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Inadequacy of Yresent Arrangements  an^ Iqew Proposals  

I ppopose t o  r a i s e  here some questions r e l s t  ing  to 

the r o l e  of compensatory f inancing i n  the e s t sb  l i  shment 

o f  an international economic order that is more equitable 

than the one thet  now pervades the w o r l d .  As fa r  as is 

p o s s i b l e ,  J have kept deliberately away from t e c h n i c a l  

q u e s t i o n s  and concentrated on issues o?  policy. 

Bide Fluctuat ions  

That commodity export earnings are  subjec t  to wide 

fluctuations very la rge ly  in t h e  wake of flucLuations in 

economic a c t i v i t y  i n  t h e  induskrial i z e d  a:orld has heen 

gene ra l l y  e s t ~ b l i s h e d  in econome.tric st;fie S .  I L L S O ,  s i n c e  
- 

%he s~ i7 u c t u a t i  ons ta1.e -.I L ce largely f o r  r e a s o n s  o u t s i d e  

the c o n , r o L  oi  he c o w r L l o d ~ ~ 3 -  producing c a m - , r i e s  and s i n c e  

the i n c i d e n c e  of '  thcse f luctuatiens on t h e  deve lop ing  

countries 3-ould b e  r a t h e r  hersh becnuse o f  t h e i r  I ~ r g e  

dependence on t h e s e  exports ,  the need f o r  i n t e r n a t i o n a l  

a c t i o n  w i t h  re spec t  to commodities of export in t ere s t  to 

the d e v e l o p i n p  countr ie s  hzs,  by now,  COT@ to be gerierzlly 

accepted. ;:hut is n o t  q k i t e  &greed upon is t he  s e t  o f  



measures that should be t a k e n  at the i n t e r n c t i o n c l  l e v e l  

with a v i e w  to helging t h e  developing c o  n-kr ies  -to e s t a b l i s h  

t h e  j r export earnings .  

Measures Proposed 

The developing countries have argued s ~ r o n g l y  f o r  

the establishment of (a) i n t e r n a t i o n n l  commoiity ag reenea t s ,  

supported by buf fer  s t o c k s  and (b) 3 cornmol: fund  to f i n a n c e  

such buffer s t o c k s .  On t h e  other hand, the deve loped  c o u n t r i e s  

have underlin~d the  importance of improv i cg  c a d  e n l z r g i n g  a 

compensatory f i n ~ n c  ing arrangement to f i n c n c e  s h o - t f ~ l  ls 

in the commodity export earnings o f  the d e v e l ~ p i n g  countries, 

! h i l e  b u f f e r  s tock ing  a r m n g e n e n t s  should --.eZc promote  s t z b l e  

p r i c e s  af commodities, compensatory iincnsiny rr?<ngernen ts 

seek t o  s t a b i l i z e  exsor t  e a rn ings ,  o v e r  t i n c .  It is n e c e s s a r y  

t a  emphasize here that b o t h  the s e t s  o f  mc.~?szres, t!re s e t  

a d v o c z t e d  by t h e  deve lop ing  countr ies ,  7:. well as the s e t  

advocated by the deve loped count , r ie>s  c x L b r c a e ? g  c o ~ ~ p l c m e n t d r y  

One does  n o t  reTLly d o  ewzy h i t h  t h e  TIE b r l  f o r  t h o  ot,ll_cr, thocgh  

t h e  impression has unfortunately beer; c ~ ( - ~  t , e L  % L - t  t i i cse- t  x- 

s e t s  of measures  cre  somehow e x c l u s j v e .  

T h e i r  Complementarity 

To t h e  extent  t h a t  commodity p r i c  c s  - y e  s t ; l = l i i i z r  d throutr ' r  

t h e  i n s t r u m e n t a l i t y  of intermt ional s+oc':inp arrang ?rnent,s : i l 

is b ~ u n d  t o  reduce f l u c t u a t i o n s  in comnodi?:; ex-port cernlIigs. 



But one cannot rely on ~ t o c ! c i n g  arrangemeats alone for 

stabilizing earnings because (& )  earninzs m a y  be a f f e c t e d  

by noa-price factors  beyond the contro l  of .the producing 

countries ( e m g .  when a nntnrel  c s l a m i t y  l i l z e  drought or 

f l o o d  wipes off a mjor part of c eountryTs crop)  and 

(b) not a11 commodit ies  m y  be amenzble Go stocking 
1 

arrangements either because they nr e not  q u i  i e  s tockable 

or because internat ional  agreement is hara tc reach thereon. 

Nor can one rely on ~ompensatory f i m n c i n g  a l o n e ,  if it is 
I 

~ l s o  the o b j e c t i v e  t o  s t a b i l i z e  commodity p r i c e s ,  &n 

o b j e c t i v e  which has much to be s a i d  in i-Ls f.zvour. No less 

impor  +,=at is it to point out tha-l; if and wher, n compensatory 

f i m n c  ing  arrangement is n o t  adequate, f o r  ~ i f ~ i ~ t e v e r  reasons 

including that o f  l i m f  t ed  resources, f o c o n y e n s ~ t e  fully 

f o r  t h e  s h a r t f a l i s  experienced in expoi-t t.:-rnings, it 

becomes even more necessary to complement such an :;rrRnge- 

ment with  appropriate infernationel s tock ing  srrangements, 

wherever, feas ible ,  t o  s f a b i l i z e  earnings. 

Misplaced Controversy 

The point which needs very much f a  be  enlphasized is 

that the debnfs on the r e l a f i v e  v i r t u e s  of compensatory 

f inancing as against i n t e r m t i o n e l  s tock ing  srrLngernects 

is rather academic, if n o t  altogether rnis?lnced, in the 

context of -the present situation in which ~ h c t e v e r  compea- 

satory financing arrangements e x i s t  alre-dy , ;re e i t h e r  



grossly  inadequate or very much r e s t r i c t e d  in coverage and 

whatever proposals  have been f l o a t e d  to improve these exist- 

i n g  arrangements come no where near to ensur ing  en adequate 

c o v e r a g e  of shortfalls in ",he export c k r n i a g s  o f  t h e  d e v e l o p  

i n g  c o u n t r i e s .  For a meaningful d i s c u s s i o n  of t h e  r o l e  of 

compensatory f i n z n c i n g ,  it is necesscry t h e t  one shou ld  have 

in mind s scheme that seeks  t o  prov ide  a r e ~ s o n a b l e  cover ,  

g i v e n  i t s  o b j e c t i v e  of compensating producing countries f o r  

t h e  s h o r t f e l l s  in the ir  c o m m o d i t y  export  e2rnings. 3ortu- 

nately, there a r e  a f l o a t  a few serious proposals  which seek 

to ea t e b l i s h  an entirely new comprehensive compensatory f inan-  

c i n g  arrangement. These proposals are addressed d i r e c t l y  to 

the  problems of the non-oil d e v e l o ~ i n g  countries. The i m p o r t -  

znt question ta nsk in appra is ing  t h e s e  ;:rclpossls i a  whether 

o r  n o t  they a r e  backed w i t h  qdequste  funds because only t h e n  

will they create a v i a b l e  complement to a p l r o 3 r i e t e  i n t e r -  

national s t o c k i n g  arr.:nFrments f o r  s t o c h i ~ b i c  commoditxes. 

Ve s h a l l  f i r s t  o u t l i n e  +#he t w c  e x i s t i l x  ~rrangements 

w i t h  respect  t o  compensatory f i n a n c i n g  : I >  I14Frs Cornpenssetoxy 

F i n a n c i n g  Facility (CFF) and ( 2 )  Europecn Economic Coiomcnityi s 

Scheme f o r  S+: iS i l i s ing  Export Earpings ( 3  T~',.EE'<), t,o i n d l c a t  e 

how inadequate they are in meeting the needs of t h e  n o n - o i l  

developing countries and a l s o  t c  what c x t o n t  some r e c e c f  

suggestions t o  improve these exist in^ sr rcngements  g o  i n  



meetinp t h e i r  incdequaciea. LaLer, we s h ~ l l  go on t o  

examine %he p r i m  ipel proposals  f o r 3dd.i t i o n a l  cornpensstory 

arrangements and the ma-jor  departures t h o s e  proposals  seek 

to make. 

IMF Facility 

CFF h ~ s  been in ex i s tence  f o r  3 5 years now. The 

gross amount  given away by the IiViF in c o m ~ e n s a t i o n  :or 

export s h o r t f a l l s  ridded u~ t o  a l i t t l e  over SDfi  3 b i l l i o n  

by Lpril  1978. 

A11 member countries  of the IMF', developed 2 s  w e l l  

as developing, c r e  e n t i t l e d  t o  a v a i l  themselves of t h i s  

f a c i l i t y ,  when their v i s i b l e  export enrnings show n shart- 

f ~ l l ,  in nominal terms,  but  t h e  developed industrialized 

countries h ~ v e  ref rained f r o m  drawing on it, even with 

resprct  t o  t h e i r  commodity export earnings.  However, same 

of t h e  d e v e l o p e d  commodity export in^ countries l i k e  

TCew Lealand,  South  dfricc and Israel hcve dr-wn on it, So 

a l s o  h ~ v e  s ever31 nan-oi 1 deve  lopi  ng coun i  ri cs . 
O f  t h e  anounj, of SDR 2.8 billion dr -hn  from this 

f s c i l i t y  during :I p e r i o d  of 28 months s i n c e  January 1976, 

same 30 per c e n t  is accounted f o r  by t h e  Leveloped countries  

end t h e  balance by non-oil develoklng countries. 



The point to note a b o u t  t h i s  f a c i l i t y ,  in our 

c o n t e x t ,  is thzt though it is very broo-T in coverego 

( i t  covers a l l  conlmodi t ies  and a l l  c o u n t r i e s  ?.rE e l i g i b l e  

f o r  dr-zkings aga ins t  it) , the r e l i e f  it hzs  been a b l e  to 

provide  is extremely l i m i t e d ,  particularly t o  the ncn-oil 

developing countries .  i i c c o r d i n g  t o  recent  c c l c u l a t  i o n s  

put out by UNCTiAD secre tar ia t ,  d r a w i n g s  a n ~ i n s t  t h i s  

fzcility have no5 , on aversge , exceeded 1 2.5 p e r  c e n t  o f  

the shortfclls in v i s i b l e  export enrnings  aP %he concerned 

non-oil developing c o u n t r i e s .  In fact, ir, 1976, t h e  year 

of rnzximum drawings when as mnch L S  SDB 2.3 b i l l i o n  was 

paid  out of t h i s  f z c i l i t y  the p r o p o r t i o n  o f  s h o r t f e l l s  

covered  with r e s p e c t  to these countries wns on ly  1 2 . 7  

per  c e n t .  Cornpensetion payment to t h e s e  counkries  amounted 

t o  SDB 1 . 6  b i l l i o n  cs a g z i n s t  t h e  t o t n l ,  f o r a u l ~ *  b a s e d ,  

shortfall a f  S I l 2  12.5 billion experienced by .:,hem in 1976. 

( S e e  accornpenying k c b l e ) .  This  l i n i . : e l i  covercge  of t h e  

~ k o r t f a l l ~  o f  the non-oil d e v e l o ~ i n g  c o u n t r i e s  by t h e  IN3 

f r * c i l i . t y  hcs been due very l s r g e l y ,  if n o t  en -b i r e ly ,  to 

r e s t r i c t i n g  t h e  d r ~ ~ w i n g s  by c count,ry in zny one p a r ,  2nd 

outstandings, t o  l i m i t s  bnsed  on the country's q:~fi.i,z xit h 

the Fund. Currently, d r ~ w i n g s  in any i 2 month  p e r i o d  must ,  

n o t  exceed of E c o u n t n ' s  q u o t ~  and i t s  o u t s t z s d i n g s  

must n o t  exceeds 75% o f  the quota.  



It is well known how r aressively the 11vP quotas  

cre distributed ?,rnong i t s  member caunfries. The ncn-oil 

developing c o u n t  r ic. s scccl~.nt ing far '?=c t h e  popula t i  an o f  

the IINF n~enlbers h o l d  22% of t,he ~~~~~~~s . Nuch noPe s i g n i -  

f i c a n t l y  f r o m  the ~ o i n t  o f  view of conpcnsntory f inancing,  

t h e s e  c o u n t r i e s  zccount fox thc t okal commodity exgorts  

of t h e  IMF members countries  other +h-3 i n d u s t r i e l i s e d  

countries. I t  should be e m G t t e r  of no surprise theref ore  

if t h e  avercge coverage  of s h o r k f c l l s  is found t o  be very 

much smaller for the non-oi l  developing  member coun5ries  

o f  t h e  Fund than the Severoped counzr ies .  

Also, s i n c e  the  quotas hcd not  besn r-ised %dea_u:~tely 

f r o m  time t o  time to kee? pece with the g rowth  o f  vorld trade,  

the  inflation and the v o l a t i l i t y  of the prices ,  l i m i t s  on 

compensztory drawings bcscd on ?uotzs  =Ge.7e ~OEL,. %O become 

m o r e  2nd more inadequnte ,  unlass ,  of course ,  the  l i m i t s  

themselves ;ere being r a i s e d ,  ~'-ct.:;:.lly, however, -the 

lirr,i+,s on compenshtory drqvings Vera  cii:-nged only  once in 1 5  

years cnd thnt w-s done exnctl:,r t h r e o  yetrs ? g o ,  in December 

1975.  

Ao~;ever t h e  in?do;~i?-cy o f  t h i s  f f z i i i i t y  w i t h  r e s p e c t  

to t h e  non-oil developing countries is sough t  to b e  under- 

stated by frequent r e s o r t  to judgement~l ,  in p l c c e  cf formula, 

dete rnin::.tion of a h o r t f  a r l s  in m~Lnnkr t h  t the s h o r t f a l l s  



t hemse lves  are grossly under-es t imted .  In r e c e n t  d-ys, 

i . e ,  f r om Jenunry 1976 t o  i ~ p r i l  1975, t l ,e t l nde r - e s t imc t ion  

in t h z  s h o v e  rnLnner of t h e  s h o r t f a l . 1 ~  in the e x p o r t  a;rn-  

ings of t h e  non-o i l  d e v e l o p i n g  c o u n L r i e s  h:>s besn of t h e  

order of 66.6'7 percent. ( S e e  Notc 2 t o  t h e  ~ccompnnying 

tchle. ) 

Further, thc terms o f  repyment ( t h e y  c ~ l l  it re- 

p u r c h ~ ~ s e )  o f  drzwing from t h i s  fccility = r e  such t h n t  

every country i s  o b l i g e d  t o  rcpny, w i t h  interes t ,  w i t h i n  

a p e r i o d  o f  t h r e e  t o  f i v e  yenrs regcrdless  af whether ar 

n o t  t h e  export e a r n i n g s  o f  n country h ~ v e  recovered o r  

its b'lance of pcyments p o s i t i o n  has improved. There is 

2 g l c r i n g  : s y m i a e L ~ y  h e r e .  F'hils ( 2 )  t h e  T M I  netermines a 

count,ryf 3 entitlement G o  dr7-wing on the  b t ~ s i s  o f  short f 2 l l  

in expor t  ecrnings 3nd {b) it expects 2 c o u n t r y  t o  s 3 , ~ r t  

repaying e ~ r l i e r  if i t s  e x p o r t  eerq ings  recover, n o  a l l owance  

is made if the ccrrlings of t h e  c o ~ ~ n t . ~  do n o t  r e c o v e r  enough, 

or z t  3 7 1 ,  during the shcrt p e r i o a  of Pive  y I Y r s  f i x e d  f o r  

repayment t o  be completed. 

T o  the crgument t h ~ t  s i n c e  n m o n e t ~ r y  i n s t i t u t i o n  

l i k e  t h e  IN?, whose p r i n c i ~ l  tzsk is t o  h e l p  c o u n t r i e s  

even out their temporary ups nnd d o w r ~  ir? t h e  b a l a n c e  o f  

p c - v e n t s ,  cannot  undest-ke t o  e x t e n d  Locns of longer 

matur i t i e s ,  t h e  most e f f e c t i v e  answer would be thzt therefore 



the world commucity shoa l s  t h i n k  in terms of - ~ n  a l t o g e t h e r  

d i f  f ereat ins titu l ion9.l errangernent wbic ., c"n perform this 

spec ia l  type of bns iness  of s t a b i l i z i n g  e x p o r t  e a r n i n g s  o f  

prir-1::ry ; I.oducers rn77cIr m o r e  --dequatel y w i  thou% importing 

c o n s i d e ~ a t i o n s  t h c t  are n o t  . , ~ l i t R  ..rplic-ble. 

In any c e s e ,  the gross  incdequzcies of t h i s  f a c i l i t y  

in terms n a t  on ly  of the  progort ian of covcrzge  i t  is currently 

a b l e  t o  p r o v i d e  n g c i n s t  s h o r t f a l l s  in expor t  e ~ r n i n g s ,  but a l s o  

of the condi t i cns  of repayment, can c l c c - r l y  !Ic seen .  

Does t h e  1143 h ~ ~ v e  any i d e a s  of improving its f : :c i l i ty ,  

p r t i c u l c s l y  i n  so far 2s -the d e v e l c 2 i n ~  couxLries a r e  concerned? 

It is relevant t o  refer in t h i s  c o n n e c t i o n  to some of  the major 

i deas  r e c e n t l y  emarging f r o m  x i t h i n  t he  IrmZ f o r  c s o - c c l l e d  

l i b e r c l i z n t i  on o f  i a s  fr-c ility. These cre: 

( 1 )  changing t h e  5uotc bnssd limits OE drewings and 

oustanTing from 5 0  percent 7 - 5  75 2ercent t o  

50 ;,:,rce?,t 5nE 100 per cent. res;?ectively; 

( 3 1  i cc lus ;c r  c.r c: rnin:?  i ' r o n  i n v i s i b l e s  Eo? 

purposes of determining s h o r t f -  : l a ;  r,nd , 

( 3 )  inclusion of excesses  i n  t he  c o s t  o f  c e r e a l  

impor t s  ?or c n l c u l ~ t i n g  s h o r t f u l l s .  

To start w i t h  the sroposed r e l n x ~ t i o r  ~bf t h e  quote-based 

l i m i t  on outs tc ;nd ing  drarings from t h i s  f % c i l i t y ,  it w i l l  be 



i n t e r e s t i n p  t o  k n o w  th-t 34  ou t  of  +he 47 c s ; . ~ t r i e s  which  

u s e d  this f z c i l i t y  in 1976,  d r e w  f u l l  j C I  ;er cent of t h c i r  

q u o t a s ,  snd s ix  r e ~ c h e d  the 75 l ies  cent c u o t ~ ,  c e i l i n g  on 

out~tandings . ,'his mec nt, t h 7 , t  if the f orxer E r a  up o f  

c o m t r i  es exgerienced a s h o r t f  2 x 1  .%g'i;l '~c=lo:e the e i . r l i  t.r 

drawing hnd been z e p i d ,  t,hey wo-:ld be er i t i -ki led t o  ds-.br 

o n l y  between 25 5 0  5 0  per cent of  t h e i r  cLi._oi:, the ; ~ c t u a l  

Fercentege  depending o n  t h e  y r o p o r t i o n  o f  -;kc e a r l i e r  dr;.wiw 

clready repr-id. The count , r ies  ir: t h e  1:-tter groilp would be 

e n t i t l e d  tc d r t w  even less, 

L c c o r d i n g  t o  our rough  c s l c u l a t i o n s ,  i h e  suggested 

relaxation of ,be limit on oi1stzndin.g dr -vings  w o u i L  have 

increased t h e  coverage of shortfslls in 19'[6 f o r  thf; non-oil 

deve lop ing  c o s n $ r i e s  from 12.T  per c e n t  t c  only 13 .5  per 

cent .  It must b e  kddded, however ,  t h d t  in t a e  next round o f  

ltUrge s c ~ l e  drzwings, f o l l o v i n g  a n o t h e r  5e ; r e s s ion  i n  t h e  

industriclizsd worl?, t h e  p r o y o r t i o r ,  oi' s > o r t f : + l l s  of t h e  

non-oil developing c o u n t r i e s  which ~~:..i;i 5s covered by  drawings 

is u n l i k e l y  to be even :.s high ns 1 2  .? z e r c e  1, u n l e s s  the 

limit o n  owbstandings i s  relaxed, :s pr.oi,-osez. The n e s t  

i m p o r t a n t  p o i n t  here is that the suggested l i b e r c l i z z t i a n  

hardly t ~ ' r e s  th ings  f u r t h e r ;  it o n l y  ssc:rs t o  r c s . t o r e  +he 

o l d  p o s i t i o n  &ich t o o  seem t o  be slip~inp nw~g. 



f o r  the o t h e r  t w o  si ; ,gcst ions,  which z r o i - o s e  the 

l iber?, l  i a l t  i o n  of the f ormu15 calcul r ,  ti or, of s : l o r % f ~ l l s ,  

s u f f i c e  it t o  scy t h ~ t ,  Ail e they  will c e r t s i n l y  bcn-f it 

Some iudivi6uq-J crun-l;ri,:s w50 do 70% uow become 2ntitled 

t o  drawings a g s i n s t  t h i s  f z c i l i t y ,  %he o v e r s ~ i l  ~ o s i t i o n  

of t h e  developing c a m t r i e s  is unlikely t o  im-yove czs E 

r e s u l t  a f  f he irn21emen-rJnt i o n  of t hese  s u g g e s t i o a s  . ~ ' i r s t l y ,  

to t h e  extent  t h e %  t h e r e  is a n e t  i n c r e - s e  in t L e  o v e ~ c l l  

s h o r t f u l l  of r, coc.n:ry z s  .:. r e s u l t  of t h e  im;iemer;c,:.tjon of 

these tk-o s u g g e s t i o n s ,  i t s  c o v e ~ - y e  is horlna t o  cclnic: down 

if ZIhc c cun t ry  ' s quota l i r n i t  remains i,nch:sw, ed. Of co - -~r se ,  

quotes themse lves  zre  b e i n g  r ~ i s e d .  But the i i : ~  roeJse  in 

q ~ o + , c s  s o  f c r  h -  s ~ ~ - ~ u :  T ;:,her S O  m i s e r l y  th:-t, -s c propor -  

t i o n  o f  w o r l d  t r a d e ,  q u o t e s  toC:l<;y -:re on ly  ?-.If of --hnt 

+,hey were in %be mid j O f  s .  S a c o n d l y ,  g i v e n  :'kc ; > r e v a i l i q  

k r : < c t i  c e  of ds t e rmin inr  shor t f  21 1 s  on +kc: Ezsis of j uGge- 

~1en-L ult imtely r c t h e r  then f ormulch, all t h e s e  s ~ ~ g s s t  i o n s  

f o r  l i b e x L - l i s i n g  t h e  fcrrmul c n T c u l ~ t i o n  n~.;- 1;s:,i2 n o  more 

t hcn  W-hite w ~ s h .  

Oa the w h o l e ,  t h e r e f o r e ,  the  11-L.: d o u s  n ~ +  seem t o  t h e  

ser ious ly  concerned zbox t  p l n y i n g  cb n:..j o r  ;.ole in s t , n h i l  i z i n g  

the export earn ings  of the non-oil deveio;. inc c o w f r i e s .  

Given t h e  weightage e z j  oged E y  t h e  few ;cvtl:  o z l c a  ,n: sies 

in i t s  decision mr~kinp, this lL.ck of : i i c ~ ~ u  t e  cEnccz*a in 

the IMF x j  -th one of t h e  m o s t  s e r i o u  s prc. bi?r!s oi -the developing 



world is n o t  d i f f i c u l t  t o  u n d e r s l ~ n d .  

S TJLBEX 

This a r rangemen t ,  which has now beon in o p e r e t i o n  

f o r  u1rnos.t three  yectrs, wcs s e t  up by thi3 European Economic 

Community (EEC) to h e l p  a group of 5 3  c o u n t r i e s  f rom L f r i c a ,  

t h e  . Caribbenn cnd t h e  Poc i f  i c  (>.cP) s t rd .bi l ize  the i r  ecrnings  

from t h e  exparts of c e r t c i n  l i s t e d  c o m . o d i t i  e s  ~ n d  bi-products 

which they sell t o  the Community. h sum a f  EU:i 380 mj l l i a n  

(1420 m i l l i o n  zpproximate ly) WLS enrmcrkcd f o r  the purpose 

t o  be used over a p e r i o d  o f  f i v e  yenrs ,  1976-1980, spread 

out equally,  but w i t h  some scope a l l o w e d  f o r  f l e x i b i l i t y .  

During the f i r s t  two yenrs,  some t h i n g  l i k e  EK. I 1  0 m i l l i o n  

has been p n i d ,  nndor this arrangement, c s  compensation far 

shclrtfslls in commodity export e::r nings . 

H h i l e  the  cbave nrrang>.ment addresses j c s e l f  kc: q u i t e  

a 1-rge number o f  developing countr ies ,  its cover%ge is s t i l l  

extremely limited. Thc v ~ l u e  of cornnodity e x p o r t s  whose 

ezrnims this cr rzngement  st 2ks t o  s t z b i l - i r c ,  cccount s  f a r  

l ess  than 2 0  per  c e n t  o f  t h e  t o t : ~ l  export cnsnings of the 

A C P  countries 2nd less thnn 3.5 per c e n t  of the export 

earnings o f  t h e  non-cil d e v e l o p i n g  c o u n t  ~ i c s  f r o m  commodities. 

The inzclequncy o f '  this scheme even f ~r LCP countries 

is compounded by the  manner of determining cornpensatinn. A l l  

i + s  s h o r t f e l l s  lure c c l c u l n t e d  in nominal terms a d  compensated 



separate ly  f o r  each o f  the  l i s t e d  commodities and hi- 

products only when (a) t h c  concerned comrnadity o r  bi- 

product accounts individually f o r  a",lens",. 5 per cent  

of a countryfs total m e r c h a n ~ l i s e  e x p o r t s  t o  a l l  des t ina -  

t i o n s  and (b) the s h o r f f 3 1 1  itself, n g c i n  individually, 

is at least o f  t h e  o r d e r  of 7.5  per  c e n t  v i t h  r e f e r e n c e  

t o  the average ecrnings from expo;.%s -Lo ove r  t he  past 

four years. For t h e  l eas t  d e v e l o y d ,  land-locked o r  i s l and  

member countries of t h e  A C P ,  the  proport ion in both  the 

c a s e s  i s  s e t  n t  2 . 5  p e r  c e n t .  A s  s r e s u l t  of* these  restri- 

c t i v e  p r o v i s i o n s ,  n o t  o n l y  E o  several  o f  the cornmodit.ies 

exported by LCP countries , but n o t  i ~ c  luded in t h e  list , 

g e t  excluded P r o m  the b e n e f i t  n f  t h i s  nrrzngerner?t, but 

a l s o  t h e  ent , i t lemat c f  ? councry to conycnsasian p ~ y n e n t  

is a o t  elvsye c e r t a i n  with r e s p e c t  t o  c ~ r n r n o d i t i e s  which 

%re o n  t h e  l i s t .  A c oflatry r,ay b e  dependnnf on throe or 

f o u r  of t h e  l i s  tc>d c o r n m o d i t i s s  f o r  5:s x p o r t  ez rn ings ,  

but i t s  s h o r t f c l s  rrl: nut  q ~ l a l S P y  fo;' conpens:%tinn if 

e ? c h  2' these c ~ m m o & l ' t i  nr; 1. ~ . s  r : ? t  ar-ss t b ~  1 . 5  per cent  

t e s t  of dependence, o r  ii each n f  $ha s . ~ r t , C ~ l : . s  does n o t  

pass the o t h e r  T , 5  Fer cen5 t2s - t .  L'he T:ct +,hat  the  ,east 

d s v e l o p e d ,  land l o c b c d  o r  l s l a n d  c o c n i r i e s  hcve %o pess 

t h e s e  t w o  t e s t s  z t  the' 1o:reX of  on ly  2 . 5  per c e n t ,  w i l l  

c e r t n i n l y  hcve gi7:en then 2 dec  i d e i ,  LC ~.xntnge, compzred t o  



the  other  LCP countr ies .  

Once, however, the t e s t s  mentione:: above  are p ~ s s e d ,  

cornpensnfion is more or less assured, though t h e  FiEC still 

mnks t o  be s a t l s f  i e d  that ( 3 )  t h e  s h o r t P n l P  d i d  n o t  occur 

because o f  any policy a c t i o n  by the countries concerned 

and (b) i t  d i d  not  a m o u n t  to a s ignif icnn* chcnge. Of 

course,  there is a l s o  t h e  o v e r a l l  c o n s t r n i n t  o f  the annual 

allocation though t h e  arrangement does n o t  quite  s p e l l  o u t  

how the claims f o r  compensation will be affected should 

t h i s  c o n s t r a i n t  become opera t ive .  S t i l l  it would be reason- 

ab ly  v a l i d  to say t h z t  once the above t h r e s h o l d s  are crossed ,  

a g iven  formula s h o r t f c l l  has greater chznces of being covered 

adequately under t h i s  arrangement than it would have under the  

CFP type arrangement. Under the  l a t t e r ,  ns has been s tated  

above, the  formula s h o r t f a l l  is s u b j e c t e d  t o  a drast ic  

scaling down in t he  p r o c e s s  of judgemental de t erminnt ion  

where the non-oil developing countr ie s  sre  concerned, and 

then, assuming various c o n d i t i o n s  a r e  sztisf i e d ,  t h e  watered 

based Limits on year ly  d r n w i n q s  and ou t s t znd inga  before  the 

actual  amount o f  cornpensat i o n  is determinsd, 

The terms of repayment are e l s o  very much mare l ibera l  

under STABEX than under the IMF f a c i l i t y .  Gompensetian pay- 

ments t o  5he lecst  developed countries a r e  msde in the form 



of grants, Far the other  BCI countries, compensation 

lonns are repayable as and when their e:. - o r t  earnings 

recover,  ~s a result o f  improvement in prices, but they 

cnrry no i n t e r e s t .  Outs t,:ndings a f t er  I980 may b e  con- 

s i d e r e d  f o r  conversion i n t o  g r ~ n t s  or l ung  term l o n n s .  

Thus though extremely res tr ic ted  in i t s  scope 

becnuse of ( a )  l i m i t e d  country and commodity covemge and  

(b)npplicction of tests to indivi6u): l  earn ings  znd short- 

f a l l s ,  t w o  p o s i t i v e  cspects o f  the STJLSZX zrrangaments 

out l ined above arc stil l  worth-while highlightinp, First ly ,  

t h e  less ndvuntngei! countries a re  given p ~ e f  e r e n t i c l  t r e a t -  

ment in considering t h e i r  c l : ~ i m a  to compens3tion by pres-  

cribing l over  thresho lds  f o r  them. Secondly, fhe l e a s t  

deve lopi-d c o u n t r i e s  are  offered cornpenaat icn on d i s t i n c t l y  

genercus terms. 

It should theref ore  b e  regarded n w e l c o m e  development 

thst the t w o  p r i n c i p a l  propos-ls, ane  fro^ Sweden and the 

other f =.;>n: :Test C-crm~,ny, c u r y e n t l y  ~ l f  lozt ff or t he  estnblish- 

ment of an z d d i t i  o m 1  compensztory f inz?cing arrangement,  

addressed  o n l y  t o  the needs of thc non-oil ?eveloping c o u n t r i e s ,  

i n c o r p o r : ~ t e  t h e  above-men+ i oned p o s i t i v e  f sr-t ures o f  STLbEX. 

We s h a l l  turn now Lo the d i s c u s s i o n  c f  thuse very proposals. 



The Swedish  Proposal  

ht the Scvanth S p ~ c i a l  S e s s i o n  of t he  Uni ted  

Nztions General A s s e m b l y  in September 1 975, t w c  proposals  

we?e  y u t  f o r t h ,  one  by the U.S.L.  and the uther by Sweden. 

Both w e r e  aimed ct h e l p i n g  non-oil developing countries  

stabilize their export  earn ings .  Th+$ U .S . proposal  was 

to es t -bf  i s h  a $1 D b i l l i o n  Develoy?ment S e c u r i t y  Facility. 

The Swedish  proposn 1 r e f r a i n e d  f r o m  naming any figure. 

What is now s i g n i f i c a n t ,  in our c o n t e x t ,  is t h a t  whil E the 

U.S . l i .  has seldom t r i e d  to revive its proposal ,  Sweden has 

c o n s t a n t l y  been updating its proposal  i n  i n t e r n a t i o n a l  f o m ,  

It is q u i t e  l i k e l j r  that t h e  U . S . 3 .  hcs bEd sucond thoughts 

and is no longer wedded t o  the idea it once s e r i o u s l y  

chzrnpioned. In t h e  circumstances, we sh-11 discuss  on ly  

the S w e d i s h  proposr,l.  Chronologically, khc German proposal ,  

which t o o  we discuss  here, is of l a t e r  o r i g i n ,  

In i t s  l z tes t  version, t h e  Swedish proposa31 s u g g e ~ t s  

( 1 )  n sepsrnke fund should  b e  s u t  up, f inhnced 

rut  r,P c ont , r ibut ions  f ram countries  and borrowings 

f r o m  t h e  c a p i t a l  market in t h e  rctio of 1 to 3 ;  

( 2 )  such F. f u n d  should f i n a n c e  cornponsation payments 

n g n i n s t  net s h o r t f a l l s  in the t o t a l  export earnings 

o f  211 commodities other t han  fue ls  (SITC 0-2, 4 

and 6 6 )  of only the non-oil developing countr ie s .  
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( 3 )  shor t fa l l s  should 8-e  measured f r o m  >he t rend  

value of commodiOy export e ~ r n i n g s  in r e a l  

terms,  based on the f i v e  years immediately 

preceding t h e  s h o r t f a l l  year ;  

( 4 )  no conditionality s h o u l d  b e  attached t o  compen- 

sation o t h e r  then t h a t  t h e  c o u n t r y  hns t r i e d  

first to o b t a i n  a drawing from the IKF facility; 

( 5 )  compensation agains t  s h o r t f a l l s  should be paid 

in the  f o r m  of loans  c a r r y i n g  d i f f e r e n t i a l  

interest r a t e s ,  w i t h  the poores t  countries paying 

no inheres t  and t he  rest paying i n t e r e s t  at fhe 

r a t e  of 5 per cent; 

( 6 )  compensat ion l o a n s  s h o u l d  be repayLble in t h e  

years when a country's commodity expor t  earnings 

exceed t h e  Lrend value;  end 

(7) f o r  t h e  p o o r e s t  count~ies, any l o a n  outa tending 

after f i v e  years she-ld be conver ted  i n t o  grants 

but f a r  others  it should  run on u n t ~ l  it is f u l l y  

repaid.  

I n  the proposal  origfnzlly put f o r t h  5y Sweden, it was 

st ? f  p d ,  :;j e  EL:,^ ;:I i L! :-1 T ? - +  ?;he exten5 +,o which shortfalls 

w i l l  actually be campensated by t h e  p r o y o s e a  fun& will depend 

on t h e  ceilin: f o r  a v a i l a b l e  f i n a n c i a l  r e s o : ~ r c e s  in  any g iven 

ye8.r. However, unlike the  U . S .  p r o p o s s l ,  no  Figure was given 

f o r  t h e  ceiling. In t h e  latest versior!,  this aspec t  is kept 

. more vague and  there is no i n d i c a k i o n '  at a l l  to what extent  

the proposed fund would  a i m  at cover ing  t h e  s h o r t f a l l s  in 



commodity export earnings. 

V i t h  ~ e s p e c t  to t h e  administrative arrangements for 

t h e  proposed fund, Sweden's or ig ina l  s u g g e s t i o n  was t o  

e s t a b l i s h  t h e  fund w i t h i n  the framework of the UK system 

s o  t h a t  all member countries have equal p o s s i b i l i t y  a f  

part ic ipat ing  in t k  d e c i s i o n  making processes. Now, 

however, possibly as a concession t o  o ~ i n i o n  in other 

deve loped  countr ies ,  Sweden is i n c l i n e d  t o  consider the 

fund being administered a s  an IMF t r u s t  f u d ,  even t h o u g h  

the  decision making in the IMF, a s  we a l l  knew, is s t rong ly  

dominated by a f e w  developed i n d u s t r i a l  countries. 

The German Proposal  

The proposal by the Government of t h e  F e d e r a l  Republic 

of Germany, ~r lvgnced sarnewbcl t  vigoror;sly in the past one 

year o r  s o ,  is a l s o  addressed to s h o r t f a l l s  in c o m m o d i t y  

export  earn ings  of non-oil exporting deve lop ing  countries, 

However, it is f a r  more caut ious  ~ j r o p o s e l  cnd  d i f f  crs 

f roc1 t h e  .<ed i s ! ,  prop as^-,l iq the  f 0110-ging princ i p l  respects: 

( 1  ) while t h e  Swedish proposa l  sec:l.s t o  cover  a l l  

primary c o m m o d i t i e s  o t h e r  t h a n  f u ~ l s ,  the German 

p r o r o s a l  d r a w s  up a l i s t  of 25 conmoditics which 

includes 17  out of 1 8  c o r n m o d i t i ~ s  in the UNCT-dl 

list, but  excludes R number o f  commodities in the 

S ' T I , . B ~  l i s t ;  



( 2 )  while b o t h  the proposa l s  scek the c a l c u l a t i o n  

of a n e t  s h o r t f a l l  in commodity u x ~ o r t  earnings 

o n  t h e  b s s i s  of 3 ~ O X ~ U ~ C ,  aud do not envisage 

resort  ' to judgemental d e t c r m i n a t ~  on, the German 

p r o p o s a l  is c o n t e ~ ~ t  xi th a c s l c u l a t i o n  in nominal  

terms, on the b a s i s  o f  t h e  s r e s e n t  Im' f o r m u l a  

of the ave rage  o f  f i v e  gears, center ing on the 

s h o r t f a l l  yezr; 

( 3 )  the German pro~osbl attempts t o  res tra in  compen- 

s e t i o n  c l a i m s  by requiring that a net shor-t fs l l  

of a country must exceed 7.5 l-er cent of its 

everage export earnings ( 2 . 5  per  c e n t  for the 

poorest c o u n t r i e s )  t o  q u a l i f y  f o r  compensation; 

thw only shortfalls a b o v e  the threshald  l e v e l  

w i l l  be  com2ensated; 

( 4 )  at t h e  saxe time, t h e  Gezrnan p r o p o s ~ l  speal;s in 

terms of a c e i l i n g  of &S b i l l i o n  over a ten-year 

period, t hough  it i- not, q u i t e  c l e z r  whether t h e  

p r o ~ o s e d  c e i l i n g  npplies t o  t h e  gross amcunt  

pzyable  over R 10  year ;>eriod or t h ~  fund  is 

conceived 25 revolving in nr l rc  s o  that t h e  

gross ~ r n o ~ n t  F-yable over ,: 10 year p e r i o d  could  

be much larger; 

(5) v h j l e  t h e  Germca p r o p o s a l  r - l so  speaks in terms 

of cornpens~ t ion  l oans  of longer  m t : t u r i t i e s  nnd 

o f  i n t e r e s t  r a t c s  s i g n i f i c z n t l y  below the market 

rates w i t h  s p c c i z l  t r e  . t m c n t  of t h e  p o o r e s t  

countries, t h e  S w e d i s h  pro3osa l  is m o r c  explicit 

in t h i s  regard; and 



( 6 )  l ike t h e  Swedish proposal ,  the Geman proposal 

culr ,o  r e l i c s  on both contributions and. b o r r o w i n g  

from the c a p i t a l  market, but w i t h o u t  l a y i n g  down 

the proport ions  i n  w h i c h  fends f r o m  these two 

socrces m%y be ra i sed .  

1 .s  can b e  s e e n ,  t h e  German r o p o s a l  a n t i c i p a t e s  

that t h e  c~mpensatoi , -  f i n a n c i n g  arrangements envisaged 

there in  will be m e t  by T. fund of ';5 b i l l i o n ,  aver  a per iod  

of next ten years.  T h i s  estim;'tt,e h ~ s  t o  be viewed,  however, 

in the l i g h t  o f  the fact thet though cornpensettion payments 

i n  1976 ouC of CFF and SPI!.BEX, together, added up to some 

SDR 2 . 5  billion, they  d i d  not  provide  t o  t h e  non oil 

developing  c o u n t r i e s  a t o t a l  cover of more than 13 against  

t h e i r  s h o r t f e l l s  . Lccording  to thc UNCT--D s e c r e t a r i a t  s 

c a l c u l a t i o n s ,  shortfalls in just  t ~ o  yecrs, 1975 a n d  1976, 

added up to over $45 b i l l i o n  for 74 con-oil developing 

countrics. (The s h o r t f a l l  est irn-te for 1976, ref erred t o  

ear l i er  in t h i s  paper, r e l a k e d  only t o  c o u n t r i e s  which 

a c t u a l l y  drcx on the  CFP in one o r  the other of t h e  years 

of t h e  exi s t e r ~ e  e of $,he f ~ c i l  i ty .  ) Nevertheless, s i n c e  

these  c a l c c l ~ t i  ons r e l c t e  to tot21 Export earnings, it is 

certainly p o s s i b l e  to srgue t h a t  s h o r t f a l l s  wit>h r e s p e c t  

t o  ~ r i m r y  commodify exports may be sipnificantly lower 

than $45 b i l l i o n .  The paint s t i l l  remains t h a t  g i v e n  t h e  

f i n a n c i ~ l  c e i l i n g  o f  the German proposa l ,  its b e n e f i t s  may 



turn out  to be extremely l i ~ i t e d  a n d  t h e r e f o r ?  i n ~ ~ d e q u a t e ,  

even t o  c o v e r  211 such c la ims  to c ~ r n p e p - a t i o n  as pass 

threshold tests suggested on t h e  ST-.EEX pattern.  

The Sweuish  ? r o g o s ~ l ,  by c o m p ~ ~ i s o n ,  has c e r t a i n l y  

much more t o  be said in its fcvovr becc:.rse (e) i? concedes  

the c a s e  for rne~suring s h o r t r ' a l l s  in recl terms,  t h o u g h  

only the b a s i s  of 2 moving aversge, s o  thct a t  lezst payment 

of compensation is b e t t e r  timed than i 3  th6 p s t ,  ( b )  it 

seeks t o  compensate s h o r t f a l l s  w i t h o u t  any conditionality 

and w i t h o u t  any thresholds t o  c r o s s  and ( c )  its t e r m s  of 

pzyrnents a r e  more l i b e r a l .  B u t  w i t h  t,hc sums left itnstated, 

t h e  uncertainty  as to the p r o p o r t i o n  o f  shortfalls which w i l l  

be covered under this proposal ,  remains. 

Concluding Observations 

The g r e a t  drawback of the presenk IMF and EEC fr; c ili- 

ties re s ides ,  in my opinion,  in t h e i r  gross inadeqm.cy in 

r e l a t i o n  t o  t h e  shortfalls the n o n - o i l  developing co~ ln tr i e s  

experience in their export e ~ r n i n g s .  If the new schemes a l s o  

suffer f r r m  t hc t  very major drhwbncir,  t,h: choice beiJwer:n t h e  

o l d  ~ n d  the new vi r tu i - l ly  boils dokin t o  .n-5 be?,wetn twchc.dledum 

a n d  tweedledee. Even if. r: n e w  scheme is inJ:.ended to supplement 

t h e  existing f r - c i l i t i e s  like CFE' a n d  :S':--Zr;Z, t h ~  t o ~ n l  c o v e r  

the non oil developing c o u n t r i r ? ~  mi;y thlls s:curt! agaim t t h e i r  



sh~rtfalls m y  s t i l l  not ad& up to m a r e  t h a n  25% on an 

svernge. The compensation coverage of t h e i r  export s h o r t -  

f a 1  ls w i l l  thus remain unsatisfactory, In t h e  circumstances, 

the  i s s u ~ s  such as whether the s h o r t f e l l  thus covered is 

measured in r e a l  or nominal  terms, whether t he  trend f o r  

determining the reference value is n e ~ s u r e d  on the b a s i s  

o f  8n ~ d e q u c t e  nnzber of ~ b s e r v a t ~ i o n s ,  whe+her the compen- 

a n t i  on cgains  t short f a l l  becomes w y z k l o  more r e z d i l y  than 

befo-re o r  whether repzgments arc more c l o s e l y  r e l s t o d  t o  the 

ropcyinc c 3 p c i t y  of  t he  concerned coun-!;ries are ,  in my 

judgement, a f  3 lower  order o f  importance. First and foro- 

most ,  the t z s  - of the i n t e r w i t i o e l  cornnlunity sho:!ld be to 

provide f o r  funds  that can ensure 3. ronsonizbly lidequate 

cover ~iigainst e x p o r t  shortfalls of t h e  non-oil developing  

coun!,ries.  

In t h e  light of foregc ing  nssessmcnt, w i l l  it not  be 

a b o l d  m::n who asserts tbt compens~torg f i n a n c i n g  nrrange- 

ments , existing a l reddy  znd ~ d d i t i  uric 1 o n e s ,  zr e enywhere 

c lo se  t o  t h e  po ink  whtre they  ~ o r ; l $  makc- a major impact in 

stabilizing cornmodi ty export  earnings o f  the  non-oil develop- 

ing cocatr ies  and thereby play z s i g n i f  icnnt ro le  in ushering 

in n new internation21 economic o r d e r ?  



SDB W i l l i o n  

1966 to 1977 1 976 

Estimated drawings Percent Est imated  Drawiws 7ercent 
s h o r t f a l l  rerrnitted cover s b o r t ? a l l  permitted cover 

provided $ Provided $ 

All countries 12,312 1,140 9.3 2 ? ,  930 2 , 3 9 9  9 . 3  

Deve 1 oped 
countr i e s  21 3 125 58.7 5 1 82 4 1017.0 

Developing 
countries 10,099 1,015 10.1 25,909 1,575 6.1 

Won-0 il 
Deve loping  
countries 5,264 998 12.1  ! 2,435 : ,575 12.7 

YoP,es: I .  Information given here r e l a t e s  to on ly  t ; lose member countr ie s  of t h e  
INP which actual ly  drew on the C F F .  Thu:: w h i l e  t h e  s h o r t f a l l  e x ~ e r i e n -  
ced by the non-oil deve lop inp  c o u n t r i e s  ~ e c o r d i n ~  to this t a b l e ,  works 
o u t  t o  812.4 b i l l i o r *  in 1976, the t o i . a l  sl;ortP'; . ; i  in ~ x $ o r t  eernings 
by 74 non-oil developing countlries  is ~ s t i m ~  ,el: by L.:<!CTt.L? to the almost 
t w i c e  as h i g h .  

2 ,  The shortfsll e s t i m t e s  sh03m here have 5 e p ~  :,or..ied 0 i . L  by LPIC;'I'I\D Sccre-  
t , a r i a t  accord ing  to the  Pcr..rlr= ,-a used by  IF&' ffa the epr-rpos e since t h e  
beginnin;: 0: I 'ri7fi. Tt n ~ : 5  L adr'zC' h o a c v e r  i . i let . ,  in actu: l pract ice ,  
the I?P has resos'ted much m o w  o f t e r !  t o  3 j~rlqernensa~l estirna:e, t o  
determine the entitlement of countries t o  SPF drawings nnr! th is  has 
almost ~ l w a y s  gone nga ins t t h e  developing  corn: r ips .  interestingly , 
the deve loped  primr3 jlrodrrcere c o u l r l ,  in i 9 7 5 ,  have drawn 10 t imes  
more than t h e i r  f o r m l a  shortfall p r e c i s e l y  kuc:  use o f  t h e  r e s o r t  t o  
i cdgemental de termina l ion ,  &ich vent in t l l e i r  favour.  Ofcourse, s i n c e  
entitlement, to a CPF drawing depended n o t  a;?l,y on +,ht e s t i m a t e d  s h o r t f a l l  
b u t  a l s o  on lube c a ~ n t r y '  Y qaota  and its o r s t a n d i n g  Ci'F' drawings, the Xm 
p o s s i b l y  used judgemental determination rrlalnly to bring t h e  e s t imatc  cf 
s h o r t f a l l  closer %o what country could hc4ve drdwn i'ron; this facility, 
This presumption is b o r n  out by t .Re  f - . c t  khzt 3 s  a p r c p o r t i e n  of  t h e i r  
judgements1 shortf ~ l l s ,  drawings  of t h o  non-oii deve lo i - ing  c o u n z s i  es  are 
reported by t h e  I1.Z t o  werk o u t  t o  about. 4 U j .  Eu: this only g o ~ s  to 
skou t ha t  f a r  t h e  non-oil developing c a  - m t r i  e s  , , ,~cig~:rnen.t~l shortic lls 
have tended t a  be around one t h i r d  of +,lie f o : - ~ G L ~  s h o r + , S ' ~ 1 1 s .  

Si;=CE: U?JCTLiB Document no T D / E / C , ~ / I ~ ~  o f  Oc.t,o:rr.r / ,  1978. 
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