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EXTERNAL: FINANCIAL..FLOWS.TO DEVELOPIHG?COUHTRIES‘
HWITH PARTICULAR REFERENCE.TO THE COMMONWEALTH- CARIBBEAN:
TRENDS AND ISSUES

~ Dinesh Dodhia. . -
(Commonwealth Secretariat) -

EXECUTIVE Y

External financial flows to developing countries fell very sharply in
the early ‘1980s. In real terms- they have remained stagnant over the past
three years, at about half the 1981 1level, indicating that there has so far
been no turnaround. Commercial bank 1lending and export credits, the .main
reasons for the fall, continue to remain Tow, while private foreign investment
has only recently recovered to the levels just above-those prevailing at the
turn of the- decades Official development  assistance, while rising
significantly=-1n-nominal- terms;=—fell -in—real=terms=~for=the third successive
year in 1988:to. reach the lowest-level in the 1980s.- Only non-concessional
official development~finance:(because-of consolidation of"interest arrears-in
debt . schedulings::and--enhanced--bilateral:- and=-multilateral:-lending) has=-shown
significant—growthirecently although:the:share..of“such=flows-remains smakl. in
relation— to- other~ flows:: In-.fact;. taking: account- of ~ interest and: other
investment— income~- flows; overall - net financial™” transfers to developing
countries continue to remain substantially negative. As a consequence, in
many countries domestic investment has hardly recovered, constraining future
growth prospects. In aggregate, Commonwealth Caribbean countries have not
been immune- from -this fall-off in external financial flows (which in nominal
terms are estimated during 1985-1987 to have averaged.-at less than one half of
the amounts prevailing during 1981-1984) and some of them (especiaily the
larger ones) suffer from substantial net negative transfers.

The issue facing the international community therefore is how ftfo
ensure that financial transfers are consistent with the investment and growth
needs of developing countries. Measures are required to improve all types of
financial flows as well as, where appropriate, reduce outstanding stock of
debt or debt service. For the Caribbean policymakers specific issues which
require attention are: tapping of both concessional and non-concessional
resources from countries with fast expanding budgets of aid and other
develiopment finance particularly Japan (which so far they do not seem to have
significantly tapped); ensuring that premature graduation of five OECS
countries from TDA and Rahamas, Barbados and Trinidad and Tovbago {rom IBRD
does not take place; expansion of CDB capital; promoting greater selectivity

in export credit finance to match project needs; consider1ng the possib111t1es
nf utilising private finance for nublic "*o"ect:: wereuzding vhz TTT O

PROSCRS S 2 al

a Caribbean Enterprise Ffund, similar in scope to one in Afr1ca to support
small and medium sized projects; utitisation of new borrowing techniques by



the most  creditworthy: countries: to- reduce-costs and encouraging multilateral
agenctes to co-finance or to* use“-guarantees in case: of countries with
difficulties of access to the: international capital markets: encouragement of
portfolio investment through development of stock.markets. including a regional
market and an-equity. fund;~ ensuring that Paris>Club menu- approach to official
debt is extended: to debt=distressed countries- outside’ of sub-Saharan Africa,
including Guyana; urging speedy {implementation of Brady initiative on
commercial debt, including for countries such as Jamaica; and calling on the -
Bretton HWoods institutions to extend ESAF support to countries like Jamaica
with large official indebtedness and also ‘to set aside a portion of ESAF/IDA

funds to support commercial ‘debt buybacks by Tlow~income debt-distressed
countries such as Guyana.

ii



EXTERNAL FINANCIAL.FtOWS:TO DEVELOPING-COUNTRIES
WITH: PARFICULAR :REEERENCE=TO: THE' CARIBBEAN =
- TRENDS:AND- ISSUES™. -

Dinesh Dodhia
(Commonwealth Secretariat)

I. OVERVIEW

S -

(@) m_fm;—

According to the OECD total: net- financial flows to developing
countries, in current dollar terms;‘after declining sharply from the—peak of
$138 billion in 1981 to $83 billion in 1986, rose for two consecutive years to
$96.9 bitlion in 1987 and to $103 billion<in::1988:=:(seex=.Table 1).! - Khen
adjustments are-made. for inflation and the changes in the dollar exchange rate
however;..flows::in - the. three: years, :1986<1988,  remained:-almost - constant, at
about-one- half.of the 1981 Tevel, indfcating that the:revival in real ‘flows
has. yet. to take:place... P A

2. Private.:flows,; in. particular commercial. bank- Tending as well as
export: credits:..were-.largely «responsible~for: the:dramatic decline -in overall
flows:: to;-developing : countries - during -the-+1980s% By -tontrast, official
development assistanceﬂ*(ODA)r~~after~“a--drop'*fnf*1982 83, "has - been?‘fising
steadily 1h?nominalﬂtermsﬁalthoughfsince +1985 {these= flows- have - declined- in
real terms- and: ih 1988 were: at the' lowest~ level’ in the 1980s. Flows- of
non—concessgonalyaofficia}~gdevelppment' sfinance:s(0DE);: while -rising strongly
duringifhe 19805 _ueregalsqﬁJoweEﬁﬂn;reakntermsﬁthanxtﬁose 1n~+1985. Overall
the' sharelof private “£lows:whichzcomprised:overzoneshalf’ of the=total “flaws- in
1980—8]";‘5311”1:0 Jesss-than: ﬁa;sthirdf“ofﬂ the=total 1n°<19887 while'ODA*Flows
comprised.aliost one half and non-concessional: ODF about 15 per cent of the
total, compared .to-around 30-- per‘centwand 6 per-cent-respectively in 1980-81.

3. A]ternative estimates:: by the IMF which are based on national balance
of paymentsf,statistics -however indicate -a continuing sharp fall in--total
external financial. flows to- developing countries throughout the 1980s from
$139 billion.in 1981 to $55 billion in 1988 (see Table 2). The IMF expects_a
significant. improvement in 1989 ($72.4 billion) and 1990 (3$83.4 billion), due
primarily to enhanced official flows. There was a particularly steep decline
in external financing to the- fifteen heavily indebted middle-income countries
(HICs) from $111 billion in 1981 to $5.2 billion in 1985 “largely because of
the collapse in private commercial bank lending. After some improvement in
1986 and 1987, financing has fallen-back again from $16.3 billion in 1987 to
$9.3 billion in 1988, this time primarily from official sources partly because
of what they perceived as slippages in adjustment efforts by debtor

countries According to the IMF HICs would benefit from the revival of flows
in 1989 and 1990.

! Evcluding Tatwan chich 3s numericnced
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short-term flows (+$12 billion in 1987, - $6 b1111on in ]988) related 1arge]y
to expectations regarding exchange rate movements.



4, As- far: as- the 12. countriés. of“ the  Commonwealth Caribbean are
concerned- (see:Table:3), estimatesi:based:on:0ECD*data:indicate that net flows
to the region have been subject to-wild gyrations: about $780 million in 1981;
$1330 million in 1983; $510 million in 1984; and $1480 million in 1987.
However, net flows- to the region are to a signif‘!cant extent inflated by the
offshore direct investment activities in the Bahamas. If such flows are
excluded, the region's net flows, which averaged around $560 million during
1981-1984, were only about $230 miilion annually during 1985-1987. This
fall-off of financial flows in 1984-87 was largely accounted for by Jamaica
where overall annual flows were roughly half of those in 1981-84; Barbados and
Guyana which suffered a decline of about a third, and Trinidad and. Tobago
where positive flows- turned into negative amounts of roughly-similar. order:- to
magnitude. By contrast, flows to all the QECS countries (except St Lucia) and
Belize registered gains. which=in most cases were very: sharp;- 1n real terms
howeven the.effect. wouIcL be erss signifi cant. :
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5.. Norld Bank estimatesr 1ndicate that total“ developing -country
_1ndebtedness., -after ‘rising continuously from-$815 billion:in- 1983 *f0-$1170
billfon in 1987, fell to $1160 billion in 1988 (see-Table 4): The: estimates,
especially over the last few years, reflect both a much slower growth in all
debt-creating.- flows:.(compared=ito non-debt+creating--flows: such as. official
.-transfersuand private: direct:cinvestment):izds “wells ass significant* amolints: of
.debt conversions. which. served:in 1988ito redln:e outstanding debt:’ Nor'id .Bank

. —-estimatesys; howeverﬂpro:}ect*further*1ncréasesr~halbeit?’ﬁatf as much slo t i
in: 1ndebtedness 1n 1989- ($HT4* bngion) andm1990 (51202 bf'mon)
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.:

- én“'g . - -

arBae pGrouth 1n 1ndehtedness and“pers’tstent? higfmnteres_ :rates*
ﬁthat 1nterest _payments;- byxdevelopinghcountr‘ies{rfncre&sedﬂsharply d rjﬁ
earty ; 1980s::; While+.theses s payments:ifell’ 1somewhatmtbe’éween“*1985”*aqd ?1987 -
(folelowing the rgeneral easing-of interest- rates)"‘?fhey" *Yose~again’ marked’ty from:
$64.3 billion-in 1987 to.$78.5 billion: in 1988, despite a reduction-in-debt
outstanding:in- that year, as-world:interest rates ‘moved *up - again“* The “World
Bank projects no change in the amount of interest payments in 1989, but a
further -increase -to_$83 bitlion in:1990. Since-1983 1nterest payments abroad
“have ; exceeded-.net debt-creating -inflows 1ntoﬁdevelop‘ing “Gountries~dnd*’by a
larger- margin each year, with: the ‘result:that net- transfers- on debf-creating
flows. have :been transformed: from: net inflows: to- net outflows (See Table 4).
In 1988: they amounted- to $66.5 billion- and-  on a cumulative basis over a
six-year- period (1983-1988), $222 billion. It is estimated that 1989 and-1990
would add-..close to another $100. billion to the cumutative figure "of net
transfers abroad. Such negative net transfers are heavily concentrated in the
HICs which made a cumulative transfer abroad of $170 billion over 1983-1988
and are expected to make a further transfer of $60 billion during 1989-1990.

7. The- UN Secretariat works:- on a much broader- definition- of net
transfers which includes inflows: of offictal transfers (grants) and. private
direct investment as well as outflows of srofits and dividends and- private
capital by residents. for a sample of 8 countries for whicn data are
availabie, these estimates also indicate a growing net transfer abroad-of the
order of $34 billion in 1988 ($115 billion over the period 1984-1988) The

tranefar abroad From HICc wag much highors thooa copmbedoc consiill, U0 0ot

receive grants. They are also the countr1es which expemenced a substantml



capital flight. 1

8. .- As- far as the 12 Caribbean countries are concerned,. . their
indebtedness is estimated to have risen from about $4.9 billion in 1981 to
around-$8.8 billion in 1987 (Table 4). Taking account of interest payments by
them on: their long term debt, the net transfer to them turned from a positive
of around $520 million in 1981 to a negative of about $350 million in 1987.
Moreover, these transfer figures are underestimated .as they do not include
data on-interest payments on short term debt, which is not readily available.
Even when-net’-transfers are calculated on a more.comprehensive basis as:the UN
does;-they:-indicate: that these transfers. have .fallen.very.sharply- fromsaround
$650"mi11ion: in- 1980/1982 to less. than.$250 .mitlion. in: 1985 and perhaps: close
to:nil- or*negative figures—in- 1986/1987.. Negative-net. transfers have-been:in
fact @ feature of the Bahamas throughout the.1980s,.Birbados since 1984, and
Jamaicay’ Trinidad- and -Tobago-and Belize since 1986. By contrast: the- OECS
countries have continued to enjoy positive net transfers.

9. "¢ % The- economic significance of the. concept of net negative. transfers is
that* it measuressthe-balance of real Tesources.. (goods. and. non-factor. services)
which a-country-is exporting-in excess of imports-in. order to service: 1ts debt
and: meet- itS"*obligations on investments’ received*iearlier. At an:advanced
stagev:6f* development'- (such ' as that in  South. Korea), countries.- could. be
expected to accommodate such transfers as “reliance. on external capital, flows
deciines. "What-is clearly perverse at present 4. the. premature. nature: of such
transfersi: Even-for countries:with’ positive “transfers; “the smaller the~size
of such:=-transfers; the- less the=resourcess-thatzare-available - for—domestic—-
1nvestment#f0r*future growth; given especially thefdjfficuities of . curtailing
their- *already‘ Tow- levels- of*'consumption.‘;"Theg;main issue.. faci' g -the -
1nternationa1@commun1ty'and 2 challengezfacing: deuelopinggcountriesk this
contextiithie- Caribbean: economies- .- - is: -how:to, -ensure. ‘that -financial, t-qns ers
iaresiconststent? with these- countries® 1nvestment: and.., growth-: needs e in
partﬁtu?ar what/ ‘measures could be-taken to ‘{mprove receipts of aIIXtypeSMOf

financial ‘flows as well as, where appropriate, réduce their outstanding stock
of debtiors debt:service

(@) foigigl ngglggment Assistance
(1) Global trends

10. . As pointed out above, with flows of private financing and export
credits. declining sharply during the 1980s, ODA has increasingly assumed a
larger and more critical share, around 50 per cent in 1988. In current dollar
terms, total ODA receipts of developing countries, after falling between 1981
and 1983, have since then been rising steadily and reached $51 billion in

| Estimates by the World Bank suggest that capital flight from HICs
amounted +o $50 Billion over 2 three-year :r:ricd 1380-1382 ur roughiy $16-i7
billion per annum. Since the outbreak of the debt crisis and resort to

adjustment measures by these countries, the amounts were reduced to $28
hillion over the neriod 1983-1087 oy ¢5_A hillinrn =2y -r--om =2 ez osigns,

however, that capital flight, which bottomed out in 1986 has been rising for
the 1ast two years, although the levels are far below those of the early 1980s.
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1988, Part of the increase, especially since. 1985, can be accounted-for by
the- fall in the-value of the dollar;. which: increases the: doliar valuation of
non-doFFar-flowsi®. In- real” terms® (which' also-takes.account of inflation), ODA
receipts- by developing countries have.in. fact: been falling since. 1985. 1In
19887 these ‘were:-at their lowest level’ in the’ 1980s, some. 6 per- cent be1ow the
1981 Tevel- (see Talﬂe 1. w :

11. The~ decHne is largely attributable to a contraction in ODA from Arab
(011 producing)- countries, which has.failen even..in nominal terms- from- some
$10.9 billionfﬂin 1980 to. $2.3. billion’ in- IQBSVW-Aid .from: the-USSR=and East
European cmlntr’fes rose. from-$2.8 bjl]‘lon 10’1980 to- $4.9 billion- in~1988 but
remains: véryssmall’ in- relation tq,;0DA procided .by:DAC. . . The., latter;has. been
‘ristngiatithetrate-of 2.3 ‘per cent:per’annum; n:real terms: during: 1983~1988,
with 1988%4n” pgnt—iculac“reg,’r_sfcertng- st m\r,u:t'ealsec of 6.7 per cent; (to: $44., 3
biTHamyx 50 T e
12. The overall DAC .average_ - however.cmasks confﬁcting trends: < among
individual: vdonor“ countries (see: tahle 51,. -MCountr‘ies registering thessharpest
annual--reatifncréases--have - been?:Finland.; (16:4..per, cent).. Ltaly .(i5.4 per
cent): Cihada® (6 9*‘per cent)" Uepmariq"(‘sg.,ﬁ per, cent) .and., Japan .(5. 5 per; cent)
reﬂecting these‘ ‘countrie_s.‘,‘f commitm nts isubstantially increase::0DA: By
contrast, - some- countries**recorded nnua.le decﬁnes, i. e. Austriaw _,—{4 7 per
cent); -Belgium2(=3.8" percent),: Aus,tra}i_a:’ (=

cent)*~- United‘ States* (—0 5. per cent) and 'Ne' ‘Zea]and (—0 2 per cent) ﬁri*"

u- -.-iii
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“Tfotaic ODAS from. ﬁﬁ ;”rh‘e‘rht;exgs has v1rtua.11y ~stagnated
throughout* ‘tl;le,- decade at around 355, en_t f. their combined:- GNRior - at
about *half®the:UN*target- of 0.7, lorway,; Nether) andsy;Denmark
T and - Swedéni¥contin u*e;a’,?f_tor“‘ standy. “coun “with-;-the- highests ODA/GNP

* ratios & “Anohg=: th_ seven’ 1arg -a'l, d ":fcountn;ies;rﬁthnjted%States
and Britain*i hav e 1tnesseche, ﬁt”lcan; +.deterioration:. -in'ystheln aid
- ‘performance “Cin“the casevof. US fr rom ;

gn

: .24,’Li1e§ ‘cent.of GNP-4in-1975/7%to 0.20
-per -cent*1n= 1980787 and" Britain -from-0.45 per- cent to .0.32. per-cent: ) Ald
ratios of  Canada and West Germany in 1988 (0.50 and 0.39 per cent
respectively) have been the same- as. those:that prevaited--in 1975/79. By
contrast, France- and Italy have - shown~dramati¢ ~improvements in their aid
performance (France from-0.32 per:cent.to..0.50:.per- cent-and: Ttaly from 0.18
per cent to 0.59 per cent respectively).” In the case of Japan, while the
overall ratio has improved from 0.23 per cent in 1974/79 to 0.32 per cent in
1988, this still remains below the DAC average. By 1992, however, Japan
intends to raise the share of its ODA-.in total DAC ODA to a level commensurate
with- the - share' of Japan in DAC GNP (i.e. to the DAC average). Consequently,
it is expected that Japan would soon overtake the US as the largest donor

14. Aid from -donor countries do not necessar11y mirror QDA rece1pts of
developing countries. This 1is 1in part because the timing of donor
contributions to muitilateral agencies and *hat of disbursements by the?e
multilateral agencies to developing. countries can vary considerably.

Nonetheless, itis 1nterest1ng to note tha*“*e share of multilateral aid in

total ODA sECEHDtS of developing u,.uulll.li':- . s> .arzudlly remainea unchanged
over the 1980s-at around a quarter of the total.. :

! Moreover part of both bilateral and multilateral assistance is not
actually received by developing countries (e.g. technical assistance provided
in donor countries, costs of administering aid programmes etc.).



5. There:-have,. however, heen: major='shifts: in the position of different
multilateral: agencies as:providers of-'concesstonal’ assistance (see- Table 6).
On the :one_hand,.the:shares providedcby-UNsagencies fell from 36 per cent in
1981 to 33.per: cent-in 1981, by EEC.agencies stagnated around 18 per cent and
by Arab agencies: fell from 5 per centto 1' per cent: " On the other hand, the
share provided. by major international financial institutions (i.e. the soft
arms of the World Bank and regional development banks) rose sharply from 35
per cent in 1981 to 48 per cent in 1987 with the HWorld Bank Group's (IDA's)
share rising from- 24 per cent to 35 per- cent. The Asian and African
Development Banks- also increased their shares, but the share provided by the
Inter-American- Development .Bank.fell very- sharply from over 5 per cent in-1981
to just overal :per cent in- 1987. . A

Y
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(f 1) Trends in aid to the Caribbean economies*r“
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16. with“ragard to the aid flows' to the 12 Caribbean -
ecanomiss, in° 1985 thase were virtually’qnghanged from the 19871
level’ and in;1987 only 10 per cent-higher. 1In real terms, these
flaws shuwed ‘a decline of 28 per gcent between 1981 and 1987. gs
a cnnsaquancabLUDA receipts by Carihbaan economies -did worse t an
the receipts of developing countries as a whols, with their.

share in_total ODA receipts of developing. coeuntries falling from
0.82 par@cant tn 0. 85 per cent bstween 1981 and 1987.
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17., ;,’, }' ; ahamas, Barbados, Dominica*- Guyana sand St Lucia saw nominal
decliines,: nitheir™ald. receipts.. . Increasess inureal::0DAireceipts -were frecorded
by Belizeéﬂﬁgegada.—ﬁt Kittss: wSt Vincent:and:Trintdadzand: Tobago, with“Jamalca-
and Antigua sqgistering declinesa*imrea*l;wtems;*’* 1The: position* of. Trinidaﬂ -and

'.’receiver fmJBB‘L. Lecens o :s—u::»zr het H:zf

18. . Wtk regard to the main- sources of ODA for the Commonw'ealth
Caribbean,. bilateral aid has been becoming more important, while muitilateral
aid. has.been, stagnating or falling...Among bilateral sources, aid from’Canada,
United.. States@ and.. Hest. Germany:: havea:%shown:t;steadﬂy increasing proportions,
whereas the. share of Britain, the:-previous:'principal donor, has been-falling.
Canadian assistance has been widely: distributed- throughout the Caribbean
whereas US assistance has concentrated on Antigua and Barbuda, Belize, Grenada
and Jamaica, .principally for geo-strategic reasons. The main beneficiaries of
West German.assistance have been Trinidad. and Tobago and, to a Tesser extent,
Jamaica (see Table 7).

19. As for multilateral concessional flows, net disbursements from the
IBRD to Caribbean countries (including Haiti and Dominican Republic) rose from
an average.-of about $23 million during 1981-1985 to $34 million during
1986-1988.. On average both gross disbursements and net transfers were also
about $10- billion -higher during 1986-1988 compared to the annual Tlevels
prevailing during 1980-1985 (see Table 8). By contrast, concessional flows
from the Inter-American Bank have contracted sharply. Net disbursements fell
from an average of $75 million during 1980-1985 to 1less than %35 million
durrtng /936-1388 primarify 15 a result of 8 sharp decline im  gross
disbursements. Net transfers were even lower at an average of $25 million
during 1986-1988 compared with an annual Tevel of about $68 million during



1980-1985.... Thes.concessional: flows: from::the. Carthbjean: Development Bank- have-
also-- contractedi-~=sigmﬁcant:1y - Nets disbursements - averaged:—just  over $3
million, during:y1984=<1986~ compared" to: $18:cmil 1ioni'during - 1981-1983 while net
transfers were-only $0.7. million compared: to: $17 million -over  the- same
period.. ... While; there- was - a: marked: ‘revival- of*flows® in® 1987; preliminary

indications: suggest that. both- net disbursements and net transfers_were
negative-in. 1988

(i) Issues for developing countries as a whole

20. Thez ahove*s radses important: 1ssues concernfng ways ef increasing aid
as well as about the gecgraphical distribution’off such’ assistance. There is
clearly a need:for. each donor to adopt- the-: most: effective-means for expanding
its own-aid programme:s:All: donordovernments’'whiéh®havedeclared a timetable
for reaching- the- 0.7 per--cent target could: adopt: the- practice of setting.
intermediate -targets - to. achieve their: stated.: objectives, while for .other
donors, “including: those: which. have. _accepted. the: targst; without. commitient to
any timing," “varlogs.’ ‘self=imposed. targets may .be heipful., As, a minimum, these
latter donors, need:” to avoid- any decline 1n ODA(GNPFT ratios, 'as “has. -been
occuring’ in some~ countri es,_so that their aid at“leastrkeeps pace with “their
economic growth g :

T :':AuMn‘u&r g SLTt

21, PoHtical strategic and commercial’ consjderations weight heavﬂy in
bilateral aid~ allocations (atthough " ‘multilaterdl™ aid “is "allocated: on
deveiopmental- grounds. mainly to low-income: countries).. For example, Israel
and-Egypt:each-recetve- about~4—per—cent'of—totat"“m(:”afd" Such™ considerations

-are: Hkelysitojacquiresevensgreater:significangel] fa[}_oufng“the profound: changes

- -taking; place,aéncEastern* Europer whereﬁ’westem’*gove"tn ents:
_othery assistancexinzsupport:of: potiticak reforms! '
-~ ‘theresare- indicatfonssthat: thezconcessional: dnotng
h.for :some7of-ithesetcountrl esido. not ireprésenty addit ‘Yona moneyk but:ar

+have! offered: aid;and
eicolntrids? < However,
ar¥'earmarked” by: _donorS*

arg:coming.
out” of “their-normat:aid  budgets; with-obvious: adverse- fmp¥fcations™ for* aid
flows to developing countries. It 1is therefore vitaHy important -, that
deveioping -countries -utilise everyspossible: Opportunity ‘%0 urge the donors
that assistance given:-to East European- -countriesi-<is' not- at their: expense.
Indeed,. there- is.-a.: .strong::case that>part -of:thes savings‘“ made:’from defence
expenditurezgas ar result ‘ofiireduced:East-Hest: ten’s‘ions‘ﬂcoutd easily-be spent in
providing= assistancesto East European+ countries.*as weﬂ as; perhaps aTso in
enhancing: support to-developing countries.

22. As- for aHocation amongst. developing countr?es themseives, there is a
strong body of opinion- which considers  thatwaid- be: reallocated to low-~-income
countries and within the Tow-income' group towards sub-Saharan African
countries. A recent World Bank report argues that if 1990s is to be a better
decade -than- the-1980s. for- sub-Saharan-"African: countries, a 4 per cent per
annum growth in real ODA-to them would be required to achieve a GDP per capita
growth of 1, perzcent per- annum.. As for the possibilities of reallocating aid
within the: low-income - group; . it- has. to be recognised that this process has
already been-under: way--over the- last- 10—15 years, "With-sub-Saharan Africa's
chare in DAC CRA ricing from 23 per cent in 15373/76 o 31 per cent in 1986/87
while South Asia's share. has fallen from 23.5 per cent to 14.2 per cent over
the same period.. Prospects of further reallocation within the group must
therefere be considered limited as a significant proportion of the population
of large countries of Asia remain in absolute poverty and the domestic
resources of these countries are too 1limited to make the major social



transformétion=:they. cani- achiever~~w1thout-khavin i
;assistance%overvafsignﬁficant”period of“times to: by Id'up,xheir physical and
.. sacial-=infrastructires-““ Continued:; efforts ‘therefor *&godl
“ensurextthat:, prematuref gradua.tion%’of QOECS:: countt;i‘es o o)
- placey. aEtaék%whfchMHbuld&heﬁgreatly“facilitatedbtf
-replenishmentﬁﬁof*4IDA*v(IUA 9), covertng““the**pe 10 Yo
= currently- tnder: discusston;, 1s substantially highen@in reaLfterms thanathat of

investments required to provide‘ even. minimum.- acceptable standards.

Curtailment of concessional--assistance to countries such .as: India could: also
prevent*them*from achieving-a_blend of concessional.and.non-concessional . flows
at-"an overall 'cost; which 'would not result in . creating unmanageable
debt-servicing difficulties in future years.

23. Given- the limited reallocation possibilities. within .the low-income
group itself, and also that DAC ODA flows to low-income countries as a group
(those with 1983 per capita income below $700) comprisedionly about 54 per
cent of their total--0DA--disbursements= in--1986/87, it ‘would seem highly
desirable that a reallocation of ODA-should take._place. from middie-income to
low-income- countries on developmental grounds. But there are several
limitations. on the extent to. which this. can._be. undertaken, which are
particu1arly relevant\to the Caribbean economies.i* . y

;;;;;;

(iv) Issues for the Caribbean,« o
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24. - - Thére-are- strong arguments wh1ch suggest that “the criteria of per
capita income-as applied particularly by multilateral agencies in determining
eligibility for and allocation.of aid may, be-misplaced: especia]ly in relation
to small::-economies:: 1ike: those “in~ the’ Catibbeaq;;'in sparticular- the:= OECS
states. I Thelr "graduation=from- IDA -his~ been: &témporarfly postponed: (up to
1990) while these- countries gain full creditworthiness for._market-related
IBRD%fund However, the*size*of “these- economiesspose%seuere Timitations. on
the:s economies%-of* scale’“~they>can-“foster " and'* the: degree. of Sstructural
accessyto-- concessional

ﬁ}‘!g

IDA-8 (3$12.3 billion).

25. Moreover, a shift of ODA from other middle income countries facing
problems of indebtedness and structural adjustment such as..Jamaica, can:-also
be highlyxdisruptive Aid—dependence of Jamaica.is. particularly high,: about 9
per ‘cent® of*GNP“in 1985787, “Indeed;  if- countriés like Jamaica which have
built up- -‘large- amount- of non-concessional. debt particulariy with
multi]ateral:agencies are-to see their ‘way through. their current difficulties,
additional concessional assistance for structural adjustment would seem-.to be
highly desirable. In particular, efforts need to be made to secure access for
such countries to the concessional resources of IMF's Structural Adjustment
Facility/Enhanced Structural Adjustment Facility. currently restricted to
IDA-eligible : countries only. This task. could be made easier by securing
additional contributions to these facilities from donors. (See also below).

26. While the- above efforts need to be conftinued, a question that the
Caribbean: policymakers- need- to ask is whether tactically they would not be
battor of f argquing for greatly enhanced regional soft-arm funds such as those
for the IADB and CDB, which unlike IDA and ESAF, would not include ciaimants
from- Tow-income- Africa and Asia which are much poorer than the Caribbean
sconomies, But in *he final analysis. <ziven *Ra  cveral? czucicy 7

muitilateral concessional assistance, the Caribbean economies need to look
increasingly for bilateral concessional resources, especially from countries



‘with+ the:-fist- expanding budgets from which they: _ha\ze SO - far tapn_ed few
resourcess’ - With-somesof ° the’* Hest European countries, 1n-,this categorg;‘likely
to- be' “incréasingty- preoccupied=with the needs of East. European-economies, 1t
would-seem-that Japan needs to be the central focus of attention. = There is
also a greater onus on countries like Canada and Britain, with traditional
ties with the Caribbean, to ensure that. a1d fiows. to these economies are not
squeezed- disproportionately

(b) Non:= Qffi D Finan
(1)_ G]obai Trends -

FEAN

277 Non= concessional"" official’“ developmente finance (ODF) : ,though
reiatively small compared with“ODA; has.been one of the few- sources of ‘finance
which has. shown:a significant: 1ncrease -during; the..,1980s,.Table::1). Such:flows
rose from about $8.7 billion in 198T°°to $16.0 billioh in 1988, to comprise

about 15 per- cent of the“total f]ews An 1988 compared with- only aboutz:6 per
cent‘1n*1981.f R
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28“ A strong rise’ in, bi]ateral disbucsements (from§,$3 bﬂlionefin 1981 to
48 b’iﬂionﬁ‘in**wa&) mainly‘ represergt the- capitalisa’cion of substantialiamounts
of 1nterest “arrears 'in debt’ consoﬁdat‘lons, Jn. particular of exporticredits,

- as’ a“result of action-in: . the. Paris,.Club.. (some -$2i,0111ion~of interestyarrears
‘was- capttalised®in- ~1988).% as . ,eLL.as clisbursements .of ‘untied :non-concessional
“Toans- by* the: edapanese Export, _mp_m;t “(Jexim), Bankﬁ under. ; Japénvs_smrecycling §

_Fprograiimes:” MuTtiTateral ‘disbursements;also. fose: strongly~between:;1981:($5.7

. bﬂlion) and’**1984ﬂ($8‘23_bﬂ'[;lonl, but then,;fe'fhback- up;-£0;-1987; ($6.8; billion)
only'rto: recover“‘f‘to ‘*$8‘,’b’(llionﬂfn 1988”‘.«,MThe3 bulkuoff;;,{che non-congessional

=52 my b l*aterat*alending w18 -accoul tEdm fors. gbyngthe ’IBRUgf;;ttge :Hortd: .BankY:- the-

#itr decTineron; ’vihoseg’ﬂows conttnue i 1988“ - sFIone fromeregiona whankss however;

+*Safterralling, fron~ 1904  and". 1987, recovered: sharply in - -1988- foramores than-
“offset”thé7dectine ‘n-flows-'fromthe TBRD (seée Table 6).. - - - 123 A&t

(11) Trends for the Caribbean

29. As -far as the flows of non-concessiona] official development; finance
"to: the ‘12 “Caribbean economies”are ‘concerneéd:’ Unlike the:worldwide trendi these
have - fluctuated very sharply. _reflecting . both the bilateral and- multilateral
lending- cycles particularly ‘to” ‘Jamaica, but also to Barbados. and- Guyana.

Overall, these- flows- were down from an. average. of £214 million- during
1980-1982 to $84 mﬂHon in 1987

30. IBRD gross disbursements to Caribbean countries (1ncluding Haiti and
Dominican Republic) have fallen from an. average of - about $110 million.during
1981-1985 ‘to about-$64 million during 1986-1988 (Table 8). Because-of rising
principal and interest repayments, net disbursements turned from a positive
$86 billion to a negative %12 billion and net transfers from a positive $46
million-to a negative $96 milljon over. the same period.. Gross disbursements,
net disbursements and-net transfers from. the Inter—Amemcan Deve1opment Bank
tn r-.‘-"”""hbc":”‘ "'"”P""”‘S ('H'h.-!udun_., Iiall.l anu UUmHliLGll ﬂEpUQIIC) rose very
strongly from 1981 to 1987, but in 1988 both gross and net disbursements:were
down very significantly ($55 million and $26 million respectwely) and net

- 1'! P e Natal L~ -
transfars turned from 3 nositive oF €25 o3llis T7 LI L nEgatiee of 533

miltion in 1988. Gross d1sbursements, net d1sbursements and net transfers
from the Caribbean Development Bank, after showing significant improvement up



to 1986, have also fallen. back,. with estimated- negative net disbursements of
$1.4 million-and ‘negative net transfers of $9.8 million.in 1988.

(1i1) Issues

31. The principal issue therefore concerns ways to imprave both bitateral
and muitilateral’ non-concessional flows. As for improving bilateral
non-concessional flows, capitalisation of interest arrears in debt
reschedulings can continue to ease. the financial strain facing many developing
countries' (sge- below). -~ In: additiom, increased:.official- bilateral
~hon-concessionat” flows especially. from:Japan:and-other-surplus -countries, can
also-pfay a -significant. role. in..enlarging..financial. flows to .developing
_countries!™" Unders:Japan's.. 'so-called..Nakasone- programmes announced:.in- 1987,
*: disbursementof” $20° bi11fon-over-three;years- (ending.:March: 1990) was: expected,
- with “$8"biT1ion:as."government: contributions. to.:1nternational- institutions, $3
“+bi1lion- as concesstonal™ aid,  and "$9 billion as non-concessional.- bilateral
flows: channelled through- Jexim Bank.. Roughly two-thirds: of the: Jexim-Bank
allocation was. earmarked . for-. co-financings..with- the: World--Bank and: other
_multitateral ~agenciesy  in“order . to "avoid:;international:.eriticism .that Japan
‘was™ utilising - 1ts. -untied:] Yending.. mainly  for -the..-benefit. of . Japanese
~companiesi It~ is-*unclear: so.far.as. to.how .much:of. its..commitments rhave:been
“dfsbursed: by-Japan-and- as “to>whether the:Caribbean economies:have-tapped this
growing: source - of finance., . It..is. clearly. important - that they::do so
particulariy“forcommerctally viable projects.. It.-is..also.-important: that on
the - comptetion- of - its current programme- in 1990, Japan embark on a further
substantial-=-programme:; of - recyciing-;:More-igenerally; . 1t~ is-"necessary " that

-‘otheri{ndystrial’ countries. atso, make;additional. efforts: to.supplement;:lending

- from-the  muttilateral’ agenciesi in “order; to. sustain .vital. resource:flows- for
-* Figrowth-oriented- adjustn nt 10 debtor;cointries.c; . SR taslendd
R R L S it ei‘ﬂ;& TE SeRs B I At ;J}}{ Zie s a2
- B2ECTRE R size: of*Inon-conckssional,. lending;by. multilateral .development
“# 0 {nstitutons=depends: Targely ‘ontheir-capitili.bases. . Agreement.:on«an-80 ~per
© cent~increase- in-the World "Bank: capital.to $171.4 billion .which. was..reached
‘tast -year;“has:allowed: the Bank' to expand .its commitments in--1989 although at
a lower-end of pianning range set by the Bank.l 1If the. IBRD is to.reverse
thetrénd-of: being-a net-receiver of funds from developing countries,? it is
1mp$§?_tive that commitments. should. rise sharply.-and -amounts:disbursed more
rapidiy. ' h

33. Among the regional development banks, an increase of 200 per cent in
the case of the African- Development Bank in 1987 has already permitted it to
embark upon a lending programme-over a five year period, twice the size of the
previous such programme: A general capital increase for the Asian Development
Bank (AsDB) is scheduled for 1990 although the size of the increase and the

1 In the Bank's fiscal year 1988/89, which runs from 1 July to 30 June,
commi tments wer}a" $16.4 billion compared.to $14.8 billion in 1987/88 and $14.2
hillion in 108671997,

2 Net 4ransfarc (3.5 mab Slayg mipus fntzcsst siyments) Tosn che 2and
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have been negative since 1986/87. These are $-3 billion in 1986/87, $-3.5
billion-in 1987/88 and $-4.7 billion in 1988/89.



speedvwith-which -1t would be agreed; will essentially.depend. on-the resolution
between- the'*US“and- Japan of 'their-future voting rights in the Bank, where at
present both-hold equal shareholdings, but where in future Japan, as a surplus

country, is expected to contribute much more strongly.

34. From=-the-point of view of the Caribbean,. agreement eariier this year
on a 326:4-billion capital increase for the Inter-American Development Bank
(IADB), fs-more-significant. This would enable it to make commitments of
$22.5. biliion~ over 1990-1993, roughly double. the, current programme. The
agreement! marked ~the“end* of a three-year.di spute.between: the United. States and
Latin=Amer{can:~members; which- had’greatly hampered:, IADB's operations. In
- place ~of -the ‘curvent~practice of “approval of lgans; by-a. simpie.majority.vote
(which>gave¥Latin"American—-countries  ‘as “a’ group’'sufficient: power..toyapprove
“ them# without: coiicUrrence by -thetUS); a complex procedure. has..been - instituted
~which! wobld! int'effect  give the USy with® the!Support-of one or imore: members,

Cpower o' defayiToans. L
hé'sfze<of the -capitat'’and “the iending ¢ ‘
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355 HTh “ | 1 ( “capacity of.the:CDB,.which
Tends -exctisively:-to -the Caribbean economies, . is. also crucial.in. detgymining
‘the futurei‘course’ of non-concessional” Tending, to. these. economies. ..While -the
admission7of“Ftaly- and ‘West-Germany~as~members~will up.to.1991 .rél{eve- the
shortagerof*10anable funds, substantial” increase.on its current capital.of $50
-million would beirequired-if it is to ensure-that it does-not start.the-1990s
withia' Serfous®tiquidity crisis > " 277 0 "0 0T

e D T e T T R e -‘.»-{.s"m R iigrra s SRR e s 1.2 = B -
3617753 From= the~Commonweal th:: Caribbean _perspective,. anﬁqtl}emma;lo&f;f&sue is

- Jaga i that's of? graduation- whi ch 7 deny countries with :very;. high: percapita
-¥ncomestiiaécesss to ' IBRD* resources.  _ While" ‘

esources. _ While' Compaved” to..IDA graduation,
procedures- are- more- flexibte ‘and¥*there1s a phaseoutperiod . once a- country
reaches: a- GNP*per-capital benchmark;.: there:-is: stilT” no:.assurance: thati:these-
- s¥iicountriestiwti 1 ‘continue: to"; haves'adequate . dccess™. fo; capitals markets:upon: -
“graduation™*hor "can -self-sustaining*development-be assured.. The :Bahamas:-and
~=Barbados: ‘are-"11kely to face: the question of _imminent:.graduation .from= IBRD
‘within “a%'short ‘perfod” of time.  Trinidad and Tobago, after a considerable
peni‘bdj_qf‘ "Upcqr;tqinty however, has however- gained.access to IBRD resources.

b k "n,:"}) b
TR LER 22 R* bl 4 ‘e b
o = gy [EE

37.7 T AL FuFther “major - YsSie facing 'multilateral institutions generally is
the proportion of Tlending they should devote to structural adjustment
Tending. The World Bank is currently devoting .about 25-30 per cent of its
total lending for this purpose, although.for individual countries there-are no
formal 1imits. The agreement on the capital increase of IADB also. requires
the- Bank~ to- devote about 25 per cent of its lending. for adjustment- loans.
However, because of IADB's need to develop expertise in this area, such. loans
for the-=:first two- years would be usad to co-finance Worlid Bank sector
adjustment loans. Debates are also going on currently in the AsDB and the CDB
on the role that they should play in structural adjustment. While structural
adjustment  is an fimportant current. need which can provide fast disbursing
assistancer to. countries 1in severe difficulties, it would seem- that- these
institutions should not lose sight of thatr primary role as investment
tenders, without which Furthar growth and deecivpment may ve jeoparaisea.

38. With the decline in general purpose external lending to developing

~rmttntviage ms uall e mmmedbentmad damaa Lo LTt s
g
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question that tﬁé 1nternat3:3na1 institutions and developing country
policymakers need to address is the role that private finance can play for

10



public projects such as power generation, water. supply,. etc. The: Horld: Bank
has=already set”-upf a-pilot project~in Pakistan. for. the: purpose- of . attracting
?__uchd p;'oi;}]ect ‘finance; a process that  needs further encouragement (see-annex
or details)

() - Export-Cr

39. ‘Net— export credit finance to developing countries fell very--sharply
from: an- average- of - $16 billion in 1980-1982 to about $5 billion. during
1983-1985:2and> turned- negative- in 1986 and .1987.. However there was- a: modest
revivals in 19889(& positive $3 billion) (seewTab ‘e "1)...-The. main:reason- for
the.: declineitwas<ia sharp downturn- in medium-.to 1ong-termﬂcredits from:DAC
countriesx%(whicﬁs «Fell” from $13 billfon-in, 1981 "Ito..asnegative $5.: biilion- in

1982) % principally ‘as-export-credit” -agencies: removed ‘cover.. from.a-number:of

severelytidebtéd: countries in- arrears’ and seeking reschedulings;.: andgalso as
most:i: developingﬁ countriess curtailled:or . restructured- their .investment
programmesiii In:1988 while-the. figure’ for. DAC ‘mediumcand.Jong termscredit-was

still .-;lhnegan:f‘.reﬂ11151*i billion; it* appeafs to:meﬂect an; end to .the:coptinuing

- dectine. s Therét-were“targer gross”borrowingsd by- ‘several.. countries: ~ipadatin
. America A:North? Africaand- the Middle East:” - DAC.. short—termﬁcredits suffered a

: stancesand:white - policies in “som
‘aftermathof i1 932*‘( following -the=Mexicans

‘u:f

declinet durfng 198351984 - but- since then: have revived:at an- average;ofy-about
$3=4--bi¥ion: dﬁ‘ring‘=1985—1988"as “both~ ‘debtors: ‘and--creditors gave::greater
priority: to: servicing of short=term credits.ﬂ, .Export. credit flowsucto: the
Caribbean‘ieconomfes: ‘have- followed; this™ general: worldwide: trend- fallingxfrom-a

posttive-$¥40:miiTHon in"1987 to a- negatﬁve $50: m’mion .in-1987 althoughsit- is
not_-as: --yet’ifctearéwhether ‘they- havewsharedrfm the,e modest.aqwoﬂdwide Breviﬂal of -
1988 /¢s'eek Table 23)% stiag B
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40. For countries that had; not; experienced..severe--debt: serv’tcing
difficultiesiithe- export*credit "agen cies: aveagenerally,ﬁ -matntained:a; veryzopen -
@%case were*@tightened; A thewimnediate-
‘debfrcrisis);: they were-subseguently-

 Viberalised asi it became apparent that the. spread of the ¢ifficultiesashadsbeen

contained. :Cradit:and cover policies have also.been.quite open for* countries
that have ‘fiad ‘Paris Club reschedulings, provided .that they had good.records of
adjustmenti-poFcy” implementation; prompt “conclusion. of, bilateral.-agreements
under: previous:rgsghedulings and regular paymenf:swof\ amounts* unders *them(for
they have-=been though more  restrictive where., countriesu were 1mp1ement1ng
previous Paris Club agreements or where creditor governments believed..that
export-credits on commercial terms were an inappropriate form of support for
heavily indebted low-income countries. For other severely indebted countries,
agencies- have -generally continued to maintain a very cautious or restrictive
stance, although in virtually all cases they have remained open for short-term
cover provided the- country continued to service short term debt reguiarily.

41. The: -impact of export credit cover policies depends not only on
whether agencies- are open or closed, but whiére they are open, on the range of
instruments-.used- and the restrictiveness with which they are applied.-- Most
tynically they have razopened slowly in the market, «ith a low ceiiing and/or a
low transaction limit and frequently with reduced percent cover and special

security requirements. If payments experience is found to be good, these
rastrictions have been Toosened and sometimes 2¥imiratsad. Mareower o slthough

most liberalisations have taken place on a case by case basis, agencies or
their governments have occasionally taken .decisions to affect a broad group of

1



countriest For example, the US Eximbank.has_introduced. a new- graduated system-
of ‘premf‘umgﬁgﬁthf the- intention of ‘remaining open in more countries.

42, While the supply of credit still remains an operative constraint for
some countries, the critical problem in the revival of export credits lies on
the demand- side. In many debtor countries adjustment has fallen
disproportionately on investment as these countries have- sought general
purpose: balance of payments and budget support, including debt relief, to
maintain-levels of public.and private.consumption, while sources available to
finance+ sound finvestment  projects. have: remained . untapped:  Even: countries
where:agenciesi remain wide open, _have. been.reappraising. or restructuring:their
investment-i-programmes: and- often  making.-early.. repayments.... Another:;:factor
disuading- inereased: take. up of, export: . credits..appears- to: have- beenzitheir
financing*“fermsi’” Their- repayment.. periods: offen-.do not.-match: with  the
requirements‘of“projects, an 1ssue, to which theéy, paid 1ittle:attentionsto . in
thes pasti“as general’ purpose: balance..of payments -assistance: wass.readily
availabléis Inaddition, progressive, reduction.:.in:subsidised:.rates ofi:export
financei-have:~dlso: led somg-. creditworthy . borrowers.. to..seek .othery more
competitiveiSources-of finance..” The,,strong-.development: of: mixed;;credits -
whichi combines+ export- credit with. afd . for, the: purpose -of -winning:export
contracts“= may--have-also led"borrowers. to..obtain:the. best possible terms: on
financét: A“further important~factor seems:to. have been a distinct preference
among=many-agencies for-providing, credit.and. cover .to public--sectorsorspublic
sector+ guaranteeds borrowers:; . This. practice’ may;not be:conducive toisupporting
the- private: ‘Sector- requirements_for; export..credits,. pacticularly atza: time.
when=many-*governments™are putting “emphasis -on*the role of. the: privatejisector
in generating growth and investment:

432 “dAsreotentation- of “public iSectorexpenditures towards : investment-in
> adjustinentiiprogrammes® by “devetopfngscountriesfould be expected..to;leadsto:-a
“strongeriirecovery:in“export creditfinances, . In.;that.event; :increasediucapacity.
‘withinrexport+credit -agencies-"to “assess’ projécts, of dreater- reliance«by -them
on..multilateral- development - banks for.. project. assessment, couldizbe of
assistance9in ‘ensuring ' that- the' financing . terms are compatible with the
profitability of the project. Export-credit agencies themselves would.need to
be- more: “irinovative in raising- long:term finance -at-a.reasonable cost,that is
compatibletwithithe needs ‘of - the projects.” 'In- this respect, agencies-which
are separately- incorporated and borrow directly from the markets such as the
Swedish' and “Canadian -agencies are better placed through the utilisation of
newer market® techniques, to have the full efficiency of the markets .being
translated'directly from investors to borrowers. Even other agencies, such as
the UK's~ECGD" have been in the forefront in seeking ways to reduce the- impact
on their balance sheets of bank-financed export credits by creating new
capital market- products (consisting either a portfolio of a single country
export - credits” or a wmore divertified portfolio) attracting a full range
international retail and institutional .investors. Such vehicles could be used
to generate-specifically tailored financing proposals conducive to developing
country -needs, while enabling the different risks involved to be priced and
assessed-separately.

44. A much stronger catalytic role by the Horld Bank as well as regional
development- banks through co-financings with export credit agencies can
~optrihute tnoo3 cvbebantialle anhanced Sflow L7 Lpart oozaic Jisance oo

developing counfries, includiﬁg the proviéf&ﬁ'o%'such credifs to the private
sector. A step in this direction is a recent initiative by the World Bank

12



invoiving the- provision of 1loans to financial- intermediaries in developing
countries. for on-lending- to entities- importing- from countries which- have
provided export: credits.. The objective. is to:-help.- countries- restore - normal
relations with export credit agencies. Export credit agencies themselves
could play a major role in providing limited recourse financing for privately
sponsored public projects (see annex on project finance).

45. From.. the developing countries - in this respect the Caribbean
economies‘-perspective, the above considerations. highlight the critical
importance of.a.good track.record in the:dealings:with-export credit agencies,
as, well as.of. ‘the. need:.to shop-around: as: agencies=differ in their openness-to
different developing countries; in-the: financing:terms they provide, including
their..innovativeness.: in—-raising finance at- appropriateu terms,. and- in the
support they provide to the- private sector - -

R - - -
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(&) Birect-Forelgn.Investment -

46, Direct investment from OECD countries to developing countries fell
very sharply from-$17 billion: im. 1981.-tosan-:averages of about’ $10 billion
during 1984-1986... .Since: then,- it ‘has. recovered=to: a:.flows-of -about 7$19-$20
billion in,1,987-1988. .As for--sources .of suchugrowth,. direct investmentrby
Japan: increased from- an. average -of $2:1° bildion=1n:<1982=1983.to $7.4"biTlion
in 1987, while.investment by. United.States,.which:-had:fallen. during 1982-1986

period,n, rehoundedesharply to: reach- a- record:$8:bildion: in 1987 (see:Table:9).
However, the-"destination of these:flows-remains:very-uncertain because “about
one-hal: f'w,oi"_m.themw are--channelled-=through=offshore—«financial=~centresi==In—
addition.i, thegOECDM estimates - that--Asian -countries:i haves-beemn’the-"main
nefi withodirect:investment+to thems srisingy-from+an:averagesof about

- duw; 1982-1986-10- $7.4-bildon - in:31982 5 principally from<ddpan:

] The: Latint, Amegicawand Caribbeanegregiomraisoesaw::i ignificant improvements%nin
direct”‘1nvestmentmﬂowsw, . However i the: -rise:: parthy’ reflects> thei/'drowing .
impeﬁtance 20f. - debt—equityg conversions,z whichitendztos: i*nﬂate"theflfiguresezfor
equity fiows (whiie reducing. the- overall- stock: of debt).” The rise in-direct
investment. f1ows>to: the HICs. which -inciude ‘many-Latin American -countries=(from
an average of about $3.7 billion annually over 1983-1986 to $5.6 billion in

1987 and $8.4 biiiion in 1988) contain a significant growth in debt-equity
conversions... ... ‘ . ye

RES

47. Aggregate foreign investment f]OHSf— to. i:he... Commonwealth Caribbean
economies have been- subject to wild gyrations being a positive $660 million in
1983, a negai:we $350 million in 1985, and a posﬂ:ive $630 million in 1987.
Most of it in. fact reflects ofi"shore activities..in the Bahamas. If such
investment into Bahamas is excluded then, aggregate OECD direct foreign
investment flows to the Caribbean economies since 1983 have been negative.
The larger countries account for ail1 of this negative flow; OECS countries by
contrast have continued to attract positive flows, albeit at a lower level,
than in the early 1980s.

48. Most. Caribbean economies have always had fairly 1liberal regimes
welcoming foreign investment, uwhile many ctoer Je.elopiag cwuniriss, «itn
previously unfavourable environment for foreign investment, have made numerous
policy changes, including provision of spec1al 1ncentives, to attract such
inyastment. MHowever. c~araful <hsorvakion cuagacs: ket Moo Covzsiment
cannot be regarded as a substitute for other ‘forms of private finance Direct
investment, private lending and export credits all have tended to move
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together, reflecting— market. perceptions of a country's creditworthiness,
growth: and-. export  potenttal. Economic. fundamentdls® have been much— more
important. thans speeific. inducements: growth:, financial ‘stability, absence- of
exchange controls governing essential imports and remittances, a realistic
exchange rate; strong domestic savings and investment:-

49, Nevertheless, countries can to some extent, take advantage of the
fact that direct foreign- investment is not homogeneous-and different companies
have different motivations. Some are looking for large and rapidiy growing
internal markets;. but the::small size of the- Caribbean-markets clearly pose
severe- limitations.. Mining:zand: oil companies*arefﬁthﬂéhced‘by world market
conditions, and.zlocal rawsmaterial avaitiability as welT as specific contractual
and. tax. regimeseapplicable :in the sector; white: export—oriented manufacturers
would be largely concerned with labour:zcosts -and“productivity: The Caribbean
economies may-have a considerabie potential, especially in relation to. the
skill-intensive exports, given the preferentiab—acceseearrangements it enjoys
in re]ation to the North American and European markets ,

50. There%arewalso many varianty of fOreignhinvestment that  are not
directly reflected:"in: the statistics of foreign?investment'flows. These .do
not involve foreign. equity 1in: the -conventional:“sense’” but' may ensure.-in
dtfferent-ways;:that: returns=from: financial flows?and-contractual obligations
to foreign-collaborators:are: directly related-to-project” performance. In the
0il sector: (and:isimilar: arrangements: exist in- the mining*sector) for—examp]e.
there -are-arrangements=which=tnvolve production or: revenue sharing as well as
- service—contractssrand-—-concessionsy— Evemwin%other”sectors - manufachnﬁng,
agriculture:and-stourism<= -these  arrangements. areerepTicated’to some: extent*in
the formiof-1icensing: arrangements for: technotogigssy; ménegement -contracts “for
marketing ory:engineeringsiand-. franchise«sarranQemen,géjelattng‘ payments?: to
results...-Jointzsventures: alsos:offer:t & widew avaﬂety"ﬂofwEposstbiﬁties for
combining; minoxity: foreign: with: Iocalﬁ private orﬁ¥government** equity .and
provide.- foreignt1nvestor5ﬂaga1nst”poltttcalﬁor*even?economtc risksi " In" this
respect, foreign: private: investment: -in large ‘public’ infrastructure projects,
often referred:zto:-as build-operate-transfer - (BOTY projects, may also offer
some possib111t1es (see annex)

51. The difficulties in attracting foreign 1nvestment raise questions
generally about the catalytic role which the international and national
official agencies can play in enhancing these flows. The IFC has continued to
expand its direct lending under its recently completed five-year programme to
catalyse equity flows from other sources but, to play-a substantially enhanced
role in the-1990s, .it would require a major increase in its current capital of
$1.3 billion. It has initiated a preliminary review of a possible capital
increase. An increase in capital from $1.3 billion to $1.5 billion would
allow it to sustain an annual growth rate of new investment over 1992-94 of 15
per cent per annum, while an increase to $2 billion would permit a 20 per cent
annual growth.

52. For the- Caribbean- economies, however, the IFC's role in the past has
boen very limited because of the minimum 3ize of invesiment if supports. It
usually requires a minimum- IFC investment of $1 million in a project of $4
m1111on, to Jjustify IFC's administrative costs. Last year however

v--:r‘nnn'ic'!nq tha Aiffirnltiag +hiq bad ~auead f- Fomdd Ny A ¥ - . o4 Czo
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projects for the African region, it set up an Afr1ca Enterptese Fund (AEF)
concentrating on projects whose total cost would not exceed 35 million, with
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AEF meeting up to 40 per cent of the costs. However, there.is no. equivalent
of an: Afrtcan: Enterprise-Fund-in- the Caribbeani:” A- Carfbbean Enterprise Fund
(CEF) to support small-and. medium:sized. projects- could _go.scme way to meeting
an important gap-and in promoting foreign direct investment.

53. The AEF is a useful adjunct to the African Project Development
Facility (AfDF) established in 1986; which helps in project identification and
development; but' has found it difficult to. find funding. for many- of the
projects so-identified. A CEF would similarly provide. a useful adjunct to the
Caribbeant-Project - Development ‘Facility which has” been..in existence. for many
years now:. For the -period-1989-1992, the Facility has: been:.able. to..secure
funding:-to. éxtend- its services. as  planned. to. six. central.American countries.
It hasehalsos established““an+ office “in Barbadas.7to: help:.increase private

investment - in~the Eastern Caribbean. K

54, - - :"Regional’ developiient’ ‘banks also” need”‘to:.play.a, moré. active Part in

promotingi‘privatesector development vand:/ foreian: investment. financing.. An
- Asians ‘Finafiges and'’ Investment, Corporation” with™ participation. of ~the. Asian
Development:Bankiand* industrial”country private’’sector; findncial Tnstitutions
s being: formeds- - The:*TADB! already has”a private:sector.arm; established in
1986, -the -InterzAmerican  Investment  Corporation (IAICY,. for: supporting:small
and medium-scale firms, but so far-the “institdtion~hds not been very active.
There is need to give sustained_ support to, IAIC!s-activities. National
agencies :“such®“as= UK's*'Commonwealth” Development:, Corporation.. ands; their
counterparts® in<othér industrial™ countries” tan; also. do; much. to..catalyse
- privatezisector-foreignsinvestmént<in~devel oqugﬁgou;;_t-_rte 7: OPIC iIn=the=US;
for-exampke;-hasibeen= instrumentat in:setting’up: an: Afri
as<a’ similar2find:!for'thé Easts European’-countries:
* similar ‘inittatives cannot-be-taken-to ‘support:i
ST CGEY mad BOET AL Redind ghue alaiaist
~B5u55  wApartrFromeoPfl cTal Yagentigsi taking* _ gct-equity
-s participation=in- developing: country=projécts; Increasediprovision; of ‘{nsurance
against nonzcommercial risks' for: foreign'-investors- in developing. countries
would:.also" be chelpful. The-Multilateral” Investmént’ Guarantee- Agency- (MIGA),
which became+roperational in December last year’ and provides insurance..for
non-commercial: risks,. will to~some~extent-facilitate provision of. cover to
investors:aufromiicountriesiwithout-~ nattonal- ‘schemes .~ or 'to " multinational
companies whichv~have. diffitulties® in- securingguarantees under national
schemes. But MIGA's activities would invariably be limited by its capital
which is very small ($7.08 billion) in relation to the global nature of its
operations. o

voiud B
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56. As for national schemes, Japan, in a recent initiative, has announced
that it is to increase, on a case-by-case basis, its underwriting of
investment (including debt-equity swaps and portfolio investment) by private
Japanese companies in about 50 countries regarded as high investment risks.
Given the  difficulties of attracting investment in such countries, special
measures by all” major industrial countries may serve to provide additional
motivation to:companies to undertake new investments in the indebted countries.

(e) Portfolio Investmen

R7. As compared to dirsct investment. car*falip frvagtmant fs
relatively smail financial flow. A recent estimate by the IMF suggested that
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portfolic fnvestment,. treated-.as.a- residual financial.flows. peaked:in: 19&0 at
$1.8 billion. However this type: of. estimate. is unsatisfactoryzas it fails to
capture “the- importance "of " the- rapid” growth of country equity funds in recent
years. During 1984-87 the number of developing country funds with initial
size of over $5 million has more than doubled and around $1.5 billion has been
mobilised by; them.. Among the countries for which funds. have .been- provided
included Brazil, India, Korea, Malaysia, Mexico, Philippines,. Taiwan: and
Thailand. These are typically "closed- end" funds where- the-number- of  shares
is fixed; a specific amount of money. is raised. and - then-.invested:-in a
country*s- stock market. For the. investors, country, funds “provide-a means. to
enter- a- market -where this is impossible to enter it directly (e.g..-Korea,
Taiwan), but; ‘there is usual]y a. large: pent. up .demands and: shares -haves usually
traded=- at ‘2’ high~premium..” Even where markets-are. relatively easy:toenter
directly (e.q. Malaysia, Thailand), the appeal to investors of country funds
probably. lies. in the expertise . of . their:.management;.in:. choosing ;:among
1nternationally non-familiar. stocks. Fo¥. the. host..country;- sthe+;appeak. of
country*f%ndsfrelative to.other forms@of portfolio 1nvestmento ‘Hesxin: the
fact®that: the‘closed-end character*otﬁcountryﬁfundsvguaranteeSha ~stabilkising
1nf1uence An “market as’ they;do not; représent hot money, and.that:these:funds
are -explicitly concerned: with: d1versif1cation . of” shareholdings and have- no
1nterest*1n acquiring‘dominant .sharesi. ST o AR R

58. Since 1986. there has.. also been.a..growth-of a. number:~of diverstfied
funds~alsoi’’ Their main purpose.:is.. to. protect..the - investoriifrom: thesvagaries
~ of “investing~ in- one country. a]one as_.well..as..makes his: -shareholding:more
~‘11qu1d.: The’IFC's Emergiog"ﬂarketS“Grouth Fund’.was: a-pioneer- in::1986=Cwhich
‘ earned’“a ‘507 per**cent return ‘for..1ts. shareholders;: An,the= first: yearu;and

expanded~ its: capital from’:$80%, miJ1i6n  to..$133 million)s;+In-1987: sthe: $100
mi-THon: privately sponsoredoTompleton.Fund ‘followed. - In. 1988: the:$100-million-
Asianz Development?Equity;iundﬁoponsored;by theszAsianx;Bevelopment Bankiwas
ﬂ;lauoched& ;his yeaniCommonweaLth;ginance -Ministers:.gave-a-go.taheadifor: the
““establishment™ of © a’ “Commonwealth: Equity- Fund; which: swould - invest:z 1in
Commonwealth’ stock. markets.oincludingnthose 1in .the Caribbean:. The -success of
the Commonwealth initiative ‘can be a spur to the development- of regtonal - funds
‘including one in the Commonwealth Caribbean. HWhile in the. short::to-medium
term- the growth . of portfolio investment.- through::such: funds;-could:only be
Timited‘*in “the Tong run. they.could bring substantial benefits to the-host
country-in terms of both the development of domestic financial markets as:well
as of wooing a whoie class. of the -new institutional investors in developed
countries, such as pension funds and 1ife assurance companies, whose aim is
not to seek control of domestic enterprises but rather to maximise the returns
on their investments.

(f) I n M

59. The total value of borrowings.on the international capital markets by
all! countries on a gross commitment basis, after falling during the recession
years, 1982-1983, has been rising rapidly ever since and-reached a record of
$452 billion in 1988. Both the bond market and syndicated credits grew
rapidly and were deminated by corporate SoroLwers and Dbanks rom deveioped
countries. Prime sovereign borrowers shifted to shorter segments of the
market, such as Euro-commercial paper, which offer more compet1t1ve pr1c1ng to
“ap rate bhorrowers. But *he maderity of develoning ccuntriz: Lerz not oasle oo
take advantage of these opportun1t1es because of their lack of market access
on creditworthiness grounds.
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60. Overall, amounts raised: by developing. countries. fell continuously
from=$49; 5 billion*in 1987 to $19:5 bilTion: in- 19865 After.a revivai-in-1987
($26-3* bil11on),  they-were- again. down- by. some-14.. per: cent in. 1988 t0~$22.4
biTlion (see: Table-10). The decline. in syndicated credits (loans from-banks)
account - for  practically all of the fall-off “in lending in. developing
countries, from $46.1 billion in 1981 to $15.5 billion in 1988 although such
credits still remain the main form of_-.borrowing, by developing countries.
Recenttdifferences (1.e: during 1986-1988) in lending by banks, however, are
accounteéd*for -changing- amounts- of credits extended by commercial banks.in the
context of “debt-‘restructuring agreements and: IMF. supported. programmes-for some
"HICS: " Exc1uding¥ such“managed” ‘loans;, lendingsby ‘banks..has..been. fairly.:stable

" around- $10-'IZ bi‘rliorr Utitlisation” ‘'of’hond: markets.ouhich have generally been

accessible? o thesmore~ credttworthyl deveiopingmcountries has also,;-om=the

'+ whote, "shiown=remarkable: stabety during’ thie-1980s:.., These.countries:raised-an
. averagewof atiout:'$4- biltion:; durina; 198T-1983‘;’.oinc1uding during . 1986-1988.

-Since* 7982 the-most: creditworthy“developing -countries; have also beenfmaking
‘ysesd of v theg-intérnational’’ borrowings; facilities.?mrnittany they...weres-all

“ underwrittan: But®wi th"ther adventﬁ*fin the: mid-lQSOs, ‘of” eurocomerciah,paper

.....

and -other-non-underwrittén: fact11ties" ‘they ‘have-'started recently to use these
factlities- too:  ODuring.1986-1988. developing;countries:raised. about $3 billion
armuamy throughﬁvaﬁous borrowtnggfac‘l‘lities and:. An.the:last two.years: more
than'hal?" the amaunt®was *rafsed :throtigh, Non.Underwrl tten facilities...Of all
the~ ﬁnancing“(excluding managed:.loans): raised:by, developing, countries: : during
1986-1988; “about" two=thirds® was-accounted:.for by six Asian: countriesT-vChina,
Indi'afs‘frndonesfa, Maiays‘fa, South* Kor‘e land" Thaﬂand.“ ”

’*':-:'::w _‘...42 Y AP Op S 4-5--4-4 Ei

Aamasr. Barbados,‘.]ama.ica -and
nternational: capittal;-q ma:kets
LAY

abgutiz$1 sonmial M onf in
qu itemepts ofﬁyipdtutdual
orthiness: ..For+ example,
Trinidad‘ and Tobago*‘ has been - borrower 1n every yearwthroughout the 4 1980s,

oy i 4wl g

I thestarfbbean, “folir - countri
ad7/dnd:<Tobago:’=. a‘*—*—‘“

-*with##i ts ¢ borrowings - from* year —to'~year’ showing: considerable- ﬂuctuations,

varying largely with its borromng needs. Barbados. has. also borrowed .in..every
year->since:~1985"'while- the ~Bahamas:- has borrowed:..once..since .1982.. Jamaica.
whose  position-may. have been- affected -by creditworthiness considerations, has
since 1981 only managed to raise one. loan ($30 million in 1987). The main
instrument for borrowings has=been--bank* loans; in fact prior to 1983 all
borrowings were through such loans. But, since.1983. issuance of bonds have
become --much-- more - -significant, particularly foreign bonds which unlike
Eurobonds: need- to conform "to the securities registration requirements of the
host countries.” For instance, the entire $119 million raised in capital
markets- by Barbados and Trinidad and Tobago in 1988 was through the issuance
of foreign bonds. Oniy one Eurobond has so far been issued; a $50 million
issue by Trinidad and Tobago in 1983. No Caribbean country has so far been
reported as having used the borrowing factlities, even those which are
underwritten :

52, On a net disbursement Lasis, CZZC cstlmates indicate that
international bank Tending (including managea lending) has averaged only $5

billion over- 1986-1988, compared to about an average of $21 bﬂhon over

19893.1085, and %49 hillinn in 1087 feae Tablz Y. Mzt tind Tinding has

averaged around $1-1.5 Dbillion over the last two years, a figure not to0
dissimitar to 1980/1981; however the figure is less than half of the 1985-86
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tevet swndicating that-some: of the recent.issues. may. have:in: fact. been~used to
refinance’ redemptions of earlier bonds. For the, 12. Caribbean: economies, net
-disbursements- on* account of - bank and- bond* Tending, after- being negative in

_?_osge of) the earlier years, have in fact remained- positive since.-1985 (see
able 3 :

63. Despite net positive disbursements by banks to developing countries
in 1988, data collected by the Bank for International Settlements shows that
in 1988 there-was, in fact a $22.6..billion.decline..in developing: country
1iabilities” to-the- BIS-area reporting. banks.... Hhen:adjusted. for: movements of
the :dotlar-exchangerate, the decline.was. $13.2.bill{on.. This. was:An.-part a
result+of “net. repaymentsbeing often .ahead: of, schedule. for some- debtors; (e.q.
Malaysia and. Korea), but:@ it mostly refléctéd ~a. net. reduction 1niscla1ms
1nit1ated$fby -the~banks ‘themselves. through measures - such..as loanssales; debt
equityt:swps. other--conversions;- write-—offs,_a etc. . In. this respecty;the US
““banks- were the' most:-aggressive, reducing the{r«,c}aimsein a- fifteen-month
period “July:1987~September 1988, by -over: $20 billion,. more than-,halfﬁof which
was: represen{:ed by a reduction in claims.on: the HICs.... - __ pie ey

64. 5 THEThe “above- discussion” ‘makes c]ear that,gopenings for-.. voluntary new
borrowings -on* the™ international capital markets. are..limited to.onlyi:a few
countriés; -‘amongst  them-the Bahamas,_ Barbados. and Trinidad. .and- Tobago. The
first?twos have- ‘benefited from their activities as;.- offshore centres:ands there

" is* notirdason why -they could.’not “make: more ‘{nténsive-use of. internationaj bond

_ markets as well as borrowing facilities. “Trinidad-and Tobago-is undertaking.
major: structural - reforms; -and —the- resumption of ‘multiltateral: tending=which-has

| walreadys occurred-together “with appropriate‘“‘ ‘to—f!nanc,inge by -commercial; -banks,
. canwhelpﬁ theX>éountry: to- maintain strong jaccess., to- markets ‘whilst"extending
“"Amaturities& and: Teducing the: cost’’ of borrowi‘n‘g.‘ ;«Hhereﬁ,are .alsozarnumber: of
countries *whic\ ‘are” without - debt; serving: ‘difficulties;but: ‘have: di fficulty-in
‘wﬂaccess among‘s them*i‘ ome::0f the» OECS;ﬁ,;countr:i}ies and:" B&L‘ZE.&:M%FDF% them:
o-financing?**and‘ ‘use of-’guarantees tan. provide 3 suitable method:of:raising
'arcapitali for-commercially viable projects. Finally, for countries withnsevere
debt” serving “difffculties e.g. Jamaica and Guyana, a wider menu of options 1is

- yital ‘dnd'~this should” include debt conversions, as well as concerted new

: -~1ending where appropriate.
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III. THE DEBT_PROBLEM AND FINANCIAL FL@S

65. The question' of financial flows is.inextricably linked to the-problem
of debt. As pointed out above, debt carries large interest charges, which
have been the main reason for the net negative or low transfers to developing
countries, and consequently alsa for the level of domestic investment in them.

(a) Debt -and Commercial Creditors

66. Following the Mexican debt <cyrisis in 1982, commercial debt
restructuring together with some - concerted new lending anchored on an
IMF-supported programme, particularly for the main heavily-indebted
siddle-income countries, came to be seen «> essential in resoiving what was
then seen-as largely a temporary liquidity crisis. 1Increasing recognition
that stabiTisation measures involved heavy costs in terms of output forgone,

£ - Al T 2 L3 Tarmna alen -~ oo
"ad *tha Fhaon 1S Traag ury Tacre &V GAmES  Sanel a1 383, SS auncn  an

tnitiative calling for growth-onented adjustment with greater assistance from
both commercial banks and multilateral development institutions, including the
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World Bank, to support structural reforms.. However; the- initiative: did not
*gqurate{.‘.bre:{amopnt”of additional” private- flows.needed: to- support it.- -

67. ~ According to IMF estimates, total  commitments during 1986-1988 under
concerted™lending arrangements amounted.to.$16.3.billion, of which alimost $15
bi1Tion ‘was-actually disbursed, or about one ‘quarter of the interest payments
to- financial markets. Debtor country data, collected by the HWorld Bank,
howevery--indicate- that only about $4 billion..in net:r financing was:provided-by
commercial -bank creditors, with the result. that the effective refinancing
ratio<(net” disbursements to interest. payments.received): for 1986+1988:was-only
7.6 per- €ent? (12.0° " per- cent if arrear.{i,'ége%;-incl.Uded). Official; creditors
provided: about. $15.3 billion in new lending; equivalent to about 64 per cent
of interest payments.they received from.barrowingcountries. ;€

LERTIGNG LT
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68. 2+ Nonetheless, during -1986-1988, r_,tttfe;&-&,arnoun1:;1:_1;1"».3 commercial. -bank= debt

restruttiFed: almost-doubled-"($83”'bi11ion" annually)-over- the« 1982:1985: Tevel-
although: the-number-of “agreements . fell " fromyan:average:of -19-duning (19821985
to* 1237109 71986119887" " The average: 1ength .of: the:s.consolidationt perfod.-was

‘extended* from an*average-of 2 years in 1982-1985;to.:6.5: years--1n <1988;::average -
‘maturtties. Tengthened“from  approximately-9 yearns: to:19;years;: and::thezaverage

-+ "spread:.over'LIBOR"was reduced fromi 1.8 -per . cent:,to- 0.8 per -centuisiIn- the
Caribbeah, Jamaica:rescheduled its debt.of.$165.mi11ion+1n 1983,.5195mi11ion
in 1985%and''$365! million in 1987 which_ was:a,multiyear; rescheduling:agreement
covering'/maturittes’ up-to March 1990.. Trinidad. and-Tobagosalso rescheduled:- in

L

v £ $4707mi11{on of maturities. ups.to;August:1992.

- November21988" covering debt of $4707mil1lion;of ma gust: 199
--—- —Guyanatsdebt reschedulings; by-contrast; weresdeferred7as  its-arrearsumounted
o and! gﬁiﬁi}fﬁﬁﬁé&aﬁg&{p‘g}1gi_b'le to' draw-IMF and HorTd-Bankafunds., -7 i3 L
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69. = Apart from-larger amount of"debts;.Ethg'tt_wfs:irescheduled.,,_,since.z-;]%tl;
and - especially in _the - last.. year;:; theres has=-beensdramatic growthitinthe
' ‘i‘*f‘se(:’o’:id‘anﬁ?@gﬁkéfﬁpriﬁwe]opiggﬁco‘unti%iehtﬁ‘;asﬁgnggkggsg%haue_.;se soldz. m&knly- to
- rthirdt gavtVes; ™ some+ of ‘this® debt—at.’d! discount:: The- totalivaluesiof=all
transactions- (Including interbank trading) in  those markets is. :estimated at
nearly: $43 !bi111on -in 1988 (compared to -a.total. of $25;bi11ion- over~the- four
years'"1984-1987). The total amount of debf.conversions - transactions that
actually:reduced<external debt - is estimated-at over:;$21. billion:.«(compared to
- -$8.27b¥TTFion=4n 1987°and $5.0 billion  ducing.the: whole::of 1984-1986): Four
countries:= “Brazil, Mexico, Chile and Argentina.- have-accounted: for-over 90
per cent«of the- total conversions. Formal,.debt. equity swaps; largely for
privates-corporate restructuring, constituted 'the largest portion of market
activity:(almost 42 per cent of the total. in 1988). Informal conversions to
fund: Tocal - subsidiaries, which have become..popular-since 1987, constituted
another 23 per cent. Exit bonds, which substitute bank debt for low-coupon
long-term- bonds and which allow banks to free themselves from obligations to
participate~- in concerted 1lending, became very significant- in . 1988,
constituting about 22 per cent of the total. The residual, roughiy. 13 per
centy” comprised official debt buybacks (e.g. Bolivia) and conversions to
domesttc debt including debt swaps for environmental protection- (see Table
12). In the Caribbean, the only country which has Taunched a debt conversion
(all debt cquity) programme is Jamaica. The IMF has estimated that about $4
million was converted in 1988. Further, in December 1988 10 applications for
$102 'mitlion were accepted but only about $1.5 million is reported so far to

“ave heen ccnverted,
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70. Despite its growing importance,. voiuntary debt.reduction has: remained
small both: in: relation to the total debt of developing countries and
particularly to the magnitude of the probiems of net transfers and low
investment- facing them. The net value .of debt. reduction, taking into account
the conversion- from:one type of debt instrument (usually loans) into another
(usually  bonds), amounted to $17 billion in 1988... Moreover, because of the
large amount-of debt equity conversions, the impact.on these countries' total
net-external- 1iabitity position was much Tess. A rough estimate by the Worid
Bank, taking:- into account the increase in .debt..and. equity investment
liabilities, - puts--the-net reduction in external. 1iabilities at $8.5 billion or
40 per cent-of -the-retired- debt. : . )

71. To encourage: the pracess of “voluntary debt reduction, a new- debt
initiative was launched by the US Treasury Secretary, -Nicholas Brady, in March
this years# I -addition to the-case-by-case approach..and support- for: viabie
adjustmentprogrammes- (under the Baker 'Plan),. the initiative entails:a more
expticitrrole forithe- IMF-'and-the HWor}d. Bank'. ., Under;.the..quidelines set up-in
the: IMF-andiithe<Horid Bank, both institutions’ would,provide.funding: for debt
or ‘debt ‘service reduction via-debt. buybacks and.éxchange.of old .debt.-for new
coltateralised:¢bonds< at --a- discount ' or ' new: par.yvalue:.bonds. with.: reduced
interest ‘rates:’ Fromthe -IMF*andthe Horld. .Bank, . up..to 25..per--cent' of
extended:“credits™or‘ adjustment- Toans® ‘can ' be’ set. aside:-for. debt reduction
operations.™>-In' addftion; up to:40 per: cent..of the, debtor. couniry's IMF-quota
or: the: equivaiént’. amount™ from- the: World:“Bank:. can..be. provided. to..back- up
interest-payments-on“the new-discounted “and/or, par;.value.reduced. interest-rate.
:*bandﬁﬁtfad§&%$ﬁﬁyiﬁﬁmeﬁtfa1?bogds;i“ﬁfrangemgﬁtsgqu@rpgra;jng the new: policy
by the Fund-‘gn“debt-reduction®have already been- concluded with Costa Rica,
Mexico, the Philippines and Venezuela. :
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725 Hdﬁéﬁéﬁﬁtaﬁbhtﬁ$29,Q}Jﬂlbngqlf%%dxg&immﬁ#te@?hndgpzihegBtadyQEJan;(by‘
:the IMFy:thesWorTd-Bank< and:"Japan)“tan; support..no..more than.-a very:partial
reductionsof® debt: and"’debt=service. “According to.the UN Secretariat;-at the
April. 1989 average secondary market. price of 36.pence per dollar of debt, such
funding coluld reduce commercial debt by some $80.billion, and reduce interest
payments to private creditors by 36 per cent if the entire $29 billion were
applied : to - the:+debt of 15 HICs.. -However, because $29_ billion would be
provided:as. add¥tional* loans“at“non-concessional. fnterest rates, the reduction
in interest payments could be only 13.5 per cent for the 15 HICs and much less
if the $29° billion*were spread. amongst all eligible. 39 countries as envisaged
under the: Brady-Plan. In this context, a WIDER.Group headed by Dr Witteveen,
has suggested-a reduction of a third ($125 billion) of the commercial debt of
HICs which: would require resources of about $50 billion; the Group proposes an
establishment of an IMF Trust Fund with voluntary contributions from surplus
countries. At~ the official level, France 1is . reported to have. proposed a
setting up of'a multilateral guarantee fund for debt reduction under- IMF/Horld
Bank auspices, a proposal which has so far not been received favourably by
other major countries as it implies a transfer of risk from the private to the
official sector.

ke

73, It is aiso questionable whether significant gebt reauction could be
achieved under- the current negotiating framework which relies on a
decentralised voluntary process and gives too great an opening for each
frdividual bank fo hold sub lthe :o-callad ree o iuer 00 ey, auping CRAL
somebody else (other banks, the IMF, Japan, etc.) will bear the losses. This
optimism of free-rider banks would not be misplaced because in the past
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official institutions have supplied-some-of the:money needed .to. meet: interest
payments to'them:: Moreover, US. banks.are: loath: to report. book losses; and
larger- among them: have:. better . access. to. debt-equity- swaps. which offer a
cheaper and less costly way of divesting debt.

74. There  are also a number of. regulatory, taxation and accounting issues
that need-to be considered by creditor countries if debt reduction is to be
successful. Hhile the higher levels of provisioning established or reguired
in most creditor countries are positive- developments as they cushion the=banks
from possible_losses, these.in themselves. are-not. sufficient to. transfer:some
of these. ldan=loss: provisions. into- debt: or. debt .service reduction.. It is
thereforeﬂmpootant that.. while tax..concessions; continue-to be granted:when
loan-loss*%provjstons -are.. made.é, banks. should; retainthese-concessions: onty- if
they: oarticipatedn the ‘debt/debt-service; -reduction:.schemes:as- under-the-Brady
Plan. This''woitld bothencourage. provisioning and: discourage free-riding. It
is also  important: that . all. .creditor countriess:should.: exclude loan=loss
provisions: from-ﬁ'*capital or, as. a.. minimum,s, makeeﬁnor exceptions: -to.. theizBasle

agrtieemontfwh?chw defines by’ 1992 a.. untformwmaximum 1eve1f to be 1nciuded in
cap tal. - v LT i : ‘

cpry e
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75, © There‘ is also concern that banks,.wou]d become‘*even Tess. willing -to
provide* new’*Toans*“which :"may~ be ~necessary’.to.meet* the--foreign exchange
requirements ,for*“ new- investments.,. . vital .for.. growth-orientedo,adjustment
Without+ giving*> eniorityr status..to’ such loans.:v_from,? the -banks® viewpalnt,
these:‘loans-~would® become. an 1ndist1nguishab1e .pant:of, the-existing:stock . of
- debticwhich=¥s trading” atia “stgnificant; --discounts ;77 To > overcome FiEhese
‘difficulties i Spain; was proposed setting: up. a newﬁEE(;.f;F‘ nd -to guarantee:sloans
to¥ the‘imrebted«f-:‘countries* éimptemepting"‘reformkprogramme -.a -proposal-which: 1s
under’*styd'y*hin;the‘ C ons: ~The /Chalrmansof; the,US;, Federal::Deposit-

rporation;: ‘proposedssettingrupsaniinternational insusance:
nsure: futur 0a oﬁf,‘thos,g agreed-:to-participate-
A +debtzservice reductiom~und rady--Plan. -But=the-US
Treasury”does® not “support” the pIan ‘which is “seen as ‘providing protection to
the banks. There-are other ways of providing some degree of senfority to'such
Toans, such.as the use by the World Bank-of its various..guarantee facilities
or -of" 1ender“‘ofljrecord techniques,. under. which :the Bank!s name is given:on the
- paratlel ~-Toan#'paper.” which. is’; thenf '501d.,,0ff ° tom commercial- banks--without
recourse - to' ‘the ‘Horld "Bank. Fromthe viewpoint of the lenders the fact that
the Bank is the lender of record-shouid provide. .added-assurance against a risk
of non-payment or “delayed payments by borrowers. Regional banks could also
support -such operations.

E..

76. While the current debt reduction efforts are concentrated mainly on
the middle-income- countries who. owe- most of their debt to commmercial
creditors, it  is also important that steps are taken to eliminate- the
commercial bank indebtedness of low-income debt-distressed countries which can
itl-afford the market-related .funds.of the IMF and. IBRD to support debt
reduction operations. For these. countries, -apart from aid donors who- for
example in- the-case of Bolivia supported a Jebt buyback scheme at a steep

P"l oar\nn{- ﬁ4--|u

ctive consideration nesds to e yivell as> ([0 wihether a portlon or

SAF/ESAF and IDA funds should not be used to support such buyback operations.

h) Noht and NFFirial Mradisare

77. Debt restructuring of official debt, of both middie-income and
low-income countries, has also intensified since 1982. An average of $7.5
billion of developing country debt owed to official creditors was restructured
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during.-1982-1985% - The~figure rose to- $28:2 billjon im 1987, fell to. $8.8

billion in=1988% and -for--the period January-May. 1989 alone has risen again to

$12.4 bi1lions~- With --the:-exception- of 1986° when most of the debt so

restructured was for sub-Saharan countries, the bulk in other years invoived

other countries. Three quarters of the amount restructured during 1988-May

;{?89 wasw accounted: for by 4 countries - Brazil, Philippines, Mexico and
geria.

78. Consolidation periods continue to be short (12-18 months), although
during- 1988-1989+several--middle-income: countries:  have enjoyed consolidation
periods Tlonger - than--average- (e.g. 36 months for~ Mexico, 28 months: for
Brazil). All:countries: except-Cameroom, Mexico and the-Philippines, had 100
per cent ofrboth: interest”and principal consolidated;. Ten years maturity- with
5 yearss graceehad-salso becomeé common: for virtuan Y. aH the countries.

$$ 5 - 7 PR

79. For debt—distressed‘ 10w—1ncome countriesﬂ (which owe most of their
debt: to offitialicreditors) such -maturity and grace: ‘periads: had. already- become
a norm: But:continuing“severe: debt“servicing difficulties led the 1987.Venice
Economic Summit of the seven- largest industrial countries to ask the Paris
Club to extend; on a case-by-case basis, repayment; terms: to. 20 years with a
grace: per%od“ofi 5 ‘years: Following-the-Toronto™” Economic Summit in 1988, the
Paris Club“adoptéd, also on a‘ case-by-case basis, "a..menu. approach -under- which
all concessional:‘debt-would -be rescheduled with’ 25, -years; maturity. and..]14:years
grace- and“'for--non=concessional debt, creditors -could: choose between:-ane- or
combination:<of “the:folTowing*- three- options: " (almcancening__ one-third of

el1gibieematurities&and?‘i‘eschedtﬂ1ng ‘the-balance; with: 14 .years. maturity>and 8
years“ grace-fat. marketure}ated ‘interest’ rate,“, (hl,u dop;tjng .25.. years maturity
with 1484edrsigraceat’ market—related 1nterest‘t t’e (c1 reschedu}_i_qg debt
“at 14 -years - maturity*and 87 ' years~grace:. atr“am nt

rate: ~ Indearlyii1988% Ventte “terms-vere* extendedegto
-.Togo:but-wi tk‘i’slighﬂy ‘shorter maturity of>*16 yeats.

S5 etween October lgaa-Hay
1989 the - menir:* approach“ had+'been-- extended to” eig&t countries - an {n
sub-Sahe{'en Afrjca _

ﬁ
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80. There are-several issues in relation to official debt relief which
also have- major- imptications for- Caribbean- indebted . countries.. The. 1988
Toronto/Parissi Club**menu approach- has ‘ so far ~not  behefited non-African
low-income countries. In fact, in May 1989 Guyana, despite its severe
difficuities, received: only the Venice terms (20 years maturity, 5 years
grace). There-is-a clear need to broaden out  the.debt relief to cover
debt-distressed low-income countries outside sub-Saharan Africa. There is
also a need to lengthen the consolidation periods to put debt restructuring on
a more stabie footing. Aid debt cancellation by some major donors such as the
US and Japan, can also make significant contribution to debt relief. More
significantly, Paris Club debt relief would need to bhe additional to other aid
commitments, for -otherwise it would represent a diversion of aid away from
other mainly low-income countries whose requirements for concessional finance
are egually, if not-more, important if they are to tackle the vast development
problems facing them.

81. - Apart from the debt owed to official bilateral cred1tors, many of the
low-income countries are heavily indebted to, and some in severe arrears with
he myltilateral agencies which 3 ~ot =-acchadule Z2bt c,es o2 ham. Sor

example, in 1988 nearly %35 billion of the $80 billion of official debt of
sub-Saharan Africa was owed to multilateral agencies. In the Caribbean, in
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the case of Guyana nearly $0.5 billion of. the; total..$1.3. billion was owed to
multilateral® agencies- - about: $102°miT1ion= to’ the  IMF and: $96- billion to the
IBRD. Even: some: middle-income- countries face: similar problems.-. For example,
Jamatca” ‘owed® niearty 36 per cent” out” of 1ts total debt. of $5 billion to
multiTateral agencies in 1988 .

82. As for countries in arrears to the IMF, negotiations are under way to
help them- and: progress has been.made.in some.cases. (e.g. Guyana) to initiate
'shadow' Fund-monitored- adjustment programmes that would trigger bridging
finance-from#some="donors under the eadership- of” one: key.-donor. (Canada in the
case of Guyana) to ' enable. them: to settle overdue. obiigations to, and
consequent'ly resume borrowing . from,:differentﬁfinanciaj institutions. It is
to “be-3hoped?sthat>"this~ approach; - whereby a “country moves towards normal
relations” with~all its creditors, will_be.more. widely.. appHed and receives
wider*and*‘* sympathetic support‘ from the. donor comunity e
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83 - For- other 1ow-1ncome‘“countries not in arrearsh but with- heavy
1ndebtedness* to* the-<Fund-* at market-(elated“"iqterestw ratesf,w the support
“available ifroma the SAFIESAFwould “to'a"; considerablezextent .enable them- to
refinances their market—related:' Fund--debt: at' concessional rates. But 1t 1s
vital that-there~{s substantial: and continuing- suppont if.they. are to succeed
in- promotfngﬁgrowth-oriented*ad:}ustment"*" There“is;. also, a.question of severe
indebtednessito the: Fund of~ middle-income countriea .11ke. Jamaica, which have
borrowedttdt: marketrelated’’ termsiﬁ but.“whose: de&t:—-servicing .to. the- Fund: has

becomeiamajor-problem.~If this were” ‘not:to develop uith ‘a serious crisis, as
pointed=outzabiove;iit- would**seem«that’“theﬂcoverage of ESAF should befextendedw
“to:severelyiindebted: middlie “income-countries: owin B

to official 1nst1tutions .
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84, -5 ‘Hithﬂ}regard* toh “thet“1BR : ncomescoun

formerly e¥fgible for»-IBRD: 1gdns?. bt Zﬂa‘e—«-regresse@&o ;nonly“ status.« ahout
10 per-centzof the=IDA=reflows=1s curréntly"-being‘lsed to offset a part-of
their interest payment obligations In FY 1989 IDA reflows; amounting to $101
miTlion: weret used : to-assist: 10-countries-(etght™in. sub=Saharan Africa plus
Bangladesh~ and Bolivia) to partially offset - their total. 1989 interest
payments. ::’While- a welcome*development; - this ‘facility should be extended to
all the-countriesspotentidliy eligible-to-receive such support and would be of
particular value to Guyana in the Caribbean..

Iv. MAIN-ISSUES FOR CONSIDERATION-FOR CARIBBEAN POLICYMAKER

85. There has been no real turnaround in financial flows to developing
countries, which after falling sharply in the early 1980s, have remained
stagnant in real terms over the past three years. The Caribbean economies
have-shared this general decline in net flows which even in nominal terms were
less than half the levels of the early 1980s. 1In fact, taking account of
interest and other investment income outflows, net financial transfers abroad
by developing countries, have since 1983 continued to increase. As a
consequence, domestic investment has hardly recovered, constraining future
nrospacte of growth., Measures ara therefore required to improve ail types of
f1nanc1a1 flows to deveioping countries as well as, where appropriate, reduce
outstanding stock of debt or debt service.
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Specific issues requiring attention by Caribb-eanapoli cymakers: are:

" the-need to tap both concessional and non-con'cesﬂonai resources. from
countries with- fast expanding budgets of aid and other development
finance, particularly Japan.

the importance of ensuring that premature graduation from IDA of five
QECS™“countries and from IBRD of Bahamas, Barbados and Trinidad and
Tobago:- does not. take, place; also of supporting expanded regional
soft—arm funds- of "IADB“and CDB.. : ‘ )

- the- need for- a capitai increase for. the Caribbean Development Bank

the- importance of: maintaining regular access to the capital markets
by countries- such-as the"Bahamas, Barbados ‘and- Trinidad and Tobago-. to
preserve creditworthiness,“ and utilisation.,.by them of -newer

,,,,,

techniques of ** borrouing to. reducewcosts;s the need -atso+ for

~ encouraging the HWorld: ‘Bank .to utiiise B-—Ioamand guarantee;programmes

for countries with difficulties of access. to, capital markets R

thee need’ to - urge the Paris Club.. to extend the menu approach to
"debt=distressed low-income. countries. outside. sub-Saharan- Africa
inctuding: Guyana;. the donors to.. provide, .expanded.- support.- for;: such
countries in- arrears to the. internationai . financiai institutions to
clear them; and the IMF:and. Horld.Bank..to:set:..aside.a_portion- of

e ESAFIIDA funds to encourage buybacks of; their commerciai indebtedness

f" - ':"3 di
the need also to call upon- the various partners invoived to speadily
implement- the Brady:-plan: onsvoluntary:-debt. reduction;: and the-IMF:to
_ extend ZESAF “support. to~ middle-incomee countries such as Jamaicm“iwith
large official indebtedness. si o oeem o dor o1y AdT L0 A1D 1uh
the need- to promote stablee economic environment for promoting private
foretan 1investment, 'as well as to support” smal! and medium-sized
projects in the Caribbean by .calling upon the IFC to establish a
Caribbean Enterprise Fund, similar in scope-to-the one-in Africa..

importance of developing Caribbean stock markets including a regional
market and equity funds to attract portfolio investment.

the need to tap the export credit agency finance wisely and
selectively to match project needs. :

the desirability of considering possibilities of financing public
projects with private finance.
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ANNEX

PROJECT FINAN

Project finance refers to a specific technique in which the backers -
private or institutional investors and financing. banks - take every risk on an
untried scheme or a new company for the sake of a future income. In short,
they have no-recourse except to the: project itself, although all projects
require some- form~of limited guarantees in order- to be able to develop an
acceptable credit structure without. recourse,.to specific sponsors. The
benefits of ‘such-1imited. recourse.-financing -to - the -sponsors.are off:=balance
sheet - financing:-“and" improved _equity. returns as: a result of being: able to
ﬁnance the project on'a. highen leverage: . ‘ :

Hhﬂst extensively used.. during Mthe~ last two centuries, pro:]ect
finance*fell “1nt0“relat1ve ‘disuse. this: centuey and -yirtually: disappeared
during- the=1970s 1and~1980s" as .all1 sorts:of large:projects were- financed:either-
directly: by < governments" or’ 1ndirectlyt with.-the -- support : of --sovereign
guarantees‘*% Recently, _however,” ‘with: the- declinee Jn..others forms:-of =finance,
project: finance” has returned “to favour. ~In particular, the global trend
towards reduced. public sector involvement.and-:increased:-privatisation, has
meant*that what-once may have been: regarded;as: public: uttlity projects: -.water
supply, power- generation, etc. .-.are. .now. thougbt of ;as..suitable fonsprivate
-finances="'Private=finance-for: pubHc- projectsz"rhowever“ 457 sti11more debated
_than# pract’ised‘* “Eurotunnel. represeuts 2 true-l—jmﬁted recourse projectm as.. it
1: :xposed“toeall the classic. project’r:i:, :
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However, because of diff‘icu'lties and uncertainties of des‘lgning: such
projects: in-developing countries, several variants— have appeared, the-most-
common of which is usually described as a BOT (build-operate-transfer) project
(although this is a misnomer as the Euro tunnel project also involves sponsors
to build, operate and eventually transfer ownership rights back to the
governments. of Britain and France). Khile providing many of the benefits to
the host country of a true limited recourse financing, this variant invelves
absorption of some of the market and operating risks: generation of revenues
relies not only on market factors, but also incorporate some support from host
government while attractive equity returns are designed to encourage foreign
investment. HWhile various projects have been advanced in developing countries
for such BOT finance, only one project so far has got off the ground {(in
Thailand). There are considerable operational problems which inctude complex
legal and contractual negotiations between the various parties involved as
well as the high cost of finance to cover the insurance premium on the Toans.

These problems suggest a much stronger role for the MWorld Bank as
well as export credit agencies in supporting and promoting such projects. A
step in this direction has aiready been takem by the World Bank in Pakistan
where it has initiated a pilet :zcheme Toir -uergy development <through the
establishment of a private sector energy development fund (PSEDF) funded by
itself and other multilateral and bilateral agencies. The PSEDF would provide
np o 20 ner rcent of *the cost of 20Ts, vhich would s Tznt = :nz ,overnment

under sovereign guarantee for onlending to BOT projects. At least 25 per cent
of financing would be provided in equity form, while the remaining 45 per cent
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would be in the form of suppliier credits - commercial loams or export credits
- as limited recourse financing. In return the government would guarantee the
performance of its agencies to buy energy and to ensure local infrastructure-
is in place. PSEDF has also created standby facilities to support cost
overruns which are not the. fault of the joint venture companies, and to
finance the cost of any force majeur. In addition, the World Bank is
considering  providing standby loans in syndication with commercial banks to
cover-debtservice to creditors: in cases of force majeur and contractor or
operator- default and aiso syndicating loans with local. banks for providing
short termlffnance during the project implementation stage. -
As for export credit agency support for limited. such.. proaects. the

Tead:" has ‘been: taken- by Britain*s ECGD, - which: now accepts. some=sort of
Tiability-on<the -commercial viability of'such projects _but_the extent;of the
covers is restricted. It puts a cash-1imit of £70'million-on its exposure for
any single project; 1imits the commercial risk.to only 60.per. cent of the
total, Tleaving: the- 1ending banks:to shoulder the..remaining 40..per-cent; and
inststs that:.each’ bank- takes at least 10 per cent of. the. risks on 1ts-.books. to
encourages them=to. examine :any potential project with.the greatest.degree of
scrutiny, It“remains to-be seen how much use will be made..of. ECGD!s new:covers
or:of ‘the.newipolicies which may be-developed by other -agencies. g
. BOT. structure can- cleariy be of most interest: to countries- open to

the possibility of private: interests in- their infrastructure.. But for.this to
succeed it"is: important that such’countries find ways-of .accessing local; funds.
for usexin BOT-projects: —~Local” capital’markets ;need to.be strengthened.“uhich
should :-include~-establishment  of - financial fnstruments to ~fund.. 1ong=term
projects +0f"an. active - secondary - trading market and of an 1ns%itutiona1

framework for gathering, analysing and reporting on the performance of
existiog enterprises.
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$ billion

Per cent of total

3

Source:

Txcluding Taiwan.

OECD Press Release,

Press/A(89)29, Paris,
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16 June 1989.

1981 1985 1986 1987 1988 1981 1985 1988
I. Official Development 45.6 49.0 56.1 62.0 67.0 33.1 58.5 65.1
Finance (ODF)
1. Official development
assistance {0ODA) 36.9 37.4 44.3 48.4 51.0 26.8 44.6 49.6
.of which: Bilateral 29.0 28.9 34.8 38.3 490.0 21.} 34.5 38,9
Multilateral 7.9 8.5 9.% 10.1 11.0 5.7 10.1 1@¢.7
2. Other ODF 8.7 1li.¢ 1i.8 13.6 16,0 6.3 13.8 15.5
of which: Bilateral 3.0 3.7 4,0 6.6 8,0 2.2 4.4 7.8
Multilateral 5.7 7.9 7.8 7.0 8.0 4.1 9.4 7.8
II. Total Export Credits: 17.6 4.0 -0.6 -0.7 _3.0 12.8 ‘ﬁﬁ.a 2.9
1- DAC‘ count’riES‘ 16- 3.4‘ "'0.8 “‘100 2.6 11-8 ) *4-'01 2.5
of which: Medium .
& LOﬂg‘-’Term 13.3 0.2 "3-8 "'5.1 "‘llu 9;7 ! 0.2 "'100
Short-term 2.9 3.2 3.0 4.1 3.6 2.17°73.8 3.5
2. Other countries 1.4 0.6 0.2 0.3 0.4 1.0 017 0.4
IIT. Private Flows. 74.5 30.8 28.2 35.6 32.9 54.1 36.8 32.0
l. Direct-investment .(OECD). 17.2 6.6..11.3...20.2 19.0 12.5.757:9 18.5
of which: Offshore e cedus
centres 4,1 3.7 6.8 12.0 . .o
2. InEernational bank
lending— 52.0 13.6 5.4 5.6 4.7 37.8.-16:2 4.6
Of "hich: Sho:t-term 2210 12-0 "4.0 5-0 (] . 1 Q j)r3 ‘e
3. Total bond lending 1.5 4.8 3.3 1.0 1.6 1.0 5.7 1.5
4, Other private 1.8 2.9 5.3 5.5 4.0 1.3 1.5 3.9
5. Grants-by non- i )
governmental
organisations 2.0 2.9 3.3 3.3 3.6 1.6 3.5 3.5
Total Net Resource Flows
(I, IT & III) 137.7 83.8 83.7 96.9 102.9% 100.0 100.0 100.0
At 1987 prices and exchange rates
Memorandum items
Total net: resource flows 188.9 119.4 96.3 96.9 96.0
Takal NDA recaipts 50.6 53.3 1.0 48.4 47.6
Non-concessional ODF 12,0 16.5 13.5 13.6 14.9
Private flows 102.2 43.9 32.4 35.6 30.7
Total DAC ODA 35,1 41,9 42.2 41.5 44.3



TABLE 2

DEVELOPING COUNTRIES: EXTERNAL FINAHNCING, 1981-90
{(in $§ billion)

Projected
1981 1982 1983 1984 1985 1986 1987 1988 1989 1990

Official

transfers 13.1 12.4 12.9 13.1 16.0 17.4 1l6.8 17.4 17.4 17.4
Direct invest-

ment, net 13.2 12.5 8.9 9.7 g.1 8.9 12.3 17.3 15.5 17.9
Reserve-related

liabilities 6.9 10.6 7.8 4.5 -0.7 =~-3.3 -5.3 -3.7 0.7 4.7
Net credit from

IMF 6.6 6.9 11l.0 4.7 - ~2.7 -5.9 -=5.0 1.0 5.0
Liabhilities con-._ o . R - - -
stituting foreign

authorities?® ‘

reserves: 0.3 3.6 -3.2 -0.2 -0.7 -0.5 0.6 1.3 -0.4 -0.4
Long-term: borrowing 5

from' official - Ces "

credltors, net 29.4 33.7 35.5 34.1 24.6 2B.8 22.5 17.8 28.9 31.2
Other net external

borrowing; 76.3 52.1 28.8 15.7 14.8 10.9 14.0 6.0 9.9 12.2
Total 138.9 121.3 93.3 77.1 +63.8 62.7 60,3 54,8 72.4 83.4
Memorandum

Wet borrowing £rom

commercial banks g81.5 49,4 28,3 13.5 5.9 =3.0 4,6 -9.3 8.8 9.3
Exceptional

financing 12.0 23.6 40.3 40.5 33.8 48.9 50,3 50.8 51.7 36.8
of which: Arrears 5.5 13.3 13.5 3.9 -11.3 8.0 0,7 11i.8 4,1 -6.4

Reschedulings 3.7 5.5 24.7 33.4 41.9 37.4 49,1 37.6 42.9 237.6

R

I~
jon)



TABLE 3

RET- RESOURCE FLOWS.T0 THE COMMOHNEALTH CARIEBEAN -
{BASED ON OECD DATA)

US$ million Per cent of total
19381 1985 1986 1987 1981 1985 1987
I. Of ficiél .Development
Finance {(ODF) 517.6 540.5 542.8 419.1 66.2 86.2 28.3
(1) Official Development -
Assistance (ODA 303.6 304.8 331.5 335.8 38.9 48.6 22.7
of which: Bilateral 187.7 238.8 252.5 255.7 24,0 38.1 17.3
Multilateral 115.9 65.83 78.9 30.1 14.8 10.5 5.2
(2) Non-concessional ODF 213.9 235.8 211.6 83.5 27.4 37.6 5.6
of which: Bilateral 123.5 127.% S%7.2 -=50.38 15.8 20.3 -3.4
Multilateral 90.5 108.3 154.2 134.,3 1l1.6 17.3 9.1
II. Total=Export-Credits- 139.4 4.3 57.1 -178.1 17.8° ~0.71270
of which::Official 49.8 72.1 54.1 -57.5 6.4 11.5 3.9
Private : )
officially . s - s s
:gua;ahteed‘ * 89.6 -67.8 2.8 -120.6 11.5 -10.8 -8.1
IIT. Private-Flows» ' ‘ - E
(1) Direct~Investment 307.5 -347.4 395.4 628.0 3%.4 -55.4 42.4
(2) Other (including
commercial bank and . -
bond lending .- -133.7 501.7 238.1 553.0 -17.1 80.0 37.4
Total Net Resource
Flows (I, II & III) 781.3 626.8 1179.0 1479.5 100.0 100.0 100.0




TABLE 4

DEVELOPING COUNTRIES AND CARIBBEAN ECONOMIES:
DEBT OUTSTANDING AND NET TRANSFER OF FINANCIAL RESOURCES

Developing Countries Estimated Projected 12 Carihbean Countries

1983 1984 1985 1986 1987 1988 11989 1990 14983 1984 1985 1uwdé

l.obt  disbur sed
& wutstranding 815.5 851.3 %62.6 1052.9 1170.8 1160.4 1174.0 1202.4 6,80 6.57 7.43 .40

Met 1 ransfer on
del.l ~creating

£liusl -0.9 -21.0 -37.2 -42.7 -54.0 -66.5 ; -43.6 -53.3 0.18 0.03 0.06 -0,07 -0.43

Nel  ransfe: oOn
all flows? -0.7 -9%.6 -25.5 -20.7 -25.6 ~32.5 ) .. - 0.34 0.26 0.22 -0.13
of wuicliz transfer

Lirough official .

£lows3 28.6 25.8 16.3 12.7 8.7 8.0 ‘ .. . ‘e .. e ..

T wnsfer Lhrough
diiect invest-
meontd 2.8 -£.4 -1.0 -1.3 -B.4 4.0 : .- . .. .- - ..

1 nsfer t hough
M oivate
o1 -dit 3 -26.5 -33.0 -40.9 -32,1 -34,7 -46.0 .- - .o .- . -

3
1 Net tiows through all ({official and private} borrowing
payments on all debt, as estimated by the World Bank.

-

i

by developing countries less interest

2 4 samp le of 98 countries for which data is avajlable to the 'UN.

; ‘ i

4 Grant: as well as net official credit (including IMF credit) less interest paid (including IMF
charge :). .

4 Direct investment (net of reinvested earnings) less net dividends and other income.

[ R4}

Net pnivate credit inflow (including arrears on interest and principal and outflows of capital by
residents) less interest paid. . i

Sour tes: Jorld Bank, World Debt Tables, United Nations Department of Interpational Economic and Social
Affairs and estimates by the author.



TABLE 5

ODA PERFORMAHCE OF DAC COUNTRIES IN RECENT YEARS

Net Disbursements -

$ million ' Per cent of GNP Annual
average
R %-change
1988. 1987 1988 at. 1975779 1980/84 1987 1988 in . volume
actual actual 1987 average:- average: 1982/83-
prices:&. 1987/88
exchange .
rates ... _ -
Australia 1091 627 .893 0.51. 0.48 0.34. 0.46 -1.6
Austria 302" 201 290 0.22 0.29 0.17 0.24 -4,7
Belgium 592 685 577 0.54 0.56 0.48 0.39 -3.8
Canada 2340 1885 2085 0.50 0.45  0.47  0.50 6.9
Denmark 922 859 868 0.72 0.76  0.88  0.89 5.8
Finland:- =~ =610~ 433 - 546=" - 0,18 0:29 - 0.49 0.59- - 16:4
Fran.'c‘e Iinc,l. v;e, ey p Lt -
DOM/TOM] ** 6959 6525 . 6700 0.59 0.72  0.74  0.73. 2.4
Fr@ée; [exc}. CW - - z n, ‘ a"::' -t
DOM/TOM] ~'* 4777 4489 4605 '-.  0.32 0.47 0,51  0.50 3.5
Germany g 4700 4391 "4527 77 0.39 0.46 - 0.39 0.39 -1.8
Ireland- 57 51 ..54 .. 0.15. 0.20 G.19 0.20 ~1.6
Italy 3012 2615 2875 0.11 0.20  0.35 0,37 15.4
Japan 9134\ 7454 7§058 0.23 0.31 0.31 0.32 5.5
Netherlands - 2231 2094 2142 1.83 i.01 0.98 0.98 2.1
New ‘Zealand - - 104 87 ‘87 0.39 0.28 0.26 0.27- -g.2
Norway 988 890 926 0.83 0.97 1.09 1.12 4.9
Sweden 1534 1375 1390 0.86 0.85 0.88 0.87 1.4
Switzerland . 615 547 586 0.20 0.27 0.31 0.32 4.7
United Kingdom 2615 1871 2256 0.45 0,37 0.28 0.32 ~-1.4
United States 9777 8945 9456 0.24 0.24 0.20 0.20 ~0.5
Total DAC 47583 41535 44325 0.34 0.36 0.34 0.35 2.3
1 At current prices and dollar exchange rates.
2 At 1987 exchange rates and prices
Tourcat TECD, DTAC Prass ZBelsase, A(89Y29, Pariz, % Ians L3239




CORCESSIONAL, AND NON-CONCESSIONRAL FLOWS

TAELE. 6

FROM MULTILATERAL AGEHCIES
(US $ million) =

Net disbursements 1981 1982 1983 1984 1985 1986 1487
Concessional Flows-
Major Finamcial Institutions
IDA 1918 2363 2336 2402 2599 ° 3327 3530
IBRD 88 58 47 41 34 4
IDB 438 366 365 438 351 283 121
African Develgpment Fund Qg 122 158 111 210 272 374
Asian Development Fund 146 177 223 304 393 416 514
IFAD. .. : 7% - 104 144 ° 170 270- 286777 =
Sub-total 2756 3190 3272 3556 3857 4588 '(4840)
United Nations
WFP - 542 595 630 679 779 649 720.
UNDP - 790 714 617 596 635 769 786
UNHCR R 437 366 356 397 4138 386 __...-.
UNWRA™ 170 235 211 191 187 187 .- .207.
UNICEF 214 204 246 244 279 326 ..-364 -
UNTA - 210° 196 253 217 295 254 . 314
UNFPA 129 113 @ 122 . 119 127 101 meQOQﬁ?
Other-UN 356" 332 304 _}3;9 327. 380 ‘; igﬁmﬁ
T ?ﬂg . - b 7 o ‘-fr‘e‘i;i.‘i:'-“ 7
Sub-total 2848 2755 2739 2763 3047 3052 (3300)
Other institutions 475 39 35 17 29 . 29 (36)
Total Above 6079 5984 6046 6336 6933 7669 (8176)
EEC*™ 1440 1143 1215 1287 1407 1659 . 1747
Arab Funds- 407 398 314 147 133 144  (106)
Total concessional 7926 7525 7575 77790 38472 9472 (10029)
Non-Concessional Flows
Major Financial Imstitutions
IBRD. 3603 4534 5117 5629 5041 5418 4395
IFC 510 291 166 127 94 156 208
IDB 643 832 957 1550 1398 1224 928
African_Development Bank 70 115 145 110 235 282 -
Asian Development Bank 390 473 550 513 400 364 -
Others 16 13 9 14 3086 290 -
Sub-total 5232 6258 5944 7942 7474 7734 6450
EEC 241 320 202 84 152 190 140
rzh Tonds Lz e 22 v —uu —rid il
Total non-concessicnal 5716 6626 7226 8213 7912 7787 (6830)

Source:

OECD, Development Co-operation, 1988 Report.
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TABLE. 7

SOURCES OF BILATERAL ODA TO THE COMMONWEALTH CARIBBEAN COUNTRIES — 1987
{US $ million)

usa Canada  West UK  Nether-~ Japan  Other Total
Germany lands
Antigua &
Bart’}iﬁaa . A 2.0 102 - 105 - 001 - 4.8
Babamas - - - - 0.1 - - 0.1
Barbados . - 2.3 g.5 9.5 Q.7 0.1 - 4,2
Belize:« 13.0 5.2 0.1 3.2 - - - 21.5
Dominica - 2.1 0.3 1.3 - 0.2 - 5.1
Grenada 3.0 5.2 0.4 1.0 0.1 0.1 - 10.0
Gu'yana1 800 4.8 0.1 1-0 002 0.8 - ']_-97;?
Jamaica 89.0 24.4 10.4 4.7 6.4 3.3 7.81 146.4
St Kitts & N ettt T
Nﬁviﬂ - 1.7 - 2.2 - - - 4_.0
S b “ ] :
stk".‘Cia - 3.8, 0.1 1.8 - 0.2 - _§.,°:
SRS - : S
St Vincent &
Grenadines 2.0 1.4 - 1.6 - 0.2 - 5.3
Trinidad &
Tobago _ - 0.2 31.5 0.2 0.2 0.2 0.12 32,8
Total 117.0 52.3 43.4 15.0 7.7 5.2 7.9 255.1
1 Includes Italy ($4.4 million), MNorway ($2.6 million), Belgium ($0.6

2

million), Switzerland ($0.1 million) and Australia ($0.1 million}.

Switzerland.



TABLE 8

FLOWS".FROM SELECTED MULTILATERAL. AGENCIES TO CARIBBEAN COUNTRIES!

$ million
CONCESSIONAL NON-CONCESSIONAL
. Gross Net Net Grogg. - Net Net

Dighurse- Digburse- Trans- Disbyrge- Disburse- Irans-

ments menty fors ments - ments forg:
World Bank:IDA/IBRD. i
1981 29.0 25.0 21.3 87.5 74.5
1982 15.0 12.6 9.2 173.0 156.4
1983 26.3 26.0 24.9 104.6 81.4
1984 30.5 30.1 28.7 84.3 49.1
1985 22,3 21.7 20.0 104.9 69.3
1986- 33.2 32.5 30.4 43.1 -14.0
1987 50.2 49.3 46.5 89.1 18.0
1988- 22,5 21.4 18.7 75.7 -10.9
Infé;lhmefiban;Da;elopment Bank
1981 . 84.6 84.4 79.6 7.9 5.9 X
1982 77.1 76.3 70.0 13.3 11.3 O =3 R
1983 75.2 74.2 67.6 34.8 32.0 27
1984 72.0 69.5 62.0 31.8 28.7 25.1
1985 77.0 - 72.1 63.5 86.1 79.8 6732
1986 43.0 36.0 26.3 82.5 76.4 52,3
1987 35.0 . 27.0 17.2 86.7 73.4 35.0
19882 52.0 41.8 30.3 65.3 25.9 —17TH
Caribbean: Development Bank
1981 28.7 28.3 26.8 13.1 11.2 9.3
1982 13.5 13.0 11,2 8.2 6.0 3.6
1983 15.0 14.6 12.5 4,3 0.3 -1.9
1984 4.0 3.3 0.2 5.8 4.4 2,2
1985 3.9 2.6 -0.4 10.2 8.6 6.2
1986 5.7 4.1 0.9 13.5 11.6 9.0
1987 13.3 10.5 7.2 10.2 5.8 1.2
19882 3.9 -1.7 -6.0 5.3 -1.4 -9.7

1 T 2 AAT Rl e bl Ao nes P I AL SR

and Dominican Republic,

2 Provisional

Source: World Bank



MAJOR SOURCES OF DIRECT INVESIMENT

TABLE 9

TO DEVELOPING COUNTRIES

($ billion)

Average Average -

1978-79 1981 1982-83 1984 1985 1986 1987
Canada 0.4 0.3 0.3 0.5 0.1 0.1 -0.1
France 0.5 1.1 0.7 0.3 0.6 0.6 0.7
Germany 0.9 1.4 0.9 0.7 -0.1 0.4 0.7
Italy 0.3 0.1 0.§ 0.4 0.4 QLé,ﬁi 0.4
Japan“" 1.7 3.9 2.1 1.7 1.0 3.1 " 7.4
Netherlands 0.3 0.4 0.1 0.4 0.5 0.2 0.3
Norway : X X 0.1 X . b9 X oyppw: - X
United Kingdom 0.8 2.3 1.4 2.1 2.1 1.9 1.9
United States 6.8 6.5 3.9 4.4 0.9 3.1 "7 8.0
Other Countries 1.0 1.2 1.0 0.8 1.0 1.6 0.9
Total OECD 12.7 17.2 11.1 11.3 6.6 11.3 20.2
Source: OECD, Financing and External Debt of Developing Countries, 1988
survey.



TABLE 10
FUNDS RAISED BY DEVELOPING COUNTRIES(i)

IN THE INTERNATIONAL CAPITAL MARKETS
Share of the Asian Six{11)
Amount (US$ billion} - percentage

1986. 1987 . .1988. . 1986 1987 1988

Total 19.5 26.3 22.4 64.6 44.1  55.9
excluding managed loans({iii) 19 5 16.7 16.9 64.6 69.5  64.5
Loans | N 200 15.5 66.4 40.8 48.4
excluding managed :Toans(111) 17.9 10.5 10.3 66.4 78.1 -72.8
Bonds . 4.3 3.1 4.2  67.4 74.2 . 61.9

Borrowing Facilities(1v) 3.2-- 2.1 2.4 -~ 62.5 52.3 % 57.0

- Y . . .
[ - ca PP 4 - e

(i) Excludes Greece, Turkey, Portugal, Malta, East European countries,
and South Africa.

(ii) China, india, Indonesia, Malaysia, South Korea, Thailand.

{(ii1} New- money in the form of syndicated credits provided under the
umbreila of rescheduling packages and IMF-supported programmes.

(iv)  Includes both committed medium-term facilities - multi-component
facilities, note issuance facilities and other international
facilities underwritten by banks - as well as euro-commercial paper
and other non-underwritten facilities.

Sources: OECD: Financial Market Trends (various issues), Financial
Statistics (various issues).



Sources:

FUNDS RAISED BY CARIBBEAN ECONOMIES IN THE
INTERNATIONAL FINAHNCIAL MARKEIS

TABLE 11

{USS millions)

Total
of which:
Bahamas
Barbados -
Jamaica
Trinidad & Tobago

International Loang*™
Total
of which:
Bahamas
Barbados
Jamaica.--
Trinidad & Tobago

Foreign Loans
Total
of whichs:
Trinidad & Tobago

International Bonds
Total
of which:

Trinidad & Tobago

Foreign Bonds
Total
of which:
Barbados
Trinidad & Tobageo

1981 1982 1983 1984 1985 1986 1987 1988
469.3 119.0 317.5 262.9 215.,9 461.5 180.8 119.0
177.3 16.5 - - - 125.0 - -
5000 - - - 44.2 99.8 45.5 40gl
196.2 - 12.6 - - - 30.0 -
45.8 102.5 304.9 262.9 171.7 236.7 105.3 78.9
469.3 119.0 267.5 95.5 75.0 401.7 75.5 -
177.3 16.5 - - - 125.0 - -
50.0 - - - 2500 40-0 45.5 -
196.2 - 12.6 - - - 30.0 -
45.8 102.5 254.9 85.5 50.0 236.7 -
- - - ’66-0 21-1 - - -
- - -  60.0 21.1 - - -
- - 50.0 - - - - -
- - 50.0 - - - - -
- - - 107,4 119.8 59.8 105.3 119.0
- - - - 19.2 59.8 - 40.1
- - - 107.4 100.6 - 105.,3 78.9

{various issues},

OECD, Financial Market Trends (various issues}, Financial Statistics



TABLE 12

SECONDARY MARXET FOR DEVELQPING COUNTRY DEBTCI)
_ (US$ billions)

of which: Debt Conversions.

38

Total Debt Bﬁy
Year Trading(l) Total Equity Informal Exit. Bonds. Backs. Other
1984‘ 2.0 0.8 0-8 - bad had -
1985 4.0 2.1 7777 1.8 - - - 0.3
1986 7.0 2.2 1.5 - - - .
1987 12.0 8.1 3.4 3.5 - .
‘1988 42.8 21.1 8.8 4,8 7 0:6 .
(i) All transactions, including interbank trading.
Source: World Bank.



