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INTRODUCTIOI 

In the '70s and •8os the forei~ debt bas remained 

one of the most important problems of the LDOs (Less 

Developed Countrie•)· Historically, LDCs did face the 

problem of debt in the last century and the first half of 

this century but it wae not a pervasive one. But after the 

oil shock of 1973, the problem became more severe. Tbie 

happened because the rise in the oil prices, poor economic 

performance o~ the LDCs resulting into huge current account 

deficits of the LDCs. Therefore there was a tremendous 

rise in the foreign borrowing. Oil exporting countries, on 

the contrary, had surpluses on· their current account which 

were mostly lent to the LDCs. Many LDCs resorted to the 

private sources for their borrowing. This led to a rise in 

debt and it's servicing burden. Since, the late 1970s and 

early 1980s the burden has been growing continuously. 

The debt problem has various aspects, such as bank 

exposure view point, country risk analysis, global debt and 

debt servicing aspect, debt and international monetary 

adjustments, etc... In this dissertation I have concentrated 

my attention on the global debt and it's servicing aspects. 

In Chapter I we will have a brief historical review 

of foreign debt. And this chapter will also highlight the 

theorat1cal explanation for the rising debt requirement of 

the LDCs in their development programmes. Here the two-gap 

(v) 
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model is discussed at greater length. 

In Chapter II, we will take a statistical oYerview 

of debt and it's servicing emphasising maturities, net 

inflows and transfers. Th~ time period considered is 

from 1973 to 1982, during which the debt problem assumed 

serious proportiona. 

Chapter III reviews the factors influencing debt and 

it's servicing, mainly interest rates, terms ot trade, 

exchange rate~ and protection!~ 

Chapter IV attempts to review the policies adopted 

by the developing and developed countries, and the inter

national lending institutions. Some further proposala for 

increasing the .volume of lending on concessional terms are 

also reviewed. 

Chapter V g1 ves the summary of the arguments made 

earlier. It also brings out the conclusion& emerging tro• 

our discussion. 



1.1 

1.1.1 

CHAPTER I . 

FOREIGN DEBT : SO.MB THEORETICAL ISSUES 

Historical Perspective 

Late 19th and early 2Qtb Century 

Historfcal evidence reveals the fact that the foreign 

debt played an important role in the process of economic 

development of various countries, i.e., Canada, the United 

States, New Zealand, Australia. Tbe size of the foreign 

debt was quite large in the 19th Century and in the .early 

20th Century. Estimates of the foreign indebtedness in 

the 19th century have shown that the United State's total 

gross indebtedness as a percentage of GNP was 4o per cent 

in 18)0s, 24 per cent in 1869, 20 per cent in 1899, 18 

per cent in 191~ and 8.5 per cent in 1929. Net indebted

ness as a proportion of GNP i .s estimated to be__!5 per cent 

in 1899, ~ per cent in 1914 and -7.9 per cent (excess of 

foreign assets over liabilities) in 1929. In the last 

decade of 19th century the u.s. was lending abroad and 

repaying her debt faster than new foreign capital was 

flowing in. In 1914 foreign obligation of the U.s. amounted 

· to~ 7.2 billion against her assets equal to S ).5 billion. 

On the contrary, af ter world war I, her assets rose to 

S 7.0 billion and li~~ilities fell down to-i .. Z·L_o billion. 

In other words, there was surplus of~ ) billion of foreign 

holdings. 

1 
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Foreign capital flows, particularly foreign debt, 

into canada, Australia and New Zealand reached the peak 

during the period of the first World war. In 1900 net. 

foreign debt totalle~ 114 pe~ cent of Canadian GNP. In 

1910 this ratio was 111 per cent and by 19~ the proportion 

of .debt to GNP was 88 _pe~:__cent. In 1960 it came down 

to 42.7 per cent. These figures clearly indicate Canada's 

reliance on foreign ca_pital for her economic __ d_ev..elope.ent. 

The ratio of external debt to GNP exceeded above 100 per 

cent for New Zealand and it was close to 100 per cent for 

Australia in 1900s. 

Inter-war Period 

After first World War the composition of foreign 

debt was totally changed. The war transtoraed America 

from the world's leading debtor to its principal creditor 

nation. This transformation took place due to a marked 

improvement in her international trading position. There 

was a remarkable fall in agricultural output in Europe 

which helped to increase the world demand for agricultural 

food stuffs and raw materials. American industrial exports 

had also appeared into the world's market, i.e., Automobile 

export s rose substantially during the same period. All 

these fact ors led to strengthening of the financial health 

of the economy and to the transformation from a debtor 

to a creditor country. 



After first world War there was a need for recons

tructing the economies of the nations which participated 

in the war. As a creditor country it was the u.s. govern

ment which had to supply credit to the war affected 

economies. In 1919 gross capital issued by the U.S. was 

J 771 million and it rose to ~ 1217 million in 1924. 

Since 1929 world faced the problem ot Great Depre

ssinn. It was noted that the "income ot every government 

bas been decreased, although the debt charges have 

remained stationary." (Winkler and Stewart, 19)2, pp.)97) 

In 19)1 estimated debt service costs for principal and 

interest payments were runhing at about l/)rd 'of the 

government revenue in Latin America. 

This happened because of decline in the prices of 

the commodities exported by these nations, i.e., prices 

ot coffee fell from 18.5 cents per pound in 1929 to six 

cents in 19)1. Tin prices fell from 45 cents a pound to 

20 cents a pound during the same period. A general price 

index of primary products indicated that prices fell 6o 

per cent from 1929 to 19)1. This resulted into drastic 

decline in the value of exports of the countries which 

were specialised in primary products. From 1926-29 to 

19)2-)) the value of Chile's exports fell by So per cent; 

while Bolivia, Cuba, Peru suffered export declines of 

about 6o per cent. 
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This was a period of falling prices. hThe burden 

of debts and accrued interest is m~ch greater in terms or 
commodities or services than was_originally intended and 

debtors in effect are paying much more than the value they 

received." (Winkler and Stewart, 19)2, pp. )96). The 

value of world trade fell from S )4.) billion in 1929 to 

8 27.9 billion in 1930, t 20 billion in 1931 and; 1).5 

billion in 19)2. Major causes behind the series of default 

by developing.eountries, in the early 1930s, were the 

collapse of·world trade, the decline in the prices of their 

exports and unavailability or foreign currency to meet 

external debt payments. 

Post II world War Period, 1941 to 19S2 

l.l.).L The reconstruction period from 1946 to 1950 

In this period major borrowers were the European 

countries which borrowed mainly for reconstructing their 

economies. The amount borrowed by the developing countries 

was very small. Between 1946 and 1950 the west European 

nations received S 16.4 billion in public grants and j 14.4 

billion in public loans primarily from the U.S. There was 

rapid increase in the net public indebtedness. of the 

European countr-ies. It rose from S ).6 billion in 1945 

to $ 12.1 billion in 1948. Repayments more or less offset 

new loans through 1955, when the debt level was J 11.· 7 

billion. Since then European net.public debt declined 
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until it was essentially rapid in the early 1960s. 

Bet~·en 1945 and 1950, the net public indebtedness rose 

upto B 4.2 billion. 

1.1.3.2 The Gr§wth and Development Period 
rrom 1_50 to 1974 

During this period there was a remarkable growth in 

t ·he world trade and world income. Public capital flowed 

in large amount into developing countries. Most of the 

capital came from the United States and Western European 

countries • . From 1953 to 1973 the developing countries 

received S 75 billion in public grants and~ 8.1 billion 

in the form of net public loans from the developed coun

tries. World trade increased from$ 75.7 billion in 1953 

to S 524.2 billion in 1973. Rate of growth of many under

developed countries was greater than that of the U.S •• 

Factors such as a stable international political order, 

the liberalization of trade and an expansion of markets 

helped to augment the size of the world trade. 

In the 'sixties and early •seventies the amount of 

external public debt outstandings of the developing .coun

tries rose, in absolute terms, yet the proportion of 

each region's d~bt to the total debt outstanding was more 

or l ess the same. There was no declining trend in net flows 

and net t ransfer. In fact in 1974, proportion of net 

transfers and net i nflows to gross disbursement increased 

as compared to l ast four years. This shows that the debt 
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and debt servicing was not a serious pervasive problem. 

Table 1.1 : External resources and debt service payments 
on external public debt for 86 developing 
countries, 1967-74 (j million) 

- ~ - - - - - - - - - ... -. ... ~ .... - - - - - ..... - - - - .. - -
·Gross Debt Net As per Net As 

Year disburse- service ! nova cent of trans- per cent 
ment payments gross fer a of gross 

disburse- disburse-
ment ment 

------ - - ...... .. - - - - - .... ------ - - - -- - -
1967 10,775.1 3,901.5 7,94.7.2 7).6 6,87). 6 

1968 ll,JJ9. 2 4, 58·9. 7 8,019.2 70.9 6,749.5 

1969 12,087.1 5,151.1 8,441. 5" 69.8 6,6)6 

1970 13,677.3 6,166 9,372.9 68.4 7' 511.2 

1971 15,092.7 6,931.6 10,)11. 2 68.3 8,161.1 

1972 18,869.2 8,524.2 12,879.6 68.3 10,345 

1973 24,186.· 6 11,)70.5 16,195.2 66.9 12,776.1 

1974. )0,215.) 13,556.5 21,17).9 70.1 16,658.9 

- - - .. - - - - - - - - ... - - - .. - - - .. - - .... 

Source : World Bank Annual Report, 1976, Washington, 
Table ~~~ pp. 108. 

1.1.).) Oil Crisis and Its Aftermath (from 1974 to 1984) 

6).6 

6o.o 
57.) 

54.S 

54.0 

54.7 

52.8 

55.1 

- - -- -

In 1974, a steep rise in oil prices caused huge 

current account defi cits for the oil importing LDOs. This 

was coupled with bad agricultural output in the under

developed countries. A severe draught hit large part or 
Africa and Asia. Agricultural production fell but consump

tion .needs remained the same as they were in the past. 

This resulted into steep ri se in prices in the world 
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economy. The prices of basic food ·stuffs increased by 

100 per cent between 1970 and 1974. The price of ferti

lizer, quite representative agricultural input, increased 

by 170 per cent in the same period. Oil prices increased 

since October 1973. Within a span of four months, from 

October 1973 to February 1974, the oil price rose by almost 

)00 per cent. Being most essential commodity the demand 

for oil is quite inelastic. By forming a cartel, Organiza

tion of Petroleum ExportiDg Countries (OPEC) increased 

both the prices of oil products and the revenues from 

exports of oil products by monopoly pricing. 

The rise in oil prices caused redistribution of 

income in the world economies. The world, from this view 

point, was divided into tvo groups. One group consisted 

of oil-importing countries while the other that of the oil 

exporting (OPEC) countries. There was deficit in the 
countries of the 

current account of th~former ~roup while the latter group 

of countries had huge surpluses in the current account. 

Some industrial~sed countries underwent a change from a 

surplus country group to a deficit country group in the 

period 1973 and 1974. Deficit of the non-oil developing 

countries rose by 208 per cent during the same period. At 

the same time surplus ot oil exporting countries rose by 

814 per cent. Table 1. 2 clearly shows these changes. 

The OPEC countries had various alternatives to utilise 

the huge surplus. First altern&tive was to increase imports 
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Table 1.2 : current account balances (inS billion) 

- - - - - - - - - - - - - - - .. - - --.- - .. - - ~ .. ... 

1) Industrialised 
countries 

2) Oil exporting 
countries 

)) Non-oil developing 
countries 

1) IndustrialiRed 
countries 

2) Oil exporting 
countries 

)) Non-oil developing 
countries 

1973 1974 1975 1976 
- - - - - - ---~--- - - -
18 -14 18 -3 

'1 64 35 

-12 -37 -47 -)2 

- - - - ~ .. . - - - - -
1978 1979 1980 1981 - - -

30 -10 -45 -4 

) 10 115 11 

-39 -59 -86 -99 

Source : IMF, world economic outlook, 1982, p. 165. 

1977 - - -
-6 

31 

-28 

.. - --
1982 

11 

25 

-91 

from oil importing countries Which would have offset this 

surplus. But in the short run import absorption capacity 

of these countries was relatively small. Between 1970 

and 1974 earnings from oil rose from S )0 billion to S 120 

billion. Out of that amount J 50 billion was being spent 

and r emai ning amount had to be utilised for other purposea. 

Second alternative before them was to invest the surplua 

funds in financial assets, dollar or gold. Third was 

to invest that amount in real assets either worldwide or 



in one country. This third type of investment helped 

developing countries to decrease the amount of current 

account deficit in their countries. 

Oil-importing countries, especially non-oil developing 

countries, had large amount of deficits in their current 

account, they had to cure this deficit. For curing this 

deficit they had two alternatives, either to decrease 

import of oil by substituting domestic oil or other substi

tute for it, or maintain the same level of imports by 

borrowing fllom the oil exporting countries. Obviously 

in the short run it was almost impossible for non-oil 

developing countries either to find a substitute for oil 

or increase domestic oil production. Hence external 

borrowing was the only alternative lett before them. 

In the 'eighties the debt problem aggravated due to 

different factors than the oil price rise of the 'seventies. 

In fact oil prices went down in this period. During this 

period debt and debt service of the developing countries 

increased due to rise in the real interest rates (nominal 

interest r~te minus inflation rate), consistent apprecia

tion of the U. s. dollar, increasing protectionism, espe

cially of non-tariff barriers, in the industrial countries. 

1.2 Theoretical Background 

- - . -- - .. ·- \,. _ _. 
- - 40,. · · - -

When the process of development begins in an 

underdeveloped economy , the country bas very ambitious 
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plans. She decides to have investment in capital goode 

industry which would give rise to further industrialisa

tion and higher growth rate of output in the econoJDy. But 

being an underdeveloped economy she possesses only primary 

products mi nerals etc.. She does not have the capftal 

goods which are reqqired for industrialization. Moreover, 

she lacks funds; which are to be raised from domestic 

~avings. Such funds can be utilised for purchasing capital 

goods from abroad. Sometimes she has enough domestic 

savings to purchase capital goods from abroad but she 

does not have hard or convertible currency in which payments 

are to be made for imports. Therefore the country should 

have available to it, in the beginning of the process 

of development, foreign debt which would supplement her 

domestic savings. Simultaneously it would also raise her 

foreign exchange earnings from exports. That is how 

investment in capital goods industries become possible 

which otherwise would have been difficult. Problems of 

savings and foreign exchange are elaborated in the two 

approaches. First is the two gap approach and the other is 

the three phase approach. 
1.2.1 Two Gap Approach 

There are three major modele in this area developed 

by McKinnon (1964), Chenery and Strout (1966) and Joshi 

(1970). The above models yield the same results using 

different tools of analysis. The first two models are 

based on the Harrod Domar model. The third one uses the 
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tools or analysis or pure international trade theory. we 

shall begin with first two models. 

In Mckinnon's (1964) model there are two kinds ot 

capital goods, vis., domestic and foreign, which are 

required in fixed proportion to produce goods. 

Y • min [akd, bkt] •••• (1) 

kd and kf are the available doaestic aad foreign capital 

goods respectively, 

Y is the national income which is inclusive ot consumption 

and eapi tal goods of the country, 

a and b are coefficients of kd and kf respectively with 

respect to Y, 

If we assume that there is no unutilised capital in the 

economy, we have, 

J • akd • bkf I 
~· 

The total saving is given 

S . • sl 

The maximum amount of exports are given, 

B • eY 

•••• (2) -

•••• ()) 

• • • • (4) 

The total investment I is the addition to the capital 

stock of the country that generates every year and that ia 

I • A k • A kd +A kt 

recollecting the aseumption of no - unutilised capital, 
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we get 
b I • If+ Id • V I • • • • ( 5) 

where V • 
· ab 
(a+b)• is the output capital ratio. 

-
F is the amount or foreign capital, which i~~ received 

either in the form ot aid or loan, t~kea place during the 

year. The maximum amount of capital · that can be acquired 

in the ~ear is (e + flY 1 where t • F/Y. Hence, gi.vea ( S) 1 

' b 
the maximum value of I is given by (v)(e+f)Y. Therefore 

this is the rbaximu.m amount of investment possible given 

the foreign cap! tal constraint. · 

From (3), it follows that (1-s)Y or the national 

1ncom·e is consumed. Total investment cannot be greater 

than sY+fi. Therefore investment ia less than (a+f)Y and 

this is a saving constraint. If we put two constraint 

together -

I • min [(s+f)Y, ~(e+f)Y) •••• (6) 

The growth rate of the economy, g 1 equals 

A Y stands for change in income during the year. 

and ( 5) 

AY -y-. 
Froa (2) 

g • (V I Y) I 

Substituting I from (6) we get, 

g • min (v(s+f) 1 b(e+f)] 

g • b(e+f) if b(e+f) < v(s+f) 

This will be the foreign exchange constraint 

and 

• • • • 

• • • • 

(7) 

(6) 



1) 

g • v(s+f) if b(e+f) > v(a+f) •••• (9) 

will be the savings constraint., 

The above explanation can be shown in the diagrammatic 

form, In Diagram· l, let line ABbe the partition space 

between two zones. To the left of AB the foreign capital 

constraint will exist and on the right of the line AB the 

savings constraint will be binding. AB is the locus of 

&11 e and t which also satisfies v(s+f) ·• b(e+f). 

~ I1 _andi2 are iso~growtb curves, which have a 45° 

slope, to the left · to AB and are horizontal to the right 

of AB~ It signifie~ tnl'nr~eh·e savings constraint is 

effective, increased export do not lead to ~tse the growth 

rate. 

FOREtc::rN 
EICCHANGE 
CONSTRAINT 
REOJON 

SAVINCtS CONSTRAINT 
REOION . 

8 
0·~----~------~~-------------· e 

Fig. J:.l 
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An increase in F always raise-~he growth rate, eventhough 

its effectiveness is greater to the left of AB. However, 

if foreign capital comes mainly as loan rather than aid, 

in the future, the economy bas to repay it along with its 

service charges. 

Chenery and Strout (1966) also ·used the Harrod

Domar framework in their approach. It is known aa three 

phase approach but unlike Mckinnon, they have segregated 

foreign exchange and saving constraints into three phases 

of economic development. 
( 
Target growth ra-t-e---a.se\lRlaa fixed ICOR ( Incl'ementq I 

capital-output ratio), propensities to '~ave and import 

are fixed. There is also a maximum feasible rate of 

increase in exports. 

Phase I - In the very beginning bottleneck on growth 

is the absorptive capacity. Rise in investment will lead 

to ~ise in managerial and labour efficiencr, which takes 

time. When these improvements take place effective use 

of foreign ·aid begins.. At the end of this phase the level 

ot investment becomes sufficient to reach the target rate 

or growth. 

Phase II - When ·Pha·se I ends investment rate raises 

domesti c (\avi.ng_.,J".ate. 

foreign exchange gap. 

The savings gap becomes larger than 
.......... 

Therefore the fUnction of foreign 

aid remains to meet the ea·ring.s gap. If a marginal savings 

rate rises above the average rate then it reduces the 
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savings gap. Therefore gradually the savings gap becomes 

'less than the foreign exchange gap. 

Phase III - When this phase starts the foreign 

exchange constraint becomes operative. Therefore, the 

function of foreign aid is to meet the foreign exchange 

gap. Both policies, expenditure switching, i.e., import 

substitution and expenditure reducing, i.e., curtailing 

imports, are difficult to follow because of the production 

structure. Whether a country will become self•sufficieat 
. 

or not, that will depend on rate .of growth of exports and 

marginal import coeffi ei ent a. 

Both approaches have severe drawbacks: 

(1) Both approaches assume that GNP grows in proportion 

to the capital stock. ICOR greatly varies by countries, by 

sectors within a country and it also changes over a period 

of time. 

(2) Over a period of time propensity to save, marginal 

propensity to import, rate of growth of exports will 

change. The objective of the development policy should 

move towards changing these parameters in a favourable 

direction. As Reynolds puts it, "The question - given a 

certain amount of aid, what changes in parameter values 

can the country itself make and what will be the resulting 

growth rate? would be more relevant.M (Reynolds, 1977-
pp. 201). 
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(3) Politi cal instability, inflation or devaluation will 

change the importance or the parameters. Therefore the 

results of the models with earlier values will change in 

considerable proportion. 

Vijay Joshi's (1970) model briefly stated is the 

two good static model which is common in the pure inter

national trade theory. In the figure 1.2 the economy 

produces two goode; consumption goods, x and investment 

good, Y. Given the structure of demand and international 

costs an economy has comparative advantage in x, therefore 

x is exportable and Y ie importable commodity with given 

factors of production at a part! cular point in time. The 

absorption possibilities of the open economy are traced 

out by the curve QQ'. This is the $V&ilability envelope. 

It tells us the maximum quantities of x and y which the 

economy can obtain ~Y making efficient use of both 

production and trade. 

The utility function which is to be maximised 1-a 

specified, say, by the planning commission. Both coneuap

tion and investment gpods are included into the planner's 

utility function, which is to be maximised. Th•r• is a 

limit upto which the consumption can be reduced and that 

is known as minimum consumption limit_ • .. 

In Figure 1.2 QQ ' is the availabilities env,..lope 

with a flat stretch .RQ'. Su~pose planner's preferences are 
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expressed by a family of indifference curves of which 

Iala is an example. The optimum level is s in this case. 

If OK is the minimum consumption limit there is a saving 

constraint at N. At N an increase in saving would lead 

to a higher planner's indifference curve and · higher welfare. 

Now consider a foreign .exchange constraint at R; with 
' 

minimum consumption limit being OK'. If the planners are 

optimising then this implies that planner's indifference 

curves are shaped in Iblb, which shows that marginal 

consumption is valueless at point R. 

But if the marginal utility of consumption to planners 

is always positive then the economy will nev~r get into 

foreign exchange constraint. If the rate of transformation 
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falls from positive to zero at a kink then there will be 
::-..__ 

a foreign exchange constraint even if the marginal utility 

of consumption is positive. 

Thus, an increase in investment is constrained solelJ 

by •saving' if, at the margin transformation possibilities 

still exist but cannot be ut:f.lised because domestic 

consumption has reached ite minimum tolerable level. An 

increase in investment is constrained solely by 'foreign 

exchange' if, at the margin more savings can be extracted, 
. 

but the possibilities of transforming consumption into 

investment domestically and tbrougb trade h~ve fallen to 

zero. If such is the case, a reduction in consumption 

will not lead to a rise in invest~ent. 

In tha Harrod-Domar framework, if imports consist 

of consumption and investment goods, the latter imports 

will increase output (I) by output/capital ratio times 

investment imports. Nevertheless, the former imports 

will not add anything to the output; those would be consumed 

by the economy. If the growth rate of investment imports 

is greater than the rate of borrowing there will be net 

increase in output via imports. On the other hand if the 

growth rate of investment impdrts is less the~ a country 

will get into, what is sometimes called, the debt trap. 

There is one more possi hili ty where tbf'growth. rate o£ 

invest ment imports ie greater than the rate of borrowing 

but the proportion of consumption imports is much higher 
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than that of investment imports. In this case an advantage 

of output generated by iDvestment imports will be eaten 

off by the much higher proportion of consump~ion goods aad 

the country will enter into the debt trap. 

Growth and Debt 3tages 

In the development process due to two gaps the 

economy's borrowing would go up. When a country ~11 

accomplish success in the development process due to ita 

investment 1~ capltal-intonsi ve industries, efficient 

allocation of resources, efficient capacity utilisation, 

e·tc. , then the economy will be able to achieve growth. 

This growth would help reduce the burden of debt and 

simultaneously help reduce the two gaps. Gradually it 

would reach a point where there would be surplus o! savings 

over investment and exporte over imports. But this would 

not be sufficieut to service the debt. Once this surplus 

becomes large enough to s~rvice the debt the eeonomy would 

be self-reliant. The relation between the resource gap, 

debt and income in different phas9s of economic growth is 

shown below : 

Pha.se Resource s•R Qebt Incou 

I Low Low Low 
II High Low Low 
Ili A High High Low 

./ 

I IIB Hi gh High Middle 
IV Low High - ---..._ Middle 
v Eliminated Low High 

J · -
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In the Phase I country is in the underdeveloped phase 

and does not have the development programme. Therefore 

real resource-gap and debt level would be lower. In Phase 

II the country begins developing with ambitious development 

plans that would lead to cause excess of I+G over S•T. 

This resource-gap needs capital inflow which in turn 

results in increase i.n debt level. In Phase III resource

gap is still higb, debt level is also high but income 

starts rising. In Phase IV the real resource-gap would be 

lower. Although capital inflow reduces than the previous 

size of it, there would be gross capital inflow which 

would be necessary to service the debt. For accomplishing 

the objective of self-reliance surplus out of two gaps 

must be large enough to pay the debt service. Once that 

is achieved the economy would be no longer depend on foreign 

debt. When the country passes through these different 

debt stages it gets transformed from a debtor country to a 

self-reliant country. 

However, the above debt-cum-growth path is not a 

univeraal one. If a .country gets loans on soft terms, 

increases exports mor e rapidly than the r1 se b1 imports 

or a r apid rise in private investment would enable the 

country to reduce ext. er nal debt. Due to these factors a 

country in question may achieve self-reliance :nora rapidly. 
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External debt, debt servicing and its 
Components 

External debt : "External debt is defined as debt 

that bas an original or extended maturity of over one year 

and that is owed to non-residents and that is repayable 
' 

in foreign currency, goods services." There are different 

categories of external debt. 

(1) Public debt : ftlt is an external obligation of a 

public debtor, including the national government, a 

political suodivision (or an agency either) and automatic 

public bodies.~ 

(2) fublic guaranteed debt : "Which is an external · 

obligation of a private debtor that is granted for repayment 

by a public entity." 

(3) Private non-guaranteed external debt : "It is an 

external obligation of a private debtor that is not 

guaranteed for repayment by a public entity." 

(Above definitions are taken . from world Debt Tables, 
World Bank, 1983-84, First Supplement). 

Debt-servicing is a payment which is to be made 

to the creditor country in a stipulated period, i.e., a 

year or so. There are two components of debt servicing, 

(1) interest, and (2) amortization. 

(1) Interest - It is a payment for the outstanding debt 

payable to the creditor country. 
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(2) Amortization - It is a gradual reduction of a debt 

through periodic payments covering a part of principal. 

1.2.4.1 pebt Service Ratio 

The absolute amount of debt service does not help 

us much to analyse the problem ot the external debt. 

The amount of debt servicing has to be related to some 

variable such as GDP, GNP or exports of the country in 

question. The ratio of debt service to exports is widely 

used measure .for anaiysing the debt problem. It -is so 

because the foreign debt is to be serTiced in the creditor's 

currency or more generally in the convertible currencies. 

A country can acquire convertible currency through ita 

exports. A country's capacity to service it's debt depends 

t herefore upon its capacity to export. It is natural 

t herefore to use a measure which relates debt service to 

exports. The higher this ratio the greater will be 

pressure on the debtor country. The debt service/export 

r atio is widely used for several reasons. 

Firstly, t hi s ratio is a simple and bas easily 

understandable relation. Secondly, it can be computed on 

a firm st ati stical basis - it does not require the use of 

national accounts with all the gues ses inYolved in their 

computation. Thirdly, economic analysts who have been 

aware of the imperfections of the ratio have f ailed to 

suggest an alternative. 



1.2.4.2 Permissible limits of debt servicing 

Can we_ think of a measu~e which would enable U8 

to know as to whether a borrowing country is within the 

limtts .of borrowing? The absolute amount of debt se~vice 

would not tell us anything about severity of the problem 

because it depends on the size of the economy, efficient 

allocation of resources. "To the best or our knowledge, 

no one has yet succeeded in developing set of rules which 

will determine, in a generally acceptable manner, the. 

permissible iimit of indebtedness of individuals or of 

business firma even in the domestic ecnnomy. If such 

rules had been developed, bankruptcy would already have 

been banished and the j~b of banking reduced to the 

operations of punch card machines.b (Avramovic, 1964, 

pp. 5) 

But it is very difficult to say upto what point the 

debt service is sound and when it becomes excessive and 

dangerous. · When one thinks of external debt it would be 

more complicated because the government of the borrowing 

country can not print international money in order to pay 

her debts. Therefore debt servicing capacity from the 

macro-economic perspective must be considered. 

1.2.4.) pebt servicing capacitY 

Debt ser vi ci ng capacity of a country has to be 

measured in terms of benefits and cost of foreign capital 

in the process of economic growth. From the benefit side 
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foreign capital supplements domestic resources or a 

borrowing country and helps to raise the rate or capital 

formation. It helps increase capital investment and 

economic growth. From the cost side debt service ia a 

major item. Debt service is nothing but an amount of 

the purchasing power which a debtor country bas to forgp 

and .which ·would have otherwise been used for the purpose 

of consumption or investment. 

~Debt ssrvicing capacity depends on the ease with . . 

which a country can reconcile competing claims on its 

resources, on the one hand there is the demand for higher 

domestic consumption and investment. On the ~ther hand 

there is the obligation to foreign creditors.~ (Avramovic, 

1964, P~ 10) 



CHAPTER II 

A STATISTICAL OVERVIEW 

In the preceding chapter we ~av as to why the foreign 

debt is essential for a developing country. In the present 

chapter we will see the size of the foreign debt and 

servicing of the developing countries during the period 

1973 to 1982. This decade needs a special attention because 

it was badly affected by the oil price rise, higb protec

tionism enforced by developed countries, fluctuations in 

the interest rates, tbe U.S. dollar appreciation. 

Current Account Deficit 

In Chapter I, we ·bave given the magnitude of Current 

account deficit. It is a rough indicator of the need of 

foreign debt. The magnitude or current deficit ot all 

groups of developing countries bas been shown in Table 1.2. 

Current account deficit rose substantially, particularly 

of non-oil deYeloping countries, during this period. 

Current account deficit of non-oil developing countries 

rose from ~11.) billion to as6.1 billion from the period 

1973 to 1982. In percentage terms it rose by 661 per cent. 

The deficit of oil importing countries rose by 569 per cent 

during the same period. However, deficit figures of 1982 

are below the peak defi cit figures of 1981, of all groups 

of countries. 

25 



26 

2.1 Debt 

Between 1973 and 1982 total debt (outstanding 

disbursed) of all LDCs rose from$ 109,263.4 million to 

D 519,360.5 rr.illion. This was a 375.3 per cent rise in 

percentage terms. In 197J, public and publicly guaranteed 

debt accounted for 76.6 per cent of the total LDC debt. 

In 1982 it was 80.8 per cent. Figures of foreign debt of 

LDCs, major borrower and low income Asia and Africa are 

given in Tables 2.1, 2.2 and 2.) respectively. 

Major b~rrowing countries1 received 64.) per cent 

of all LDCs public and publi ely guaranteed debt. This 

percentage ·remained in the range of 60 per cent to 64. per 

cent in the decade 1973-82. In 1982 it wae .60.4 per cent. 

In 1973, major borrowing countries received 69.8 per cent 

of all LDC's private non-guaranteed debt. This proportion 

increased to 77.7 per cent in 1982. Low income Asian and 

African countries got 24.5 per cent of all LDCs public and 

publicly guaranteed debt in 1973. In percentage terms it 

has declining trend over the years. This proportion fell 

to 14.2 per cent in 1982. This group's proportion of its 

non-gu~ranteed private debt to all LDC'a non-guaranteed 

private debt was just 1.4 per cent in 1972 which was 

reduced to 0.5 per cent in 1982. 

1 This group i ncludes 1) countries : Algeria, Argentina 
Brazil , Chile , Egypt ; Arab Republic of, India, Indonesia, ' 
I srael, Yugoslavia, South Korea, Mexico Turkey 
Venezuela. ' ' 



Table 2.1 Total debt of all developing countries 
(in U.S. ~million) 

------ r - - - • ··- - ~ - • - - - - 9 - - - - • - - - - r - - - - • - - - - • - - - - • - . - - - - - -
1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 ------ - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -

1} Total debt outstanding 
disbursed public/publicly 
guaranteed debt 109263.4 135785~4 161600.8 195396.2 239595~4 299980.6 353289.9 406819.0 465118.9 51936o.5 

2) Debt outstanding inc. 
undisbursed 

3) Debt outstanding 
disbursed 

Official creditors 

l.oiultilat eral 

IBRD 

IDA 

Bilateral 

Private creditors 

Suppliers 

Financial markets 

4} Private non-~uaranteed 
Debt outstan ing 
disbursed 

115481.8 148426.9 180116.9 222742.4 275338.4 §4.6075.0 406156.8 461408.5 510532.0 56o874.4 

83738.8 103718.4 125678.2 154569.8 193222.5 245349.3 290816.1 334998.6 373817.3 419991.2 

51738.8 61280.8 71622.1 83415.1 99907.1 120265.9 l36o74.l 157067.9 171694.1 189730.2 

12349.6 15021.9 18531.9 22590.1 28557.0 35439.8 42658.7 51571.0 59913.8 71443.7 

6661.4 7753.2 9299.2 10939.7 12770.0 14951.2 l794o.7 21268.2 25239.9 29792.9 

3623.8 4522.2 5586.2 6883.8 7963.8 8975.3 10332.5 11882.3 13797.8 16292.7 

39385.6 46258.9 53090.2 60824.9 }1350.1 84826.0 93416.0 105496.8 111780.3 118286.5 

32003.7 424)7. 6 54056.1 71154.7 . 93315.4 125483.4 154742.0 177930.7 202123.2 2)0261.1 

9954.3 11572.4 128~.7 14252.0 17243.2 21038.5 21096.6 21586.9 20417.5 21421.5 

20864.7 29194.7 39860.6 54916.1 74519.3 103110.6 132499.9 155607.2 181128.8 20836o.,3 

25524.6 32067.0 35922.6 40827.0 46372.9 54231.3 62473.8 71820.4 91301.6 99369.3 

- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -

Source : (World debt Tables 1982-8) and 1983-84 (First supplement) pp. 200 & 5) 



Table 2.2 : Total debt of major borrowing countries 
(in U.s. S million) 

- - - - - - - - ~ - - - - - - - - - - ------ - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -
197.3 1974 1975 1976 1977 1978 1979 1980 1981 1982 

- -- - - - - - - - - - - - - - - - - ------ - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -
1) 

71685.0 8905.3.1 1056o4.6 128628.6 156166.5 196265. 6 2.30996.2 261869;7 )00089.7 ))1058. 2 

2) Debt outstandigg inc. 
894o.3.9 109619.6 1.35856. 5 166471.5 undisbursed 70811 • .3 207990.0 24o887.7 268894.9 29496.).7 .)22)55.8 

.3) Debt outstandin& 
disbursed 5.3858.8 66515.6 79997.0 99822.7 122576.9 155068.9 18207.3.0 205775.9 227709.9 25)8)6 • .) 

Off icial creditors .)1844.6 .37259.2 4296.).9 48948.4 --56741.0 66.)1).7 72925 • .) 82208.2 88072.1 9600).0 

Multilateral 6871.7 8)72. 9 10268.5 12.)68.8 1570) • .) 18706.2 2185).0 25685.4 29295.2 )4709.8 

IBRII, .3.314.6 .3948.9 481.).2 5770.9 . 686). 5 8108.9 9869.9 11721. 5 1)9.)2. 4 16541.2 

IDA. 2282.2 2797.7 )468. 6 416). 7 ,) 46o).8 5004. 5 562). 4 6)4o.2 725.).) 8518.1 

Bilateral 24972.9 28886 • .) .)2695. 4 .36579.6 l410)7.7 476o7.2 51072 • .3 56522.7 58776.9 6129). 2 

Private creditors 22014.2 29256 • .) )70)).1 50874 • .) 658.35.9 88755.2 109147.7 12.)147. 7 1)96.37 .8 1578).). 2 

Suppliers 670.3.1 777.3. 5 8)25. 4 9416.7 11101.7 14o55. 2 1.3870.0 14505.7 1.3595.6 14.)29. 9 

Financial markets 14751 • .3 20426.5 27790.5 .39720.4 5.)410.0 7.3 566.7 94291.0 108469.9 125580.0 14.)124.0 

Private non-iYaranteed 

4) Debt Outstanding 
disbursed . 17826.2 225.37. 5 256o7.6 28805.9 3.3 589.6 41196.7 4889).2 56o9.3. 9 72.379.8 77221.9 

- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -- - - - - - - - - - - - - - - - - - - - - - - - - - - - -
Source : (World debt tables, World Bank, 1982-8), 198.)-84 (First Supplement) pp. 22, 25) 



.. 
Table 2.3 : Total debt of Low Income Asia and Africa 

(In U.S. 8 million) 

- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -
1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -

l) Total debt ouatanding 
disbursed 

Public/publiclY guaranteed 
~ 

2) Debt outstanding inc. 
undisbursed 

3) Debt outstanding 
disbursed 

Official creditors 

Multilateral 

IBRD 

IDA 

Bilateral 

Private credi tors 

Suppliers 

Financial markets 

Private non-guaranteed 

4) Debt Outstanding 
disbursed 

20859.3 - 2464.5.4 27765.8 31826.1 ):6854.1 42178.8 46436.1 52805.1 56415.0 60474.4 

28070.1 34913.4 38852.5 43~19.1 50S66.9 59046.0 64726.0 76226.3 80679.0 87356.9 

20498.6 

18307.6 

4059.1 

1134.8 

2834. 5 

14248.6 

2190.9 

1430.5 

735.4 

36o. 7 

24305.8 

21433.0 

. 4876.0 

1163.3 

3512.7 

16557.0 

2872.7 

1662.2 

1189.3 

399.6 

27382.1 

24174.8 

5823.6 

1195.6 

4256.7 

18351.1 

3207.3 

1756.8 

1435.3 

383.7 

31388.2 

27733.4 

6979.1 

1269.9 

5211.9 

20754.3 

3655.0 

1836.0 

1808.0 

437.9 

)6250. 5 

3.1613.5 

8348. 5 

~400.4 

:5997.3 

2)464.9 

i 4437.0 

:2201.5 

~ 2226.4. 

6o3.6 

41471.6 

35961.7 

45671.9 

3.9598. 5 

10221.0 . 122)1.4 

1572.7 1716.3 

6768.3 .7892.5 

2574o.7 27367.2 

5510.0 6o73.5 

2519. 5 2548 .• 4 

2982.7 3519.8 

707.2 

52265.0 

45796.6 

15459.4 

1871.1 

9125.4 

30337.2 

6409.4 

2180.6 

4225.0 

599.2 

55904.0 

48407.4 

17807.7 

2245.) 

10616.5 

30599.7 

7496.6 

2082.8 

5411.2 

511.0 

59973.) 

52107.6 

20687.8 

2497.4 

12645.8 

31419.8 

7865.7 

2053.6 

58()1. 4 

501.1 

- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -
Source :(world Debt Tables, World Bank, pp. 6, 10) 
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Major borrowing countries' public and publicly 

guaranteed debt accounted for 75.1 per cent of their 

received total debt in 1973; it rose to 76.6 per cent in 

1982~ Whereas low income Asian and African countries' 

public and publicly guaranteed debt to tbetr. total debt 

accounted for 98.2 per cent in 1972. It remained between 

98 - 99 per cent during this decade. It was 99.1 per 

cent in 1982. 

2. 2 Debt Service . 

Debt service of all LDCs rose from U.S. $ 14,654.2 

million to u.s. S 92,588.2 million, between 197) and 1982. 

This accounts for · 5)1.8 per cent ri·se in the debt servicing. 

Public and publicly guaranteed debt service rose from 

U.S. $ 10~198.4 million to U.S. $ 6),8)0.1 million during 

the same period. In percentage terms it had risen by 

525.8 per cent. Between the same period, private non

guaranteed debt service increased from U.S. ' 5,835.2 

million to U.S. 8 26,758.1 million. In other words, it 

increased by .392.8 per cent. In 1973 ratio or debt 

service to debt outstanding (disbursed) acceunted for 

13.4 per· cent, which rose to 17.8 per cent in 1982. 

Figures of debt service or all LDCs, major borrowers and 

low income Asia and Africa are ~iven in Table8 2.4, 2.S 

and 2.6 respectively. 



Table 2.4 : Total debt service of all developing countries 
(in U.S. i million) 

- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -
1973 1974 .1975 1976 I 1977 1978 1979 1980 1981 1982 

- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - ------
Total debt ·service 14654.2 19841.4 22924.3 26o59.1 22735.5 47350.3 63387.7 71259.3 82904.0 92588.2 
Total Principal repayment 9819.1 13208. 5 14696.4 17028.3 21689.4 31927:7 40899.7 40594.0 43888.9 46~84.1 

Total interest payments 4835.1 6632.9 8227.9 9030.8 11046.1 15422.6 22488.0 30665.) 39015.1 ~6204.1 

PublicLPublicli guaranteed 
Debt Service 10198.4 12204.4 14382.4 16876.4 22833.6 34)59.0 46182.0 516o2.8 59593.9 6)8)0.1 
Princieal reeaiments 7003.7 8027.5 8943 • .5 10259.7 14254.5 22721.1 29110.7 27985.6 30700.7 30818.1 
Official creditors 2381.8 2681.8 3034.5 3251.7 3889.4 4548.9 6210.5 6858.2 7984.2 9117.7 
Multilateral 497.3 560.6 616.2 732.4 916.8 1041.0 1264.8 1663.4 2033.8 2567.0 
IBRB 367.8 418.2 445.3 505.1 629.2 700.4 827.5 1029.1 1297.7 1705.1 
IDA 5. 9 9.6 15.3 21.7 25.8 23.5 27.7 31.0 78.1 69.9 
Bilateral 1884.5 2121.2 2418.2 2519.3 2972.6 3507.9 4945.7 5194.8 5950.4 6550.7 
Private creditors 4621.9 5345.8 5909.1 7008.1 10635.2 18172.2 22900.2 21127.) 22716.6 21700.5 
Supplier a 1751.8 2031.2 2500.4 2845.7 3290.2 4064.9 4621.7 4739.1 4872.2 4721.7 
Financial markets 2487.6 3153.7 3,104.4 3700.1 6808.6 13853.7 18081.2 16o02.6 17754.0 16880.3 ' 
Interest ea~ments 3194.7 4176.9 54)8.8 6616.7 8309.1 11637.9 17071.) 23671.2 28893.2 33012.0 
Official creditors 1527.0 1720.2 2144.8 2585.6 3332.1 4210.1 4939.3 5808.9 6501.9 7503.9 
Multilateral 6oo.l 717.2 852.0 1068.5 1370.0 1904.5 2199.1 2552.5 2775.2 3202.8 
IBRD 453.7 538.2 630.7 764.5 932.2 1242.8 1538-.-5 1753.2 1847.8 2107.3 
IDA 27.9 29.2 34.6 45.4 53.3 6o.7 70. 9 79.0 91.8 108.5 
Bilateral 926.9 1003.1 1292.7 1517.1 1962.1 2305.6 2740.1 3256.4 3726.7 4301.1 
Private Creditors 1667.7 2456.7 3294.1 4031.0 4977.0 742:7.8 12132.0 17808.3 22)91.3 25508.1 
Suppliers 512.1 521.3 581.6 721.1 742.7 106). 4 1329.5 1420.6 1330.4 1324.8 
Financial markets 1064.9 1909.5 2651.9 3201.9 4136.2 6287.9 10703.9 16317.9 21021.7 24149.8 
Private non-gaaranteea 
Debt Service 5835.2 7637.0 8542.0 9182.7 10171.9 12991.3 17205.7 196o2.5 23310.1 28758. ~ 
Principal repaymeut 4194.8 5181.0 . 5752.9 6768.6 7434.9 9206.6 11789.0 126o8.4 13188.2 15566.0 
Interest payments 1640.4 2456.0 2789.1 2414.1 2737.0 3784.7 5416.7 6994.1 10121.9 13192.1 

- - - - - - - - - - - - - - - - - - - - - - - - - - - - - ------ - - - - - - - - - - - - - - - - - - -
Source : World debt Tables, World Bank, 1982-83, 1983-84 (First Supple ent) pp. 2, 3, 5) 



Table 2. 5 : Total debt service of major borrowing countries 
(in U.S. $ million) 

------ - - - - - - - - - - - - - - - - - - - - - - - - ------ - - - - - - - - - - - - - - - - - - - - - - - - - -
1973 1974 1975 1976 1977 1978 197$ 1980 1981 1982 

- - - - - - - - - - - - - - - - - - - ------ - - - - - - - - - - - - - - ------ - - - - - - - - - - - - - -
Total debt service 10343.8 13567.3 15755.7 17579.3 23208.0 32259.1 45973.8 50674.0 57919.2 65195.9 
Total principal repayment 7164.2 8958.5 9891.9 112S0.4 15549.5 21528.9 30111.1 29033.2 29877.3 31736.00 
Total interest payments 3179.6 46o8.8 5863.8 6298.9 7658.5 10730.2 15862.7 21640.8 28041.9 33459.9 
Public/Publicli ~aranteed 
Debt Service 6489.1 8032.2 9534.7 11316.6 15970.7 23647.0 32765.1 35684.9 40619.2 43074.6 
Principal repayments 4417.6 5233.1 5842.6 6764.2 10254.4 15718.6 21119.7 19629.0 20699.3 20243.9 
Official creditors 1486~0 1682.2 1831.6 2036.9 2397.6 2673.0 3552.4 3788.9 4222.5 5153. 2 
Multilateral 259.0 289.3 321.6 389.) 527.1 576.7 666.9 920.9 1042.6 l.l58.o 
IBRB 182.7 206.1 221.8 261.5 361.2 383~0 447.8 573.9 743.4 1003.8 
IDA 4.1 5.9 7~8 10.2 11~7 12.2 15.3 18.9 24.7 32.8 
Bilateral 1226.8 1392.9 1510.0 1647.6 1870. 5 2102.3 2885.4 2868.0 3179.9 3795.3 
Private creditors 2931.6 3550.9 4011.0 4727.3 7856.8 13045.6 17567.4 15840.1 16476.8 15090.6 
Suppliers 1214.8 1443.0 1803~7 2119.9 2414.1 2784. 5 J366.2 3515.2 3723. 2 3636.1 
Financial markets 1668.5 3059.0 2077.3 2492.5 4944.8 10037.7 14047.2 11954.2 12687.4 11381.2 
Interest ealments 2071.5 2799.1 3692.1 4552.4 5716.3 7928.3 11645.4 16o55.8 19919.9 22830.7 
Official creditors 919.9 1051. 2 1337.2 1595.1 2087.1 2502.6 2638.4 3095.9 3653.1 4381.2 
Multilateral 317.3 384.3 465.6 576.9 765.2 1095.4 1172.9 1350.9 1435.6 4639.0 
IBRD 223.2 271.8 328.4 392.1 499.0 684.6 845.1 971.1 1024.5 1174.6 
IDA 17.2 18.5 21.7 26.6 31.4 34.7 38.5 43.2 49.1 57.1 
Bilateral 602.7 666.9 871.6 1019.2 1321.9 14o7.3 1465.4 1745.1 2217.5 2742.2 
Private creditors 1151.6 1747.9 2354.9 2957.3 3629.1 5425.7 9007.1 12959.9 16266.8 18449.5 
Suppliers 381.6 367.5 395.9 533.4 522.9 749.7 937.3 981.1 964.7 910.7 
Financial markets 752.1 1360.3 1903.8 2327.4 3015.3 46o8.o 7980.4 11920.1 15275.5 17513.3 
Private non-~aranteed 
Debt Service 3854.7 553 5.1 6221.0 6262.7 7237.3 8612.2 13208.7 14989.2 17840.0 22121.3 
Principal repayment 2746.6 3725.4 4049.3 4516.2 5295.1 5810.3 8991.4 9404.2 9178.0 11492.i 
Interest payments 1108.1 1809.7 2171.7 1746.5 1942.2 2801.9 4217.3 5585.0 8122.0 10629.2 

~ --------- - - - - - - - - - - - - - - - - - - - - - - - - - ------- - - - - - - - - - - - - - - - - - - - -
Source : World debt tables, World Bank, 1982-83, 1983-84 (First Supplement) pp. 22-25. 



Table 2.6 : Total debt service of low income Asia and Africa 
(in U.S. ~ million) 

- - - - - - - - - - ------- - - - - ------ - - - - - - - - ------ - - - -
197) 1974 1975 1976 1977 1978 1979 1980 1981 1982 

- - - - - - - - - - ------- - - - - - - - - - ------ - - - - - - - - - - - - - ------ - - - -
Total debt service 1)96. 7 1611.7 1827.9 1781.8 1987.5 2)28.8 2643.6 )129.6 2964.8 )206.0 
Total principal repayment 897.7 1069.6 1219.8 11)9.9 J.239.4 1)8).7 1558.7 1857.1 1781.0 1897.9 
Total interest payments 498.9 542.0 6o8.1 641".9 746.2 945.2 1084.9 1272. 5 4183.7 1308.2 
PubliglPubliclf guaranteed 
Debt Service 1299.) . 1489.5 1760.0 1705.2 190). 2 2212.8 2500.1 2989.5 2835.7 3055.6 
Principal repayments 822.9 970.8 1174.5 1088.3 1192.2 1)14.9 1474.6 1771.1 1694.3 1791.5 
Official creditors 529.2 6)9.1 754.4 7)4.0 859.9 945·.9 1104.5 1264.0 1247.0 1244.7 
Multilateral 10).7 116.-) 116.9 128.4 145.9 155.) 185.1 218.0 267.0 296.6 
IBRD 98.) 102.1 97.2 100.0 11).9 il7.2 119.5 129.9 126.8 143.) 
IDA 4.4 7.7 11.9 . 18.0 18.8 17.9 22.0 22.6 59.3 55.2 
Bilateral 424 •. 8 522.8 6)7. 7 605.7 714.0 790.7 919.5 1046.1 980.0 948.0 
Private creditors 204.7 2)) •.. 5 321.2 276.9 281.1 )24.3 )47.) 4)0.6 449.6 450.7 
Suppliers 1)8.0 150.2 219.2 194.9 177.6 178.5 184.4 182.4 15).) 144.6 
Financial markets 102.6 97.4 141.1 99.8 77.9 115.0 127.0 2)6.2 2)1.) 351.) 
Interest ~alments 476.) 518.7 585.5 616.9 711.1 898.0 1025.5 1218.4 1141.) 1264.1 
Official creditors 385.5 397.7 4)9.8 500.9 583.2 707~6 82).6 920.) 811.0 84J.O 
Multilateral 107.) 109.2 115.5 .150.) 158.5 208.8 . 252.6 27). 2 289.5 338.7 
IBRD 8).6 80.1 81.0 59.9 74.0 99.1 115.) 116.0 118.5 148.6 
IDA 21.6 22.7 26.4 )4.6 40.2 45.7 53 .. 9 59.8 70.7 8). 5 
Bilateral 278~2 288.6 )24.) )50.6 424.7 498.8 571.0 644.) 521.4 504.4 
Private creditors 90.8 120.9 1~5.6 116.1 127.7 190.4 201.8 298.1 ))0.4 421.0 
Suppliers 49.2 6o.7 73.) 58.2 52.) 71.4 74.2 80.7 64.7 61.4 
Financial markets 40.4 58.7 71.) 57.) ' 75.2 119.1 127.5 217.4 265.7 359.6 
Private non-gyaranteed 
Debt Service 97.4 122.1 67.9 76.6 84.3 116.0 . 14).5 140.1 129.1 290.7 
Prineipa1 .repayments 74.8 98.8 45.) 51.6 47.2 68.8 84.1 86.0 86.7 106.) 
Interest payments 22.6 2).) 22.6 25.0 37.1 47.2 59.7 54.1 42.4 44.1 

- - - - - - - - - - - ~ - - - - - - - - - - - - - - - - - - ------ - - - - - - - - - - - - - - - - -
Source : World Debt Tables, World Bank, pp. 6, 10, 1982-8), 198)-84 (Suppmeaented) 
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Debt service of major borrowing countries increased 

fro m U.S. $ 10~)4).8 million to U.S. S 65,195.9 million 

between 1973 and 1982. (5)0.) per cent rise). Public and 

publicly guaranteed debt of these countries rose from 

·u.s. ~ 6, 489.1 million to U.s. 8 4) ,074. 6 million during 

the same period (56).4 per cent rise). Private non

guaranteed debt rose from U.S. i ),854.7 million to U.S. 

$ 22,121.) million in the same period (47).9 per cent rise). 

This group's share in all LDCs debt service was 70.6 per 

cent in 197) which remained 70.4 per cent in 1982. It'e 

debt service to debt outstanding (disbursed) was 14.4 

per cent in 197) which was 19.7 per cent in 1982. 

Debt service of low income Asia and Africa was 

U.S. $ 1,)96.7 million in 197) which rose relatively less 

rapidly than major borrowing countries, to u.s. j ),206.0 

million in 1982. (129.5 per cent rise). Public and publicly 
service 

guaranteed debti..of this group increased from U.S. j 1,299.) 

million to U.S. 8 3,055.6 million in between 1973 and 1982. 

(135.2 per cent rise). It's share in all LDCs debt 

service constituted 9.5 per cent in 1973 which went f down 

to 3.5 per cent in 1982. It's debt service to debt out

standing (di sbursed) ratio was 6.7 per cent in 1973 it 

came down to 5.3 per cent. 

(a) Principal repayment (amortization) 

As Table 2.7 indi cates principal repayments or 

amortization of all LDCs increased from u.s. 8 9,819.1 



Table 2.z Net 1'lows and net transfers 
(in U.S. A million) 

------ - - - - ------ - - - - - - - - - - - - - - - - - - - - - - - - - - -
1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 - - - - ------ - - - - - - - - - - - - - - - - - - - - - - - - - - - ------ - - - - -

Total net 1'lows of all LDCs 15,687.9 23, 510.9 29,066.9 32,917.4 39,426.6 48,254. 5 5),882.8 55,47).0 69,515.0 53,712.5 

Total net transfer of 
all LDCs 10,852.8 16,878.0 20,8)8.9 2),886. 6 28,)80. 5 )2,831. 9 31,394.8 24,861.7 )0,499.9 7,508.4 

1'1ow 
Net kxaaafaa of major 

11,25).6 15,154.5 18,)48.2 borrowers ·22, 270.5 24,436.9 )1,710.5 )4,692.9 31,)05.8 44,654.0 27,139.4 

Net transfer of major 
8,074.0 borrowers 10,545.7 12,484.4 15,971.5 16,778.5 20,980.2 18,8)0.2 9,664.9 16,612.0 6,)20. 5 

Net flows of low income 
Asia and Africa 1,956. 9 3,509.4 4,259.3 . 3,925.3 3,696.8 4, 221.7 4,929.9 7,055.6 5, 482.4 5,568.9 

Net transfer of low income 
Asia and Africa 1,458.1 2,942.0 3,654.8 3,283.4 2,952.6 ),904.) 4,562.6 6, 5)4. 7 5,044. 4 5,156.0 

- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -
Source : World debt tables, World Bank, 1982-8), 198.3-84 (First supplement) pp. 5, 9, 13, 25) 
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million to u.s. $ 46,384.1 million in between 1973 to 

1982. (372.3 per cent rise). Percentage or public and 

publicly guaranteed debt's amortisation to the total was 

71.3 per cent in 1973 which was declined to 66.4 per cent 

in 1982. 

Amortization of major borro~ng countries increased 

from U.S. j 7,164.2 million to U.S. ; 31,736.0 million in 

between 1973 and 1982. (343 per cent rise). Percent~ge 

of public and~ublicly guaranteed debt's amortiz~tion to 

this group's amortisation rose from 42.7 per cent to 63.8 

per cent during the same period. 

Amortization payment of low income Asia and Africa 

increased from U.S. ; 897.7 million to U.S. ; 1,897.9 

million from 1973 to 1982. (111.4 per cent rise). Public 

and publicly guaranteed debt's amortization of this group 

to total amortization accounted for 91.6 per cent in 1973 

whi ch was slightly increased to 94.4 per cent in 1982. 

(b) Interest paYment• 

Interest payments of all LDCs rose from U.S. I 4,835.1 

million to a u.s. ; 46,204.1 million from 1973 t~ 1982. 

(855 per cent rise). Interest payments owed to public and 

publi cly guaranteed segment was 66.1 per cent in 1973, 

which r educed to 36.5 per cent in 1982. 

Int erest payment s of major borrowing countries 

increased from U. S. ; 3,179.6 million to u.s. ~ 33,459.9 
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from 1973 to 1982. (952.) per cent rise). Interest payment 

owed to public and publicly guaranteed segment 65.1 per cent 

in 1973, which went up in 1982 to 68.2 per cent. 

Low income Asia and Africa's interest payments were 

u.s. $ 498.9 million in 1973 which rose to U.S. i 1,)08.2 

million in 1982. (162.2 per cent rise). Interest payments owed 

to public and publicly guaranteed segment was 95.6 per cent 

in 1973, it was 96,6 per eent in 1982. 

2.) Net flows and net transfers 

In order to understand the volume of net debt 

borrowed by a country, during the year, the concepts net 

flow and net transfers are often used. 1 "Net flows (or 

net lending) are disbursements minus principal repayments. 

Net transfers are net flows mi nus interest payments or 

disburs ements minus total debt service payments.~ (World 

debt World Bank Tables, 198)-84, First Supp~ement, p. xii). 

Figures of all net flows and net transfers are given in 

Table 2.8. 

Net flows of all LDCs were U.S. $ 15,687.9 million 

i n 1973, in 1982 it was U.S. 8 53,712.5 million. It's 

ratio of net flow to di sbursements was 58.) per cent in 

1973 whi ch fell to 5).6 per cent in 19$2. Net transfers 

of all LDCs were U. S. S 10,852.8 million, in 1982 it was 

1 Disbursements are dr awings on outstanding loan 
commitments during the year specified. 



Table 2.8 . Avera~e terms of all creditors (Private and Public creditors) . 
- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -

1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -
All L.D.C.s 

Interest (~) 6.6 7.0 6.8 6.8 6.9 7.9 9.4 9.3 11.6 11.0 

Maturity (ye.:.rs) 18.6 17.6 16.3 15.0 14.5 14.8 13.9 16.1 14.1 14.4 

Grace period (years) ;.6 5.2 5. 2 4.5 4.6 4.7 1 •• 6 4.8 4.3 4.) 

Grant element (~) 23.4 21.1 21.0 H~.8 1e.6 14.5 7.0 8.8 ).1 0.5 

Major borrowers 

Interest (~) 7.0 7.6 7.2 7.3 7.2 8.6 10.3 10.1 12.6 12.) 

Maturity (years) l8._t. 16.8 1!..8 l.J. S· -_. 13~ 2 .) .3.9 --- 1:2._6 15.6 l3.~ 12.7 

Grace period (years) 5.9 5. 2 5.2 4. 2 4. 5 4.6 4. s 4.8 4.1 3.8 

Grant element (~) 21.3 19.9 17.5 14.6 15. 5 10.0 1. 2 4.4 -8.) -8.1 

Low Income Asia and Af'rica 

Interest (%) - ' 3.1 3.9 3.3 3.S ).3 3.2 3.8 4.0 5.0 ' . ' 
l~aturity (years} 26.4 24.4 27.8 25.8 28.9 )O!j 26.6 26.5 27.9 

Grace period (years) 6.4 6.6 7.1 6.8 7.1 7.3 6.7 6.5 6.7 

Grant element (~) 47-,2 44. e 50.8 46.1 51.6 ' 53.2 47.1 45.4 41.1 

- - - - - - - ------ - - - - - - - - - - - - - - - - - - - - - - - - -

Source t:lor1d deot tables, ·~orl<i Bank, 1982-83, 1983-84 (First Supplement), pp. 3, 9, 13, 2)) 



u.s. ~ 7,508.4 million in 1982. It's ratio ot net transfers 

to disbursements was 40. 4. per cent I' in 1973, which fell 

to 7.5 per cent in 1982. 

Net flows of major borrowers were U.S. B 11,253.6 

million in 1973, which were U.S. ; 27,139.4 million in 

1982. let transfers were U.S. i 27,139.4 million and 

U.S. B -6,320.5 million during the same period. The ratio 

of net flows to disbursements was 61.1 per cent in 1973, 

which fell to ~6.1 per cent in 1982. The ratio o.f net 

transfers to disbursements was 43.8 per cent in 1973 

which fell to -10.7 per cent in 1982. 

Net flows of low income Asia and Africa were U.S. 

8 1,956.9 million in 197), which increased to U.S. j 5,568.9 

in 1982. Net t r ansfers of this group were u.s. B 1,458.1 

million and U.S. i 5,156.0 million during the mentioned 

periods. Ratio of net flows and net transfers to disburse

ments were 68.5 per cent and 73.7 per cent in 1973 

respectively whieh were 51.1 per cent and 6S. 2 per ·cent 

respectively in 1982. 

2. 4 Aver age terms of all creditors (private + public creditors) 

Average terms of all creditors are given in Table 2.9. 

(a) I nterest ( ~) 

Average interest r ate of all LDC debt was 6.6 per 

cent in 1973 which st eeply i ncreased to 11 per cent in 

1982. For major borrowers i t was 7 per cent and it increased 



Table 2.9 : Percentage of concessional and variable interest loans to disbursed credit 

- - - - - - - - - - - - - - - - - - - - - - - - - ~- - - - - - - - - - - - - - - - - - - - - - - - - - - -
1973 1974 1975 - - - - - - - - - - - - - - - - - - - -

All L.D.C.s 

Concessional loans 

Variable interest loan 

MaJor borrowers 

Concessional loans 

Variable interest loan 

Low income Asia and Africa 

Concessional loans 

Variable interest loan 

45.6 

11.6 

45.4 

13.5 

70.7 

- - - - - - - - - - - - - - - -- -

43.0 

15.7 

41.8 

18.9 

70.3 

40.9 

20.0 

39.5 

23.4 

71.6o 

1976 

37.9 

22,6 

35.3 

27.0 

71.8 

1977 

36.2 

24.6 

33.0 

29.1 

71.1 

4.0 

1978 

33.1 

27.0 

29.3 

32.0 

71.2 

3.5 

~979 

30.4 

31.6 

26.4 

38.0 

70.0 

3.4 

Source World debt tables, World Bank, 1982-83, 1983-84 (First Supplement) pp. 3, 9, 13, 23) 

1980 

29.7 

33.2 

25.3 

39.8 

70.3 

3.9 

1981 

28.1 

36.9 

23~1 

44.2 

69.4 

4.7 

1982 

26.6 

37.6 

21.3 

44.1 

70.1 

4. 5 



to 12.) per cent .between 197) and 1982. Whereas for low · 

income Asia and Africa it was ).7 per cent and 5.0 per 

cent in the above-mentioned periods. 

(b) MaturitY (years) 

Average maturity for all LDCs was 18.6 years in 

1973 which came down to 14.4 years in 1982. For major 

borrowers 1 t was 18.4 years in 1973 which decli.ned to 

12.7 years in 1982. For low income Asia and Africa it 

increased from. 26.4 years to 27.9 years~ 

(c) Grace Period (years) 

Average grace period for all LDCs was 5.6 years in 

1973 which was shortened to 4.3 years in 1982. For major 

borrowers it was shortened from 5.9 years to ).8 years 

whereas for it lengthened from 6.4 years to 6.7 years 

between 1973 and 1982. 

(d) Grant element (~) 

Average grant element was 2.).4 per cent in 1973 for 

all LDCs, which became astonishingly low, -0.5 per cent l -in 1982. For major borrowers it was 21.) per cent in 197), 

which rapidly came down to -8.1 per. cent in 1982. For 

low income Asia and Africa 47.2 per cent in 1973, which 

declined to 41.1 per cent in 1982 • . 

I n World Debt Tables average interest rates, maturity, . 
Gr a ce period are shown differently for low income Asia and 
Africa. 
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Percentage ot concessional and variable 
interest loans to disbursed credit 

(a) Conces sional loans 

For all LDCs percentage of concessional loans to 

disbursed loan was 45.6 per cent in 1973 which de_creased 

t ·o 26.6 per cent in 1982. For major borrowers it was 

45.6 per cent in 1973 decreased to 21.3 per cent in 1982. 

For low income Asia and Afri ca the ratio was 70.7 per cent 

in 1973 which slightly came down to 70.1 per cent in 19S2. 

(b) Variable interest loans 

In 1973, proportion of variable interest loans to 

total disbursed loans was 11.6 per cent for all LDCs 

which increased considerably to 37.6 per cent in 1982. 

For major borrowers it was 13.5 per cent, it increased 

to 37.6 per cent in the same period. Figures of low 

income Asia and Africa's share are not available from 

1973 to 1976. In 1977, the ratio was 4.0 per cent which 

slightly increased to 4.5 per cent in 1982. 

2.6 Principal ratios 

Principal ratios·are given in the Table 2.10. 

(a} DOD/ XGS (debt outstandi ng di s bursed/ 
exports of goods and services) 

The more t he export s the leas will be the DOD/XGS 

rati o. The lesser t he ratio the stronger would be a 

country's BOP posi tion. For , all LDCs the ratio was 

84.7 per cent, which was at the peak in 103.8 per cent in 

1978, in 1980 it came down to 84. 1. per cent. For major 

borrower s it was 110.6 per cent i n 1973 , which was at 



Table 2.10 : Principal Ratios 

- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -
197.3 1974 1975 1976 1977 1978 1979 1980 1981 1982 - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -

Total LDCs 
DOD/IGS (~) 

DOD/GNP (~) 
TDS/IGS (~) 
TDS/GNP (~) 
INT/IGS (~) 
INT/GNP (~) 

RES/DOD (!') 

RES/MGS (months) 

Major borrowers 
DOD/XGS (~) 
DOD/GNP (~) 

TDS/XGS (~) 
TDS/GNP (%) 

INT/IGS (~) 

!NT/GNP (~) 
REs/Uixianu* DOD (~) 
REs/MGS (months) 

84.7 
14 • .3 
10 • .3 
1.7 
.3.2 
0.5 

57 • .3 
5. 2 

110.6 
14 • .3 
1.3 • .3 
1.7 
4 • .3 
0.6 

45.2 
5 • .3 

6.3. 7 
1.3. 7 
8.1 
1.6 
2.8 
0.6 

64.5 
4.7 

89.2 
1.3. 5 
10.8 
1.6 
.3.8 
0.6 

45.2 
4.1 

8.3.5 
15.0 
9~6 
1.7 
.3.6 
0.6 

48.0 
.3.7 

108.8 
15.1 
1.3.0 
1.8 
5.0 
0.7 

.3.3.4 
.3 • .3 

87.8 
16.4 
9~6 
1.8 
.3.8 
0.7 

46.9 
4.2 

11.3.0 
16 • .3 
12.8 
1.8 
5. 2 
0.7 

.3 5. 7 
4.1 

91.6 
17.9 
10.8 

2.1 
.3.9 
0.8 

44.9 
4.2 

116.9 
17.9 
15.2 

2 • .3 
5. 5 
0.8 

.3 5. 7 
4.2 

10.3.8 
19.6 
14.5 

2.7 
4.9 
(il_. ~ 

4.3. 0 
4.4 

9.3. 4 
19.1 
14.8 
.3.0 
5. 5 
1.l ... 

52 • .3 
5.0 

84.1 
18 • .3 
12.9 

2.8 
5. 9 
l.J 

50.6 
4.4 

19.4 

.3.1 

1.5 
.37.0 

2.3. 5 

.3.6 

1.9 
29.5 

- - - - - - - - - - - - - - - - - - - - - - - - -

129.0 
19.4 
19.7 
.3.0 
6.6 
1.0 

.)6.0 
4.5 

117.2 
18.6 
21.1 
.3.4 
7.5 
1.2 

41.4 
4.8 

100.4 
17.7 
17.4 
.3.1 
7.8 
1.4 

28.5 
.3.9 

106.7 
18.2 
19.0 
3.2 
9 • .3 
1.6 

29.8 
.3.1 

22.9 

.3.9 

2.1 
21 • .3 

- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -
Low income Asia and Africa 
DOD/XGS ( ~) 
DOD/GNP (:£) 

TDS/IGS (~) 
TDS/GNP (~) 
INT/IGS (%) 

INT/GN.F (~) 
RES/DOD (%) 

RES/~1GS (months) 

- - - - - - - - - -

185.6 
16.1 
11.9 
1.1 -
4.3 
0.4 

2.).6 
.3.7 

179.5 
20.0 

11.1 
1.2 
.3.8 
0.4 

20.8 
3.1 

179.9 
21.1 

11.6 
1.4 
.3.·9 
0.4 

15.6 
2.4 

177.7 
2.3.0 
9.5 
1.2 

.3.4 
0.4 

18.6 
.3.6 

272.4 
42.8 
9.1 
1.1 
.3.5 
0.4 

2.3. 2 
4.6 

- - - - - - - - - - - - - - - - - - - - - - - - - -

215.8 
21.0 
11.0 
1.1 
4.6 
0.4 

24.6 
4.8 

211.1 
21.1 
10.4 
1.0 
4.4 
0.4 

.31.1 
5.1 

2.3.3. 9 
18.5 
1.3.1 
1.1 
5.6 
0.7 

27.6 
4.2 

21.1 

1.1 

0.4 
19.9 

22.7 

1.0 

0.4 
18 • .3 

- - - - - - - - - - - - - - - - - - - - - - - - -
Source :(World Debt Tables, World Bank, 1982-8.3, 1983-84, first supplement, pp • .3, 9, 1.3, 2.3) 



the peak in 1978; 129 per cent, it further came down to 

106.7 per cent in 1981. For low income Asia and Africa 

it was 185.6 per cent in 197), which was at the peak 

272.4 per cent in 1977, it came down to 2)).9 per cent 

in 1980. 

(b) DOD/GNP (Debt outstanding disbursed to 
Gross National Product) 

The lesser the DOD/GNP ratio, the lesser would be 

the debt outstanding and therefore less vulnerability on 

BOP side. DOD/GNP ratio was 14.) per cent, for all LDCs, 

in 197), it went up to 2).5 per cent in 1982. The ratio 

of major borrowing countries was 14.) per cent in 197) 

which rose to 22.9 per cent in 1982. The ratio was 16.1 

per cent, for low income Asia and Africa, in 197). In 

1977, which was at the peak during this year, it went up to 

42.8 per cent, it further declined to 22.7 per cent in 1982. 

(c) TDS/IGS. (Total debt service/ exports of goods and 
servi cee) 

If debt service payments are small TDS/IGS ratio 

will be smaller. For all LDCa it was 10.) per cent in 

197), which was at the peak 14.8 per cent in 1979, it later 

came down to 12.9 per cent in 1980. The ratio of major 

borrowers was 1).) per cent in 197), which was at the 

peak 21.1 per cent in 1979, it came down to 19 per cent in 

1981. For low income Asia and Africa it was 11.9 per cent 

which went up to 1).1 per cent in 1980. 
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(d) TDS/GNP (Total debt service to 
Gross National Product) 

The lesser TDS/GNP ratio the more relaxed position 

on current account. TDS/GNP ratio was 1.7 per cent, for 

all LDCs, which went up to 3.6 per cent in 1982. The 

ratio •~e l.7 · per~eentl.COr~aajor borrowers wbi~ augmented 

to 3.9 per cent in 1982. The ratio of low income Asia and 

Africa was 1.1 per cent in 1973, which declined slightly 

to 1.1 per cent in 1982. 

(e) INT/IGS (The ratio Interest payments to exports) 

INT/IGS ratio was 3.2 per cent, for all LDCs, in 

1973 and it went up to 5.9 per cent in 1980. For major 

borrowers it was 4.3 per cent in 1973, it increased to 7.8 

per cent in 1980. For low income Asia and Africa it was 

4.3 per cent in 1973, it rose relatively lesser than major 

borrowers in 1980; it was 5.6 per cent. 

(f) INT/GNP (Interest payments/Gross National Product) 

If the interest payments are small !NT/GNP ratio 

will be smaller. It was 0.5 per cent in 1973, which 

uplifted to 1.9 per cent in 1982. For major borrowers 

it rose from 0.6 per cent to 2.1 per cent during the same 

period. For low income countries it was 0.4 per cent, 

which remained the same in 1982. Nevertheless, it was 

at peak 0.7 per cent in 1980. 
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(g) RES/DOD (Reserves to debt 
outstanding disbursed) 

The more the reserves, the more the ratio and 

less strain on the BOP. For all LDCs it was 57.) per 

cent in 197.3 which went down to 29.· 5 per cent in 1982. 

For major borrowers it was 45.2 per cent in 1973 which 

steeply came down to 21.) per cent in 1982 • . For LDCs it 

was 23.6 per cent in 1973, it went to the peak )1.1 per 
~eJ: cent 

cent in 1979, it further came down to 18.JLin 1982. 

(h) RES/MGS (Reserves to imports of goods and 
services (months) ) 

The lesser the RES/MGS ratio, the shorter the period 

(in months) in which reserves are adjusted for BOP die

equilibrium. RES/MGS ratio was 5.2 per cent in 1973, it 

increased to ,.. 4 per cent in 1980. For m.ajor borrowers it 

was 5 • .3 per cent and it declined to ).9 per cent in 1980. 

For low income Asia and Africa it was ).7 per cent in 1973, 

it increased to 4.2 per cent in 1980. Nevertheless, this 

rise is lower than the peak value which was 5.1 per cent 

in 1979. 

2.7 East European Economies : A Statistical Apera1sa1 

East European countries or the CMEA (Council for 

Mutual Economic Assistance) bloc is also having the debt 

problems. Until 1960 there was no substantial trade of 

the Bast with the west. But since early '70a the trade 

with the West sbarted improving demand for imports from the 
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East Europe conaisted ·or attractive Western goods and 

technology. In order to overcome the import surplus with 

the west, having no convertible currencies with them, 

they bad to borrow from the Western Banks and institu

tions. Secondly, except Rumania and Hungary no other 

CMEA country is member of the IMF and World Bank. There

fore, they had no alternatives other than borrowing from 

the western Banks and institutions. 

The demand for foreign debt augmented due to two 

more factors: tl) Increase in oil prices by the U.S.S.R., 

(2) Increase in food imports. 

(l) Increase in oil prices by the U.S.S.R. 

Until January 1975 the prices of the U.S.S.R. oil 

were decided by the average world market prices for the 

preceding five year period (1966-70). However, the 

Executive Committee of the CMEA decided to go for the 

world prices of the commodities of the immediate preceding 

five years, (1971-75). This strategy led to a rise in 

the prices of the manufactured goods of the CMEA (excluding 

the U.S.S.R.) by about a third. On the other hand it 

raised the pri ces of raw materials (mainly oil exporte 

of the U. s . s . R.} by about 130 per cent. Therefore this 

increased the deficit of the East European countries on 

current account with the U.S.S.R. because these countries 

are solely dependent for oil on the U.S.S.R. 
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( 2) In.crrease in food imports 

In the early '70s the CMEA countries emphasized 

the industrial investment at the expense of agricultural 

sector. They adopted the consumerist approach that 

demanded steady improvements in material living standards 

regardless of their objective capacity to pay, i.e., 

Agricultural imports of Poland from the u.s. rose from 

u.s. $ 80 million in 1972 to u~ s. ;, 650 million in 1979. 

Table 2.11 . : East European Indebtedness in the 1970s: 
Gross Debt in Billions of u.s. Dollars 

-------
Country 1971 1972 197) 1974 1975 1976 ° 1977 1978 1979 - ........ - - - ~ - - - ~ - ~ - - - - - . - ~ ~ - - - - - - - ~ - -
Bulg&ria 0.7 1.0 1.0 1.7 2.6 ).2 ).7 4.) 4.5 

Czechoslovakia 0. 5 0. 6<> 0. 8 1. 0 1.1 1. 9 2.6 ).2 4.0 

7.1 8.9 10.1 

5.7 7.5 1.8 

G.D.R~ 1.4 1.6 2.1 ).1 5.2 5.9 

Hungary 1.1 1.4 1.4 2.1 ).1 4.0 

Poland 

Romania 

East Europe 

Yugosl avia 

1.1 

i.2 

6.1 · 

).2 

1.6 

1.2 

7.4 

3.9 

2.8 4.6 8.0 

1.6 2.7 2.9 

9. 7 15. 4 2) • 0 

4.7 5.4 6.6 

11.5· 14.0 17.8 

2.9 ).6 5.2 

29.5 )6.7 46.9 

1.9 9.5 11.8 

20.5 

6.9 

5). 7 

15.0 
East Europe w1 th 
Yugosl avia 9.) 11.) 14.4 20.8 29.6 )7.4 46.2 68.7 58.7 

- - - - - - .. - .. -·- - - - - - - - - -
Source: Marer, P., "Economic Performance and Prospects 

in East ern Europe : Analytical Summary and 
Int erpret ation of Findingn in U.S. Congress, 
J oint Economic Comrr. ittee East European Assessment 
(Washington D.C.) Government Printing Office 
1981), pp. 2, 57. • 
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Among the East European countries Poland's debt 

rose very steeply. It was S 1.1 billion in 1971 which 

went up to A 20.5 billion. This accounted for ~ 6 .q per 

cent of total East European debt (excluding Yugoslavia). 

Second largest debtor of the CMEA bloc ta Yugoslavia. 

The magnitude of her debt rose from U.S. i 3.2 to U.S. 

B 15.0 bfllion between 1971 and 1979. 

Table 2.12 : East Europe's Debt Burden in the 1970a. 

- - - - - - - - - - - - ~ --- -- - - - - - - - - - - - -
Country 

Bulgaria 

Czecho.slovakia 

G~ D. H. 

Hungary 

Poland 

Romania 

- - -
Cpuntry 

- ..... - -
Bulgaria 

Czechoslovakia 

G. D. R. 

Hungary 
Poland 
Romania 

1~r· 1975 . 1979 
Debt/export ratio 
1971 1975 1979 

85 

11 

71 

82 

23 

60 

259 

56 

211 

208 

217 

115 

- .. - .. 

431 

207 

537 

702 

5~.a 

306 

1.6o 2.41 

0.1) 0.35 

0.89 1.16 

1.13 1.)0 

0.52 1.79 

1.30 0.85 

.. - .. - .... 

- .. ~ - - - ~ - - - - - - - - -
Debt service/export ratio (~) 

1970 1975 1979 ---- -·---- ~ ~-

35 33 )6 

8 14 22 

20 25 55 
20 19 )6 
20 )0 95 
)6 2) 25 

1.65 

0.88 

2.00 

2. 23 

3.16 

1.26 

- .. .., - - - - - - - - - - - - - - - -
Source : Marer P. • "Economic Performance and Prospect a 
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in Eastern Europe", in U.S. Congress, Joint 
Economic Committee, East European Economic 
Assessment (Washington D.C. : Government 
Printing Office, 1981), Pt. 2, pp. 67-68. 
(a) Sise of outstanding debt relative to 
annual bard currency exports (i.e. exports 
~enerating hard currency.) 
(b) Interest on outstanding debt and . 
principal payments on medium and long tera 
debts relative to hard currency exporta 
(Excludes service reYenues and short term 
debts). 

Poland's debt service to exports ratio went up 

from 20 per cent to 95 per cent between the period 1970 

and 1979. Analogously its debt/exports ratio went up 

from 0.52 per cent ti ).16 per cent between the same 

period. However, if we see per capita debt Hungary stands 

first in the year 1979. 
I 

These countries lack convertible currency b~lancea 

which are required for the i rnports from the weat. Secondly, 

they have to face competition with the LDCa in the markete 

for t heir exportables. Thirdly, these countries, too, 

£ace the problem or import surplus with the U.s.s.R. 

Deficit of the CMEA countries with the U.S.S.R., 

created large surpluses in the current account of the 

U. s.s. R. These surpluses were available to the CMEA 

countries as defacto grants. Those were available in the 

form of transfer able roubles which are purely book keeping 

unite. I n the period 1976-80, these defacto Soviet granta 

reached a level of nearly 8 bill ioi. "ranaferable roubles. 



CHAPTER III 

FACTORS AFFECTING DEBT AND 
IT'S SERVICING 

In this chapter I shall take a note of factors 

influencing debt and debt servicing particularly inter

national interest rates, exchange rate fluctuation; mainly 

dollar terms of trade and protectionist policies of 

industrial countries. 

3.1 International interest rates 

Having studied the burden vi interest payments we 

now take the problem of fluctuations in the interest rates 

on the international market. LIBOR (London Inter Book 

Offer Rate) is cons~dered to be the international rate 

which is interest rate on the Euro-currency market. Now 

one may pose a question as to why LIBOR is the inter

national interest rate. It is so because all inter

natior.al lending is connected with the LIBOR;. basically 

variable interest rates loan. As the LIBOR goes up or down 

interest rates on variable interest rate loans vill 

fluctuate pari-passu with it. 

As per Table ).1 in 1973, LIBOR on U.S. i deposits 

was 9.42 per cent for three months, for six month&' lending 

it was 9.4 per cent. It declined in between 1975 and 1978. 

It again increased from 1979 to 1981, and started declining 

from 1982. In 1984 it was 10.94 per cent for three months' 

lending , for six months ' lending it was 11.29 per cent. 

51 
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Table 3.1 : International Interest Rates 

... - - ... - - - -

Three montba Six months One year 

1973 9.42 9.40 

1974 10.90 ( 28.1) 10.84 (21.7) 

1975 6.95 (-18.3) 7.75 (13.0) -
1976 5.75 (-34.5) 6.12 (-)1.)) 

1977 5.96 (·30.0) 6. 29 ( -29. 4) 

1976 s. 73 (2. 6) 9.os (1.9) -
1979 11.93 ( 40. 2) 11.90 ()3. 5) -
1980 14.07 ~65.3) 13.91 (56.1) -
1981 16.84 (97.9) 16.69 (87.3) 

1982 13. 29 (56. 2) 1).6o (52.6) 

196) 9.71 (14.1) 9.92 (11.)) -
1984 10.94 (28. 5) 11.29 (26.7) -
... .. ... - ... .... - - ... - ..... 

(IFS, IMF, Yearbook, 1985 pp. 96) 

l) Figur es i n br ackets indicate percentage change in 
int ern&t ional ir~c. u~t rates, 

2) Minus figur es in brackets indicate decrease 
i n the LIBOR. 
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SJ 

Inflation and international interest rates 

Due to inflation interest rates do not reveal the 

true picture of the interest rates burden. Firstly, if 

the inflation rate is higher than the international 

interest rate then real burden of interest rate (nominal 

interest rate minus inflation) will be negative. It will 

be beneficial for a borrower whereas a lender will loose 

to the extent of negative difference between nominal 

interest rate and inflation. Secondly, the lender will be 
-

benefited if the inflation rate is lower than the rate of 

interest. When the difference between the nominal interest 

rate and inflation is positive, then the borrower would 

be the looser. Thirdly, if the nominal interest rate 

changes with the inflation rate, and are the same in 

proportion the real burden will be unaltered. 

Regarding the third case Kincaid (1981) has raised 

a very i mportant point. He says that this case would 

create important short term effects. When real interest 

wi ll be unchanged the real loan will be amortised faster 

because interest payments have increased. The rise in 

a~rti zation would lead to increase debt service payments. 

Therefore the r atios such as debt service to expQrts, 

interest payments to GDP will show the weakening in the 

debtor's financial posi tion. 

For a given maturi ty higher inflation rates produce 

progressively gr eat er r eal debt service obligations in 



real terms and corresponding reduction in more distant 

future. This will be more clear from the example given 

in Table ).2. 

Interest payments on fixed interest rate loans 

(which is assumed to be zero) made prior to sudden increase 

in inflation are unchanged. Thus in every time period 

the real value of amortization payments is less than 

originallY .. anti cip.ated. Therefore, the real value of 

total amortization payments ia less than the initial 

real value of the loan. A variable interest rate _loan1 

assuming that the nominal interest rate fully incorporates 

actual inflation, would increase interest payment by 10 

per cent • . Although the total· real debt service is higher 

than under fixed interest rates and then falls below 

that level. The new amortization schedule given by the 

total debt service payments reflects a more rapid rate of 

amortization s i nce the total repayments have not been 

altered. This more rapid amortization of the real loan 

also implies that the average period of loan outstanding 

is shortened. 

However, there is a problem in deciding the inter

national inf lation r ates. Ideally it should be weighted 

ave~age of price indices of all countries of the world. 

I t was ear l i er ar gued that upto 19791 real interest 

rates were negative and t~ ere·after they became positive. 

Therefore, inter est rate burden, in a real s ense has been 

higher in recent years. 
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T bl ~ 2 • Effect of inflation ona a Loan Time Period a e ·" • 

- - - - - ~ - ~ - ~ - - - - - - - - -- - - - - - - - .. - .. - --
1 2 ) 4 - - - ~ - - - - - - - - - - - - - ---

No inflation 

loan outstanding at beginning 
of period 1,000 

Amortization schedule 200 
Interest payments 
Debt service (sum • 1000) 
AYerage period real loaD 
outstanding () periods) 

Inflation (lof) 

Fixed interest rate loaD 
Amortization schedule 
Interest payments 
Debt service 
Real debt service (au .. 758.2) 
Average period real loan 1a 
outstanding ( periods) 

Variable interest rate loan 
Loans outstanding beginning 
of period . 

Amortization schedule 
Interest payments due to 
erosion of outstanding 
principal 

Debt serrt ce 

Real debt serVice (sum•lOOO) 
Aver age period real loan 1a 
outstanding (2.66 periods) 

Price index 

- - - - .. 
... - - - - - - - - - .. 

Source : (Kincaid, 1981, p. 47) 

-
200 

1,000 
200 

-
200 

lSl.S 

1,000 
·200 

100 
)00 

272.7 

1.1 

... .. - -

800 
200 

-
200 

800 
200 

200 
165.) 

800 
200 

so 
280 

2)1.4 

600 
200 

-
200 

60o 
200 

-
200 

150.) 

6oo 
200 

6o 
26o 

195.4 

1.21 l.))l 

- .. -

400 
200 

-
200 

400 . 
200 

-
200 

1)6.6 

40o 
200 

40 
240 

16).9 

1.464 

- - --

200 
200 

200 

200 
200 

200 
124.2 

200 

200 

20 
220 

1)6.6 

1.611 
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A supplement to the Table : 

l) Loan is assumed to be 1,000. Maturing is in 
five period with equal amortization payments. The 
real interest rate is assumed to be zero. 

2) Or indexed bound case. 

)) A five year loan may be considered as five separate 
loans for different periods, hence the average 
period is the sum of these loans weighted by tbe 
period during which each is outstanding, that is, 
(.2)(1). (.2)(2). (.2)(3). (.2)(4) + (.2)(5). ). 

4) The nominal interest rate equals the constant 
inflation rate. 

5) The method in footnote ) applied to this case would 
yield ( •. 2727) (1) + (. 2314) (2) + (.1954) (3) + (.1639) (4) 

• (.1)66)(5). 2.66 • 

.3.2 Exchange rates 

Exchange rate voltility also affect the debt and 

debt servi. cing. In the foreign debts of the LDCs U.S. 

dollar dominated debt has been significantly higher. The 

following Table (Table 3.)) gives percent age of dollar

denominated debt and debt service to total long term debt. 

The table excludes short term transactions. It is 

estimated that some 70 per cent of LDC short-term assets 

and some So per cent of LDC short term variables are 

denominated in u.s. dollars. 

Appreciation of the U.S. dollar reduces the value 

of debt contracted before the appreciation period but it 

increases the debt service value which is to be paid after 
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Table J,,J : Percentage of dollar-denominated debt and 
debt service to total long term debt 

(per cent) 

..... - .. - .. - - - - ...... - .. - - - - - ------- - -
Total LDOa LICe 

Debt Debt service Debt Debt service 
- - - - - - - - - - - - - - - - - - -- - - - - - - - -
1980 51 56 )3 .)5 

1981 55 6o 37 39 

1982 57 61 37 40 

198.) 56 56 31 1.1 

- - - - - .... - - - - - - - - - - - -- - -- - --
Source • External debt of developing countries, 19lt) • 

1984) Survey, p. )9; OECD, Paris, 

appreciation takes place. Let us take a hypothetical 

example for clarifying this point. 

Exchange rate Amount Amorti- Inte- TDS 
us; • aa. of de, zation rest 

(in US payments 

1980 1 • 8.00 1,000 -
1981 1 • 9.00 - 500 100 6oo 
1982 1 • 9.00 500 210 710 

Assumptions - (1) Rate of inte.reet is 10~. (2) Amortization 
payment is to be paid in the succeeding two years. 
()) Before 1980 the country does not have foreign 
debt and therefore, debt service. 

Had India borrowed in 1981, kk she would have 

paid Rs. 100 more for U.S. ; 1,000. Due to appreciation 
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India saved Rs. 100. Debt service burden, with new 

exchange rate, of two years will be Rs. 11,790. Had 

exchange rate been Rs. 8 per dollar, the debt service 

would have been Rs. 11,190. 

u.s. dollar· is appreciating against almost all 

developing countries' currencies. Table 3.4 shows the 

magnitude of appreciation against currencies of some 

developing countries. Since 1973 to 1979, the U.S. dollar 

appreciated against Indian rupee by 4.9 per cent. But 

from 1979 to 1984 this proportion waa 39.6 per cent. 

From 1973 to 1979 against Indonesian Rupiah, the U.S. 

dollar appreciated by 33.4 per cent but from 1979 to 1984 

it appreciated by 64.7 per cent. The U.S. dollar appre

ciated against South Korean Won by 21.7 per cent during 

the period 1973 to 1979 and from 1979 to 1984 it appreciated 

by 70.9 per cent. From 1973 to 1979 the O,S. dollar 

appreciated against Brazilian Cruzeiro by 359.6 per cent. 

But from 1979 to 1984 it rapidly appreciated by 6757.2 

per cent. 

3.3 .Terma of trade 

The r at i onale behind measuring terms of trade ia 

that how much a country is paying in terms of exporta in 

order to obtain one unit of i mports. Incomes from imports 

and exports are given in IFS (International Financial 

Statistics, Year Book, 1985). However, quantity of imports 



.. 59 

Table 3.4 : Appreciation of the U.S. dollar, against 
some of the debtor countries' currencies 

...... - .. 
Year 

1973 

1974 

1975 

1976 

1977 . 

1978 

. 1979 

1980 

1981 · 

1982 

1983 

1984 

Ra. p~r u.s. p 
India 

7.742 

8.102 

8.316 

8.96o 

8.739 

8.193 

8.126 

1.863 

8.659 

9.455 

10.099 

11.363 

-~-------
Rupaih ...c 
per US 11 
Indonesia 

415.00 

415.00 

415.00 

415.00 

415.00 

442.05 

623.06 

626.99 

631.76 

661.42 

909.26 

- - - - - - - - - - - - - - - -

Won...cper 
us p 
S.Korea 

397.50 

484.00 

484.00 

484.00 

484.00 

484.00 

484.00 

659.90 

700.50 

748.60 

795.50 

827.40 

----------
Cruzeirjo 
per US 
Brasil 
-----~ 

6.13 

6.79 

S.lJ 

10.67 

14.14 

18.07 

26.95 

52.71 

93.12 

179.51 

577.04 

1,848.03 

(Source International Financial Statistics Yearbook, 
1985, pp. 20), )45, 349, 393) 

(1) Exchange rates are expressed in domestic currency 
uni ts per US dollar, 

(2) Exchange r ates ar e market exchange rates and 
they ar e period averages. 
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are 
and exports l/ not given. But unit value indexes are 

given for exports and imports. < · P~ t:=:i , :· :: . Therefore, I 

have converted export& and import incomes in the form of 

indexes. Imports and exports income indexes divided bJ 

unit value indexes of imports and exports will give us 

quantity indexes, for imports and exports respectivelr. 

For indexes base year ia 1980. 

Net barter teras of trade 

This typ~ of terms of trade are defined as price 

of exports divided by price of imports <Ji>. Here it 
Index of Px ( is Index or pa• Net barter TOT terms of trade) of 

industrial, oil importing and exporting countries are 

shown in Table ).5. 

Industrial countries' net barter TOT declined b7 

11.4 per cent upto 1981. In 1982 and 1963 they improved 

by 2.1 per cent in each year. In 1984 they declined bJ 

0.2 per cent. Due to rise in oil prices the TOT of 

oil-exporting countries increased by 129.6 per cent in 

1974 and * declined thereafter, but again rose by )6.4 

p&r cent in 1980 due to the second oil price rise. The 

TOT declined by 9.6 per cent in 198). 

Net barter TOT of non-oil developing countries 

slumped by 56.4 per cent in 1974, due to mainly oil price 

rise. In 1978 they improved by 8.9 per cent but declined 

upto 198) only to rise by 10.7 per cent in 1984. 
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Table 3.~: Net barter terms ot trade 

- ... - -- ... - . - - - - ~ ... - ... - - - - Ron-oil develop• 
ing countries Year 

- - -
1973 

1974 

1975 

1976 

1977 

1978 

1979 

1980 

1981 

1982 

1983 

1984 

Industrial 
countries 

1. 2243 

1.0846 (-11.4) 

1.1076 (2.1) 

1.0906 (-1.5) 

1.0797 (-1.0) 

1.1074 ( 2. ,, 

1.0705 (-) .3) 

1.0000 (-6.6) 

0.9856 (-1.4) 

1. 0065 ( 2.1) 

1.0274 ( 2.1) 

1. o25s ( -o. 2) 

Oi1 exporting 
countries 

-----~-

0.2822 -

0.6480 (129.6) 

0.6169 (~4.8) 

0.6537 (6.0) 

o. 6708 ( 2. 6) 

0. 6156 (-8. 2) 

0.7330 (19.0) 

1.0000 (36. ,., 

1.0850 (8. 5) 

1.0998 (1.)6) 

0.9937 (-9.6) 

-

- - - - - - - - -
3. 54.28 

1. 5431 (-56.4) 

1.6209 (5.0) 

1. 5297 (- 5. 6) 

1. 490 5 (- 2. 6) 

1.6244 (8.9) 

1.)642 (-16.0) 

1.0000 (-26.7) 

0.9217 (-2.8) 

0.9092 (-1.)) 

1.006) (10.7) 

-
- - -- - - - - - ~ - - ~ - - - - - - ... - - - - - - - -- -
Notes ; (1) Figures in brackets are percentage changes in TOT. 

(2) Minus sign indicatedin the brackets indicate 
deterioration in TOT. 

3.3.2 Quantity terms of trade 

Quantity t er ms of trade are quantity of exports 

divided by quantity of imports (~). Quantity TOT of 

industrial countries i mproved by 6.9 per cent in 1974 

but fell by 2.7 per cent in 1984. Oil exporting countries 

quantity TOT declined by 18.9 per cent in 1974. Those 

improved by 6.7 per cent in 1983. Quantity TOT of the 

three groups are shown in Table ).6. 
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Table 3.6 : Quantity terms of trade 

- ~ ~ - - - - - - - ~ - ~ - - - - - .. - - - -- - - - - -- .. - -
Year Industrial 

countries 
011 exporting 
countries 

Non-oil develop
ing countries 

- - -
1973 

1974 

1975 

1976 

1977 

1978 

1979 

1980 

1981 

1982 

198) 

1984 

___ ... __ - - - - - - - - - - - - - - - - - - - -
0.8662 

o. 9284 ( 6. 9) 

0.9616 ().6) 

o. 9)91 (-2.)) 

o. 9526 (1. 4) 

0. 95Y9 (0.-7) 

0.9498 (-1.1) 

1.0000 (5.3) 

1. 0520 ( 5. 2) 

1. 0)93 ( -1. 2) 

1.0211 (-1.7) 

0.9932 (-2.7) 

).1909 -

2. 5865 ( -18. 9) 

' 1. 5711 (-)9. 2) 

1.4566 (-7.3) 

1.1674 (-19.8) 

1. 08 51 ( -8. 5) 

1.3056 (20.3) 

1.0000 (-23 •. 4) 

0.7233 (-27.6) 

o. 5084 (-29. 7) 

0.5424 (6.7) 

-

0.)016 -

0.6246 (107.1) 

o. 5445 (-12.8) 

0.6537 (20.0) 

o. 6956 (6. 4) 

0.6106 (-12.2) 

0.9426 (54.4) 

1.0000 (-6.1) 

1.164.2 (16.4) 

1.1307 (-2.8) 

1.0993 (-2.8) 

- -

- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -
Notes : (l) Figures in brackets are precentage changes in TOT. 

(2) Minus sign in brackets indicate deterioration in TOT. 

Non-oil developing countries quantity TOT improved 

by 107.1 per cent in 1974, but declined tbereaft·er. In 

198), quantity TOT declined by 2.8 per cent. 

).).) Income terme o£ trade 

Income accrued from exporte divided by paymente 

given for the imports are income terms of trade. 
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(:::::). Here income TOT are eiport income inde% divided 

by import income index. Income TOT of industri~l coun

tries declined by 5.25 per cent in 1974, but improved 

in 1975 and 1981. In 1984 they fell by 2.5 per cent. 

Income TOT of oil exporting countries i mproved by 86.1 

per cent in 1974; fell in. the successive years; except 

1979 and 19ao. They fell by 18.1 per cent in 1984. Income 

TOT of three groups are given in Table 3.7. 

Income TOT or non-oil developing countries declined 

by 10.1 per cent in 1974, but i mproved subse-uent1y, 

except in 1979 and 1980. In 1984 the TOT improved by 6.) 

per cent. 

3.4 Protectionism 

An increase in protectionistic policies of the 

industrial countries bad detrimental effects, both on 

the terms of trade and exports of developing countries. 

If industrial countries increase barriers to exports from 

developing countries, either that must be adjusted by the 

higher depreciation of the exchange rate or much higher 

level of unemployment. Smaller trade therefore _implies 

higher soci al costs for the adjustment programmes or 
developing countries. 

In the •8os, i mposition of non-tariff barriers (NTB) 

has become rampent. I n between 1980 and 1983 the ext ent 

of non-tariff barri er s of the U. S. almost doubled. During 

the same period the extent of the NTBs of the European 
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Table 3.7 : Income terms of trade 

- ~ - - - ~ ~ - - ~ - - - - - - - - - - - - ~ ~ - - ~ - - -
Non-oil develop
ing countries 

Year Industrial Oil exporting 
countries 

.. - - -
1973 

1974 

1975 

1976 

1977 

1976 

1979 

1980 

1981 

1982 

1983 

1984 

countries - - - - - - - - - - - ~ - - - - - - - - - - - ~ - - - - -
1.0629 - 0.9006 -

1.oo1o · c-5.25) 1.6762 . <66.1) 

1.0651 (5.6) 0.9692 (-42.2) 

1.0241 (-3.6) 0.9542 (-1.5) 

1.026·4 (-0.4) o. 7631 (-17.9) 

1.06)0 ().4) 0.6660 (-14.7) 

1.0180 (-4.2) 0.9569 (43.2) 

1.oooo C-1.8) 1.oooo (4.SG 

1.0424 (4.2) 0.7847 (-21.5) 

1.046o (0.3) 0.5591 (-28.7) . 

1.0491 (0.)) 0.4577 (-18.1) 

1. 02)0 ( -2. 5) 

1.0687 -

0.9611(+10;-l) , . 

0.8826 (-8.2) 

·1.0000 (13. )} 

1.0370 (3.7) 

o. 9918 (4.3) . 

1.0274 (). 6) 

1.0000 (-2.6) 

0. 9662 (-). 4) 

1.0262 (6.4) 

1.1063 (7.6) 

1.1761 (6.)) 

- - - - - - - - - - - - - - - - - - - - - - - - - -- - - - - - ~ ~ -
Notes : {1) Figures in brackets are percentage changes in TOT. 

(2) Ydnua sign in brackets indicate deterioration in TOT. 

increased by )8 per cent. The extent ot rise in NTBa 

of industrial countries affects the LDCs more than theJ 

affect the developed countries. This ia because the 

primary commoditiea exports of the developing countries 

to industrial countries are rnore than that of industrial 

countries. 



Table 3.8 Share of i mports subject to NTBe in 
i ndust rial country markets (1983) 

- - - -- - -
Market 

Industrial All deve- Major 
countries loping borrowers 

countries - - - - - - - - - - -- - - - - - - - -
European 
countries 10,2 21.8 24,9 
Japan 9.3 10.5 9.6 
u.s. 7.7 12.9 14.5 

All industrial 
countries 10.5 19.8 21.9 

- - - - - - - - - - - - -
Secondary source : World Development Report 1985 

In 1983, 29 per cent of developing countries' agricul

tural exports to industrial countries were affected by 

NTBe , the ratio was 18 per cent for manufa ctured exports, 

The persistent protectionist measures by industrial 

countries have produced surpluses in the world market, 

The Yolume of steel i mported into the U.S, fell by 

3,3 per cent a year in 1971-73 when quotas were imposed, 

In mid-seventies it grew at an annual rate of 8,3 per 

cent. Korean exports of foot wear to the U. K. increased 

by 57.5 per cent a year in real terms in 1973-79 but 

it fell to 19.1 per cent a year 1979-80 after non-tariff 

barriers were introduced, 
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Welfare coste and revenue loaaea on account or 
imposition of NTBs are quite high. "Welfare coat is aD 

amount of money that exporters would need to receive 

to be aa well ott with protectionism against thea ia 

industrial countries as they would be without such 

measures.• 

Table 3.9 : Bstimated effects or trade barriers on 
sugar exports (millions U.S. I, 1980) 

- - - - - - - - - - - ... - - - - - - -- - - -
Exporter 

- - - - ---
Welfare cost • 

Latin America 

Africa 

Other developinc 
countries 

Total : 

- -

Loss of export revenue 

Latin America 

Africa 

Other developing 
countries 

Total : 

... - - -

- - - - -
Annual 
Average - - - -

670.4 

76.4 

507.) 

1,254.4 

2,224.2 

269.2 

2,614.9 

5,108.) 

--~---

-
198) 

- - - -

1,111.0 

1)0.9 

886.2 

2,128.1 ' 

),)91.0 

421.0 

),578.1 

7,)91.0 

-

-----.,~ 

Source : World Development Report, World Bank, 1985. 

-
-
-



For developing countries' exporters losses on 

account of barriers imposed on eugar· amounted to almost 

i 7.4 billion, at 1980 prices and exchange rates. 

).5 aepurcussions or excessive b9rrow{nsa 

Excessive external borrowing will tighten the 

terms of the borrowing. As a country goes in tor more 

external borrowing it baa to forgo limited aid, conce

ssional finance and accept commercial debt at higher 

interest rates and lower maturities. Therefore, excessive 

borrowing raises intere~t rates and reduces maturity 

period. 

If the debt servicing, resulted from excessive 

borrowing, is much more than export earnings then there 

will be net outflow of resources from the debtor to the 

lender country. The net outflow would further hamper 

the growth of domestic output. 

The debtor country will be influenced by tbe 

interests of the lending countries and international 

institutions. Therefore, their economic freedom and to 

ad~~ex~•nt social and political freedom too, get adversely 

influenced. 



CHAPTER IV 

A REVIEW OF SUGGESTED SQLUTIOHS 

In this chapter an attempt is made to review the 

policy measures for easing debt and debt servicing 

problema. Attention is concentrated on the poli~iee 

adopted by developing countries, developed countries and 

public lending institutions. Some of the important 

policy proposals which are put forward recently are also 

discussed. 

4.1 Developing countries 

4.1.1 

Developing countries in order to increase ~xpcrta 

or reduce imports, go in for either export promotion or 

import substitution respectively. Secondly they can 

increase the productivity of foreign debt-financed invest

ment through efficient debt management policies. 

Import substitution vs. Export Promotion : 
A Strategy for the LDCs 

Import substitution policy is advocated because it 

increases productivity of an economy without relying on 

t he foreign trade. For import substitution the market 

is domestic, leaving no alternatives for domesti·c producta, 

t herefore it is more stable. On the other band in export 

pr o mot ion the market is the world market and benc.e the 

country has to face instabi l ity in the exports which is 

characteristic of the world market. Moreover, import 

substitution saves foreign exchange which would have been 

6S 
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necessary for importing goode. 

The advantage of import substitution lies espe

cially in its first stage. Firat stage iaport aubati

tution is comparatively an easier talk because it involves 

the production of non-durable consumer gpode. For produc-

. tion of these goods unskilled labour is required, the 

efficiency of output is small, mainly unsophisticated 

technology is used. Therefore the first stage eervee 

the purpose ot import substitution which is to reduce the 

strain on foreign exchange and produce goods domesticallJ. 

When the country passes from the first to the 

second stage of import substitution (It goes in for 

producing capital goods) it becomes difficult for her to 

reap the advantage of import substitution. This happens 

because for p~ducing capital goods the country in question 

should have ca pital and skill-intensive industries. 

Economies of scale have a large bearing in the capital

intensive industrialization. Domestic market is relativelJ 

small in relation to the minimum sise of efficient plant. 

Besi des, comparative advantage can not be exploited 

becaus~ the cost of production of output is higber than 

the coat of importable output on the world market. 

Many a t i mes it is argued that import substitution 

perfor ms the functi on of protecting infant industries. 

The infant industry ar gument maintains that ·in order to 

strengthen the domestic industries and to enable them to 
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compete on the international market in the future, they 

are to be protected by means of tariffs, quotas, etc •• 

But the time which is required tor them to become effi

cient in the cost is a questionable thing. Therefore, 

inefficiency arises out of protectionisa and becomes 

a permanent phenomenon rather than a temporary one. 

Quotas, licensing also creates proble .. of corruption. 

Aa higher costs inhibit, due to aubaidiaed import 

replacement, imports ot raw material, etc.. Therefore 

import intensity ot import aubatitution becoaea high. 

Therefore foreign exchange constraint aggraYatea. In 

many cases negative value added is deriYed from the import 

substitution. It is eo because of the high effective ratea 

of protectionism which impel large excess of value of 

domestic resources used over the value of foreign exchange 

sayed. 

Export Promotiqn 

From the efficiency view point export promotion ia 

a superior alternative to import substitution. It exploits 

economies of scale. Exports are competitive in the world 

mar ket therefore the coat advantage is likely to· be 

accomplished. The world market is large enough therefore 

constraint of the domestic market does not become an 

obstacle for the produce of minimum size efficient plants. 

Thus the dynamic gains from trade can be obtained through 

economies of s cale and learning by doing method. 
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There are two widely used methods for measuring 

the efficiency of import substitution and export promo

tion. They are DRC (Domestic Resource Cost) of import 

substitution and DRC of export promotion (EP) respec

tively. DRC of import substitution (IS) is saving a 

unit of foreign exchange. 

DRC of saving • 
a dollar by IS· •The net value of foreign exchange 

saved 

Value of domestic factors of produc
. tion used in increasing domestic 

output of which was previously 
imported 

• Bet value - Reduction in value or final goode 
imports, less increase in foreign 
exchange payments need to sustain 
domestic production. 

DRC in export promotion is defined as follows -

DRC of earning 
a dollar • 
through exports 

Value of domestic factors of 
production utilised 

Net earnings of foreign exchange 
(after deducting coats of imported 
intermediaries) 

I t is observed t hat once the first stage or import 

substitution i s over, the DRC ratio from exporting soae 

of those product.s is lower than that involved in further 

import substituti on. 

Superiority of expor t promotion over import 

substitution can be shown t hr ough the effect i ve exchange 
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rate (EER) analysis. The EER on exports is the units 

of domestic currency that can be obtained for a dollar's 

worth of exports (taking into account export duties, · 

subsidies and surcharges). The EER on imports is det.lned 

as the units of domestic currency that would be paid for 

a dollar's worth of imports (taking into account tarifta, 

surcharges, interests on advanced deposita, etc.) In 

the import substitution strategy the EER m (on imports) 

is greater than the EER x (on exports) or 

(EER x / EER m. < 1). 

Export promotion also suffers from various draw

backs. Export promotion does not always lead to compa

rati ve advantage and ripe economies of scale but it 

suffers from cost disadvantages. It is primarily because 

of eaport subsidies, tax incentives, free public utility 

services, etc.. It may outweigh the cost of protection 

art~i ng i n the process of import substitution. Then import 

substitution will be a more effici ent strategy. 

Many a times the gpvernment does not rely on either 

of t he strategies but applies both of them simultaneously. 

The requi r ement is that, policies should equate the 

margin~l domestic r esource cost of saving foreign exchange 

with the marginal domestic resource cost of earning foreign 

exchange. When a country operates export promotion via 

its diversification, import substitution may have a 

COUlplementary role to it. The inputs used in exports 
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might be replaced by home production instead of imported 

inputs. 

Good progress of NICs (Newly industrialising 

countries), especially South Korea, Taiwan, Singapore 

and Hongkong thFougb export promotion makes an impression 

that it is the best strategy for the LDCs. But in recent 

times new export pessimism has grown. The proponents of 

this view say that an experience of the above-mentioned 

four countries ia a unique one. That can not be repeated 
. 

in the future in case of other LDC exports. This is ao 

because of the slow rate of growth of output and high 

protection in the industrial countries. Therefore, there 

is no scope for the LDCs to increase exports in the near 

future. Further there is also an argument put forward by 

Cline ( ) that there is a market saturation in the 

industrial countries. Intra-industry trade is taking 

place between industrial countries and LDCs. 

The argument of export pessimism has been challenged 

by the following view. As the export potential of the 

four Asian countries mentioned above prosper their ladder 

of compar ative advantage moves from labour intensive 

exports to capital intensive exports. Therefore the 

other LDC exports can take place of their previous labour 

intensive products and increase their exports. This has 

been the experience of the four Asian countries when Japan 
moved up from labour to ca pital i nt ensi ve industriee. 
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The four Asian countriea captured the previous Japanese 

exports such as textile. 

A proposal for economic integration through intra-

tOO trade is advocated particularly when import substi

tution and export promotion strategies face a disappointing 

prospects. But this view does not seem to be correct 

as the need of the LDCe ie primarily of capital-intensive 

goods which can not be satisfied fully by the semi

industrial LDCs. Therefore intra-LDC trade would merely 
1 

be limited to exchanging inputs such aa mineral resources, 

primary products. while the question or capital goods 

imports would ·remain unsolved. 

Debt management Rrogramm•• 

Debt management programmes are essential because they 

involve discipline in using foreign debt and increase the 

productivity of investment which is being financed throup 

fo r eign debt. t~ny countries attempt to keep their debt 

service to export ratio below 20 per cent which is , 

roughly considered to be the limit. A country lUce South 

Korea decides as to how much to borrow tor the public 

sector and how much for the nation as a whole. Philippines 

attempt s t o keep her debt service ratio below 20 per cent. 

Philippines has a separ ate department for this 

purpose. It is called MEDIAD (Management of External 

Debt and Inveetment Accounts Department) and 1t has a 

monthly reporting system. all bor ro-w etrs are to report in 
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detail on their ·debts. MEDIAD also suggests guidelines 

on the uses and terms of foreign borrowings. There is 

CFBP (Consolidated Foreign Borrowing Programme). The 

CFBP borrows sums from abroad and then onlends the moner 

to banking institutions to finance development projects 

or to refinance the existing debts. 

Some countries have adopted indirect measures to 

control foreign borrowing by withholding taxes on indirect 

payments (i.e., Indonesia, Malaysia and Thailand) or 

obliging the borrowers to keep a certain portion of the 

loan in the cAntral bank with zero per cent rate of interest 

(i.e., Brazil and Chile). Some countries imposed limits _ 

on interest rates on private foreiga debt. This means that 

a borrower can borrow from the private lender provided the 

rate of interest charged by the lender is less than the 

government indicated interest rate limit. Some countries 

have imposed a restriction through the limit of maturity 

structure like interest rate limit in the above case. 

Having applied such measures a borrower country will 

have flexibility which will help her to cope up with future 

debt problema. Such flexibility increases the credit

worthiness of the borrower. For example, Indonesia can 

borrow at a lower cost than most countries at similar 

income b8cau6e in times or dif ficulty, in the last ten 

years , her government has continuously shown willingness 

to cut spending, r ai se revenue or devalue the currency. 



76 

4.2 Rescheduling. refinancing and debt relief 

Resche.dullng is either an ammendment or replacement 

of the existing debt repayment schedule by extending the 

date of repayment, reducing the rate of interest or 

granting a grace period. Rescheduling is undertaken 

for making the foreign debt burden more manageable but 

not for reducing the total debt outstanding, MOre than 

60 reschedulinga occured between 1972 and 1982. Most of 

them have failed to reestablish credit~rthiness of the 

countries concerned with the help of rescbeduling, 

Under refinancing the debtor is given a new loan 

or line of credit in order .to continue to meet existing 

service payments. Debt relief is defined as a reduction 

ex-post in the present value of debt outstanding. Debt 

relief intends to firstly, help the creditor country to 

recover, or safeguard its investment, Secondly, to deter 

the debtor from gett!ng into similar situation in tbe 

future. However, it has failed to fulfil the latter 

objective. These measures are of very short term nature. 

Tbua they do not help the developing countries to ease 

t hei r debt probl ems. These measures merely postpone the 

maturi ty. 

There are al so two measures such as repudiation or 

debt cancellation. Repudiation is a refusal of the 

borrowing country to repay t he debt. In this case the 

debtor country would have t o face serious repurcussione in 
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the international trade and financial sphere. The debt 

cancellation is a unilateral decision of the creditor 

country to cancel the debt obligations of the borrowi.ng 

countries. But both these measures are very rarely 

used if at all. 

4.) Developed Countries 

We have seen in the last chapter that the protec

tionism has been growing in the industrial countries. 

Tt has a detrimental effect on the LDC exports and on 
. 

the world trade. There should be preferential or soft 

cornered treatment for primary, semi-manufactured goode 

exports of LDCs, as it was indicated in the first UNCTAD 

Conference (United Nations Conference on Trade and 

Development) in 1964. 

Similarly an increase in demand for exports from 

developed countries will lead to 1ncrea5e in demand for 

i mports from the developing countries. Therefore the 

liberalisation of foreign trade, particularly from the 

side of developed countries, will be a mutually advant~geous 

thing. 

4.4 Public Lending I nstitutions 

Public lending institutions have a very crucial role 

to play because of their 16nger maturities, lower interest 

r ates and abili ty to handle lending in more efficient 

manner (due t o th eir establi s hed net-work). 
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IMF -
IMF lending is basically made for meeting short term 

balance of paymente (BOP) difficulties. Earlier the major 

instrument of lending of the Fund was reserve tranche 

drawings. They are the excess of a member's quota over 

the Fund's holdings of the member's currency in the General 

Resource Account. The reserve tranche purchases are made 

by a country concerned as per her BOP need. 

Further there are credit tranche drawings and 

standby arrangements. Under credit tranche drawings, 

credit is available in four tranches. Drawings above 

25 per cent and 50 per cent are considered to be first and 

second tranche drawings respectively. For the drawings 

above 75 per cent and the last quarter are known aa third 

arid fourth tranche drawings. Through a standby arrangement 

a credit tranche purchase can be made. It gives assur

ance to a member that as long ae performance criteria 

are fulfilled a country can make drawings upto specified 

amount without further review of its performance. This 

arrangement was for a year, it has now been extended for 

three years. 

Due to structural difficulties in the BOP, oil 

price rise , cost and price distortion, in the international 

market there was a need for more credit and lengthenina 

the time period in whi ch r epayment i s done. Therefore 

facilities such as Extended Fund Facility (EFF), Supple-
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mentary Financing Facility (SFF), Compensatory Financing 

Facility (CFF), Buffer Stock Facility were made available 

by the IMF. The purpose of these f acilities was to help 

the countries which are suffering from structural dis

tortious or temporary shortfall of exports. 

Table 4.1 shows maximum limits on drawing under 

above-mentioned facilities of the IMF. 

Table 411 • IMF financial facilities • Limits on • • 
drawings 

. - - - - - - - - - - - - - - - - - - - - - - - - -
Facility Maximum Maximum cumula-

drawings tive drawings 
- - - - - - - - - - - -- - - - - - - - -
Reserve tranche 25 25 

First credit tranche 25 50 

Higher cred i t tranche 75 125 

Extended facility 140 190 (a) 

Supplementary fin·ariclng - --
facility 14o ))0 (b) 

Compensatory financing 
facility 125 455 

Buffer stock financing 
facility 50 505 

- -
- -

- ~ ~ ~ - ~ - - - - ~ - - - - - - - - - - - .. - -
Source : I~W , "How members use Fund's resources " • • • • • IMF Survey, 1982, pp. 6-10 

Notes - (a) Drawings under the FFF are additional to 
those avai lable under the reserve and first 

- credit tranches hence the cumulative progress 
to only 190 per cent of country quota. In 
effect, the FFP rai s es tho access of a 
member to the IMF'e high conditionality 
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respurces by only 65 per cent of its quota 
(190 minus 125). 

In special circumstances, additional amounts 
may be provided by the IMF and these additional 
drawings are available under the SFF (enlarged 
access policy). Present IMP guidelines 
specify the limit of 150 per cent per annum 
of a country's quota over a 3 year period 
subject to a 450 per cent limit on the 
cumulative use of IMF resources. Even these 
limits it is said, may be exceeded in 
exceptional circumst ances. Furthermore 
these limits do not include drawings 
under the compensatory and buffer stock 
financing facilities or outstanding growinga 
under the oil facilities of 1974-1976. 

In addition to the above f acilities the Fund 

created three more facilities. The special feature or 
these faci l i ties is that they are not part of the Fund's 

general resources but are administered by the Fund as a 

servica to the members. There are three facilities under 

this heading, viz., Oil Facility Subsidy Account, 

·s upplementary Financing and Trust Fund. 

Table 4.2 shows the BOP assistance and reserve 

tranche drawings of the Fund since 1972 to 19~2. 

IMF ConditionalitY 

Co ndit i onality refers to the policy actions that 

the IMF may oblige a borrowing country to agree to ae 

a precondition to i ts borrowing trom the IMF. Borrowing 

under Cornpensatory and Buffer Stock Financing Facilities 

can be categorised as low conditi onality assistance. 

But to acquire loan under the fa ci l i t 1ea s uch as higher 



Table 4,2 Balance of Payments Assistance By, and Reserve Tranche 
(in millions of SDRs) Drawings on the Fund 

Fund policies and 
facilities (drawings) 

Reserve tranche 

Credit tranche · (Ordinary)1 

Compensatory Financing 
(export shortfalls) 

Compensatory Financing 
(Cereal import excesses) 

Buffer Stock Financing 

1972 

1,612 

962 

1,340 

299 

11 

1973 1974 

733 4,053 

391 966 

228 ·1,265 

113 107 

1975 

4,658 

723 

641 

. 239 

5 
g 

1976 197'1 197S 

7,010 . 3,425 3,744 

991 . so 2, 536 

1,478 2,895 421 

2,308 241 578 

90 209 

36 

174 Extended Fund Facility (Ordinary) 

Oil facility 1, 716 3,04) 2,143 

Supplementary Financing 

Credit tranche 

Extended Fund Facility 

Enlarged a ccess policy 

Credit tranche 

Extended facility 

Fund administered facilities 

Oil facility subsidy A/c. (grants) 

Trust Fund (loans) 

Supp. Financing 

Faci lity Subsidy Account (grants) 

- - - - - - - - - - - - - - - - -
Source : IMF, Bureau of Statistics 

- - - - - - - - - - - -

1 Drawings financed from the Fund's ordinary (i.e., non-borrowed resources). 
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- - - - - - - - - - -
197& 1980 - - - - - - - - -

1,843 3, 753 

147 359 

64g 855 

572 980 

7,082 

.~ 310 

J.,662 

1, 231 

8,784 

1,336 

1,064 

2,333 

38 

132 

12 295 

144 

339 1,041 1,057 

306 1,218 2,04o 1,711 

205 943 1,469 982 

101 275 571 728 

546 1,284 

19 28 

527 1,256 

787 . 846 

306 

481 

441 

50 

368 

23 

491 

354 

54 

9 

44 
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(11pper) tranche extended arrangement needs a borrowing 

· country to make structural adjustment for policy action. 

Such policies are considered to ·be high conditionality 

facilities • . In recent years there is a shift of the 

emphasis from low conditi onality to high conditionality. 

In other words LDCs are getting loans on condition of 

rigorous structural and policy changes in the economy. 

\'Jorld Bank 

The major objective of the World Baok loan ia 

to assist LDCe by giving loan on more long term basis 

and for the development of infrastructure, industry and 

agriculture. These loans are given on the proJect 

basis, after making the cost-benefit analysis of the 

projects .to the LDCs. 

There are two affilatea of the World Bank (IBRD). 

One is IDA (International Development Agency) and the 

other is IFC (International Finance Corporation). 

IDA -
In the '50s it was thought that many LICs (Low 

I ncome Count'ries) have no access to set commercial 

borrowing and having i nadequacy of concessional ·loans 

t her e should be an agency which would provide soft loans 

to these count ri es. Therefore IDA was established in 

1962. IDA has been the ' soft• loan divi sion of the 

Bank. IDA l oans uniformly bear a service charge of only 

0.75 per cent for 50 years and have a grace period of 

10 years. 
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In the period 1961-70 U.S. ; 2,822 million were 

lent by the IDA, out of which 23 per cent was ~ven tor 

agriculture and development, 41 per cent was given to 

basic infrastructure and 23 per cent was giYen to non

project lending. In the period 1977-82 IDA loan amouted 

to J 26,734 million. Agriculture and rural development 

accounted for 42 per cent, basic infrastructure's share 

was 29 per cent and non-project lendi~'• proportion 

fell to 1 per cent. Industry, other infrastructure and 

human resource-development bad a small share. 

ill, (International Financial Corporation) 

The Bank was interested in lending for the private 

investments in the LDCa. But the Bank required a 

government guarantee of the respective LDCe, but the 

LDC governments hesitated to give it. Therefore the 

IFC was established in 1956. The major objectives or 
the IFC were to provide capital for private enterpriaee 

encouraging the development of local market a ·. and promoting 

foreign private investment 1n developing countries. It 

does not require a government guarantee but fUnctions 

like any other investment bank. It can participate 

directly in pr ivate ventures, providing upto 25 per cent 

of the capit al . Li ke any other investment bank, its 

criteria for lending include the financial soundness of 

the project . However , i t' a share is very minor. In 

1957, her initial capital was under; 100 million. In 
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the next five years about ; 20 million a year was the 

average investment, It rose sharply in 1976, by having 

net disbursements worth j 19) million and ~ 198 in 1977. 

Nevertheless, it is low as compared to the other aourcea 

debt to the LDCa. 

In 1980, the Bank introduced SAL (Structural 

Adjustment Lending) and SAP (Special Action Programme) 

introduced in 198). The purpose of the SAL, unlike 

usual project loan of the Bank, is to help the coun

tries which have severe difficulties and further want to 

reform their policies, It provides foreign exchange 

to help meet the transactional costs of restructuring 

and policy reforms. It is designed for five or more 

years. By June 1984, twentynine loans totaling; 4.5 

billion had been made in support of policy reforms in 

16 countri ea. 

New vs, Old Institutions 

There is a proposal for building an altogether new 

institution to increase the flow ot concessionary 

finance to the LDCs. The OPEC countries have proposed the 

formltion of a Third World Cevelopment Agency, This will 

be funded by the OPEC countries like the World Bank and 

IMF, it will not be infiuenced by the developed countries, 

However, being a lender group the OPEC countries will 

have such influence, 
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The Brandt Commission (1981) recommended a new 

institution, the World Development FUnd. The aim of the 

institution is to bridge the gap between the long term 

project financing available from such institutions as 

the World Bank and the short term adjustment finance 

available from the IMF. This would have universal 

membership and would offer an opportunity for developing 

and developed countries to cooperate on the basis of more 
of 

. equal p,artnership. The thrustLthe new institution will 

be on the programme lending, basically to increase trade 

among LDCs, to undertake exploration of minerals, etc •• 

The World Development Fund akmala is to be financed by 

Government contribution rather than from private insti

tutions. Therefore the success of the World Development 

Fund will depend on the contributions of OPEC and 

developed countries. 

~ There is one more view which states that instead 

of opening new public institutions, widening of old 

institutions is the better way out. Joshi (1982) baa 

stressed this point. He maintains that the existing 

i nstitutions have built ·us a stock of relevant expertise. 

Generally arguments raised against the existing institu

tions are that they are influenced by developed countries 

~nd impose high conditionality. Nevertheless, new insti

tutions will have to be funded by developed countries. 

But the developed countries will not allow the institution 
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to impose low conditionalitJ measures. Improvements in 

the structure of the existing institutions and softening 

the conditionalitJ will go a long way in meeting the 

needs of the LDCs. 

Then there is what is known aa the link proposal 

for the SDR (Special Drawing Rights). SDR is, at present, 

used for BOP purposes but not for development finance. 

The rationale behind the link proposal is to link the 

!&sue of SDRs with development assistance. One method 

would be to distribute a larger share of SDRa to developing 

countries than their quota share. Second method would be 

the issue of SDRa to international and regional development 

banks and institutions. There would be a policJ through 

which SDR should be substituted tor international liquidity 

in the form of reserve cJlttren c!'e~, and it should be 

distributed according to number ot inhabitants in various 

countries. 

Yet another proposal aims at reducing interest 

r ates by a offering interest subsidy. It would bridge 

the gap between the market rates charged by the private 

banks and rates which developing countries afford to pay. 

This subsidJ wi ll be paid out of the funds of the public 

institutions or by newly created institutions. There ia 

another proposal to reduce interest rate risk and that ia 

indexation of interest r at e. This would keep a real 

interest rate constant around 1 per cent irrespective 

of nominal interest rate changes. 



CHAPTER V 

SUMMARY AND CONCLUSIOIS 

The problems of debt and it's service, as we have 

seen, depend upon how far an underdeveloped country 

efficiently uses the foreign debt, increases her growth 

rate and repays her debt and ita servicing. As the 

two-gap theory, debt-cum-growth model argue, is it 

possible for LDCa to achieve eelt-suetained growth through 

debt? Apart from the exception of four South-East Asian 

countries (i.e., Taiwan, Singapore, South Korea and 

Hongkong), no other LDC has made a durable progress 

through debt. 

Ae Bauer and Yamey (1982) put the condition of LDCa 

in this context - nTbe concept of Third World and the 

policy ot official aid are inseparable. Without foreign 

aid there ia no Third World.Otficial aid provides the only 

bond joining together it's diverse and often antagonistic 

constituents. This has been so ever since practically 

al l of Asia, Africa and Latin America came to be lumped 

toget her in the l ate 194os, as the underdeveloped world 

and t her eafter known successively as the lese developed 

world, the non-aligned world and now the South. These 

expressions never made sen·~._, except in that they denoted 

a collectivel y of aid receivers ••••• (Bauer and Yamey, 

1982, quoted in Mei er, 1984, pp. 293-294, Fourth edition). 
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Major borrowers have borrowed heavily from commercial 

sources therefore their debt service is higher. Some of 

these countries, such as Argentina, Brasil, Mexico are 

to curb their imports in order to reduce debt burden. 

Foreign debt has become a serious probl .. for these 

em nomies rather than accomplishing means of self

reliance. Low income countries borrowed mainly froa 

public and publicly guaranteed sources. Therefore their 

debt serfice, mainly interest payments, are lower. Their 

average maturity structure is also longer than that of 

maj or borrowing countries. But even then they are far 

behind the objective of self-reliance because of their 

weak institutional structure, larger primary exportable 

and unsatisfactory growth performance. 

After studying the diffi cultJ.ee faced by the LDCe 

due to foreign debt, one should not go to the extent of 

saying that debt is utmost a problem creating factor for 

the LDCs. The burden of foreign debt will depend on the 

bor rowing, country's growth performance, her trade 

dependence, effective use of the policies in the foreign 

t rade sector , i.e., import substitution and export 

promoti~n; her abi lity to adjust with the world market. 

It also depends on the source from which the country has 

borrowed, i.e. , from internat i onal public lending insti

tutions or private lender s . It also depends on debt 

management programmes for effectively utilisiag the debt. 
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Taking into account the problema raced by developing 

countries and their capacity to improve growth performance, 

it 1s clear that LDCs should get loans on concessional 

terms, 1. e., with lot,..rer rates of inter~s~ and .l~!l~•r 

maturities. 

It we look at the availability or the funds ~tb 

international financial institutions .we will realise · 

that such funds are small in relation to the needs of 

LDCs. The funds at the diaposal ·of such institutions are 

meagre and there is little prospect for these funds to 

expand appreciably. It is therefore necessary to supple

ment these funds with borrowings from the private lendera 

and developed countries. Private lending, especially 

bank lending can be increased through interest subsidy 

schemes which would be adopted by the international 

financial institutions. 

Developed countries can increase the fUnd8 through 

increasing their contribution to the ODA (Official 

Development Agency) which ts at present targeted to be 

1 per cent of their GNPs. Secondly, developed countries 

will help LDCs through extending the facdlities . in the 

international financial institutions, i.e., by adopting 

the link proposal. Thirdly, developed countries can 

help developing countriee in increasing their trade 

performance and in turn will reduce the dependence on 



foreign debt. Developed countries can do ao · by reduciag 

the tariff barriers and quantitative restrictions, by 

giving preferential treatment to LDCa, reducin& tbe 

element ot tied aid, giving i•po~ eubsidiea. 
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