This work is licensed under a
Creative Commons
Attribution — NonCommercial - NoDerivs 3.0 Licence.

To view a copy of the licence please see:
http://creativecommons.org/licenses/by-nc-nd/3.0/


http://creativecommons.Org/licenses/by-nc-nd/3.0/
















After 1959 Ugenda's expcrts procceds begen to fall continuosly
to the end of the period meinly hceccausc of a downward trend in prices.
This weould have medc Ugenda more depcndent on the fund, drewing
credits to tho tunc of £7.3 million during these four yecers. These
credits would of ccurse heve to be rcpeid in succeeding ycars, which
might be reedily accomplished if exports recovered, but which would
be very difficult if they staycd depresscd. (The OAS pronosals stipu-
lete that credits outstending for mcre than three yecars nust be repaid,
half in the fcurth ycer and half in the fifth year, even when 2
country is still expcriencing shertfells - thouzh it mey still draw
new credits if ¢ligiblc under the formula.)

B. TANGANYTKA

Tanganyika would have obtsined comiensation in 1953, 54 =nd 55
apnounting in total teo £2.3 million under the UN schenc but hcecr con-
tributions over the entire 11 - yeer pcriod would heve becn ncarly
£27/4 nillicn (sce @ahle 3). This result is cbtained because since
1655 Tenganyika has not had any shortfells in her export proceeds,
although there were fairly lerge fluctuaticns in the prices feor her
cxports. Her rising velume of exporte has cffset short-run price
declines. Un thc other hand since contributions arc asscssed on the
basis of value of exports her ccocntributions wculd have been virtually
the sene as for Ugzenda.

Under the OAS Scheme Tanganyika would heve received credits for
the same years, 1953, 54 and 55, totellinz £6.2 million. Shec would
have been able to pay off thesce credits centirely within the next
two years - in fect £6.1 million in 1956 zlcne - becausc of a
favourablce upturn in her exports. VWithout such credits her exports
wonld have rangcd between £34.3 million 2nd £44.8 million in the
period 1953 to 1958, but with this schermc in operation the range
would have been reduced to £35.0 to £39.0 million.

C. KENYA

Kenya would have participeted least of all in eithcr the UN or
the OAS schemes, partly becsusce of her sieller export value but
meinly because of her ccmparatively steble end rising trend in
exporrt carnings (sec Table 4). Under the UN plan, she would heve
received benefits in 1953 and 1954 ancunting to £1.7 millicn,
‘against premiums over the 11 - year period of £1.6 million.

Thus like Tanzcnyike she would have substentially broken cven.

Under the OAS schene she would have received credits in
1953 and 1954 emownting to £3.8 millicn, and been able to pay
them off during tho next two years. This would have epprcximately
halved the rangZe of her export proceeds varietion; from £19.5 - &
29.0 million without compensation to £21.4 - £26.5 million with
compensation.

D. ELST AFRIC...

To sum up, Uznnda would have been @ net geiner under the UN
proposal, thouzh leces than the average for 2ll developing countries
as 2 group, while Tengzenyike end Kenya weould have approximatcly
broken even. All three countries would heve enjoyed more stable
export earnings under tho OAS scheme than without it, Uganda drawing
nost heavily on the fund, then Tanganyikc, and then Kenya. Because
of their comparatively fevcurable export trcnds, the thrce LEast
Africen countries heve greater interest in the stabilizaticn aspect
of 2n international ccmpensation scheme than in net transfer of
resources to legging. countries.
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It nay alsc be noted that the amount o¢f ccmpensaticn accruing
to the East African countries weuld be rceduced if East Africae
joined these schencs 2s conc block, cxcept in those years when all
the countrics have 2 shortfall (ses Teble 5). This is because
for the region as a2 whole surpluses in one country tend tc offset
shortfalls in anothcr ccuntry thus rendering the whole rcgion
ineligible for conmpenseation. Thus conpenseticn would have heen
paid tc East Africe under bhoth schemes only in 1953 and 1654, and
preniuns weuld have exceeded benefits by ebeout £0.6 million under
the UN scheme. Of course for a stabilizeticn plan like that of
the 043, reduced usc of thc internaticnel fund simply reflects the
autonatic stabilizaetion resulting from the larger East ifricen pool,
but to ensble eech country to shere in the same way in this automat-
ic stabilization, compensatory loens within Last Africa would 2lso
be needed.

L. DIFFERENCES IN FIUCTUATION OF EXPORT VALUES, QUANTITIES AND PRICES

Variations in ¢xport values can be ccansidered to bhe the product
of verietions in quaentities and verieticns in prices. It is awkward
to meke this distinction for the entire ranzc of exports, bcocause
of difficulty in dcfining reasonahly homogeneous units of quentity
but it is practicable to do so for mejor primery products. For the
three East African countrics, wc have used ¢ list of twelve major
agriculturael exports, which together constitute at leest three-
fourths of total cxncrts, for each country. Tables 6, 7 and 8 dis-
tinguish fluctuetions of velue, quantity, end pricc for this group
of exports over the period 1952 to 1962, in cach case conpared to
a noving averege of the preceding thrcee years.

It i1s clear thet fluctuations in prices of primary cxports have
bcen more important in ceausing cshortfells in East Africa's export
proceeds than fluctueticns in quentity. This is particularly true
in the case ¢f Ugenda (sce Teble 6), which hes had @ price short-
fall greeter than 5, in eight of the last ten years a2nd has just
managed to avoid bigger shortfells in her export cernings by rzising
the quentity of hor exports (except in 1953 2nd 1962). In addition
to this downward trend in prices, in fivce of the six yeors in which
Uganda's cxport velue showed 2 shortfall cligible for compensetion
under the UN and OAS schemes,; the principel ccuse was an above-
average shortfell in price.

It 2lso eppeers from Tebles 7 and 8 that Tanganyika's and
Kenya's export carninzs wculd heve shown lerger and morc frequent
shortfalls except for the fact that quantity cexpansion offsct the
effects of pricc declines. Both Tengenyika znd Kenya had nore
faverable quantity trends and less unfevorahle price trends then
did Ugende. Howcver, in 1953, '54, and (for Tesnganyika) 'S5, when
they expericecnced shortfalls in export value eligible for compensa-
tion under the UN and OAS schemes, the principla causc was above-
everage price shortfalls. In 1957 and 1958 they alsc expcrienced
price shortfalls grceter than 5%, but those were offset by quantity
expansion, so that ncither country beccamce eligible for compensation

If this post cxperience is any guide to the future, the East
ffrican countrics would have distinctly greater interest in neasures
tied to pricc chenges for their key primary exports (which after all
comprisc @ large percentege of their totel exports) than in measures
ticd to value of exports. If 2 system had becn in operation which
prcvided compensation whenever prices fcll ncre then below 2
noving-avereage norn, Ugenda would have received larger benefits or
loans in 1959, '60, end '61 than under the UN and OAS schemes, whilc
Tenganyike and Kenye would heve becone eligible for benefits or
loans in 1957 and 1958.



The UN mandate to the committee which investigeted this problem
implied that it was large fluctuations in commodity prices which were
responsible for fluctuations in export earnings. Within the-
limitations of the vagaries of the weather and natural forces,
developing countries can plan the volume of their exports, but .
with rare exceptions they cennot influence the price they receive.
Thus there are also general grounds for feeling thet price is
the variable on which concerted international action were better
concentrated.

IV. Desirable Feztures of an International Systern of Compensatory
Financing

A, Autometic Compensation by Simple Fornuls

An internaticnel system of compensatory financing for
export fluctuetions should provide automatic compensation,
as in the UN-0AS proposals, rather than discretionary com-
pensation, as in INF procedures and the Tunisis proposal.
Such compensation would after 21l be only one element in
the financial adjustnents which a country experiencing ex-—
port fluctuetions would face. It would also have to draw
on its regular foreign exchange reserves, which would
raise the issue of appropriete policies tec limit the drain,
or obtain IMF crcdit, which would be subject to considera-
tion of all aspects of its balence of payments position.
An internstional compensation scheme, however, should in-
trcduce @ new eleément, which would provide only a partisl
offset to export fluctuations, but whicin would be as close
as possible to contractual insurance.

Correspondingly, the formula used to calculate com—
pesation should be as simple es is consistent with the broad
objectives of the system. Defining the norm from which
fluctuations are calculeted is the most difficult issue.
Although most previous discussion has considered a moving
everage of the previous three years, the IMF has argued
that a moving average including the current year and ziving
it considerable weight provides a demonstrably closer ap-
proximation to en "ideal" norm, a moving average centered
on the current year. This is a technical question which
might well be left to a committee of experts to settle on
stetistical grounds; presumebly something resembling
the IMF formule would turn out to be best. Ior sinmplicity,
the coverage of the scheme shculd definitely be limited
to merchandise exports, thus evoiding the great empirical
difficulties in estimeting invisibles reliebly. Again for
simplicity, it would be preferable not to intrcduce an ad-
justmnent for import prices. The UN experts note that 2
practicable adjustment would probably have to be applied
uniformly (i.e. arbitrarily) for all countries, and the
OAS experts in opvosing such an adjustment point out that
typically changes in import prices have becn small compared
tc those in export prices. Finaelly, decisions on the
ninimum fluctuaticns covered, c.g. greater than 5%, and on
the proportion of compensetion, e.g. 50%, 67%, or T5% are
essentially arbitrary, depending cn what financial cost of
the systne is intcrnationelly acceptable.



B. Predominantly Logns

411 things considercd, a system in which compensation
predoninantly takes the form of repayable loans is preferable,
as in the OAS proposal, the IMF procedures, and (in principle
if not entirely in practice) the Tunicia proposal. Repayment
should be sipilarly autometic, whenever export earnings rise
above the moving-average norm, and should be calculated syn-
metrically with the loans. This point may be somewhat sur-
prising, since et first thought a system involving non-
repayable grants, and hcnce a ccontinuing annual transfer of
resources from developed and centrally planned economics to
developing economics, as in the UN Type I proposal, seens
preferable. Such 2 system would have scveral drawbacks,
however. Continuins annual costs to developed end centrally
planned countrics weculd probably in large pert divert financial
aid from present channecls into the new one, so that the systen
would constitute cnly a small net increesc in assistance, if any.
L good case can be made that aid received vie the new channel
would contribute less to development, because it might be used
for income stebilization rather than development investment,
hecause as an exceptional receipt it might be used outside the
normal programming procedures, and becausc its allocation among
countries would be quite independent of the effectiveness of
national planning. Such a system would elsc shift the emphasis
from the strcngest distinctive argument fcr compensatory finenc-
ing - the need for stebalization of export carnings of countries
in the midst of a multi-year development program. Instead it
would mix stabilizetion and aid considcrations. Strictly fronm
a tactical standpoint, such a system would be less likely to
recelive international agreement.

Moreover, those developing countries which are ccecmparatively
successful in atteining a rising trend of export earnings would
not share proportionately in the benefits from the continuing
resource transfers, but would still heve something to gain from
a straight-forward stebilizaticn scheme. As shown in Part III,
Tanganyika and Kenya would have paid approximetely as nuch in
annual premiums as they received in benefits if the UN Type I
scheme had been in opereticn from 1952 to 1952, because the
fluctuations which they experienced werc superimposed on a
comparatively favoureble rising trend of exports. Uganda's
benefits would have been sbeut twice her annusl premiums, which
is still sonewhat lese than the retio for 211 develcping countries
a2s a group. However, Ugenda's unfavourable past trend in cexport
revenue was due largely to price declines, while volume still
expandeds; if future price trends arce less unfavorable, as now
scems likely, her future trend in export revenue will prohably
be more similer to Tenganyikea end Kenya. At the same tine, all
three East Africen countrics would have sained greater stability
from a loan scheme of the CAS type - Ugands fron loans in 1953-54,
repaid in 1955-53, and from loans in 1959-62, to bo repaid in
the future; Tanganyika from loans in 1953-55, repaid in 1956=-573
and Kenya from loans 1953-54, repaid in 1955-56. While we have
nade such calculaticns conly for the thrcc East African countries,
a number of other Africen countries at o rclatively low stege
of development have also atteined comparstively favorable export
trends, and hence would not share proportionately in benefits
from a system of continuing resource trensfers.
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In contrast, a system in which compensation predominantly
tekes the form of rcpayable loens would he mere likely to con-
stitute 2 net addition to present flows of financial aid (see
section C), would be focused clearly cn the distinctive need
of developing countries for stabilization of their export carn-
ings, and would still be in the interest of countries which are
relatively successful in atteining 2 rising trend of export
earnings, yet are troubled by export fluctuations.

Only one nmodificaticn of the loan principle scems desireble.
Credits still outstonding after a certain number of years, say
threce to five, because a country's export earnings heve never
recovercd above the moving-average norm sufficiently to require
repayrient, might well he written off, as in the Tunisia proposal.
This proviso would 1lcad to a net transfer of resources to those
fow countrics with the worst export trends, which would be small
in the aggregate but which could be justificd on equity grounds.
If necessary,; ard dcpending on the edministretive arrengencnts,
this cencelletion might be to some extent discretionary. For
reasons indiceted above, it seems unlikely that the East africen
countries would in future ke in this situation, but their con-
tribution to its cost would also be very smell.

C. Financing by .nitisl Capital Contributions.

The conpenseticn schemne should be financed entirely by
initial capitel contributicns fronm all participants, as in
the OAS proposel and in the present IMF. The bulk of the
capital contributions should come frem the developed countries
and the centrally planned ccuntries, end they should waive
their cleims for stabilization loans, as in the OAS proposal.
Thus 21l countries would meke a once-for—-all decision about
participating, and would nct be faced with an annuel problen
of deciding whether it was worthwhile. The developed ccuntries
and the centrelly nlonncd countries would clearly be asked to
establish a new form of finencial assistancc for developing
countries, designed to meet the distinctive problem of export
fluctuation. Howcver, as once-for-cll capitel contributions
to neet 2 new problem, there would be a good chence that such
assistence would not sinply divert present financiel aid fron
existing channcls, but would bec a net addition to internaticnal
support for develcpinz countries.

In essence a conppensation system financed in this way
would be an expension of the world monctery base througch Jjoint
extension of credit by all the perticisants, lergely of course
by the developed and centrelly plenned count¥ies. It would
be analogous to the recent general incrcase c¢f quotes in the
IMF. As the systen went into opereticn and outstanding loens
increased, there would be & net trensfer of reel resources to
developing countrice.. As outstanding lcans leveled off, however,
the net transfer of rcal resources would ceese end the world
nonetery base would sinply be enlarged by the amount of the
loans. If the proviso about writing off credits not repay-ble
within three to five yecrs were included, there would of course
alsc be a continuing smell net trensfer of resources to those
developing countries with the wersy export trends, and 2 small
continuing lcekege of the initial capital contributions out of
the fund. It would osresumably be desirablce in any event to
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arrange for international reccnsideration of the provisions

of the compensation system after a pericd of experience with
it, say five or ten yeers. Consideration cf additional capital
contributions at that time, both to expend the fund =2nd to
replace any leakage, could well be treatced s part of the long-
run problem of expanding the world nonctary base.

Note that thc above financiel analysis does essune that
future cxport trends and fluctuations of the developing
countries will not be substentially different in cheracter
from the expericnce of the fifties and eerly sixties. If
there were a nuch stronger negative trend in cxport prices,
outstanding loans would tend to continue to rise rather
than to stebilize, and the fund Would be depleted. If there
were a strong positive trend in export prices, loans would
tend to bhe repaid, and the fund would become inactive. However,
the assumption that future trends will not be merkedly worse,
and that there will continue to be considerable diversity
anong commodities end from year to year, is a quite reasonable
one.

D. Size of Fund and Allocation of Contributions.

It would be in the interest of tho developing countries
to have the fund as large as can be internationally agrecd.
The liberality of the formula for calculating loans depends
directly on the size of the fund. On the basis of the various
illustrative celculations given for the UN, 0OAS, and Tunisisa
proposals, a fund in thc order of $3 to #4 billion seems a
reasonable objective.

The allocation of contributions amongz developing countr ies
would have to be largely in accordence with the value of
exports covercd, as in the UN proposal, in order to nake
voluntery accession to the plan workable, It would not be
possible to diverge sharply fron this criterion, as appears
to be implicd in the Tunisia proposal, without running the
risk that a number of countries might prefer not to
participate. However, any weight given to GDP per capita,
as a limited adjustnent to the criterion of export value,
would be favorable to lower-stage developing countries,
such as most of those in Africa.

The allocation of contributions among developed and
centrally plenned countries, as wcll as their overall share
of the fund, is strictly a bargaining guestion. An overall
share of two-thirds, es in the OAS proposal, to three—quarters,
as (approximately) in the UN proposal, secms reasonable.
Apart from internaticnal equity, an overall share of this
nagnitude would be important to make voluntary accession
attractive to every developing country, even those with the
most favorable prospective export trends. The allocation
of this overall share among countrics is arbitrary, but as e
Joint syster of international assistance it nigh% be prac-
ticable to follow the UN contribution system, which tcnds
to relfect GDP per capita rather than trade value.



E. Value of sxports vs. Prices of FPrinmary Bxports.

It would he desirable if practicable to shift the bhasis
for an intcrnational conpensation system from fluctuations
in the velue c¢f ell exports to the cffcet of fluctuetions
in prices of najor primery producte on cxport earninge. Iost
of the ergument supporting the need for compensatory financing
points to price fluctuations es the main source of difficulty
for countries cnboarked on nulti-year devclopnent progrens.
A development plen typically relies upon @ certain trend in
volume of primery exports, and though yeer-to-year wcather
variaticnes affccet particuler crops end nay in especially
bad years rcduce the overall volume cof cxports, thc grestest
source of instability disrupting the plen is typically
fluctuaticns in world merket prices.

Individual comnodity agreements mey serve to deal with
this instebility, as well as to try to raise the avorage
price of the preduct covered. DBut the adninistrative pro-
blems of such esrcements are so conplex that fow have bheen
adopted, and thcy tend to introduce riciditics in merketing
arrangcments which hamper prespective new suppliers. 4n inter-
national ccnpensation system dealing with fluctuations in
prices of major primary products would be an elternetive to
individual comncdity agrecnents, with resnect tc thcir stab-
iligaticn chjective, and would hevc the advantazes of heing
riore comprehensive and- more flexible in operation.

Above all, a compensation systcn keyed tc price fluctua-
tions would dcal with the factor affecting éxport earnings
which is not (with rare excepticns) under the contral cof an
individual ccuntry, secporeting it from a facter which is
wnder the country's control; the physicel veolume of cxports.
In perticular, such a system would compcensate all developing
countries similerly for price fluctuaticns, and would not
tend to give zreeter benefits to countries with slugzish
trcnds in exnort volume than to countrics which succeed in
attaining rising trcends in cexport volwic. As shown in Pert
III, Tenganyikae and Xenyes would heve reccived stabilization
loans fromn a system keyed to price fluctuations in 1957 and
1958, even thouzh their expanding export volume would heove
made them inelizikle for loans keyed to velue of exports.
Ugcndza would have received larger loens in 1959-60-61 fron
a system keyed to price fluctuations, end thus would
have retained norc of the gein frcm her expanding export
volune.

It "is truc thct a compensetion system distinguishing
price changes frepn volume chenges would be intrinsically

neore complicetced, end the practicebility of = suiteble
automatic formule nceds to be explored further. DBut it

ought to be poscikle tc define a practiceble formula along
the following liness: (2) Define a list of primary products

to ke covered, ccmprising in principle 2ll products con which
any developing countries are significantly dependent for
cxport earnings. (b) Establish a procedure for ohtaining
representative prices of these products in world merkets,

or in sone cascs reglonal merkets relevant to certain groups
of countries. (c) innually calculate en index for ceach
product comparing e noving-averagc normn cf prices in previous
vears with its current price. (d) For each country nultiply
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these indexes hy the appropriete currcent values of exports

of the various precducts, andé calculetc the differcnce between
the total valuc at the movinz-averagoe prices and at the
current prices. This differcence - tho gein cr loss due

price fluctueticns cn the current export volume - would be
the basis for detcrniining stabilizeticn loens. Tne main
technicel preblems would be obteining consistent claseifica-
tion of products in the export dete of 2ll perticipating
countries, and defining an acceptablc set of represcntative
prices.

It should e2ls¢o be recognized thot initial contributions
to @ compecnsaticn systen dealing with price fluctuestions
would heve to be lerger then onc denling with export revenues,
since the gencrel usward trend in export quantities would
not hold down the celculated shortfells. But o systen
linited substentielly tc¢ repayable lcans would still tend to
stabilize at only a saell net trensfer of resources cut of
the fund.

Beeging coupensatory finencing cn prices of prinary
exports should not of coursc be interproted as restreining
the efforts ¢f develcping countries to industrialize and to
diversify their oxports. Such 2 systen would sinply rceccgnigze
that for the immcdiate future ecarnings frem primary cxncrts
arc crucial for most developlng countrics, and that only
for such reletively hcmogceneous products it is practiceble
to distinguish the price fluctuations - the main source of
difficulty - fron factors under cach ccuntry's control.
Stabilization of eernings fren prinery exports wcould con-
tribute directly to nmore effective nlanning of the cntire
developnment process.



























