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GLOBAL PUID FOR THE STIMULATIOW OF IlfDtf>'T'ft"l 

!bi• propoeal start• troa. recopition or the crisis in the international econom,r: 

global recession coupled vith global infiation and instability or the international 

mDfial7 and fi111oDCial system. '!be Global Fmad ror the Stiaulation or Industry seeks 

to .Ue quick disbursing ~ financing loans to cleftloping countries, or extended 

maturities bet1fftll 12-20 7""• in sipificant ..,1111ts building up to an annual le'ftl of 

o'ftr $ 15 billion, vith a total calleble capital in the range of $ 75 - $ 100 billion. 

Finance voU:d be obtained for the mst pu"t by borrowing on international. markets backed 

·by the latter guanntees of calleble capital, such borroved tunds being onlent at 

commercial rates to 6e'ftlopiag countries, and at belov ~rcial rates to least de'ftloped 

comtriea, the subsid;r element being prorided • .l;ruugb an interest subsidisation acco\1Dt. 

The rationale for the proposal vbicb is s~ised belov, is that the expensionary 

impetus to be prorided by the Global Fmad to the economies of both industrialised and 

de'ftloping countries, vodd mke the international atmspbere conducive both to the 

lovering of tariff and noc-tariN' barriers vbich discria:inate against mnufactured exports 

of the South, as vell as to the restrueturi~ of industry t'roll the industrialised to the 

de'ftloping countrie-:. It is B«&inst a background of a consensus on infiation and the 

liaits bqond vbich existing aultilateral financing institutions cannot extend, that the 

case for a separat~ programme financing 11ecbani.. for lo~r-tera disbursements as 

enris~ in the Global Fmad, is -.de. 

It is recogni3ed that the outline belov merely •~ises certain technical issues 

which vould ba'ft to be reB01Yed in an appropriate fo~ for negotiation. These issues 

include capital '!tJ"\lCture. guaratee arnnget1ents and YOting powers ..,ng member countries; 

the sc:ale, distribution ad term of finance ..,ng members; relationships between the 

Global Fmad and International Agencies, Central Banks, finance institutions; the con­

ditionality issue, its ..,de of implemento.tion; decision-malting and mnage11ent structure, 

and appropriate transitional arnDgellll!Dta. Detailed e1aooration or these issues can be 

undertaken in subsequent negotiations. The crucial question, bovenr, is whether the 

international c:omunity can agnie in principle that the concept defined h•:re would be a 

mJor step towards a solution or global prol'lem or mplo711f!Dt m4 imutllf!Dt, and re­

duction or curretrt. iU rrennces betveea industrialised and clnwloping countries. 

Tbe Third General Conference of UWIDO h innted by the Secretariat to consider ud 

approw in principle the caacept o! a Global 1'md for the Sti..iation of Industry, ud to 

dnipate • 8""0priate apaq or egencies to initiate consultat{ons u4 negotiations 

..,... ~ coll!ltrin, iawnaati~ orpnisations, u4 international and regional 

timncial institvtic;,u on tbe •ett.iq up ot the Gl.obal hnd. 



~- BAC'lffiROl11'D: AW OVF.RVTN 01' 'l'R1: nrrnnll'l'TOllAT. FTWlllC:TAT. STS'n'M 

The rationale fer the !lroposal for a Global Fund for the Stimulation of Industry is as 

follows. '!'be ·JOrld economy ha.a been sustained during the c~t prolonged recession by the 

b~ing power or the deTeloping C01'Ctries. 'I'oday the de-telcping countries absorb about 25J 

or :JS exports and il()j or EEC exports. In 1975, a tia• vben the European Colmunity reached a 

lov point in the recession, and its exports to other bduatrialised eomi.tries vere declining -

by 17% to the US and by 3. 3~ to other industrialised c nmtries - it vu exports to the 

developing countries vbich increased substantially b ... 25%.!/ One result of' this buoyancy of 

Third Yorlc! purchasing pover vas that unemployment in the developed YDrld vu sir.nificantly 

less than it might have been; it is estimated that there vould have be~ at least 3 11Llion 

more unemployed in the Colaunity area alone, if capital deficit developing COlDltries had been 

obliged to cut their illpOrts of manufactured e;oods by the anolDlt needed to ~ for the oil 

price a~ustaents after 1973. However, the level of unemplo,..ent has ~ed high, between 

2.2j tor Japu and 7. 7J tor Canada, vith the EEC countries lying between this range. 

Manutacturin~ ca1M1.City utilisation rates for 1977 have been calculated at belov 85% 

ror a an11ber of the -.Jor market econoiey industrialised countries, and for all these 

countries, atand at levels significantly belov average utiEsation h.tf"s for the 1964-1974 

period as shown in fi~ure A. Accompanying this UDderutilised capacity h.lve been the stttp 

rises in prices vhich have occurred in the 1972-1977 period in certain -.jor •..rket economy 

industrialised countries, vhere the inf'l.ation rate has ave~d about l()j p.a., vith cer\.ain 

countries shoving even higher rates, as indicated in table 1. Mo~ver, there seems to be 

e-rery in6.ication that these higher rates of in:l'lati~n vill continue for a considerable per~od. 

'1'vo sets of factors have thus recently dominated the international financil 1• system and 

these are likely to continue in the foreseeable future; first, the l\bove-mentionel\ con­

tinuing hieh rate of infiation and the .,ronounced underutilislltfon of hUllUl and productive 

resources; second, the acc'la.llati°" of excess liquiclit7 in the privat~ bmlts or the lorth 

together vith snere .,netary and exc~e rate instabilit7. 

'There are compla interrelationships between the factors motioned; taken together, 

however, their iapi.ct has been to Mite the International Financial System increasingly 

t'rqile. With groring interdependence or the vorld •conclm7, this h&• generated a de~ 

of uncertainty vbich has cle;>re"•ed incenthea to inYeat in incmatry in both industrialised 

COUDtries and the Third World. Stap.tmt growth rates coupled vith historically severe 

infiation bu led to increued p:rotec:tioni• in the llcrth, tending to retard prognH in 

the South. 

!} See Cclmhsion or tbe European ~ities, !ur>pe and the '1'hird Wo!'l4. A Study 
of Int•rdeperaoence, Brun.aels, 1918, p. 5~. 

• 

• 



The combination of rising prices, underutilised resourct.:s and slov grovth vhicn has been 

termed "stagnation'' has been accol!lplUlied by extreme instability in excharge and interest 

rates, as shown in tatles 2 anc! 3 reSl)ectiTely. 

The factors identified haft b.t>ught about a f'undmllental change in the intei:-uational 

financial system, in so far as "the economic health of the main indus-crialised ma;:ke:t economy 

col.mtries has been considerably affected. Change in shares of v..)rld official reserves is 

illustrated in table k: in 1960 a group of deTer! industril\l.ised countries held 771 or 

IMF members' official reserves, vhile in 1Q77 the corresponding figure had fallen tc 5oi. 

As can be inferred f?'Cdl the table the relative positions of individual countries vithin the 

group or eleftn haTe also l.mdergone major changes. 

The ability of the industrialised countries to enforce order in the financial system 

has been further veakened by the upsurge of the Eurocredit lll&Tk(?ts, in vhich the voltme of 

deposits nov e:z:ceed total official resenes, including gold wid IMF ?Tsenes. Total 

deposits 'in these urkets haTe grown from about t 15 billion in ·964 to about $ 500 oillion 

in 1979 as sh".'VD in table 5; these ll&J'kets emerreC: in th~ 1950s and are based on currencies 

being held on deposit in bank accour1ts out.side the comtry of currency isaue.!/ 

Table 1: SeTen Major Industrial Co'l:Dtries: Dispersion of Inflation Rates, 1960-1977 

(per cent) 

i4ean Rate ofa/ 
I114'1.ation -

Dispersion ofb/ 
Innation -

196o-1970 henge 3.6 1.5 

1972 5.3 1.1 

1973 8.6 1.9 

1971i lli.6 5.4 

1975 12.9 5.5 

1976 10.0 4.5 

1977 9.8 4.5 

1972-1977 A-,e~e 10.2 3.6 

Source: DO', International Financial Statistics. 

!./ The (1mveigbted) ave~e annual rates of change of consumer prices for the United 
States, Canada, J&pan, France, The Federal Republic of Germany, Italy c and the 
tmited ICingdom. 

The measure of dispersion uaed is the standard deTiation of innation rates 
am:>ng the seTen countries. 

Se4: the description of the opera~ion of tt>e !urocrl'dit Markets, pp. 108-109 in 
Industry 2000 - lev PerqecthH, !l'l/COIP .4/3. 



Pf16e 4 

Figure A: Major Ind1.JStr~al Countries: Output Gaps in Manufacturing, 

1956-197f-/ 
(Ferce:r:tage of potential output) 

!/ Di ~rerence betvee"\ actual and pcitent i al ,>ut Pt' t. 
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Table 2: Index of Change in Major Currenci Exchange Rates Against 

UJ Dollars 1272-1978 

(First quarter 1975 = 100) 

JJll SvFr Ten 1'rTr Stg Lira 

1975 (lat quarter} 100 100 100 100 100 100 

1975 (2nd quarter) 99.3 98.9 100.2 l""'.O 97.3 :.oi. la 

197~ ( 3rd quarter) 91.6 93,5 98.la 98.4 89.1 96.o 

1975 (4th quarter) 90.0 94.o 96,6 96.8 85.4 93,8 

1976 (lat qua.--ter) 90.8 96.6 91.0 9li .8 83.6 83.8 

1976 (2nd quarter) 91.lt 99.8 98.0 91.l 75,6 74.l 

1976 (3rd quarter) 92.3 100.5 100.7 A7.3 73,9 76.0 

1976 ~4th quarter) 91.1 101.8 99.8 68.2 69.1 13.9 

1977 (lat quarter} 91.£. 98.9 102.7 86.o 71. 7 72.2 

1977 (2nd quarter} 99.0 ~-1 :..o6.5 86.5 71.9 "(2.0 

1977 (3rd quarter} 101.3 103. (\ 110.1 87.6 72.6 72.~ 

1977 (4th qul\rter} 105.2 114.2 118.7 68.6 76.0 12.1 

1978 (lat quart~r} 112.6 129.2 123.5 90.1 8o.6 74.0 

1978 (2nd ctuarter) 112.8 130.0 132.9 93.0 16.1 74.0 

1978 ( 3rd quarter) n6.la lla8.8 152.2 91.6 &J.S 76.1 

1978 (4th quarter) l2la.8 153.2 151a.o 99.6 83.0 76.6 

Source: International. Financial Statistics, IMF, April 1979. 



Table 3: Eurocurrency deposit rates 1 January to De'!ember 1978 

(Prime Sanks' b~d rates in London, at or nea~ end-of-month) 

1978 
Jaa Feb Har Apr MaI Jun Jul Aug Se2 Oct Nov Dec 

US LOUAIS 
One moath 7.06 6.62 7.62 7.25 7.69 8.19 8.06 8.56 9.19 9.62 11.62 11.00 
Three Horth• 7.25 7.19 7 .so ;.62 8.00 8.69 8.50 8.87 9.44 11.37 11.56 11.69 
Six 80Dthe 7.62 7.62 7 .8:1. 7 .87 1.44 9.19 8.81 9.25 9.69 11.87 11.8:- 12.31 
TwlYe .ootba 7.17 7 .94 8.!kl 8.CU 8.56 9.19 9.00 9.25 9.69 11.87 11.62 12.00 

DIUTSCBI MAU 
One 80oth 2.87 ).19 3.31 3.31 3.44 3.31 1.44 3.31 3.31 3.12 3.37 J.19 
Thr- .ootba 2.94 3.19 3.31 3.31 3.•4 3.37 3.50 3.44 3.56 3.50 3.69 3.31 
Six eoothe 3.00 3.19 ).31 3.44 3.56 3.50 3.75 3.62 3.62 3.56 3.94 3.69 
~elve mootba 3.19 3.19 l.31 3.50 3.69 3.6? 4.00 3.87 3.75 3.75 4.12 3.81 

SVIS$ RAlfC 
Cloe 90nth 0.31 0.12 0.44 0.62 1.06 1.31 1.56 0.44 0.50 0.00 0.19 -.06 
Three .ontba 0.75 0.31 0.56 0.87 1.31 1.50 1.69 0.69 0.94 0.12 0.31 0.00 
Six 90ntba 1.37 0.50 0.81 1.19 1.62 1.94 2.00 1.06 1.06 0.31 0.56 0.12 
Twh-e -tu 2.00 1.00 1.25 1.44 1.87 2.19 2.19 1.19 1.31 0.62 1.44 0.61 

~ STD.I.Ii.; 
0ae 90Dth 6.75 7.00 6.17 10.00 10.00 10.75 10.75 11.00 12.37 10.50 12.87 12.00 
Three 901lthe 6.75 7.69 7.37 10.12 10.56 11.37 10.87 11.37 12.75 11.87 13.50 12.62 
Si• 90nthe 7.25 1.12 1.00 10.37 11.12 12.00 11.25 11.75 13.00 12.62 14.06 13.25 
1\Mlve .oatba 7.56 8.37 8.31 10.37 11.81 12.12 11.50 11.75 12.75 12.87 13.87 13.00 

nDCB FIAJIC 
0ae 90Dth 11.50 12.00 1.17 1.87 9.00 9.17 1.37 8.00 11.25 7.00 8.12 10.50 
Three 90Dtha 13.25 12.17 1.17 9.37 9.25 10.00 9.12 8.87 10.25 8.75 9.19 9.87 
Six month• 13.37 12.00 9.37 9. 75 9.75 1n.37 9.87 9.37 10.25 10.00 9.31 9.87 
':'wlve 90ntba 13.37 12.00 9.17 10.37 10.50 11. :>O 10.37 10.00 10.25 10.17 10.37 10.25 

JAPAJCESE YD 
One month 2.12 2.69 -.25 1.50 2.44 2.56 0.44 1.19 2.81 0.75 0.31 -.69 
Three -the 2.94 2.50 1.19 2.12 2.H 2.94 1.56 2.50 2.11 2.44 0.31 0.62 
Six monthe 3.31 3.25 2.56 2.17 3.31 3.62 2.31 2.111 3.12 3.31 2.37 1.87 
1.11elve 110otba 3.50 3.50 3.6'- - Cot -'•'-' .. 3.94 4.12 2.87 3.25 3.25 :'.31 2.94 2.19 

f. 

J 

Source: World Financial Markets, Morgan Guaranty Trust Company or New York. 
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~able 4: Distribution of reserves of 11 industrialised countries, 

end of years 1960 and 1970-77 

(billions of SDRs) 

1960 1970 !ID. !2E 1973 1974 !21~ 1976 

Industrial Countries 

BelgiUlll-Luxembourg 1..5 2.8 3.2 3.6 4 .e: 4.4 5.0 4.5 

Canada 2.0 4.7 5.3 5.6 4.8 4.8 4.5 5.0 
France 2.3 5.0 7.6 9.2 1.4 7.2 10.8 8.4 

Germany,Fed.Rep.o! 1.0 13.6 17.2 21.9 27.5 26.5 26.5 30.0 

Ital.7 3,3 5.4 6.3 5.6 5,3 5,7 4.1 5.7 
Japan 1.9 4.8 14.l 16.9 10.2 11.0 10.9 14.3 

Netherlands 1.9 3.2 3,5 4.4 5.4 5.7 6.1 6.4 

Sweden 0.5 o.8 1.0 1.5 2.1 1.4 2.6 2.1 

Switzerland 2.3 5.1 6.4 7.0 1.1 7.4 8.9 11.2 
United Kingdom 5.1 2.8 8.1 5.2 5.4 5,7 4.7 3.6 
United Stat ea 19.4 lh. 5 12.l 12.l 11.9 13.l 13.6 15.8 

Total, ind. countries 47.2 62.2 84.8 93.0 91.2 92.7 97,7 107.0 

Total, &11 IMF :members 61.2 93.2 123.2 146.8 132.6 180.2 194.5 222.4 

Source: IMF, International Financial Statistics 

illl 

4.7 

3.8 

8.4 

32, 7 

9.6 

19.l 

6.6 

3.0 

11.4 

17-3 
16.o 

132.7 

262.8 
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Table 5: Growth of the Eurocredit market, . 965-1979 
(US $ bi~lion) 

Percentage increase 
End or oTer prior 
Period Total year --

1965 15.l 

1966 l~-9 32 

1967 21J.5 23 
1968 31.lJ 53 
1969 57.8 55 
1970 78.3 35 
i9n 100.1 28 
1972 131.8 32 
1973 167.6 44 
1971t 21~.l 14 
1975 258.1 20 
1976 286.8 11 

1977 321.0 12 
1978 392.6 22 

1979 500 (estimate} n.a. 

US$ 
portion 

(per cent) 

77 

81 

81 

81 

82 

11 

7l 

75 

10 

13 

74 

76 

78 

81 

n.a. 

Sources: 1965-1975, Pa.rt I, Table 1, P. A. Wellons, Borroving by Developing 
Coimtries on the Euro-currency Market, OECD, Development Centpc, 
Paria, 1917. 

1976-1978, Calculated from :Borrowing in International c~pital Markets, 
!C 181/784, World Bank, Washington, D. C., 1979. I 
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Table 6: Borrowing by reveloping Countries on the E'urocredit Ma.r~ets, 1973-197J 

Year 

1973 

1974 

1975 

1976 

1911 

1978 

1979 

Total Annual 
Borrowing 

(US $ Billion) 

20.8 

28.5 

20.6 

28.7 

34.2 

71.6 

circa 100 (estimate) 

DC Borroving 
Developing Country as a Fercentage of 

Borrowing Total Borrowing 
(US $ Billion) (per cent) 

1.0 34 

9.7 34 

12.5 61 

17.3 60 

20.3 59 

37 .9 53 

n.a. n .a. 

Source: World Bank, Borrowing in International Capital Markets, various issues. 

The purchasing power of developing countries derives from their export earnings and 

from their net international borrowings. In recent years, hovever, it was substantially 

increased borrovings vhich sustain~d their demand, especially as their export earnings 

had tended to suffer in a climate of i~ternational recession: thus, hetveen 1Y72 and 

1977, net external ~apital inflovs increased from$ 20.4 billion to$ 57.1 billion, for 

the l!rJst part on non-concessional terms.!/ It is generally accepted that the present 

macro-economic equilibrium of the vorld economy depends siviificantly on developing 

countries' borrowings from the Northern private banking system, and bor:-oving must continue 

to increase if the momentum of vorld grovth is to be maintained. For example, had nearl~ 

$ 40 billion not been added to world trade in 1978 thro~h private bank lending to developing 

countries, recession in industrialised countries vould have been more intensified. The 

dependence cf some developing countries on access to the F.urocredit market is shovn in 

table 6 above. 

What is nev in the present situation, is that doubts are being entertained about the 

ability of the private bankinp: system to cone vitl'. the additional strains recently imposed 

upon it for recyclinp additional financial surpluses. Countr~es that have borroved in the 

past are for reasons of prudent iebt management cuttinp: back on their borrovings sipnificantly, 

vhile th~ short-term flov of funds into the private banking system threatens to increase 

substantially in the vake of recent oil price ad.Justments. The viability of priv~te banks 

is threatened in such a situation of d?mand/supply imbalance for funds; also, unless an 

effective mechanism is found for rechannelling surplus liquidity, there is no alternative 

to an intensification of global recession, further aggravating protectionist tendencies. 

l/ "The pre8ent e~uilibrium of the vorld economy dep1omd8 to a con8iderable dt>gr~e 
on a continuing flov of private lending to the non-oil producing developing 
countries (and to the Soviet Union and F.astern F.uro?el on a scale unheard of 
before 1974 Ill' .l vould be called in quest ion by MY impediment to that flov. 
This flov of le~dinp: is also of intere~t in the r..0111111unity context - be~ause 
a significant proportion of the loanR ha8 been m.ade by bank8 re8ident in the 
EF.C." Commission of the F.uropean Communities, Annual F.conon!i.c Reviev 1978-1979, 
Bru88els, 197d, p. t.2. 
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What ~ives cause for cencern is that ndditional str~ins im:;:-o~ed u:;:-or. tr.is rn!!.!""ket cculd 

have serious consequences. Depcsits in the Eurocurrency m~rket are Primarily $hOrt-te!"!!:, 

vith um;ards of oo~ of deposits bein!" for periods of much less than one year. ':"'he !:!S..'.or 

private ban~s have been able to transforl'! these liquid funds into mediUJ:!-ter.:: lendinr. 

Problems are very likely to arise in this oarket because of tr.e very consid.era~le Intertar:k 

lending vhich supports the market, i.e. banks lending to one r.no+her in order to maintain 

the borroving of their large customers. ?roblems could also occur, if 'Jne or a number of 

their large borrovers vere to fail. In this connection, mention might be made of the 

banking crisis vhich occurred in the mid-l070s, vhen tvo not part iculs.rly larr:e banks, c .1e 

in the United States and one in the Federal Penublic of Gernany, failed. f\.t t!':at tine it 

vas thought by a number of observers that the private bankir.r: syster.: as a vhole could be 

;:onsi~era.bly affected by the failure of these tva banks.Y It s"'.ould be noted, hoYever, 

that vhile the repayment record of developing countr:r borro';nrs in this '"!Arket has been 

excellent, a measure of the potential problems that may a.rise froir.: such borrovinp; tr dee.. 

veloping cmmtries is renected in the six-1!\0nth interest rate (in US dollars) , vtich he.C. 

stood at about 6 1/2~ p.a. in the last quart~r 1976, but had risen to over 15~ n.e.. in the 

last quarter of 1979. 

One of the significant results of the grovth of the ~urocurrency r.:arkets in tre 1973-70 

period is that although developinp, countries are the major borrovers, direct access to these 

funds is limited to only a fev Jeveloping countries, vith six of them accountin~ for about 

three quarters of all Euromarket borrovinr by developing countri 0 s.~/ Although 50 to 60 

other de·;eloping countries have had occasional access to these r.iarkets, to many developing 

countries the marke~ is virtually closed. The essence of th~ solution is to channel these 

funds under a mechanism of collective guarantee o~ the international cor:ununity to the Yidest 

possible range of developing country borrovers vho, taken separately, might not othenrise 

have access to the private bank~ne system. 

3. THE PROPOSAL 

One vay of providinf, this collective guarantee is through the mechanism of a Global Fund 

for the Stimulation of :ndustry, vi th a modest initial paid-in capital}!' contributed by 

industrialised and developing countries accompanied by substantial, say 90~ to n5% callable 

capital vhich in effect vould constitute ll. system of limited joint 1L1d several (7Uarantees 

against vhich the Fund could borrov in the market place. Its fun::tioninr in this respe~t 

would be precisely analogous to the functioning of the World Bank which borrows in capital 

markets against its callable capital. The crucial difference, hovever, is that the totfoi 

v 
?_/ 

ll 

See Euromoney, 1974 and 1975 issues, London. 

World Bank, Borrowing in International Cll.pital Markets, v1:i.r1ou!l issue!l, F.C-:..81. 

The ini tia.l paid-in ca pi till cC'uld r1:U1p;e from 5% to 10% of the Fund's total callable 
capital of $ 75 - $ 100 billion; so that the paid-in a.mount ~ould have a lower limit 
o~ $ 3.75 billion. 
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amount to b~ raised by the Global Fund will be utilised for nrogramme rather than project 

lending, so that the ne~essary ~~mentum can continue tc be ioparted to the world economy in 

precisely the same manner in which pr;vate bank lending has been able to do in recent years. 

It eces witnout sayin~ that such progr81!1111e loans will be spent on industrial goods. A 

second crucial difference is that an interest subsidy element will of necessity have to 

attach to the Global Fund's lending operations, so that it car, reach out to the le~t 

developed countries and tte most seriously affected countries, wnose overall circumstances 

require the resort to concessional finance. 

One method of financing this subsidy element might be IC irovernment c0ntributions to 

r..1 interest subsidisation account, evaluated as a small prooortion of the value of incr.?­

mental industrial ex~rts f•-om these countries to the DCs, financed from the proceeds of the 

Fund. 

The Global Fund i'or the Stimulation of Industry has been drawn up on the basis of a 

number of common ele:nents taken from several disparate earlier proposals which have called 

for a co-ordinated global stimulation programme.!/ 

It takes their positive elements and integrates these into a new conceptual framework 

of the mutual benefit of industrialised and developing countries. The Global Fund proposal 

contains the general outlines of a co-ordinated strategy, incorporating mutually supportive 

and reinforcing elements, which are Cl.esi!',Iled t"l promote non-inflationary growth in both 

developi~g and ir.dustrialised countries, and thus lead to some reduction in unemployment 

and imbalances in international payments. 

3.1 The International Consensus 

In the ~ssential respects described above, the Global Fune fa.lls squarely within an 

InternationE.....: Consensus which has been gradually evolving over the past year or so, 
. . . . 2/ 11.nd which 1.'as further confirmed at UNCTAD V in Manila.- The pro?Qsal for "!. Global Fund 

represent!: a particular mechanism for bringing about 1.'hat has been termed "the massive 

transfer or ·~esources" 1.'hich 1.'as the subject of a consensus resolution and which has 

also received the endorsement of seni~r officials of international institutions.~ 
The consens ... ; at UNCTAD V held that "substantially increased transfers of resources to 

developing cou.,tries are an indispensable factor for accelerating their pace of development 

1/ Muller, P.E. and Moore, D.H. (TASC), A Description and Prelir.iinary Evaluation of 
Pmposals for '}lobal Stimulation, consultant paper submitted to UNIDO for this 
study, March 1979. For 11 recent contribution to the debate, nee Jayawardena, L., 
'1'01.'nrds a New Economic Order: r>0me Issues for Discussion. The Third World as an 
Enp:ine of World Growth, ;,peech before ;.ri Lanka Association for the Advancement of 
;.cience, December 1078. 

?._/ Peso:iution 129 (V) Part TV, 1mCTAD, Manila, l'.179. 

'3/ ;.ee the statements of Mr. de Larosiere anrl Mr. Ripert to 1JNCTAD at Manila, 1979. 
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and could help stimulate global economic activity, particularly in a medium·· to long-term 

perspective". It further specified that operational proposals to give effect to such 

transfers should be formulated in time for dec:sions to be taken by the relevant bodies 

either before the next special session of the Genertl.l. Assembly or on that ~ame occasion, 

and to take into account the possibility of ir.terest subsidy mechanisms. 

The consensus also specified a set of guidelines to be observed by proposals for 

substa.TJ.tially increased resource f!.ovs. Proposals should: 

(i) be comq,atible vith the development prio~ities of develop:TJ.g 

countries and should take due account of their debt servicing 

capacity over the longer term; 

(ii) 6ive special attention to illl developing countries vhich depend 

primarily on concessional funds for external financir1p, for their 

deve!opment, particularly the least developed 8ll!Ong developing 

countries; 

(iii) be largely raised in international financial markets for project 

· d f" l/ development and execution an programme inance purposes.-

The present proposal for a Global Fund for the Stimulation of Industry addresses 

itself to the progr8lllllle financing aspects, a~ shovn in this outline, as beinp, the 

readiest v~ of accomplishing the global stimulus that is needed; a framevork for 

industrial project development is elaborated in another ~~~osal presented to UNIDO III. 

for establishing an International Industrial Finance Agency. '!'he Global Fund also meets 

the requirements of these guidelines by inc~rporating an interest subsidy element repre­

senting the difference betveen the cost of funds in ~inancial markets, and the terms 

acceptable to countries requiring concessional finance. What needs emphasisinP. at this 

stage is that the innovative element in the proposal consists not so much in the idea of 

a massive annual transfer of resources, but in the fact that it is raised in the context 

of furthering the hope that t~e stimulus to industry in the developed vorld that vould be 

created in the medium term, vould both revive industrt and maintain economic activity in 

a non-inflationary manner. 

It is the aspect of inflation vh; :h requir•·s to be frontally ade: ~ssed in appraising 

the international consens~s on proposals for massive resource transfers. '!'his consensus 

appe~rs adequately summarised by Mr. de Larosiere, the mP,,naging director of the IMF, in 

his UNCTAD address, vhere he argued that action extending beyond the scope of vhat may 

prudently be avail~ble through the International Monetary Fund vas neceHsary in the case 

of "countries that are deeply embedded in underdevelopment". In his viev, in such cases 

"domestic policy adjustments vould not be sufficient, even if they are sup)"Orted by 

!./ Resolution 129 (V), UNCTAD, 1979. 
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considerable r.iediur.:-term credits" th~-oUPh the ~. ~e continued: '"In such cases. monetary 

mechanisms must not be used alone, as the~ is tre risk or their breakin~ dovn or 

causing members to endure intolerable levels of denation. It is the transfer o' r:reat.er 

real resou.-ces th~t is llt issue. It is naradoxical that industrialised countries - !!!Ost of 

vhich are not usinv their productive POtential to the :!'u.11 - are tesitating ~o increase 

their financial a d to noor co1L1tries. This is ~esPite the fact tha~ such aid vould 

result in increased p.lohal demand and thus contribute to a reactiT&tion or vorld trale 

and a recovery or production. There is noth:i..-ir in the "Dresent state or defi.ationarT 

chain r.:.actiol'\s in the industrialised vorld ( stunlltion fPecling infi.ation) vhich would 

argue &(ainst such an increase in financial aid" (earhasis added). 

3.2 Members~i'D and Decision-Malting 

The founder members of the raobal Fund vould he ,overnments of industrialised ud 

develoninp ccuntries, vith ll decisive role beinr: Played by the latter. Pro~rmmne lcndinr 

on a s•;bstar.tial scale vould h'!.ve to be acCOJllT'&nied hy that den-ee of policy conditionalit:v 

llnd 'o?"Vllrd planninr necessary to enable countries to brinr. about tre necessary chanres 

in their economic structures. Conditionality as exercised by multilateraJ rinancin,. 

institutions is pe1~eived by developing countries to be nerhans over-rigid, vith the 

result that 'tiorrovin~ from nrivate banks on ar('Uahlv too nennissive a scale has become 

an llttractive pronosition, to the POi::tt vren private bank financinr. is so-times h.~ld to 

have atdicated from the resnonsihility of il'll!'Osinp any cond:tions at all. 

More specifically, it is perceived ry a nlDl!her of develoninr countries that the 

conditionality provisions imposed by the Internationlll !Aonetary Fund briny sudden chan~es 

in thei~ domestic economies orten accornnanied hy sir;niric1U1t social unrest, and in tre 

short run at least, sudden fluctuations in the disposahl~ inco!lles received by different 

social classes. ~or~over, the result o' these crlln~es hlls often been a sir,nificant derree 

or social and economic dis:ocation. Thus, for !'Olicy conditionality to re accentahle to 

the develoninr coW'·~ries. the ~verninr Md m1U1apernent structures of the C":lobal Fund must 

he seen to emho~.v a decisive vei,.ht or develo)"inP: country decision-making, for purposes 

or approvinp, loans to devel~pinr countr\es. From the standpoint of raisinp, 1110ney from the 

capital markets and for establishinr the market st.andinp or the Fund, a different ...otinp: 

structure can be resorted to for decision-m&kinr, by the r.overninr Body or the Fund. 

It is increasingly reco,r,nised that betveen Bretton Wood9 and the 1970s the inter­

national mon~t&ry system was designed and run by and for the OECD (and really the Group of 

'f.·an!/) t · • -'- · l" 1 d · · ~ coun.r1es, ....... 1ng itt e account or the nee s or develop1n,, countries. The funda-

mental issue is the proper relations},ip betveen th~ international 110netary system and 

Gevelopment • IUld the historical assumption that vhat is "p;ood" for the Korth is also 

"P.Ood" for the Third Worid. The Internationlll Monetary Fund's role in the man~ement or 
i~dustrialised eccnomies has been drastically reduced, vith the advent of floatin'- exchan'-e 

l/ Canada, United States, Japan, P'rance, Federal Republic of Germmiy, It&.LJ, United 
rinf,'1om, BelgiUlll, 1'etherlanda and Sveden. 



rates, central bank svap arran~emettts, and l!IOst recently the European ~netary System. 

Sol!levhat incongruously, the IMF is nov lert wiT.h being nredominantly concerned with the 

problems r f de'YelOping countries 1 antE.i with !)Olicies and man~nt dominated by the 

!forth and ar. apparently inflexi'He paclt~e of' conc!itions which may be quite inapt>rot>riate 

and contrary to continued economic development: irtern~ denatio!l, exchanl'e rate de­

T&l.uation and trade liberalisation. 

It should be noted that iaportant countries are not :ziemt-~rs or the BT"etton Woods 

institutions. The Global Fund f'or the Stilllulation of' Industry should b~ t'Ully uni-nrsal 

and include as members the USSR, China, and other non-market econOl!lY countries; benefits 

or mutual e.xpe:-ience and a large scope for int~rnational co-operation would nov t'rom the 

particip-.tion or all countries. 

The question or conditionality is indispensable in lendin,,, but a source of 

dif'f'iculty has been its interpretatior. in the li(dlt or one t>&rticular view or the world. 

Thus technical solutions, vhile protectintr creditors' rights, have to be found, so as 

to teke ir.to account the legitimate interests or borrowers. Conditionality at the level 

of country borrowing, vhich is inse'f\&l"&ble rrom responsible economic l!l&ll~t. can be 

acceptable only if. throu(dl the medium or the Global Fund, recit.ient countries are seer. 

in effect t~ discipline themselves by havin~ a majority of their re~r!sentatives both 

on the RQ-nrning bod;y and at crucial levels or management. Precedents for a decision­

!".d.king structure of' this tyµe alreattv exist in the case or the International Fund for 

Agricultural De-nloi:aent (IFAD) and the Comn>n Fund set U? under U!IC'I'AD's Integrated 

Pro~-..e for eo->dities. 

3. 3 Capitalisati-:.n 

The Global Fund for 'c.ne Stimulation or Industry vould need a sufficient capital base 

to be able to borrow in the market place, amounts or the order or $ 15 billion per year. 

While existing multilateral institutions are required by their statutes to keeu the 

level or their outstanding loans below the SUlll or their capital and reserves, this is 

not the case with the European Investmen~ Bank vhere the ratio or loan to capital is 

approximately 2.5 and vhich has secured AAA status in the market place. It is suggested 

that the Glcbal. Fund, while seeking AAA borrower rating, might vork vith an intermediate 

loan to capital ratio or 1.0 vitb a caJ>ital base of the order or $ 100 billion. As indi­

cated earlier, only a small i-rt or this sm vould be paid-in capital, perhaps 5 or 10 per 

cent, vi th t.he l'ftl&inder in the form or callable capital replicating in eff'ect the system 

ot limited joint and se-nral "'1&!'antees used by the World Bank and the regional. develoJlllellt 

banks. 
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3.4 Operations 

It is envisaged that the global t"und vould have the necessary authority to lend and 

to cuarantee loans to ll!el!lber gcve?T.:ients and their private and pub~ic entities, as vell 

as to other internationel organiss.tions such as regional or subregional rinanc~ 

institutions. ~ucl: lending voulc! ~e e;iver. only on rec:·=ipt or ~ven"~nt guarantees. 

!J:>an ~turities, -ates or interest, erace periods etc: vould depend on the economic: 

prospects or tl':e partic:ulu develo!'ine c:ountr:r as ve.i.:. clS ~nditions on inte:mational 

rinanc:iu markets and on t!.e level o! f"Unds aru!.able tc the interes1. subsi'iisation 

account; as indicated eulier, hovever, the l")obal t"und vould pay du~ regard to countries 

which are in a snecially disadnnt8'ted economic: POsitfon. 

To the greatest extent possible, the global fwld vould seek to use i:.he racilities 

or existing ievelopnent finance institt..tions ror the appraisal. administratfon. 

implementation and disbursement or its lmding prograzmne. Ro~Ter, there vould be 

preference on promoting decentralisation and errectiYity by entrusting r~gional and 

subregional institutions, as veil as nctional finance institutions, vith a graduated 

degree or responsibility ror lending .cthities. It is recogni$ed thr.t programe lending 

on a significant scale would be a new departure ror mny lending institutions and a 

substantial technical assistance effort might be required in this direction. 

4. RECDT PROPOSALS FOR I!ICREASF.D CAPITAL TPA!ISFERS 

A number or proposals, SOiie by go-..ernments and others by prominent public: rigures, 

have recently been advocated ror increasing t.he nov of long-term capital to develo:>ing 

countries, prilll&rily through bc.rt"Oving from private sources or capital backed by a 

multilateral guarantee system. These proposals have ror the most part b~ ba19ed on a 

recognition or growing interdependence in the vorld econo111Y: 1110re specifically, that 

unless developing countries have access to long-term finance, their capacity to purchase 

manufactures including capital equiJ111ent f'ro~ the OECD countries will decline; also 

there has been the recognition that 8. continued reliance on the private banking system 

ror recycling rinar · ·J. !!urpluses gives rise to a precuious debt structure which is 

vulnerable to shocks, and uncomrortable ror ooth creditors and tiebtors. La.stly there 

has been a growing recognition or the need ror progr881e finance in con•rast to proje~ 

finance which has been described above. A nU11ber or these proposals are describN 

in the outline below. 

The Venezuelan InitiatiY-

A study vaa c011Dissioned by Vene~uela in 1977 which vaa discussed by llinisters or 

a nmber of capital surplus dneloping eountr~es; in Deeeaber l!f77 a J>"'9H conference vaa 

held in Caracas, in which OPEC' s interest md support for this idea vu announced. 'nle 

euence or the initiatiTe vu that a puol of OPEC and OECD funds, print~ u vell u 

public, would be placed in a special trust fund or the llultilatera.l ar.d/or regional. 



develo~t !inance ir!stitutions; a pro;:ortion or the rinancinp- vnul~ be raised froll! 

OPFC nations and priT&te investment. through bond notations in international ca~.Ltal 

maritets, using the undervriting serTices or the private banking system; the bonds would 

be ~-ant~ :iy OPEC and by the World 3ank fal!lily. It va.s nTis8€_"ed that I! pro~rtion 

of the total f\mding agreed upon vould be channelled to the least devel.1pe:! countries. 

and that $ lC to $ 12.5 billion per ann\m vith a 18turity of 12 to 20 years could be 

raised in this ~-

The financing arrangement enrisaged would act as an ir..t£rnational long-te?'lll credit 

s:>biliser ~sorbing the underutilised sarings of both OPEC, and OECD priT&te investors 

nov beld in liquid sbort-tel"ll assets. It would employ the underwriting and intermediation 

semces of the international priT&te banking commmity, a-oiding O?EC's technical and 

a.dlll:inistrati-.e inTOlvetll!llt in the raising of lfnnies but ensuring decision-making role 

on the end uses or funds.!/ '!be inYOlTeiten~ of the private financing institutions vould 

al.low a relldily a..ailr..ble se-:ondary ..net in the bonds, and proTide r:J..exibility in 

bond purchases over t ille. 

'lbe Mexican Proposal 

In the May/June 1978 meetin~ of the interim co111Dittee o! the I~ in Mexico, tte 

Mexican representative proposed the design and implementation by tr.e '.:orld Eank of a 

lone-term recycling fund of ~ 15 billion ~or the purchase of capital ;,nods ~Y developing 

countries. The proposal welcomed the past short-term recycling o! internlltional SIJr!lluses 

by the private banking system, but noted that the international coll!l!IUl'lity had not 

additionally raced the long-tel"ll structural problems that affect developing and developed 

co·mtries: emphasis vas placed on the establishment of a long-term recycling mechanism. 

'Mle financial mechaniS11 would be similar to the Venezuelan initiative, i.e. a World 

Bank facility operated as a managed trust fund using SDR denominated debt instruments 

to lenders vith 15-year maturities at a marke~ rate of interest, vith the industrialised 

countries providing additional guarantees to the bond issues. In the orip;inal proposal 

no mention vaa made or the distribution l)f loans between di!rerent groups or developing 

countries. This proposal. relies on the te~'tnical e:q>ertise or the World Bank in 

approTing project loans and originally no i~nti?n vas made or tripolt.r decision-making 

in the facility. Hovne ·, as in the Venezuelllll initiatiTe, it vas emphasised that the 

proposal. vould generate b·.-eathing time for developed nations to ll&ke necessary structural. 

adJwstlle'llta. It is understood that this proposal. -Y still be under eXU1ination in the 

interia comaittee.~ 

!/ For details see "A description of a preliminary evaluation or proposals for p;lobal. 
stimulation" by Muller, Ronald E. and ~.oore, David P.., specially COIDis~ioned by U'!HOO. 

£/ See ~ ;iller/Moo" op.cit. 



The OF'J:D{DAC report 

In ~ 1~78 the Develc;Jnent Assistance C:o!2:rittee or the OECD released a drat't report 

on "elements of a prograime or investment in the Third World in the context of int~r­

dependence, key issues and choicEs". The objective ~r the progrs1111e propos~d in the 

report vas L initiate a major increase in investment novs from the OECD and OPEC 

countries in the short run for develo~t within the Third World by stimulating d~d 

and increasing production in both developing and industrialised co1mtries. The time 

~rspective of this global stillul&.tion effort vas envisei":ed to be 3 to 5 years, but 

iaplications vere recognised regarding long-term structural changes in the vorld economy. 

Investment :1.ovs or so~ ~ l~ billion pe~ year vere mentioned, facilitated through the 

use o! various co-financing operations by the World Bank, the regional develo~~nt banks 

and private coanercial banks. financing vould be targeted to Third '.lorld projects 

in the field of enerr:-r, and non-energy rav materials and infnstructure. Third ~.forld 

m.anurar.turin~ industry would not have access directly to these run.is. While details on 

rarticipation in manaee!!lent ~ecision-maltir.r, vere not s~eci!ied, the ne~d vas noted !or 

a gre&.ter share or Third '.lor1d responsibility in decision-making.V 

International Loan In~urance Furd 

During the 1977 I?-!F/IBRD meetings, Prof. X. Zolotas, Governor o! the Bani< of Greece, 

sup',gested the creation or an insurance agency to provide r,uarantees for private bank 

lending to developir.g countries: an international insurance fund vas necessary both 

to service l~nger-~etm needs or developing countries and to ensure financial stability 

in the E:uromarket. The objectives or this proposal were to open the Euromarket to 

lover income developing countries, to assure continued access but vith longer maturities 

ann at lover cost to ~eveloping countries currently in the market and to insulate all 

developing countries from roll-over problems arisine from short-term variations in 

Euromark.et liquidity. While this proposal envisaged an independent agency, i't vas 

sugp:ested that it \;Ould co-ordinate vi th the existinp: multilateral p:encies, i.e. IM'!-' 

and the World Bank. Among the fe&tures C'f the prcpes&l was the suggestion that. there 

vould be superior risk assessment by the A,,ency which vould be in poi;session or information, 

held by public agencies i.e. llUl.tilateral and deTelopinF country agencies, not nonn&lly 

aYailable to the co...erciLl. banking sector.£1 

!/ Ser. '.!er/More op. cit. 

'?./ See Muller/Moore, op. cit. 



Tte 1'akaj i.ma Proposal 

Thi! proposal "for the glocal brrastructu.-e fund" made in August 1978 by Mr. Masaki 

Nakajima, Pttsident or tht" Mits•ibishi Research Institute and ronner ~•ana,;inp; Director of 

the ~itscbishi bank, suggested the establi~hment of a nev international institution in­

vesting ~ 13 billion per year, i.:ontributed to by the 11SA, FRG, Japan and other industri­

alised countries and the surplus OPF.C counti-ies in major international projects o! a 

pioneer na:~ur,... The proposal sav the need for "a P',lobal ntv deal" arisin,. from both the 

failure o!" post-var !Ceynsian economic policy to prevent st&f'Jlation in the North and the 

ursency or eradicating poverty in the South. It emt1h11.Sised global stimulation as the only 

viable mean'1 or sustaining tr0vth in the context or continUf!d \~chnolo,.ical pro~ss, and 

reco~ised danger in the inflationary bias or strictl~ national deficit-fin.need stimu­

lation efforts .md the collapse or the Bretton Woods intemational monetary system. 

Funding would comr from nublic sources requiring a 30 per cent increase in ODA from the 

industrialised countries, and the need for a nev agency vas placed in th~ context o" out­

dated 118D&gement and decisi~n-aslting structures in the Bretton Woods institutions.!/ 

The Kreisq Proposlll 

Th.:.s ;iroposal vas first outlined by the Chancellor of Austria, Dr. Bruno ICreisky, 

in 1976 as an idea for aidill6 grovth in developinp: countries vhile stimulatinp: the economies 

'ria the stimulation impact or the industrialised co\Dltries. r!r. Claude Cheysson of the 

EEC Comission, another early nroponent, sug~sted a "nev ~rshall plan" ror the Third World 

amounting to $ 10 billion .;>er &nn\1111 ~or 3 to 5 years, vievint this as a short-tenn anti­

eyclical der.:.ce based on traditional Keynsian tJ-eories a'Dplied on an international scale. 

The International Fund for Economic Co-operation and Structural Adjustment vas cevel">ped 

from the original ICreisky proposal vt-.ich aimed at directly matchin'- Third World project 

financing to the use of excess industrial capacity in participating industrialised countrie~. 

The t'und vould get paid-in e;apital based ?n national quotas of participants, raise 1·inance 

in capital markets, and the propo11ed initial $ 1 'liillion vould be invested in projects 

primarily in industry lll'd int'ra."!tructure.Y 

The Swedish Initiative 

In 1'ovember 1978 Sveden and ei,.ht other nations held a "special meeting or the like­

minded cnuntries on transfer of resoui-ces" to discuss stilllUlation proposal•. The meeting 

emphasised that the massive transfer concept vas a means for inducing 1011£-term non-inflatio­

nary ~h for the CECD and the vorld economy, and as a means of avoidin,i: intreasinp: OECD 

protectionism by addressiJ16 the problem of structural ad,lustment. The meetinii: took the 

viev that a massive transfer could overcnme the existence or excess capacity in OECD 

nations vhile decre&8ing poverty in the Third World.l/ 

'!/ See Muller/Moore op. cit. 

'?_/ See Muller/Moore op. cit. 

1/ See Muller/Moot~ op. cit. 



Ot~er ?roposal.s 

~e ro!!n'.>nveal.th ".-ovemJ!lents llt the ~tinf.! in London in .Tun'" io77, in ~vievint! 

a Commonvealth el(J'ert l!rOUr' renort cllllini"" for a l!la,~or increase in the transfer or 
resources, endorsed the ret-:>rt a..~ a constructive cor.t~ibution tovards a snecific action­

~riented develon!!lent prop?'&!!ll!le. In 197~ ~r. Edvard P.cath, fo~r Prime ~inister of the 

UY., prooosed that tt,e ITC borrcv substantial llJllOunts t"rom the O?FC count.-ies, and use 

these funds in both industrialised and develo~in~ countries for ~neral econoMie develor­

ment and for bininp and rav l!lllterial. ~xpansion. In April !07~ ~enator Jacob Javits a.~d 

seven other US senators pronosed the establishment o~ a ca~ital nool of ~ 50 - 100 ~illion 

for productive investl!lent in ..ievelopinf' countries as a -an:> of stimul.atinfl". v:>rld economic 

activity and achievin' deTelopment objectives.!/ 

The Brandt COlll!lission ?rooosal. 

The Independent O:>.Ussion on Intem11.tiond Development Issues (Chairman, ~.r. Willy 

Brandt, former chancellor of the Federal Republic of Germany1 consistinr; or 11. numter or 

eminent persons from industrialised and develot1infl". countries, vill reoortedly pronos.Jl 

11. Yorld Development Fund to p!"(.;vide massive finance for 11. variety oi" !'Ul"POses, including 

p:enenl and sector riroP,T8Jlllle f'inai·cinf-, en~rp;y and n\V 1'18.terial.s exploration and processing, 

arTicul.tural. investir.ent and infrutru~tu~ develoririent. '!'he bulk oi" the funds voul.c:! be 

rll.ised on the international. canit.'l~ market, as vell 11.S from bilateral arran~el!lents •ith 

c11.pital. surplus countries, and there vould be an interest subsidisation account financed 

possibly throw.h a number or "11.utomatic" t:r-:.nsfers such as royal.ties from the recovery of 

sea.bed minera.ls lllld taxes on the ll.?'1llS trade. 

The Arusha Proposal 

The Arusha proposal., contained in the Arusha programae for collectin self-reliance 

and framework tor negotiation vu adopted by the Group or 77 at Aru.-ha, Tan:r.ania, in 

February 1979. This proposal. vu notable in that the call for massin transfer or 

resources to developing countries in the courue ot' promoting global economic recovery 

ceased, for the first time, to be the exclusive concern or a ff!V isolated individuals 

or countries, whether in the North or in the South. The proposal. argued that in the 

restoration of tul.l employment in the l'lorth, meeting the needs or the developing countries 

would have a decisiTe role to play, in a situation where purely domestic reflation in 

developed coUDtries vould be no eubetitute, eince the exieting produetion capacities 

tor export markets had been developed over three decades or export growth. The propoeal 

cal.led tor an additional. financial traneter inthe range or $ 35 - 50 ~illion, in the 

contezt or a recopition that needed structural ac: Just.nte in the pattern or production 

!} See Muller/Moore op. cit. 

Y See the report in the Intemational. Herald Tribune, 10 October 1979. 
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and trade would be facilitated in both developed an.i developing countries by a climate 

of economic expansion rather than staenat!on. It vas noted that for the resul.t~_ng 

revival in effectiTe denmid to lead to the restoration or investment and grovth initially 

in the developed ~rld, international r.ionetary stability vas an essential prerequisite. 

The proposal also suggested the mechanism of raising f\mds under the collective guarantee 

of the international co11111UDity in international markets, and their dis~\~sement to 

developine countries over a long-term period vith an interest subsidy e_ement as 

appropriate, in th~ ~on:i or both project lendinc and pror,ramme lending for stru,tural 

change. The :rroposal urged inter alia the eJC!'loration or more "automatic" mechanisms 

than are envisaged toda;y, e.g. a tax on exploitation on seabed resources, vi th a viev 

to financing the interest subsidy element or the proposal. This proposal also expressed 

a sense of deep disquiet vith the imbalance inherent in the decision-making il!.lld 

man&;!!;ement arrangements of Bretton Woods institutions, betveen debtor and creditor, 

and betveen donor and donee. It vas felt that there vas a need for equality in decision­

malting.!f 

5. DFOGP.AMr-'!' FI!fA1'CI1'G A!'ll" CONT>!TI01'ALI'!"! 

It is recognised that tvo important ele!'!ents in the Glohal Funrl concept vould eventually 

reouire 1tdequate elaboration vhich is not )"Ossible in this present document. !'.ovever, the 

outlines of these tvo elements, viz., profr&l'lllle financi~ and conditionality are ;'rovided 

belov. 

5.1 Programme Financine; versus Project Financing 

The financinF activity vhich comprises prop,Mll!ll!le lendinP, provides financial support 

for the vhole ran~e of projects and investl!lent activities cll?"ried out in developinr ccuntries. 

It assists in the implementation or these activiti~s in the face of tl.uctuatinF r~reipn 

exchan,e earninrs and eovernment revenues. In contrast to project lendin~. prorr11111111e lendinp 

can pa:; ror imports unrelated to speei ric pro.1ects: developing ~ountri es 'have borrovini?: 

nee,1s vhich cannot be satisfied by project fin1U1cinp;. Unlik~ project loans, programme loans 

can be quickly 1Hsbursed and since the imports arisinF are sold domestically, local currency 

can be easily ~enerated for the toverrunent: this re,.W.ar stream of disbursements can nrovide 

not only support for the balance or payments, but can also help finance domestic· costs in­

cludiflfl: such costs on rorei~ financed projects. A short&41:e of local currency has been one 

aaJor ractor causing project implementation delays ,Y and pros~ financLv; can reduce 

losses arising t'roa incomplete projects. 

!/ UICTAD, The Aruaha Progrnme, TD/236, February 1979. 

y See World Suk Annual Report 1978, pege 9. 



Some cot.mtries have substantial domestic industrial capacity so that foreign rinancinp: 

of capital equipment imports may be either urnecessa:-y er of limited usefulness. Eoually, 

some other developin~ countries have substaritial excess capacity vhich cannot be operated 

rui ly bec~use of a short.ap;e of foreiim exci1anp:e for interme~iate 11:oods, spare narts. 

!llllintenance, etc. These needs cannot bF met by orthodox nrcject financinp:. Similar con­

siderations arise vith resnect to the :inancinr reauired for vorkinP: canital, especially 

in the export sector. an area w'hich is crucial in l!l&llY countries. Too great ll reliance 

on nro.Ject financing invoke tvo additional nroblel!IS in investment progrsmnes. First. 

larr,e projects are often nret'erred to small nrojects, vhere bilateral and r.rultilat~ral 

develoJ111ent banks perceive economies of scale in adlllinistrative costs; leading to !s1l 

encourap;el!lent of capital-intensive projects and processes, Second, it is extre!!!ely 

diffic1tl.t to bring about a structural diversification of an econ.Jmy dependent on a limited 

nuinber of rav l!l&terials vith<Jut nro~e financinp:. '!'he b'!.lildinr: of social. admini­

strative and : ... "U"aperial structur-:s required for suet. structural reorientation, or 11ecessity 

depends net only on pro.lect lending but also on programme lending. 

There is of course no fil'1!1 dividing line betveen project and progr!Ullllle lendin17.. Instead, 

there is a snectrum of financinp: needs, vith general purpose loans at one end of the 

spectrum and vith financinp: of foreir.n canital ~ds for a S!>eCific project at the other 

end. In hetveen are sector ~oans, i.e. those tied to specific economic sectors such as 

industry, srric'!.llture etc., and there are also various kinds of lendinf for imports vhich 

arise indirectly as a result of capital investment. What i~ beinp: suggested here is not 

that nroject finar.cint activities of the orthodox type carried out by the World Bank and 

re~ional development ~anks &l'l! inappropriate, but rather that there is a ran~e of financing 

activities vhich is not covered by tte existing multilateral finance institutions. Direct 

sunno-t for prop:ramme financing activities can be fot.md in the concern expressed by the 

Development AssistancP. Co11111ittee that the disburse~nt nroblem faced by multilateral and 

bilateral ap:encies vas a serious impediment to resource transfers. If continued, this 

trend vill veaken the debt servicinr, capacity of" developin' countries and strengthen un­

certainty concerning the adequacy of future capital availability to meet investment needs. 

In this, the IBRD and re'ional develonment ap:enc;es seeminp:ly collll!litted to these present 

nrocedures for nro.lect financin~. are not in a 'PQSition to nay a fully adequate role.Y 

Table 7 below indicates the volume and type of capital fl~vs to developing countries 

that had taken place in the years 1970-1975 and as pro.lected to 1990 by the World Bank; 

the fiirure for ~rojected requirements in 1990 amount to US$ 183.5 billion as ap;ainst 

!/ Indeed this experience led to the conclusion of the OECD Development Assistance 
Coimittee that the disbursement of "official capitlLl haa not kept pace vith thP. 
rapid expansion of priYate ea~itlll". ~e T>l!""lopment Assistance eo .. ittee, 1978 
Review, Paris 1978, p. 23. 

?_/ DAC 1978, ibid. 
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trS $ 45.8 biliion vhich had noved in l07f.. '!'his ta~"!.e emphasises t~e ITT"Qvin~ importance 

of nrivate financing as comuared to multilateral financin~. While these figures are 

b d b f 
. . . t" l/ l" h .. . ase on a num er o optimistic asslll!!p ions,- an ear ier r~port notes tat uncertainty 

about the availability of capital from orivate sources and the ir.sufficient ;:iaturities 

of these loans shoved the importance of the P'.rovth of canital flovs from the multilateral 

fin~cinir. institutions and official export credit ap:encies" }J As already demonstrated 

above, many developing countries have little or no acce~s to the private sources of pro­

~ramme financing available on the Eurocredit markets. ?rogr8J!ll!!e lending on a relatively 

lar~e scale vould contribute to providing u better balance betveen private and multilateral 

project lendin~ and vould be mutually beneficial to industrialised countries vhieh vould 

~ain through increased orders for exuorts, and to developin~ countries, since such lendin~ 

vould ensure that their p,rovth o~jectives vould not suffer vhere finance from private 

sources could not be obtained, or could be obtained or1 v on inapnropriate terms. 

Tal:le 7: Net Disbursements of Medium- and Long-term CaEital 

Coun'tries, 1975-90 

Bill ion Current 
UD Dollars 

1976 1980 ~ 1990 

Private Direct Investment 2.4 ~ 14.o ....ll:2. 
Official Develo}'.lllent 
Assistance 13.1 21.8 37.9 21..:2. 

Grants 5.9 9.7 18.o 28.3 

Bilateral Concessional 
Loans 5.4 9.4 15.3 23.5 

Multilateral Concessional 
Loans 1.7 2.7 4.6 6.1 

Medi~ and Long-term 
Loans at Market Terms 30.3 39.4 69.8 103.1 

Private 26.0 30.0 55.1 82.6 

Multilateral 2.4 6.1 9.9 11. 7 

Official Export 
Credits 1.9 3.3 4.7 8.8 

Total 45.8 ~ 121. 7 183.5 

At 1975 Prices 44.4 46.o 57.1 64.4 

Sour~ World Develo:inent Report 1979, World Bank 1979. 

!/ See p~es 8-10, World Bank Development Report 19N. 

£! See nage 24, World Bank nevelopment Re'OOrt 1978. 

to DeveloEi!!6 C 

Average Annual 
Percentage Grovth Rate 

(at 1975 Erices) 

1975-85 1980-90 

0.3 3.3 

1.9 3.6 

2.7 4.5 

0.5 2.9 

4.5 1.9 

2.9 3.4 

2.4 3.Q 

6.4 0.2 

3.3 3.7 

2.3 3.4 

(J 

1 



5.2 Conditionality and Decision-Makin~ 

It is recognised that proin-amme lending on a substantial scale vould have to be 

t•.ccompanied by a dein-ee of borrover policy conditionality and forvard olannini:r to 

ensure that borroved funds are productively used, i.e. policy conditionality vould 

have to ensure responsible economic management by borroving countries. 

Since the Global Fund for the Stimulation of Industry vould rely heavily on market 

borroving, there vould be no place for inefficient management in such a nev institution 

nor could there be any complacency tovards deficient economic management by borroving 

countries. Thus the Global Fund vould need to ensure that its lendin~ activities 

contribut"! optimally to raisin~ produc·~ive capacity and not to such activities as 

unnecessary consumption or expenditure on arms; all Global Fund loans vould have con­

ditions attached and monitoring provisions intended to assure the productive use of 

funds. These conditions vould have to cover.i;iter alia, such questions as the size 

and composition of the investment programme, management of balc:1ce ::Jf payments and 

the efficacy of domestic resource mobilisation and savings efforts. Condi~:~ns vould 

take into account the circumstances of each borroving country, the short-term and 

100$1;-term effects of its lending decision on economic ~rovth, velfare, and the 

financial position of borrovers. 

It is recognised that lending conditions may ~ave a profound impact on dom~stic 

policy priorities. income and employment levels, and particularly on the income 

distribution. Therefore, in the settin~-up of loan conditions it vill be necessary 

for borroving countries to participate fully in a co-operative manner. Such aonditions 

of loan and monitoring vould only be acceptable to developinR countries if, throup;h 

the medium of the Global Fund, developinp, countries are seen in effect to discipline 

ther.iselves by havinR their rep~esentativPs form the majority on the governin~ oody 

and at crucial levels of manap;eme~t of the nev institution. 

Conditionality exercised by multilateral financinp, institutions is perceived 

by the developing countries to be perhapc overrigid ):. ' thus, the orl!'anisationtll 

and decision-makinR structure of the Global Fund vould need to reflect to the 

greatest extent the equal participation of all members. This implies that thP 

Global Fund vould operate on the basis of interdependence reflected in a voting and 

manap;ement structure in vhich no particular country or group of countries dominates. 

Thus a structure midvay betveen the votinp, system of the UN orp,anisations, i.e. one 

state, one vote, and the system of the Bank and the IMF, i.e. votes veighted by 

the capital subscription of particular states , mip:ht be envisa~ed. A kP.V nrforinl P rn•1l~ 

be eqaality betveen the industrialised and the developing countries as ,roups. 

~/ See Outline ror a Programme of Action on International Monetary Reform, The Group 
of 77 Position Paper presented at the Annual Meetings of the IMF and World Bank, 
Belgrade 1979, pp. 7, 11. 



6. TRAN!>T'!'TONAT. 11PF.RA'l'Tn~ 

F.ven vi th full guarantees from its member governments, it would be some time 

before the nev Fund could establish that high standing on inte1national capital markets 

vhich vould allov it to obtain its financinY. on the most favourable teI"l!!G. It is 

important, hove--rer, that programme lending begins fairly rapidly in ar.iounts vhich f,O 

some vay tovards off-setting any reduction in financial flovs from private banks, 

vhether for the reason of reluctance on the part of lenders or prudence on the part of 

borrovers. 

Durin~ this transition period of three or four years, a no~sihle apnroach rnip:ht be for 

borrovin£ to nroceed on ne11:otiated te?"l!ls from countries vith lar11:e reserves. 

Thus, it might be possible for about one hPlf of the Global Fund's requirements durine 

this period to be on the basis of negotiated loans from both capital-surplus industri­

alised countries and ~apital-su..'"Plus developing countries. In this connection, it is 

envisaged that capital-surplus developing countries might undertake to make negotiated 

purchases of bond issues or similar negotiated loan arranger.tents during this transition 

period. vhile similA.T A.Tranzements mi£ht be nossible vith other countries vith larF,e 

r~serves. If such a means of loan financ[ng could be agreed during the transitional 

period, the Global Fund vould be able more auickly to obtain the remainder of its 

needs in the international can1tal Markets. At the end of the transition neriod of 

course. the raobal Fund vould obtain all its borrovin11:s from the intermi.tionA.1 rRnit.Rl 

markets. 

It is to be noted that if those developinP, countries vhose nBJ11es are vell knowr. 

in ~~c international capital markets, vere also to associate themselves vith the 

Global Fund from its inception, throup:h their participation in a system of limited 

,Joint and several guarantees, this Yould enable action to be taken fairly rapidly. 

Thus the Global Fund could beF,in initially solely on the basis of interested countries; 

in other vords, this phase can operate precisely in the manner envisaged by the 

Mexican Proposal!/ vithout the formal payinp,-in of capital subscription for the reason 

that at a later stage the Global Fund could be neP,otiated on a universal basis. 

!/ The Mexican Proposal placed h(:fore the Interim Co11111ittee of the IMF, 1-'a:r-·Tune 1978, 
Mexico City. - •. - - -
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