DAC estimates of a $6.7 billiggc;;lt;
1960 and draws attention to the large fssic
_ 1 draws ge errors and omissi
?S%?éztghézlzdthm l‘glphlgls (7()]. In fact these DAC ﬁnangiallssh?)r;
: d considerable adjustment (as we shall see later) bef
ngt% uscg in the context of payments analysis, They )in:h;)é:
Sout ;;;1 ] uro;ze (vvh1c111I Balassa excludes from his current balance)
hey do not cover all capital flows to developin ies. ;
also include payments to multila e by Tt
_ teral anisat
counItrlcs,.rat-her than disbursements by (zlrlgs: IZZ;glclisesby doveloped
. n Sé)ltc of the big difference in their forecasts the basic picture
pc s:entle by Professor Balassa and the U.N. for 1960 and 1959 res-
gicu:eg Eva‘s not very different, Our estimates for 1963 show tgnuch
$g§ g.u.e cits. The current balance was then already in deficit b
9.1 billion, and the net flow of capital and grants was already Welslr

—_—

{7) Sec B. Barassa, Op. cit,, pp- 105-6.
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above what the U.N. forecast for 1g70. Furthermore, our estimates
are on as gross a basis as possible, and show transactions of much

larger dimensions than those of the U.N. and Balassa.

Our Estimates

Trade

Qur trade ﬁgure's are nearly all taken from figures regulhrly
published by the U.N. All the figures are on an f.0.b. basis (8).
The detailed trade figures are shown in the anncx tables I and I,

the summary figures in table 4.

: TABLE 4
MERCHANDISE TRADE OF DEVELOPING COUNTRIES 1953-63
& hbillion
1933 \ 1956 | 199 | Iofo | igbr | 1962 | 1963

1
|
|
\
|
|
1
|
|

218| =259| 2po| 288l 2010 307 332

Exports f.obe o o o .
2‘.[.2l 26.9| 28.4| 30| 3250 331 15.6

Impoarts f.o.b. .

Balance . . - s - + 0'.7[1—— 10| — 1.4 — 22| — 3.4 — 24| — 24

|

Source: The figures are derived from various issues of the U.N. Yearbook of Interna-
sional Trade Statistics, adjusted with OECD figures for trade of Greece, Turkey, Spain and
Yugoslavia which the UN. does not include in the developing world, The U.N. figures arc
all based on expart statistics, s0 that imports f.0.b. are derived in large part from the export

figures of developed countries.

The trade of the developing countries has been in deficit since
1056, with a peak of $3.4 billion in 1g61. These figures do not
include all trade. They make no allowance for smuggling, under-
or over-invoicing ot errors in recording, and military items imported
from France, Germany (probably the US.S.R), the US.A. and
some other countries are not included. We can make a rough estim-
ate for imports of military commodities financed by military aid but
not included in the trade statistics. These were about $1.6 billion
in 1963. However, there were also other substantial military pur-

(8) The TM.F. Balance of Payments Yearbooks contain trade figures for many develop-
ing countries {on a payments basis) but these are incomplete. They only cover 58 developing
countrics far recent years and the coverage is smaller for earlier years.
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rican _ » Iraq, Afghanistan, Pakistan, the
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lch weakened export incentives i i A
. s in developing countries;
g)lz E]I;Ei'li{ :fl;jsf hca}r(y -c;:pegdcnge‘on primary commodities for whic};
weak, Food and raw material
. 3 s other than fuels repre-
izﬁzecfloizd};er lcentd (9) of their exports in 1963 compared with 26Ppcr
veloped countries; {(c) develo i
. ped countries have greatl
;ii;xczcirili':de bar’rlcrs.betwccn each other, whilst they havegraiseg
s against imports from developi i
: oping countries h
the U.S. quotas on im i He " and the
U.S. ports of oil, copper, lead and zi
restrictions on textile imports i : Fw A A
s in rost developed tri
recent study, Professor Harr D ested that cxisti
ly, P y G. Johnson has suggested that cxisti
: exist
;irgrclleolf}arrlcrs in Western developed countries block about $4.4 tgl-
chCIOPiﬁt;tinualt f:‘xptzrts) ofTalllgriculturaI and mineral products from
ountries (10 ere s little doub
! . t that the Communi
dev _ | unist
dev;té;; gfc:;ilc}l t;1.Iso bmeflkeha rila]or contribution to the exports of
ies by further liberalising (r1) their i i
' mmports —
have already risen more than fivefold since 1953 P which

nvisiples

Table 5 shows the total invisi
able . visibles transactions of developi
;f;l;tr;es in 1963. A fairly comprehensive picture can bzvzlé)rli)\lrlzg
gures published by the LM.F., France, and the U.K. and

E?&)ngert;f:r/iy éBulletm of Statistics, U.N,, New York, November 1665, p. Xxiv
i 4 Surogg of Majo; ;;:i::ohfth.g. Ec?nonzic I:"olz'cy Towards the Les:-ﬁavelopsd. Coun-
eraphed. s, The Brookings Institution, Washington, D.C., 1965, mimeo-
g:; iﬁ::ri;ngftg :1? ¢ World Econoic Survey 1962, U.N., New York, p. 106, Soviet
d o Ko forocoit;awce;’; on.ly 0.1 Kg. a year compared with 3.6 K’g. in derman
pared with 2.0 Kg. in Germany, ’
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we have adjusted them upwards slightly for incompictc coverage.
The estimates cover 136 couatries or territories,

It can casily be scen that the invisibles transactions of developing
countries are of major significance. Any “gap” or payments ana-
lysis which ignores these rems is bound to be seriously misleading.
The total payments for services in 1963 were $14.8 billion, and the
deficit on services was $4.1 billion, iec. bigger than the recorded
commodity deficit. Most other estimates of this item are seriously
incomplete, e.g. the recent U.K. white paper suggested a deficit of
only $2.2 billion (12). '

The overall picture is strongly affected by the specially favoured
and untypical position of Southern Europe which has a large surplus
because of big receipts from tourism and migrant workers’ remit-
tances. 1f Southern Europe were excluded the invisibles deficit of
the developing world would rise from $4.1 to $5.4 billion,

The biggest individual Jeficit item is in respect of payments of
dividends and interest of $5.4 billion. This interest and dividend
flow represents payments (probably about $1.5 billion) on publicly

guaranteed loans of about $30 billion (13), and on private invest- -

ment, Payments to private investors were about $4 billion a year
and represent a return on capital with a book value of about $40 bil-
lion in 1963. More than half the return to private capital consisted
of carnings on oil investment and presented no particular payments
problem for oil producers who have received a growing proportion
of the proceeds of the rapidly growing oil exports. However, interest
payments on government debt are inflexible and were a substantial
burden for several countries.

The favourable balance of developing countries on governmental
invisibles is due to the fact that France, the U.K. and the US.A.
had large local outlays for their military personnel. There have
usually been several hundred thousand of these troops and their
dependents in developing countries in recent ycars.

Table 5 is incomplete as regards payments for experts’ services
and study abroad. I have cxamined these costs in some detail else-
where (14). The remuneration of experts and arrangements for study

{12) Sec Overseas Developmetit; The Work of the New Ministry, Cmnd. 2736, p. 19

{13) At the end of 1962, external public debt of 74 countries was ahout $ay.5 billien,
sce Economic Growth and Bxternal Debt, Johns Hopkins, 1964, p. 112

(14) See Poreign Skills and Technical Assistance in Economic Deyelopment {chapter )

OECD Development Centre, Patls, 1965,
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Eh;:;)aé{c ‘?(f]i Ic))if_;;n handl.ed 311rect1y by aid donors, and it scems likely
! countries do not enter some of th ice 1
in their balance of pa ways include the. cor.
bz yments, nor do they always include th
responding financial grants | i i e, Even whers
‘ in their capital bal E
foreign -personnel id b e oore
are paid from Jocal governm
50 _ | ent resources
countries do not treat their i invisi g
services as an invisible import, £
good deal of their remuneration i htics. The
: s spent on local commodities. Th
remittance of their savings d men "
. - does affect the balance of
this flow may often no i of payments out
t be entered in the acc ice i
! i ounts as a service item
:/L;It:hnilﬁgéd(;d under Crmr; and omissions, This may also happen
al remittances of savings by forei i
! mitta ign personnel working in
private enterprises in countrics wher : 1
‘ e legal transfers are hind
exchange control. It seems lik e e by
’ . ikely therefore that the invisi i
Ko _ seer invisibles deficit
o[ﬂ?cv:lopgng countries is understated for these reasons. Our own
e i -
di V;izpino the CtO‘St o.f exkl;)ert s}grwces and scholarships provided for
g countries is about $4.5 billion f i .
. or 1963, but in tabl
t s able
SkelfVitcotal_ H{):1ymcn‘cs recorded for all government and misccllaneou?;'
¢ imports are only about $3.3 billion. We have therefore

assumed that invisible import
< i
Sy D were understated by about $1 billion

Capital items

Between 1956 and 1964 th i
: : 4 the total net flow of aid f 0
Eﬁ;lentrs.es an-(i multilatera] agencies was over $:4 alillioflon:)roigl]i
¢ times the size of the Marshall Aid : iti
there was about $25 billion of pri Do $10 bilion o
' te capital and $1g billi
other funds. The total flow of lc)a i ! iy
pital to developin ies in-
creased by almost half between 1956 and 1964 blﬁ t%ecgz?lin;g ljllllc
Elcreasc took Place between 1959 and 1961, Table 6 shows these
iow.s (;lf financial resources from the outside world. It is more com-
f)nz;z dte aélnlthct liinges norxlll:lally published by OECD, which usually
y the first eight items (i35). The other ftems we b
added amounted to $1.9 billion in 1963. These consist of n?ilitz‘r,;

aid and drawings on the LM o
be refined by Farther study. F. These military figures could well

OEQD(ISI)QGSCC ';_l"}/:e (fé%wb of Financial Resources io Less-Developed Countries 1956-196
payme;ts 4. The total flow figure is alsc sometimes differently stated by sh -9' "
to multilateral agencies instead of their dishursements l v e
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I . ) - +
— SRRSO LEas A Our figures do mot include shortterm commercial credit or
- gy o r at. . - .
e | 2 wowGrn  FaTheDd| BE §e‘.'§-§ﬂ% 55 multilateral military aid, and they exclude a few minor items, e.g.
288 v ™ Ho|e - . . .
i @‘ ggH ARIERT  LTIET 2% goEes +E 8 gg E.M.A. lending to Turkey, private investment by non-OECD de-
g =] g b . .
" | —_— — & "‘_E‘@Tg"‘ﬂ ' égq;:% veloped countrics, and the small technical assistance programmes of
‘ per LELSRET  WRBERCDR| & 8 ; ] é s 8 EBS agri multilateral agencies other than the U.N, We have not included
g ne H R a2 | & (AN R . . \ : o1qs
: Gl gk R "o " B 8 e i E private donations which probably amounted to about $300 million
—_— Cand k23 b R . . R .
& | PN S8 TG E82ERE in 1963, or German Government reparations to individuals in Israel,
Z 2| e 5 RERRLE  HREETCE| § kY §‘°“§« o q w3 as these are already included in the invisibles balance The figures
i Bl gF& TRERY e =g ShgRTE LS, ) e X ' - .
E: HpoET R od 8 §'§ 8 p on Sino-Soviet aid are also incomplete as they exclude aid received
2 e TTeBR| & Q,av_g«t £ EEY by Cuba from communist countries. The cumulative total of this
i g ‘ REE FRRERR  EURERTR|4 50 ‘ggﬂ%ﬁg gy aid amounted to more than $2 billion by the end of 1964, and for
RS -Tio . o e A SR = - gt ' 11 k
- E - . —— S5 <85 57° 1963 we should therefore add about $300 million for aid to Cuba,
e - — iy F ‘ . . )
B é o| g=e erpoxn  LHERNBER| s Yo R e i Government transactions dominate the_ flow of finance to _d&
e = B gEE TRERRE O ORTEETTEIE R I LA veloping countries. Of the total $11.1 billion in 1963, $8.7 billion
B = g , : : :
‘ - 35,588 4 58 g were government funds (two-thirds in the form of grants) and onl
& e wma | v Qm.ﬁﬁﬁhwﬂ*@&; g . > . N "
4 . ol FREg BEDLRT RERRRRYR Jis GRENSE Rk E $2.4 billion were private, Even within this private flow, $556 mil-
o o I~ parad ~ . Hol PR : . ]
% @l S "N - ’E‘g%%ﬁ 5 o%‘ﬂg 6 lion were government guaranteed export credits, and some of the
- oo B @ ) H . . .
& A P L BHY el 8 g b other private capital flow was influenced by government guarantee,
] - Y =g e N O b a_~ 28 : .
S8 21wl 288 BrERRE g BUEETTE[ S ! %Eﬂ G N subsidy or tax favour, Only about a tenth of the flow was therefore
; A & « " H . “+ . . . . 3 .
35 g T = gatrgkad wold private capital responding to traditional incentives. ‘The private .
= =] = e . .
gg« g Egosed v SRNDR|Q Tégfé SEoHm Ry capital flow has stagnated over the past ten years and has been
§ g g[8 ?‘%%m R E RowE s §0LE° g Ang?; Sg,, adversely affected by nationalisation which has taken place in . |
& Eeoy 9y . .
Eod g 8 T 4 FE2 ;%%’22;;; ; Algeria, Burma, Ceylon, Egypt, Indonesia and Cuba, As a result _ |
o~~~ . R O & 8 ! . . e - ‘
R ',% 2l BBE BRFLRY s g FETTE| R i SEES g0y g3 the supply of investment by the private sector in the developed world
Z % RlORT ° o 2 33 Eu‘é‘“ SEd a;a s been only a little more than half of the dividends and interest |
£ R R S BERIELE 8 5; E it has received from the developing world, This is in glaring con-
oF . & g Capiets i, “in pri ital flows which has taken place
R .ﬁ% & $ e g £ %QEWE%S trast to the upsurge in private ?apltal ows ke o
2 2T g g8 .8 ERE TS0 gy within the developed world since 1958 when convertibi ity was
. . L . = ¥ .
E R & g 2 g LRI I g g%g generally established and the Common Market created.
= g | B RPN o ad. & 2 o
é - "8 g'ﬁ 5 5 gﬁé Ag %”g EEoty These externa] funds have made a great contribution to the
a . . u, = = Dp s . . .
” oo . @ 88 8 g 8487 ¢ §§ ¢ B s§§ balance of payments and the investment of developing countries.
2 g 4 - s - B s B EE S8 . . :
Z E Ei, 886 8 - Hg EQ sa;ﬁ ShR 1" ; Byl Usually attention is concentrated on the fact that aid represents less
% 88730'—5 BE - 45 % é EERE: g% §,§'§'§ d;.ﬁgi than 1 per cent of the G.N.P. of the developed world but the 1963
.3, PoiHfie  oDond . 2o BESE R P . . : S s
' ' Q%%E g 5%2; ,g_gg g@ ° § :g,é B § 8 -,5:§=§ g NE net flow (including Sino-Soviet aid to Cuba) was $11.4 billion or
2 g2 L g'%‘"; e and g g4 gz E‘E sk mi e about 4.8 per cent of the G.N.P. of developing countties (16). For
g e HiE & L RN
5 ErER ] PR L L Ly
o - Hpo i Bnaas : R vE MAe EE ,
‘éﬂ g g @ afmﬁ 54'%0 § aaagég = ’ég DB ‘3 E'g 8 v w%_ %3 {16) The total GNP of developing countries in 1963 was abour $240 billion at current
*a,,‘é gn g"'ﬁ 5 g E 5 b: . 3% C el § W fe® § =5 g”g Prices and exchange rates. “This estimate was built up from figures in the annex to Escott Reid,
s99d § a A g 24 g g . E‘fi 5 TETAREE 8 'gcﬁ ,Ewg,":s : The Puture of the World Bank, LB.R.D., Washington, and from A.LI. sources, as the U.N.
SRR o8 8 SEHENEE & HgEASEEk Yearbook of National Adccounts Statistics 1964, pp. 389-g1
%%Qg% 5%%0% 22%21355 | = ﬁé%g%ﬁgﬁ“ﬁg 'k f 3 ! il

bas complete aggregative figures
in dollats cnly for 1958.
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many countries, particularly in Africa, the contribution is much.
bigger than this as can be secn from annex ‘table 111, However,
there are several major problems deriving from the heavy reliance
on foreign capital: -

a) the motivation of a good deal of these funds is political
rather than developmental and their disbursement has to be in forms
which can be closely scrutinised by the donor because of political
and budgetary constraints at homte. This involves close surveillance

of and occasional intervention. in the policies of other countries, the

presence of large numbers of forcign advisers, and the embarrassment
of large counterpart funds. On the other hand, developed countries
which give aid are often reluctant to exercise enough pressure to
change bad policies in recipient countries. These problems are, of
course, recognised by aid donors, and since 1960 the Western coun-
tries have been trying to ensure that aid funds have the maximum
devclopmental impact whatever their motivation (17). This political

roblem will remain a major drawback of bilateral aid, and it is
highly desirable that a larger proportion be given via multilateral
bodics which are subject to many fewer political handicaps and can
more justifiably exert pressure to ensure that economic policy is
efficient. In 1963, multilateral funds supplied only 7 per cent of

the total fow. This, however, understates the role of multilateral.

organisations who have played a growing part in influencing the
spending of bilateral funds;

(b) a good deal of aid is tied, either to purchases in the donor
country or to particular projects. This often reduces its value to the
recipient (18), tends to distort resource allocation by over-emphasis
on large or demonstrative projects, ot fosters capital-intensive methods
which may be inappropriate for a labour surplus country. They may
neglect agriculture because of the availability of surplus food (e.g.
India), or foster uneconomic industrialisation because aid is tied to
prestige projects (¢.g. Guinea), Although there has been much

(1) See A. Mappisox, “ Coondination of Foreign Aid theough OECD », in Mozivations
and Methods in Development and Foreign Aid, $.1.D., Washington, 1964, for an account of
the origins of the OECD Development Assistance Comimittee and of its progress in coordinat-
ing policies.

(18) See J. A, Pmcus, “The Cost of Foreign Aid”, The Review of Economics and
Statistics, November 1563, and Manpup UL Hag, “Tied Credits - A Quantitative Analysis *
paper presented to the International Economic Association, July 1965, Washington D.C.
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discussion ;)lf this problem, the situation has, in fact, got considérably '
worse in the past few years. The weakness of the U.S, and UK

balance of payments h )

s has led these countries to tie their ai
: . ie their aid, and
countries have done little to untie aid; ) other

~(c) most of the increase in aid has taken
Wh1c§1 has pushed many countries into indebtedneilzcxnfl?;:l: t?‘fe 103;1;
got onour except by. more aid. This increases their political gcpen-
ency. It is not possible to give the full picture of the debt burde
Qf dcvclopglg countries but we know from the IBRD that ann l}
interest obhgz_ttio'ns on government debt were about $r billion aLIlil
;nnu:al amortisation on publicly guaranteed debt was about $2.0 bil-
10@6 in 1963. This annual debt burden more than trebled bc'twcen
‘:;?5 :ami 3963 (19). If commercial arrcars and debt to the LM.F
\ ereblpc uded, t[.'lf:. total 1963 })urden on fixed interest account would
e about $4.5 billion, of which about $3 billion was for amorti
!:1onh(2o). There has been some progress in meeting this problfxi;
}[Ecit e.gast couple of years, as lenders have softened the terms of
! li) aid and Iengthcned. the maturity of loans. Furthermore, there
as been some rescheduling of existing debe in important ’ h
as Brazil and Turkey. POTHEE e ¢
A special word might be added about finance ilitar
:;a;ns;;i?;l; H\:;iltc];l) 'isblusuallyo ignored in statistics or difsilsiinolrllléta?fr
: roblem. Our coverage of these is
¢.g. multilateral military aid and bﬂategral military tef:lg;izgllxlz{)sl;iiz
ance arc left completely out of account. Developing country milita
expcndlturff is probably of the order of $~ billion, or abgut 3 1‘¥
(t:;:nit Hr;)f their G.N.P. (21). About a third of this is probably dcvoi):d :
o cng;)trtmg military bardware from the developed world. These
nu;;n ndi ur;sh :e%ms hi{zéy Itjo Kexpand as military regimes increase in
. S, K. are now acti ing mili
exports to help solve their balance of paymi:trll‘tr: lgrcl));ﬁ:nn?t;igd gcl::l:;ai:liy
ijl('l a very modern defence system to Saudi Arabia. It would SCCI‘IYL
esirable to cut down these military shipments, and encourage de-

velond , s
veloping countries to use obsolete military technologies. Part of the

{19) See D. AvraMovic e ;
R . t al., Economic Gr
Hopkins, Baltimare, 1964, pp. 110 :md oy ie Growth and External Debt, 1.B.R.D., Johns

Ezo) Se Op. cit., p. 114.

2x) See the e¢stimates of Emile Benoi ,

i : ile Benoit and Harcld Lubell in D¢

ernational Economy, Peace Research Institute, Oslo, fortl1~::0r1'1it1gl sarmiment and the
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problem in reducing military crade and aid to developing countries
is the political conflict within the developed world, but this is not
always the obstacle. Progress in this field is likely to be slow, but
it would seem useful to introduce a greater clement of development
thinking into the disarmament problem.

Capital exports from developing countries

Our estimates of capital flows in table 6 are incomplete in that
they show lending on a net basis, whereas the amortisation of govern-
ment guaranteed debt is about $3 billion a year. They also omit an
estimate for capital exports from developing countries. In our final
summary (table 8) we have included a figure of $1.5 billion for this
item. This is much lower than some other estimates. 1. M. D. Little
and J. M. Clifford estimate an outflow of $2.5 billion for 1962( 22).
It seems doubtful that the flow can have been on this scale for any
considerable period. The flow was exceptionally high in 1962, be-
cause there was an outflow of several hundred thousand French
settlers from Algeria, all of them trying to transfer their assets. The
large outflow from Africa has been a once-for-all affair, The steady
outflow from developing countries is from Latin America and the
Middle East. Part of the apparent capital flight probably consists
of savings remitted by the 250,000 foreign experts working in de-
veloping countries or payment of fees for some of the 250,000 stu-
dents studying abroad. Part is illegal tourist spending of people
from devcloping countries, These items should be attributed to the
services rather than the capital balance and we have already adjusted
the service balance by $1 billion for these reasons, In Asia most of
the speculation against local economic difficulties or political risks
has its counterpart in smuggled gold imports rather than holdings
of foreign assets.

Our estimate of capital exports is somewhat higher than the
estimates of the LM.F. The LM.F. bave not put 2 figure on the
rotal outflow from developing countries, but the 1963 LM.F, annual

(22) This consisted of $1.5 billion for Africa, $400 million for Latin Ametica, $600
million for Asia and zero for Europe. Little and Clifferd do not estimate the balance of
payments of developing areas but refer to Balassa’s estimates, See International Aid, Alen
and Unwin, London, 1965, pp. 217-8.
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report suggested that the problem was, largely confined to the
seas franc area and Latin America, It put forward a figure of a(i)ver;
$300 Inlllll()ll a year for the Latin American outflow in the 1 e
It scems likely that there is now also a steady outflow to d:v 19502
countries from oil producers in the Middle East though SC OPIC
Kuwaiti funds are now being redirected to developing co%ntrilzp ®
A deal of the flow of private capital from developing countrif': i
capital flight by people who are hedging against political uncert 'Stl S
a_nd risks of devaluation. Given the nature of these countri e
likely that the flow will ¢ontinuc to be substantial Howeiflcs 1tl i
outflow co.uld be reduced somewhat and foreign ca};ital attra:édt lb1S
more efficient policy — e.g. a simplification and rationalisation o}i(f

exc};angc rates, better exchange controls, less inflation, or simpl
by better organised capital markets. , v

Beserves

In 1953 the official reserves of developi ies (i
: . oping countries ludi
iféf ;1 EOI(S _;ﬁranchﬁ' ﬁosumns) were about $12.5g billion, e;n(;zgzu ::111125
: out $13.1 billion and in 1963 they rose to $ i1li
this decade the number of inde ) devcloning oot
pendent developing countries i
creased greatly, and this in itself could b q « their
, ar ¢ expected t i
reserve needs. It is clear therefore that as a g[;s;; thgylf:l;;‘;?lsiatfgll;

be accused of holding ex liquidi ‘ : :
was i dollars and stgrlingss ‘quidity. The bulk of their holdings

RESERVES (a) OF DEVELOPING COUNTRIES e 7
End of peried - $ million
I
953 | 1956 | 357 | 1958 | O 1 ogbo | 161 | 1962 | 963 | xofy

Total . 7 | ]

12464 | 14313 | 13505 12209 12367 | 12711 | 12452 | 13121 I4ISI| E4417
Change
over
previous- :
year 7
| +352 [ +413 | —808 | —x206] +158 | +349 | —250 | +66g | +1030| +266

Source: 1953-57, Internatio inanc ]
. . . 2 I : r
Financil St “ #al Financial Statistics, February 1964; 1958-64, International

(2) Gold, Fund gold tranche positions and foreign exchange,

{h) Beginning 1 m
when most of th j renct
exclud : 1959 ; o ¢ major currencies becam i
e holdings of ineonvertible currencies and balances under paynfenct(sngis:ﬁémt:l ¢ dua

Sﬁ
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Errors and Omissions

We remain with a small figure of $200 million for errors and
omissions. ‘This should not be taken to imply that we consider our
figures frec from error. This is a et figure and does not exclude
substantial gross errors of an offsetting character,

Summary Balance for 1963

It can be seen that the current account deficit is $g.1 billion,
which is about twice as large as the U.N. estimate for 1959 or the
Balassa estimate for 1960. More than half of this deficit is on service
account, and the biggest deficit item there is the burden of incerest
and dividend payments. The total gross flow of capital to developing
countries was probably about $14.4 billion. ‘

TarLe §
OUR ESTIMATE OF THE BALANCE OF PAYMENTS
OF DEVELOPING COUNTRIES IN 1963
$ bitlion
Recorded commodity exports fo.b, . o o . o e 33.2
Recorded commedity imports fob, o . 0 o o 15.6
Unrecorded military imports (financed by military aid) . . - . 1.6
Total trade balance . . . .« . . .« o .+ =« T 4.0 B
Recorded service payments . . . . - .« = .- 14.8
Unrecorded service payments . . . o« - .« s« . s ‘ 1.0
Recorded service receipts . . . - .. s e e e e 107
Total service balance . . . . . . 4w a - 5.1
Total current balance e e e — g1
Gross financial receipts from developed countries () . . . . - 14.4
Capital outflow to developed countries (including amortisation} . .. 45
Change in reserves . . . o .« e - e e - + 1.0
Etrors and omissions . . . . .« . a0 e e - + 0.2

(2) Includes $3 billion of amortisation, and §300 million of Sino-Soviet aid to Cuba.

Conclusions

The first obvious conclusion is that previous estimates of the
payments of developing countries have seriously understated the
magnitude of the total transactions, the size of the current deficit,
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and the magnitude of capital reccipts. It is also clearly desirable that
the payments figures should be available regularly in a form which
permits the situation to be followed from year to year without a lcot
of detective Wc_::rk. The biggest need for improvement is in the
figares on service transactions and here the main onus rests on the
U.K. and France which should supply the I.M.F. with more detailed
figures on transactions of countries in their monetary arecas. It would
also be helpful to have a regular summary prescntation. from the
LM.F. The OECD figures on capital flows should be expanded to
include military transactions. This area is virtually unknown ter-
ritory and ought to be more closely scrutinised for its development
implications, As far as trade is concerned the figures publishid b

the U.N. are quite satisfactory, but aggregative estimates might wel}lr

be published with greater topicality.

Ancus Mappison

0.E.C.D. Development Centre
Paris
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Annex Tasre III

AVERAGE 1g6o-6z TOTAL NET FLOW OF CAPITAL FROM OLCD
COUNTRIES AND MULTILATERAL AGENCIES AS A PERCENT OF:

gm:; Gross
G.N.P. 'Oau;iml G;):ern- Exports | Imports
‘ ent
} Forma- | pevenue
: tion
| [ P P -
| . . Venezuela . . . o+ e 0 e+ e — g0 | —27T —22.6 | — 05| —133
t o Philippines  « .+ .+ o v oo 1.2 1.8 2.0 "0 5.7
o ) Mexico . . . e e e e e 1.4 gy | 200 2.8 1.8
' Spain . . . . e e e e 1.9 i1.2 16.0 15.2 18.2
Tran . 2.0 n.a. 13.0 9.2 8.6
Colombia e e e e 2,1 11.6 24.9 13.0 11.5
India . . « . o« . e 2.1 n.a. 15.9 43.8 29.0
Argentina . . 2.5 11.8 17.9 20.6 16.0
Yugoslavia . 2. 7% n.a. 17.0 13.6
Turkey . 2.1 21.0 22.8 303 29.3
Brazil C e e e e 3.2 14.5 24.8 20.7 228
GIeete . . o« o« . . 4w 3.2 13.3 19.7 25.1 17.0
Thailand . . . .« « + o+« v e 3.3 19.2 28.2 18.1 16.8
Nigeria . . - . .« . - 0 2.3 n.a, 33.7 444 33:3
Chile . . . + o e 35 2727 23.4 288{ 202
Pakistan . . . 4 e e 0o+ - 3.8 35.7 40.3 53.9 34.9
BEypt o o 0o oeoeooaovon 6.1 n.a. 24.9 25.5 20.0
Taiwanm - . =« o+ o v oe e 7.8 44.8 42.6 547.4 36.5
South Korea . . . . +« « + -« - 89 10,6 62.7 171.9 G1.4
Iracl . . . . e o e e e e 9.4 | 340 30.5 51.2 25.5
Algeria « . . . o e 121 n.a4. n.a. n.a. n.a.
French franc area countries south of
the Sahara . . . . .« + .« . 14.0 n.a. n,a. n.a. n.a.

Source:

Total net flow of capiral from OECD couniries and multilateral agencies: The Flow
of Financial Resources to Less Developed Countries 1956-1963, OECD, 1964, Table V-3 for
official capital; for private capital, 1.M.F. Balance of Payments Yearbook, Vol, 15, country
tables. G.N.P.: Yearbook of National Accounts Statisties rofiz, UN., New York, count:y
tables. Figures for Tran, India, Nigeria, from A.LD., Economic Data Book. French Franc

' arca from Planification en Afrigue, Tome IV, Ministére dei fa Coopération, Paris, Jatuaty
1963, tableau 6.4 (adjusted), Gross fixed capital formation: Yearbook of Nasional Accouhls
Stetistics 1963, U.N., New York, country tables; figure for Pakistan, Preliminary Evaluation
of Progress During the Second Five Year Plan, Karachi, March 1965, Table 2.2. Gross
government revenue: Siatistical Yearbook, 1963, UN., New York, 1964, Table 181; figure
for Nigeria from A.LD., Bconomic Datd Boaok, country table. Exports and imports: LM,
Balance of Payments Yearbook, Vol. 135, country tables. ;




