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Is man facing an ecological catastrophe? Mahbub ul Haq’s critique of The Limits to Growth, the controversial book sponsored by the “Club of Rome,” begins on page 2.
Mahbub ul Haq
Limits to Growth—the study sponsored by the Club of Rome and conducted by a team led by Professor Dennis Meadows at the Massachusetts Institute of Technology—was published in March 1972. Its main conclusion—that man is faced by ecological catastrophe unless zero growth rates in population and industrial production are attained by 1975—attracted great attention and controversy. Here a World Hank economist offers his views.1
The basic thesis in the Limits is a simple one—and for that very reason it has a powerful appeal. It derives its conviction from the simple notion that infinite growth is impossible on a finite planet. It lends an air of frightening urgency to this notion by contending that the limits to growth are already being reached and that mankind is destined for catastrophe during the next 100 years unless this growth is stopped right away.
The basic thesis of the Limits to Growth model breaks down into the following major themes:
(1) Many critical variables in our global society—particularly population and industrial production—have been growing at a constant percentage rate so that, by now, the absolute increase each year is extremely large. Such increases will become increasingly unmanageable unless deliberate action is taken to prevent such exponential growth.
(2) However, physical resources—particularly cultivable land and nonrenewable minerals—and the earth’s capacity to “absorb” pollution are finite. Sooner or later the exponential growth in population and industrial production will bump into this physical ceiling and, instead of staying at the ceiling, will then plunge downward with a sudden and uncontrollable decline in both population and industrial capacity.
(3) Since technological progress cannot expand all physical resources indefinitely, it would be better to establish conscious limits on our future growth rather than to let nature establish them for us in catastrophic fashion.
The authors concede that more optimistic alternative assumptions can be built into the model but they contend that this merely postpones the problem by a few decades so that it would be better to err on the side of action now rather than later. They are also conscious of some of the problems that zero growth rates may raise for the world. They hint at policies of income redistribution between the rich and the poor nations as well as within these nations; and they plead for a change in the composition of production away from industrial output and toward the social services. Unfortunately, many of the redeeming qualifications that the authors mention are not pursued by them and are generally lost in their anxiety to make their predictions as dramatic as possible.
“the real issue is how to arrest population growth”
Any study of the Limits model clearly must start with a critical examination of the assumptions that went into the model of the world economy on which it is based; it is a truism that a model is just as good as the assumptions built into it. Our investigations showed that many assumptions in the model were not scientifically established and that the use of data was often careless and casual. This was particularly true of the assumptions regarding nonrenewable resources and pollution. We also found that, contrary to the protestations of the authors, the model was fairly sensitive to the choice of these assumptions, and that reasonable adjustments in the assumptions regarding population, nonrenewable resources, and pollution could postpone the predicted catastrophe by another 100 to 200 years even if one accepted the general methodology of the model. And in this context an additional 100 years might be as vital as an additional second might be to a car driver in a traffic emergency—it could transform the whole situation.
The Limits model is right in postulating that world population has been growing exponentially in the last century and that, if the present rate of growth continues, today’s population of 3.6 billion will double in the next 35 years. However, while such medium-term assumptions are fairly sound, the model does not do justice to a number of demographic factors that are likely to come into play in the long run, and which may even be significant in the short run.
To begin with, some of the recent demographic trends indicate that fertility has already started to decline in a number of countries. Of the 66 countries for which accurate data are available, as many as 56 show a decline. Most demographers are agreed by now that the 1970s will see the population growth rate reach a plateau so that by 1980 population growth rates will tend to decline, slowly at first and rapidly thereafter.
Furthermore, one of the major features in the population model of the Limits is that fertility and mortality levels are determined largely by economic factors, such as the level of industrial production and the output of services. Population growth in the Limits model can only be reduced by increasing per capita industrial production. This in turn increases the output of services, including education, which both permits the growth of family planning services and creates the climate for their use to be effective. Little attention is given to the possibility—considered realistic by many demographers—that population growth may be checked by family planning even at low levels of income.
No one will deny that continued population growth at the present rate is a serious matter which should engage the urgent attention of humanity. The question is not whether population growth can continue unchecked forever; it simply cannot. The real issue is how to arrest it through deliberate policies of population planning, and through technological breakthroughs in population control methods suitable for use in the poor nations.
We should not, however, play down the population problem as presented in the Limits model. Even if population control efforts are successful, the world will still be left with a substantial population problem in both absolute numbers and scope for future growth. The long time lags involved in demographic change ensure that population growth would continue for several generations after balance had been achieved between mortality and fertility. Any prognostication about the future, therefore, must take into account the inevitability of a world population several times larger than the present 3.6 billion.
A number of assumptions have been made about nonrenewable resources which turn out, on close examination, to be characterized by the same rather dramatic gloom with which Limits views population. The figures on reserves of nonrenewable resources generally come from the U.S. Bureau of Mines, but the bureau warns that 80 per cent of their reserve estimates have a confidence level of less than 65 per cent; Limits ignores this important reservation. Moreover, some of the reserve estimates—particularly for the communist countries—are extremely old or incomplete; some estimates for Mainland China, for example, go back to 1913! Again, reserve estimates have been revised frequently over time and are likely to change again in our own lifetime; between 1954 and 1966, the reserve estimates for one of the largest resources, iron ore, rose by about five times. It is estimated by the bureau of Mines that even these reserves can be doubled at a price 30 to 40 per cent higher than the current price. Similarly, the reserve estimates for copper today are 3.5 times their level in 1935 and it is estimated that they could be more than doubled again if the price were three times higher. The Limits authors allow for such contingencies by assuming that reserves could increase by five times over the next 100 years. This assumption has appeared generous to many who have been alarmed by the sweeping prognostications of Limits but it is in fact extremely—and many experts would say almost irrationally—conservative.
It can, of course, be objected that reliance on such illustrations of how the world’s resource base has expanded shows an unjustified and adventuresome confidence in history. However, this can no more be faulted than the use of history in the Limits study which only looks at the story of irrationality, waste, and neglect.
The pessimism of the assumptions on nonrenewable resources becomes even more evident if one considers that the concept of resources itself is a dynamic one: many things become resources over time. The expansion of the last 100 years could not have been sustained without the new resources of petroleum, aluminum, and atomic energy. What are tomorrow’s possibilities?
‘Club of Rome’
A loose-knit group of about 75 men from 25 nations, the “club” includes eminent scientists, industrialists, economists, sociologists, and educators. Despite lack of formal budget or organizational structure, it aims to spur action on major world problems through research projects.
As an immediate example, there exists the imminent potential for exploiting resources on the seabed. Reserves of nodular materials—the most promising underwater source of minerals—distributed over the ocean floor are estimated at levels sufficient to sustain a mining rate of 400 million tons a year for virtually an unlimited period of time. If only 100 million tons of nodules are recovered every year—a target which appears to be within reach in the next 10 to 20 years—it would add to the annual production of copper, nickel, manganese, and cobalt to the extent of roughly one fourth, three times, six times, and twelve times, respectively, compared to the current free world production levels. And the present production cost estimates are a fraction of current prices—for copper, 1/13 for nickel, 1/24 cobalt. These estimates—like all such estimates—are very tentative; but there is a good deal of evidence that exploitation of seabed resources is fast becoming a real possibility.
If certain resources are likely to become scarcer—or, to use the jargon of the economists, if supply inelasticities are likely to develop—it is a scientific and intellectual service to humanity to draw attention to those resources and to the time period over which they may vanish, given current usage and the present state of knowledge. Research into these areas is, therefore, both useful and vital. But it is quite another thing to argue that no amount of research, no technological breakthroughs, will extend the lifetime of these resources indefinitely or to pretend that supply inelasticities will afflict all natural resources in the same manner and at the same time in an aggregate model. While identification of specific supply inelasticities in advance of time is a definite service, sweeping generalizations about complete disappearance of all nonrenewable resources at a particular point of time in the future is mere intellectual fantasy.
It should also be remembered that the waste of natural resources is a function of both their seeming abundance and of public attitudes. It is quite possible—and indeed probable—that with either of the above factors changing, resources can be conserved without undue pain. For the major flaw of today’s pattern of consumption is not really that we consume too many final goods and services, but that we use our resource inputs extremely inefficiently. If certain resources become more scarce and their relative price increases, there will be a powerful incentive for their more efficient use—a factor that Limits completely ignores, as it ignores similarly potent positive factors throughout. For instance, energy can be much more economically used. There is scope for smaller cars with weaker engines, public rather than private transport, increasing efficiency in burning fuels and in generating and distributing electricity, and improved design of aircraft engines and bodies.
Looking at the problem, as Limits to Growth has done, in terms of quantifying the life expectancy of resources as presently constituted, we conclude that these are sufficient to last very much longer than stipulated. It is not a question of expecting natural resources to accommodate forever our current patterns of growth, production, and consumption; clearly, they will not. but we are confident that natural resources will last long enough to allow us time to make deliberate adjustments in the way we use them so that resource needs can be met indefinitely. We have seen no convincing evidence to suggest that mankind faces a final curtain about 100 years from now through depletion of nonrenewable resources.
“about 80-90 per cent of present pollution can be removed at relatively low cost”
The assumptions regarding pollution are the weakest part of the model of world economic activity on which Limits is based. In many instances they are not established on any scientific basis. We still know so little about the generation and absorption of pollution, and about the effects of pollution, that definite functions are very hard to establish.
Our examination of the relationships between pollution and economic growth began with a study of the model developed in the book World Dynamics.2 We did this because the Limits model was not available to us at that time. This indirect examination was justified because the Limits model treats pollution in much the same way that World Dynamics does. The main differences are that Limits allows for a time lag between the generation of pollution and its effects and also for pollution resulting from agricultural development. However, these differences are hardly important for the main argument of the Limits model.
Although little is known about the generation of pollution, it is simply claimed in the World Dynamics model that it rises at the same speed as the growth in capital stock per capita. As natural resources are used, progressively more capital must be applied to extract a given amount of final output—because of the necessity of using increasing amounts of energy in production as resources are either consumed or disposed of. Hence pollution grows to increasingly higher levels. In fact, the prediction of a pollution catastrophe depends on the value of the ratio asumed in the model between the pollution level and capital stock per capita. It appears from our study, however, that if the assumed value could be reduced by ⅝—an adjustment well within the error range of the data—the prediction of catastrophe would be completely erased. Since data on actual relationships between pollution and capital stock are sparse, there is no particular reason to favor one value for the ratio rather than another.
Again, in discussing the earth’s capacity to absorb pollutants, the World Dynamics model assumes, entirely arbitrarily, that the world’s overall capacity to absorb pollution is four times the present annual level and that pollution levels beyond certain limits will start affecting human mortality. While it may be true that accumulating pollution levels may destroy present concepts of living during the next 100 years, there is little evidence that life itself will be destroyed.
Furthermore, the authors do not fully consider that higher levels of industrial development will allow societies to devote additional resources to taking care of the pollution problem without sacrificing continued economic growth. It has been estimated, for example, that the United States could spend $16 billion a year, or about one third the annual increase in its gross national product, and achieve a substantial reduction in pollution over the next six years. Despite this, the United States could still increase its per capita consumption by another $900 over this period. Similarly, it has been calculated that about 80-90 per cent of present pollution can be removed at a relatively low cost: the cost increases would be about 5 per cent for industrial waste; 2 per cent for thermal electricity; and 10 per cent for automobiles.
Despite such objections to the Limits model, it should not be thought that pollution is of little global concern or that it is unrelated to economic growth. It is simply that information of the kind given above—which is extremely pertinent to the Limits projections—illustrates that pollution build-up and world collapse is not necessarily inevitable even with continued economic growth.
In general, however, the assumptions of the model regarding population, depletion of nonrenewable resources, and pollution generation and absorption should not be taken lightly. However, more study and research is needed to establish more reasonable parameters for these three critical variables in a long-term model.
From an analysis of the basic assumptions of the model, we turned to its essential nature and methodology. Here we found that our analysis was handicapped by the extreme aggregation found in the model. The whole world is treated as one and homogenous even when it is clear that the real world is characterized by vast differences in income and consumption patterns: for instance, the per capita income levels in developed countries are 14 times those in the developing countries; and the style of development, the patterns of growth, and the composition of consumption demand vary widely in different parts of the world.
The highly aggregate nature of the model raises a number of difficulties in analysis. For one thing, it is not clear how seriously one can take averages of various variables which are widely dissimilar. For another, it makes any plausible interpretation of the model very difficult. There is only one aggregate natural resource or one aggregate pollutant, keeping one guessing as to how representative its behavior is of the real world which is marked by much greater diversity, complexity, and substitutability.
More important, it is not possible to get any useful policy guidance from such an aggregate view of the world. The real world is divided politically into a number of nation states and economically into developed and developing countries. They do not all behave similarly nor are they affected in the same manner. Thus, if natural resources are being progressively depleted, this may raise their price and benefit the producing countries which are mostly in the developing world. The transfer of resources from the rich to the poor nations in such a situation may well alter the overall pattern of growth rates. Such natural checks and balances arise in the real world but they are not allowed for in the Limits aggregate world model which moves only in one direction—toward disaster.
Before we can arrive at any useful or relevant conclusion, a minimum condition is to construct at least a “two-world” model, distinguishing between the developed and the developing world. Without a greater degree of disaggregation there is a great danger that the model may become a caricature of the real world rather than a mere abstraction.
The methodology used in the model further helps us along the road to disaster. It does not allow for economic costs and prices nor for conscious choices made by society; there are no real corrective mechanisms—only physical engineering relationships. The world keeps on proceeding in its merry way—frittering away its resources, populating itself endlessly, accumulating pollution—until one fine morning it hits disaster.
Is this a realistic abstraction from the world as we know it? In the real world, there is not one nonrenewable resource but many. They do not suddenly disappear collectively but become more and more scarce individually. As each resource becomes more scarce, price signals flash and alarm bells ring all over the world. This directs technological research into them; possibilities of substitution are explored; conscious choices are made by society to economize on them, to do without them, or to enlarge their exploitation by using marginal reserves or by recycling at a higher price. In other words, corrective mechanisms start working. Similarly, it is hard to believe that a pollution crisis can sneak upon humanity as insidiously as the model implies. Even a modest level of pollution would mean that even though the world average of persistent pollutants were still quite low and not yet obnoxious to human health, some particular localities would be suffering to a point at which corrective action would have to be taken—London, for example, introduced legislation to help purify its air and eliminate the deadly “pea-soup” fogs.
Humanity faces these problems one by one, every year in every era, and keeps making its quiet adjustments. It does not keep accumulating them indefinitely until they make catastrophe inevitable. One does not have to believe in the invisible hand to subscribe to such a view of society. One has merely to believe in human sanity and its instinct for self-preservation. While the model itself contains hardly any mention of conscious corrective mechanisms, in a larger sense its very appearance can be regarded as part of the corrective mechanism which societies devise in response to major problems.
One of the most curious parts of the model is its treatment of the role of technology. In an age of the most dramatic technological progress, the authors contend that there cannot be a continuation of such rapid progress in the future. And this is merely an assumption, not a proven thesis. The model assumes that certain things in this world—population, capital stock, pollution—will grow at exponential rates; but it assumes that certain other things—specifically technology to enlarge the resource base and to fight pollution—will not grow exponentially. Any such model is inherently unstable and we should not be surprised if it leads to disaster.
The authors’ assumptions are, however, scarcely realistic since man so far has continuously proved his ability to extend the physical limits of this planet through constant innovations and technological progress. There is no reason to think that technological innovations in conserving, recycling, and discovering new resources, and in combating pollution will stop simply because by their very nature we cannot predict them in advance.
The policy implications which flow from the Limits model are the least stressed and the least developed part of the book. Yet, it is these policy implications that have attracted the greatest attention since the book has appeared. The major policy conclusion from the model is the prescription of a zero growth rate, both in population and in material production. but that prescription is not logically derived from the model. Even if one accepts some of the premises of the authors about certain physical limits to further unchecked growth, it is not clear from their work why the world must immediately move in 1975 to zero growth rates. Since the model is excessively aggregated, the authors are in no position to discuss various alternative choices which are still open to society even if physical limits to growth are conceded.
There is first the choice between development and defense. Presently, about $200 billion is being spent on defense, which is one of the major users of world resources and generators of pollution. If society is really concerned about resource constraints, could it not consciously choose to devote less resources to defense and more to development? Again, there is the choice of patterns of growth. If natural resources become more scarce, could society not decide to have a different pattern of consumption—based on more services and leisure—which is less resource-consuming? Finally, if the rich nations were to stop growing, the growth of the developing world could well proceed without putting major pressures on global physical limits, whatever these may be. These are some of the real choices that humanity faces at present and a good deal of debate is centering on them. but these choices can hardly be considered in the context of the Limits model which is sweeping in its overall policy prescriptions.
Another area of policy concern is world income distribution. If we were to accept, as the authors do, the thesis that the world cannot be “saved” except through zero growth rates, we must also demonstrate that world income redistribution on a massive scale is possible. Otherwise, freezing the present world income distribution would not “save” the world; it would only bring about a confrontation between the haves and the have-nots. The Limits recognizes this but skips the issue rather lightly as if it were a mere irritant. It does not address itself to the basic issue; how is such a redistribution to be brought about in a stagnant world? Through negative growth rates in the developed world and positive growth rates in the developing countries? Through a mass immigration of the populations of the developing countries into the developed world? Through a massive transfer of resources under a world income tax? And what is the realism of all this in a world that is rather reluctant to transfer even 1 per cent of its gross national product in the form of development assistance? While income redistribution is a desirable objective and must be pursued with full vigor, we must recognize that it is going to be even more difficult to achieve—both within and between nations—if there is no prospect of future growth and various groups fight to keep their share in a stagnant world.
The basic weakness of the Limits to Growth thesis is not so much that it is alarmist but that it is complacent. It is alarmist about the physical limits which may in practice be extended by continued technological progress, but complacent about the social and political problems which its own prescriptions would only exacerbate. Yet it is such problems which are probably the most serious obstacles in the way of enjoyment of the earth’s resources by all its population. The industrialized countries may be able to accept a target of zero growth as a disagreeable, yet perhaps morally bracing, regime for their own citizens. For the developing world, however, zero growth offers only a prospect of despair and world income redistribution is merely a wistful dream.
The shock waves generated by the Limits will do good if they start some serious academic work on the long-range issues of global survival. To the extent that they divert effort from the grave but probably soluble problems of our own day to plans for dealing with specters in the future, they can only do harm.
David Williams
The author reviews the activities of the market during a period when great changes have taken place.
Gold is a commodity which is used in increasing amounts in the technologically advanced industries and for medical and associated purposes; with the rise in real incomes, gold is also increasingly demanded for making into jewelry and personal adornments; in addition, gold has been an important form of private saving. Unlike almost all other metals—with the exception of silver—gold has also had a long and somewhat glamorous history as a commodity used for monetary purposes. It is a universally acceptable medium of exchange for the payment of debts between countries, and, formerly, within countries. It is also regarded as an important, if not particularly lucrative, store of value for official purposes and is, therefore, an important component of countries’ international reserve assets. Gold is also used as a common denominator for expressing currency values—i.e., it is what specialists call the numeraire of the international monetary system, in terms of which all currencies are expressed—and thereby facilitates the measurement of the value of one currency in terms of another. The value of the special drawing right is also defined in terms of gold, and the value of the Fund’s assets is maintained in terms of gold.
The monetary function of gold arose largely because of its relative scarcity over the long run, and therefore upon its ability broadly to maintain its relative value in terms of other commodities. However, the abandonment of gold as a monetary asset in the form of a domestic medium of exchange and, more recently, its relative decline in importance as an international asset, are directly attributable to the increasing scarcity of the metal at a relatively fixed price. Unlike silver, which was demonetized because it was becoming too plentiful and too cheap in terms of commodities, the supply of gold over the long run might be too scarce to meet both private and official needs without successive increases in the price. However, it would not be conducive to the stability of the international monetary system if continued heavy reliance on gold in the system could be ensured only by successive increases in its price in terms of currencies. The smooth working of the international monetary system requires not only an appropriate long-run increase in the level of international liquidity—external reserves—but also requires that increases in international reserve assets should take place in the future as in the past, without the necessity of periodic changes in their relative value.
During the last decade it became increasingly difficult to accommodate the private demand for gold, as well as meet the growing need for international reserves in the form of higher gold holdings, and also maintain the price of gold unchanged. The industrial and artistic demand for gold increased swiftly throughout most of the 1960s, not only because of growing technological use of gold—especially in the defense and aerospace industries—but also because gold was a relatively cheap metal, whose price had been fixed at $35 an ounce since the early 1930s. As a consequence, the amount of gold flowing into official reserves was diminishing, as can be seen in Chart 1. The small increases, and periodic decreases, in official gold stocks were causing certain strains in the international monetary system. These strains were largely of two types: first, the decline of gold holdings relative to other reserve assets raised some problems regarding the convertibility of other assets into gold; and second, it was feared that the narrowing of the gold base of the total of international reserves might constrict the growth of total liquidity. As a consequence of these developments, speculation arose regarding the continued stability of the official price of gold, and this in turn increased private demand for the metal—thereby further reducing the flow of gold into official reserves. Speculative activity in the gold markets also tended to affect conditions in the foreign exchange markets, on the assumption that any change in the official price of gold might not be uniformly followed by all countries, and would thereby result in a change in the relationship between currencies, i.e., a change in exchange rates.
Against this background of rising private demand for gold and diminishing official stocks of gold two significant developments occurred during the latter part of the 1960s—the crisis of 1967/68, which led to the establishment of a two-tier price system for gold, and the creation of the special drawing right facility in 1969. These two developments have crucially affected the subsequent working of the gold markets.
In late 1967 an intense speculative crisis erupted in both the private gold markets and foreign exchange markets. The crisis in the foreign exchange markets was largely associated with the problems of sterling, which was devalued in November 1967. The devaluation of sterling induced widespread expectations that the official price—i.e., the U.S. dollar price—for gold would be increased, thereby leading not only to a general change in par values but also to relative changes in currency relationships. As a consequence, large-scale private purchases of gold occurred. Between the beginning of October 1967 and mid-March 1968 it has been estimated that private interests purchased the equivalent of about $3 billion of gold, the bulk of which was supplied to the private market at the then official price of US$35 per fine ounce by seven leading central banks acting as a gold pool (see Chart 2).
Chart 2. Gold: Estimated New Supplies and Absorption
1/ Including purchases by mainland China amounting to the equivalent of $150 million in 1965, $75 million in 1966, $20 million in 1967, $43 million in 1968, and $17 million in 1969.
2/ Excluding CMEA countries, mainland China, etc.
In view of these losses, the Governors of the seven central banks—those of the United States, the United Kingdom, Belgium, Germany, Italy, the Netherlands, and Switzerland—met in Washington on the weekend of March 17, 1968. They decided that they would no longer intervene in the private gold markets to maintain the price of gold in those markets within 1 per cent of the official price of $35 an ounce—i.e., they would no longer sell gold to the private markets. Furthermore, in view of the prospective establishment of the special drawing right facility they believed the then existing stock of monetary gold was sufficient and they no longer felt it necessary to buy gold from the market. They also agreed that they would not sell gold to monetary authorities to replace gold sold in private markets. Finally, they invited the cooperation of other monetary authorities in following these policies.
The agreement of March 17, 1968 led to a separation of the official gold market—in which transactions would take place at the official price of $35 per fine ounce—and the private gold market—in which the price for gold would be freely determined in accordance with supply and demand conditions. The two-tier gold market was thereby established.
During the latter part of the 1960s, a second important development occurred which, over time, was expected to change the relative importance of gold in the international monetary system—namely, the creation of the special drawing right (SDR) facility. International negotiations and discussions about such a facility took place between 1966 and 1968. The facility was formally adopted in July 1969 when the amendment of the Articles of Agreement of the Fund became effective. It was decided by international agreement to establish a new international gold type reserve asset, the value of which is fixed in terms of gold (the unit of special drawing rights is equivalent to 0.888671 gram of fine gold by Article XXI, Section 2 of the Fund Agreement). The amount of SDRs to be created was to be determined by global need for international liquidity. On January 1, 1970 the first allocation of SDRs took place, and was followed by further allocations on January 1, 1971 and January 1, 1972. Activation of the SDR facility effectively removed the specter of a possible shortage of international liquidity, and also ensured an increase in a gold type international monetary asset, the price of which is fixed in terms of gold.
The agreement of March 17, 1968 radically transformed both the private international gold markets and official gold policies. First, the price of gold would fluctuate in the international private markets and could diverge from its official price as the leading central banks would no longer stabilize prices at or close to $35 an ounce. Second, it could be expected that all newly mined gold would be sold in the private markets notwithstanding a decision taken by the Fund in September 1951 which stated that “sound gold and exchange policy of members continues to require that to the maximum extent practicable, gold should be held in official reserves rather than go into private hoards.”1 Third, the international monetary functions of gold were to be maintained on the basis of the then existing official holdings of gold; the gold reserves of central banks would change mainly as a result of official transactions between themselves and not as a result of transactions between central banks and the private markets. Private speculation in gold would no longer affect the total of world liquidity and newly mined gold and private gold holdings would in principle be treated in private markets as are other commodities.
In these circumstances, it would be expected that the total amount of monetary gold would remain unchanged. However, South Africa, by far the largest producer of gold, maintained that it was not obliged to sell all its output on the private markets but could sell it to the Fund, in accordance with Article V, Section 6(a); hold it in its reserves; or otherwise dispose of it. Agreement regarding South African sales of gold was not reached until December 1969, when the Fund, as a matter of policy, decided that South Africa could sell gold to the Fund under certain circumstances.
For two weeks following the March 17 agreement, the gold market in London, the leading international gold market, was closed. Upon its reopening on April 1, 1968, gold prices were fixed by the five bullion brokers at $38 per fine ounce—a premium of almost 9 per cent above its official price. This price was in line with the price for gold quoted in the Zürich bullion market which, unlike the London market, had reopened for business immediately following the March 17 agreement.
The London bullion market was the most important international gold market largely because it had traditionally handled the bulk of South Africa’s gold output, but also because since 1961 the bank of England had intervened—as agent for a number of central banks which, together with the bank of England itself, comprised a gold pool—in the market to maintain the price of gold at or close to $35 per fine ounce. This was achieved by buying gold from the market at or close to $35 an ounce if the private supply was greater than demand or by supplying the market if the reverse was the case. Gold prices in the other leading markets which placed no restrictions on the import or export of gold were kept in line with the London price by the import of sufficient gold to meet requirements.
However, after the gold pool operations ceased, the leading bullion brokers in London were called upon to fix the price of gold in the light of the supply of gold on offer and the private demand for it. In these changed circumstances, the bullion brokers in London decided to have a gold fixing twice daily—at the traditional time of 10:30 a.m. and again at 3 p.m. At those times, the price for gold is set—or fixed—at a level which satisfies demand. However, transactions take place at prices other than the fixing price during the day, though these trading prices are normally closely related to the fixing price.
Furthermore, partly in view of the ending of the gold pool operations and of the fluctuating free market price of gold, the London market lost its pre-eminence as an international gold market. The Zürich bullion market, for instance, gained in relative importance, especially because of the role of the leading Swiss commercial banks in dealing in gold, but also because the gold producing countries sometimes found it advantageous—both in terms of price and cost of shipment—to sell gold in markets other than London.
One of the factors influencing the gold market has already been noted—the increasing demand for gold. In most fields of technology, no substitute for gold appears to be in sight so that rising prices do not appear to affect the demand very greatly. In addition, both artistic and long-term hoarding demands for gold seem relatively more responsive to changes in the level of real incomes and in social habits than to changes in the price of gold. Thus, the increase in demand seems likely to continue.
In contrast to the continued rise in demand for gold, the outlook for increases in the supply of newly mined gold is less certain. Old mines are being worked out, and few new gold discoveries are being made. The volume of gold production since 1965 has been relatively stable or, in some years, has fallen. In addition, there is no assurance that a higher gold price would greatly stimulate over the short run an increase in production; it would seem more likely to have the effect of maintaining output over the longer run. In short, then, the outlook seems to be of a long-run quantitative rise in the demand for gold and, possibly, a stable, if not falling, gold output. Under such conditions, some long-term upward pressure on prices would seem probable.
A second consideration exerting an influence on the working of the gold market is the future role for gold in the international monetary system over the long term. This has two main aspects which concern first, the official price of gold and second, the role of gold in the international payments system.2 In principle, the official price for gold should not exert any marked influence on the private gold markets (and vice versa) since the private and official gold markets have been separated since March 1968. In practice, uncertainty regarding the official price has had a continuing influence on the private gold markets.
The official gold price partly represents a symbol of stability of exchange rate relationships in the international monetary system. Instability in exchange markets gives rise to the possibility of changes in the official gold price as a means of restoring stability in exchange rate relationships, even though such adjustments can more appropriately be achieved by other means. Gold has also been a significant element in the total of official external reserves and has been extensively used in financing international transactions. While the announcement of August 15, 1971, which suspended the convertibility of the U.S. dollar into gold, has cast doubt on the continued use of gold in the system in its previous form, the gold markets have to take into account the large stocks of gold in official institutions, which amount to the equivalent of about SDR 41 billion, and how those stocks might be used in the future.
For example, on the one hand, a deliberate demonetization of gold, or prolonged running down of these stocks by sales of gold in the free market, would fundamentally alter the balance of supply in the gold markets and lead to a fall in prices. On the other hand, heavy reliance on gold in official international settlements would raise the issue of whether there are sufficient stocks of gold for this purpose—and this too has implications for the long-run future official price of gold. between these extreme positions there are, of course, a number of alternatives regarding the appropriate role that gold might play in international official settlements, each of which has implications for the future official price of gold.
In this connection it is interesting to note that the increase in the U.S. dollar price of gold from $35 to $38 an ounce, and the associated changes in the exchange rates of other leading currencies resulting from the Smithsonian Agreement of December 18, 1971, left the weighted average official price of gold practically unchanged.
Over the past four years the free market price of gold rose from $35 per fine ounce on March 14, 1968 to a peak of $70 in early August 1972. However, the price of gold has fluctuated considerably since the two-tier system was instituted. As can be seen in Chart 3, the free market price for gold shows three distinct changes between March 1968 and August 1972.
Chart 3. Gold: Prices in London, April 1968–August 1972
(Weekly high and low quotations: U.S. dollars a fine ounce)
For the first 16 months following the establishment of the two-tier gold system, gold prices generally rose in the private markets—from about $38 per fine ounce on April 1, 1968 to almost $44 per fine ounce during the first five months of 1969. However, during this period of rising prices, substantial falls in prices also occurred, particularly during the summer and early autumn of 1968. Furthermore, during most of 1968, day-by-day price changes were comparatively large.
The sharp fluctuations in price reflected the unprecedented situation in the private market. As a result of the March 17, 1968 agreement, and for the first time in recent monetary history, the private gold markets functioned without official intervention by some of the leading central banks and under conditions of great uncertainty with regard to the price for gold. A number of other factors also led to considerable uncertainty in the private gold markets after the establishment of the two-tier system. As South Africa, which accounted for over 70 per cent of the western world’s gold production, was not a party to the March 17 agreement, the means by which that country would dispose of its gold production were unclear. In addition, the large amount of gold bought in the private markets in the six months preceding the agreement of March 17 would, if offered for sale, no longer be absorbed by official buyers and therefore overhung the market. A further uncertainty was whether, and in what manner, the two-tier gold system would in fact work; and, in particular, whether other central banks would, as invited by the March 17 agreement, cooperate with the signatories of the agreement. Finally, uncertainty about the maintenance of the official price of gold at $35 influenced the working of the free gold markets not only directly, but also indirectly through developments in the foreign exchange markets.
In fact, during most of 1968 and early 1969, the demand for gold was relatively strong in view of comparatively unstable conditions in the foreign exchange markets. During May/June 1968 the French franc and sterling were under heavy selling pressure; in October/November 1968 widespread expectations arose concerning possible changes in the exchange rates for the French franc and deutsche mark; and, the markets were again disturbed in February/March 1969. The chief significance for the private gold market of developments in the foreign exchange markets was, as noted earlier, the likely effects that possible exchange rate changes might have had on the official price of gold. Hitherto, crises in the foreign exchange markets had led to changes in the level of official stocks of gold; henceforth such crises would be reflected in the private market price for gold. This development led to somewhat distorted conditions in the markets and induced considerable market speculation which led to unsustainably high prices for gold.
Conditions in the private gold markets began to change significantly during the second half of 1969 and a dramatic fall in prices occurred. between the end of May 1969 and the end of December 1969, the price for gold in London fell from $43,225 per fine ounce to its then official price of $35 per fine ounce. In early January 1970, the price fell to $34.75 and then moved fairly closely around its official price until about September 1970.
This rapid and prolonged fall in prices was due to a number of factors which influenced both the demand for, and supply of, gold on the market. Four developments in particular may be noted: (1) the prospective activation of the SDR facility, following the amendments of the Articles of Agreement of the Fund in July 1969; (2) the growing balance of payments deficit of South Africa and the increasing amounts of gold being offered for sale on the private market which, in the absence of heavy short-term speculative demand, were more than sufficient to meet normal industrial and long-term hoarding demand; (3) the prospects of agreement on the disposal of South Africa’s newly mined gold and particularly the extent to which it might sell gold to the Fund; and (4) developments in the international money markets—Euro-dollar rates increased sharply thereby increasing the effective cost of holding gold—and the greater stability in the foreign exchange markets following the devaluation of the French franc in August 1969, the appreciation of the deutsche mark during the summer of 1969 prior to the establishment of the new par value in late October 1969, and the shift into overall surplus of the U.S. balance of payments.
These developments affected the outlook for a possible change in the official price of gold—which had been the dominant factor influencing the international gold markets since prior to the devaluation of sterling in November 1967. In particular, the activation of the SDR facility not only dispelled uncertainty regarding a possible global shortage of international reserves, but also ensured that a part of the growth of international reserves would be in the form of a gold type asset. Furthermore, the Executive Directors of the Fund on December 30, 1969 decided that South Africa could sell gold to the Fund in certain circumstances—in particular, with regard to the price for gold in the London market, when it fell to its official price of $35 per fine ounce, and to the balance of payments position of South Africa. As a consequence of this decision, some gold would possibly flow into official reserves; furthermore, an effective floor price was established in the London market at $35 per fine ounce.
The third significant change in prices began in the autumn of 1970 when prices began to rise. between that time and the summer of 1972, the trend of prices was generally sharply upward, with only comparatively short periods of relative stability and small technical declines in prices. Taking the period as a whole, prices rose from about $36 per fine ounce at the beginning of September 1970 to $70 per fine ounce by the first week of August 1972. During the first five months of 1972—and especially during May and June 1972—the rise in prices accelerated sharply.
For most of this period the international monetary system was under increasing strain. After August 15, 1971—when the United States suspended the convertibility of the U. S. dollar into gold and other reserve assets—the system experienced its greatest crisis since the abandonment of the gold standard in the early 1930s. An analysis of this crisis cannot be given here. However, a few points can be noted with respect to the reaction of the private gold market and the free market price for gold during this period of strain and eventual crisis in the system.
First, and most important, was the pervasive influence of speculation—induced by growing instability in the exchange markets—regarding the official price of gold. Instability in the exchange markets was exemplified by the exchange rate changes of May 1971; the massive movements of short-term funds which moved not only, or even largely, in response to international differentials in interest rates but also in expectation of changes in exchange rates; and the general floating of currencies following the August 15, 1971 announcement.
Second, over the last two years the leading international gold markets have become “thinner” in the sense that the volume of readily tradable gold at a given price has diminished. The supply of gold on the market is now determined largely by the amount of gold offered by the gold producing countries, sales by the U.S.S.R. and East European countries, and by short-term speculative gold holders who trade in response to expected price changes. The large overhang of gold which characterized the market for about two years after the inception of the two-tier system has been partly absorbed by industrial and other users, while a large part of the remainder has disappeared into hoards and is unlikely to be reoffered to the market. The fundamental change in the supply position of gold in the private markets has resulted in sharp movements in prices when even relatively small changes in demand have occurred. In this sense the private gold markets have become relatively more unstable over time.
Third, to a far greater extent than hitherto, a rise in prices has tended to accelerate as speculative activity has fed upon itself. However, subsequent declines in prices have not largely been in reaction to fundamental changes in expectations and demand, but have resulted from technical adjustments to temporarily overbought positions and other factors essentially of a short-term financial nature (e.g., changes in Euro-dollar deposit rates). In conditions of relative calm, prices have not fallen, as might have been expected, but have remained steady.
This “step-like” rise in prices can be observed in Chart 3. For example, after a period of relatively stable prices between the end of January and the end of April 1971, a sharp acceleration in prices occurred during May, followed by a short technical reaction in the first half of June 1971. A similar reaction can be observed between mid-June and the end of August 1971 and again between the end of August and December 20, 1971 (immediately following the Smithsonian Agreement on the realignment of currencies). However, between the end of December 1971 and August 1972, except for a period of relatively stable prices between early February and the latter part of April 1972, an unprecedented acceleration occurred in the rate of price increases. The rise in gold prices between early May and early August, which amounted to over $20 a fine ounce, was altogether exceptional.
To some extent, of course, part of the rise in prices can be attributed to a reduction in the supply of gold offered on the market, particularly by South Africa, at a time when demand for the metal—especially for industrial purposes—was buoyant. However, the relatively high price of gold in the private markets in the middle months of 1972 reflected a large premium in the light of the uncertainty regarding future developments in the international monetary system.
As a result of the establishment of the two-tier system in March 1968, the level of official gold reserves no longer changes as a result of fluctuations in the private demand for gold nor, except to the extent that the Fund purchases gold from South Africa, as a result of fluctuations in world gold output. The official supply of gold is relatively fixed. Furthermore, after the United States suspended the convertibility of the U. S. dollar into gold and other reserve assets on August 15, 1971, and after the subsequent large rise in the private market price of gold, countries have become reluctant to use gold in official international settlements. Indeed, the future role of gold in the international monetary system—as a medium of exchange, as a significant component of international reserves, and as a standard of reference for the valuation of currencies—is uncertain.
In the private markets, fluctuations in the price of gold have reflected reactions to developments in the international monetary system and, in particular, to the future official role of gold in the system. Such fluctuations are, perhaps, explainable not only because of the relatively large official stocks of gold in existence—equivalent to about 30 years output—but also because of the possibility (which took place on May 8, 1972) of changes in the official price of gold.
Furthermore, since the inception of the two-tier system, the supply of gold placed on the market is falling in relation to demand because central banks no longer generally sell gold in the market. Under conditions of crisis or acute uncertainty, reaction in the private gold market tends to be exaggerated and the price of gold shows a rapid rise. In this sense the private gold markets are relatively unstable markets.
The private gold markets are unlikely to function in broadly the same manner as other commodity markets until, at least, the psychological link between the private and official gold markets is broken. To a considerable extent this will depend on the relative importance of the future role of gold as a monetary asset.
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The author draws on three case studies to show how the less developed countries can learn from and help each other.
technical assistance is popularly conceived of as essentially a flow of technical knowledge and personnel from the technologically advanced industrialized countries to the less developed countries (LDCs). This impression fails to take account of the small but growing volume of technical cooperation among the less developed countries themselves. A glance at what is going on in this field will at least serve as a corrective to the notion that the developing countries can learn only from the developed countries and not from other developing countries. In fact the charge sometimes made about “the carefully cultivated ignorance of people in any country about the experience of people in other countries and the belief… that somehow One’s Own Country is a unique specimen”1 is perhaps even more applicable to the less developed nations who are often more conversant with ideas and techniques of the developed countries than of similarly placed countries whose experience in particular fields or even generally is likely to be of far greater economic relevance to them.2
The belief that technical assistance can only be a one-way street from the industrialized country to the developing country is a particular manifestation of not only ethnocentrism but also of what may be called the fallacy of excessive or misplaced aggregation—in this instance the envisaging of technical assistance as a vast undifferentiated mass. but in specific areas a less developed country may well have a stock of relevant exportable technical knowledge, depending upon its stage of development, even if the country as a whole is not regarded as technically advanced. One can readily think of several countries and their respective spheres of expertise, as for instance the Republic of China (rice farming, land reforms), India (statistics, irrigation, railway engineering, tropical medicine, small-scale industries), Israel (arid zone research, housing, water works, social services), and Singapore (low-cost public housing, family planning). The economic rationale of technical assistance by the less developed countries resembles that for the more familiar export of goods in the international trade. A country could be an exporter of certain types of goods in a commodity category and yet be a net importer of the category as a whole, as for instance India, which’ exports light engineering goods and is a net importer of engineering equipment. Similarly, the export of specific technical knowledge and skills from a less developed country may be related to areas in which it has the greatest comparative advantages of specialization and experience, even though the country is a net importer of technology. However, this is not to argue that the motivation and conditions for the transmission of technical skills between the less developed countries have always a purely economic rationale deriving from comparative advantage or else that they necessarily reflect an exportable surplus. The desire to subserve overall national policies and to project a given national image may be as influential as purely economic factors. In this respect, the technical programs of the less developed countries share some characteristics with those of the advanced countries.
There is, of course, an unplanned flow of technical personnel from LDCs to other LDCs in response to normal economic incentives of higher emoluments and other net advantages. As examples one may point to the movement of Egyptian and Palestinian engineers, teachers, and doctors to Kuwait and other Arab countries, and of Indian and Pakistani technicians to Africa and the Persian Gulf states. This, incidentally, also goes to show that part of the so-called “brain drain” from the LDCs may really represent a circular flow among the LDCs themselves, rather than a once-for-all drain to the developed countries. Another channel of export of technical know-how from LDCs is the growing number of joint ventures involving technical collaboration arrangements and consultancy services in other LDCs. This is exemplified by the large number of Indian joint ventures in several African and Asian countries covering a wide variety of projects, particularly in light engineering, textiles, cement, and vegetable oil processing. This may also be taken as a manifestation of the advantages which some of the less developed countries enjoy as exporters of an “intermediate technology” i.e., neither too capital-intensive nor overly sophisticated, which is more relevant to the requirements of similarly situated developing countries. It should, however, be noted that intermediate technology does not necessarily connote light engineering.
But such private flows of technical expertise,3 whether they are from developed or developing countries, do not by their very nature meet the requirements of the developing countries in respect of infrastructure projects related to social overheads such as communications, preinvestment surveys, education, and public health. The bulk of such requirements are met either through multilateral programs such as those of the United Nations and its special agencies, or through bilateral programs of major donor countries such as those administered by the U. S. Agency for International Development or by the Ministry of Overseas Development in the United Kingdom. It should also be noted that many of these programs, especially those of the international agencies, do employ a considerable number of experts from the less developed countries. Therefore, the bilateral programs of aid from less developed to other less developed countries, are supplementary to the international programs. The most extensive and systematic, as well as the most longstanding technical assistance programs within the Third World, covering not only placement of experts, but also provision of training facilities in their respective areas of specialization, are those implemented by the Republic of China (Taiwan), India, and Israel.
China’s programs of technical assistance and cooperation with developing countries comprise training and research facilities offered in Taiwan as well as field missions under bilateral agreements (see Table 1). The training programs for foreign technicians, which were initiated in 1954 under U.S. aid finance and supplemented later by independent Chinese sponsored in-service schemes, have provided training for 7,389 technicians (up to March 31, 1971) from 23 developing countries in the areas of agricultural and industrial development, public health, education, family planning, and land reforms. The overseas technical missions, at the end of 1971, comprised over 1,000 specialists in nearly 40 countries mostly engaged in demonstration and extension work in rice and vegetable cultivation in the African countries, but also covering veterinary and medical services, agricultural processing, and handicrafts. The emphasis of these programs is in the spheres of rice cultivation, family planning, and land reforms which are precisely the areas in which China has achieved the most notable success in the past two decades and which therefore offer the most useful lessons to other developing countries.
Table 1: Technical Missions of the Republic of China (Taiwan) Government,* 1959–71
*Specialists and technicians sent abroad to render technical services in nonagricultural fields through private channels, numbering some 250, are not included here.
Source: Council for International Economic Cooperation and Development, Executive Yuan, Taipei, China.
The Chinese technical assistance missions include not only specialists but also groups of working farmers, making it easier to demonstrate through learning-by-doing processes the optimum combination of inputs given the local resource endowment. Thus the missions tend to favor utilization of existing natural water resources and do not encourage the use of heavy agricultural machinery. For instance, the demonstration farm in the Boulbi reservoir district of Upper Volta did not make use of the reservoir and the mission in Rwanda used only hoes and scythes in reclamation and cultivation. The agricultural missions, however, have been instrumental in introducing easy-to-learn and easy-to-handle agricultural tools and machines to African farmers such as improved plows, pumps, threshers, spacing-markers, toothrakes, etc., as well as high-yield varieties of rice. The missions have succeeded in growing two rice crops a year in several African countries where there is year-round irrigation, while in areas with inadequate irrigation facilities a system of rotation of rice in the rainy season followed by an upland crop in the dry season has been introduced. The efforts of the missions are reflected in the extension of multiple cropping and vastly increased yields. A typical example is Ivory Coast where the prevailing pattern of one crop of rice a year with a per hectare yield of about 900 kilograms, prior to the arrival of the Chinese technicians in 1963, was transformed by 1968 into double cropping (in some areas, three crops) with an average per hectare yield of about 4,000 kilograms.
Israel’s technical assistance program (Table 2), which has been in operation since 1958, is by far the most extensive of its kind scheduled by any developing country, both in terms of the number of experts involved and the scope of assistance, which extends over a highly diversified field covering not only the more conventional items such as agriculture, education, engineering, and public health, but also youth organization, cooperation and social welfare, including a cultural project to establish a national symphony orchestra in Singapore. To date over 3,000 Israeli experts have served in some 80 countries and nearly 15,000 trainees from developing countries have been trained in Israel.
Table 2: Israeli Technical Assistance, 1958-69
Source: Ministry for Foreign Affairs, Programme of International Co-operation, Jerusalem, Israel, 1970.
The distinguishing feature of the Israeli technical assistance program is its reliance on the team approach rather than on scattered individual experts; it concentrates on the integrated project, including concurrent training and demonstration programs either on the project site or in Israel, with due emphasis on early replacement by local counterparts. A typical example is the cooperative type training villages and settlements to teach agricultural and other skills developed by Israeli teams in Cameroon, the Central African Republic, Dahomey, Ecuador, Nepal, Tanzania, etc. As with China, Israel’s technical assistance reflects the areas in which it has had the most experience and success at home, notably the absorption and integration of immigrants into compact agricultural communities, development of arid zone farming techniques, youth movements, combating tropical eye diseases, and citrus farming. The last mentioned item is particularly significant since, although citrus is Israel’s major export, this has not inhibited Israeli technical assistance in citriculture to potential competitors such as Ecuador, Greece, Sri Lanka (Ceylon), Turkey, and Uganda.4 Equally significant is the belief of Israeli policymakers that, despite its expertise in the sphere of cooperative agricultural settlement, “the advanced form of collectivism represented by the kibbutz (communal settlement) is not exportable,” 5 a sentiment which also serves to underscore an important lesson of international technical assistance—it is easier to transplant technical skills than institutions and values.
The origins of India’s technical assistance (Table 3) to other developing countries date back to its accession to the Colombo Plan for Cooperative Development in South and Southeast Asia (1950), which is based on bilateral agreements between the member countries. Since the inception of the Colombo Plan, India has provided 4,411 training positions and 181 experts (other than those to Nepal) in different fields such as irrigation and power, small-scale industries, statistics, railway engineering, dairy development, public administration, and mining. A geographical extension of a similar type of technical assistance is the bilateral aid provided by India to Commonwealth countries in Africa (Table 3).
Table 3: Indian Technical Assistance
*The total since inception is not available but the number of new experts provided to Nepal during 1967-69 was 60,234.
Source: Department of Economic Affairs, New Delhi.
But by far the most extensive integrated technical assistance program operated by India is linked to its overall economic aid to Nepal (about Rs 600 million to March 1969) and Bhutan (Rs 200 million). Among the major projects in Nepal which have been recipients of Indian technical assistance are the Sonauli-Pokhara road; eastern sector of the East-West Highway; telecommunications; airports; hydroelectric stations at Trisuli and Pokhara; irrigation schemes; agricultural, veterinary, and geological services; Tribhuvan University, etc. India’s technical assistance to Bhutan, besides the financial assistance to the Bhutanese Second Five-Year Plan, has been mainly in construction of trunk roads, malaria eradication, geological surveys, telecommunications, and maintenance of hydrometeoro-logical stations.
While the foregoing examples typify the more extensive programs, one can discern the same principle at work in other emergent areas. For instance, Mexico has technical assistance agreements with Honduras, El Salvador, and Nicaragua, and its highly successful official development bank, the Nacional Financiera, has deputed experts to Bolivia, Peru, and Ecuador. Nigeria has had modest programs since 1964–65 which have included secretarial courses for trainees from Bechuana-land, Liberia, Kenya, The Gambia, Malawi, etc., as well as the secondment of judicial officers to Tanzania and Malawi and medical officers to Sierra Leone. Egypt, besides offering training facilities in irrigation, land use, etc., has sent over 3,000 teachers to other Arab countries and a number of technical experts to African and Arab states. The Yugoslav program includes the provision of training to Africans and Asians and technical assistance through experts as well as joint commercial ventures in heavy industry, port facilities, etc.
This brief review points to the small but highly promising interchange of expertise and training between developing countries, the economic rationale of which derives from the similarity of environment, problems, and possible solutions. But like any other technical assistance, whether from the developed countries or from international agencies, its efficacy cannot be evaluated in purely quantitative terms of cost-benefit ratios because of the large number of qualitative elements involved. Obviously, it would be misleading to judge the importance or efficacy of technical assistance merely in terms of its inputs, whether of expenditure incurred or number of experts involved. There have to be independent criteria such as (applying the analogy of import-substitution) how soon and efficaciously can the original need for technical assistance be satisfied from indigenous sources, as seems to have happened in a number of Chinese and Israeli projects. Then again both the Chinese and Israeli programs suggest that it is more fruitful to transfer technology in packages and integrated projects than in single isolated pieces. But whatever its achievements to date, and these are by no means inconsiderable, there is ample scope for extension of technical cooperation throughout the Third World. It is equally important to bear in mind that the diffusion of technology and skills is only one of the many elements in the complex strategy and tactics of economic development.
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The author outlines the main issues involved in negotiating British accession to the European economic Community.
On January 22, 1972, the United Kingdom signed the Treaty of Accession to the European Economic Community (EEC). Two previous approaches—one initiated by a Conservative Government in 1961, the other by a Labour Government in 1967—had not been brought to a successful conclusion, though on the second occasion the Community unanimously decided that Britain’s request for membership should remain on its agenda. The third round of discussions emanated from the decisions of the heads of government of the Six at the Hague Conference in December 1969, which was convened on the initiative of the President of France. The Labour Government declared in May 1970 that it wanted to resume negotiations as soon as possible, and when the present Conservative Government took office it did so on schedule, with the first ministerial meeting on June 30. Now that the necessary enabling legislation has been passed, the instruments of ratification of the treaty have to be submitted in time to make British accession effective from January 1, 1973.
Looking back over the negotiations as a whole, five issues assume particular importance. There was, first, the customs union on which the Community was built and which includes, apart from a common external tariff on industrial goods, a system of variable levies on agricultural imports. The second issue concerned the financing of the institutions and programs of the Community on whose strengthening the prospects for eventual economic and perhaps political union may well depend. Third, Britain’s full commitment to European unification was seen to be inconsistent with an independent world role for sterling. Furthermore, longstanding arrangements with other Commonwealth countries could not of course be precipitously broken off without causing undue hardship; particular difficulties were foreseen for New Zealand dairy products and for Commonwealth sugar producers. The phasing out of specifically British responsibilities in these two instances constituted the fourth and fifth major issues that had to be settled in the negotiations.
Though the decisive reasons for British entry are probably as much political as economic, the U. K. authorities expect that membership in the European Economic Community will also provide a favorable opportunity for achieving economic progress after many years of balance of payments difficulties, a disappointing record in industrial investment, and a low rate of economic growth. Most of the impact of EEC membership on growth and prosperity is expected to derive from increased competition, the exploitation of economies of scale, the developing and marketing of new products, and a higher level of investment in up-to-date equipment. The possible costs of entry are mainly associated with shifts in the pattern of production and consumption which, without a transitional period, would be required before the positive response of managers and investors could produce the off-setting beneficial effects. The precise quantification of possible gains and losses has proved extraordinarily difficult; nevertheless, the authorities expect the balance to be positive by a substantial margin.
Most of the positive stimulus to British economic growth is expected to derive from access by U. K. manufacturers to the Community’s large and growing markets. A five-year transition period was agreed for the complete abolition of industrial tariff and non-tariff barriers toward the Community and the adoption of the Community’s common external tariff (CET) toward the world outside. Tariffs on imports from member states will be reduced in five equal steps of 20 per cent each, the first to take effect on April 1, 1973, the last on July 1, 1977. A year’s breathing space was granted on the CET; the move to it will proceed in four stages, the first of 40 per cent due by January 1, 1974, to be followed by three more of 20 per cent each, the last to come on July 1, 1977. The tariff adjustments required will be fairly substantial. The arithmetic average duty charged under CET is 7.6 per cent. The United Kingdom at present charges an average 10.2 per cent on imports coming from outside the sterling area; for imports originating within it, the arithmetic average is only 1.2 per cent.
A large part of the costs of entry will be related to participation in the Community’s common agricultural policy. Under its rules, market prices for the main agricultural commodities are maintained in two ways. The price of imports is kept to a minimum or threshold price by means of variable import levies; and the internal market is supported at an intervention price, slightly below the threshold price, at which any surpluses are bought through intervention agencies by the Community’s agricultural fund. This Community system of support, though not the Community’s prices, is to be adopted in the first year of membership. The United Kingdom’s threshold and intervention prices will then be increased gradually to Community levels in six equal steps over the five-year transition period, subject to a 10 per cent tolerance up or down if needed in the interests of the smooth functioning of the process of integration. For the 1972–73 season prices in the Community and Britain were, respectively, £47.41 and £34.40 a ton for soft wheat; £43.41 and £31.20 a ton for barley; £15.60 and £13.20 a live hundredweight for beef cattle; and £ 3.10 and £ 281 a score (20 lbs.) for pork.
The Community is financed from a common fund. Under the present system, which came into effect on January 1, 1971, all levies on agricultural imports, net of a 10 per cent rebate to cover collection costs, are handed over by member states to the Community; of customs duties an increasing proportion is being paid over until January 1, 1975, when all proceeds are to be surrendered less the 10 per cent rebate. Additional contributions by member states will make good any deficit in the period until January 1, 1975, when the Community is due to receive the proceeds of up to 1 per cent of a value-added tax which, by then, is to be in force in all member countries. After 1975, therefore, the central institutions of the Community will have their own resources independent of national appropriations. In 1971, all but 4 per cent of the Community budget net of administrative and collection costs was absorbed by the common agricultural policy. Other purposes, however, such as industrial policies, regional policies, and social policies, may in time take a larger share.
Thus far the major net beneficiary of the system has been France; the major contributor, Germany. Since Britain’s few, relatively efficient, farmers will receive virtually no financial support in return, Britain’s net contribution could ultimately turn out to be larger than Germany’s. This possibility was accepted at the outset of the negotiations by the U.K. Government as the price of entry; the transitional arrangements, nevertheless, produced some hard bargaining. Britain’s opening offer was for a 2½-3 per cent initial gross contribution to the Community budget, rising to 13-15 per cent over five years, to be followed by another three years during which correctives would be applied if the automatic formula were to result in undue hardship. The Community rejected this offer, viewing the proposed figure for the end of the transition period as casting doubt on Britain’s confidence in its ability to meet within a decade the Community’s financing requirements on a basis comparable to its partners. But the Community in turn could not at once agree on a counteroffer among themselves.
The deadlock was broken in the end on a formula, proposed by the French, that set a full British contribution from the first year of entry, based on Britain’s share of the Community gross national product, but with provision for rebates that decline during the transition period. The “key” defining the nominal contribution increases from year to year, as does the proportion of it that Britain is actually required to pay. As a result of this rather complicated formula, the United Kingdom will contribute up to 8.64 per cent of the budget of the enlarged Community in the first year of membership; that contribution will then rise to 18.92 per cent in the fifth year. From January 1, 1978, the United Kingdom will contribute on the same basis as other member countries, subject to specified safeguards for only two additional years. Only from 1980 will Britain’s contribution become fully automatic; but it is clearly impossible to predict so far in advance what size the total budget will have attained by then, and hence what the British contribution is likely to be in absolute terms.
The problems of sterling as an international currency were at first thought to require a wider forum in which to find a satisfactory resolution than the negotiations for British accession to the EEC could provide. They became an issue, nevertheless, when the Common Market countries, on February 9, 1971, agreed among themselves to take steps toward a monetary union to be achieved over the next ten years. Starting on June 15, 1971, the central banks planned to intervene in exchange markets in such a way that in U. S. dollar terms none of their currencies would vary from another by more than a specified margin. A fresh medium-term credit facility for $2 billion was concurrently to be set up for use by any member in serious balance of payments difficulties. A European exchange fund was to be established before the end of 1973 through which the Six (Belgium, France, Germany, Italy, Luxembourg, and the Netherlands) could pool reserves. For the next three years, finance ministers and central bankers would meet regularly to discuss national budgets and credit policies. Due to the uncertainties in foreign exchange markets that began with the floating of the deutsche mark and the Netherlands guilder in May 1971 and were not settled until the general realignment of currencies in December, the first narrowing of margins had to be postponed; it came into effect on April 24, 1972.
In March 1971, however, the French had asked that the problem of fitting sterling into Europe be discussed along side the entry negotiations. The existence of a sterling area in which the pound acts as a reserve currency was thought to create three problems for the Community. The first, already a part of the formal negotiations, was the privileged access sterling area countries have had to the London capital market. Second, it was thought that fluctuations in the official sterling balances might lead Britain to draw on the Community’s credit facilities to finance balance of payments deficits originating outside Europe altogether, a use for which they were not intended. Third, the management of a reserve currency might induce policies relating to interest rates and other aspects of demand management that could not be easily coordinated with those of the rest of the Community. The proposal, therefore, was that “the volume of sterling reserves be diminished progressively.” Accordingly, on June 7, 1971, the U. K. authorities formally pledged to manage their policies “with a view to stabilizing the official sterling balances” and declared themselves “prepared to envisage an orderly and gradual rundown of official sterling balances” after entry. The U. K. Government undertook also to liberalize U. K. exchange controls as required by EEC directives by the end of the transitional period. And although British participation in the scheme to narrow exchange rate margins among members of the enlarged Community was interrupted by the temporary floating of the pound on June 22, 1972, the U.K. authorities have stated their intention to return to it in time for accession.
The official sterling balances had in fact increased dramatically following the dollar guarantee provided in the Basle Agreement of September 1968. These balances increased by nearly £600 million, to a total of £2,244 million, in the two years to the end of 1970. Virtually all the increase was due to the growth of total reserves of sterling area countries. The “minimum sterling proportions” to which they had individually been pledged in return for the gold guarantee required that some part of these be held in sterling. Fewer than one half ran for five years, however; when the remainder came up for renewal in September 1971, the minimum sterling proportions were reduced by 10 per cent for all. Twelve countries, the so-called Basle group,1 had already pledged to roll over for another two years the $2 billion line of credit on which Britain can draw to the extent that sterling holdings fall below an agreed base level. The Basle Agreement runs to 1973; meanwhile, with the temporary floating of the pound in mid-1972, U.K. exchange control has been extended to cover all sterling area countries with the exception of the Republic of Ireland.
Preferential trading arrangements between the United Kingdom and the overseas Commonwealth area will automatically disappear, subject where necessary to transitional arrangements to avoid undue hardship. A particular problem was posed by New Zealand. Butter accounts for about 11 per cent of New Zealand’s total export earnings and cheese for another 4 per cent: about 85 per cent of its export earnings from butter and cheese comes from guaranteed exports to the United Kingdom. Benefiting from better pastures and larger farms and requiring no winter stabling, New Zealand butter costs about one third as much as Community butter to produce and ship to Britain. New Zealand argued that a contraction of its dairy industry now might be premature; there was no surplus production in Community countries in 1970 and stocks fell. Although there may have been some erratic elements in the butter shortage that year, without a substantial new increase in support prices it was argued that Europe would face a shortage in the longer run, as rising standards of living induced European farmers to shift from dairying.
The issue was complicated for Britain by a special responsibility felt toward its own “kith and kin.” The British negotiators accordingly asked that for five years New Zealand should be allowed to market in the enlarged Community the “milk equivalent” (nearly 5 million tons) of its initial exports to Britain of butter (170,000 tons) and cheese (75,000 tons), the proportion of butter and cheese to be decided annually, with the entire arrangement subject to review toward the end of the period. The Brussels Commission instead suggested that New Zealand’s butter quota be phased down to no more than half its initial level over five years and that levy-free access for its cheese be phased out altogether. France initially maintained that a consistent application of the common agricultural policy would require that New Zealand should lose all guaranteed access in five years. As the common agricultural policy was felt to be central to its interest, France did not wish to compromise it by beginning, with New Zealand, to make exceptions to the principle of strict Community preference.
The New Zealand issue consequently remained one of the last to be settled in the negotiations. It was finally agreed that the guaranteed quantity of butter for the first five years would be reduced by 4 per cent per annum so that in the fifth year of the transitional period New Zealand would be able to sell to the United Kingdom no less than 80 per cent of its initial entitlement. For cheese, the quantities guaranteed would be reduced to 20 per cent over the same period. While adjustments may be made between the guaranteed quantities of butter and cheese during the first five years, the combined tonnage expressed as milk equivalent cannot fall below 71 per cent of the initial quantity by 1977. During the third year after accession, the institutions of the Community will review the butter situation, and in the light of this review will decide on suitable measures for ensuring the continuation beyond 1977 of special arrangements for New Zealand butter. These agreements have been accepted by the New Zealand Government as adequately safeguarding its interests.
For all British dependent territories with the exception of Hong Kong and Gibraltar and for all independent Commonwealth developing countries with the exception of those in Asia, arrangements were made which provide the opportunity of association with the enlarged Community, though the independent ones among them can opt for trade agreements instead. Again a special problem arose in respect of those developing countries that are members of the Commonwealth Sugar Agreement under which Britain imports some 1.8 metric tons of sugar annually. World sugar production averages 70 million tons a year, but only 20 million tons are exported. Of these 20 million tons, over 11 million are traded under special quota arrangements—5.6 million to the United States, for example, and 2.9 million from Cuba to the U. S. S. R. The remaining 9 million tons are sold on the world market, four fifths under quotas set by the International Sugar Agreement (ISA) that was negotiated in 1968.
The European Community, not a signatory to the ISA, produced in 1971 about 1 million tons of raw sugar equivalent in excess of the 6-6½ million tons it consumed. About half of this surplus finds alternative uses, such as feed, the rest is sold off on the world market. Under the Community’s present arrangements, beet growers are guaranteed £7.31 a ton for a specified quota, plus transport costs and rights to pulp after processing, and are allowed about £4 a ton for beet up to another 35 per cent over their quota. Unless renegotiated, this system of support will run out in 1975. Meanwhile it has helped the beet industry to expand rapidly to the point where French production, for example, has reached its ceiling. Without a new market in the United Kingdom, Community producers appear to have little incentive to expand their output much more, inasmuch as output in excess of 135 per cent of quota is sold off at world prices. The cost of disposing of the surplus is shared between the common fund in Brussels and beet growers and refiners.
The Commonwealth Sugar Agreement runs out at the end of 1974. Britain was prepared thereafter to exclude all the 355,000 metric tons of imports which it takes from Australia, but proposed that other, poorer Commonwealth sugar producers be allowed to continue sending their 1,370 million tons to Britain. As a satisfactory figure could not be arrived at while a sizable sugar surplus existed in the Community, it was agreed to offer sugar producers, in addition to the opportunity for full association with the enlarged Community, the prospect that when the Commonwealth Sugar Agreement, the Community’s Association Agreement, and the Common Market sugar regime all come up for renegotiation in 1974 and 1975, the enlarged Community would “have at heart to safeguard” their interests. The countries affected accepted this formula as “a firm assurance of a secure and continuing market in the enlarged Community on fair terms for the quantities of sugar covered by the Commonwealth Sugar Agreement in respect of all its existing developing member countries.”
On the basis of such terms as those described, the U. K. Parliament on October 28, 1971, voted in favor of the principle of entry by substantial margins in both Houses. Given the wide range of possible estimates of costs and benefits, this decision could not have been based on a purely economic calculus. The crux of the argument for entry, according to the Prime Minister, is that it will place Britain in the best possible position to influence economic policies and decisions that determine the environment in which the British enterprise will have to operate. A decision not to join, so the official White Paper argued, would have left the original Community to grow on its own in strength and unity. British power to influence the Community would have steadily diminished while the Community’s power to affect the future of Britain would as steadily have increased. To remain apart would have been a rejection of a historic opportunity. In a single generation Britain “would have renounced an imperial past an rejected a European future.”
The strongest arguments for entry have therefore been political rather than economic; the same has also been true for opposition to it. As the price of participation in the formulation of Community decisions, both internally and on a world arena, British decision-making will in future have to be fitted into a Community context. This was made clear in the enabling legislation giving constitutional effect to the Treaty of Accession. It gives legal force in Britain to all those Community “rights, powers, liabilities, obligations, and restrictions” existing now or to be made in the future which must under the Treaty become law without further enactment, and enables future Community directives to be implemented by direct British order. Accession therefore introduces a real limitation on the traditional powers of Parliament and, in this sense atleast, some loss of sovereignty, to which there has been opposition. The Government however has argued that more sovereignty, interpreted as the practical ability to act autonomously, would be lost by staying out than by going in.
Martin Shivanan
Bank Croup Governors at their Annual Meeting focused on the need for action in several major areas to shape the course of international development.
Against warnings of a “massive shortfall” in official concessionary aid, they suggested a variety of efforts to devise new methods of mobilizing resources for development. Expressing satisfaction that the International Development Association’s (IDA) third replenishment had finally become effective, they urged an early start on the fourth replenishment, some advocating larger-scale contributions, and a search for better ways of funding IDA. Emphasizing the vital interest of developing countries in the contemplated reform of the international monetary system, many suggested shaping the new monetary order to alleviate the aid shortfall by linking special drawing rights in the Fund with development assistance. Such aid might be channeled through the International bank for Reconstruction and Development or IDA or directly to developing countries. In the broad discussion of reform, they said, the debate should focus also on the need for freer trade and private investment.
At a time when many setbacks were being cited for the Second Development Decade, they congratulated the bank Group on record total commitments in the fiscal year 1972 of $3 billion, and endorsed its plans for a further substantial increase in the volume of lending in the fiscal years 1974/78.
Against a background of increasing concern with the problems of obdurately low employment and living standards among the major, poorer sections of developing countries’ populations, many Governors expressed approval of the need to achieve both higher national incomes and a wider distribution of the benefits of economic growth. In particular, in agreement with goals expressed by the President of the bank, Mr. Robert S. McNamara, in his annual address, they stressed the need to bring these benefits to the least developed countries and into the lives of the poorest population sectors of the developing world.
The consensus in these areas evolved out of discussions which underlined the uncertain milieu in which many developing countries were operating. The picture of the past year that emerged from Governors’ statements was often somber: the year had been a daunting experience for many developing countries, and particularly for the poorest and least developed members of the bank. In addition to disadvantages of small size and weak bargaining power, their difficulties had been compounded by international currency adjustments in the wake of the Smithsonian Agreement. Speakers from these nations said that they were experiencing further declines in their terms of trade, a reduction in the purchasing power of their foreign exchange reserves (which were usually turned over three or four times a year), and aggravated debt service problems. The need to divert resources to obtain additional foreign exchange, unmatched by higher aid flows, and often in the face of falling commodity prices, had meant for many of them periods of import restrictions, reduced consumption, and stringent effects on their domestic economies.
The problems facing the developing world were confirmed by Mr. McNamara, who reiterated at the opening session his earlier prediction that the flow of concessionary aid, or Official Development Assistance (ODA), would not exceed 0.37 per cent of the developed countries’ gross national product (GNP) by 1975—or only half the target figure established by the United Nations for the Second Development Decade. This shortfall was “regrettable in the extreme,” he said, particularly because it would penalize the poorest member countries of the bank, whose per capita incomes were less than $200 and whose populations by the end of the century would total 2.25 billion. These countries had the greatest need for concessionary help and the least chance of finding feasible alternatives to official assistance.
The deficit in ODA would have serious economic and financial consequences also for the other members of the developing world, he said. Debt service payments, running at $7 billion annually, were rising twice as fast as in the 1960s, reflecting a hardening of the terms of debt as the proportion of concessionary aid in the total flow of external assistance declined.
Mr. J. M. Mwanakatwe, Governor for Zambia, said that the increasing debt burden of the developing countries would extinguish most of the expected lower levels of concessionary aid. The vulnerability of the African countries, which included 16 of the 25 poorest nations in the world, was stressed by Mr. C. A. Kamara-Taylor, Governor for Sierra Leone. Mr. D. T. Matenje, Governor for Malawi, pointed out the pressure on countries with a paucity of infrastructure to take funds on hard terms when softer loans or credits were exhausted or unavailable.
The challenge posed to developed and developing countries was stressed by the Chairman of the Board of Governors, Mr. AN Wardhana, when he opened the proceedings with the Chairman’s annual address. The unfavorable trends of most current indicators on aid, trade, and foreign debt were matters for great anxiety, he said. At this critical juncture of economic development, the developing nations needed more, not fewer, options, as well as better strategies and more resources.
Mr. Y. B. Chavan, Governor for India, described the current phase as a very crucial one in the eyes of the developing countries, which would test their faith in the spirit of international cooperation.
In a wide-ranging discussion of the measures needed to mobilize increased resources for development, Governors agreed that the bank should continue its efforts to expand its lending operations and to seek new markets for its bonds, and that preparations should start immediately for the fourth replenishment of IDA.
Failure on the part of the bank to expand its operations, said Mr. McNamara, would drive developing member countries to even greater dependence on higher cost, shorter maturity sources of external capital, with an inevitable exacerbation of their debt service burdens. With careful planning, however, and with international support, he believed that the necessary funds could be obtained to expand the bank Group’s operations during the fiscal years 1974/78, by an average of 11 per cent annually, and to achieve an increasing proportion of IDA credits. By these means the bank Group expected to help finance, and provide technical assistance for, some $50 billion of capital improvements in developing countries in the fiscal years 1974/78, compared with $30 billion in 1969/73, and $13 billion in 1964/68.
Mr. Helmut Schmidt, Governor for Germany, pointed out that the proposed expansion of the bank Group’s activities would entail a sharply increased need for funds, that the bank had made an encouraging start on opening new markets for its borrowings, and that this should be pursued.
Governors welcomed the recent announcement by the U. S. Government that its contribution to the third replenishment of IDA had become effective, and stated that they looked forward to resumed momentum in IDA lending.
Supporting an early start on the fourth replenishment, Mr. John Turner, Governor for Canada, said “What is now required is a more profound realization by donor countries that IDA operations are essential to the development effort as a whole, and that they therefore deserve the highest possible priority within the financial resources available for development assistance.”
Mr. Per Kleppe, the Governor for Norway, suggested that contributions should more accurately reflect the recent economic growth of donor countries.
The need for “more rational machinery” to provide a steady flow of resources to IDA was voiced by the Chairman, Mr. Wardhana. His view was echoed by other Governors, including Mr. Babacar Ba, Fund Governor for Senegal, speaking also on behalf of Dahomey, Ivory Coast, Mauritania, Niger, Togo, and Upper Volta, who stressed that IDA would need a “less chaotic” replenishment system if it was to meet the needs of countries, including those in Africa, for concessionary finance.
Mr. Valéry Giscard d’Estaing, Governor for France, said that, to be properly effective, future replenishments should be for five-year periods instead of the present three years.
Mr. McNamara, in his closing remarks, stated that negotiations on the fourth replenishment would begin in earnest before the end of 1972.
Many speakers, discussing the forthcoming international meetings on monetary reform, said the interests of the developing countries should be given full consideration by focusing on development assistance, freer trade, and private investment.
There was widespread support among developed and developing countries that the discussions should include proposals for linking the allocation of special drawing rights in the Fund with the provision of additional development assistance.
Mr. Mohamed A. Merzeban, Governor for the Arab Republic of Egypt, said the deterioration in the terms and conditions of development assistance confirmed the need for the link. Mr. Rafael Alfonzo Ravard, Governor for Venezuela, speaking on behalf of Latin America and the Philippines, said the question of the link was of great importance to these countries; they felt strongly that the amount of funds provided via the link should be in addition to existing financial flows.
A number of Governors advocated that the additional resources should be directed initially to the multilateral development agencies.
Mr. Giovanni Malagodi, Fund Governor for Italy, reiterated the widely-supported proposal first advanced by his predecessor, Governor Emilio Colombo, at the 1968 Annual Meetings, that the main industrial countries should undertake to use a part of their reserves corresponding to a portion of the SDR allocation for replenishment of IDA or for subscription to bank bonds.
The Governor for India, Mr. Chavan, said that “at a time when the provision of development finance is so grossly inadequate … and uncertain—as is clear from the experience of replenishment of IDA funds—it makes sense for the richer countries to part with at least a portion of their SDR gains to add strength and greater sense of continuity to institutions like IDA.”
The Governor for Sierra Leone, Mr. Kamara-Taylor, believed that linking SDR creation and development finance through the bank Group could, eventually, add hundreds of millions of dollars to the supply of concessionary aid.
Some Governors, however, expressed a note of caution. Mr. Anthony Barber, Fund Governor for the United Kingdom, while sympathizing with the desires of link proponents, nevertheless urged very careful consideration of the proposals to ensure that they were consistent with the wider reform objectives; if they were not, he said, the prime purpose of providing additional real resources for developing countries would probably be frustrated. The Governor for Germany, Mr. Schmidt, warned against the “temptation to misuse the creation of SDRs as a wonder drug to relieve all possible imbalances.”
Many Governors indicated that they were looking to the meetings on monetary reform and related issues to tackle problems of trade barriers which, among other things, made it difficult for them to service their debts in foreign exchange.
Mr. Duck Woo Nam, the Governor for Korea, instanced the experience of developing countries which, after some success in industrialization, found their manufactured exports hampered by tariffs, quotas, and other protective measures of the developed countries. It was ironical, he said, that these countries lent capital to build factories but refused payment in commodities produced by them. Other Governors, including Mr. Gholam Haider Dawar, Governor for Afghanistan, pointed to protectionism in agricultural sectors despite clear comparative advantage on the side of the developing countries. Mr. Tajuddin Ahmad, the Fund Governor for Bangladesh, scored the “cascading structure of industrial protection” in the developed countries which thwarted exports of labor-intensive manufactures. In many cases, said Mr. Hannes Androsch, the Governor for Austria, scarcely bearable debt service was linked with unsatisfactory export trade limited to a few types of goods.
Mr. George P. Shultz, Governor for the United States, said that, in the forthcoming discussions on monetary reform, certain underlying principles already appeared to command widespread support. These included a mutual interest in encouraging freer trade in goods and services. Several Governors welcomed the progress made at the United Nations Conference on Trade and Development (UNCTAD III) to establish general non-reciprocal tariff preferences by the industrialized countries, and stressed the need for early compliance with the UNCTAD resolutions.
Recalling a proposal of the Pearson Commission on International Development, several Governors called upon the bank to study, in cooperation with the regional development banks, the provision of an export credit guarantee facility for developing countries. Mr. Moshe Sanbar, Governor for Israel, said that competitive exports to other developing countries—their “natural markets”—were severely hampered by lack of export credit financing. However, the establishment within each regional bank of an export credit guarantee facility, in cooperation with the bank, would benefit both the developing countries which imported capital goods and services, and the developing countries which could supply them. The facility would guarantee promissory notes issued (or guaranteed) by the central bank of an importing member country where such notes arose from receipt of long-term or medium-term export credits from another developing country. The guaranteed notes would be freely negotiable, permitting the exporting country to tap new sources of finance for its industrial expansion. Mr. Hon Sui Sen, Governor for Singapore, said that, if a scheme of this kind were properly worked out, it would constitute an important part of trade development in the developing countries.
Many speakers agreed with the President of the bank that the target for the Second Development Decade—of a 6 per cent growth rate for developing countries—was already out of reach for many nations, and would prove an exceptionally arduous goal for many others.
They agreed also that the volume of assistance was only one aspect of the problems of developing countries: equally important were its effects and their distribution among the peoples of the developing world.
The keynote for these concerns was set by Mr. McNamara in his opening address. The benefits of development were not reaching the citizens of the poorest nations, he said; their lack of natural and other resources was so great that, even with completely equitable distribution of their national wealth, every citizen would still be poor. The failure of these countries to achieve the 6 per cent growth target would condemn hundreds of millions of their inhabitants to imperceptibly slow economic advance.
Within other developing countries, there was a tendency for growth to be concentrated in the modern sectors of the economy, with little current benefit to the lowest income groups—a strata of people, widely dispersed throughout every developing country—who, for various reasons, were beyond the reach of traditional market forces and existing public services. In some of the least developed countries, where the average income was $145, these poorest people received a per capita income of only $50. In some other countries, they received per capita incomes of $80 against a national average of $275.
The Bank Group, in keeping with the UNCTAD resolutions, was making a special effort to lend to its poorest member countries.
In a call to adopt new approaches for a wider distribution of economic benefits to touch the poorest 40 per cent of populations, Mr. McNamara urged specific commitments to raise their incomes at least as fast as the national average in the next five years, and faster still over ten years.
He promised bank assistance for projects to attack unemployment and massive underemployment, and technical and financial assistance in support of institutional reforms to redistribute economic power, for example by land and tax reforms, and to improve the distribution of public services. He also stressed the need for policies to eliminate distortions in the prices of land, labor, and capital.
Many Governors expressed unreserved support for the bank’s initiative. Mr. Ghulam Ishaq Khan, Fund Governor for Pakistan, welcoming the statement, said the developing world was in the throes of serious stresses and strains on account of abject poverty and woefully low living standards.
Mr. Barber said the poorest developing countries were faced with the most acute problems of underemployment, illiteracy, and low living standards. The least the developed world could do was to offer them hope.
The Governor for Mexico, Mr. Hugo B. Margáin, said the experience of his country and that of other developing countries had shown that the cause of economic equity could not be relinquished to market forces. Governments had to act.
Mr. André Vlerick, the Governor for Belgium, expressing unreserved support for the bank’s efforts to distribute benefits more widely, said the expansion of bank activities in agriculture and education were significant in this respect.
Pointing out that it had been the policy of European Common Market countries in 1965-70 to expand social infrastructure spending twice as fast as their natural economic growth rates, Mr. Abdallah Fassi Fihri, Governor for Morocco, said it was inconceivable that a lesser effort was needed for the developing countries. The social infrastructure largely determined living standards and the quality of life, he said, and urged that the bank Group consider large-scale financing in these sectors, if possible on concessionary terms.
Various Governors stressed different aspects. Mr. Turner pointed to “clear and incontrovertible evidence” that employment creation would be one of the highest priority tasks in the developing countries in the next two decades: the bank Group could play a leading role with advice on national development plans and the formulation of projects.
Other Governors stressed the importance of private investment to the developing countries. They commended the International Finance Corporation for record commitments in FY72, and for providing, in the words of Mr. Vlerick, “more incentives for more investment of private capital in enterprises located in the poorest countries than has hitherto been effected.”
Mr. George M. Chambers, Governor for Trinidad and Tobago, said that the provision of financing for housing had to be a high priority objective for the bank Group, not only because of its positive contribution to the quality of life, but also because of the employment created by housing construction, particularly for the large body of semiskilled and unskilled young people.
Other Governors, including Mr. Albert Marie Ramaroson, Fund Governor for the Malagasy Republic, urged bank assistance for public works and health programs, and the Chairman, Mr. Wardhana, in a statement as the Governor for Indonesia, suggested that the cooperative movement in developing countries constituted an important means of involving the small man in the development process, particularly in the rural areas. These were deserving of bank Group support.
The bank’s increasing involvement in social areas such as population control programs and education sectors was welcomed by various Governors, including Mr. R. J. Nelissen, Governor for the Netherlands. However, he cautioned that countries which asked the bank Group to finance social projects should have a clear appreciation in advance of the future effect on their national budgets of the cost of running these projects.
A questioning note was struck by Mr. Alfonso Inostroza, Governor for Chile. He said that his country had embarked on widespread reforms to redistribute economic wealth and power, including redistribution of income in favor of the large low-income sectors of the population; Chile, however had not received any bank loans during the 22 months of the current Administration which, among other things, had faced problems of drastically reduced foreign exchange earnings, sharply higher import costs, and increased demand for consumer goods.
The overwhelming response of Governors, however, was encouraging to the bank. In his closing remarks at the end of the Meetings, Mr. McNamara singled out their response for comment.
It was encouraging to note the general agreement, he said, that although economic growth was essential, it had to be growth of a kind that would reach into the individual lives of some two billion human beings who lived in the developing countries, and particularly into those lives which previously had been all but passed by.
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“We are witnessing and helping to create a profound movement in history,” the President of the United States told the 124 Governors of the Fund at the opening session of their 1972 Annual Meeting in Washington. “We are gathered to create a responsive monetary system,” Mr. Nixon said, “responsive to the need for stability and openness, and responsive to the need of each country to reflect its unique character.”
This mood of optimism, which was to prevail throughout the week-long meeting, was in marked contrast to the atmosphere surrounding the Governors’ deliberations only 12 months earlier. Then, as the Fund Managing Director, Pierre-Paul Schweitzer, said at this year’s meeting, “the financial authorities of many countries were struggling to deal with capital flows of extraordinary magnitude; most exchange rates were floating without guidelines for their regulation or for the reconciliation of conflicting national objectives; and restrictive practices were spreading.”
This year the need to reform the international monetary system received the major share of attention at the Meeting.
Focusing on the need for reform, Mr. Ali Wardhana, Governor for Indonesia and Chairman of the Board of Governors, struck a note that was to be echoed throughout the meeting in asserting that an international monetary system was not an end in itself but a means of expanding international trade and of contributing to high levels of employment, real income, and the development process. Mr. George P. Shultz, Governor for the United States, considered that those aims could best be achieved by developing “a common code of conduct to protect and strengthen the fabric of a free and open international economic order.” In effect, a reformed monetary system could not serve, in the words of Mr. Helmut Schmidt, Governor of the bank for Germany, as “a substitute for energetic and responsible policies geared to equilibrium and stability.”
Several speakers, recalling the crises of recent years, felt the system had become increasingly unworkable in the face of changing circumstances. Mr. Kjell-Olof. Feldt, Alternate Governor of the bank for Sweden, speaking on behalf of Denmark, Finland, Iceland, Norway, and Sweden, predicted that the test of any future system would include its contributing to progressively freer international trade in order to secure an optimal international division of labor and to a reduction of the high inflation rate experienced in recent years. Mr. John Turner, Governor of the bank for Canada, felt that, in building on the foundations laid at Bretton Woods, an ideal theoretical system need not be the aim. The will to cooperate was more conducive to the solving of problems than the existence of rigid rules of behavior. Governors for small countries generally expressed a special interest in convertibility and multilateralism, which they considered necessary if they were to take full advantage of modern technology and the division of labor. Governors for developing countries on the whole regarded stability and development as equally important: Mr. Q.K.J. Masire, Governor of the bank for Botswana, stated, “no new system can be regarded as meeting [the less developed countries’] needs unless it incorporates a built-in mechanism ensuring a steadily expanding flow of financial resources to promote their development.”
It was within that context that some speakers from the developing countries recorded their dissatisfaction with the reform proposals which had so far been made. In arguing for a global solution to a global problem, Mr. J. M. Mwanakatwe, Governor for Zambia, considered the proposals “totally inadequate” since none of them “seriously tackles the less developed countries’ problems or their needs and requirements except in terms of superficial generalities.” The demands of the developing countries were justified, Mr. Yadav Prasad Pant, Governor for Nepal, believed, because most of them have “very limited access to short-term credit facilities outside the Fund, even though their need for such facilities is proportionately greater because of the vulnerability of their export earnings.” In common with other Governors he looked to the monetary system to provide for at least some of these needs in order to promote, as Mr. Edgardo Suárez C, Governor for El Salvador, put it, “the integral development of the less favored nations by reducing the enormous differences now existing between the levels of prosperity in the industrialized countries and in our developing countries.” Mr. Suárez spoke on behalf of Argentina, Bolivia, Brazil, Chile, Colombia, Costa Rica, the Dominican Republic, Ecuador, El Salvador, Guatemala, Guyana, Haiti, Honduras, Mexico, Nicaragua, Panama, Paraguay, Peru, Trinidad and Tobago, Uruguay, Venezuela, and the Philippines.
Speakers from the industrial countries, while concentrating more on the details of reform, were by no means insensitive to these issues. Indeed, in summarizing the eight points agreed upon by the members of the European Economic Community, Mr. Valéry Giscard d’Estaing, Governor for France, emphasized that “the special problems of supplying developing countries with liquidity must, in this connection, be solved by a specific treatment.”
Behind the general principles enunciated, there was, of course, much difference of opinion. However, there appeared to be general support for the main objectives of a reformed system agreed upon by 30 Commonwealth Finance Ministers and outlined by Mr. Anthony Barber, Governor for the United Kingdom. They were that it should conform to the principle of equal rights and obligations of all participating countries; have regard for the interests of the developing countries; continue to be based on fixed but adjustable parities; provide for the effective regulation of the supply of liquidity in the world; be designed to re-establish a general convertibility of currencies; provide for securing the necessary adjustments in the balance of payments in participating countries; and have regard to the need to reduce the destabilizing effects of short-term capital flows.
The Executive Directors had dealt with many of the issues implied by these objectives in their report to the board of Governors on reform of the international monetary system. Many Governors welcomed the report and Mr. D. T. Matenje, Governor of the bank for Malawi, remarked that it bore the traces of much lively discussion and searching thought. However, Mr. Y. B. Chavan, Governor for India, felt that it could have dealt in greater depth with the problems of the developing countries, particularly in relation to the role of the monetary system in the context of economic development.
The report was not, of course, intended to be definitive and was, in fact, widely viewed as a working paper for the Committee of the Board of Governors established in July 1972 to deal with the reform of the international monetary system and related issues. This Committee met for the first time during the Annual Meeting and elected Governor Wardhana as its Chairman and Mr. Jeremy Morse, Alternate Governor for the United Kingdom, as the Chairman of its Deputies. The Deputies, themselves, met at the close of the Annual Meeting and are expected to hold fairly frequent and intensive meetings during the coming year in order to prepare comprehensive proposals for consideration by the Committee.
There was general satisfaction with the establishment of this “Committee of Twenty” particularly because, as Mr. Barber noted, it rightly included “the widest possible representation of world opinion consistent with a manageable number.” Mr. Shultz thought its establishment reflected and symbolized the fact “that we are dealing with issues of deep interest to all members and in particular that the concerns of developing countries will be fully reflected in discussions of the reform.” And Mr. R. D. Muldoon, Governor for New Zealand, saw the Committee as a recognition of the fact that “there is no place for economic colonialism in today’s world.”
The representatives of the Third World also welcomed the establishment of the Committee. Mr. Suárez considered it to be a positive step which would contribute favorably to international economic relations.
While not minimizing the analytical and political difficulties involved, the Governors were anxious that the reform work should proceed quickly. “Let us see,” said Mr. Shultz, “if, in Nairobi next year, we can say that a new balance is in prospect and that the main outlines of a new system are agreed.” Mr. Giscard d’Estaing suggested that the reform, because of its complexity and the varying urgency of the issues involved, should be accomplished in three stages. At the 1973 Annual Meeting arrangements regarding the exchange rate mechanism and “specific monetary arrangements in favor of the developing nations” should be finalized. “In a second stage, the restoration of the convertibility of currencies could be brought about.” In the course of a third stage, “the fundamental problems of the numeraire and of supplying the new system with liquidity should be dealt with.”
Many Governors saw the need for changes in the characteristics of the SDR if, as they hoped, it was to become the center of any future system. Mr. George Colley, Governor for Ireland, thought it would be necessary to “effect radical changes” in the “usability and acceptability of SDRs in transactions” and to introduce the “payment of a satisfactory rate of interest on SDRs” to facilitate the replacement in national monetary reserves of high yielding and universally acceptable foreign exchange by SDRs. Mr. Feldt was among those who saw this replacement of foreign exchange as taking place in the context of a system where all countries would settle their deficits not in their own liabilities but in primary assets, among which the SDR would play a leading role. However, he warned that it would be necessary to guard against contractionary effects in making the transition to such a scheme. Mr. Schmidt went further in maintaining that monetary reserves should not contain foreign exchange above an amount necessary for transactions. Dealing with the present situation, Mr. Wolfgang Schmitz, Governor for Austria, believed that to replace excess “holdings of international reserve currencies by SDRs would permit, from the viewpoint of liquidity control, some hope for progress, as SDRs are less volatile than a transaction currency and are subject to the harmonizing effect of the designation mechanism.” While many speakers were conscious of the need to tread warily in modifying the SDR scheme, the spirit of the meeting was caught by the Governor for Paraguay, Mr. Carlos Chaves Bareiro, who expressed the opinion that the time had come to turn the SDRs’ “passive mission into an active function.”
The problems of gold and the choice of a numeraire also received attention. Mr. Nicolaas Diederichs, Governor for South Africa, maintained that the two-tier marketing system creates difficulties for the effective use of gold as a monetary asset. However, although a few Governors spoke in favor of maintaining the position of gold, the majority followed Mr. Shultz when he observed that orderly procedures were available for diminishing the future role of gold in international monetary affairs.
As for choosing a numeraire, Mr. Giscard d’Estaing had this to say: “This choice will have to be governed by our determination to protect ourselves against the temptations of inflation and to achieve a symmetry of rights and obligations among member countries until an effective international monetary authority is recognized and obeyed.”
If reserve currencies are indeed to be phased out, some mechanism may have to be devised to replace excess holdings by SDRs. In taking this view both Mr. Mohamed A. Merzeban, bank Governor for the Arab Republic of Egypt, and Mr. Hannes Androsch, Bank Governor for Austria, thought that careful consideration should be given to the idea of devoting part of the overhang to development financing. This was seen to be one way of implementing what, at this Annual Meeting, appeared to be a broad acceptance of the establishment of some form of link between the monetary system and development finance.
Mr. Suárez distinguished “between the creation of additional liquidity… and the mechanisms which render possible a redistribution of financial resources for development.” Such creation should “continue to be based exclusively on global liquidity requirements” but some of it “could be employed—without departing from the aims of or affecting the functioning of SDRs—for additional development financing.” In fact, as Mr. André Vlerick, Bank Governor for Belgium, said, it was indeed difficult to “justify the fact that three quarters of the allocations of special drawing rights are distributed to the rich countries.” He saw no reason why “some of the SDRs created might not be used to further the development of the third world …,” and favored allocation by the Fund to such agencies as the International Development Association. Mr. Giscard d’Estaing agreed that “a fraction of the additional liquidity allocated to already industrialized countries could be transferred to the developing countries.”
However, Mr. Barber voiced the fears of some when he insisted that any form of link must not be inflationary and should “not lead to pressures for the excessive creation of SDRs beyond what prudent, internationally agreed judgment regarded as appropriate to the prospects for world liquidity as a whole.”
The crises of the international monetary system since Bretton Woods have, in large part, reflected a failure of national economic authorities to adjust their policies in response to changing world conditions. At different times, either a change in exchange rates or alternative domestic policies would have been appropriate to restore some approximation to equilibrium. Many speakers at the Annual Meeting were concerned that the adjustment process should be improved. In particular, as Mr. Shultz put it, we must “ensure that a surfeit of reserves indicates, and produces pressure for, adjustment on the surplus side as losses of reserves already do for the deficit side.” Among others, Mr. Giovanni Malagodi, Governor for Italy, recognized that in practical terms any real improvement would require “the fixing of balance of payments objectives of the principal industrial countries” that were “compatible among themselves and with the volume of aid to be channeled to developing countries.”
The determination of the appropriate exchange rate was generally conceded to be difficult. Mr. Turner did not believe “we shall be able to find a satisfactory automatic formula for determining exchange rate changes.” Many speakers, however, agreed with Mr. Malagodi that “exchange rate flexibility must be allowed to play a more important role in restoring equilibrium in the balance of payments.” In fact, both he and Mr. Shultz thought technical “indicator” approaches to the determination of appropriate changes in exchange rates worth further examination.
Governors from the developing countries expressed concern about the possible ill effects of a move toward greater flexibility in exchange rates. Speaking on behalf of Barbados, Jamaica, and Trinidad and Tobago, Mr. David H. Coore, Governor for Jamaica, said all developing countries “wish to see an early return to a stable system of exchange rates, one not as rigid and inflexible as we have seen in the past, but one which would give developing countries that measure of certainty in their trade and financial operations which is conducive to maximum development.”
Certain Governors felt that short-term capital movements were partially responsible for the severity of several recent crises. “We cannot afford” said Mr. Barber, “to have the stability of a rational and economically sensible structure of parities wrecked by ephemeral surges of short-term capital around the world.” However, as Mr. Schmidt remarked, “capital controls tackle the symptoms rather than the causes of monetary difficulties.” Mr. Shultz agreed, stating that “no country should be forced to use controls in lieu of other, more basic, adjustment measures.”
Reform was by no means the only topic discussed at the Annual Meeting. The question of global liquidity and the second basic period for SDR allocations, for example, was also a live issue. Conventional estimates indicate that there is surplus liquidity at present. Mr. R. J. Nelissen, Governor of the Bank for the Netherlands, pointed out, however, that according to the relevant Fund Articles—which he thought should continue to stand—steps to create new SDRs can only be taken if there is an actual or threatening shortage of international liquidity, “which surely is not the case at the present time.” But some disagreed, feeling, in the first place, that when reserves are inflated by short-term capital inflows, a country’s desirable level of reserves also increases. It was Mr. Suárez’ opinion that the present concept of “need for liquidity” is not “sufficiently clear and complete and, therefore, additional research on the subject is needed, which should include perfecting the methods of projecting future requirements and the preparation of more precise estimates of the demand for international liquidity resources, not only from the public sector, but also from the private.” Speaking on behalf of Dahomey, Ivory Coast, Mauritania, Niger, Senegal, Togo, and Upper Volta, Mr. Babacar Ba, Governor for Senegal, commented that “the distribution of fortunes and incomes is much more important for the proper functioning of any society than is the total amount involved.” In this context, Mr. François Pehoua, Alternate Governor for the Central African Republic, remarked that “the supply of international liquidity should be more effectively distributed and allocated in order to prevent the emergence of any excess; as part of the operation the developing countries, whose need is greater than that of others, should receive a larger share of SDRs.” He spoke on behalf of Cameroon, the Central African Republic, the Republic of Chad, the People’s Republic of the Congo, and the Gabonese Republic.
Mr. Koshiro Ueki, Governor for Japan, raised another consideration relevant to the next basic period in saying “from the standpoint of maintaining confidence in the SDR, it was highly important that SDR allocations be continued.” While Mr. Malagodi and others also argued that the process of SDR creation must not be interrupted, Mr. Nelissen was among those who thought that to create SDRs in the absence of an actual or threatening shortage of international liquidity “can only have a detrimental effect on future confidence in the SDR.”
The interrelationship of trade, finance, and development has received an increasing amount of attention, particularly in past year. The Governor for Kenya, Mr. Mwai Kibaki, hinted at one aspect of the new concern when he urged that the problems of nontariff barriers to trade be overcome in order to “allow the countries outside the main economic blocs—now principally the developing countries—to sell the products that result from their development programs.” The other main strand of recent discussion has come from the United States; Mr. Shultz, while suggesting that monetary reform need not wait on the results of specific trade negotiations, thought that efforts should be made to build incentives for trade liberalization into reformed monetary rules, and to integrate better the work of the GATT and the Fund.
Looking back at the realignment of currencies, spokesmen from the Third World, such as Mr. Mwanakatwe, saw the events of late 1971 as no more than a compromise within the Group of Ten reached without reference to the interests of the developing countries and on the basis more of political than of economic considerations. The establishment among the developing countries of the Intergovernmental Group of Twenty-Four on International Monetary Affairs, was one outcome of the reassessment of those structures most suitable for international cooperation in the monetary field. However, Alhaji Shehu Shagari, Governor for Nigeria, thought that the Group should, like the Group of Ten, fade away as the monetary reform movement gathers momentum, especially in the light of the creation of the Committee of Twenty. Conversely, Mr. N. M. Perera, Governor for Sri Lanka, attached great importance to the continuance of the Group of Twenty-Four, lest “the tutelage of the Group of Ten [be] replaced by [that] of the Committee of Twenty.”
The increasing cohesion of European monetary union also raises questions regarding international cooperation, but, for example, Mr. Vlerick was sure “that a united Europe will be more liberal as regards the question of the distribution of SDRs between rich and poor countries.” In general, as Mr. Giscard d’Estaing put it, the fears that future monetary relations would be organized around separate blocs were clearly beginning to disappear.
* * *
The degree of understanding reached was well summarized by Mr. Schweitzer at the end of the meeting: “conditions for a concerted attack on the issues of international monetary reform are now much more propitious than they looked a week ago. I feel confident that very substantial progress can be made by the time of next year’s meeting in Nairobi.”
Madhusudan S. Joshi
The form as well as the act of saving is important for financing economic growth. Household-oriented contractual savings institutions can play an important role in mobilizing and efficiently utilizing domestic resources in developing countries.
Madhusudan S. Joshi
The household sector is the largest contributor to the financing of investment in developing as well as in developed countries. Yet our knowledge of the variables which determine both the level of household savings and its utilization is meager. Quite often, private savings are treated as a simple function of income, and attempts to increase national savings emphasize public, especially budgetary, savings. Furthermore, inadequate attention has been given to the uses to which household savings are put. In many countries, the undeveloped financial structure of the economy fails to channel savings to the most productive long-term uses. Improvement of the financial structure requires specific policy measures to develop both financial institutions and financial instruments.
Financial policy is an integral part of the government’s economic policies related to mobilization and allocation of resources. Financial policy variables consist of two broad categories, those concerned with public savings and investment and those influencing private savings and investment. The former includes fiscal measures, such as tax increases and expenditure curbs, which lead to increases in public savings. The most important financial policy variable affecting private savings and investments is the interest rate policy. Other factors include creation of financial institutions, such as insurance companies, pension funds, and investment trusts, which provide financial instruments satisfactory to both savers and investors in terms of safety, profitability, and liquidity. This article briefly examines the role which contractual savings can play in developing the financial structure.
Total household financial savings can be divided into discretionary savings and contractual savings. Discretionary savings are held in the form of financial assets of differing degrees of liquidity; they include claims on the banking system (currency and deposits), claims on the government sector (government securities), and claims on the private business sector (stocks and bonds). On the other hand, contractual savings are long-term savings involving a definite, continuous commitment on the part of the savers. These savings may take the form of insurance premiums, provident fund and pension fund contributions, and principal payments on mortgage debt.
Contractual saving occupies a crucial position in household budgeting directed toward long-term goals: acquisition of a house and major consumer durable goods, protection against emergencies, and provision for a comfortable retirement. The components of contractual savings have certain distinguishing characteristics that appeal to different types of savers. For example, insurance protects against casualty, whereas mortgage or installment debt payments enable the consumer to enjoy the benefits of certain goods before fully owning them. Many people prefer the discipline of being forced to set aside certain amounts on a regular basis; in addition, pension funds and other forms of payroll savings often benefit from employer’s contributions.
Institutional arrangements involved in contractual savings also assume a stable rate of household saving in the economy. Saving is thus considered as not merely a residual of unspent income but as a regular feature of positive action. Moreover, institutionalization of the saving-investment process in this form improves the financial market mechanism. These institutional investors benefit from large-scale operations as well as centralized and professional management. The role of contractual saving institutions in the security market or the markets for long-term industry and housing loans has become increasingly important in many developed countries.
The importance of the level of total savings for investment is generally recognized and the “act of saving” is considered enough to finance investment, but the significance of variations in the composition of savings on the magnitude, direction, and nature of investment is often overlooked. This is primarily because all forms of savings are considered to be close substitutes; thus an increase in one form of savings is sometimes believed to be at the cost of another rather than at the cost of consumption. The available evidence1 suggests, however, that contractual savings are made primarily at the cost of consumption and thus provide a net additional source of funds for the capital market. They inculcate household saving habits and create a continuous supply of longer-term savings in the economy. Financial intermediaries through which these savings are channeled, such as insurance companies and pension funds, have acquired a central place in the financial systems of developed countries. They perform a dual role, increasing longer-term savings on the one hand and lending longer-term funds or buying negotiable securities on the other.
Economic theory suggests that total savings of an economic unit depend mainly on income, wealth, interest rates, and tastes; normally, the same variables also influence the individual components of savings. However, explanations of variations in the composition of savings usually emphasize the structure as well as the level of interest rates, the stocks of related components of wealth, and the relative yields and costs of different forms of assets and liabilities.
The most important financial variable determining saving is the structure of interest rates, although prices, valuation and liquidity of assets, noninterest terms of credit, and other financial variables are bound to have an influence on the components of savings. The demand for a particular type of financial asset or component of saving relative to the total is likely to depend primarily on its comparative yield. The comparative yield would refer to the current value as well as the expected future values of this variable.
The optimum structure of individuals’ assets depends not only on the variables explaining total assets and savings but also on the relative rates of return and risks of each type of asset and liability. Interest rates do have a marked impact on the composition of saving. Obviously, savers prefer assets with higher yields and lower costs. Changes in interest rates are also likely to affect the composition of savings indirectly via their influence on the distribution of income among groups with different preferences.
Various components of savings have different degrees of substitutability among themselves. Currency and demand deposits appear to be nearly perfect substitutes, while currency and pension funds seem to be the least substitutable forms of savings. In general, discretionary savings and contractual savings are not close substitutes; they possess quite different characteristics, and the motivations of savers are different. Empirical evidence2 suggests that three important variables determining variations in contractual savings are as follows: disposable income as a measure of the ability to save contractually; marriage and the presence of children as a measure of the need for contractual saving; and education as a measure of the perception of need.
Shifts in the main components of financial assets of the household sector over a long period could be examined only in the United States; data for the period 1909–64 are shown in Table 1. These figures reveal a very large reduction in securities—from over 40 per cent of total household financial assets at the beginning of this century to barely 2 per cent in the 1960s. The share of contractual saving, in contrast, doubled during the same period; it amounted to nearly 45 per cent of household financial assets in the 1960s.
Table 1: Changes in Financial Assets of Households in the United States, 1909-64
(Per cent of total)
Source: R. W. Goldsmith, “Changes in the Structure of Personal Saving,” Saving in Contemporary Economic Research (Brussels), 1965.
Life insurance is the most common method of contractual savings. In the United States about 75 per cent of all family units own life insurance; in the United Kingdom, 70 per cent of all income units pay life insurance premiums. Almost all families in the United States with incomes over $3,000 save contractually. In fact, contractual savings have become an integral part of the budgets of most U. S. families, and the layman does not consider repaying mortgage or installment debt, paying life insurance premiums, or contributing to a pension fund as “saving.” The trend of contractual saving as a proportion of total savings had been upward in the United States; in 1949, contractual saving was almost as large as total saving since discretionary dissaving largely offset positive discretionary saving.
In the United States, there has been a marked shift from saving through life insurance companies, which was predominant through the 1920s, to saving through private and government retirement funds. During the 1950s, private pension funds accounted for more than one half of total “insurance” saving, government retirement funds for about one fourth, and life insurance companies (excluding the private pension funds they administer) about one fifth. Contractual saving in the form of retirement plans and pension funds, practically unknown until the early 1930s, accounted for about one third of the total accumulation of financial assets by individuals in the early 1960s.
Several empirical studies find a high degree of substitution between securities and cash and deposits and almost negligible substitutability between deposits and insurance premiums. These studies suggest that households with contractual savings seem to have at least as much saving in other forms as similar households with no contractual saving. In general, the evidence suggests that contractual savings are made primarily at the cost of consumption, particularly in low-income groups. The empirical evidence3 also refutes the proposition that contractual saving is static and inflexible and suggests that many families respond to income increases by stepping up their contractual saving—apart from automatic adjustments like those of pension funds—and not by merely adding to their liquid resources.
Data for some of the developed countries covering the early 1960s are presented in Table 2. For developing countries there is a dearth of data on the structure of household sector’s financial assets. Table 2 includes data based on a study made by the Economic Commission for Asia and the Far East (ECAFE), which also utilizes the results of a series of direct estimates of saving made in a few ECAFE countries. These figures must be considered with caution: they relate to the 1950s, and the methodology followed in estimation is likely to vary among countries. Nevertheless, some tentative observations can be made.
Table 2: Structure of Financial Assets of Households
(In per cent)
Source: United States: Table 1; European countries: Organization for Economic Cooperation and Development, “Capital Market Study” (Paris), 1967-68; India: V. V. Bhatt, “Savings and Flow of Fund Analysis,” Reserve bank of India bulletin, September 1969; Other ECAFE countries: “Measures for Mobilizing Domestic Saving for Productive Investment,” Economic bulletin for Asia and the Far East, Vol. XIII, No. 3, December 1962, United Nations (Bangkok).
Contractual savings appear to be the most important form of saving in the United Kingdom. There are tax advantages to investing in equities through insurance and pension funds rather than in direct investment; households have thus liquidated, on net, their directly owned securities. Contractual savings are also important in Belgium and Germany. Insurance is the chief form of contractual savings in Belgium; in Germany, deposits at building and loan associations have also played an important role. The French data are somewhat misleading because the figures refer only to private life insurance: the more extensive public insurance schemes are not included. In Italy and Japan, time and savings deposits occupy a much more dominant position; contractual savings play a steady but modest role. Contractual savings are the least important form of financial savings in Greece: life insurance companies play a marginal role in the underdeveloped financial system, and there are not many facilities for other forms of contractual saving.
Based on the available data, Malaysia, the Philippines, and Sri Lanka (Ceylon) held a substantial proportion of their households’ financial saving in contractual form. Life insurance is the major form of contractual saving in these countries, followed by provident funds and social security schemes. There are indications that contractual savings are becoming increasingly important in household portfolios in these countries. Korea is the chief exception; a substantial portion of the financial savings of the household sector seems to be in the form of bank deposits which earn a very high tax-free interest return.
Indian data for the last 15 years indicate a distinct preference for contractual saving rather than for securities. The conclusions of a 1963 study on contractual saving made by the National Council of Applied Economic Research (NCAER) in India may be relevant for other developing countries. These data indicate the possibility of increasing total saving by extending the coverage of contractual savers and by increasing the amounts saved in contractual form, especially since people who save in contractual forms seem to have a higher total saving-income ratio than people in a similar situation who do not save contractually.
Apart from the act of saving, it is the “form” of saving, which is specifically significant for the process of “financing” in an economy. The advantageous position that “contractual savings” hold in this process has been already discussed in the earlier sections. A crucial question for policymakers in the developing countries is whether they should encourage direct participation by ultimate investors in the process of financing or whether they should give priority to indirect financing through financial institutions. Specifically, whether they should make conscientious efforts to establish and promote the growth of contractual saving institutions? Or, alternatively, whether they should give priority to development of the stock market? Evidences from both theoretical as well as empirical literature suggest a preference for a policy that puts a strong emphasis on growth of contractual saving in developing countries.
Development of stock markets with an emphasis on equity-type securities is a fairly complex process and essentially a long-term solution; business firms and individual investors in these countries can be expected to adjust only slowly to the complex operations of a stock market. Although family type businesses are slowly expanding their operations in these countries, they are still unwilling to meet the requirements of listing on the stock exchanges, especially for fear of disclosures and losing control. Moreover, the potential class of rational investors prepared to partake in the unfamiliar as well as the risk-bearing activities of the stock market would emerge only gradually.
It might therefore be preferable to start by fostering contractual saving institutions which would induce the household sector to increase its indirect savings. Creation of institutional and professional investors would also help to develop the environment suitable for the growth of stock markets. The priority for indirect personal saving through financial institutions is more evident in developing countries today, than it was in developed countries during their early phases of development, especially because of different socioeconomic structures. The emphasis on mobilization of small savings, clearly indicated by policies of many of the developing countries, also suggests a preference for indirect saving through financial institutions. Governments might be willing to foster the growth of social security institutions, which are often used as a kind of tax device. This would also help meet the demands of the blue collar workers and trade unions, which have been acquiring increasing importance in developing countries in recent years.
Another reason for emphasizing growth of contractual saving institutions is that they are an important type of “saver-oriented” institutions. These institutions specialize in creating financial instruments which meet the needs of different savers in terms of safety, liquidity, and profitability. Activities in many developing countries seem to concentrate more on “investor-oriented” institutions such as development banks, which appear to be mainly concerned with the allocation of funds made available to them mostly by governments and international institutions. Policymakers in developing countries that are trying to mobilize private domestic savings might do well to adopt a more concerted effort to foster “saver-oriented” contractual saving institutions.
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Tadahiro Asawni
In March 1972 the bank of Japan agreed to lend the World Bank Yen 100 billion (approximately US$325 million), the largest single borrowing operation in the history of the World Bank. Three World Bank public bond offerings in Japan and six other previous borrowings by the World Bank from the bank of Japan have played a significant part in the development of a major capital market. The author indicates the distinctive features of the market and its prospects for the future.
The postwar Japanese capital market—both in stocks and bonds—has developed rapidly since its re-establishment by the enactment of the new Securities and Exchange Law in November 1948. In the following 10-year period, the capital market played a key role in reconstruction. After 1955 and the Korean War boom it developed rapidly, fostering the rapid economic growth of Japan.
During the years 1960-70, the total value of bonds1 publicly offered in Japan increased 4.6 times. However, the Government itself started to issue bonds only in 1966 after an interval of 16 years, and bond issues by public sectors—Government, public corporations, and municipal authorities—have contributed greatly toward the development of the market.2
The total amount of new bonds, excluding bank debentures, offered publicly in the Japanese capital market in 1970 was ¥ 1,357 billion. In 1971 this amount reached ¥2,145 billion with bond issues by public sectors accounting for 53.4 per cent. In comparison, the amount of bonds issued in 1971 totaled US$84.9 billion in the United States and £6.1 billion in the United Kingdom.
The Japanese stock market has grown to such an extent that in 1971 it reached an average daily trading turnover of ¥ 45.4 billion on the Tokyo Stock Exchange, approximately 2.4 times the 1960 daily average. The Japanese stock market is now second only to the New York market in terms of the total value traded.
The rapid growth of the Japanese capital market is largely a result of the rapid increase in total savings. Personal savings increased from ¥ 15,444 billion at the end of 1961 to ¥ 69,016 billion in 1970.
The Japanese capital market has many features that are quite distinct from the markets of the United States and Western Europe. These result from historical factors and the unique nature of the Japanese economy.
One of the characteristic features of the market is the extent of Japanese industry’s reliance on the so-called indirect financing system. In this system, most of the funds from individual savers (suppliers of funds) are channeled indirectly into industries (users) through banks, insurance companies, and other financial institutions, which supply medium-term and long-term funds in the form of loans.3 Direct financing from the capital market to industries by means of bond issues has played a minor role. Since World War II, the Japanese economy has experienced a period of rapid growth; the growth rate between 1955 and 1970 averaged about 10 per cent per annum in real terms.
A major factor in this growth was the heavy investment by key industries in plant and equipment. These industries, having only small capital bases, borrowed heavily from banks for most of their capital investments. banks attracted individual savings more than other institutions, because individuals, whose per capita savings were small, preferred to concentrate their deposits at banks rather than diversify them. Moreover, institutions called long-term credit banks, specializing in medium-term and long-term corporate financing, absorbed large amounts from the market by issuing bank debentures and, in turn, provided industries with medium-term and long-term funds.
This system of indirect financing, together with the rapid economic growth, is reflected in the financial structure of Japanese companies. The net worth of a Japanese company is relatively small. According to Capital International Perspective, a statistical survey on stocks published in December 1971 in Switzerland, the net worth (capital + reserves) of 742 nonfinancial Japanese companies, whose stocks are publicly listed at exchanges in Japan, was only 19.4 per cent of all balance sheet liabilities. This compares with 45.7 per cent for both U. S. and U. K. companies. (These figures are based on the latest available balance sheets for 1970 or 1971.) According to the Ministry of Finance’s statistical survey on 764 major nonfinancial Japanese companies on June 30, 1971, the liabilities due to the issue of bonds was only 4.4 per cent of total liabilities, whereas bank borrowings were 51.5 per cent.
Japanese industries thus have small net worth and rely heavily on external sources of financing. Direct financing through bond issues has played a less important role in financing these industries than has borrowings from banks. This contrasts with European and North American practice, where medium-term and long-term funds are normally channeled directly into industries by means of bond issues and where short-term funds are provided by banks. Although Japanese banks’ primary function is to provide short-term funds, they also operate in medium-term and long-term areas of the money markets. They rely on borrowing from the bank of Japan and on the call money market for funds to provide corporate financing.
A crucially important factor in the rapid reconstruction and development of the postwar economy was Japan’s ability to secure enough funds for the large demand for capital investment by key industries. Since the Japanese economy had to restart from a situation of serious dislocation and destruction, the cost of the funds to industry was to be kept as low as possible. Had the price mechanism been operating, the cost of capital would have been very high as the funds available in the market were limited and the demand was extremely strong. The Japanese Government accordingly adopted a cheap money policy; interest rates on bank loans as well as yields on corporate bonds were held at low levels. Only call money rates (call money is supplied by financial institutions such as trust banks, credit cooperatives, and agricultural institutions), were left to fluctuate quite freely, and at times these were higher than long-term money rates.
With funds being in great demand and short supply, the yield on corporate bonds was not high enough for general investors to invest profitably. Most of the public and corporate bonds were purchased by banks. This was partly because banks could place those bonds as collateral for their borrowing from the bank of Japan and partly because of the traditionally close relationship between industry and banks. In other words, bond issues depended heavily upon purchases by banks.
Despite its unique features, some of which might appear restrictive, the capital market has contributed greatly to the rapid economic growth of postwar Japan. Yet the need to develop a more sophisticated capital market was recognized from the beginning. Progress in the so-called normalization of the capital market is the result of efforts by its many participants, and particularly by the advisory council on the securities market for the Minister of Finance.
By normalizing the capital market, that is, moving toward a freer, more orthodox Western type of market, the Japanese hope that it will provide the essential services of supplying long-term funds by means of bond issues, as do the U. S. and European markets. The Securities and Exchange Law of 1948 prohibits banks from underwriting corporate bonds. The normalization movement, therefore, has been strongly backed by securities houses since their role in underwriting and trading of bonds under a normal market will become more important.
The main objectives in the normalization are
First, the issuing market will become flexible enough to reflect the actual market situation. Up to now, terms and conditions of corporate bonds have been fixed somewhat artificially by coordination taking into consideration the Government’s policy, although they have been reviewed from time to time. Moreover, the size of corporate bond issues has been regulated by a coordinating body called the Bonds Issuing Committee, consisting of underwriters and commissioned banks, which ensures that adequate funds are allotted to key industries on a selective basis.4 The more flexible market will be established by removing various restrictions in the issuing market and by permitting the price mechanism to operate more freely.
Second, development of the bond trading market will be encouraged. There had been no close, cohesive relationship between the bond issuing market and the trading market in the Japanese capital market. Generally the yield to original subscribers had been fixed at lower levels during the 1960s than the yield quoted in the bond trading market. banks that used to purchase the largest portion of bonds tended to hold these bonds, sometimes using them as collateral for their borrowing from the bank of Japan. No other institutional investors were very active in selling and buying bonds in the market. Naturally, the trading market could not develop enough to facilitate the normal functions of a trading market.
Third, the structure of bond holding will be distributed among a broader range of investors. Although bonds are liquid and saleable assets, they could not attract a wide range of investors such as institutional investors and individuals. It is now considered that along with the rapid increase of their financial assets, bonds should be distributed among a wider variety of individual and institutional investors.
The Asian Development bank (AsDB) first floated a loan on the Japanese capital market in December 1970. The AsDB bonds were a de facto private placement, as the largest portion of the issue (80 per cent) was taken up by banks even though the issue was technically offered to the public. Nevertheless, the AsDB’s first issue was quite significant—it was the first issue of yen-denominated bonds by a foreign institution since the end of World War II. Following the AsDB bond flotation, the World Bank first entered the Japanese capital market by means of a public offering of its bonds in June 1971, upon approval of the Japanese Government. The World Bank’s first yen bond issue was a much broader public offering and was welcomed as a major step in the normalization process for three main reasons:
First, the terms and conditions of the issue reflected the actual market rates of interest and the life of the bonds was extended from the then prevailing 7 years to 10 years.
Second, the bonds were widely distributed among various investors—individuals purchased 33 per cent, institutional investors 32 per cent, and banks 34 per cent. The portion taken up by individuals was notably high by Japanese standards.
Third, having to cope with such a large issue strengthened the underwriting function of the syndicate of securities houses.
The World Bank has issued yen bonds three times (totaling ¥38 billion = US$123 million) in the Japanese capital market. These bond issues have been regarded as one of the leading incentives toward the internationalization that has recently been taking place in the Japanese capital market.
The market historically has been isolated from overseas major markets. Capital transactions between Japan and other countries have been mainly overseas borrowings by Japanese companies, either by the flotation of bonds or loans or through direct capital investment by foreigners resulting in an inflow of capital into Japan. In the past few years, this inflow of capital has been steadily increasing by the sale abroad of stocks and bonds. The net acquisition of Japanese stocks by foreigners through exchanges during the period 1968–71 amounted to US$1,289 million. The amount of bonds purchased by foreigners outstanding at the end of December 1971 is estimated at US$500 million, whereas it was almost negligible at the end of 1969.
Investment by Japanese residents in foreign securities (listed stocks and bonds) was permitted for the first time in July 1971.
In November 1971, six Japanese banks, including a U. S.-owned bank, granted a 7-year loan of ¥ 5 billion to Transocean Gulf Oil, a subsidiary of the Gulf Oil Corporation. This was the first medium-term loan ever made to a private foreign enterprise by Japanese banks on a joint financing basis. Last December, Daiwa Securities, one of the four biggest securities houses, headed a syndicate of internationally recognized securities houses to underwrite an issue of Asian dollar bonds by the Development bank of Singapore.
Legislation was enacted in September 1971 permitting foreign securities companies to operate in the Japanese capital market. Merrill Lynch opened a branch office in Tokyo in June 1972, while in April of the same year the Japanese Government for the first time authorized underwriters to place nonlisted foreign bonds with institutional investors. Since then many new issues of Euro-dollar bonds have been offered to institutional investors in Japan. The Commonwealth of Australia yen bonds are expected to be floated on the Japanese capital market in July for the first time since World War II.
The recent internationalization has resulted directly from the accumulation of foreign reserves because of the favorable trade balance and the tremendous inflow of foreign exchange in the wake of yen revaluation after the international monetary crisis of the summer and fall of 1971. But this internationalization is also the product of the Government’s comprehensive measures to liberalize restrictions on financial transactions between Japan and other countries. It is this deliberate policy, rather than the accumulation of foreign exchange that will continue to further the internationalization of the Japanese capital market and to promote its normalization.
The Japanese economy is likely to make a qualitative change toward greater emphasis on social infrastructure. With higher capital expenditure on social services, and less private capital in investment, a slower economic growth rate may result. In fact, investment in these services in fiscal year 1972 (April 1972-March 1973) is expected to increase by 31.6 per cent over the initial budget of fiscal 1971—the largest annual increase in the postwar period.
The bulk of funds needed for the increase of these investments in social infrastructure will be raised by the flotation of bonds. The total issuance of government bonds in fiscal 1972 is expected to be 4.5 times the initial budget of fiscal 1971, possibly reaching ¥ 1,950 billion (US$6.3 billion). This is about 17 per cent of the total fiscal 1972 budget (general accounts). The capital market thus will play a much more important role in the future in funding socially oriented investment.
Since the latter half of fiscal 1970, Japan has been experiencing a type of recession which is new to its economy. The large balance of payments surplus has softened the domestic money market and capital investment has slackened. The consequent weak demand and ample supply of funds have brought about drastic changes in the capital market. As this condition is expected to continue for some time, financial institutions will become even more important in buying and selling stocks and bonds in the market and operating their available funds profitably. The structure of corporate finance may also change toward direct borrowing from the capital market along with the development of the capital market. Individuals, the suppliers of funds, will probably start diversifying their savings from deposits with banks to more profitable investments such as stocks and bonds, in step with the increase of per capita savings.
The internationalization of the capital market, which will bring about more flexible conditions, together with the qualitative change of the Japanese economy, undoubtedly will promote the further development of a more sophisticated Japanese capital market in the future.
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Annual Meeting yields new impetus for monetary reform
Executive board submits report on reform of monetary system
Committee of Twenty meets
The 1972 Annual Meeting of the Board of Governors took place in Washington from September 25 to 29. The discussions led to a marked consensus on the urgency of international monetary reform and the importance of preserving the global character of the monetary system. In addition, the Committee of Twenty—the new ministerial-level committee of the Board—met for the first time to begin its work on monetary reform and related issues. (A fuller report on the Annual Meeting and the establishment of the new Committee appears elsewhere in this issue.)
The Committee of Twenty, which brings together representatives of both developed and developing member countries of the Fund, will consider in its discussions the report on reform of the international monetary system submitted by the Fund’s Executive Directors to the board of Governors. This report identifies and examines the major issues on which further study will be required. Also available to the Committee and its Deputies are the many constructive and specific statements on reform made by the Governors in the course of the Annual Meeting, as well as the 1972 Annual Report of the Executive Directors, which provides background information on developments in the world economy and in international liquidity.
In the third quarter of 1972, five participants in the Special Drawing Account—Argentina, Equatorial Guinea, Jamaica, Rwanda, and Trinidad and Tobago—used a total of SDR 40,843,000 to obtain currencies from other participants designated by the Fund. The recipients of the SDRs were Greece, Iran, Israel, Morocco, New Zealand, South Africa, Turkey, and the United Kingdom. The United Kingdom used a total of SDR 291.8 million to acquire balances of pounds sterling from Belgium, France, Germany, the Netherlands, and Norway in agreement with each of these participants.
During the quarter, the Fund’s General Account received SDR 18.5 million from 6 participants that used SDRs in repurchases in the General Account and SDR 4.9 million from participants that paid charges relating to their use of the Fund’s resources. In other transactions involving the Fund’s General Account the United Kingdom received SDR 291.8 million as part of a gold tranche purchase and 12 participants, received SDR 21.3 million in transactions to promote reconstitution of their SDR holdings.
The General Account’s holdings of special drawing rights were SDR 607,300,628 on September 30, 1972.
Drawings on the Fund by 12 members totaled the equivalent of SDR 690.80 million during the third quarter of 1972 (see Table 1), against SDR 478.22 million by 11 members during the second quarter, and SDR 1,017.65 million during the third quarter of 1971. Total gross purchases from the beginning of Fund operations to September 30, 1972 reached SDR 25,336.90 million.
Table 1: DRAWINGS BY FUND MEMBERS DURING THE THIRD QUARTER OF 1972
1 Drawing made under the buffer stock financing facility.
2 Drawing made under the compensatory financing facility.
By far the largest single purchase of the period under review was made in August by the United Kingdom for a total equivalent to SDR 583.6 million, half in currencies—Belgian francs, deutsche mark, French francs, Netherlands guilders, and Norwegian kroner—and half in special drawing rights. This purchase raised the Fund’s holdings of sterling from the subscription level of 75 per cent of the U.K. quota of SDR 2,800 million to 96 per cent of quota. The purchase was made in connection with the settlement of liabilities to European countries incurred by the United Kingdom in June as a result of operations in support of sterling under EEC arrangements for maintaining narrower fluctuation margins.
The purchases by Zaire and Zambia were made in accordance with the Fund’s policy of compensatory financing assistance to countries experiencing a shortfall in export earnings largely attributable to circumstances beyond their control. Zaire had made no previous drawings on the Fund, and its purchase equivalent to SDR 28.25 million—in Belgian francs, deutsche mark, Japanese yen, and pounds sterling-alleviated balance of payments problems resulting from an export shortfall during the 12-month period ended December 31, 1971. The shortfall was due mainly to a drop in world prices for copper, a commodity which accounts for nearly two thirds of Zaire’s exports. The purchase by Zambia of the equivalent of SDR 19 million—in deutsche mark, Irish pounds, Japanese yen, Norwegian kroner, and Swedish kronor—followed an earlier compensatory purchase of the equivalent of SDR 19 million made in December 1971, and provided additional assistance under the provision of the Fund’s policy on shortfalls resulting from disasters or major emergencies. Zambia’s reduction of copper output in 1971 was due to the September 1970 Mufulira mine disaster. The country’s export proceeds are almost entirely dependent on copper production.
The September purchases by Bolivia (SDR 2.8 million), Indonesia (SDR 1.8 million), and Nigeria (SDR 0.7 million), all in Japanese yen, were made in connection with the financing of contributions to the buffer stock provided for by the Fourth International Tin Agreement. The Fund’s buffer stock financing facility was established in June 1969.
Repurchases during the third quarter totaled SDR 127.01 million, against SDR 1,295.80 million for the corresponding period of 1971. Total repurchases from the beginning of Fund operations to September 30, 1972 amounted to the equivalent of SDR 15,317.40 million. The three largest repurchases during the period July 1-September 30 were those of Colombia, Morocco, and the Philippines, equivalent to SDR 29 million, SDR 18.23 million, and SDR 12 million, respectively. The currencies most extensively used in repurchase were Belgian francs, French francs, and deutsche mark for the equivalent of SDR 28 million, SDR 26.19 million, and SDR 12.98 million, respectively; also, SDR 18.47 million was used in special drawing rights.
Fund holdings of selected currencies as of September 30, 1972 are shown in Table 2.
The Fund approved two stand-by arrangements in the third quarter of 1972 for a total amount equivalent to SDR 12.75 million.
The SDR 4 million stand-by arrangement for Haiti, the twelfth in aid of the country’s efforts toward financial stability, is in support of a financial program designed to consolidate reserve improvements of the past two year and facilitate the expansion of the Government’s investment effort. Although the country’s economic prospects are on the whole favorable, international reserves are still low, and the Fund’s continuing support will help the Government to ensure the smooth functioning of the payments system.
The SDR 8.75 million stand-by arrangement with El Salvador, the eleventh with that country, is in support of a financial program designed to achieve the maximum rate of economic growth and employment compatible with price stability and the maintenance of net international reserves at the level reached at the end of 1971. Continued Fund support will assist the authorities in their efforts to maintain internal and external equilibrium.
Four new members joined the Fund during the third quarter of 1972: the People’s Republic of Bangladesh on August 17 with a quota equivalent to SDR 125 million, Bahrain on September 7 with a quota equivalent to SDR 10 million, Qatar on September 8 with a quota equivalent to SDR 20 million, and the United Arab Emirates on September 22 with a quota equivalent to SDR 15 million. This raised to 124 the number of Fund members, and to SDR 28,978.6 million total quotas in the Fund.
Rumania applied for membership in September and was represented by an observer at the Annual Meeting.
It was announced on September 8 that the Government of Iran had proposed and the Fund had concurred in a change in the par value of Iranianrial. The new par value is 2,878.49 Iranianrials per troy ounce of fine gold, which corresponds to 82.2425 Iranianrials per special drawing right, and in terms of the U.S. dollar to the central rate of 75.75 Iranianrials per U.S. dollar which was communicated to the Fund after the currency realignment of December 18, 1971. The previous par value was 2,651.25 Iranianrials per troy ounce of fine gold.
Following the decision of the United Kingdom on June 23, 1972, to allow the pound sterling to float temporarily, the following 16 Fund members had moved, as at September 15, to allow their currencies to float with sterling: Barbados, Botswana, Fiji, The Gambia, Guyana, India, Ireland, Jamaica, Lesotho, Malawi, Mauritius, Sierra Leone, South Africa, Sri Lanka, Swaziland, and Trinidad and Tobago. Malta indicated that the exchange rate for the Malta pound would be determined between that of sterling and that of the currencies of its major trading partners.
New loose-leaf service by Oceana
Investment Laws of the World: The Developing Nations
Oceana Publications, Inc. has signed a contract with the International Centre for Settlement of Investment Disputes (ICSID) to publish a loose-leaf service of the INVESTMENT LAWS OF THE WORLD, The Developing Nations that for the first time collects, classifies, and disseminates national legislation and international agreements relating to foreign investments.
Publication of the first binder is scheduled for December 1972. There will be four binders with ten countries covered in each ($75.00 per binder). Although the scope of the project is initially limited to developing countries that are parties to the ICSID Convention, the publishers anticipate that the service will ultimately be expanded to include a maximum number of cooperating nations.
ICSID is the international organization created by the Convention on the Settlement of Investment Disputes between States and Nationals of Other States formulated by the Executive Directors of the World Bank, which entered into force on October 14, 1966, and to which 62 States are now parties.
The loose-leaf formula has been adopted to allow for easy updating of material and to facilitate integration of supplementary copy for constitutional, legislative, and treaty material prepared and coded for uniformity of treatment country by country. A four-page folder giving more details about the service, a list of the countries currently scheduled for inclusion, and a table of contents may be obtained by writing directly to
Oceana Publications, Inc.
Dobbs Ferry
New York, N.Y. 10522
U.S.A.
Third IDA replenishment comes into effect
IFC invests in Brazil, Cyprus, and Venezuela
Agreements for ten International Development Association (IDA) credits totaling $319.5 million were signed with the coming into effect of the third replenishment of the resources of IDA on September 22. The credits to assist key sectors of the economies of Ethiopia, India, Indonesia, Korea, Morocco, Pakistan, Senegal, Tunisia, and Turkey were approved by the Executive Directors of the Association during the fiscal year ended June 30, 1972. Their approval was subject to completion of the third replenishment.
The replenishment, totaling $2,442 million, was the subject of an international agreement concluded in 1970.
The World Bank’s ability to assist the poorest of its members depends heavily upon funds made available to IDA, which gives credits to member countries on highly concessionary terms. The resources of IDA are replenished periodically by contributions from the more affluent member countries. Under the agreement contributions of about $800 million had been expected during the fiscal year 1971/72.
By June 30, 1972, 16 of the 19 Part I (or richer) nations had ratified the agreement and 15 of them had made advance contributions totaling $448 million. With ratification by the United States on September 22, the third replenishment came into effect.
The World Bank has reorganized its operational structure on a regional basis in order to respond more effectively and efficiently to the needs of developing countries. Among other things, the reorganization is designed to provide a closer linkage of country and sectoral expertise and greater delegation of authority.
The new organizational structure establishes five Regional Offices, each headed by a Vice President reporting to a Senior Vice President, Operations. Within approved policy, the Regional Offices will have the responsibility for planning and executing the bank’s lending and technical assistance programs in the individual member countries. The internal organization of these offices varies to reflect the particular needs of each region; but in general the top management team assisting the Regional Vice President includes the positions of Directors of Country Programs, Director of Project Operations, Chief Economist, and Program Coordinator.
Mr. J. Burke Knapp, a Vice President of the bank since 1953, has been named Senior Vice President, Operations. The five Regional Offices and Vice Presidents are as follows: Latin America and the Caribbean, Mr. Gerald Alter; East Africa, Mr. Bernard R. Bell; Europe, Middle East, and North Africa, Mr. Munir P. Benjenk; Asia, Mr. I.P.M. Cargill; and West Africa, Mr. Roger Chaufournier.
In addition to the five Regional Offices, the new organization establishes the position of Vice President, Project Staff, who will also report to the Senior Vice President, Operations. Mr. Warren C. Baum, the Vice President, is responsible for providing functional guidance and assistance to the Regional Offices. His staff consists of selected experts to provide the support necessary to assure uniform sectoral policies throughout the Regional Offices; certain specialists who cannot practically be allocated to any single region; and project units such as Population, Tourism, Urbanization, and Industry.
The reorganization is the result of a study of the bank’s organization begun in January 1972 under the overall charge of Mr. Mohamed Shoaib, Vice President. He was assisted by a steering committee composed of staff members. The firm of McKinsey and Company was employed as outside consultants.
The bank’s membership increased to 121 and IDA’s to 110. The new nation of Bangladesh joined the bank and IDA. Bahrain, Qatar, and the United Arab Emirates (Abu Dhabi, Dubai, Sharjah, Ajman, Umm al-Qaiwain, Ras al-Khaimah, and Fujairah) became members of the bank. Fiji, which had joined the bank in fiscal 1971, became a member of IDA.
The International Finance Corporation (IFC) made new investments, totaling $14.8 million, in three diverse fields in Brazil, Cyprus, and Venezuela during the period July 1—September 30, the first quarter of the fiscal year 1972/73.
IDA CREDITS APPROVED DURING FIRST QUARTER OF FISCAL 1972/73
In a transaction that reflects the continued cooperation between local underwriters and IFC in the development of the capital market in Venezuela, IFC made a commitment in August to C. A. Venezolana de Desarrollo (CAVENDES), to purchase unsecured debentures of Protinal C. A. of Venezuela, for an amount up to the equivalent of $3 million. CAVENDES, a private development finance company of which IFC is a shareholder, was to underwrite one half of the $6.8 million, equivalent issue, and other local underwriters the other half.
The IFC investment will assist Protinal, the largest manufacturer of animal feed in Venezuela, in a new expansion program that fits into a priority sector of the agricultural development plans of the Venezuelan Government and which includes a 50 per cent increase in the productive capacity of the company’s main plant in Valencia, the continued development of a national grain cultivation program, and the formation of new poultry farms.
In September, IFC invested in a large joint venture in the steel producing sector, a project being undertaken by Companhia Siderúrgica de Guanabara (COSIGUA), a Brazilian company which is constructing and will operate a scrap-based steel producing plant and rolling facilities near Santa Cruz, 70 kilometers west of Rio de Janeiro.
The local sponsor of this project is the Gerdau group of Porto Alegre, which already owns and operates three similar plants in Brazil. The foreign sponsor is August Thyssen Huette A. G., of Germany, a major European steelmaker.
The IFC investment consists of a loan of $7 million and $2 million in equity. COSIGUA will operate a modern plant of economical size, close to the main markets of Rio de Janeiro and São Paulo, but well suited for future expansion because of its location at Sepetiba Bay. The project will make intensive use of locally available raw materials and skilled labor, providing employment for hundreds of workers in one of the more densely inhabited areas of the country. The new project fits into the program formulated by the National Steel Council for the expansion, restructuring, and rationalization of the Brazilian steel sector, which has to meet a growing rate of consumption, estimated at 9 per cent a year during the last two decades and is expected to keep growing at a similar rate in the future.
Also during September IFC announced its first investment in Cyprus. Consisting of the equivalent of approximately $2.8 million, it will help the country meet its growing cement needs, maintain its self-sufficiency, and pave the way for exports at competitive prices. The investment was made in the Cyprus Cement Company for expansion of its production capacity through the addition of a second line of machinery using the dry process. The two major shareholders of the company are the Galatariotis Group, a Cypriot business group, and Holderbank Financière Glarus, of Switzerland, a world-wide product of cement. In addition, there are about 300 local private shareholders.
WORLD BANK LOANS APPROVED DURING FIRST QUARTER OF FISCAL 1972/73
Spanier, David, Europe, Our Europe, London, England, G. B. Martin Seeker and Warburg, Ltd., 1972, 193 pp., £1.95.
A man who lists poker as his only hobby—as does David Spanier in the biography on the jacket of his book-would be naturally attracted to what at that time might be described as the best game in town: the 1971 Brussels negotiations for British membership in the Common Market. His fascination with the subject would evidently increase if he were also a convinced Common Marketeer. And there’s no doubt about it with this author. It shows in the title of his book and is confirmed by its dedication to “All Good Europeans” and for that matter by Spanier’s position as European Editor of the staunchly pro-EEC Times of London.
All this gives David Spanier the clear conviction that he has a good story to tell and he tells it exceedingly well, with a novelist’s sense for setting the scene, peopling it with lively dramatis personae, and deftly carrying their actions toward a conclusion. That conclusion, the Treaty of Accession, is described elsewhere in Finance and Development. Spanier tells how it happened and why it happened, from the opening speech in Luxembourg of the first chief British negotiator, Anthony Barber, to Prime Minister Heath’s final stroke of the pen at the signing ceremony in Brussels.
In a sense, David Spanier’s book completes the story told by his colleague, Ian Davidson of the Financial Times, who in 1971 wrote Britain and the Making of Europe. In his book, Davidson goes back to Britain’s earliest involvement with European integration, back to Churchill’s 1946 speech in Zurich where he said, “we must build a kind of United States of Europe.” Davidson follows the few ups and several downs of that involvement throughout the 1950s and 1960s, devoting a final chapter to the last negotiations. He cuts off just before the Great Debate in the House of Commons, ending with an impassioned argument in favor of Britain’s joining.
Spanier takes up the story at this point; his subject is the final and successful round of negotiations and he neatly dovetails his description of the political evolution at home into his account of the negotiations themselves. His play-by-play description of developments in both fields focuses largely on the political aspects and one may readily infer his agreement with what Ian Davidson wrote earlier: “Any reasonably Informed civil servant from Britain or the Six could have forecast with great accuracy the terms that finally emerged, give or take half a per cent here, six months there, a tariff quota rather than a tariff reduction, one form of words rather than another. Together, seven civil servants could have concocted the essential terms within a week, if they or their governments had so wished. but what they could not have forecast with anything like the same confidence was that the negotiations would in the end succeed.” And he adds, “If there was any real drama in the negotiations, it was over the eventual choice between success and failure, not over the terms.” David Spanier describes that drama as it unfolds, lucidly and with a fine sense for the intricacies of political bluff and counter-bluff. His book is a real contribution to a better understanding of Britain’s move into the Common Market, because the poll tics behind the economic terms will continue to affect the execution o1 those terms for years to come.
Jan-Maarten Zegers
An Introduction to Flow of Funds Accounting: 1952-70, bank of England, Economic Intelligence Department, London, England, 1972, 98 pp., 50 pence.
This monograph, outlining the methodology and uses made of the bank of England sector financing accounts, is most welcome. In the first place, it provides one answer to the question most frequently asked in this field: “What use may be made of flow of funds statistics?” It is clear that forecasts of financial transactions in a complete and balanced form are now regarded as an important part of economic planning In the United Kingdom and that they are essential if the Government is to have any guarantee that Its general economic policies are Internally consistent. The comments on the problems associated with residual errors and unidentified transactions are a welcome reminder of the dangers Inherent in basing economic planning on national income and expenditure accounts alone. More detail on the bank’s method of forecasting financial flows would have been useful, bringing the 1964 and 1968 Economic Trends articles (particularly the latter) up to date. Perhaps a subsequent monograph or articles in the bank of England Quarterly bulletin will provide such detail.
The first part of this monograph (largely prepared by J. Boulter) clearly describes the accounting framework underlying the bank’s analysis. The second part is an example of the use of financial statistics in describing economic developments, as applied to the experience of 1969 and 1970. The third part (largely prepared by J. P. Burman) discusses the problems associated with seasonal adjustment of the data, including the problem of adjusting aggregative data. Finally, in addition to presenting the data annually for 1952-70 and quarterly for 1963-70, the monograph provides a comprehensive description of the entries and the sectors identified.
Altogether, this is a valuable addition to the official literature on financial accounting.
Graeme S. Dorrance
Yudelman, Montague, Gavin Butler, and Ranadev Banerji, Technological Change in Agriculture and Employment in Developing Countries, OECD Development Centre, Employment Series No. 4, Paris, 1971, 204 pp., $5.
This monograph examines the available evidence on the interaction between technological change and the generation of agricultural employment in low-income countries. In the first half of the monograph the authors review the economic literature, and in the other half examine a number of hypotheses related to the effect that land-augmenting technological change (i.e., introduction of high-yielding seeds, fertilizer, and irrigation) and mechanization will have on the demand for farm labor.
Using survey data from Ceylon (now Sri Lanka), India, Pakistan, and Thailand, they conclude that land-augmenting innovations will increase the demand for labor by 30 per cent, that the introduction of large-scale machinery will substantially reduce labor requirements, and that selective mechanization may relieve seasonal shortages without unduly displacing labor. The nature of technological change in a number of countries-Japan, Mexico, and Taiwan—is examined in this context, strengthening the conclusion that mechanization and land-augmenting innovations can be diametrically opposed in their effect on labor demand.
They also discuss the dangers of transferring changes that have begun in Western countries, and developed on the notion that displaced labor can find alternative employment. In concluding, they place emphasis on land reform and cooperatives as needed institutional entities, sensible encouragement of selective mechanization by tax exemptions or subsidies and agency bias toward small-scale low-income producers. All, of course, are worthy objectives but have proved difficult to implement in most countries.
This study is extremely readable—the authors bravely grapple with policy issues that are very topical in economic development. Their warning about the relative dearth of evidence and the likely inapplicability of some Western technology should be taken to heart by those making decisions on these issues.
Richard W. Longhurst
Finance and Development does not attempt to evaluate books or contributions thereto by Executive Directors or members or former members of the staff of the International Monetary Fund or the World Bank Group, but notes them as likely to be of interest to its readers.
The International Monetary System in Transition, Chicago 1972 (Proceedings), Federal Reserve Bank of Chicago, III., U.S.A., 1972, 155 pp., free.
This paperback is the transcript of the international financial symposium sponsored by the Federal Reserve Bank of Chicago in March 1972.
The participants represented government, banking, finance, academia, and business. Their subjects included the international monetary system in the 1970s and beyond, new trends in international banking and business, foreign exchange markets from commercial and banking viewpoints, and central bank cooperation.
The first paper in this collection, “The Development and Functioning of the Postwar International Monetary System” by Fred Hirsch, formerly on the staff of the Fund, appeared in the June 1972 issue of Finance and Development.
A free copy of The International Monetary System in Transition may be obtained from: Research Department, Federal Reserve Bank of Chicago, Box 834, Chicago, III. 60690, U.S.A.
Gittinger, J. Price, Economic Analysis of Agricultural Projects, Baltimore, Md., U.S.A., The Johns Hopkins University Press, 1972, 221 pp., $10.
Béguin, Jean-Pierre, Les Enterprises Conjointes Internationales dans les Pays en voie de Développement,
Geneva, Switzerland, Institut Universitaire de Hautes Etudes Internationales, 1972, xxiii + 271 pp., Sw F 40.
Kafka, Alexandre, The IMF: The Second Coming?, Princeton, N.J., U.S.A., International Finance Section, Princeton University, 1972, 43 pp., $.50.
Bertrand, Raymond, Economie Financière Internationale, Paris, France, Presses Universitaires de France, 1971, 288 pp., F 17.
Tewari, R. N., Agricultural Planning and Co-operatives, Delhi, India, Sultan Chand & Sons, 1972, vi + 100 pp., Rs 15.
Swann, Dennis, The Economics of the Common Market, Baltimore, Md., U.S.A., Penguin Books Inc., 1972 (second edition), 223 pp., $1.95.
Tait, Alan A., Value Added Tax, New
York, N.Y., U.S.A., McGraw-Hill book Co., 1972, vii + 184 pp., $12.50.
Ballon, Robert J. and Eugene H. Lee (Editors), Foreign Investment and Japan, Tokyo, Japan, Sophia University and Kodansha International Ltd., 1972, xviii + 340 pp., $10.
WATER AND POWER RESOURCES OF WEST PAKISTAN
A STUDY IN SECTOR PLANNING
The Tarbela Dam in West Pakistan is the largest earth and rock-filled dam in the world, and will cost some $900 million. The dam’s significance, however, goes far beyond its size and cost; it is the largest civil engineering work of the complex and interrelated system of reservoirs, barrages, and link canals which formed the basis of the Indus Waters Treaty of 1960, and marked the end of the long dispute over water supplies between India and Pakistan. It is also the centerpiece of an integrated development program designed to exploit West Pakistan’s water and power resources. This program is outlined in the three-volume World Bank Report prepared by a World Bank Study Group comprised of Pieter Lieftinck, A. Robert Sadove, and Thomas C. Creyke.
Volume I is a condensed version of the entire study, including an evaluation of the huge Tarbela Dam project. Volume II gives a detailed discussion of irrigation and agriculture. Volume III contains papers covering background and methodological issues.
Volume I: The Main Report, 368 pp., $10.00
Volume II: The Development of Irrigation and Agriculture, 512 pp., $12.50
Volume III: Background and Methodology, 432 pp., $12.50
$28.50 the set
Published in English only.
Order from
THE JOHNS HOPKINS PRESS
Baltimore, Maryland 21218, U.S.A.
IMF Survey
is a twice-monthly report on the activities of the International Monetary Fund, and ideas and developments in its sphere of interest.
Each 16-page issue is sent by fastest mail, and includes four sections:
Fund Activities covers member countries’ use of the General Account and Special Drawing Account, as well as stand-by arrangements and changes in par values. Actions of the Executive Directors are reported, as well as the efforts toward reform of the international monetary system. Texts of Fund press releases are printed verbatim.
Brief Notes, from a variety of official and unofficial sources, places the Fund’s activities in the wider context of world economic and financial developments. Banking and finance, exchange rates, fiscal and monetary policies, trade, development, and commodities are among the subjects reported. A Financial Calendar lists important recent and future dates.
National Economies draws on work of the Fund’s area departments to describe general economic trends in member countries, as well as new developments in countries’ fiscal, monetary, and incomes policies, and balance of payments.
Selected Topics carries general articles from the Fund staff and other sources. Subjects include exchange rates and restrictions, international liquidity, monetary reform, activities of regional financial institutions, and commodities.
A year’s subscription to the IMF Survey includes two issues each month except December, when single issue and index are published. A charge for delivery is made at the following annual rates:
Canada, Mexico, and the United States US$5.00
Central and South America US$10.00
All other areas US$12.00
Apply for subscriptions to
The Secretary
International Monetary Fund
19th and H Streets, N. W.
Washington, D.C. 20431, U.S.A.
1 This article is based on a World Bank analysis of The Limits to Growth, undertaken by a team of which the author was chairman. The author is grateful to Messrs. Nicholas Carter, Edward Hawkins, Douglas Keare, bension Varon, Charles Weiss, and Kunniparampil Zachariah for their help.
2 Jay W. Forrester, World Dynamics, (Cambridge, Massachusetts, U.S.A., 1971), Wright-Allen Press.
1 International Monetary Fund, Selected Decisions of the Executive Directors and Selected Documents, 5th issue, 1971, p. 13.
2 For an authoritative analysis of this matter see Reform of the International Monetary System: A Report by the Executive Directors to the Board of Governors, (IMF, Washington, D.C., 1972), pp. 34-36.
1 Harry G. Johnson, “A Word to the Third World: A Western Economist’s Frank Advice,” Encounter (London, October 1971), p. 6.
2 This syndrome has been described by H. R. Mills in his Report on Training Facilities at the Technician Level in South and South East Asia (Colombo Plan bureau, Colombo, Sri Lanka (Ceylon), 1961. “There is not yet a habit of mind in the region which turns to neighboring countries for technical or other training…. One of the impediments is lack of knowledge…. Another is the fallacy that the value of training increases with the distance traveled to get it. A third is a natural unwillingness to admit that a neighbor has better facilities than one’s own.” p. 109.
3 The transmission of skills from developed countries through commercial channels is admittedly substantial. J. S. Fforde, reviewing British experience, says that “we must regard the skill-transmitting aspect of our ordinary commercial dealings with the underdeveloped countries as of quite unusual importance. by comparison, technical assistance, rendered under special non-commercial shemes, is probably of relatively minor if not marginal importance.” An International Trade in Managerial Skills, Basil Blackwell (Oxford, 1957), p. 149.
4 For a comprehensive evaluation of Israeli technical assistance see Leopold Laufer, Israel and the Developing Countries: New Approaches to Co-operation, The Twentieth Century Fund (New York, 1967).
5 Ibid, p. 162.
1 The participants in the Basle group are Austria, Belgium, Canada, Denmark, Germany, Italy, Japan, the Netherlands, Norway, Sweden, Switzerland, the United States, and the Bank for International Settlements.
1 Phillip Cagan, “The Effect of Pension Plans on Aggregate Saving,” National bureau of Economic Research, New York, 1965.
2 Reher, William C, “A Multivariate Analysis of Contractual Saving,” The Review of Economics and Statistics (Cambridge, Mass., February 1966), pp. 61-68.
3 Katona, George, Private Pensions and Individual Saving, The University of Michigan, 1965, and Roger F. Murray, Economic Aspects of Pensions—A Summary Report, National bureau of Economic Research (New York), 1968.
1 Amounts expressed in Japanese yen are converted into U.S. dollars at the rate of ¥ 308 = US$1 throughout the text, according to the international currency realignment agreed upon among the major industrial countries in December 1971.
2 On the basis of a recommendation made by Joseph Dodge, a Financial Counselor for the Occupation Forces in 1949, the Japanese Government had not generally issued government bonds to supplement the budget deficit.
3 In this text, short-term funds apply to funds of 1 year or less; medium-term, more than 1 year but less than 7 years; long-term, 7 years or more. The prevailing life of bonds in Japan is currently 7 to 10 years. The average term of long-term bank loans is approximately 7 years.
4 The Securities and Exchange Law of 1948 authorizes banks to underwrite government bonds, government-guaranteed bonds, and municipal bonds, but prohibits them from underwriting corporate bonds. Their main functions in corporate bond issues are (1) to act on behalf of bond holders (trustee function), (2) to perform bond issuing, i.e., printing bond certificates, (3) to obtain funds for redemption of bonds and payment of interest, and (4) to act as a financial adviser to an issuer.