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FOREWORD

The main object of this paper, specially prepared for the Fifth Meeting on
Co-operation between Industrial Development Financing Institutions, is to draw the
attention of participants to certain situations that occur in the mobilization of

domestic resources for development in Latin America.

We should point out that it is difficult to discuss the subject by itself, in
isolation, because the problem of the region's domestic resources forms part of a
more general and complex situation arising out of the economic developmeat of the
countries involved, the limited sources of finance, the organization of the capital
markets, and even the failure of the people to form the habit of saving, to whioh
the role played by the Latin American development institutions has to be added.

We have therefore preferred to emphasize certain aspects of the process of
attracting and investing domestic resources, and to consider them in relation to
the functions of the region's development financing institutions as a basis, albeit
a modest one, for discussion at the UNIDO Meeting.

We should like to add that we consider that the Latin American Association of
Development Finance Institutions (ALIDE), as the representative of the region's
development bank, has a leading role to play in analysing the situations and problems
relating to the mobilization and investment of domestic resources, because its
permanent links with the financial organizaticns in Latin America enable it to aot
to the utmost effect, providing valuable sources of information on the subject, from
which new and interesting procedures and solutions can develop.
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I.TRODUCTION

Latin America is a continent undergoiaz constant evolution, its basic objective
being the economic and social development of its peoples. It is the dynamism con-
tributed by each country in the area to the development process that provides the

momentum for achieving that objective,

Within this general frame of reference, the region's development finance institu-
tions play a role that can be considered decisive, since they are the hodies that
attract financial resources to be invested for the benefit of the producing sectors,
mobilizing both public and private savings, encouraging the setting up of companies

ard providing technical assistance.

These bodies, which normally operate under the name of "development corporations"
or "development banks", although financing organizations, are characterized above all
by their promotional activitics: accordingly, they aim to assist in the development
of their respective countries and take steps - or should do ~ to see that resources
are employed in the most suitable way, that they are put to rational use in terms of
development objectives or established priorities, since the lack of such resources

is a universal problem in Latin America.

Many of the Latin American development institutions were founded between 1940
and 1960, and they have increased at a considerable rate; at preseat there are
approximately 200 of them, including multinational, national, public, private and
mixed inmtitutions. The establi-hment ~nd expansicn of these organizations reflects
the region's increasingly urgent desire to achieve development; the tasks they have
to perform in this connexion depend on the situotion in each country, the quantity
and quality of its human resourcec, the specinl rejuiremente of ite socio-economic

system, and the actual availability of financial resources,

Further influences on their behaviour and operation are the changes in financial
policies at the international level, whether hilateral or multilateral; the under-
developed courtries' constantly decreasing share of world trade in goods and services;
and the technological progress of the developed countries, which widens the £ap batween
them and in many cascs condemns the less developed to dependence.

Latin America is aware of this state of affaire and knows tha* the road to

development ir rough and difficult; that the effort which has to be put into the

task is 1 chalienge to ity strength, capacity and imagination; and that the necesgsary
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dyncmism depends on its own ability, because programmes of international co-operation

such as have been attempted on a number of occasions have in the najority of cages

turned out to bLe mere words, where they have not served to iotroduce political,

economic or even cultural influences.

In the light of these problems and the crises facing it, Latin America is to

a greater or lesser extent pursuing two complementary paths: structural reforms, as

a basis for social equilibrium and economic development, and economic integration,

ae & means of increasing its political weight in the world at large

ment for harmonizing its various economies.,

and ag an instru-

We feel that although both courses are valid, they must, if the serious problems

in the region are to be solved, also have an ideological basis, an ideological frame-

work, which will give vital content and full validity to both socio-economic approaches,

As HcClellandl/ sayst "There is no real substitute for ideological fervour",

since it ie an important emotional force, which must be present if individuals or

nations are to be committed to the pursuit of general objectives.
This basic factor, this framework of conduct and action, must inculcate in the

social group a sense of national union, of the countryt's integration as an organic

whole, with its own goals and objectives, aiming at the smooth progress of the popula-

tion in general, in accordance with principles of social Justice,
development through which the proposed aims can be achieved.

and at the cconomic

It is in this context that the development financing institutione have a funda-
mental role to play, since their work must be aimed
backing development programmes or plans,
for this purpose.

at supporting and effectively
as effective instruments created or accepted

To pay no heed to the goals of development, therefore, is to go against the
whole nature and purpose of bodies of this type.

In Latin Amerioca today, all the development institutions are well aware of the

role they are expected to play, although in some cases, for external reasons, their

promotional activity is not as great as it might be and thair financial contributions
are not channelled into priority development activities,

1/ e Achieving Society, page 430. Harvard Institute.
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PURPOSE OF DEVELOPMENT FINASCING INSTITUTIONS

In what has been said by way of nn ntroduction ve have defined in general terms

the basic purpose of development finnancing ins*itutione in Latin america.

It is worth repentin:, nowever, th-t i ~rireciple <1l of them, by d.finition,
seek to help in so far ~s their resources, structurc an! p.rticular field of operation
permit, in furthering the ¢conomic «ypnnsien nd focing prosress of thearr respective

peoples.

One particular feature thet should be highlighted ir thot their cctivities are

" not just financial, in other words they rrc not restricted te credit transactions.
Of equal or greater impor ince, inleed, ~re their promcticnal ~c¢tivities, which
include a variety of tasks, from direct :.ssistance to the entrepreneur in aolving
his particular problems to studica of investrent projects, and including such a
basic function as personnel training through courses, seminars or other informational
activities.

This, then, ie o very import~at ~epect thnt should be borne very much in mind

when considering the ~ims of developrment institutions,

The degree of emphasis pl-ced on these doveloprent ~rnd promotional programmes !
is an indication of the significoance nttached by those responsible for directing these

organizationa to a particular development procoss,

An analysis of the statutes of deve oprent institutions in Latin Amerina lends
to the conclusion that althoush therc nre naturnrllv t-riations on account of differing

circumetances, the otjective 1¢ Lnsiclly =a defined love,

In order to ~chicve thnt objective, they nre -uthorizel by the lawe establishing
them or by their statutes to -ct ne financinal interredinr,es, that is to say, they
attract resources and plrce them, ¢:.ther generally or in 1 given econom.c sector;

they promote the developmint of the capit~l warket; they give suppert in the pre-

paration and inpiementation of projects, by »-king the studies themselves or financing
them, and by providing credit or direct investmcont contributione. They also provide
technical assistance by giving financial atvice or guidance on accounting and adminie

gstration so that the best results caun b obtained in these areas.

In practice, the ~bility of developmet 'inancing institutions to achieve their
basic objective nnd perform the fuictions entrueted to them depends to 1 large extent
on the efficiency of ecach one of “her, on thoir ad~ptsbility, ~nd in particular on

their renlistic and dynamic regpon.o i~ chiruzes It ~lso depende on their co-ordination

in ploetting ond following the cowr.o of develcoment plinning.
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CLASSIFICATION

A number of criteria may be used to ciassify development financin: institutions
in Latin America; the classificatior, however, is not a rigid one, because aay one

organization may be included in a nimber of different categories.

Following the divisions estatlished by Tulio de Andre;ai/ these institutions ¢-n
be classified according tc the composition and »wnership of the capitnl, the level ot
operation, the field of activity, and the type of financial assi=tance which they
offer,

According to their capital composition and ownership, they may be multinational -

public or private - and natiounal.

Among the public multinational institutionsg in Latin America are the Inter-American
Development Bank, the Central American Bank for Economic Inte~ration, the Andean
Development Corporation, and the Caribbean Development Bank. Trieir common ohjective

is to promote the individual and collective development of their membor countries.

Private multinational institutions are reprcsentud solely hy Adela, Companfa
de Inversiones S.A., in which private industrial concerns and “anks and financial
inrtitutions from the United States, wustern Furope, Canada and Japan have holdingm,
Their objective is to invest capital, in any form, in companies situated in the western

hemisphere, with the exception of the United Stctes and Canada.

The region's national institutions, for their part, number 1995, 55 of which are
state or public, 112 private and 28 mixed (j .e. owned jointly by the GState and private
pa-ties),

According to the level at which they operate, development organizations may be
regional, national, stute or provincial, and according to their field of activity,
sectoral or multi-sectoral.

With reference to this last classification, comments have been made on the ad-
vantages and disadvantages of covering one particular sector of the economy or several.
Regarding the first, it is said that certain activities, such ag agiiculture, on account
of the risks and problems they have to face, rejuire institutions which are specialized
and concerned exclusively with them. Operating in a number of sectors, on the other

hand, means that resources may be scattered and thus not put to their best pogsible
uge,

2/ Polfticas Operativas de las Instituciones Pinancieras de Desarrollo,
Tulio de Andrea, published by ALDDE, Lima, 1074,
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Those who do not agree with these argumcents consider on the contrary that
covering: several ficlds of activity allows the institutions to establish priorities
for their investments, making optimum use of the resources, waich as a genaral rule
are scarce; the existence of sectoral organizntions, on the other hand, does not

make for rood co-ordination.

The type of financial assistance vhich the institutions offer may be credit,

credit and investment, or investment alone.

The majority of Latin Arerican institutions fall into the second category, i.e.
under their statutes they can grant credits and eontri»ute capital. Those whose sole

financing activity is capital investment are limited in number.

Nevertheless, even when their terme of reference are extensive - and many institu-
tions are authorized to cover a wide range of financial operations - in practice they
keep to a few, confining themselves solely to the credit field. The causes for this
l11e iu their lack of operating capacity and the narrow approach of those in charge,
who want to keep rirks to a minimum, or in external reasons such as the linmited scope
of the capital markets, accerntuated by the fact that the shareholders tend to be a

closed group, =o that the snare capital cannot be increased.

Leaving asidoc these catcgories, which nrovide a systematic method of identifying
functions or fields of activity, there are in fact more similarities between the
institutions thar there wre differcnces; this is because all were created or founded
"as financing instruments to help promote :conomic development in their respective
countriea™, "through State initiative or with State rr~sources, or alternatively with
private funds, but with covernment approval and encouragement"”, and "all cr almost all
are rocognizad as autonomous bodies with legal status and their own funds" and ”thgy

operate by financines programmes or projects ecither directly or as intermediaries".=

The differences, wl ere they oxist, are due to the particular conditions in their
countries, the compositiocn of their capital or +.e functions that have been entrusted
to them.

}/ Tulio de Andrea, Op.cit,
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COMMENTS (N TiIE FUNCTIONS OF DEVELOPMENT FINANCING INUTITUTIONS

The functions which the Latin America: deveclopment financing institutions perform -
or have been given to perform - can be divided into four main groups, according to
the classification used hy Humberto Diaz, Tosé& Zabala and Carlos Berne 4. financial
intermediary func*ionsy development of business ahility; trancfer of technology;

and promotion,

1. Financial intermediary functions

Investment, thec backbone of economic development, is not a simple process; on
the one hand it implies saving out of income, and on the other, risking those savings
in some productive effort. In underdeveloped countriee, either one or both of these
investment requirements are often lacking; attention is generally focussed on lack

of capital as being the main obstacle to development.

Admittedly this is not universal, although companies and individuals may encounter
difficulties in finding the capital they need: '"When people live on the edge of sub-

sistence, their savings may be insufficient, but they never cease to exist, and it is

difficult not to be convinced that in many countries savings are higher than is thought,

and that more savings could be mobilized towards proauctive irvestment".

A low level of investment may be the result not only of povcrty but also of social
values, or of the economic envirommeat, which chanrc! savings into unproductive uses,

or of inadejuate opportunities to use saviige in a productiv: fashion.

™ese preliminary considerations may serve as a basis for putting forward some
comments, which reprcsent the writer’s personal opinions, about the functions described
above., To merely give an objective account of the various functions of the development
financing bodies would be to repeat vhat has already ‘een dealt with fully and
authoritatively by many writers. The interesting thing, however, is not to repeat
what others have said but to contribile ideas or opinions that wiil open the door for
discussion on situations or prcbleme peculiar to the region, and to listen to comments
on what is put forward,

4/ Puentes de Financiamiento de la Banca de Desarrollo en America Egt%n&,
Humberto Diaz, José Zabala and Carlos Berner, published hy y Lima, Apri .

§/ Bancos de fomentc, William Diamond, F.C.E,
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Acting as a financial intermediary means acting as a link bctween the sources of
funds and the recipients of those funds who use them for investment. In performing
that function, the development institutions seek to attract funds and then to make them

available for investment in productive activities.

The sources are both domestic and external., The iormer comprise the Government,
Central Bank, State and private banks, other financing institutions in the capital

market and individuals or corporations.

The external sources arc represented by multi-national organizations, Governments
and public or private institutions from other countries, foreign banks and foreisn

individuals or bodies corporate,

Those who receive the resources supplied from those sources are Governments, public

institutions, public, private or mixed companies, co-operatives and individuals,

Basically, therefore, the function of a financial intermediary consists in ob=-

taining resnurces from different sources and channclling them into investment.

An analysis of the composition of the resources handled by the development institu-

tions in Latin America, shows that they may he capital, domestic or external.

The capital resources consist of the organizations' capital proper, their reserves,

their undistributed profits and non-reimbursable contributions,

The domestic resourcce are formed hy public or private loans, by securities

floated on the national market and by saviigs and sight or tcrm deposits,

The extcrnal rusources come {rom outside sources, such as international or iza-
)

tions, Governments, banks, supplicrs and other private credit inttitutions.

Special mertion should be made in this brief analysie of the mobilization of

savings, capital resources and credit contributions from the Central Bank,

Mobilization of savings

Two of tho principal functions of development Tinancing institutions as financial
intermediaries arc to mobilize savings and to transfer those savings from the savers

to those who arc able to invest or usec thum,
However, btefore these functions can be carricd out, it is of vital importance to
consider the legrl coder and practices, Savers or investore may require certain

quarantecs bvefors transferring savirerss o otivrs nad investing them in companies run

P
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by others, These guarantecs include sound banking practices and protoctire rooulations,
an administration of law and justice that inspires confid.nce, and the exivtencr of

persons or institutions tc effect the transfer of interecst and other dues,

As has been said, devi:lopment requires a stalle and ranified syster of productive
gectors, backed by a solid financing system consisting of thc diTferent types of
financial intermediaries which channcl savings from macro economic ajents such as

companies, families, the Government and the foreign sector, into productive investment,

A sound policy for mobilizing resources means gaining access to the small amounts
saved by a great number of fanilies and individuale, in order to secure solid and
widely-based support; this is only achieved, however, if the institution and the
financing machinery inspire confidence; and such confidence will only prevail wherc

there is stability and efficiency.

A feature of savings in developing countries is that they hy-pacs institutional
channels; either they are put away safcly, or they are inveated directly in land,
goods or other assets offering yield and security. This method of utilizing savings
mokes a very sma.l contribution to a country's productive caprcity, with the result

that resourc~s are wasted,

To counter this situation, brought about through a desire for sccurity, the
development financing institutions nave to make overy affort to provide a channcl for
the greater part of family savings. In order to achieva this, "acy have to develop
systematic plans for educating people on the subject and cncouraging individual and

family savings — in other words, thcy have to invest in Baviug.

Another of the obstacles to the proper channelling of savinge is the financiai
machinery whereby savings are turned into investmcnt, such as time deposits, mortgage
debentures, bonds, etc. Such machincry involves a certain distortion in the savings
procese, and tnat dietortion is iniensified by the inflation 1. Latin America. For
example, there are effective intcrest rates - including tax exerptions and other
benefits - paid to the holders of financial assets which vary bLetween 7 and 18 per cent,
fevertheless the real effective interest rat., i.c. the cffective intorest rate divided
by the price index, is clearly lower. Thus, if th: unnual rate of inflation is
? per cent, the real yield from financial asscts boering an A ner cent intorest 1

equal to zero.
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Likewise, many financial aceots available on « market - many of them offering
the same advantages ag rosards liguidity =nd sccurity - Jo not produce the same yield
because they bear difforeat intercst rater and tax cxemptione. In thic way the capital
market becomes fragmonted, ao thot savings cannot be distributed flexibly over the

different financial aronts,

The ordinary savsr, howsver, faced with this somcwhat complex situation combined
with hie imnoraice of the financial machinery and hie desire to protect himsclf against
thc constant decline in the purchasin~ power of moncy, onde up paying no attention to
differences in intercst rater and puts his mavings mainly into time deposits, mortgage
debontures or deposits in co-operative and mutual socicties, in a desire for security,
immediatc convertibility and tiic possibility of getting loans for the purchase of a

house or consumer durables.

Measurcs such as increcagsing th2 nominal intcerest ratc paid to the holders of
financial asscts and making tax cxemptions and machinecry uniform, could make the
procecss of channclling savings more flexible, in a situation such as has been des-
cribed.é/

In addition, the effcctive channclling of savings requires the development of a
capital market., It will be difficult for this market to grow if thc laws of the
ocountry establish difficult or rigid conditions for the formation of companies or
their share capital, making it difficult for the anvestor cor saver to participate;
or if entroprencurs' attitudes or traditions arc such that they are either unwilling
or afraid to extend thc circle of sharcholders in their companiess: or if the financial

machinery ig inefficicrt,

It is thercforce the job of the development institutions, as part of their role
as financial intermediuries, to identify thosc probloms, in order to bring them to
the attention of the authoritics and thus facilitote the flow of savings into the

investments which they are promoting or cncouraginz.

In point of fact, durins thce *7.0s8 domestic savings financed approximately
90 per cent of the gross investmont in Latin America, despite the fact that many of
the problems described apply to the region and that the lack of financial resources

in local currency restricts the usc of external credit.

€/  Syrposium on orpitnl -arkcte in Poru, National Securities Commission,
December 1,72
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Another disadvantagc is that domestic savings require chort-term liquidity,

whercas development investment raquires medium or long-tcerm amortization,

Domestic savings, therefore, althou~h an eesentisl sour~n of funds, have
not been considered to descrve prefercntial treatment and specific plans to develop

and increase them by the development financirg institutions,

It should not be forgottcn that tho practice of saving, which involves an under-
standing of the role of savings z8 a source of funds for dcvelopment, neceds to be
taught, so that it becomes a habit, and this is a job for the development institutions,
many of whose executives oughti to change their thinking on this matter:; instead of
devoting their efforts to obtaining external finance - which they congider to be a more
suitable activity for a banker - they should be constantly concerned with the nead
for domestic savings and the prospectes of getting them,

In Puentes de Pinanciamiento de la Banca de Desarrollo en America Latina.l/
a study has been made of a sample of 17 development financing institutions which have
machinery or schemes for attracting resources from the public in significant quantitic-.

The oonclusions of this study confirm the foregoing account of the problemss

No country had a complete and up-to-date inventory of the machinery and schemes
operating on the capital market, much less those used by development institutionms.

The large majority of development or promotion institutions in the area did not
use personal and family savings regularly or systematically and as a result had
not developed machinery and schemes for that purpose,

The few institutions which did seek to attract resources from the public had been
increasingly successful, and this had become one of their main sources of finance -

in a number of cases the foremost one.

No particular common features were found among the various kinds of machinery
used by the institutions in question to attract popular savings. There were,

on the other hand, differences in terms, interest ratcs, security, liquidity eto..

Of the resources obtained from the public, more come from time deposits than
from sight deposits, except in institutions which are of the nature of develop-

ment and commercial banks.

_'(/ Humberto Diaz, José Zabala and Carlos Berner, Op.Cit., ALIDE, April 1974




ID/WG . 182/4

Page 14

As the amount of resources obtained from thc public increases the funds obtained
from cxternal sourccs decrease, particularly those from private banks or other

institutions,

Of the institutions seclected as having better schemes or machinery for encouraging
the public to save, eleven have a markedly higher proportion of resources from domestic

than from other sources,

The six exceptions are:

Nacional Financiera de lidxico 19,7%
Banco Industrial del Perd 43.5%
CAVENDES de Venezuela 23.5%
WP de Paraguay 25.25
Pinanciera Hondurena 16.9%
Soc. Pinanciera de Inversiones de Nicaragua 35, 6%

However, between 1967 and 1971 there was a considerable increase in these institu-

"tions?® percentage of domestic resources.

C!gital and State Bank Resources

The capital of many of the development institutions in the Latin Amer.can region
includes contributions from thc Government, and also from the Central Bank in the form

of loans bearing very low rates of interest.

This class of resourccs is hecoming very important in Latin America on account
of the difficulties in mobilizing and attracting domestic savings. Added io this in
the level of profitebility in the capital markets in a number of countries in the
region, which makes thew somevhat unreliable and for this reason they have ot managed

to generate enough confidence among savers and investors to get adequate support.

There is also another factor which should be taken into considerationt the
financing periods, Development inctitutions, by the very naturc of their promotional
activities, place resources for the mediwnr cnd long term; in order for them to do
this the sources of thosc funds need to be secure and stable, and in this connexion
we have seen that the supply of domestic resources often does not meet these conditions,

which severely limits the chances of plncing them for suitable periods,

Because of this State of affairs, another cource of funds has to be found, and

hence the importance of the rescurcce provided »y the Government and the Central Bank.
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?} Some people consider that government resources, since they come from the Troasury
and represent no cost to the body receiving them, arc not treated as carefully aa
resources which have to be paid for, and ti.at as a result not enough care is taken
with the investment, the funde veing channelled into activities which do not always
have priority, or else uszd to acquire intensive technology rather than to employ

more labour, which is not normally wisc in areas wherc there is o high rate of un-
employment.

s b o s ‘,r

Similar arguments are put forward about resources from the Central Bank, which,

: on account of their low ratc of interest, it is said, make people forget how important
4 it is for investment purposes to make » good choice of project.

i However, on these questions it is important to bear in mind the fundamental ob-
3 Jectives of the development institutions and the conditions in which they operate in
1 the region, where underdevelopment is widespread.

In the first place, in speaking of development organizations in Latin America,
we repeat that we are referring to financial organizations whose job is to grant loans,
g usually long-term cr medium-term, which involve considerable riske and which in addition

1 must carry low iates of intorest as an incentive to investment and thue to the develop~-
{ ment of buseiness,

We have already said that in countries such as those in Latin America, or at least

§ in many of them, there is a lack of resources, and entrepreneurs, promoters and

i investors do not have a variety of alternative sources to call upon; further, if the
{ State, through ite appropriatc government agencies, does not provide resources, ine

{ cluding the capital of development financing institutions, the cconomic process will
# be checked, or even decline into a counter-productive stagnation,

% The idea that as such money costs nothing, it will bs used in a way that is not
f§very satisfactory from the point of view of the return on the investment prcjects that
; are being financed, is in our opinion fully valid, both theoretically and practically,
{in respect of countries with a bigger or better economy, where it is poesible to find

g vlenty of alternative investment projects, which can be studied and carefully selected.
'8 But in the under-developed countries, which are not only short of resources but alsc
dof projects, the possibility does not exist and the alternatives are limited,

A further consideration that might be horne in mind in thie connexion is the dis-

! tribution effect of these government contributione. They arc in fact money which the

BState obtains through taxes and which it then re-distrioutes by prcmoting, founding
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and financing companice:  ~lthougsh this method of channelling resources might appear
varsnly oo narrow and oven teo privotescnterprics, it must not he forgotten that
“he aim ot a development irstitution is to s.imul~te the vroductive process in order

o =pced up the country's ;soneral economic development.

Purther, in eyarinir: cconomin -0y, ** 1 %o "o censidered that the granting
of funls by *he Strtc to the drveleprent organizatiorns impiies a close relation between
the Govermment's uims in cconomic® < tters ~nd the way in which such funds are used to

rciieve those aims by the dovclopuent and prorotion iretitutions

It is also worth refirring to the ratus of irtcrest, which ore nermally lower at
development corporations or banke thap at commercinl banks, a conscquence of the fact

thent the capital is suppiiod by the Govormment or the credit by the Central Bank.

If the interest rates arc lower, it 1s cither to provide an incentive for invest-
mend, or becau:e low rates arc recossary for the netivity towards which the credit is

being channelled, or tecaus. the preofitobility of ~ project might he affected,

Therc are many cxamplee of low iatercst rates being rranted as an incentive: to
pcmote non-traditional exporis, or exports in general; to decentralize cconomic
activitice by meane of prefer:ntial treatmeni, for investmente in certain regione or
areas of a country; as a rezns ol fostering industrial estates; or as a direct measure

in favour o7 a given sccto~ o~ econvmic activity,

In the sccond case, that is teo say, vhere reeources arc provided for a certain
wctivity, low intercst ratce »re lerislatec or provided for not Juet ap an incentive
vut ag an absolutc noceseity, Zeiculture, particularly in countries like the majority
cf Latin Amcricun countries, ic the most ebvious cose. This is cven more so when a
policy of agrarion reform is undertinken, since as 4 gencrzl ~ule those who get the

land are peasants vith no capital of their owm;  they must have credit in order to

i

zvart or continue “armincs, with the ndditional phcnomenon that the food products wvhich

they rormcolly grow .re eubject te ,ric. conirnl, to protcct the consumer, which seriouslj

cifesis the resulte of their ({forts, It chould % recognized that the profit margin

i1 extremely low and s o rocult the interest ratc on money lent them is of deeisive

importance,
Thers may also cven he peycholog ol roasene which ;rovide real grounds for dif-

feron 1al interest raor,

Fin 'l =, »oowhou'i . option oy woricne vaick af. ot the

project’s profitability,
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In principle we feel that in view of the fou gources of funds, to which there
is no alternative, anybody needing money, precisely on account of that nced, attaches
only relative importance to the rate of interest, and aprlic: for the loan anyway.
However, this factor must not seriously affect the profitability oi o projert, and

that nust be taken into account by the development institution.

These arguments, combined with the very nature of such organizations, whose

particular function is to promote and develop, clearly indicate in our opinion that
their objective can in no waey be tied or-limited to raising resources on the domestic

| capital market or from external sources, hecause in vicw of their importance for the

country's economic development they must have financial independence and stability,

; which are precisely what capital contributions from the State or credits from the
# Central Bank provide.

To sum up, we must understand that promotion and development work cannot be con-
ditioned or limited by disadvantages and difficulties in attracting resources on the
domestic market; and that a certain type of resources is required in the form of
2 capital contribution or at low rates of interest, as a permanent and stable source

of funde, if the organizations in question are to be operative.

Given that the capital market in Latin American countries at present is limited,
if they are to be able to provide promotion credits, with suitable periods, at incentive
rates and to cover the major risks incurred by this type of investment, the two types
of resources referred to, namely, government constitutions in the form of capital and
Central Bank constitutions in the form of loans, are esscntial for the rogion's
development financing institutions.

Finally, if it is assumed that thc Central Bank loans are to be granted within
a previously determined programme, a monetary programme which has been formulated in

§ accordance with a plan for incrcasing the money supply and for a fixed period, we must

3 conclude that there are no inflationary risks involvel in adding thesc resources to

the system's liquidity.

Investment of funde

The investment that follows upon the attraction of funds, ie its basic and com—

plementary counterpart, forming, as has been said, thc backbone of economic develop-
ment,
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Investment is thc transfer of eaviangs to the investor, and it takes place through

institutions making up the canital market, to uwhich Governments, cntcrprises ond

private ind.viduals come in search of funds., ;
There are two aspects dircetly connected with iavestment which, within the frame- i
work of the following ¢:neral id.ous 24t tepic, will B¢ commented upen further with
a view to stimulating a broader -xchanrme of views: tn.y are the prioritics in the
allocation of funde and the security sivea for loans, :
We shall begin by etating that cconomic deviclopment reejuires a proper channelling 4
of investment towards the cectors having greatcst priority. A low level of inveetment ]
can be the result of a scarcity of funds, of the economic cnvironment which channels |
savings townrds unproductive uses, or of inadcquate opportunities to utilize savings O:
in a productive manner, ;
Traditional financial intermediaries meot the demand for financial services and gt
resources from customers of known solvency engaged in cstablished activities, who g
entail a lower credit risk. Developnent financing institutions, on the other hand, a1
have to channel a grent part of their rosources towards the cstablishment of new economicfl
activities nccossary for devclopment - activitics which will increase re-investment, ne
produce goods and services, and gencrate cmployment; such investment carries with it
a greatcr credit risk. in

Development loans arc » delicate matter, oven in the most favourable circumstances, § pq
because there is nlways lurking in tho background the shorta © of funds and the dif-

ficulty of attracting them. Dcvelopment loans require the work of specinlized staff

by
in market analysis, production, enginecring, cconomics and other skills for project
ztr‘
evaluation., Many development financing institutions in Latin America lack such staff th
by :
or have only a few of them, which obliges them to act conservatively. This frequently
causes investment to gravitate towards loans involving less credit risk, towards
existing enterprises requirinj, as & rute, working capital. g fo
. . . ‘ ‘ the
This situation, which is all too cormon in the region, raises tho problem of the
allocation, by development financing institutions, of resources esscntial for develop-
ment in countries such s those of Latin America. g t°
. I3 prj
This problem also involves certzin uestions which in our view have to be clarificd,B ¢
- [

because the conclusions reached will determine the criterion to be applied in regard

to the functions wnd objectives of doeveloprment and promotion bodies.
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These questions ar:: what ic tie role of the fin~rcic) rectory, aad particularly
of development institutions, in thec country's over-all developmont rlsn? ~ad ie the
development financing sector, or should it be, Aautononous in its decisions, particularly

in regard to the allocation of funds?

In devcloping countries, whcre there is nearly always a shortage of funds, th.
cfficient use of them is a matter which must be given the greatest priority; thie,
of course, leade us to the field of planning, i.c. the plans, goals and objectives

laid down by the Government for the country's cconomic devaolopment,

It hae alreedy been said that to ignore reality ie to go .-ainst the basic function
of « dovelopment organ; and it c~n Le assumed, beyond any doubt, that development
plans, which are based on the cvaluation and analysis of rcality os o atarting point
for framing and drawing up programmcs which make it possible to achicve an orgunic,
general and progressive development, constitute - or should constitute - mandatory
guidelines for the activities of development banks or corporations, because the latter
are after all financial instruments designed to help achieve the goals cetablished by
Governments; this inclules purely privete bodies, because the general interest must
not be subordinated to urivate interests,

Thus the link between a development hank and the development plan is close and
inescapable in countries like ours, where maximum co-ordination of activities and
resources is cssential.

Consequently, autonomy of decision in regard to the allocation of funds handled
by, or available to, development institutions ie valid in 30 far as such decisions
are taken within the framework of the guidelines laid down by Governments direcctly or
through their development plans,

This doee not mean adopting a rigid attitude, nor doee it imply any disrogard
for the need for administrative autonomy as a basis for the operational efficiercy of
he institutions.

Another aspcct f the investment or ellocation of funds is the importance attached
o the security. There is no nced to go very far into the matter to realizo that the
rincipal factor determining the decision of the poople who grant loans is the liquida~-
ion value of the security.




ID/W5. 100/

Teic oprrsooch, gorrprr oo come T ol bonki.7, 1s dotrimentol to thc work

of develnprmont “1uaact: - 1.otitations, Do - lthmurh it ie -n . stablished practice,

the rareon o»hiad ot 1o to o loreo cvtent thoe difticulty of obtaining funds and the

inetability of f1ir 50i) = o ooto, ok sog<es 1t onocossary to toke the ,reatest pre-

cautiong to rovoer Lo riene oatiilodt gn ek ~ituti01S,.

Vo are lgc ~wape of the #1ff1ouly “nick thoero institutions have in making the

need to invest funde 1n poiocity v o.opoon® cotivities eormpotible with the noed to
moke them sufficicn*tl profita Lo in 'ring an ndeqante return to the provider of the

funds nd to rover *ho cont ot L forvices 1avolved in their tronsfer.

Such compr.tibilit, is achicv.d throush the corroct evaluatioa of investment

projectsy -nd nlthowr tris invelves som. cost, asunlly vrrying between 1 and 2 per centi

of the total 1-veotouat invols.d in the proj.oct, it yiclds in return a very high dcgree
of cortainty w to iie foreibiiutv and rrofitability.

T™ie brinss us roal to ta vicw thut the hest sccurity is n sound investment
projoct, .

It ie also import~nt to coneider the cnpitnl cost of th~ rcsources which arc to

be 1esigned to duv lopncnt prajects. We hove mentioned the noed to channel individual

and family sevinze, but theso scviags hav to he attracted by a gufficiently enoouraginsf

rate of intcrest which -t lonst covers the lose of purchasiug power, so that savers
will sacrificc prescat comcumption to the cxpeet-tion of greater consumption in the

future.

If this were the only zo ro of finwnce, the a-pit-l cost which would have to
be charged to the proyoct would » - 1u~l to th r-t- of interest phid to savers plus
a percentag. covoring tic cost of »nint-uning the institution. There are, however,
a nunber of differ ot sources «f fiamnce, which mokes it nccessary to establish a
weighted average - the cnpitel ecse, The cost thus obtained would be the rate of

interest to bc applicd to the rinrncing of projects,

Howover, it hns slready boon ~pqied thot cconomic development reqeircs that
encouragement should he [ivin to sp.cific cconomic sectors ond that investment should
be made in specific typos of uiutorprisce =t ratce of intercst lower than the economic
rote. In .such cases, it is the community as a whol. which bears the difference in

interest ratcs as 2 social cost, - od which ~ctunlly subsidizes the process from the

macro-aconomic astudy ard pro.coticn stag down to the spacific projecct stage. There

f

o1
i
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arc not enough projccts of the required quality and with tho right distribution,
and this is n serious obstacl: to the work of banks and devclopment financing institu-

tions.

"Hence the need to intensify pre-investment ~ctivities and to improve their im—
plementation. Pre-investment can be dofined as the sum of the activities designed to
identify investment opportunities, to sclect thosc of greatest relative value, and

to prepare the projects which have been included in the investment programmes.”

Returning to the project itself ~nd to our assertion that it is the best security
for investment, we must add that the work of a development institution should not be
limited to evaluation but should be continucd in the form of what is known as "follow-
up", i.e. a constant watch over thc progress of the project and the corrcct and satis-
factory usc of the funds investced,

Working along theso lines, we may cven consider specific kinds of technical
assistance, in the form of advice on financial, accounting and cven administrative
matters; but not on the management of thc business, because that could mean responsible
involvement without full control, which, in addition to dotracting from the value of

the assistancc, might lead to a dangerous situation,

This "follow-up" work can be greatly assistcd by tho performance of commercial
banking operations for thc borrowing enterpriscs, because the very frequency of such
transactions - discounting paper, current account operations, etc. - is useful for
the identification and classification of problems with a view to anticipating them
or preventing them from occurring.

2. Development of business abilitx

There is more to economic development than the attraction and investment of funds
in accordance with a policy formulated with that aim in vicw. At tho centre of the
process, as its author and principal agent, is the man who thinke out, promotos and
directs the complex machinecry of progrcss.

The degreec of dovelopmont to be attained depends on the level of the men concerned,
or rather, on their levcl of training and ability. And ability is o yardstick which
is as valid for manual work as it is for technical, scientific and managerial work.

Thue, in our ago, know-how, madc complex by the impressive advance of science,
which is its antecedent and its conecquence, has boecomc, in thc oconomic field, the
greatest productive resource,

§/ Tulio de Andre-. op.Cit.
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"In the Latin Americnn countriae," Humberto Diaz says, '"thoe scarcity of fincncial
rcsources is not the only factor restricting fastor cconomic and social dcvclopment; é
anothor factor is thc l-ck of busincss *a.cnt, of thc cbility to organize ~nd manage %
production units. Conscquently, thce provision of financial rcsourccs cannot be the
development bonks'only contribution; they should also contributc to the growth of

busincss ability."

A development institution hns, thureforc, a dual function in rcgard to busincess
ability:s +training its own management personncl, ond helping with the training of
those who makc use of the funds which it supplies and, in gencral, the staff of enter-

prises engaged in progrommes of mojor scope.

The manngement of a development financing institution is not an oasy matter,
since it rcquires, apart from what wc might czll specialized knowledge, creative in-
telligence, analytical skill, receptivity to changc, thc right psychological disposi-

tion, and a belicf in the objective and aims of its work. Thu., to the ability of

the man we hove to join the quality of the individual. §

3. Technological devclopment

Another function which has been assigned to development financing institutions

is tho transfocr ol tochnoleygy.

These institutions, whcn eagaging in fiacncinl opcrations, nlso contribute techno-

logy, so that thcy arc responsible for the tronsfer of tuchnology.

This tronsfor of tcchrology ir no coay tesk. It bng to bhe ndopted to the condi-
tions, absorption copacity ond roquirementes of the milieu; ond the technology is ;
protected Ly vrrioun kinds of narricrs which 1ave to be overcone nnd vwhich are very

often far beyond the control of the developinz countrics.

Moreover, cverybody now ngrecs *hat knouledge is advancing at an impressive rate,
rendering obaolete todey the tuchnologicnl achievements of yesterday. This mcans that
the gap between the doveloped countrice, which produce ond scll technology, and the

developing countrics, which nued it ~nd “wuy it, is consiantly widenine

[} )

thercby cronting
3

a state of dcependonc: which is mnde siore ccute ~s tochnology advances and becomes morc

complicated, sophisticrted nnd costly, !

As the technology available in tii: countrics of the rugion is inedequatce for the
tosks ot duvelopment, the dovelopment iistitvtions hove to assume n positive role and

give guidnneo in the introducticn of now tuchwoleo wy, thoy are undoubtedly better

pliced then any individu-nl porson or businceeman: 1n ~adition, thcy can obtain better

tufformation on alternntives,
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There is atill one further ste; that could be taken, namely, to provide suppor*

§ for scicntific and technological research through the cstablishront of epocialized

f centres or through contributions to institutcs and universitioa,

This is a ficld which banks and development financing institutions in Latin Amcrica
f}have hardly touched, if at all, but the rangc of possible rosults is prusumably of

& cnourmous importance for any country which is secking to duvelop,

Promotion

Although thie is a basic function of development institutions, we have not included
dit in the forogoing list and expogition of functions preciscly becausc it has to be
iaccorded spccial importance, since, in the conditions obtaining in almost thc whole

ot Latin America, there can bc no development without promotion.

It has been stated that the fact that thoere are uncxploited opportunities for
Jinvestment, dcspitc the existence of savings, sugagcsts that a lack of demand for
Jcapital can be as scrious an ohstacl- as a lack of supply. In fact, tho shortagc of
;:vailable capital in the developing countriee is closely connccted with the shortage
;-f enterprises possessing thc tochnicol skill to plan and opcrate an enterprisc and
%slso poesossing cxecutive talent, The lack of technical or cxccutive competence in
{ he planning and operation of an cntorprise can also inhivit productive investment,
}ﬁarticularly when the financial rerources required have to be obtained in the form

}-f a loan or othorwisc from individual savers or institutions. Most probably, inadoquate
;wr poor managoement of an investment rcflects a combination of thuse factors, since

gthey are rarcly found in isolation.

To overcome thesc difficulties or ncgative factore is not at all casy; it calls
i or talent, imagination and adaptability on the part of thos. in charge of development
E nstitutions and in thc idons and programmce which they may put into offect in order
go promote investment and the vst~rblishment of ontorpriscs, cspecinlly thesce which arc
#Tf priority importa ce for dcevelopment.

A development financing institution must be an activict inetitution, without any
¥ear of change; it must, on thc contrary, originatc chang., sinc. ther. can dbe no
Fovclopment without now ideas.

Promotional work must be undorstcod in the same way as thoe dircect work of an
®ntrepreneur, i.c. taking the initiative ith regard to tho oatablishment of »n busziness

#nd starting it up.
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Among the promotional activities which a development firnancing institution can
undertake, the following may bc mentioned:
1. The organization of gencral industrial inquirics and feasibility studies
on special projects;
2. The formulation of specific proposals for new cnterpriscs;
3. Helping clients or investors to find technical and business partners;

4. Investing in thc share capital and guarantecinz issucs of sccurities so as
to attract other investors;

9 Organizing mcrgers, in order to crcate more economic industrial units;

6. Devcloping thc capital merket by activities designed to broaden the ownership
of onterprises and by othor means;

7. EBncouraging the acceptance of ncw idcas in the economic sector.

Devclopment financing institutions are not, of coursc, the only promotional bodics
in the less advanced countries. Their activities ar: carried out in rcsponse to the
general desire to overcome under-dcvelopment, and they must therefore he co-ordinated

with those of other institutions pursuing the same aim.

Development financing inetitutions, roreover, meintain different kinds of links
with enterprises, from thc simplest kind of debtor-crcditor relaticnship through inter-
mediate arrangcments such as winerity or majority sharc-holding. In doing so, they
not only risk their own cepital -nd prustisc, but also induce third parties to do the

same, so their rcsponsibility in this conncxion is very groat.

This responsibility wokcs it nccessary to promote and improve the pool of suitable
managerial staff, both withia their oun or ~aisstieas and in the cnterprises which they
promote. Assistance Hy a development financing institution to the enterprises which
it sponeors should b given whenocver it is ncecssary and not when it is noty the
important point is tc attain the objective which i sousrht when enterprises arc pro-
moted and cstablished; thus administration by the financial institution becomes merely

a means and not an end in itsclf.

This approach is intunded rnot only to male development financing institutions more
efficient, but also to preduce a curplus of tal.nt and Ability in ordor to make the

developmcnt procees mor. productive,

2/ "Las Companias Fivcncioras d- Desarrolio", essay br E.T, Kuiper, -D. Gustafson
and P.M. Mathew,
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NACIONAL FINANCI iff S A wHVLNC
Nacional Financicro, costablishes in 19 7 14 one of the first development banke

to have been set up in Latin Am-~ric.. Also, fhis inctitvtion hes from the stort been

given the funcamental tosk of promeoting the mohilirction of internal resources and

s

bringing ebout the esteblicsiment of a real national seccuritiec market.

As far as the securities marl«t is concerne , thoere is no ‘oubt th-t the high
degree of development attaine! in attracting fyon’c tlirough the insuc of various types
of instruments has been due to the work done by ¥nrcicaal Financiers. The high percen-
tage of total securities in circulntion seccounto! for by Nacional Financiera hrs been

falling grecually (between 1007 ane 1971 it f£ell fror 2° to 17 ner cent), owing to the

impressive increace in funde attracted by privat~ finsnce companie«. It was in fact £
the institutionts pionecring vorls in this ficld that Pas made this development possible L
and there has beon a constant increase in the funds invested in it (over 12,000 million 5
Merican pesos :n mid-1971), with o consequentirl impact on the economy, since the
greater part of these funls and t a5~ of the roit of the financial sector are chan- §

¢

nelled into rodjuctive inv-stment.

It should be pointed out *hirt the rrestige of MNocional Financiera has even

enabled 1t to pluce securiti: nmcvnting tc U555 million on fereign markets (mainly

%

in the United States sn? Burope). 1n its cecvviticon perstions, as in its other
activities, Nocional Wincnciors hiee 2cted 1n eccor’onre with the Govermment!s monetary
and financial policy, which ¢ Jesipned to frealitate t1- mobilizotion of internal

resources an: to oavold infl ticncry tren’

The mucces: achievel o the ceeurities m-rket Lo heen ue to the policy pursued
by the institution, which hor “esimel »nit introuced on to the market different types
of securities, adjusting thelr cieract risties to rconomic conditione in the country
and to the preveiling stite of the securities wmerket, vith 2 constant attempt to

satisfy investors' wishes  Ur 30l i, sefety onl lievidity.

o

- s e Al . M B s

x*/ Extract from Fuen*e Finncramiento e 12 Brnca de Desarrollo en

— - e

Amerlca Letine, H. Diar A S AR T r ALIDF Arml 10'7/'




(2) Historicel development of ingtruments for evtracting imocrmel resources

During thc firet six ycers of its life (1¢34-167¢), Nacionsl Financiera, Jtoenite
having » {uirly wide - ant even rnather varus - range of functienc, emerged as the most
important 1institution in the securities morket then coming into being. It bepan by
helping to place the first icsurs of the national “<ut, which u» to that time hodl been
taken almost entirely 'y the Banl: of Mexico; anl it played a part in the digtritution
of road bondr by purchasing then, converting them into other kinds of gsecurities, and
buying and selling on the market. In this initicl stage it aloo issved its fivel

securities.

After the Amending Law of late 1940, which gave it speeific functions in the field
of industrialiration and the supervision and regulction of the national scourities
market, it wag able to emvark immediately upon more effective work in both fields. In
that year it put into circulation its firs: issue of certificates of participation, a
security which marked an important ctage i the development of the fund-raising and
investment macliinery in Mexico. Through the plentiful resources collectod with this
instrument substantial investments were made in public securitiee, and financing was
provided for the establishment and consolidation of enterprises in basic economic
fields.

Since then the imstitution hos introduced & nuner of different securities on to
the merket, adepting itself to the economic situation and to market trends. Among
these the following should be mentioned:

Pinencial certificates, both in national currency and in dollars,
Certificates of perticipation,

Industrial co-ownership certificates,

Bonds,.

(b) Total amount placed

From 1937 to 30 June 1971 the institution has “floated” 90 issues of securities
on the pationnl market, having a total value of 22,512.56 million Mexican pesos.

The value of Nacional Financiera securities in circulation on the netional
market from 1960 to 1971 has beer. as follows, in millions of Mexicean pesort




TH L

A. st 2C June of ench year
1960 2,20504 196( 6912447
1961 24909.5 1967 F955T75

1962 3960645 1968 T9573.1

1063 541744 ]959 8’90909

1944 59411.4 1970 10,566.6

1565 5¢712.1 197 13,020.3

(c) Currenmt circulstion of securities

At 31 December 1971 the Nucionel Financiers securities in circulation amounted to E

13,677 million liexican pesos.

It is interesting to note that by 2C May 1972 the amount of securities in circu-

lation had increaced to 14, »C million Mexican pesos. This increase is considerahle
if it ie borne in mind thot ot the beginning of 1677 the exemption from income tax
enjoyed by Nacionzl Finencicro securities was diccontinued (the sccurities of private

finance companies were ncever exempt from this tyve of tao

A more detoiled enalysic of the distribution of investment in the various types

of securitics Detween the two drtes mentioned ebove shows that the falleoff in the

5

higher-yielding ceccurities (throvgh maturatiion) has bcen more than compensated by the

increase in the Jower-yielding sccurilics thet hrve been rlaced in circulation.

The foregoing informction <hows that n real “savings mentality” has clready been

T L

formed in lexico: ctnd Nacionel linonciers, in thic regpect, deserves specinl coneidera-
tion and may gecrve as = model in regard to ite decisive role in the formation and

growth of the irternal market for plocing fired-income securities.

(@) Gemeral cherscterisiscs of the Mocionnl Tinenciere instruments or t

M.‘h““.l“mm‘ LA I S AP A N T I T W WA O BIPFEER O

of securitics i

[ A SR Yy

As hag already been pointed out, Nocional Financiera's succcss has heen mainly
due to the policy ~f designing and placing on the merket different types of securities,
adapting and adjusting their choracteristics to the state of the morket.

&
|

Of the instrumente currently use?, certificotes of participation arc designed
particularly for institutions or emterpriscs vhich have o temporory surplus of funds;
financiel certificates ar~ for cilracting smcll crvirgs (there are certificetes of

100 Mexiccn pesos), and bonds serve to nttract the fun = of investors heving larger

incomes ond regources.
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Finslly, it is impertant to soint out thrt, cinc. tveeptin -tion o *h
yanption from incame t-x on imtercat pravievsly (nohey . d by I'cion-l Fin~nei. r-
ceeuritic e thoy have b oon in it s~me pesition ~= tY. <ccuriti o igcvod he apyot,
fincnce compenicc, ne rogards beth *hoir yiclds ~r.' *hoir sther ponorel cherectorietic ..
Thus competition in 1Y ~ttrrction of funde frem th publis i+ now -~ A& ¢chi. "1y on

the prestige of the institutions concorncd, cdocu~t ~nd rrempt Ut n*ion to th mblic,

and promotion ot 211 luvele and 1n ~11 regicne of the countryv.
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() Lan th of Servieo Gueenloe Pond (Do),
into vhichk crtcrrricos Jenooit Mumde anten'od for
amploycee - in r D tionm te Lheir ooy of ™1

~

(v)

Supplwmentory

Civil Dnrv

Loaw Yoo L oof 3 Loe.rber 1070 i

Contral 'L.,.nl'., vhich is rlso “ugmad Lo crorte
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H ."f“’I‘Pu".CT/ION OF RESQURCLS

v

Jor ctiracting invectmenmt funds o

in financially Jeveloned countries.

~llocatced to cevelopment institu-

¢l mtor and will be dealt writh

constitutce? by o treasury account
tlc noyment of indemnities to their

v on their retircment.

(PASF), cstoblished by
of tho

muhlic

by Toasolvtion No.o 10

and retirament fun® ror

amployecy. AT funde 210 collacte . monthly by 1o Sank of Brozil on the bnsis «f 2
percentage of ih: income of the civil servints corcorned, 1he conditioms heins os
~ollowst (1) the Peliral Covernm nt (1 ».r cort of ~vod income in 1971 1.5 per
cent 1n 107 0 - uor oeent from 1070 omvorda) () etoty mov-ynments and municinali-
tivs (in the crae pereentwscs oo the IoTarnd Severmmont ) (1‘)) ~ublic enterpriscs,

mized comnmenice or gov roa ot Counictior (C0' Lor cont ir 1077 rer cont in

1070 and (.0 vor cont from 197, onwer v}, The te s, cdministere? by tte Tank of
Preail (on tie basis of ~n cnne 1 comn.ocior o8 1.7 por cunt ), ~rc vae for loc

er inv ot nt in overioue rters of th countey! conomy. Th orofite derived from
the op.rcticia cve cront 7 bo Rl cecrurt of  ~el ¢ivil s orvent, 7O per cont toing
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distributed on the basis of incomc and SC per cont on the heoeis of yoors of service.
This individuoal distribution is subscquent to monctary correction of the haloncer

accumulated and crediting of cn interceest rate of 3 per cent ou tho correctud velv oo

The profitc thus generated in the account of coch civil soervant moy be applied for
after a spccific perio” of notice or moy ke compoundods ™ithdrrwels ore jugtificd by
personal nced (marrisge, incopacity to work, house purchesc, c¢te.). Tn the svent of

decth, the accumulatced capital ~nd intercst go to the deceased's heirs.

(c) BSocial Intcgration Plan (PIS), cstablished by Supplumentary Lav No.o 7 of
7 Scptember 1970 and regulatoed by Recolution No. 174 of the Central Bank, This is o
fand having oconomic and socicl zims similar to those of PASEP, but which ic formed in
privatc ontcerprises for the purposc of “involving the personncl in the lifc and
developmont® of thece emtcrpriscs. It is aimcd at the formation of individual crpitel,
gtimulating savings and moking pocsible the accumilotion of funde which can be mt to
use in order to incruase the national output.

In thic case thc funds arc collected by the Federal Fconomic Savings Denl: (CFF)
or its agents from all private entoerprisce subject to income tax through funds Jeductod
from the tesr (2 per cemt in 1971; 3 per cemt in 1970 and 5 per cont from 1972 onwards),
plus additional contribution:s basc? on pereccnteges of the amounts invoiced by cmtor-
prises or other similar figurcs (.15 per cont in 1071: .25 per cent in 1972 0,47
per cent in 1U73: and 0.%0 por cent from 1972 onworcs). The Mationrl Monetery Council
may opply corrcction factore of rlus or mimus % ner cat to these percontagos.

The personel account savings of employccs arce accumulcotod in the same proportions
as in the casc of PASEP; thc usc of thc funds is similor, as is the monctary corrcctior
and the minimunm intcrest applicd (3 per cemt per anmm).

Govermment Bacuz:i‘t _} o8

ol S S M %

Issucs made by the Fedorsl Govermment and placcd on the copital market., Thone
soourities ore “Natiomal Treasury Bille' (1INs) cnd "Naotiomal Troasury Re-adjustoble
Bords" (OPNn). Tho first — IMMs - arc not mwlject to adjustm nts or mon tory correc-
tion but bear an attractive imtcreot roto in relation to inflationm and arc imtender to
attract fund: Circctly from investmont sources, cince th. minimua nomincl veluc 1s
hish (1 million cruzcires). The sccond - ORMNz ~ comc into being under Law 4107
(16 July 1964) amd are issucd by the Pedersl Trecesury with meturity dates hetween
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~nl o o orras oen) o ominimut interost of - ser cont ner onnun c~lcuvlnted on the up-

Coatod nominsd volue. This s.curity wis originclly cevivelent to 10 new cruzeiros and

h~s boon sorrcet 4 overy thioo mwonths on tic boasic of vorictions in the purchosing

povcr of thc notionsd curreney. It princinal markat in cmong ama2l1 or medium inves--
tor:s.
Timc deposits ~nd cort ificet o of armonit

The form v ~r. mec. for prriods of loss than onc year, gonernlly ot commercinl

e -

benke, orvings benks ond inveotmort benloe The lettcr — certificotes of deposit -
L~ve ~ minimum 1if of onc y or ~nd give ris. te - svcurity or negoticble document .

In neithor coce is there ny wonctary cerrection; ht the fixed rote of intorest is

rttrrctive it relotion to thie infloticen outloeolk.

The certiticrte of deposit, vwith & minimm v~lue of 1000 cruscires, is the typicel
instruncnt by vhich investment Lonks ~tirect orvings, cspecinlly if it is borne in
mind thoi the Ciscounting of Dills ¢ cxchange or ccceptances - to which rcference will
be wosde loter - emn be used only Tor ~ limit.d poriel of time 2t the boginning of o

invostment benkto Jifo.

Dills of <xchong: or cecoentrincoes
AR A SR A
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These corr spond 1o the tipicnl kiné of “ececptonce’ used by bonks in the United
St~tes of Ancrics ond undeivont ¢ dronotic cxpension in the cnrly stoges of Brasil's

modcin enyital morket and inve~t oot hanke. AU the moeord they are nore vsed byt fin-nce

comprnics to cttroct Munds.

her ingtrumonts

Mutuol Tund certificitee, morteoge bonds, Cebenturcs, shores, ctc. ore usual on
the Brosiliqn c-pitel merket.

Heving modo thin muamery of tho instruments vsed, it is importont to point out
that CMN tolon ~ constont intorost in thom “ne mekos froquent and flexible corrcctions

to provent morlet distortions vhich might mole cortoin instruments excessively profit-

SR N

ablc in selation o othcrs. Those correctiorn: cic nede orn o progmoatic basis and so
far hove nowor been retronctiv. . A number of persons intorvicwed in this conncexion,
hove gtotodes CTe profor to Tt oon opcrntionn] crro. enrich some people who toke
adventig. of it rothor thrn, in ordor to rrovent thnt, introducing chonges with retro-

1.

sot.ve - PTeet, vhich vorl mo i ront mejority of investors doubtful cbout the

¥ ~

volodity of the bome orowiidceh thoo inveotel .
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The flcxibility ond progmotism of the Brazilian monotrry ~uthoritics' nctions
should clcar up ony doubt which might :risc from the frimuency wvith which rosolutione
of the Central Bank arc issued and the hobituel omendments to previous resolutions
which they contoin. It might appceer thot this could give rise to confusion omong ihosce
opercting on the capital morkcet ond to uncerteinty as to the validity of their pro-
grammcs and strotegies.e Whon somc of thesc operctors were intervicwced, they pointoed
out thot therc was n pemmanent informcl dirloguc with the cvthorities, which mcons
that official rcsolutions crc very rorely unexpectced ond represent, rather, o conscnsus

based on currcnt oxperience.

At the moment, through various corrcctions applicd by CMN, = rcasonablce bolence
has been reached in the return on the various instrumcnt~ for attracting sovings to
which we have referrcd. Persons versed in the sbject-matter who werce intcrvicwed
gtotod that the relative popularity of onc or other of thc instruments among investors
scamed to be dctermincd by foctors such as: (1, proferences or habits; (2) desire
to hove o diversificd securitics portfolio; andfor (3) o grecter or leeser degrec
of willingnuss to takc risks, foced with the alternative of investing ot low intorest
bu’. with monctary correcction or ot higher intcrest but with the risk of inflotion. In
this latter conncxion - end by way of cxamplc - govermment OMMNs, which yicld o

moderato yearly intcrest with monctnry corrcction, arc comp.red with ncccptances, o
typically more risky sccourity, in thc following tnable:

Profitchility of Scouritics foquired 12 fonths

e b aa

Before Dot Indicotud

General
Maturity OmrN Acceptancer Price Index
Deocamber 1969 228 .3 20.1
June 1970 220 29.7 20.6
Doecember 197C 24,0 0.5 19.3
Junc 1971 23.1 ¥.8 22.0 .
Decomber 1971 27.1 0.2 19.5

(Source: Central Bonk of Brazil)

Savings tronds

If tho public!s preferences orc ~nalyscd on the basis of the rmounts prlaced in
the principcl instruments om the Drocilion capitel merket between 19€7 ~nd 1971, the
following results arc obtained:

5
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() Ace pirus o ocro till tt acct vepulor ainstrum o rt cath th vublic, ~lthoush

th vy ~ro traoincs to 1 Jlan e L tion to savinge dororits, mortgosc Lende oncotin

nosito.

() Tum Acporit: with uon.to.y cerroction hov procticnlly come to rceploce time
ponits with /r.t ¢ artoroct 00 T et to the mak of infl i Thue in 797,
out of ¢5.{ 1 ent invest ¢ in thic uny, 17.1 »or eont wes sudbicet to monctory
corr ction cn- 1.5 per ¢ nt wre not . In 1971, on th. othcr hand, out of 2.8 per
cont, 2003 por eont b mor 7w covroctiog tn’ oonly O L owor cont 410 not! in other

wor's, tho rntio hod cf-pg. Trom il por cont o G082 per cont.

(6) Yith tim . pecits, Jifforonce hoe crison botwoon those which give risc
to -~ c.rtifis~t. op nogoti-bl: Jocvment -n’ tho: which Yo not. Thurc hre been n
mibrtentinlly Ligh v volum. of plecaaents in unecrtificetcd dorosits, vhich mry lcad
.0 onc of two conclusions or to - combination of both: (1) licst (cposits ~rc made
for poeriods ¢f 1 ¢5 t'vrn one yoor, inc. thoge e not nrve cervificotos, z‘.nr’/or (2)
Investors prof r o “pogeiv. ric)” on their funde to the roeo-ibility of negotirting
them,

'y
]

(1) ™. "tauros ~nd g oreontos s Jor ORTNe ~nd ITHa Co not nermit any valid
conclusions to ' r-own, cinc. tho . r1o instrumonts vecd by th Gevormment in ~eecord-
rnce with the .wvelvtion of mon t-17 pelicy ane its cotrel r cvirements. Thus, for
inetanc., IYs -1t moorery inctrwaonts of grent liruidity -n? very short tomm
(1671 ~vergot o omenth, 1 Jnys) through whick it is poscibl. to regulntc the
liquidity of t% (conomic syt n ' aclios more o1 5 of ITTe then purchascs, or vice

verse.  Vith OPTH cl-comowts the erincipal pvrchesire oro net the nublie, it bonks,

vader thoelr coad roscrv. oblirrtion. .

L n~ of “vilae
The Uro-eycling of fug's

hat hrg " oom vploap e for b it olecr tant the Federnl Govermment nnd
the gov:rmmentc ol the v-riovs st-tes of Praril, -~cting tirough the beeic orgons of
the enpital morkot (G131, Contr-l Denlr, BR, DMDE ~nd ONH), nrotcct ~nd comtrcl the

operation of th. cyot moin o otriot vt flowible monner. The treesury bodics, both

g

folernl and atete, in oo dition to colil cting their om revemue from tares and other
obligrtory contribvtions, cr. nlse concommad with attracting savings throvsh the ]

rlmcing of < curiti ¢ itk th ~llic (PPPHe ~p? UiNs, for cxomrle). At the some

time they geck ctormm 1l credits + oy unloment their own coracity to cecumulatc funds.

4
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In ~ddition, under strict canlitetive and quentitotiv. control *to ~voi! 'irtor—
tione or cxcess.g, th. Gov.ormment ~1so rermits rrivete initi-tive to do whetou.r it

con to attreoet intornal sevings on’ oxtorn-l credits oy contritutions,

The combined cffort, public ~nC private, forms the countr;'s inveetment potonti~l,
which, throvgh national development planning, hee to Mc chonnclled into priecrity
activitics or mones. In thic rospect Tr-zil hec sought ways of hamenizing and co--
ordinating public ond privatc intercsts, which it is worth noting, copccially vhen
the comtrary cpprocch - competition - con prove sterile ond in ony cose detrimental
to privatce coffort.

Thue thc Govermment docs not dircetly use the wholc of the funls vhich it roceivers
or ¢ttrocts, but cmploys, ~s cgents for declings in medium-term pudblic funds -~ irtorne’
and extcrnal - intonded for epecific investment progrommes, csot only BIDE, BNB, BNH
or BB but also statc or regionnl dovelomment beonks, privetce investment benks and ovon

commcrcial Londis ond finencoe companics. Thie is what is eallcd ‘re-cyeling’ funcs.

In ordcr to obtain thesc ‘re-cyclod” funds, the ngente must provide: (1) suit-
oblc projects for financing, ~nd (2) thiir own funds, in a percentrnge which varica
rccording to the circumstances, o3 o counterpart to the govermment fundse which arc
boing "re-cycled” to thane Thusg, the government sources of devclopment fincnee flow
both through public channcls - fodersl or statce - ond through privete chenncls,
orexting complamcntority of cffort inst.sad of ontagomiem. In addition, the funds
available erc multiplicd becrouse of the condition that the agent or uscr nccd only
nmakc o minority comtritution in order to usc = majority of govirnment funds. The
cpecifically identifiod funds which agencics of the Foederzl Govormment ~ end somc

ngencios of stotc goverments ~ “ro-cycle’ through agents throughout Brazil arc
inmmerable.
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