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1. In decision 30 (II), the text of which is found in Jumex II, the Conference 

instructed the Inter- governmental Group on Supplementary Financing to work out 

measures for supplementary finance and to report thereon to the Trade and Development 

Board no later than at its ninth session (scheduled from 26 August to 12 Septemher 1969). 

2. L.t its fourth session the Group agreed to concentrate on the nature of the 

further information that it would need to complete its work at its next session (see 

report on tha t session, document TD/D/200 - TD/B/C.3/53 - TD/B/C.3/AC.3/25). It 

formulated ~ list of questions requiring further examination by the secretariat, or by 

the staff of the Horld Bank or of the International Honetary Fund. These questions 

are contained in the programme of work agreed by the Group, which is reproduced in 

L.nnex III t o this document. The questions relate to the following major topics: 

(a) the nature of consultations presently conducted by the Fund and 

the Bank with member countries and their adaptation to the 

needs of a scheme for supplementary financing; 

(b) the scope of measures of domestic adjustment in a country 

experiencing export shortfalls and minimum requirements for 

assistance t o naintain essential imports ; 

GE.69-8764 
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(c) the extent to 1trh2 ::::h th8 Vo:dd Bank staff Scheme could be implemented 

vi tbin the existin~ :.:rticlos of l.g-reement of the World Bank and the 

_Inte:r:national DcvelopL1'3n·~ :.ssocia tion (ID.t.), provided the Executive 

Directors so agreed. ruld. T,n.e necessa1'Y funds were oade available; 

(d) estimation of the cost of the schene; 

(e) the rela tionsh:l p bet1-1een the .Fund 1 s compensatory financing facility 

and the s0homa for S'-cpp::!..ementary financing; 

(f) questions related to the exaDination of proposals contained in 

Schene 1~ in Chapter IV of the report of the Group on its third session 

( TD/.33/Rev .1) and for :1::-rangenents to refinance the conpensatory 

f::i_nnncing fa.cili i7J oJ.· tl:e Fund. 

Jo In response to the Group:s requests (see i.nnex III, sections A(ii) and B(i)), the 
1 I 

UNCTAD secretar·iat has prepared two docunents:=-

(a) llHypothetical case studies of supplementary financing", 

•r:!/B/C. 3/L.C. 3/28 o.nd J ... ddenda. This paper analyses the experience 

of four countr·ies during the 1960s in an attenpt to es:tinate the 

Din:i.ITJ.D anol'nt of nc::i_stance that would have been required by these 

cou.'1t:::-:l.es to nainwin essential inports :i.n the event of export 

shortfalls; 

(b) llJupplenentu:::';T F~:-~.:mc::..al Nensures: Ln ~illalysis of Scheme L in 

Chap-:·.er 1 V ·of the ~cport of the In ter-governnental Group on 

Supplener..to.i-7 Fin:::n:·:r:.g on its Third Session", TD/B/C.J/.:.C.J/27. 

'Ihis docunent prmrides nn analysis of questions relating to other 

proposals, ru1d posslole variants thereof, which have been put 

before t.l,.e Group ciu:r:i.ng ..:_..:.·s discussions. 

4, '!:ne cGa.!'fs of t! ' e vJo:rld Bank and the 1nternational Monetary Fund have also 

.::r'.~'?'rtaken a revie'.-'" of the t:p:i.cs raised by the Gr oup at its fotn'th session and the 

represent.a-':.ives of the Bank and Fund will be prepared to inforn the Group of the 

results of t.l,.is rP.viev! at tbe fif-':-h sess:!:on. 

1/ A list of docuoents is f01md in ."umex IV. 
""""' 
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5. In its rec o.Dr.lendation the Conference mentioned five principal issues which need 

to be resolved, and which arise not only fron the consideration of the Horld Bank 

staff Schene but· also fron the consideration of alternative pl~oposals. In the 

preparation of the following provisional agenda, and the annotations thereto, it has 

been assU!aed that the Group would wish to review these principal issues first (see 

i te£1 2 of the provisional agenda), taking into account the subr.ri.ssions and sta.tenents 

by the UNCT;:J) socreta.ria t, and those by the staffs of the Horld Bank and the Fund which 

relate to the topics raised by the Group at its fourth session. The Group nay then 

\ash to proceed to a consideration of alternative proposals for supplementary financial 

measures referred to in paragraph 5 of decision 30(II) of tho Conference (see iten 3 of 

tho provisional agenda). Other issues which the Group had raised in its. report on its 

third session arc referred to under i ten 4 of the provisional agenda . In the 

annotations below, paragraph nunbers refer, unless otherwise indicated, to document 

TD/33/Rev.l.Y 

1/ Urdted Nations publication, Sales No.E.68.II.D.3. 



TD/B/C.J/AC.J/26 
pnge 4 · 

1. ~doption of the agenda 

PROVISIONi.L ;.GEND..". 

2. Issues raised by the Conference 

(a) The definition nnd method of assessMent of reasonable expectations 

(b) The scope, nature and acceptability of the und.e:::-standings bett.feen 

the administering ~gency and inoividual participant cou.~tries on 

their development programnes and the policies to be adopted in 

order to carry then out 

(c) The measures to be taken by countries applying for assistance 

(d) Relationship between suppler:1entary finance.rul.cL.tha_H~.Conpensatory 

Financing Facility 

(e) Financial inplications of supplementary finance, including the 

deternination in quantitative terns of the disruption resulting 

from export shortfalls 

3. l~ternative proposals for supplementary fin~~cial neasures 

(a) J~. simplified schene 

(b) Refinancing the Fund Facility 

(c) The propriety of supplementary finance 

4. Other issues raised within the Group 

5. Report to the Trade and Developnent Board nt its ninth session 

6. Other business 
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(a) The definition and method of assessment of reasonable expectations 

At previous sessions of the Group, most members have taken the posi tion 

that for the purposes of svpplementary finance the phrase "reasonable 

expectations" should be defined in terms of the level of exports which both 

the country concerned and th3 Agency are agreed upon as a suitable basis fo r 

dr awing up a development plan or progranwe. On this view, the method of 

assessment of reasonabl e expectations would involve the use of expor t 

projections, although the exercise of judgment would also be required . The 

r easoning underlying this approach is that developing countr ies need some 

assurance that a projected level of export proceeds, envisaged as part of an 

agreed development pla~, will be available throughout the plan period, to 

the extent that this level is required to prevent disruption of the agr eed 

plan (par agraph 45) . 
Certain other members accepted the general line of reasoning outlined 

above but felt that "reasonable expectations 11 should not necessarily be 

regarded as fixed for the whole life of a development plan or programme . 

On this view, a mid- term (or more frequent) review of development plans 

might be made; Ol' alternatively provlsion could be made for periodic revision 

of export forecasts (paragraphs 48- 49)" 
One member proposed that shortfalls might be dete1~ned on the basi s of 

certain pre- established guidelines without the use of projections 

(paragraph 51)-

A further view was that the term "reasonable expectationsn might be 

defined as meaning the norm used as a basis for the IMF 1s compensatory 

financing facility (see bolow under item 3, proposal (b) - "Refinancing the 

Fund Facili ty;r). 

(b) The scope , nature and acceptability of the understandings between 
the administering Agency and individual participant countries on 
their development programmes and the policies to be adopted in 
order to carry them out 

At its third session, the Group generally agreed that a policy 

understanding should be part of the Scheme, and that consultations between 

the Agency and member countries might be broadly along the lines of those 

conducted by international financial institutions (paragraphs 38 and 41) . 
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It was also agr eed, however, that the i mpl ementation of the policy 

understanding r equired fnr.ther discussion, particularly with r egard to the 

frequer"'cy a.rO. t i n..ing of consultations, and of any r evisJ.ons of the policy 

und0rstaTJ.ding 'i-:hich might prove to be necessary (paragraph 40). 

_•'~.nother view was that since the Agency \.JOuld :tn any case have to take 

some time to act upon a cl ai m, no consultations might be necessary until a 

shortfall mate r:.:.a}j_zed, end that this need not affect the timeliness of 

~ssistance (paragr aph 77). 

(c) The meagE_!.£5 ·to l~ _ t,ak~n b~L._.9<21lll~ie~lying for assistance 

The Gr oup has gener~ .. ly agrood that measur es of adjustment , which should 

be consisten-'u with the ovGr- all objectives of the dGvelopmont plan or programme, 

should be t~cen by applicant countries in consultati on with the Agency 

(paragraph 75) . 

It was also gene raJ.l y rGcognized that vJhere a shortfall in export e arnings 

r eflects a ma,J or structural change in the ma:ket prospects f or an export 

product, ::i. t ••ou2.d be desirable not to delay the r equisite adjustments to the 

ne1i s::. G"G.ation. : t '·las less clear what t,he viev1s of the Gr oup were on the 

r elationship between such adjustments and the amount of assistance to be 

provided. For exampJ.e, g:r:-antcn. that a revision of pl ans in a particular 

sector ~aght affect the claims of that sector for assi stance , wo~ld it be 

legi t i mate to sock to o1rset a d3cline J.n one sector by additional efforts in 

other se~tors? 

(d) g.elat:!:_o_r.sl:!_t_E_oet1.Jeo!}~Q.Q]._ementa~-- finance and the ll1F Compensatory 
Fill9-ncing F~ci li:.!:Y 

The Group has ag:reec'l, that recourse to supplementary finance should 

normally come afte; the use of the IMF Faci lity for Compensatory Finance to 

the extent that it is c..vaile.bl e and that recoc;rse is f easible in accordance 

•,rith the crJ.teria of the lJ.I1F, Such r ecoll:':'sG should t ake place through 

consultation bet\..reen the Agency, the IMF and the country concerned 

(paragraphs 70-72). 
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(e) Financial implications of supplementary finance, inciuding the 
determination in quantitative terms of the disruption resulting 
from export shortfalls 

At its third session, most members of the Group considered the \,Torld 

Bank staff estimates a reasonable basis for consideration of the cost of the 

Scheme. Some other members, however, questioned both the data underlying the 

estimates and their amount (paragraphs 86-87). 

Item 3: Alternative proposals for supplementary financial measures 

(a) A simplified scheme 

One member of the Group has proposed a simplified type of scheme, omitting 

export projections and any prior understanding on policy matters. A determina

tion as to whether a decline in export receipts was a shortfall from r easonable 

expectations would be made b:J~ an agency ex post on the basis of certain 

established guidelines. After establishing the amount of the shortfall in 

accordance with those guidelines the Agency would take into account a number 

of considerations in order to arrive at a decision on the amount and tenns of 

assistance. There would be a close connexion with the compensatory financing 

facility of the IMF, and close co- operation between the Agency and the Fund, 

possibly in a common body (paragraphs 105-106). 

(b) Refinancing the Fund Facility 

It was suggested at the third session of the Group that if the term 

"reasonable expectations" were to be defined as meaning the norm used as a 

basis for the IMF 1s Compensatory Financing Facility, it could be the basis 

for an alternative method of supplementary financing. This would involve a 

determination as to whether a country submitting a claim for assistance was 

making a r easonably effective effort to promote its own economic development, 

such determination to be based almost entirely upon the ordinary consultations 

with individual countries of the IMF, IBRD and other appropriate agencies 

(paragraph 112). 

The principal purpose of the assistance would be to extend the period 

of re-purchase of IMF drawings, should the examination r eveal that the 

obligation to re-purchase threatened the disruption of development efforts 

(paragraph 11.3) • 
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(c) The propriety of supplementary finance 

One member of the Group has suggested that the effort to find a purely 

financial solution to problems which arise because of the poor organization 

of trade relations between industrialized and developing countries is certain 

to fail to the extent that it is addressed to th3 symptoms and not to the root 

causes of the difficulties it is intended to resolve, unlike an effort to 

organize the markets for prirrary products (par agraph 122). Other members 

felt that "market organiz,ation 17 , ho·wever defined, could not eliminate the 

problem of disru_?tion af deveJ oprn,mt due to unexpocted export shortfalls . 

Item 4: O~her issues raised wi~hin. the Group 

(a) Jmport price~ 

There was a wide measur e of support at the third session of the Group for 

the suggestion that, whan a memh3r country requested it, and tho Agency was 

satisfied that the various statistical difficulties could be overcome, export 

shortfalls should be calculated in real terms (paragraph 61) . The Director 

of the Statistical Office of the United Nations is of the opinion that there 

are no insuperable technical obstacles in this respect. 

(b) o-verages 

At its third session the Group agreed that, in principle, overages should 

be used in reduction of cl::ims on the Scheme. However, it was thought by many 

members that no si mple deduction of overages wo~d, in practice, be feasible: 

overages wo"ti!..cl provide one criterion for roaching a decision on the amount of 

assistence the Agency could give (paragraphs 63 and 66), 

(c) Use of reserves 

Tho Group reache:d agrGem::-nt on· this matte r and no further study therefor e 

appears to .be required (paragraphs 67- 69). 
(d) Form of aqsistance 

At its third session, the Gr oup generally agreed that tho r o should be a 

considerable degree of flexibility in detenuining the form of ass istance, 

which would be s~ch as to enable recipients to utilize.such assistance for 

preventing the disruption of dovolopmEmt prograrmnes (paragraph 81). No further 

study of this matter seems to bt1 re.:j_uirod. The statut0s of the Agency could 

provide for the necessar,- discr0tion in this field. 
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At its third session the Group generally agr eed that assistance should be 

on c::mcossional anc.l flexible terms b..;.s..;d un nn ~3X3J.llr.KJ.tion of th"' circum&to.ncos 

of individual countr ies inrluding th~ir over - all eco~omic and financial 

situation - present and pr ospective - and paying particular regard to such 

factors as tho export outl ook, ·sho debt serri ce burden and savings potential 

(paragraph 84) . 

No further study of this aspect seems to be required. The stm:;utes of 

the Agency could provide for th0 nGcessa:ry discretion within the framework 

indicated abov~. 

(f) Rationing 

Although the goal of 100 per cent financing of unexpected shortfalls of 

a disruptive nature is considered desirable, the Gr oup has agreed that it 

would be prudent to provide against the possibl e need to r ati on the Agency's 

disbursements if availabl e r esources are l ess than eligible claims. Various 

forms of rationing have been proposed (paragraph 90) . 

(g) Financial administrati on 

The Gr oup has given preliminary consider ation to this ma~ter, and a 

number of points have been raised (po.ragraphs 93-98). 

(h) The Agency 

There T..Jas general agreement i n the Gr oup at its third session that the 

creation of a new Agency for the adminis t r ation of the scheme would be 

unnecessary, and that among the existing international agenc i es the IBRD 

group would be the most appropriate. There -was also agreement that the Scheme 

should be administered in close co- operation with the IMF; and that the 

largest possible number of devel oping countries should be eligible for 

par ticipation in the Scheme, -whethGr or not they wer e curr ently r e c.eiving 

assistance from the International Devel opment Association (IDA) 

(paragraphs 100- 101). 

Item 5: Report to the Trade and Development Board at i ts ninth session 

In accorcance wi th par agraph 6 (i v) ~f decision 30 (II) of the Conference, 

the Gr oup will report to the Trade and Dovolopment Board at its ninth session, 

-which is scheduJ.ed from 26 August to 12 3c::ptember 1969 . 
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Recommendat~on A.I.\1,18 of the First session of the Conference b/ 
SUPPLEMENT A R.Y FINANCIAL MEASURES 

A 

The Conference , 

Recognizing that advGrse move~ents in the export proceeds of developing 

count ries can be disruptive c1f development, and ~~tin_[ that the International Monetary 

Fund (IMF) can make avaiJ.able balance --of -payments support to help meet the short-term 

effects of shortfalls in expor·t proceeds, 

Recommends that the Ir"ternational Bank for Reconstruction and Developm~nt be. 

invited to study the feasibility of a scheme with the objective set forth in section I 

below and based on the principles set forth in se:::tion II below, and, .if appropriate'· 

to work out such a scheme. 

.I , Q.£j ect:i.ve 

l . The nev scheme should ai ::n to deal with problems arising from adverse movements in 

export proceeds which prove to be of a natur e or duration which cannot adequately be 

deal t with by short-term balance- of-payments support. Its purpnse should be to 

provide longer te!'m assl.st:g,:nce to developing- countries which would help them to avoid 

di sruptj n~1 of their deve l oprnant prcgra11li!Ces. 

II . ?rinciples 

.2 . The scheme should be provided Fith resources by contributions from participating 

countries, shar ed between them on an equ:i.table basis-

.J. Devel oping countries onJ.y should 1-)e eligible for assistancE'! from the scheme; 

such assistance shoul d 1e on concessJonal ani flexible l.erms . 

4- The scheme shoul d normally ue applicable after a developing country had had 

recourse to the Internationc:.l Monetary Fund; under its compensatory financing facility, 

and it had beon possible to D1.ake a full assessment of the nature, duration and 

imr lic· .tions of any adverse Llovement in the export proceeds of the developing country 

concerned. 

J) Tt.e Conference adopted this Recommendation by 106 votes to none, with 10 abstentions. 
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5. An adverse movement for the purposes of the scheme should be regarded as a 

shortfall from reasonable expectations (see Note l below) of the level of 

export proceeds (including, in appropriate c&ses, invisible exports). 

6. A prima facie case for assistance from the scheme should be established by 

reference to shortfalls from reas onable expectations and to their nature and 

duration (see Note 2). 

7. Once a prima fac}.~ case has been established there should be an examination, 

under the International Development Association, of all relevant economic 

circumstances (see Note 3) in order co assess how far assistance from the scheme 

would be required and justified in order to help avoid disruption of development 

programmes. Subject to these points, assistance could cover a substantial proportion 

of a shortfall from reasonable expectations. 

8. Resources for the scheme, which would be administered under the International 

Development Association, should be in the form of additional commitments, prescribed 

in advance, for contributions to the Association; all the major Part I member 

countries of the Association shou~d contribute. 

NOTES 

Notel. To the extent that these ~auld be prescribed in advance they could be taken 

account of by developing countries for planning purposes. 

Note 2. The following are offered as illustrative circumstances which might 

constitute a prima facie case for ass istance from the scheme to a developing country: 

(i) If, following an U1F dr-:J.wing in o11e ye&i.' under its speci al compensatory 

financing facility, exports fall significantly below reasonable 

expectations in the second or third year. 

(ii) If, when the IMF drawings ':Jere due to be repaid, exports had not 

recovered suffi ci ently for thi s to be possible without disruption of 

development . 

(iii) If there were a s ignificant shortfall in exports which the IMF adjudged 

at the outset to be other than of a short -term nature and the IMF had 

decided that i t would be inappropriate for it to provide ~emporary 

balance- of-payments support . 

Note 3. Among other matters, these would include adverse effects from significant 

rises in import prices. 
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The Conference also recommends that the continuing machinery recommended by 

this Conference be invited to study and organize further discussion of the 

following concepts and proposals for financing put forward by the delegations 

of the developing countries at the Conference: 

1. That a fund be set up, fir1anced by contributions from developed countries, 

as required, and administered by an appropriate agency of the United Nations; 

2. That only developing countries should be eligible to draw from the Fund; 

3. That disbursements should be in the form of non-reimbursable transfers 

and/or contingent loans on concessional terms; 

4. That the criteria used in deciding upon claims should be as objective as 

possible and should include the following: 

(a) The effect of shortfalls in export earnings and the adverse movements 

in the terms of trade7 

(b) The effect on the country 1 s development programme; 

5. That to complement this longer term approach, facilities be provided for 

interim financing, when warranted, to assist the developing countreis concerned 

whj_le the longer term problem is being assessed. 
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30 (II). §upplementary financial measure~ 
1 , The Conference reaffirms +.hB obj e~tj Ye of the prO:'" Sal f'o!' Supplementary 

Fin.J...l'lcial Heasures set out in Aru1ex A. IV, 18;n) to the Final Act nf the first 

session of the Conference. This states that 11 the new scheme should aim to deal 

with problems arising from adve:;.·se movement in expurt proceeds which prove to be.: 

of a nature r durati•.n which can:·_tlt adequately be deah with by short-term balance-

uf-··}.;ayment.s S'lpport. I ts purpose shoul.d be to provi de l nnger· term assistance to 

deve~.upi.ng count:!::·ies which wouJ.d help them to avoid disruption cf their development 

progrD.lJliD.es." 

2, Any measures devised to meet this need should; on the basis of appropriate 

criteria) which should; to tee e~ent possible, be objective; provide reasonable 

assura.r.ce of help to protect a count:-y 1 s development plan or programme against the 

effects of export shortfalls, to the extent that they cannot be met by short-term 

: ) a~.cn ce--of-payrnents support. 

3- The Conference expresses its appreciation of the r eport prBnared by the staff 

of the Ir.te:·nat:.m~al Bar..l~ for R.eco.r..structi -n and Development; 38/ and of the reports 

of the Inte·c-Gov,~Lr1Jllental Group on Supplementary Fj_nancing ).2/ These reports have 

defined t he i s sues involved and clarified many of them The Conference agrees 

that further ·..,rork j_s required to :;.·esolve some outstanding issues. The principE..l.s 

:i.ssuos are: 

(a) The definit.:..o!l and method of assessment of reasonable ex:oectations; 

(b 1 The scope~ nature and c<.cceptabilJ. t y of the understandings between the 

sdrni.!!.istering agency and jndlvidual partic:::..pant countrie s on their development 

programmes and the policies to be adopted in order t o carry them out; 

(c) _The measures to be t a.'ken by countries a:r:plying for assistance; 

(d) The relat:i onship bet..,;een supplementary fina!lce and the IMF Compensatory 

Financing Facillty, 

)6/ 
~·JJ 

~8/ 
:' .. ·• 

~h~ Conference adopte d this decision by ?0 votes to none , with 8 abstentions . 

See ~oceedin~s of the United Nations Conference on Trade and Development, 
vol. I: _Final Act and Report (United Ndtlons publlcatlon~ Sales No.; 
64.ILB,lJ.), pp . 52 and 53. 

~~pplementary Financial Measures - a Study requested by the United Nations 
Co:tl...ference on Trade and Development}_ 1964 (In~ernational Bank for 
::=l.econstruction and Development, December 1965), 

'I'D/D/C.J/41 , TD/B/C~J/44 and TD/33/llev .l (Uni"Led Nations publication, 
Sales No.: E,68.II.D.3). 



TD/B/C.J/AC.J/26 
Annex II 
page 2 

4. A matter requiring additional attenti on is how to determine in quantitative 

terms the disruption which has r esulted from export shortfalls and consequently, 

what are the financial implications of proposals to meet the objectives of part A of 

recommendation A.IV.l8. 

5. Some of the issues set forth in paragraphs 3 and 4 above would arise not only 

from consideration of the IBRD staff Scheme but from consideration of other measures 

to meet the objectives of part A of recommendation A.IV,l8, including those 

submitted to the Inter-governmental Group. Any additional proposals clearly 

responsive to the recommendati on should receive due attention, with the aim of 

working out the most effective measures possible. 

6. The Conference decides: 

(a) To continue in existence the Inter··governmental Group suitably expanded; 

(b) To request the Inter- governmental Group to consider the attempt to 

resolve the issues set forth in paragraphs 2 to 5 above . 

(c) In the light of the foregoing considerations to instruct the Inter

governmental Group to work out measures for supplementary finance; 

(d) To instruct the Inter- governmental Group to report thereon to the Trade 

and Development Board as early as possible, and no later than its ninth session; 

(e) To direct the Trade and Development Board to study and take early action 

on the findings of the Inter-governmental Group, taking account of any proposals 

for action in the field of international commodity policy which may be submitted to 

the Board of Governors of the IBRD and the IMF on the basis of the studies which 

they have requested to be presented to them at their next annual meetings; 

(f) To instruct the Chairman of the Inter-governmental Group to report on its 

progress to the seventh session of the Trade and Development Board. 

79th plenary meeting, 
28 March 1968 
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l. The Group agreed, following the proposals of the Chairman, that it would 

concentrate on reviewing the issues before jt and on deciding what further information 

and comment would be required in order -Go enable it to formulate conclusions on 

supplementary financial measures at its next session. 

Nevertheless, some delegations expressed views on questions of substance which will 

be taken into account in the Group 1s further work 

3. At all events, the Chairman of the Group would inform the appropriate organs of 

UNCTAD of the progress of its work. 

4· Among the issues that the Group or some of its members wish to see considered at 

the next session of the Group some seem to need further examination or preparatory work 

by the UNCTAD secretariat, the staff of the Bank or of the Fund, as may be appropriate . 

In order to provide guidance for this work the following list of questions has been 

established: 

f.. Q.uestions for further examination relating to the World Bank staff SchemeY 

Tne Group requests the Secretary-General to invite the International Monetary Fund 

(IMF) and the International Bank for Reconstruction and Development (IBRD) to consider 

those of the f ollowing questions with which they are concerned and to make available 

their comments to the Group at or before its fifth session. On certain other questions 

fur the.!' comment is requested 0f the secretariat. 

w2terial should be submitted by 31 March 1969. 

It is requested that any written 

(i) Could the Agency 1 s consultations •Iithin the framework of the Bank staff Scheme be 

fitted into the consultations normally conducted by the Bank with developing countries? 

'VJould any adaptations be necessary? (Bank) 

(II) To what extent could the study included in document TD/B/C.3/AC.3/23 be further 

deveJ.oped in order to illustrate more clearly the adjustment measures by those countries 

in vmich substantial export shortfalls occurred? Can these case studies indicate the 

minirr~~ assistance that would have been required to rr~intain imports considered 

essential to the development programmes? (UNCTAD) 

1;1 Some members felt that many of the questions related to the Bank staff Scheme 
would also be relevant to the other proposals. 
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(iii) To what extent could the proposed Bank staff Scheme be implemented by the Bank 

and the IDA, within their existing articles of agreement, if the Executive Directors so 

agreed and the necessary funds -were made available? - (Bank) 

(iv) To what extent woUld the Bank staff be .able, despite the fact that much depends on 

judgment, to revise the cost estimates contained in its study by using more recent 

statistical data and taking account of developments which have occurred since the study 

was prepared (or by allowing for mid- term revisions?). Is there any practical 

possibility of pursuing an alternative method of estimating the costs of the Scheme , 

without devoting undue additional work, e . g. by conducting a study of the amounts which 

would have been required to protect the development plans of a limited number of 

countries which have undergone a particularly marked export shortfall over the last 

five-year period? (Bank) 

(v) How would the Compensatory Financing Facility (CFF) method of assessment of export 

shortfalls differ in practice from that of the Scheme when applied over a five- year 

period? Would the CFF assessment be self-correcting through adjustment over a per iod 

of time to a lower level of export earnings? Would the Scheme 1 s method be br ought 

closer to those of the assessment of shortfalls yielded by the CFF method if mid- term 

revision was carried out under the Scheme? How much practical difference would there 

be in the case of countries not having a five- year plan or having a plan with annual 

revisions? (Bank, Fund) 

(vi) If a country qualifies simultaneously for compensatory finance and for supplementary 

finance what would the practical conseq~ences be of such A situation as regards the 

provision of funds because of the divergencies between the rates of interest payable, 

the length of the credit period, the limits on any single drawing and the policy 

conditions? Would there be any conflict between the co- operative action envlsaged 

under the CFF and any measures of adjustment envisaged under the Scheme? To what 

extent would help obtainable under the Scheme be conditional upon prior use of CFF? 

WOuld a joint committee of the Fund and the Agency 0r a similar institutional arrange

ment be feasible? (Bank , Fund) 

(vii) Would the Fund staff be prepared t o furnish its views on harmonixation of growth 

and financial stability and to explain its policy as regards the consultation 

procedures and the use of its resources? (F~~d) 
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Questions relating to the examination of other proposals 

(i) Would the secretariat undertake to analyze further Scheme A in Chapter IV of the 

report of the Group on its third session (TD/33/Rev.l), and possible variants thereof, 

after such consultations as it deems necessary with a view to enabling the Group to 

address itself at its next session to the following questions: 

- the nature of the guide--lines to be used in determining ex post what would 

have been the reasonable expectations at a point of time in the past, with 

reference to which the shortfall would be measured.Y 

- the considerations to be taken into account in arriving at a decision on 

the amount and terms of assistance . 

- what initial amount of resources would be needed to operate an adequate scheme? 

- the appropriate administrative arrangements (UNCTAD) 

(ii) Refinancing of the CFF: 

- the question raised under A(vi) may also be considered in relation to the 

refinancing of the CFF . (Bar~, Fund) 

The follovung questions are also relevant: 

- The nature of the determination to be made in establishing elig?.bili.ty: for 

assistance under the proposal, having regard to the respective objectives 

of Recommendutions A.IV.l7 and A.IV.l8, P~rt A, and the different basis of 

assessment of shortfalls which me.y be appropriate under each Racommendati on . 

- The amount of funds required to achleve the objectives of the proposal. 

- The possibilities of refinancing \.fhich may be available under the CFF and 

possible effects on the liq1.·idi ty of the fund. 

- The terms which may be appropriate to the refinancing proposed . 

The.:sb.Dr:tfnll in exports est:i.:mated according to the 
with that computed by the IMF for purposes of CFF. 
might also be given of how the proposed method, as 
would operate in practice. 

guide-line should be compared 
A few illustrative example$ 

compared to a CFF computation, 



United Nations Conference on Trade and Development 

TRADE AND DEVELOPMENT BOARD 
.. Committee on Invisibles and Financing 

re~ated to Trade 
Inter-governmental Group on Supplementary Financing 
Fifth session 
New York, 23 June 1969 

Distr. 
GENERAL 

TD/B/ C.J/AC.J/27 
22 April 1969 
ORIGINAL: ENGLISH 

Supplementary Financial Measures: An Analysis of Scheme A in 
Chapter IV of the Report of the Inter- governmental Group on 

Supplementary Financing on its Third Session 

Study by the UNCTAD secretariat 

GE.69-$980 



"TD/B/C·. 3/ AC'. 3/27 
page i i 

EXPLANATORY NarES 

The following symbols have been us ed in the tables throughout this document: 

Three dots ( ••• ) indicate that data are not available or are not separately 

reported; a dash (-) indicates that the amount is nil or negligible. Use of a 

hyphen (-) between years, e.g. 1963-65, signifies the full period involved, including 

t he beginning and end years. 

Details and percentages in tables do not necessarily add to totals, because of 

rounding. 

The following abbreviations have been used in the text and tables: 

IBRD International Bank for Reconstruction and Development 

(World Bank) 

IDA International Development Association 

IMF International Monetary Fund 
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1. At the second session of the Inter-governmental Group on Supplementary Financing, 

the representative of the Federal Republic of Germany submitted to the Group a note 

setting out his delegation's doubts with regard to some of the salient aspects of the 

scheme proposed qy the IBRD staff and also outlining the major features of an alterna

tive scheme which, in their view, had the advantage of "being realistic and feasible" )J 
Some of the ideas contained in the above ·note were further developed in Chapter IV, 

section A, of the report of the Inter-governmental Group on its third session.6/ 

2. At its fourth session, the Inter-governmental Group requested the UNCTAD secre

tariat to undertake a further analysis of scheme A in Chapter IV of the report of the 

Group on its third sessionJ/, and possible variants thereof, so as to enable the Group 

to address itself at its next session to the following questions: 
11 the nature of the guide-lines to be used in determining ex post what 

would have been the reasonable expectations at a point of time in the 

past, with reference to which the shortfall would be measured. 

the considerations to be taken into account in arriving at a decision 

on the amount and terms of assistance. 

- what initial amount of resources would be needed to operate an 

adequate scheme? 

the appropriate administrative arrangements. nY 
The Group also expressed the desire that shortfalls in exports estimated according to the 

guide-lines laid down in scheme A should be compared with shortfalls computed by the IMF 

for purposes of its compensatory financing facility. Accordingly, the following section 

is devoted to an analysis of the above-mentioned issues raised by scheme A. The final 

section considers the implications of certain suggestions for the modification of scheme 

A contained in a statement made by the representative of the Unit~J States of America at 

the fourth session of the Inter-governmental Group on Supplementary Financing. 

Inter-governmental Group on Supplementary Financing: Report on its second session, 
TD/B/C.3/44 (TD/B/C.3/AC.3/17), Annex B, pp. 2-8. 

g/ TD/33/Rev.l, Chapter IV, paragraphs 105-106 (United Nations Publication: Sales 
Number: E.68.II.D.3) 

3/ This scheme will be hereafter referred to as scheme A. 

!±/ Chairman's report on the fourth session of the Inte~governmental Group on 
Supplementary Financing, TD/B/200 (TD/B/C.3/53), Annex I, p.3. 
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SECTION B: ANALYSIS OF ISSUE3 RdSED DY SCHlliE A 

I. The n~~.Qf_ro.;ideJj,_nes to be ~-.J.!L det~miz:lJ.ng_ ex post 
what wouid have been _t_h_e reasonaQJ-_!3_~xpectations at '1 
£Qint of tim~ in the Rastl-_with reference to which 

the_ sl1ortfall W92fl.d be :rr_e__Q,_S]..IT_ed 

3 . A preliminary outline of scheme A as presented originally to the second session 

of the I nter- governmental Group on Supplementary F:~ancing did not indicate how the 

magnit~de of a sho~tfall from reasonable expectations was to be determined . It was 

merely stated that "if 9 at· some point of tin1e: .the country suffers a serious shortfall 

in its export proceeds it 1.1ill app:::-oach the Joint Committee, of which the Agency and 

the IMF are members, and will present its case")./ Houever, ·at the third session of the 

Inter-governmental Group, the representative of the Federal Republic of Germany proposed 

that a determination as to I.Jhether the decline in expor·t proceeds was a shortfall from 

reasonable expectations sho1u.d be made by ~~e agency ex~ on the basis of certain 

established guidelin<:ls. In this connexion 1 it was suggested that "in its dec i sion , 

the Agency might compare, for example, the dctual expo~ receipts with the average of 

the export receipts of the t\..J"O p··~~ceding yeal's" and that "the difference between the 

two figures might be defined as a shor-tfall from reasonable expe·ctations and might be 

the starting basis for the Age.1cy to dr-Jtennine the amount and terms of assistance" .Y 
Thus if exports in a partiCllla:t:' year Fere lowcl- than the average value of exports 

duri:q.g the two preceding years, a prim§: facie case for assistance would arise . 

4. The particular method for the identification of export shortfalls under scheme A 

referred to in t~H:~ preceding paragraph was not intended to be an in:,egral part of the 

scheme. .It was mentioned only as an instance of tl:-..: ·-: ·x~e c~ criteria that the Agency 

administering the scheme might adopt so as to establish a pri~ facie case for 

assistar.cf, and prest:..'llably the said Agency would be f:;.~ee to devise any other method 

conside.red sui table for the calculation of export shortfalls. The possibility that 

the scheme might operate without any predetermined formula, relying L11steacl. on ad hoc 

. decisions, was also not ruled out. Ho,.reve.c, since in the absence of information 

regarding the method for the identification of export shortfalls, it is not possible 

2/ TD/B/C . 3/44 (TD/B/C.3/AC.3/17), .\nnex B, p . 7 , 

2/ TD/33/Re7.l, paragraph·l05. 
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either to compare s~ortfalls yielded by scheme A to those identified by the International 

Monetary Fund for purposes of its compensatory financing facility or to estimate the 

likely cost of the scheme, the following discussion assumes that export shortfalls under 

scheme A would be identified with reference t o the average value of exports during the 

two years preceding the year of the shortfall . In view of the fact that this particular 

formula was not intended to be an integral part of scheme t, the resulting estimates 

of the magnitude of export shortfalls or of the likely cost of the scheme can give only 

a rough impression of the magnitudes involved. 

5. The method proposed for the calculetion of export shortfalls in scheme A differs 

from that proposed in the World Bar~ staff scheme in that it does not involve the use of 

export projections. According to the representative of the Federal Republic of 

Germany, "while it is certainly appropriate to use export forecasts as guide- lines for 

development planning forecasts which, of course, require continuous adjustment as 

circumstances change - it is not possible to make them the basis of valid financial 

claims and commi tments 11 _1/ 
6. There are circumstances in which the method proposed for scheme A would indicate 

an export shortfall while the World Bank staff formula would not; and there are also 

cases in which the opposite would occur: 

(a \ A decline in expor~s from the average of two preceding years invariably 

results in a shortfall under scheme A's formula; it does not result in a 

shortfall under the World Bank staff formul~ if such a shortfall is foreseen . 

(b ·. Constant or increasing exports cannot give rise to a shortfall under 

scheme A's formula; they can give rise to a shortfall under the World Bank 

staff formula if projected exports were higher than actual exports. 

7. The objective of the compensatory financing facility of the IMF is to smooth out 

fluctuations around the medium term trend value of exports. The Fund defines the 

medium term trend for any par.ticular year as the average value of exports over a five 

year period, starting two .years before the year of the shortfall and ending two years 

after it . An export shortfall arises if the actual value of exports during a year is 

less than the medium term value of exports for that year. 

8. In order to obtain a practical approximation to the medium tenn trend value of 

exports, the Fund uses two different methods. The first method estimates the trend 

value of exports ~or the current year on the basis of actual export performance of the 

1/ TD/B/C.3/44, Annex B, paragraph 8(a). 
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country concerned during the curTent and the two pr eceding years . For this purpose, 

the exports of the two preceding years have a weight of 25 per cent each while the 

weight a ttached to the current year' s exports is 50 pe:;..~ cent.~/ The Fund arrived at 

these 1.-reights on the basis of sta·~ ~stical analysis of -~he past experience of fo r ty- eight 

countries. The Fund states that "while not absolutely the best of the formulae testeJ, 

it 1.Jas chosen as a good f ormula with r ounded weights close to the optimal f ormula" 2/ 
9. The second method ir:volves a fo::ecast of exports for the two years f ollowing t he 

year of th.3 shortfall, the:r·eby making it possible to calculate an average of five Y·':nrs 

centred -:m the sha r tfaJ 1 yeE:r The export f orecast f~.r the t·wo succeeding y ears is 

established "largely on the basJ.s of commodity analysi~, te.king int0 account the 

prospecti ve price move:rnc:rnts f:n the commodity il1 que s ti on and the prospective volume 

movements in the country in qt.:8stion" .±Q/ Hawever, in order to give members s ome 

assurance that the estimates of the trend value of exports will remain within a cer tain 

predictable range, "the average level o~ exports predicted f or the two years fol l owing 

the shortfall year will not be assumed to exceed by more than 10 per cent the av er age 

level experienced in the two years preceding the shortfall year and will not be assumed 

t o be less than the level of exports experienced in the shortfall year itself" )J/ 
10 . The Fund states that neithAr of the two methods can by itself provide a satisfactory 

appr oximation to the ideal norm or the trend .. 
12/ Since , however, the second method has 

becu fou..>J.d t o gi ve better results than the firsts it is given gr eater weight in the 

final estimate of the medium term trend value .11/ 

H. Because of the 50 per cent weight attached to exports of the current year in 

est:i.mation of the medium-tE:.i"'!Tl trend in Method I of the Fund, the shortfall (surplus \ 

yielded by it will be smaller than the one yielded by the method proposed for scheme A 

:~/ Th.is will be referl'ed to her-eafter as MeJ:hod I. 

9./ J.M[_.,__ Co!!!.P..~'!,torv fi!L®:Jng__gf~.JS£.'2..~t flt~~tuatJ:ons, a second report by the 
Int~..m_ational Mone!§;Y Fund, 1966, p. 7. 

10/ JQ1g., p. ~ 

l:J-/ .!J-2.19·' p. 8. 
12/ it.f;ny formula admittedly gives a precise answer; but no f ormula can be devised 

that gi ves a good appr oxi mati on of the medium- term trend, as here defined, solely 
on the be.sis of past statistical data. · On the other hand, a.YJ.y forecasting 
exercise must t o s1me extent be subjective and uncertain. 11 Ibid ., p.' 6. 

1-l.l I£:i _g . , P • d . 
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which assigns no weight to the cur1·ent year's exports in the estimation of the export 

norm. Indeed, it follows from the very natn:·e of the two formulae that the shortfall 

(surplus) yielded by Method I of the Fund will be exactly half the shortfall (surplus\ 

given by scheme A's formula.J~ The shortfalls yielded by Method I of the Fund, 

however, do not bear any systematic relationship to those identified by the formula 

proposed by the vlorld Bank staff. 

12. ~~ analysis of data for s~xty-two developing countries, accounting for about 35 per 

cent of total export earnings of all developing countries, shows that during the period 

1954-65 export shortfalls identified by the method proposed for scheme A averaged 

$475 .3 million per annum.lY The correspor .. ding estimate of shortfalls yielded by 

Method I of the Fund is $237 .6 mil:lon per annum. 

13 . As regards the second method (Hethod II) used by the Fund for the calculation of 

export shortfalls (i.e. one involving a forecast of export values for the two years 

succeeding "che shortfall year)1.2/ o~e cw..: .. ot k~ow in adve.nce if the value of the 

shortfall will be greaten· or sn·,aller than tb.e one yielded by the method proposed for 

scheme A, Much depends on the projected value of exports for the two years following 

the year of the shortfall, If the expectatio11 is that exports will decline further 

in these two years or remain ccmstant at the level achieved in the shortfall year, the 

shortfall under the fo~ula proposed for scheme A will tend to exceed the shortfall 

g./ Let x be the medium term trend value of exports as yielded by Hethod I of the Fund. 
Thus 

··ihe~:-e xt is the value of exports in the 
current yeaT and xt-l and xt_2 are values of 
exports during one a11d two preceding years 
Tespectively. 

The export shortfall as ;>-i8lded by Hethod I of the Fund is: 

xt - xt = 1/4 (xt-2 + xt-1\ - 1/2 xt 

= 1/2 Ll/2(xt_2 + xt-l) x~ 
= one--half the value of shortfall yielded by scheme A 1 s formul!:l. 

l2/ See .A..rmex table l for details. 

Jl/ See paragraph 9 above. 
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yi:Jided by Method II of the HJF. If, hcn.rever, a strong recovery of exports i ::; 

expr'cted, the shor-tfall yiel<.led by Method II may exceed the one given by the 

<>.:;:;p:t:i..ca·Lion of the l'ormLlla p:;:-opcsed for scheme A. 

J 4, In tha absence of uata on IMF forecasts of exp01·ts, historical data do not 

er.:1ble u s to form a.'1 i c'3a. of tna ral ationship of the siwrtfalls yielded by th(.' 

il}.t~stl.~ative method p:.:·oposed for· scheme A to those given by Method II of the I.MF 

r'Jr ... 10 !"'Urposes of its C'Jll'.p~nsa.tory financing fe.cili ty. However, in order to 

CCji~p-.r2 the avere.ge magnitudes of shortfalls yielded by Method II and scheme A 1 s 

r:atllod over t~e period 1954-65, we have made the assumption that the IMF export 

>~·ojo0tions 1.rc:::re without arror during this period; i.e. that they coincided 

1.-.'l th the values of e~;por·ts actuallJ reali7ed. Calculations made on this basis 

r·or t:ne sixty- ·'jwo developL1g countries rei'Arred to earlier have shown that export 

~}lc .c Li'alls yielded by Jl'lfJ..tl' Hethod II averaged $613.4 million a year during 1954-65, 

't{:c~'0::J.S th3 correspond.i.n~ estimate for scheme A 1 s method is $475. 3 million. 
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II~ The considerations to be taken into account in arriving 
at a decision ori the amount and terms of assistance 

15. The amount of assistance under scheme A would not necessarily be equal to the 

amount of the shortfall as defined i n the preceding section. Both the amount and the 

terms of assistance would depend on certain additional considerations, in particular, 

the following: 

;'The causes and seriousness of the shortfall; 

The degree of possible disruption of the development programme; 

The prospective development of exports in the current and following years; 

The applicant's economic performance in general; 

The financial resources available to the Agency.n17/ 

These points will be elaborated in the following paragraphs. 

16. Under scheme A, an evaluation of the causes and seriousness of a shortfall will be 

made at the time the shortfall occurs and the country concerned approaches the Agency 

administering the scheme for assistance. The question arises: what criteria would be 

used to arrive at a judgement r egarding the causes of the shortfall and what expectation 

would there be as to the time required to reach this judgement? The scheme does not 

specify in detail tb.e criteria for evaluation. Ho1t1ever, it is stated that "a country 

iJish.ing to avail ;:tself of the Scheme would undertake to consult fairly regularly with 

the Agency about its development and economic policy 11W and it is expected that this 

would result in the evolution of a reasonably fast procedure for the examination of a 

request for assistance. It is also stated that these consultations could be largely 

based on those already conducted by the Horld Bank group . 

17. Under the Bank staff scheme, a country would reach an advance policy understanding 

with the Agency administering the schene and through periodic consultations the Agency 

would determine whether or not a country was adhering to the terms of the agreed policy 

understanding. The Bank staff scher.1e uses the concept of the initial policy under

standing to ensure both that any assistance provided would be put to good use and that 

the evaluation of any request for assistance would be prompt and speedy. 

11/ TD/33/Rev.l, paragraph 105. 

JJY TD/B/C.3/44 (TD/B/C.3/AC.3/17), Annex B, p. 7. para. ll(a) 



TD/B/C.J/AC.J/27 
page. 8 

18~ The representative of the Federal Republic of Germany regarded the concept of the 

policy understan~c:i:ili.dE?Xi¥-ing--t.B.e---Bank : ,st-aff- ,s~heme- -a-&-·:"heJ-ng . !! so:und ·· and c-onstructive" 

but had doubts abou't -~ne·~·i-easloi"Iity of ·the' .type 'of pblicy··~derstariding envise3.ged in. 

the Bank staff scheme. The reprosentative considered that "to conclude agreemE!nts of 

the ·scope envisaged in the study with perhaps fifty to seventy developing countries in 
. . : . . 

any'meanlrlgful way 'would necessitate a tremendous amount of work and, therefore, require 

a gigantic administrative nachinery. In addition, it has to be considered qy developing 

countries vrhether they vrould be prepared to bind themselves with regard to their economic 

and development policy to such a degree and for such a long period unless they were 

assured tha.t silp~l~mentary financlng ~~ould cover t};le . whole or almost the whole of · a 

possible shortfall. However, whether that assurance can be given must _appear 
121 . ·. 

doubtful 11 • For this reason, sche~e A does not envisage -firm policy commitments on 

the part of a developing country, agreed to in advance. However, it is considered . ' . 

that the absence of firm initial comni tnents need not inply either use of non- objective .. 
- .... ·- . . . . ... 

criteria or excessive 'delay in evaluating a request for assistance. Through r~gulg.r 

periodic con;~t~iions, the Ag~~-c-:l would have adv~ce knowl~d~e of the polic~es . qf th:·-·

c6ui:!try ·concerned and the c.ountry wquld also know a good deal about the type of,.. ·-r-: . 

considerations that the Agency would bear in nind in evaluating its aid request. 
' .. .. . ' ~-~ . -r, . '~ . 

19. Once it had been estabiished that the shortfall was due to factors .beyo~~ the con· . . 
~ . 

e:ontrol of' \ the c~~.ur£~ conc-erned, there would be consultation with the J;W. as to th~ 
~ : . 

runour~t- of 'a~sista~ce' likely to become available under its compensatory financing 

facilJ:cy ~ In tlie···~ote s~bmi tted cy the representati~e of the Federal Republic 9f 

Go:mc..ny to the second session of the Group, it is stated that 11if the Joint Committee 

dete::T.lines that there is an oxpor't shortfall of short duration and that the 

pr~-suppositions of compensatory financing are met it t-rill then normally refer the 

application to the H1F for compensatory _financing. However, if the Joint Comnittee 

comes to the 'conclusion that the shortfall is definitely of a long-term nature . 

(cr.g. destruction of'plantations by natural disaster, or significant change .of the 

market situation due to the appearance of substitutes) it would refer the applicatiqn to 

the Agency for supplementary financing 11 .?12/ . 

12/ TD/B/C.J/ 44 (TD/B/C.3/AC, 3/17), . Ann.ex B, p. 5 para. 8(b•) 

_20/ TD/B/C.J/44 (TD/B/C .,J/AC~J/17), Annex B, p. 7. para. ll(d) 
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20. This means that the Agency would have to decide whether a shortfall was of a short-

tern or of a long-tern character. In that case certain conplexities night arise. 

For example·a long-ter-m shortfall night not al~~ys be identified as such under the 

method proposed f or scheme A. T0 take an exru~le, let it be supposed that the exports 

of a country anounted t o (>150 r.ri.llion both in 1960 and 1961 and that because of a 

significant change in market conditions in 1962 vrhich lasted several years they fell to 

$100 million in 1962 and remained constant at that level for the next five years . 

Then, if the prima facie case for assistance were established on the basis of the average 

value of exports during the two years preceding the year of shortfall, such a case would 

arise in 1962 and 1963, but not in 1964, 1965, 1966 or 196?. A country would be 

eligible for continuing assistance in connexion with such a long-term shortfall only if 

its expo~ts continued to decline throughout the period of shortfall . 

21. However, as noted earlier, the particular oethod for the identification of export 

shortfalls outlined in paragraph 3 vras not int'ended to be an integral part of scheme A. 

Indeed, schene A allows considerable discretion in est~ating the amount of shortfalls~ 

Thus the note submitted~ the represe~ative of the Federal Republic of Gernany to the 

second session of the Inter-governmental Group on Supplementary Financing stated that 
11 supplementary financing could also be provided if, after drawing on the Fund 1 s Compen

satory Financing Facility, it were to turn out that ·the shortfall-was not of a short-

term na t1.1.re • This would be the case if e.g. also in the years following a drawing 

export receipts rennin below expectations and if, as a consequence thereof, the danger 

of an inte:::-ruption of the development process persists 11 .W 
22o The note stipulated further that supplenentary financing could also be used to 

enable a cotliltry to make repurchase L~ respect of drawings 'under the Fund's compensatory 

financing f~cility if 11at the tine of the repurchase falling due, the country were unable 

to effect repayment or could only do so py sacrificing investments important to 

development as a result of a persistent shortfall in export proceeds beyond the country's 

t l n w:?JJ con ro • 

21/ TD/B/C.3/44 (TD/B/C.3/AC.3/l?} Annex B, Po B. para. ll(e) · 

2?/ Ibid. 

~ Sene estimates of the cost of refinancing obligations in respect of drawings under 
the Fund's compensatory financing facility are given in paragraph 33 below, 
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23. After determining the aDount of assistance f orthcoming under the compensatory 

financing facility of the Fund and the characteristics of the residual shortfall, the 

agency would need to consider the seriousness of the shortfall . This lirrplios a judge

ment regarding the extent to which the shortfall is disruptive of development . This in 

turn 1-10uld necessitate an assessment of the scope for domestic adjustments, i. e., the 

extent to "rhich ·a shortfall could be absorbed by a cut in non-essential imports. The 

Bank staff scheme also envisages that before financing a shortfall , consideration would 

be given to all feasible domestic adjustments . Since the scope and character of 

possible adjustments cannot be meaningfully laid down in the initial policy understanding 

and would normally have to be decided at the tine of the shortfall, on this point there 

appears to be no substantial difference between the Bank staff scheme and schene A. 

24o Schene A will operate on. the basis of a fixed sum of money made available to the 

Agency administering the schene. It is apparently envisaged that the criteria to be 

used for judging the seriousness of a shortfall under schene A would also depend on the 

anount of resources available. If abundant resources were available a shortfall of a 

relatively rJild character could be considered for financing; if, however, resources were 

limited, only the most serious cases would qualify for consideration.~ 
25. Under schene A the terms of assistance would be "·flexible and correspond to the 

stage of developnent of the country concer ned as well as to its particular situation11 .£2/ 
Thus they would, among other things , depend on the prospective development of exports as 

well as on the debt service burden of a country. And where econorJic conditions so 

require the assistance would be provided on concessional ten~s . The provisions of 

schene A regarding the ter:ns of assistance would thus seen to be in line with the 

corresponding provisions of the Bar~ staff scheneo The Bank staff scheme assunes that 

the terms of assistance would be the sane as those applicable to the basic finance 

provided to the country concerned nnd 1..rhere there was need for concessional terns for 

basic finnnce these would also be applicable to supplementary finance . 

26c As regards the form of assistance, under schene A, supplementary f i nancing would, 

normally, 11 be extended in a forn not tied to particular projects" .z.Q/ However, "if the 

agency were to dcterrune that , e . g. for purposes of diversification or for earning foreign 

exchange, it is essential and urgent to pronate specific projects it could tie its assist

ance to such projects and thereby assure naxinun effectiveness 11 .12/ These suggestions 

are essentially in line with the corresponding pr ovisions of the Bank staff schenc . 

24/ The \Jorld Bank staff· schene \Vas also intended to operate on the basis of a fixed 
aoount of financial resources. It was envisageo that should the agency be fac0d 
with a potential shortage of funds, this contingency would be taken care of by 
devising an equitable nethod of rationing so as to D.ll.tch the total clc.ims and 
available resources. 

25L ~D/B/C.J/44 (TD/B/C.3/AC .3/17), Annex B, p . 8 para . ll(f) 
26} Ibid. m Jbid. 
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27 . ':'he first ste:J in esti:rr,ettin,_t, tho cost of scheme A requires a calculation of 

export shortfalls, As noteJ. e,.::...lier 7 the :J.verage c:u"nw...l value of shortfalls for a 

rTCUil of ~tt-ro dC}VClopi.ng co1.mtri,.n, n~co-u.nt.ing for c.bout 85 p::.,r C"J:rt of tot:ll 

'-~Xl)Orts a:' till develo-pi~f'= co,mtrL's, Hc:.s ~:475 . 3 r.illion for the period 1954-65. 

The next step involves calculL1tion oi' thP a'Tlour:t of assistance thc:t ~·could have 

3lnco ~ ,o yenr s 

o:::' s~ortfall under the ::•w'ld. 1 s connensatory facility and under scheme ;.'1_ need not al-;-r::zys 

coinci·le, the assistance t.cvailable under the compensatory financing facility -v;oulcl 

proviJ.e such an offset only if t he years of shortfoll under the two schemes happened 

to be the saJ.Jle. Undel~ the procedure adopted here, it has been assumed that if during 

a purticulnr year o. shortf-. .. 11 o:pj)eurs under botl1 the schemes, no assistance Hould be 

required from the Agency o.dr.li:::liGtsrins tho scheme of supp::ementary finn.c"1.cin,c:, if the 

assistance available under the JJ'und 1 s compensatory financin <:; facility eq_1.1Ulled or 

exceeded the export sl-iortf2ll indico.ted by the method proposed for scheme A. A mx.nber 

of othe:r assumptions should also i)e noted . Thus it h<1s been assumed that both the 

Fund scheme and the scher'e for supplementary financing would have been in 0:!)8ration 

3iPce 1954 . Another ass11:""'TJtion i .s tb t c.ll the countries experiencing eXTJort 

shorti'u.lls from the medi urn tern trend value of exports would have approached the Fund 

for ;~ssistance under its compensa tory financing facility , and would have received 

<.tGDi st.c.:rw8 Hithin the nrescribed limits on y early drmnn:ss as "\·Jell ~1s on totol 

J.rc.1;ings outsto.ndi ng . It is further assumed that a co~~ensotory drawing i s to be 

i'B:?u:rchased 1,ri thin a peri ocl of f i vo ye..;rs and that 50 per cent of any export excesses 

(i . e . excess of ~ :::tual exports o-:er the medium term tr end value of exports for that 

yam·) during each of' the four yeJrs following a drawinf: is used for re~urchase of 

outstandi:r>..g dra>·Jings . 

29 . _l\..s noted previouslys the :i?und uses tv10 difierent methocls for calc:ulating the 

nedi um term trend vaJ uo of exports . Calculations by the secretariat of the shortfalls 

j1aV0 been made along the lines o:::' these t;,.JO mct~ods as J.escribed in paragraphs 8 and 

14 . o.bove. 

30 . If ue assume that CO:r:f9e:;J.satory dr.:::.wi n:;s in any given year could not have exceeded 

25 p3r cent of' a. country 1 s quota :Ln th~ I'und and. thc.tt the total amount of outstanding 

compensatory drawings co<.U.J. net have e.xceed.ed. 50 p~r cent of a country 1 s quota, the 
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tv.ro methods referred to in the last -paragraph yield two esti:m.ntes of the amount of 

the amount of assistance ·under the Fund 1 s compensatory financing facility duri ng the 

period studied . Thus the average annual value of assistance during 1954- 65 as given 

by I1ethod I would have been ~ ',,100 .4 million; the corresponding estimate for Het hod I I 
. ,·. 109 "f\ ' l l' w 1 s . ·.? , ..1: m1 1. on • 

31 . The residual amount of shortfall that would have been left to be financed by the 

agenQy a~ministering the scheme for supplementary financ i ng would have averaged 

$374 . 9 milli on a year durin& 1954- 65 under Method I and ~366 . 2 mi llion a year under 

1~ethod II. 

32 . If we were to assume further that up to 50 per cent of quota would have been 

avai lable for drawing in any single year , the two estimates of the average annual 

valu? of residual shortfalls for the period 1954-65 come to $362 . 6 milli on and 

¢.;336 . 7 mi llion under I1ethods I and II respectively .W 

33 . As noted earlier , scheme A envisages thut there would be provision in the s cheme 

for refinancing drawings under the Fund 1 s compensatory financing i'acili ty , should 

repurchases to be made threaten a disruption of the development programme . The 

l'elevant decisions in this matter would be made on a case by case examinat i on of a 

country ' s economi c ci rcumstances , and the exact cost of such ref inancing cannot 

therefore be assessed . However , certain cases of obvious diff i culty can be readily 

identified. Under the current rules of the compensatory financing facility , a c ountr y 

is normally expected t o use 50 per cent of any export excesses (i . e . excess of a ctual 

E:§} It should be noted thc,t this does not represent the average annual value of total 
assistance available under tho Fund 1 s compensatory financing facili ty . It only 
represents the average value of assistance 1rrhich is available as an offset to export 
shortfalls y i elded by the formul8 proposed for scheme A. As pbinted out earlier, 
using T1ethod II for the calculation of shortfalls for purposes of the Fund 1 s 
compensatory financinG facility the years of shortfall under the two schemes need 
not alwsys coincide and normally, therefore, the total assistance avai lable under · 
the Fund facility would have been greater than that suggested by the above figure . 

~ Tho est i mates of assistance available under the Fund's compensatory financ i ng 
facility durin~ 1954- 65 (and wh~ch can be offset against shortfalls yiel ded by the 
formula proposed for scheme A) are derived on the basis of actual Fund·quotas of 
the countries concerned as on 31 December of the year of the shortfall . However , 
if the amount of assistance under the Fund scheme were ·to be cal culated on t he 
basis of Fund quotas o.s on 31 December 1967: the two esti mates of tho average 
annual value of the residual shortfalls (assumin~ that compensatory drawings in a 
year cannot exceed 25 por cent of the quota) for the period 1954- 65 would be 
$315.1 million and ~ .,301 . e million under Hethods I and II respectively . If 
50 per cent of quota \·!ere available for drawing i n any single year , the corr es
ponding estimntes of the residual shortfalls on the basis of 1967 Fund quotas 
1vould average ~04 . 9 million and ~272 . 3 million a year respectively . 
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exports over the medium term trend value of exports for any particul:.: r year following 

the shortfall year) in each of the four years following the year in respect of which a 

compensatory drawing is made towarcls repurchase of such drawings ; any outstandi ng 

balance must be repurchased by the end of the fifth year from the date of the drav.ring. 

Thus i f t here are inadequate export excesses in respect of the four years following the 

shortfall year, repurchases will have to be completed in the f i fth year . Under the 

r ule that drawings must not remain outstanding beyond B-"'1 outside period of three to 

five years from the date of the drawing, which applies to all drawings including those 

under the compensatory financing facility, the country must consult the Fund at the end 

of the third year from the drawing and agree with it on a schedule for repurchase in 

the fourth and fifth years . In view of the above, if the fourth or the fifth year 

follmving the shortfall year is itself a year of shortfall or that the export excess 

during that year is smaller than the amount of the repurchase falling ~ue , there may 

be some danger that the repurchase may cause disr~ption of development .]Q/ On this 

basis, it is possible to co.lculate the amount of refinancing obligations thc:.t might 

have become necessary dtiTing the period 1954-65.~ Since the estimated amount of 

~ Of course , if the repurchase obligation falls due in a year which happens to be a 
year of shortfall under the compensatory financing facility, there will be scope 
for refinancing in the Fund itself in so far as the making of the repliTCho.se will 
enable the country to make another compensatory drawing to the extent that it 
otherwise qualifies for such a drmving. However, no net assistance would have 
been provided to offset the effects of export shortfalls . 

~ These calculations assurue thGt as in the first three years following the shortfall 
year, 50 per cent of the export excess, if o.ny, during the fourth year 1-vould. be 
utilized for repurchase of outsto.nding compensatory drawings and that no 
repurchase would be required in that year if there were no export excess or if it 
ho.ppened to be a shortfall year . In actual practice, the Fund may recommend that 
a country use more than 50 per cent of the export excess during the fourth year 
for repurchase of outstanding drawings, particularly if repurchases during the 
preceding three years have been at a level considered inadequate . .At times, the 
Fund may recommend that a country repurchase a part of outstanding compensatory 
dro.wings in the fourth year following the shortfall year even if there i s no 
export excess during that year . For the fifth year following the shortfall year , 
we have o.ssumed that the entire export excess, if any, is available for repurchase 
of outstanding compensatory drawings . In addition, these calculations , which 
relate to calendar years, are, of necessity, based on the assurr~tion that the year 
of the shortfall and the year of the drawing coincide. In actual practice , the 
h.ro need not coincide so tho.t export excesses would be calculated with respect to 
the successive years following the shortfall year while the repurchases related to 
such excesses might be made at the end of each of the four years following the 
compensatory drawing. 



~D/B/C. 3/ AC. 3/27 
pa;~e 14 

o.ssistnnce forthcoming under the Fund 1 s compensatory fo.cili ty depends on which of 

the two methods is used for the c.11culation of the medi 1:lTl term trend value of exports, 

the esti:mntes of the refinancing obligations would also vary. The cost of the 

refinancing operation under Eethoc... I vJOuld. huve averaged ~,9.1 million a year during 

1954- 65; the corresponding estimate for l"lethod II is i~2 6.6 million. If we further 

assume that 50 per cent of quota could be drawn in any single year ratter than 

25 per cent, the two esti:rno.tas of rennancing obligations -vrould be $17 .1 million and 

~:·28 ,2 milli on respectively. 32/;,_3} 
3LI- . If tho average annuo.J. cost of refinancing as esti:mn.ted in the preceding paragraph 

c·mro to be added to the resid u . ..,_L shortfalls as given in paragraphs 31 and 32 above, 

Ae get an estimate of the average lT'.aximum. total cost of a scheme for supplementary 

financing along the lin'3s of scheme A. If the assistance available under the Fund 1 s 

compensatory financing facility were calculLted by l"Iethod I and if there were a limit 

of 25 por cent of quota on com~onsatory drawings in any single year and if the 

assistance had been estimated on the basis of actual quotas as on 31 December of the 

ye;u· of shortfall, the :maximum total cost of the scheme woula have averaged 

~}>384.0 million a year during 1954-65 (see estimate A, Annex table 2). The corres-

ponding estimate yielded by using Hethod II is $392.8 million a year (see estimate C, · 

i:l..n..rJ.o::;c table 2) , If vJe furthe:r assume that up to 50 

dro.-vm in any single year; the t"t.JO estimates would be 

table 2) and ~364,9 million (estimateD, Annex table 

per cent of quota could have been 

$379, 7 million (estimate B, Annex 

2) respectively.~ 

If assistance available under the Fund's compensatory financing facility were 
based not on a~tual quotas c..-..:~::.:w.g lSS~ <:.5 t-J.t :::>:t q•.;.atc..s as on 31 December 1967, 
and if there were a limit of 25.per cent of quota on yea?ly drawings, the two 
esti!.nates of tho average annue.l refinancing obligations would amount to 
25.9 million dollors and 48.9 million dollars respectively . If the entire 
50 per cent of quota could be drmm ::.n ar,y single y'3ar, the two corres~onding 
estimates would be ~:31. 7 :nillion and (70. 7 million respective]y . 

It should be noted tho.t rofina~cing obligations have been calculated in respect 
of all compensatory drm..Jings during 1954-65 whether or not they Here originally 
available as an offset. against shortf:..•.lls yielded by the formula proposed for 
schoms A. T!J:ethod II ~/ields higher estimates of refinancing obligations than 
1Ie-chod I because under Method II the amoUJ.1.t of shortfalls and hence the amount of 
assistance av8i lnble f::-om tho F-c:nd 1 s compensatory fttcili ty would have exceeded 
the shortfalls and the esti:mat~d assistance indicated by Method I • 

.;,v If the amount of o.ssistunce VJero to be calculated on the basis of Fund quotas as 
on 31 Decembe~.:- 1967 1 und 2.f i.·re assume a l::.mi t of 25 per cent of q uoto. drawo.ble 
in any single yecr, the·tHo estimates of IllD.JCimum cost would ho.ve avero.ged 
~)341.0 milli.on and ~;:350o7 million per year respectively . If up to 50 per cent 
of the quota could be drmm in o. single year, the two corresponding estimat es of 
metximnrn cost of th<:> scheme vJould be $336p6 million and $343.0 milli on 
rcs:_:lectively (see An...1ex t.:1ble 2) , 
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~5. The actual cost of the scheme would have been lower thun the rnnaimum cost 

estimated above depending on (i) the use of reserves of the country concerned to 

finance shortfalls and ( ii) tho extent to '\vhich export shortfalls could be absorbed 

by the country concerned by reducing its imports of non- essential items. The actual 

sco~e for the use of reserves and for domesti c adjustments over the peri od 1954-65 

for over sixty developing countries cannot be determined meaningfully without an 

exhaustive examination of developments in all of these countries over this period , 

Ho-vl8ver , as a ~eneral indication, it is worth mentioning th2t in calculating the cost 

of their scheme , the ~-Jorld Bank staff a ssumed that us e of reserves and internal 

adjustments by developing countries would ho.ve each reduced the financial r equirements 

of the scheme by ~s75 million per annum.].§/ If the above est imates of savings on 

account of reserve use and internal adjustments were accepted for purpose~ of scheme A, 

its cost during the period 1954- 65 would ho.ve avero.ged approximately ~·200-250 million 

per o.nnum. 

IV . The admini strative arrangements 

36 . The note submitted by the representative of tho Federal Republic of Germany to 

the second session of the Inter- governmental Group stated that the Agency administering 
' tho scheme of supplementary financing rrshould be one of the existing institutions 

with 1.vide experience and authority, profer£'bly IBRD/IDA".~ The not e a lso proposed 

tho.t in order to ensure Gdequatc co-ordination between the compenso..tory financing 

fo.cili ty of the IMF o.nd tho supplementary financing scheme ("so that the 11: tter truly 

'supplements' the existin-g f aciliti es i n cases where this i s required 11 ) there should 

bG a body co-ordinating thG t1-10 institutions, the IMF o.nd the agency administering 

supplementary fino.ncing. In o.ddition, the IBRD and Il"JF country stud i es and reports 

might conceivably be co- ordinat ed for th o purposes of the scheme withi n the 17Joint 

Coi!Illlitteell )1J 
37 , The Bunk staff scheme doos not specify the natur e of the Agency that would 

ad~nister the scheme for su~plomento.ry financing . However, it contemplo. tes close 

co~rdinotion of the activities of the said Agency and those of the Fund and tho Bank# 

:;}§) 'ID/B/C ,3/AC .3/Conf • . Room Paper/23 , 13 February 1967 . 

~ TD/B/C , 3/44 (TD/B/C . ~/AC.3/l7) Annex B, p . 7, para . lO (c) . 

;}]} Ibid ., Annex B, p . 6,. parn . lO( a) . 
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SECTION C. SUGGESTIONS BY THE REPRESENTATIVE OF THE UNITED STATES Or' AHERICA 

38. At the fourth session of the Inter-governmental Group on Supplementary Financing, 

the representative of the United States put forward certain suggestions which he 

considered as being possible mo~lfications of scheme A. Thesa are npelled out below. 

39. The representative of the United States expressed the view that the arrangemento 

for supplementary financing, if put into effect, should be administered by IDA. He 

did !lOt see any need for a Joint Committee of the Fund and the Agency to co-.ordinate 

the operations of these arrangements and the compensatory financing facility of the 

Fund. However, the need for IDA to consult with the IMF - to the extent any operations 

under the arrangement for supplementary financing involve matters normally within the 

competence of the ll1F - is recognized. 

40. The representative of the United States questioned the need fur a specifically 

pre- defined method for the calculation of the trend or norm by reference to which the 

existence and size of a shortfall w0uld be determined. He thought that the threat of 

disruption to a country's development programme arising from an export shortfall, or 

possibly other causes beyond the country's control, could best be determined ~-~2?1 

bj~ IDA on the basis of a case-by-case exaraination of the country's needs and develop::ent 

progr~me and policies. 

41. The funds for supplementary financing might be provided through an increase in 

t:1e resoll::'-:;es of IDA in the process of the third or subsequent replenishment. Ho-..:evc:-) 

in order to avoid the possibility of funds lying idle in any commitment period, the 

representative of the United States thought that there should be no definite enrmarking 

of funds for supplementary finGnning. In this c0nnexion, it has been suggested ~hat 

one possibility would be to lay down a maximum limit for the use of funds for purposes 

of supplementary fin&ncing in the form of a fixed percentage of IDA funds available 

during any particular year. If the actual need for supplementary financing during 

that year were less t~1an the maximum limit, the funds could be used for oth8r pu:.:_?oJes 

by IDA. If the upper limit on the use of lDA funds for supplementary financing we:-e 

high enough, the proposal of the rep~esentative of the United States for avoiding ear-· 

marking of funds of IDA would creata no problem. But if the ceiling were relatively 

low and surplus funds in any one year could not be carried over to later years '1-rhen 

the need for supplementarJ finance might be larger, the effectiveness of the proposP.d 

arrangements might be affected' considerably. 

42. Owing to the character of the arrangements suggested by the representative of -t:.llC 

United States it is not possible to estimate their cost. The flexibility of the 

arrangements suggested would make it possible t o operate them within the limits of ar.;} 

reasonable amount of resources. 
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ANNEX 

Table 1 

DEVELOPING COUNTRIES : EXPORT SHORTFALLS CALCULATED AS SHORTFALLS FROM AVERAGE 
ANNUAL VALUE OF EXPORTS DURING THE TW PRECEDING YEARS 

(Million US dollars) 

I __ 1 -- _1954-T 19~~ ~95.§._ 19571 ~_5£1 19~ I i960 

~
ica(~ 49 . 5 56.5 93 . 0 51.0 61 . 0 I 161.01 82 . 5 

la(£) 444-5 59.0 132. 0 98.0 61..9 . 51 9 .0. 

.hddle East(£) 7.5 - 32 . 5 14J.O 62.C 95.0 

1961 1962- l~.§_3_J_ 19i'_!._ ll96~' 
56 ,0 ~3 , 0 34.5 I 65 , 5 162,0 

187.0 211.5 50 . 5 270 .5 102.5 

24. o 112, 5 ,I ·· 3 . 5_j 13 s l 
JJ . o 138. o 1?2. o I 3. u c< o 55. ) : 

113. ~1:~5 . 0 l_4.s_:::~_i ~~:~1!4~~ _ _: -~:_! J 
L~tin ~~erica(£ ) 68 .5 4?2,0, 99.5 383.0 · 593 . 5 158.0 

570.5 537.5 I 357.0 675.0 I 1366.0 I 423.0 Total 
'--------------- ____ . ..__1_ __ ·--'------ ------

(.§:) Includes: A.1_ger la, Camec-oo?:l, Ethiopic.., Ghana, Ivory Coast, Kenya, LiL erio., J..,j 1Jyu, Mada.gascar, 
Haurit-:us, Morocco, Nigeria, Si8rra Leone: Senegal, Sudan, Tunisia, Uganua and tho , 
Uni t ee. RepubJ ic of T:mzania , Figures for the Ivory Coast and f c!' Sen•Jgal arf' rc, r 
the period 1961-65 . The Ivory Coast did not !-lave any shortfalJs for the perioc.. 
for which export data were available . 

(!2) Includes: Burma, Coylon, China (Taiwan), India, Indonesia, :tvialaysia, 1-'akistan, Philippines!' 
Singapore , Thailand, Republic of Korea and Republic of Vietnam. 

(£) Includes: Cyprus, Iran, Iraq, Israel, Jordar1, Kuwait, Lebanon, Saudi Arabia, Sy-riu and the 
United Arab Republic. Of these, Iran, Israel and Kuwait did not have any short-
falls during the period considered. 

(£) Includes: Argentina, Boliyia, Brazil, Chile , Colombia, Costa Rica , Dominican Republic, 
Ecuador, El Salvador, Guatemala, Guyana, Haiti, Honduras, Jamaica, Mexico, 
Nicaragua, Panama, Paraguay, Peru,. Trinidad and Tobago, Uraguay and Venezuela . 
Of these Trinidad and Tobago did not have any shortfalls during the period 
considered. 

Sour~: UNCTAD secretariat based on data contained in IMF International Financial Statistic~ 
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Table 2 

NET EXPORT SHORTFALLS UNDER SCHEME A 

(Annual averages in million US dollars) 

ESTIMATE A 

1954-65 
Gross export shortfalls(~) 475.3 

Assistance from the compensatory(£) 
(160.2) (g) financing facility of the ~~d 100.4 

Refinancing of compensatory(£) 
(25.9)(g) drawings 9.1 

Net shortfall 384.0 (341. 0) (g) 

(~) Count ry coverage is t he same as in table 1. 

(£) The f ollowing assumptions have been made in estimating assistance under the Fund's compensatory 
facility. 

(i) The medium t erm trend is estimated by using the formula z xt-2 + i xt-1 + ~ xt 

is the value of exports during the year of the shortfall and xt-l and the xt_
2 

of exports one and two years preceding the year of shortfall r espectively. 

wher e xt 

are values 

(ii) The t otal amount of compensatory drawings outstanding at any time cannot exceed 50 per 
cent of t he country's Fund quota. 

(iii) The t otal amount of compensatory drawings in any one year cannot exceed 25 per cent of 
the country's Fund quota. · 

(iv ) Fifty per cent of any export excesses (i. e . excess of actual exports over the medium 
t erm trend value ) during each of the four years ·following a compensat ory drawing are 
used f or r epurchase of out standing dr awings and the entire amount must in any case be 
r epurchased in t he fifth year. The year of shortfall is as sumed t o co incide with t he 
year of drawing. 

'0 s- t3 
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Footnotes (cant~) Table 2 

(b) (v) Assistance during any given shortfall year is based on the country's actual quota as 
- on Jl December of the year of the shortfall. 

(£) 

(.Q) 

(vi) For countries which are now Fund members but wer e not so in the past, it has been 
assumed that their present quotas are 25 per cent higher than their hypothetical 
quotas during 1959-64 (if they wer e not Fund members in the period) and that their 
quotas during 1959-64 wer e 50 per cent higher than their (hypothetical) quotas 
during 1954-58 . Fund quotas wer e increas ed by 50 per cent in 1959 and ther e was 
another general incr ease of 25 per cent effective 1965. 

Calculated on the assumption that the entire r epurchase will be r efinanced if it falls in 
a year of shortfall from the medium t erm trend. If the year in which a r epurchase falls 
due happens to be a year of export excess, only the difference between the amount of the 
r epurchase and the export excess (provided it is positive ) will be r efinanced . 

Figures within brackets are estimates derived by using the Fund quotas as on Jl December 
1967 (rather than the actual quota during the year of the shortfall) for calculation of 
assistance under the Fund's compensatory financing facility. 

Sour ce: UNCTAD secretariat. 
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ESTIMATE B 

(Annual aver ag9s in million US dollars ) 

1. Gross export shortfalls 
(a) 

less 

2. Assi stance from the compensatory 
financi ng facility of the Fund (b ) 

plus 

J . Refinancing of compensatory 
drawings (c) 

4. Net shortfall 

1954- 65 

475. 3 

(d ) 
112. 7 (170 . 4 ) 

17 .1 (31. 7 ) (d) 

379.7 (JJ6 . 6 ) (d) 

(a ) Country coverage is the same as in table 1 . 

(b) All the assumptions made in footnote (b) of estimate A except assumption (iii) are valid. Instead 
of that assumption , we no1-T assume that up to 50 per cent of q·u.ota can be drawn in any single year. 

(c) Same as in footnote (c) to estimate A, 

(d) Figures vri.thin brackets are estimates that would have resulted from using the Fund quotas as on 
31 December 1967 (instead of actual quota as on Jl December of the y-€ar of shortfall) for 
calculation of assistance under the ~d ' s compensatory financing facility. 

Source: UNC:TAD Secretaris.t 
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ESTIMATE C 

(Annual averages in million US dollars) 

1. Gross export shortfalls(a) 

less 

2. Assistance from the IMF (b) 
compensatory financing facility 

plus 

3• Refinancing of compensatory drawings(c) 

4. Net shortfall 

(a) Country coverage is the same as in table 1. 

1954-65 

475.3 

109.1 (173.5)(d) 

26.6 (48.9) (d) 

392.8 (350.7)(d) 

(b) Assumption (1) in footnote (b) of estimate A is replaced by the following~ the medium term trend 
value of exports is calculated as the 5 year moving average centred on the year of shortfall. 
All the remaining assumptions of footnote (b) of estimate A are valid here as well. 

(c) Same as in footnote (c) ~f estimate A. 

(d) Figures within brackets are estimat es that would have resulted from using the Fund quotas as on 
31 December 1967 for calculation 3f assistance under the Fund's compensatory financing facility. 

Source: UNCTAD Secretariat. 
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ESTIMATE I] 

(Annual averages in million US dollars) 

1. Gross shortfall(a) 

less 

2. Assistance from the Fund's (b) 
~ompensatory financin5 facility 

plus 

J. Refinancing of compensatory drawings(c) 

4. Net :shortfall 

_________ ,______ . 

! u) The country coverage is the same as in.table l, 

1954-65 

475.3 

138.6 

28.2 

364.9 

(20J.O)(d) 

(70.7)(d) 
(343.0)(d) 

'1j tr:> 1-3 
P'::St:::J 
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(b) Assumption (i) is the same as assumption (i) stated in footnote (b) of estimate C. ·Assumption (ii)J 
(iv)j (v) and (vi) of footnote (b) of estimate A are also valid. Instead of (iii) of footnote (b) 
of estimate A it is now assu;ned Uh11t up to 50 per cent of the quota can be crawn in any single year . 

(c) Calculated in the same manner as stated in footnote (c) of estimate A. 

(d} Figures within brackets are estimates that would have resulted from using the Fund quotas as on 
31 Decembsr 1967 for calculation of assistance ~der the ~d's compensatory financing facility. 

Source: UNCTAD Secretariat. 
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EXPLill~ATORY NOTES 

The following symbols have been used in the tables throughout this document: 

Three dots ( ••• ) indicate that data or other information are not available or 

are not separately reported; a dash (-) indicates that the amount is nil or 

negligible; a slash (/) indicates a fiscal year, e.g. 1965/66. Use of a hyphen 

(-) between years, e.g. 1963-65, signifies the full period involved, including 

the beginning and end years. 

Details and percentages in tables do not necessarily add to tables, because 

of rounding. 
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1. At its fourth session the Intergovernmental Group on Supplementary Financing 

considered a paper by }'Jr . Eprime Eshag entitled "Quantification of disruptive effects 

of export shortfalls" (TD/B/C.3/AC.3/23). This paper analysed the disruptive effects 

of export shortfalls on the economies of the developing countries, drawing, for 

purposes of illustration, on the experience of Ceylon, Colombia and Ghana. In 

requesting the UNCTAD secretariat to develop this study further, the Group raised 

the following questions: 
11 To what extent could the study included in document TD/B/C.3/AC.3/23 

be further developed in order to illustrate more clearly the adjustment 

measures by these countries in which substantial export shortfalls occurred? 

Can these studies indicate the minimum assistance that would have been 

required to maintain imports considered essential to the development 

programme? 11 Y 
The present paper has been prepared in response to this request. It summarizes the 

experience of four countries during the l960 1 s, including the three countries studied 

in document TD/B/C.3/AC.3/23, namely Ceylon, Colombia and Ghana, together with Sudan. 

An attempt has been mado to estimate the minimum amount of assistance that would have 

been required by these countries in the face of export shortfalls. The individual 

country studies are being issued as addenda t o this paper 

2. Recommendation A.I\1.18 of the first session of UNCTAD defined export shortfalls 

as shortfalls from 11reasonable expectations 11 • In the present study, which involves 

an ex post analysis of t he experience of four countries during the l960 1s, the 

following procedure has been adopted f or the quantification of 11reasonable expectationsn 

in respect of exports during the period under study. For Ceylon, Colombia and Sudan, 

use was made of such export projections as were available at the start of the time 

period investigated, either from national or international sources. Where country 

sources were used, opinion vias sought as to the n soundness 11 of these projections, in 

the sense that they took account of all the relevant information available at the 

time. The figures forraalizeeexports were then compared to the projected value of 

exports in order to identify a gross export shortfall. 

±/ Annex I to the Chairman 1 s report, TD/B/200, TD/B/C.3/53, TD/B/C.3/AC.3/25. 
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3. While only one set of pr oject i ons wns avail able f or Colombia and Sudan, two sets 

of projections were available for Ceylon and export shortfalls for Ceylon were 

therefore calculated with reference to both sets. The period analysed in the case of 

Colombia was 1962-67 . · The export pro jection· used in this case was made in 1962 by 

an international agency, taking into account the Ten Year Plan of Colombia • . The 

pr ojection was r evised in 1964. For Sudan , the period analysed was 1961/62-1965/66 

and the export projection for this period was taken from Sudan 1 s "The Ten Year Plan 

of Economic and Social Development 1961/62-1970/7111 , published by the Ministry of 

Finance and Economics , Republic of Sudan. For Ceylon the period examined in this 

study was 1961-67. The first projection for this period, made in 1958, wa·s based on 

t he Ceylon National Planning Council's Ten Year Plan, 1959. The second projection 

was made in 1961 by an international agency.1/ The study for Ghana was undertaken by 

Jr. R.L. Marris and Dr. R.F.T. King. In this study, the projected values of exports 

.":'or Ghana were estimated i n terms of three hypothetical planning perlods, each of five 

ye~·s duration. Projections for the first and second planning period (1960- 64 and 

:962-66 respectively) were based on the historical data f or 1950-59. The projection 

:,~or t he third period, 1963- 67 , r epr esented an attempt to incor-porate partial revisions 

:.n (-<port expectations that became necessary in the light of actual experience during 

~960-62}/ The analysis of export expectations and export shortfalls for Ghana was 

confined to cocoa, which represented over 60 per cent of Ghana 1s total exports in 1960. 

!. . In calcuJ_ating the hypothetical amount of assistance that would have become 

r~vaiJ able to the four countri es under the fund 1 s Compensatory Financing Facility, it 

-:as assumed that the I MF' scheme vias in exi stence throughout the time period covered in 

the country studies. It was further assumed that there were no outstanding drawings 

L":.der the compensatory financing facility at the start of the period. Another 

2:su:nption is that only 25 per cent of the quota could be drawn in any single year and 

'~hat the lim5.t on t0tcl outstanding drawings would not exceed 50 per cent of quota. 

~/ As it turns out, tho second projection, although made in 1961, yields generally 
higher projected values of exports and export shortfalls than the first projection 
made in 1958, The two projections were of course made by different agencies, but 
~ssuming that both of them were based on the best available information at the time 
this does lmply that a r evison of pr ojecti ons need not always add to their accuracy. 

? 1 :In thi s case, the revision of projections does l ead to a reduction in the values of 
gross export · shortfalls. For exampl e, whereas estimates of gross export shortfalls 
du::ir::g 1963 and 1964 for periods one and two are $54 and $62 million, the projected 
velues of exports for these two years for period three doe not yield any shortfall. 
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5. Shortfalls under the Fund 1s Compensatory Financing Facility are measured as 

negative deviations from the medium-term trend value of exports for any particular 

year which, in turn, i s defined as the aver age value of exports over a five- year 

period, starting t~ years before the year of the shortfall and ending two years after 

it . In order to obtain a pr actic&l approximation to the medium-term trend value of 

exports, the Fund uses two different methods . The first method estimates the t r end 

value of exports for the current year on the basis of actual export performance of 

the COQ~try concer ned during the current and two preceding years. For this purpose~ 

the exports of the preceding years have a weight of 25 per cent each, while the weight 

attached to the current yem· 1 s exports is 50 per cent . The second method involves 

a forecast of exports for the two. years following the year of the shortfall, ther eby 

ma_1dng it possi bl e to calculate an average of five yeo:rs centr ed on the shortfall year. 

The second method has been found by the Fund to give better r esults than the first, 

and it i s given 5I'eater weight in the f i nal estimG.te of the medium- ter m t rend value . 

However, in calculating the 001ount of ass istance available under the Fund 1s Compensatory 

Facility, the present study has r elied on the first method r eferred to above for the 

estimation of the mediura term trend, because no infor mation was avail able on which to 

base the two- year export forecasts vlhich would have been r equired for the second method. 

In so far as in an economy with a strongly upward trend in exports the first method may 

involve a somewhat lower estimate of the medium- term t r end than given by the second 

method , i t.s use may give a downward bias to the estimation of assistance to be expected 

under the Compensatory Financing Facility . 

6. It is also to be presumed that a countr y would normally have r ecourse to its 

reserves as an off set to export shor tfalls, insofar as such r eserves are considered 

adequate for thi s purpose . 

compl ex act of judgment. 

vlliat constitutes a pr udent use of reserves involves a 

In the present study, it has been assumed that a country's 

r eserves would not be allouod to fall below a certain minimum level. The minimum 

l evel of reserves in turn 1.-muld vary from country to country depending on fluctuations 

in exports and i n other items of the balance of payments and perhaps also on the 

availability and terms of short ter m credits . In the light of consultati ons on this 

matter, it has been assw:!od that the minimum level of reserves for each of the four 

c::mntries included in tlns study would be equal to the value of three months normal 

imports. 
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? . Countries experiencing exp"Jr t shortfclls w.Juld be in a posi tiJn to absorb part 

of the impact of such shortfalls through domestic adjustments permitting a reduction 

in non- essential imports. Thus, the greater the scope f or such adjustments, the 

smaller vJOuld be the need for supplementary finance. The scope f or a reduction of 

imports during any ~iven time peri od depends upon the minimum amount of imports 

considered essential fJr development . This in turn depends on the planned r ate ::>f 

gr.Jwth of output as well es on the str ucture of pl-anned fine.l demand and of domestic 

pr oducti on. Unfortuno.tely, because of l ack of inf0rmation, this approach C·ould not 

be adopted in an ex ·oost <:.."lalysis of the type undertaken in this study. As a second 

best alternative, the scope for domestic adjustments during any given time period was 

determined by an examinati::.n of the actual impor t bill. The i mpor t bill was 

scrutinized so as to loco.te such items as would not be r egarded as eligible for 

supplementary finance . A reduction in the i mport of capital goods could generally 

not be contempl ated withoLJ.t affecting the rate of i nve s tment; s i milarly, a reduction 

in the import of r aw materials and intermediate products would normally have adverse 

effects on the utilization of availo.ble ~Jroductive capacity. For this r eason, most 

of the non-eligible i te:<<s selected belong tJ the cc:.tegory of f inal consumer goods)/ 

.b.dmittedly, this is e. very imperfect device to c:;stinate the scope f or domestic adjust-

roents as an offset tG e::(J?ort shortfalls . For exruaple, the availability of s ome 

consumer goods may have importe.nt effects on the i ncentive to work and save; end i n 

some cases, the favour able dev elopmental impact of certain types of capital outlays 

(such as luxury c·ons+,ruction) may be small. However, given both the limitations of 

data as well as of tiBe, it was nc>t generally possibl e to incorporate such refinements. 

8. The estimates of the rainimum amount of assistance that would have been needed by 

the four countries in the face of the export shortfalls experienced by then during the 

period analysed are set out in Tables 1 to 4. Seven different esti mates of cumula+.ive 

gros s export shortf.alls 1:tnd of cumulative supplementary financial assistance have been 

made in respect of the four countries and these results 2re sumrrari zed in Table 5 . 

It turns out that the es-~iGates of cur::ulative supplenentary financial assistance 

expr essed as a per cent.:::.:3e of the corresp·Jnding cmnulative gross export shortfalls ran.;e 

fr om 0 to 51, the mediru1 VQlue be i ng 31 . 

y' The existence Jf ·'non-eligiblen itens in a CJuntry 1 s i mport bill does not inpl.y 
cmy judgment on its ir::.pJrt policy . 
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Ceyl on: Hypothetical estimates of _supplementary 
f inancial ~ssistance , . 1961- 67 

(million US $) 

Estimate A §!' 
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1961 1962 1963 1964 1965 1966 1967 

l. Gross export shortfall 12 19 2 52 78 

2. Hypotheti cal use of IrW 
Compens·atory Financing 
Facili ty 

.3. Hypothetical use 
of reserves 

4 . Adjustment for im?orts c8nsi
dered ineligible fJr supple
mentary finance Q/ 

5. Amount of supplementary 
finance needed £1 

6. Supplementary finance as 
per cent of gr oss export 
shortfall 

l. Gross export shor tfall 

2. Hypothetical use of IMF 
Compensatory Fin~ncing 
Facili ty 

J. Hypothetical use of reserves 

4 . Adjustment f0r im~.Jl~ts consi 
dered ineligibl8 f . .Jr supple
mentary finance Q/ 

5. Amount 8f supplementary 
finance needed £I 

6 . Supplementary fin~nce as 
per cent of gross cx?ort 
shortfall · 

6 

6 

Estimate B 9/ 
1961 1962 

31 25 

6 

25 25 

§} Based on export projection made in 1958 . 

4 

15 

1963 

49 

4 

23 

22 

45 

2 

~ 
33 

25 

8 

. 24 

1965 

30 

21 

9 

30 

20 

. 23 

9 

17 

1966 

87 

20 

23 

44 

51 

17 

17 

44 

56 

196'7 

112 

17 

17 

78 

70 

Q/ The figures in this lino are not necessarily equal to total imports of non-eligible 
itens. Total imports of non-eligible i tems for each year from 1961 onward were as 
f ollows (million US dollars: 28,25,23,25,21,23 and 17). 

£I Arrived at by deducting fror1 the gross export shortfall: hypothetical use of IMF 
compensatory financinG facility, the hypothetical use of r eserves and i mports 
considered ineligible for supplementary finance . 

9/ Based on export projection made in 1961. 
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TABLE 2 

H 

(million US $) 

1962 1963 1964 1965 1966 1967 

l. Gross export shortfall 60 81 20 86 68 

2. Hypothetical use of IMF 
Compensatory Financing 
Facility 2 16 7 

3. Hypothetical use of 
reserves 

4. Adjustment for imports 
considered ineligible for 
supplementary finance ~ 47 44 57 51 

5. P~ount of supplementary 
finance needed E/ 13 35 20 13 10 

6 . Supplementary finance as 
per cent of gross export 
shortfall 22 43 100 15 15 

§/ The figures in this line are not necessarily equal to total imports of non-eligible 
items. 

Q/ Arrived at by deducting from the gross export shortfall: hypothetical use of 
IMF Compensatory Financing Facility, the hypothetical use of reserves and imports 
considered ineligible for supplementary finance. 



TABLE 3 

Ghana: H othetical estimates of su, 
· · - .... ~-~ million US 

Period A (1960-64) 

1960 

1. . Gross export shor.tfall 20 

2. Hypothetical use of IMF Compensatory 
Financing Facility 

3. Hypothetical use of reserves 20 

4. 

5. 
6. 

1. 

2. 

3. 

4. 

5. 
6. 

1. 

2. 

3. 

4-

5. 
6. 

Adjustment for imports considered ineli
gible for supplementary finance 

Amount of supplementary finance neede~/ 
Supplementary finance as per cent of 
gross export shortfall 

Gross export shortfall 

Period B (1962-1966) 

1962 

40 

Hypothetical use of IMF Compensatory 
Financing Facility 

Hypothetical use of reserves 

Adjustment for imports considered ineli
gible for supplementary finance 

Amount of supplementary finance neededs/ 

Supplementary finance as per cent of 
gross export shortfall 

14 

26 

Period C (1963- 67) 

1963 
Gross export shortfall 

Hypothetical use of IMF Compensatory 
Financing Facility 

Hypothetical use of reserves 

./\djustment for imports considered ineli
gible for supplementary finance 

Amount of supplementary finance needed 

Supplementary finance as per cent of 
gross export shortfall §/ 

20 
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finaacie.l assistance 

1961 

24 

24 

1963 

54 

20 

34 

1962 

40 

14 

26 

40 

22 

35 

1965 

40 

1963 

54 

20 

34 

1965 

82 

50 

32 

40 

1966 

30 

8 

22 

73 

12M 
62 

40 

22 

35 

1966 

152 

8 

144 

95 

~ Arrived at by deducting from the gross export shortfall: hypothetical use of IMF 
Compensatory Financing Facility, the hypothetical use of reserves and imports 
considered ineligible for supplementary finance. 

Q/ Total imports of items considered ineligible for supplementary finance amounted to 
$5omillion in 1965. However, since the gross export shortfall for that year in 
period C was only 40 million dollars, this latter figure was used as a measure of 
adjustment on account of imports considered non-eligible for supplementary finance. 
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l. 

2. 

3. 

4-

5. 

6. 

TABLE 4 
.SUDAIJ: fi·{D')t;IGtical estii,latGS nf t>UpDlem.entarv financial assistance , 

- ·------_196176~-1965766 

(million US $) 

1962/63 1963/64 1964/65 1965/66 

Gross export sho:..~tt'all 

Hypothet5.cal use of IMl" Compen·
satory FinrulClng Facility 

Hypothetical us::; of reserv3s 

Ad;justment for i.mports consider-ed 
non-eligible fer supplcmenta1y 
finance 

Amount of supp=.enentary finance 
needed 121 
Supplementary finance as per cent 
of gross expor-t shortfall 

22 

11 

11 

9 

1 

0 

8 

No adju:,tn~_;nt '.:u.s :: :.-~;._,eS S <-·-'Y ::.-: the sho::.·:.-,fall w-as fully financed by the use of 
the IMF Comp-s.13atory Fina'::lc:ing lacility and reserves. · 

Arrived at by deducting from the gr oss export shortfall: hypothetical use of IMF 
r•ompensator y financir.g :facility, the hypothetical use of reserves and imports 
considered ineligible for supplei11entary finance. 
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TABLE 5 
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Hypothetical estimates of cumulative gross export shortfalls 
and cumulative supplementary financial assistance for f our 

developing countries 

(1961-67) 

Estimate A 

Estimate B 

(million US ~) 

Cumulative 
gross export 

shortfall 

163 

367 

Cumulative 
supplementary 

financial 
assistance 

53 

161 

Cumulative supplementary 
financial assistance as 
per cent of cumulative 
gross export shortfall 

33 

44 
Colombia (1962-67) 315 91 29 

Ghana: 

Period A (1960-64) 200 22 11 

Period B (1962- 66) 390 198 51 

Period C (1963-67) 70 22 31 

Sudan (1961/62-1965/66) 31 0 0 

Source: Tables 1 to 4. 
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EXPL.ANATORY NOTES 

The following symbols have been used in the tables throughout this document~ 

Three dots ( ••• ) indicate that ¢at~ or other ipformation are not available , ;, : . . 

or are not separately reported; a dash (-) indicates that the amount is nil 

or negligible; a slash (/) indicates a fiscal year, e.g. 1965/66. Use of a 

hyphen (-) between years, e.g. 1963-65, signifies the full period involved~ 

including the beginning and end years. 

Details and percentages in tables do not necessariJ.y add to totals, because 

of rounding. 
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1. The main objective of this study is to determine, under certain assumptions, the 

amount of supplementary finance which might have been available to Ceylon, had a 

scheme for supplementary financing been operative during the period 1961-67. The 

first step in determining this amount is to quantify the gross shortfall in export 

earnings. In order to do so, actual exports are deducted from the export projections 

which were available for the period under study. The amount of supplementary finance 

for the period 1961-67 is then determined by deducting non- eligible imports, the 

possible use by Ceylon of the IMF Compensatory Financing Facility and the possible 

use of reserves from the gross export shortfall. 

in the sections below. 

Each of these steps is described 

2. For Ceylon, the year 1960 marks the end of a phase in which expansionist budgets 

led to increases in domestic demand which were met mainly through increased imports.l/ 

During the 1950ts, the use of foreign exchange reserves permitted the country to 

finance payments deficits. In the year 1957, reserves still exceeded $200 million.~/ 
However, by the end of 1960, reserves had fallen to approximately $90 million. At 

this level the decline in reserves had to be ·halted and the restriction of imports 

became an immediate objective . Import duties on a variety of products were increased 

sharply and quantitative controls were introduced on imports of watches and textiles. 

3. During the period 1960-67 balance of payments deficits were financed mainly by 

borrowing . During this period, Ceylon borrowed heavily from the International Monetary 

Fund and had recourse to supplierts credits, a large part of which must be repaid 

within a five-year period . 

Export shortfalls 

4. In this study, two estimates of export projections were used to arrive at export 

shortfalls. Estimate A shown in Table 1 was made in 1958 . Estimate B was made 

early in 1961 and is substantially higher than the earlier projections . 

shortfalls which result reflect these differences. 

Use of IMF 

The export 

5. As noted above, Ceylon has made increasing use of the Fund facilities. Drawings 

outstanding r ose from $11 million in 1961 to $79 million in 1967. In 1967 use was 

1/ Central Bank of Ceylon, Annual Report of the Monetary Bank to the Minister of 
Finance for the year 1960, p.4. 

~ IMF, International Financial Statistics,Supplement to 1967/68 issues, p .58 
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made of the Fund 1 s Compensatory Facility. As is shown in Table 1, on the basis of the 

Fund formula alone (see footnote £I of Table 1), use could have been made of the 

compensatory facility in 1961, 1963, 1966 and 1967. 

Reserves 

6. It is not envisaged that Ceylon would have drawn further on reserves in response to 

export shortfalls. The level of reserves during the period 1961- 63 were roughly 

equal to 3 month's imports and were even less during the period 1964-67. The actual 

use of reserves during the period 1961- 67 could well be regarded as excessive . 

Non-eligible imports 

7 . The total value of imports for Ceylon, shown in Table 1, averaged $ 368 million 

annually over the period 1961- 67. Consumer goods have been the main component of total 

imports, averaging approximately 57 per cent of the value of imports over the period 

1961-67.11 Intermediate goods accounted for 24 per cent and investment goods for 19 per 

cent of total imports over the period. 

8. Certain imports would presumably not have been eligible for supplementary finance . 

These are described as "non-eligible" imports. In order to determine the value of 

such imports during this period, each item of imports listed in the Ceylon customs 

Tetm~ns was examined by the secretariat for each year of the period 1961- 67 and a 

judgment was made as to whether part or all of the item should be regarded as non- eligible . 

9, T-..ro criteria were used in determining which imports should be regarded as non- eligible . 

First, items which were considered to be non-essential or postponable were regar ded as 

non- eligible. Second, certain essential products, such as rice and fish, were 

regarded as non- eligible in those instances in which it seemed likely that the agreed 

policy would have been to reduce imports of such items so as to encourage increased 

domestic production. Since this could not be accomplished in a one-year p~riod, it 

was assumed that certain percentages of these items were non- eligible in years of 

export shortfalls as part of a longer- term objective . On the basis of the. above 

criteria, only consumer goods have been classified as non- eligible in Table 2. 

10. As is shown in lines (9) and (11) of Table 1, the value of non- eligible imports 

was relatively small in comparison to total imports . Over the period 1961-67, 

non-eligible. imports. accounted for 6 per cent of the total value of imports. 

11 Food and drink have accounted for approximately 44 per cent of the total 
value of imports over this period. 



TABLE 1 

Data on hypothetical use Qf supplementary finance, 1961-6~ 

(million US $) 
----- ----- -------·· ---:- -----------------~---r...;.. __ _ 
~orts (f . o. b.) i _1961. I 1962 

(l) Projected exports: estimate p_!l/ !365 J 3?0 
1 

(2) Projected exports: 

(3) Actual exports 

b/ ! 
estimate &== I 384 

Shortfalls :from projected 

export A 

(4) (l) (3) 

(5) (2) - (3) 

Use of Il1F 

( 6) (a) ~:ypothetical compensatory.Y 
dra.wlng 

(b) Actual compensatory drawing 

(7) Drawings outstanding 

Reserves 

(8) Total 

lmQorts (c.i . f . )Q/ 

(9) Actual£./ 

(10) Annual change 

(lDNon-eligible imports of 
consumer goods 

135.3 
i 

l 
I 
I 

12 

31 

6 

ll 

90 

359 

-52 

28 

395 

371 

25 

22 

84 

353 

-6 

25 

r._.- -- --- ---· - ·· ___ ! __ ---- - ·· 

1963 

377 

407 

358 

19 

49 

22 

75 

339 

-14 

23 

19-6!± ----,-- .~26s-~l -·-;_9~§~--1967 ,

1

· 

. 389 I 398 - l 410 I 425 

420 

387 

2 

33 

22 

51 

400 

61 

25 

4.32 

402 

30 

JO 

73 

355 

-45 

21 

I 445. ! 458 I 
358 

52 

8? 

20 

5'.' 

La 

1.j.Ol . 
46 

23 

I 
I 

I. 

I 

347 

78 

112 

17 

20 

79 

50 

372 

-29 

17 

·-·- ~ ---'----
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~ Estimate A of projected exports is based on the Ceylon National Planning 
Council, The Ten-Year Plan, 1959. The projected values for tea, rubber 
and coconut products were taken from t.he plan itself for each year of 
the period 1961-67. The total for these three products was grossed up 
on the assumption that they accounted for 91 per cent of total imports 
every year: this was in fact the proportion recorded in 1958. The 
values for exports of coconut products have been estimated according 
to Scheme B of the plan. The projections were made in the year 1958. 

£( Estimate B of projected exports is based on estimates by international 
agencies and assumes that total exports rise at an average annual rate 
of 3 per cent. This estimate was made in 1961. 

£1 The formula used in calculating the amounts of the hypothetical compen
satory drawings in each year attaches a weight of 0.50 to exports of the 
year for which the shortfall is being estimated, 0.25 to the preceding 
year, and 0.25 to the second preceding year. 

g/ I~orts are based on the Ceylon customs returns. For a number of years 
these figures differ substantially from those in the payments returns, 
even when allowance is made for the accountable differences in the two 
figures. The major difference is in the item "machinery", and thus 
the estimation of non-eligible imports would not be seriously affected 
since imports of machinery are not among the items classified as non
eligible. 

~J Customs data adjusted for Food Commissionerts actual imports of rice, 
flour and sugar supplied by the Ministry of Planning and Economic Affairs .. 
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Natur~J honey ?3 ' 35 I . 26 . 33 . 2 ~ 
Fisl1 ( ox.cluding li \T(; .' £Ld .c::us'~A:tce:::: s:./ 113 71/ i Jl 1~9 j 12 182 !1.3 707 lll 184 18 '1?9 

1 
Rice ~/ 21 '733 · 24 8~0 ; 24 I l C1 : ;:;:; 2~0 
Malt b/ 1 7d 80 1L'5 18C 

34 J 'JC 
100 
104 
885 II Bi3~ult;:; 1 oJ c 94 , 94 , 70 

Bakery p:·odJ.cts ~ otl-.e ' 1 6<)3 8l3 . Gl5 t~l 
! Ecab1c T"uts _and ::::eed: I ~ 4-l 85 : - 11.1 
) Dried fruits 3 62C : 5 2L1.0 ! 4: 680 
i Fruit j l· i ces end cord.l.c1L.. 2 ].37 l 1 781 ! 2 C 79 
! Poto..toos (excluding sweet) 2C ~·,-~? 22 2;3 1 ~6 CJ?S 

I, Onions ~/ 2 135 l 975 ; 2 160 
, Garlic s/ l l 57B ' l 586 1 2 165 
! Molasses 1 121 187 1 193 

r-l; __,__,. 

5 030 ! 5 340 
2 664 I 943 

1
125 462 \17 909 

2 5e1 : 2 o68 
! 1 ':;26 I 1 163 

26 1_ J 

113 
112 
8)2 

5 
5 5.30 
2 .813 

24 053 
1 981 
1 636 

586 
1

1 Sugar products 1 l 527 l 982 ; l 138 
. Coffee 1 -~.3 5 1 116 

~ llC1 
II l 298 

l 983 l 068 ' l 580 

I' Cocoa and chocolate b/ ! 457 i l C86 
, Chillies ~ dried (red pepper)- I 3 290 ! 3 634 
! Spices 1 583 ' 548 
~ Non-alcoholic beverages j 2 4 
1 Alcoholic beverages 1 4 532 1 2 954 
! Tobacco (including beedies) l l2 C95 6 46.3 
I I . I ' Cigars and cigaret tes . l 162 1 909 1 
I I · ; Ivory~ unmanufactured 1 16 13 ! 
[ Beedy l eaves I 4 563 1 4 U89 I 
; Synthetic per fume j l 3 52 ' l 284 
1! Powde:-, face and bath 

1 
l 427 14 

Rouge, etc. 1 129 52 

I 
Eau de Cologne I 229 87 
Other perfumery j l 594 l 393 I 

1 Hunting and sporting ammunition - _ I 
· Images and statues 

Cigarette paper and other 
Thrown silk 
Silk in tulle, lace, etc. 
Cotton net and lace, other 
Glass beads and bangles 

18 
1 954 

3(1 
377 
210 

19 
273 
220 
45 

278 
563 

3 786 
37l; 

2 
2 506 
7 947 

382 
5 

3 102 
l 377 I 

23 
37 
20 

651 

1 
1 851 

154 
8 

24 
2 

4 
4 647 

534 ' 

2 307 
3 273 

263 
6 

4 009 
1 792 

72 
l 

581 

43 
402 

67 
30 
9 
l 

2 
3 001 

577 

1 718 
2 8C4 

337 

6 271 

45 

151 
75 

228 
13 

147 

4 255 
670 

I 2 123 
3 437 

253 
39 

4 217 

133 
4 

247 
4 
3 

286 
16 
31 

l 

l~' i 
10 491 
23 99C 
. 172 

59 
; 246 

' 6 050 
68L~ 

6 696 
l 780 
1 510 

41 
l 062 

l 

2 933 
705 

l 520 
818 
317 

l 
4 945 

20 

94 
52 

867 
36 

1 
2 

'g~ 
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• 
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-;;;;-
0 
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TABLE 2 (cont'd) 

Mirrors, framed and unframed 
Table and household articles (clay, porcelain) 
Tableware (spoons, forks, etc.) 
Indoor ornaments of base metals 
Bells (non-electric) 
Jewellery of gold, silver and platinum 
Imitation jewellery 
Domestic washing machines 
Other electric domestic appliances 
Passenger motor cars 
Domestic furniture, iron and steel 
Stockings and hose 
Manufactures of silk and satin 
Manufachrres of artificial silk 
Headgear d/ 
Photo- and cinematographic apparatus
Photo- and cinematographic supplies g/ 
Watches and clocks 
Gramophones and phonographs 
Records, tapes, etc. 
Pianos and organs 
Other musical instruments b/ 
Books and pamphlets, printed
Pictures and prints, postcards 
Toys and ga1nes 
Playing cards 
Arms (non-military) 
Fishing and hunting equipment 
Golf and tennis balls 
Natural history specimens 
Oil paintings 
Silver plated goods (excluding jeweliery) 
Tailors' dummies 
Artificial flowers 
Animals (not for food) (dogs, birds, etc.) 
Firearms of war / 
Passenger baggagef 

1 1961 1962 1963 1964 : 1965 1966 ; 1967 1 
J 

1 016 . 2 647' 678 I l 164 169 ; 363 
1 679 : 2831 486 ! 538 33 10 

190 4401 S8 67 195 , 360 
I - - - I 3 I _ _ - 15 

3 · 
41 ! 

i 
1~1 

I - ' -

9 
2 

8 028 : 1 7761 2 413 
28 : 641 -

4 
7 

! 

i 2 63L~ 1 
2 

} 2 I 

350 

2 
10 

114 
584 

5 
5 
2 

37 
38 

3 300 
45 
59 
24 
10 

110 
5 

538 

2 
4 

24 
126 

9 884 

39 301 , 310; 40 
123 i 13: 79 ' 

9 616 8 456! 2 635 !6 
251 268 l 51 
442 ' 570j 741 

10 
627 : 1 
39 ' 

824 

225 
lCl 
362 
341 

142 I 

38 
103 
786 

1 800 
11 

127 
143 

28 

1 567 : l 074 j l 843 
2 913 ' 1 986 j 197 

31 24! 35 
115 ; 228 ! 106 
161 I 246 l 132 
88 i 120 l 76 

158 ; 215 1 148 
211 194 : 86 
764 74j 163 
263 ! 101' -
250 I 2141 188 
721 · l 717 394 
122 158! 79 
92 : 171 1 

2 674 : 1 
165 
13 

361 
198 

88 
172 
178 
254 

l 
4 

702 
160 

5 
13 i l l 4 

i - l -
I - I -

35 

410 

- sj -so I 
48 

814 643 391 

74 
42 

232 
40 
75 

123 
81 

116 
2 

803 
68 

3 

70 
5 
5 

90 

891 
2 373 

49 
34. 

234 
101 
105 
161 ' 
86 

149 
1 

167 
740 

73 
l 

65 
216 
200 

29 
1 

23 
273 
42 

2 
7 
8 I 8 

590 '!1 
317 

22 
253 
608 

23 
492 

11 344 
I I 

"dl--3 
!.ll t:J 

(JQ '-, 
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TABLE 2 ( cont' d) 

-~ -1961-. -~6;-j~6j-:--~~-. · 1965j_1966 , 1967 r 
~------------------t:1. -l-32-9-34--+-l-l8-l22 ! 109 927 I 117 973 ! 1co 497 !1n 365 ls1 594 

I I I 

59 320 40 694 29 505 I' 30 488 20 673 I 22 Q65 125 157 

(1) TOTAL 

(2) Total excluding all food and non
alcoholic beverages 

(3) Total excluding rice, fish, malt, 
onions, chillies and spices 

In thousru1d dollars: (1 ) 

(2) 

(3) 

I : I I 

I I I i 91 366 75 926 66 914 68 C64l 49 387 59 437 :41 523 

I ==== == ===== ===p---===--= -=====r==== 
1 27 916 24 806 23 085 24 774 21 104 23 387 ·17 135 

l 12 457 8 546 6 196 6 402 4 3L~l I 4 676 I 5 283 

I 19 187 15 944 14 052 14 293 I 10 371 : 12 482 i 8 720 

Source: Ceylon Customs Returns, 1961-67 . Food Commissioner's data supplied by the Ministry of 
Planning and Economic Affairs . 

fdl The figure shown as non-eligible represents 20 per cent of the total value of the item in each year . 

b/ The figure shown as non-eligible represents lu per cent of the total value of the item in each year~ 

s.l The figure shown as non-eligible represents 5G per cent of the total value of the item in each year . 

g/ T.he figure shown as non-eligible represents 80 per cent of the total value of the item in each year. 
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ll . The preliminary results showing the value of non-eligible imports of consumer goods 

are summarized in Table 2. Table 2 also gives two additional totals which show the 

imports which resulty first, if food and non- alcoholic beverages were excluded entirely 

from non- eligible imports, and, secondlyy if rice, fishy malt, onions, chillies and 

spices were excluded entirely from non-eligible imports . It can be seen that food 

accounted for roughly 70 per cent of the value of all non- eligible consumer goods 

during the period 1961-67 . 

12. The estimation of non- eligible imports for the purposes of the present paper is 

not intended as im~lying any judgement regarding the import policies pursued: many 

additional factors would have to be taken into account in reaching such a judgenent. 

Neverthelessy the figures throw some light on the course of Ceylon's import policy 1n 

general. Non- elig1ble inports of consumer goods declined from ~28 million in 1961 to 

$17 million in 1967. This reflects the introduction of systematic foreign exchauge 

budgeting and an attempt progress1vely to eliminate non- essentials from the import 

programme. 

Possible use of Slr;:nlementary fi nance 

13 . Table J summar izes the ~~ounts of supplementary finance which Ceylon might have 

received on the basis of the above information for each year of the period 1961-67. 

It is assumed thaty wherever applicable, use would have been made of the Fund's com

pensatory facility. It is also assumed that non- eligible imports would not have been 

financed. The amounts of gross shortfall s requiring finance were therefore reduced 

by the possible use of the Fund's compensatory facility and by the value of non- eligible 

imports . It is not assumed that there was additional scope for the use of reserves or 

for the use of suppliers' credits. On the basis of the projections for exports made 

in 1958 (estimate A), Ceylon might have received a total of $53 million to cover export 

shortfalls in the years 1966 and 1967 . On the basis of the projections made in 1961 

(estimate B), Ceylo11 would have received a total of $161 million, covering shortfalls 

in each year of the period 1963-67. 
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Possible need for supplementary finance, 1961- 67 

(million US$) 

r-- . 
1966 l· 1967 

------·- ... 1 --- --· 

1961 I 1962 1.221 1 

(l) 

(2) 

(3) 

Shortfall from 
projected exports 

Estimate A 

Estimate B 

Hypothetical ~se of 
IMF compen:satary 
finance 

. r 
; 

! 
I 

Hypothetical, addi tional I 
use of reserves .I 

I 
I 

12 I i 19 

31 25 I ' 49 

6 

I 
4 

2 

33 30 

I 

I 

52 78 

87 112 

20 17 

I (4) Adj~stment for §} 
Non- -eligible lmportsa . I 

I 
( 5) 

Estimate A 

Estimate B 

Amount of suppfefoentary 
finance neededQJ 

Estimate A 

Estimate B 

! 
I 
I 
I 

I 

6 

25 25 

15 

23 

22 

2 

25 

8 

21 

9 

23 

23 

9 

44 

17 

17 

44 
78 

§} These figure s differ f~om the figures f or non-eligible imports shown in Tables 1 
and 2 insofar as they include only those non-eligible imports for which adjustment 
was made. 

£I The amount of supplementary finance needed is arrived at by deducting the adjustment 
for non-eligible imports, the hypothetical additional use of reserves and the 
hypothetical use of IMF compensatory finance from the shortfall from projected 
exports. 
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14. The percentage of gross export shortfalls which would have been financed by the use 

of supplementary finance under the above assumptions is shown in Table 4. Over the 

period 1961-67 , supplementary finance would have covered 33 per cent and 44 per cent 

of export shortfalls for estimates A and B respectively. In the year 1967, for both 

cases, it would have covered more than 50 per cent of shortfalls in export earnings. 

TABLE 4 

Supplementary fi nance as percentage of 
export shortfalls. 1961-67 

(per cent) 

1960- 67 ~961 1 1262 i -1963l ~ 1965 11 1966 ' 1967 1 

L_: __ :_: __ :_:: __ ~: __ : _________ L ___ = __ IL__= __ ~I __ 4_~--L--~-·~ __ 
3_~ ___ 1 __ ~-~~--~-~--~~ ---~----1 
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EXPLANATORY NOTES 

The following-symbols have been used in the tables throughout this document: 

Three dots ( •• ;)indicate that data or other information are not available or 

are not separately repo~tad; a dash (- ) indicates that the amount is nil or negligi ble; 

a slash (/) indicates a fiscal year, e.g. 1965/66 . Use of a hyphen ( - ) between years, 

e . g. 1963- 65 , signifies the full period involved, including the beginning and end years . 

Details and percentages in tables do not necessarily add to totals~ because of 

rounding. 
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l The main objective of this study is to determine, under certain assumptions, the 

nmount of supplementary fin~nce ·which mi5ht have been available to Colombia during 

1962-67, had a scheme for suppleDentary financing been in operation during those years. 

In approaching the problem of how a supplementary financing scheme would have fu_~ctioned 

in the case of Colombia, it was first necessary to obtain estimates of reasonable export 

expectations in the form of export projections for the p<::)riod 1962-67. Shortfalls of 

export earnings from these projections were the bc:sis for calculc:ting the EUD.ount of 

supplementary finance, taking into account possible adjustments in imports, and the use 

of reserves and the n~w Compensatory Fin~ncing Facility. In the following paragraphs, 

tho ,11ethod used in deriving the estimates of the ·possible ·disbursements of supplementary 

finance is described; the data underlying these estimates are found in Table 1 . 

Exports 

2. Reasonable export expectations were defined for the purposes of this shldy as 

projections originally made in 1962 by international agencies, taking into account the . y -
Ten Year Plan of Colombia, and revised by the agencies in 1964 . The series shown in 

Table 1, line ( 1) is thus a composite one. . Line. (.3) of .Table 1 shows the deviations 

of actual exports from the projections used in the study. An eA~ort shortfall was 

experienced in the years 1962, 1963, 1965, 1966 and 1967 . An overage occurred in 1964 . 

The total soortfall over the period amounted to $315 million; the single overage amounted 

to $53 million. 

Use of IlVIF 

3. Colombia made consistent use of tho normal facilities of the Fund during the 1960's 

and received $19 million in compensatory finance in 1967 in connexion with an export 

shortfall at ,:ributed to the 12-month period, l February 1966 to 31 January 1967 . 

Line (4(a)) of Table 1 indicates that during 1962- 67 the Compensatory Financing Facility 

could have provided a total of $25 million to Colombia during 1962- 67, basing potential 

l/ Colombia, Pl~~ general de desarrollo econ6mico y social, 1962 . 
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TABLE l 

Basic data underl~ing estimates of h~pothetical 
use of supElementary finance z 1260- 67 

(million US$) 

Exports (f . o .b . )§/ 
1260 1261 1262 1..2§2. 1.2_§..4_ 1.2.£5. 1266 1221 

(l) Projections ... 523 555 570 600 6ll 623 
(2) Actual exports 500 463 463 474 623 580 525 555 
(3) Deviations from 

projected exports: 
(2) - (l) - 60 - 81 +53 - 20 - 86 - 68 

Use of JNJF 

(4) Compensatory finance 

(a) Hypothetical 
compensatory 
drawing l 19 2 16 7 

(b) Actual compensatory 
drawing sJ 19 

(5) Actual gold and credit 
tranche drawings 
outstanding 65 72 121 108 84 89 104 



- . 

1960 1961 1362 1222 ~ 1965 1966 1967 

Reserves 

( 6) Gold, reserve positions in 
IMF and foreign exchange 178 140 85 87 104 96 77 83 

(7) Annual CJ:ange in ( 6) g/ +37 • +38 +55 -2 -17 +8 +19 -6 

(8 ) Change in net international 
reserves ~ ... +80 +43 +Jl +15 -69 +42 -59 

Imports (c.i.f. ) 

( 9) Actual imports 519 557 540 506 586 454 674 497 

(10) Imports ineligible for 
supplementary finance ... . .. 47 44 40 38 57 51 

(a) As a percentage of 
actual imports ... . .. 9% 9% 7% 8% 8% 10% 

Source: UNCTAD secretariat, based on material supplied by international agencies and national sources, 
and IMF, Jnternational Financial Stati~tis::s, various issues . 

~ Including registered and non-registered exports of a.ll commodities, including crude and fuel oil. 

Q/ (-) = increase. 

s/ The formula used in calcu~ating the amounts of the hypothetical compensatory drawlngs in each 
year attaches a weight of 0.50 to export of the year for which the shortfall is being estimated, 
0 . 25 to the preceding year, and 0 .25 to the second preceding year . 
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compensable shortfalls upon the ll1F norm, that is, a medium-term export trend 

calculated by means of the D1F formula for estimation of a five-year moving average 

(50 per cent weight given to the current year, and 25 per cent to each of the 

two previous years).1/ 

ReservE-s 

4. Colombia's gold and foreign exchang8 reserves were at very low l evels during 

the l960 1 s, a~ounting to l ess than three months1 imports during the entire period. 

In addition, the net international reserve position was particularly adverse. It 

has therefore been assumed for the purpos es of this paper that no usc of r eserves, 

ei ther 11 ovmed r es erves 11 or the "eccond lin011 of reserves, would have been made prior 

to the receipt of supplementary financt::.. 

Imports 

5. Total Colonbian imports show no clear tr-.,nd over tht:: p-:;riod 1960-67. They wero 

sut.j ect to restraints and substantial lib8ralization of inports occurred only once 

eluTing the period, in 1966. Imports av~raged about $540 million per year during the 

1960's, showing almost no ch~~ge over the entire period: average annual imports 

.Jere $531 million during 1960-62, and $542 million during 1965- 67. Colombia's imports 

have thus been a decli!D.ng percentage of GDP during most of the l960 1 s and have boen 

~113.:LntaL;.ed at levels well bt:J ow the peaks reached during the mid 1950 1 s: the average 

level of i~ports during the yGars 1954-56 was $666 million. Their composition has 

become heavily weightGd in favour of intermedj,atG goods, raw materials and capital 

,<5oo::.s: j_r;:.?orts of consumer goods amounted t.o about ll per cent of the total in 1961, 

L·· :; had dE::clined to undor 6 p8r cont by 1968. Color.1bia 1 s manufacturing sc;ctor is 

h~A:tvlly dcper>.dent:. on imported input,s and any cutback in such imports has had a.11. 

advcrs0 effect upon domi:;)stic production and employment. Sharp cutbacks in inports were 

11i1Ce:ct'lk6:1. in 196.:-;, 1965 and 1967, but in each case large increases in imports 

financ'--d by reserve use, short-tarm private capital and official borrowing as well as 

by LDcr~ascs in export procc~ds occurred in tho following year , r efl ecting in large 

?art th8 difficulty of holding iflports down at a l evel inadequate to mc0t domestic 

.' . .c.dus:.rial demand. 

y /'.t present IHF r ~lies upon forecasts of Gxports based upon analysis of the 
co~~odities ln question more than upon rigid applicat ion of th~ formula. In the 
present exercise, however, only thG formula has beun appli ed du~ to the difficulties 
of estimating the impact upon compensable shortfalls of utilizing the for8cast 
me"t.i1od. Tlli.s procedure may have resulted in some understatement of the 
coBpensatory finance available to Color.1bia during the p8riod. 
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6. In dct~rruining the estimate of hypoth~tical supplvmcntary financ e tho main item 

which was s·~ t against any given y Jar 1 s gross shor-e fall 1vas nn -:stirn.at'"' of imports 

which would not have besn ~ligiblo for supplcn~ntary fin2nco . Formulat ion of such 

an estimat0 was based upon an i tem- by-item examination of Colombian inports for tho 

period 1962-67, ~nd~rtak~n by the s ecr etariat in consultation with Colombian 

aut horiti"'s. Throe bc.si c crit<.-ria for d1- signating an i tL.n as non-t:: ligibl ..; cl!l0 rged 

from this analysis: (1) th~ degroe of ~s s cntiality of t hv i t2n , as industrial 

input, or conponent of invcstnent in productive capacity, or as a nGc'-' ssary element 

of consumption, e .g., wheat; (2) whether or not the iten would qualify as part of 

a r equest for financ e directed to an international agency; (J) wh-:;; -cher importers 

of the item. in question traditicmally have had access to other sources of financ e 

which would render unnecessary a r equvst f or official financ e . Thus, a givenitem 

could be an essential input for a sc__ctor of Colombian industry;. but it might not 

nakl; a suffici ent contribution, if any, to '"'xports and the Gxtcrnal debt-servicing 

capaci t y of the country; or) import ers of thv good might hava sufficient channels 

of credit alrc,ady established; or, the impor t of the: good might be gov~rncd by a 

bilateral agreement, involving no f or eign excheng~ cost to Colombia. In any of 

thcs~ cases the item could be dcsignat0d as in8ligiblo for supplementary financ 0 . 

The c., stinates of n')n- <.: ligiblo imports (Table 1, lino (10)) ar c based upon the 

application of tho abJvc crite:ria to individual it c.ItlS i np::>r t._,d '::Jy Colonbia during 

1962-67.ll 

7. Imports not digibh; f or suppl0. t-ntary finance anountc.:d to $46 illllion annually 

on avcrag-::: during the: pc..riod 1962-67. ThvS•- it:..cs aL1ount<.Jd to abou~" 9 p..__r ct:nt of 

total h1ports during -uhc sane period. 

Supplonentary financ..__ 

8. Possibl ~ annual r eceipt of suppl~uc__ntary financ o by Colonbia was 0s-cinated by 

setting the annual sum of non-vligi bl c imports and possibl..__ ust- of th0 IV~ compensatory 

financing facility agains-c th~ gross shortfall. This process is sunmarizcd in Tabl~ 2 

wher e lino (·4) shows th'-' a..1.1ounts of possibl e suppleocnt3.ry financ e that r esulted from 

subtracting non-Gligibl~ imports and possiblv financ e fron the IlVIF Facility from tho 

shortfalls of export oarn:!.ngs from reasonabl.:: c:xpectetions. In the case of 1965 tha 

non-eligi bl e imports wt.orc gr .;:;ator t han th"' shortfall and it night be presumed that no 

1/ Th~ list was oased upon a four and five-digit br eakdown of t hu Standard 
Internationel Trade Classification t-Rovisvd, (rJnited Nations publication, 
Sales No. : 61. XVII. 6) . · 
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supplementary financ e would have be~n forthconing in such a case. However, i~ports . 

in 1965 wer8 at the lowest l evel r ocordod during t he entire p6riod 1960-67, about 

16 por cont btlow av~rage. Following the sever o limitation of imports in 1965, 

imports in 1966 r eachod th8ir high~st point of th~ 1960's only to fall back t o a 

figur e: about 8 per cent below averagE- in 1967 . For t h8s0 r e-asons, in estimating 

the amount of suppl0nentary financ~ needed by Colonbia in 1965, no adj ustment has 

been nad~ fo~ ineligible imports. Had supplvn~ntary financ8 bc~n available during 

1965-67 so~e of tho fluctuations in i mports during thes~ t hree years night have 

been avoid~.:;d . . 

9. Total supplementary financ e during thE, period 1962-67 for which Colombia would 

have been ~ligible on the abov0 assumptions is ost imatad at $91 Dillion, about 29 

p0r cent of the total gross shortfall during the period. As a perc entage of annual _ 

~xport shortfalls possible supplementary financ e would have ranged from 15 per cent 

(1966 and 1967) to 100 per cent (1965) . s~e Tabl e 2, lines (4) and (4(a)). 
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TABLE 2 

Determination of hypothetical use of SUEElomentary 
financGz 1962-67 

(million US ~) Total 

1962 1963 1964 1965 1966 1967 1962-67 

(l) Gross export shortfall 60 81 20 86 68 

(2) Hypothetical use of IHF 
compensatory finance 2 16 7 

(3) Hypothetical usc of r es erv8s 

(4) Adjustment for imports not 
cons~dered eligiblG for §/ supplementary ~inance 47 44 - 57 51 

( 5) Amount of supplementary 
financ e needed £1 13 35 20 13 10 

(6) Supplem~ntary finance 
as por C5nt of gross 
export shortfall 22% 43% 100% 15% 15% 

Source: Table 1. 

s/ No allowance has bo~n mad~ for ineligible ~ports f or t he r easons indicated 
in paragraph 8. 

!2/ Arrived at by deducting fron the gross ;;xport shortfall: hypothetical 
use of ll1F compensatory financing facility, th5 hypothetical us6 of reserves 
and adjustment for imports considered not eligible for supplementary financ e. 

315 

25 

199 

91 

29% 
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EXPLANATORY NOTES 

Th8 fo l lo-v1irj.g syrr.::Jols hae been used in the t ables throughout t his document: 

Three dots ( •• a) indicate that dat a or ot her information are not available 

or are ~ot sFJpa-rc:.tely r-eported; a dash (- ) indicates that the amount is nil or 

nerzlj ,:) tJ.e; a ~b.rh (/) ir!.dlcates a fiscal year , e .g. 1965/66. Use of a hyphen (-) 

bot\.,3E'. ' : --1:32'-"3, e.;_; , :;.9;}- G5 , s:i.gnif:.es the full period involved, including the 

b~ t ails ar~d pe-r tJentages i n tables do not necessarily add to totals, because 

'J-:~8 L.:;lJ .o·..ri.n.g ;;1:ibr·evi ations ha.ve been used in the text and tables: 

G::G"i" C•)In.pel1S:ltory Fim.ncing Facility of t he International 
Mor.ctrn ... y Fund 

N;.' - Ne-w Cedl.s (Ghana 1 s currency unit) 

OAU -· Orgar"izati on for African Unity 

SYH -- Supplcmenta.ry financial measures 
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1. This case study is aimed almost exclusively at estimating the consequences to 

Ghana on the one hand, and to a poesibleSFM scheme on the other, of the rather dramatic 

events in the world cocoa market which occurred between the years 196o and 1967. No 

analysis has been made of possible shortfalls o:;.· overages G.rising from Ghana 1 s exports 

of products other than cocoa, in order to isolate the effects of what appears to be a 

.classic case of a probable disappointment of reQsonable expectations due to an 

unexpectedly rapid increase in world production of a commodity whose p:dce-elastici ty 

of demand is less than unity (the consensus of estimates is around 0.4). Ghana is 

responsible for as much as 30 per cent of world production of cocoa, and in 196o cocoa 

beans and products were responsible for over 6o per cent of the value of national 

exports. 

2. Before 1960, that is over the period 1950-59, world production of cocoa appeared 

to have been rising along a trend line representing a growth-rate of a little under 2 

per cent per annum. A n~~ber of studies have been made of the demand for cocoa (which 

is represented by figures for world grindings of beans, see Annex A) and these, 

considered as a whole, strongly suggest that the -...rorld average price-elasticity of 

demand is about 0.4, meaning that a 10 per cent fall in price would lead to a 4 per 

cent increase in consumption, other things being equal (when the principle is applied 

to large price changes, we say that the logarithm of an index number of demand, using 

a given base year, will equal -0.4 times the log of the corresponding index number of 

price, using the same base year, assuming that in th€ base year demand \-Tas, in fact, at 

the level expected by the underlying denand CUQ~e). In addition, they suggest an 

underlying growth rate of 3 per cent per annum implying that if prices \vere constant, 

demand would nevertheless grow at this rate due to rising world population, income and 

demand in the other countries. We found, however, that the actual trend of 

consumption during the period 1950-59 can only be explained satisfactorily, given the 

assumption of a 0.4 price elasticity, if the underlying gro-...~h rate is estimated at 

3.5 per cent per annum. 

3. It follows that any reasonable estimate of the trends of supply, demand and 

prices of cocoa !made at or just after the turn of the decade, would probably have 

accepted the hypothesis that demand was growing at a faster rate than supply, to the 

extent of about 1. 7 5 per cent a yeo.:r. To bring about equilibrium (assuming for the 
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sake of argument that the whole adjustment must fall on consun~tion) prices would have 
to 1~se by 1.75/0.4 per cent per ruLDum namely 4.25 per cent per annum. With production 

rising at 1.75 per cent per annum this would have meant that the value of production, ani 

hence, as a first appro:x:i..matior>, ,,,....,.,l.d export Pa:rnings; vould be rising at 6 per cent per 

a...nnum. In fact, subject to some rather severe disturbances in the middle of the pericxi, 

a trend line incorporating a 6 per C~!Jt grqi..rth rate does explain the historical develop

ment of the value of •..rorld grindingJ! quite well. 

4. In 1959 world production corresponded closely to its trend liile, world consumption 

fitted vlell with the demand equation, and the value of world grindings corresponded to 
the theoretical level suggested by the preceding argument. But in 1960 uorld production, 
instead of rising 2 per cent, rose by 20 per cent, and there was a further substantial 
increase the following year. Since that time the trend line of world production appears 
to have experienced a constant displacement equivalent to a permanent addition of almost 
one-third to the world supply of cocoa. Since the price-elasticity of demand is 
substantially less than on~ such an event must imply that any prediction of earnings for 
the present decade, based on the apparent trends of the previous decade, \Jould represent 
a very substantial over-estimate. This woQld therefore have been an obvious case for 
the creation of shortfalls from reasonable expectations of earnings in ~~e type of 
supplementary financing scheme described in the '\rlorld Bank staff repori#. Of course, 
some of the increase in ~~pply, which was apparently caused to a considerable eA~ent by 

improvements in agricultural techniqu8s, might have been anticipated, but:itis clear 

that neither the scale nor the consequences of the occurrence r..,rere, or in all probability 
could reasonably be expected to have been, foreseen. It must be accepted, however, that 

in the presence of the information necessary for greater foresight, and in the knowledge 
of the relevant elasticities, the discovery that nreasonable 11 expectations Here more 

glooWJ would have suggested remedial measures different from those implied in the concept 
of supplement~~ financing. 

5. In the presence of an SFM scheme operating from the late 1950 1s through the 
following decade, the actual development of shortfalls uould have been much affected by 
the ti!iling of the agreed plruming periods. For planning periods beginning late enough 
for the ne1rr structure of the world cocoa economy to have been fully apprEJciated, it is 
uru1eccss~~ to make elaborate calculations to demonstrate that shortfalls would 
have been small . In the event of a -planning period beginning in 

------~---------------------------------·--~------------------------------------------
]./ 

11The value of world grindings" is dafined as the quantity of vJOrld. grindings :multi-
pli ed by the average unit value of i<rorld exports of cocoa beans and products, this 
being the fairest available representation of the relevant concept of earnings taking 
one year 1rith another and avoiding distortions due to the sharper novement of quoted 
prices as compared to prices in actual trade. For further discussion see Annex A. 

?/ IBRD, EUE_E.lementa!:Y: Financial J.Vleasures, 1965 (TD/B/43) 
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1962, Hhen lmowledge of the increase in production in 1961 and 1962 might have been 

available, it would obviousl y have been difficult to agree on reasonable expectations 

1.Jithout later evidence to indicate whether or not the increased output seemed to be 

permanent . For these reasons it seemed inevitable, for the purposee of this case 

study, to assume that even ·in the case of a planning period beginning as late as 1962, 

.the agreed figures for reasonable expectations vJOuld have been based on data terminating 

in 1959. For planning periods beginning 1963 or after, hovJever, it is reasonable to 

suppose that expectations \rould have been revised . For ill ustrative purposes results 

have been computed for three planning periods, namely, 19{:JJ-64, inclusive (Period A) ; 

1962- 66 inClusive (Period B); and 1963-67 inclusive (Period C). The estimates of 

shortfalls for Periods A and C are exclusively based on data of the period 1950- 59 but 

the estimate for Period C attempts to take account of revised expectations in the 

mruL~er described at the end of Annex A. 

6. The logical starting point is a projection of reasonable expectation of the value 

of Horld production and consumption of cocoa , through the period, on the assumption 

that tak:i.."'lg one year with another, the world trd.de price finds the level required to 

equilibrate supply and demand, all the adjustment assumedly being placed, in fact on 

dem&!d (in other words, the elasticity of supply in the absence of information, is 

assumed to be zero; it can be shovm that as regards earnings alternative reasonable 

assumptions I·JOuld not greatly affect our results). As already indicated, these esti-

mates in fact implied a growth rate (in the value of world consumption) of 6 per cent 

per cumum from 1959 omJaJ.•ds, and it Has assumed that this Has the appropriate figure, 

also, for the predicted growth rate of vrorld export earnings. 

7. ~ve then ·considered hmv reasonable expectations as to uorld earnings night have 

been transle.ted into reasonable expectations for Ghana; we noticed there is a 

tendency for changes in ltTO:O.'ld production to be COrrelated, in the same di:rection, '\fl th 

changes in Ghana 1 s share, as \·JOuld be expected from the fact that Ghana is both 

responsible for a large proportlon of 1vorld production and has been experiencing the 

most rapid changes in productivity. In the period 1950-59, however, this trend vias 

fairly modest, and 1;1e assumed that in consequence only a modest allo1-ranco uould in 

fact he.ve been accepted . One reason, of course, vrhy it is reasonable to assume that 

Ghana 1 s share ~mcld have been expected to rise only slov1ly, is that, for the reasons 

already explained, vie are assuming that world production would have been expected to 

rise only slo't-Tly. In -t.he event, of course, the unexpectedly large rise in 11101~1d 

production uas strongly associated witt production developments in Ghana itself, and 
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was consequently also associated 1.-Ji th a substantially large increase in Ghana t s share. 

This additional 11unexpected 11 development is taken into acco1L11.t, of course, in estimating 

the shortfall, 1.rhich would othe!",Jise have been considerably larger. It is an 

11rmexpecteC. 11 factor, vrorking in a :avoUl~aolG direction necesscu~ily arising from 

the logic of the circumstances. 

8. The reasonable eA~ectations of Ghana's ea1~ngs from cocoa thus calculated, 

-vrere expressed in index number form, 1959 ::: 10<.1. They were compared v.ri th a 

corresponding index number for Ghana's actual cocoa earnings, f .o. b ., and the 

difference in the two numbers, each year, was applied to the value of earnings 

(in $ million) in 1959 to obtain the estimatGd shortfall or overage for the year in 

question . The shortfall >Jas then cUJ!IUlated. over the planning period. 

9. It vras then assuraed that the total amorn1t Ghana could have asked from the scheme, 

over the period, was the cumulative shortfall, _less: 

(1) An estimate of the extent to which, during the years of shortfall , 

Ghana 1 s imports could have been compressed 1il thout disruption to 

development . 

(2) An estimate of the amount by vn1ich reserves might have been redu~ed, 

as between 1 January at the beginning of a year of shortfall and 

31 December of the same year . 

(3) An estimate of the maximum amount 1-.rhich could have been claimed 

fl~om the U'!F CompensatoiJ~ Financing Facility, taking account of 

the th~retical yearly shortfalls, and of the limitations of 

: dr&.win~::J to a maximum proportion of IMF quota in any one year and 

of the restriction on maxi.mu.m claims to t\.JO years in succession. 
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10. The estimate of shortfalls was derived from a survey of previous econometric 

studies of demand carried out under the supervision of Dr. R.L. Marris of King's 

College, Cambridge. This survey however is not necessarily required to support 

the present estimates because, as already indicated (see also Annex A) the assumed 

demand and supply equations do in fact well explain not only the data of 1950-59 
but also the actual res1.dts for 1960-67. More precisely J we find that the 

equations which well explain consumption in 1950-59 also provide a good explanation 

of subsequent events, taking account of the unexpected increase in supply. In 

other words, statistically speaking, we need little expl.a.nation of the estimated 

shortfalls beyond a single, supposedly unexpected event, namely the jump in supply: 

the demand equations therefore appear to have been structurally stable through 

1960-67, although estimated from data of 1950-59. 

ll. The estimates of import C..QllD2..z:§"'sibility were based on a detailed investigation 

by Dr. R.T.F. King of Queen's College, Cambridge, who has collaborated with Dr. 

Marris in this study. Dr. King visited Ghana and discussed the problems with 

government officials and economists, and arrived at his estimates after applying 

tho information thus obtained to a detailed study of Ghana import statistics. His 

firm results essentially relate to the years 1964-67; it was not thought feasible 

to try to carry the detailed method back too far in time, but it has been possible 

to use the results as a base for approxim&te estimates of a reasonable minirn1m level 

of imports for the earlier years. Dr. King 1 s detailed analysis is provided in 

Annex B, and summarized le.ter be:.ow. 

12. The estimate of reserve usage was necessarily somewhat arbitrary, since the 

criteria for reasonable minimum levels of reserve for different types of economies 

have not yet been established. Furthermore, it is difficult to assess the 

hypothetical availability of reserves at ru1y given year in the historical scenario, 

without making detailed, year-by-year assumptions concerning the actual course of 

all relevant previous events, including inter alia the availability of supplementary 

finance. Instead, as already indicated, we note the reserves at the beginning of 

the period and suggest a possible figure for the cumulative run down. This means, 

of course, that in the case of the assumption under Period B, the initial reserves 

are those outstanding at 1 January 1962, not 1 January 1960. Ghana, at the end 
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of 1959, had very substantial reserves representing more than one year's normal 

imports; by l962 -th0se had already been considerably reduced and by a greater amount 

than can be explained by 'the absence of supplementary finance to meet the estimated 

shortfalls in 1960 and 1961. But the circumstances of this reduction have been 

treated as irrelevant, and the historical figure at the beginning of Period B is 

automatically accepted as the working basis for this period. 

13. We assume that for a primary producing country such as Ghana, heavily 

specialized in the production of a commodity whose low short-term elasticities of 

supply and demand necessarily create (in the absence of an International Cocoa 

Agreement) very sharp s\dngs in world prices, the minimum level of reserves is at 

least the figure of three months' normal imports which is sometimes quoted as 

feasible for countries with more stable international trade structures. Readers 

who would prefer alternative assumptions about minimum reserve levels, etc. could 

adjust the subsequent conclusions accordingly. For further details see Annex C. 

14. The possible finance from the IMF compensatory financing scheme was estimated 

by first computing the yearly shortfalls of Ghana's actual total exports against 

the yearly norm computed from the IMF formula (which is a weighted average of the 

current and recent results) • We then took account of the maximum permissible 

drawings and estimated actual potential drawings accordingly. No allowance has 

been made for the problem of re-payment, e.g. on the estimated hypothetical reserves. 

Details are also given in Annex C. 

II. COMPRESSIBILITY OF D~PORTS 

15. Before presenting the conclusions, it is desirable to summarize the detailed 

findings of Dr. King presented in Annex B. 

16. He found that after 1962 imports of finished consumer goods declined substantially 

as a proportion of Ghana's total imports and that there was a marked rise in the 

share of raw materials and intermediate goods and especially in that of intermediate 

goods for mining and manufacturing. The volume of consumer goods imports, in fact, 

declined not only relatively but absolutely. More generally, although the real GNP 

of Ghana was rising briskly, and increased by about 20 per cent between the two years 

1960 and 1961, there was no underlying upward trend in the volume of total imports, 

because of this import substitution. The extent of the substitution can be seen in 

two ways. First, the national accounts show that expenditure on imported consumer 
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goods at current prices has declined very markedJ.y indeed as a proportion of total · 

consumption expenditure in current prices. Second, there is a smal;l.er but still 

considerable decline in the corresponding proportion at constant prices (domestic 

prices having risen faster than J.Jnport prices)~ 

17. It was clear that the absolute and relative decline j.n consumer imports was 

the result of the development strategy rather than of bala.nce-of- pa;;rm.ents constraints. 

The figures do suggest~ however, that in 1965, total iillports were markedly out of 

step ·with this underly:ir..g tendency, and in this year there seems to have been at . 

least a prima facie case for some compressibility. There is however the difficulty 

that part of the large quantity of imports which came into Ghana in 1965 in 

connex.ion with the OAU meetings were almost certainly not consumed until l ater years, 

and this may partly explain the relatively lm-1 imports of, e.g . 1967, and needs to 

be taken into account in the over-all assessment. 

18. Dr. King asks how much imports could have been compressed in 1965 without 

indiscriminate slashing leading to direct or indirect (e.g. through inflation) 

disruption of development. He first ~ssumes that food imports (other than drink and 

tobacco) could not have been cut, in order to avoid inflationary rises in food prices . 

The volume of food imports in 1965, was, as a matter of fact, substantially lower 
... 

than at the beginning of the period. Non- food consumer goods imports in 1965 were, 

however, a significantly higher proportion of non- food consumption expenditure than 

in 1964, in which latter year there was no strong reaBon to suppose that the pro

portion was abnormally low. He therefore suggests that perhaps the Agency might 

have insisted that 1965 non-food imports should be .reduced to the same proportion 

of non- food consumption expenditure in 1965 as the corresponding figure for 1964. 

He assumes that this result is in fact achieved without an increase in expenditure on 

home-produced goods, and calculates accordingly. The result is a compression equi

valent to a saving of $37 million i.n consumer goods imports. This figure is then used 

as a starting point for a detailed examination of the commodity break down of consumer 

goods imports, noting items which are either of an intrinsically rather inessential 

character or which have increased unusually rapidly, and is found to be consistent 

t-rith a reasonable patt.ern of actual reductions of individual items. (Much of the 
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information for this part of the exercise was, of course, based on the work done in 

Ghan~e) Finally, he notes that there had also been a rather large increase in 

imports of b11i J ding materials connected with a public works programme which might 

not have been accepted as fully essential to development, and suggests that these 

imports could have been reduced by $13 million (for further details see Annex B) • 

Consequently, it appears that taking 1965 in isolation there could have been room 

for a total compression of imports amounting to about $50 million. 

19. Dr. King points out, however, that there is no sign of compressible imports 

in 1966 and 1967. Both were years when imports were in fact severely restricted 

and consumer goods imports were well below 1965 levels. In reaching this conclusion 

he takes account of the fact that not all the restrictions were effective; for 

example imports of private cars continued in 1966 at about the previous rate despite 

the fact that all applications for foreign exchange for this purpose were being 

refused. Early in 1967 the IBRD and the Ghanaian Government carried out an exercise 

to determine the minimum imports to maintain the development programme. They 

envisaged maintenance of food and medical imports but severe cuts in other consumer 

goods imports. Actual imports in 1967, however, were lower than the minimum thus 

estimated. Imports of investment goods as well as investment itself fell sub

stantially, and it seems reasonable to suggest that development was potentially 

disrupted. For this reason, we have been forced to assume "no compressibility" in 

1966 and 1967. 

20. In 1965 Ghana's actual imports were $460 million, and we take a figure of 

$400 million as the reasonable minimum for the centre of the period 1963-65, and 

since this estimate is based on Dr. King's detailed investigation, it is used as a 

base for less detailed estimates for earlier and later years, taking account of his 

findings relating to 1966 and 1967. 

21. The figures for the reasonable minimum in each year were then compared with 

actual imports, and the latter were found in excess of the former in the years 1960, 

1961, 1963 as well as, of course, 1965. In 1962 the two figures were the same 

and in 1964, 1966 and 1967, there were significant negative differences indicating 

that there was no scope for ·further compressibility in these three years. For 

reasons given in Annex B, the same assumption was made for 1963, despite the fact 

that actual imports in that year exceeded the reasonable minimum level. For details 

and results, see Annex B. 
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III. ESTIMATED CLAIMS FOR SUPPL»rENTARY FINANCE 

22. Details of the calculations of export shortfaJJ.s are given in Annex A. 

23. The total effect of the previous assumptions and calculations can be gathered 

together to form rough estimates of the possible demands which Ghana might have made, 

after the adjustments (but before of course taking account of any other adjustments, 

such as shortage of funds in the :Agency) totalled over the full length of each period. 

As there were no "negative" shortfalls, the treatment of overages does not came into 
. l;' - -

question.~ _ 

Period A (1960-64 inclusive) ·$million 

cUmulative shortfall 200 

~ 
Import compression 

Reserve use 

IMF -CFF 

JL44 
34 

Demand on srn W()uld therefore have been. $ 22 million over .five years 

Period B (l962-66) 

Cumulative shortfall 

Import compression 

Reserve use 

IMF OFF 

390 

50 

lOO 

42 
Demand on SFM would therefore have been $ 198 million over .five years 

P.eriod C . 0.963-67) . 
Cumulative shortfall 

Import compression 

Reserve use 

IMF OFF 

70 

40 

8 

Demand on SFM would therefore have been $ 22 million over five years 

~/ For details see Table 1. 
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TABLE l 

H othetical financial assistance 

Period A 

1960 1961 1962 19[3 1964 
1. Gross export shortfall 20 24 4o 54 62 

2. Adjt~tment for compressible imports 

3. Hypothetical use of reserves 20 24 26 34 4o 

4. Hypothetical use of IME' compensatory 
financing facility 14 20 

5, Amount of supplementary finance needed~ 22 

6. Supplementary finance as per cen t of gross 
export shortfall 35 

Period B (1962-1966) 
1962 1963 1964 1965 1966 -

1. Gross export shortfall 4o 54 62 82 152 
2. Adjustment for compressible impor~s . 50 

3- Hypothetical use of reserves 26 34 40 

4. Hypothetical use of IMF compensatory 
financing facility 14 20 8 

5. Amount of supplementary finance needed.§/ 22 32 144 

6. Supplementary finance as per cent of gross 
export shortfall 35 4o 95 

·Period C (1963-67) 
1963 1964 1965 1966 1967 

1. Gross export shortfall 4o 30 
2. Adjustment for compressible imports ~ 
3. Hypothetical use of reserves 

4. Hypothetical use of IMF compensatory 
finan~ing facility 20 8 

5. Amount of supplementary finance needed 22 

6. Supplementary finance as per cent of gross 
export shortfall sf 73 

~ Arrived at by deducting from the gross export shortfall : compressible impor t s , 
hypothetical use of reserves and hypothetical use of IMF compensatory financing 
facility . 

£1 Total compressible imports amounted to $50 million in 1965. However , since the 
gross export shortfall for that year in period C was only $40 million, this 
latter figure was used as a measure of adjustment for compr ess ible imports . 



TD/B/C.3/AC.3/28/Add.3 
page ll · 

ANNEX A . 

Methods of estimating shortfalls 

Sources and nature of data -

. _ The data relating to world cocoa production, consumption and trade were 

derived ,from Gill and Duffus, Cocoa Market Reports, FAO, Cocoa Statistics, 

. ·. Commodity Review and . Commodity Reports, and Ghana Government, Economic Surveys. 

..:. ,. : . 

The last named were a particularly helpful -source of comprehensive and continuous 

information over the relevant periods. 

The following aggregates were employed: 

World. production (W) 

The quantity of cocoa beans produced in the world. 

World .grindings or nconsumption11 (G) 

. ... . ' . . The quantity of beans ground into cocoa powder • 

• . vJorld unit value or 11 Price" (P) 

The f.o.b. value of world exports of beans divided by the 

corresponding quantity. 

· ...... Value of· world grindings (V) 

World grindings multiplied by world unit value. 

Crop, yeg 

The crop year 1969 is the period from 1 October 1968 to 

JO September 1969. 

~ - -s.·· World unit value was taken as the measure of price, in preference to market 

price .. quotations, because the .significance of individual quotations cannot be 

asses$ed without knowing the corresponding quantities of transactions and the 

balance between spot and forward transactions. World unit value, by cont~ast, 

represents the actual average value of beans exported to consuming countries, and 

is not, in the present case, seriously affected by changes in the quality 

composition of the aggregate concerned. An annual index of world unit value is 

highly correlated with an index of price quotations, but is subject to a distributed 

lag and is generally less volatile. 

It might have been expected that, having decided to employ unit value as a 

measure of price, the quantity of world exports would have been taken as the 

corresponding measure of volume. Grindings were preferred, however, because nearer 
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to a concept of consumption or quantity demanded. It follows that the value of 

nworld grindings" is not directly observable. Dimensional problems are avoided 

by undertaking all analysis on data and index-number form only. The value of 

world grindings, thus defined, deviates from the value of world exports ip 

individual years, but the two series are well correlated and do not deviate in 

the lo:o.g run. The cause of the deviations is, of course, changes in stocks of 
" f#· • • .,. ~ .• : • 

beans held in consumer countries and, to a lesser extent, disproportion~te q~es 
_ ..... .:-~- ... ::-·...,-: '~ •••• _ !'[-" ~-·· 

in. oon~wn.ption in exporting countries. 

The need for an independent measure of quantity demanded arises from the fact 

that actual cocoa earnings in any given year are affected not only by the 

fundamental forces of supply and demand but also by market expectations and 

adjustment lags causing changes in stocks. The concept of "reasonable expectation11 

of future earnings must evidently be based on an assumption of equilibrium, both 

short-run and long-run; .quantity demanded must be assumed equal to quantity supplied 

and stocks not to be tending to change (unless, of course a commodity .agreement 

is expected to be in operation). No other assumption woul~provide a feasibl~ 

basis for planning projections because any assumption of disequilibrium must 

involve the projection of a complex process in which an initial disequilibrium 

creates certain expectations, which in turn create a chain of events in stocks, 

prices and consumption, etc. leading again to changed expectations, and so on. 

In short, the price assumed in the projections can only be the price which would 

be expected to clear the market, given the estimated demand and supply equations. 

The- latter, however, must be estimated from past data in which actual disequilibrium 

states ·are -also-partly reflected. In order to avoid biased estimates it is 

therefore ·essential to be able to distinguish historical statistics of "demand" 

(g:t:indings) fromthose of "supply" (production). 



Basic series 

AhNEX TABLE 1 

Indc>r m.w~ers of world y::-oduction, 
££:Pll1;mptj~d vp.lues of co~, 

12,?0-67_lli,62 _=_1QQ) 

,--l-···----·---World vJurJ d World 
pro(~)tion ! gri(.~)ngs unit value 

(3) 
~ --· · · " -· -·>~~-- -·--~-

1950 67 69 100 
I 

1<)51 71 I 
69 122 

1952 57 ::;9 145 

1953 70 65 145 

1954 67 65 222 

1955 71 65 180 

1956 75 71. 127 

1957 ' 80 En 125 

1958 68 75 183 

1959 80 78 161 

1960 92 75 132 

1961 lOt, 92 105 

1962 100 100 100 

1963 103 10.:) 107 

1964 107 107 111 

1965 133 120 85 

19S6 107 J25 91 

1967 119 125 114 
I 

----~~ - ·-· ... ~-__.... ____ _ _. ____ _ 

TD/B/C.J/AC.J/28/Add.3 
page 13 

Value of 
world ~indings 

4) 

69 

84 
86 

94 

144 

117 

94 
102 

137 

126 

99 

96 
100 

110 

109 

102 

113 

142 

!.'1.2!-.~: 'I'he first two co1-:.rrn.nF relate to crop-years, the third 
column t o cc..:.Le r::.6a.r ye'3.!.'s and the final column represents 
the prouuct of "the ~ecund and third. 



TD/B/C.3/AC.3/28/Add.3 
page 14 

Basic methods 

As already indicated, the 'casic mGthod of estmating reasonable expectations 

of Ghana 1 s cocoa. earnings, J Cf-J0-67, from oat a relating to 1950-59, involved the 

following steps: 

(i) On the assumption that the elasticity of supply with respect of 

price j.s zero Y estimate supply as a ftmction of time only, by 

fitting a least·-Sq'.laras regression line to world production, 

1950-59 (ten years) of the form, 

Loo· \AI = a + bT (1) 
0 t 

- where T signifies -~ ::-.c in years from a convenient base. 

(ii) By reg-ression a:alysis estimate the following equation for 

grindings, 1950-59, 
Log Gt = a' ·- e. Log Pt + cT (2) 

· subject to the constraint that e = 0.4 (that is to say we 

find those values of a and c which, with the giv~n value of e, 

minimize thG mean squ~e deviation of actual from predicted 

vc:...lues of Gt), 

(iii) Equations (1) ~~n (2) c~ be co~bincd to find the price at 

which Gt will equal Wt for any value of T. Unless b equals c 

this price 1t1ill display a trend over tir::a represented by 

( c-b) / e and ·the value of gr:L"lilings ( L e. the product Gt and P t) 

will display a..P.. underlying trend represented by b + the trend 

of price. More pr~c::...sely, tne underlying trend of Vt is a constant 

exponential growth rat.e of v per cent per a.rmuru defined as 

v = (100) (b + c-b) (3) 
'-' 

- Hhen using n::'.:..J.ral loga_-ri tl:'>.ms o 

(iv) Esti!r..atc thG expGcted trend of Ghan:t's share in world cocoa 

production by inspection of data 1950-59 to find evidence of 

ascociation between first differences in Ghana's share and 

first differences in world production. 

( v) Est:: '::late reasm1a.ble expectations of Ghana's cocoa export 

e~~nings 1960-67, on the assumption that they grow from a 

suitable base (see below) at the rate v, adjusted for the 



Basic series 

"1- .... ~ u_..,__ ·, 

,....,......,...~_j 
1950 

1951 

1952 

1953 

1954 

1955 

1956 

1957 

1958 

1959 

1960 

1961 

1962 

1963 

1954 

1965 

l9U, 

1967 
~~---

Wor1ci. 

AHNEX TABLE 1 

I11g:-Y. ,_:Y,..:lfll'Jers of wo:;:-1 d produc,iion, 
£2l:..£.lll_1112!js>.!l . .W . ..Ya1u~s of cocoa, 

ill0-6L.lli62 = 100) 

._,...___ ,_ . ___ 
Wor·J.d World 

production gi'i:c.dings unit value 
(1) (2) (3) ... ··~-~··-r---·--- ... --· 
67 i 69 100 

I 

7J. 69 122 

57 59 145 

70 65 145 
67 65 222 

71 65 180 

75 71: .. 127 

80 81 125 

68 75 183 

80 78 161 

92 .., ~ 

(') 132 

10,4. 92 105 

100 100 100 

103 103 107 

107 10'/ 111 

133 120 85 

107 125 91 

ll9 l ,.... '" .. .:..) 114 
i 

-·--·-··~--·-'--·---···-~-- ..... -·· 
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Value of 
world grindings 

(4) 

69 

84 
86 

94 

144 

117 

94 
102 

137 

126 

99 

96 
100 

110 

109 

102 

113 

142 

Net~; The first two colum ... 113 relate to crop-years, the third 
column t o calendar years and the final column represents 
the product of the second and third. 
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Basic r,lethods 

As already indicated, the basic I!\3thod of estitl.ating reasonable expectations 

of Ghana's cocoa earnings, 1960-67, fron data relating to 1950-59, involved the 

following steps: 

(i) On the assumption that the elasticity of supply -vrith respect of 

price is zero,. estj_mate supply as a function of time only, by 

fitting a least-squares regression line to world production, 

~950-59 (ten ;y-ears) of the form, 

Log \.It = a + bT 

- where T signifies ·;:,:..:-.o in yee:rs from a convenient base. 

(ii) By regression a.!'.s.lysis estimate the following equation for 

grindings, 1950--59, 

(1) 

Log Gt = a' -- c. Log Pt + cT (2) 

-subject to the constraint that e = 0.4 (that is to say we 

find those valu'3s of a and c which, with the ~ value of e, 

minimize the mean square deviation of actual from predicted 

Ve~lues of c-.
1
). 

(iii) Equations (l) ~d (2) can be co:ubined to find the price at 

which Gt will equal Wt for any value of T. Unless b equals c 

this p~ice will display a trend O'Ter tin:e represented by 

(c--b)/e and the value of gr:;:_,:J.L:ings (i.e. the product Gt and Pt) 

Hill d.is:rlay an under}.ying trend represented by b + the trend 

of price. More preci~ely, tna underlying trend of Vt is a constant 

exponential growth rate of ~r per cent per annum defined as 

v = (100) (b + c-b) 
e 

- when using nc .~ ..xal 1oga.ritbrns. 

(iv) Estjmate the expected trend of Ghana's share in world cocoa 

production by inspection of data 1950-59 to find evidence of 

· · · · ·· ·as:::.oc·iation between first differences in Ghana 1 s share and 

first differences in world production. 

( v) Est~g,te reasonc:;.bl-e expectations of Gha.."'la 1 s cocoa export 

ea~nings 1960-67, on the assumption that they grow from a 

suitable base (soe below) at the rate v, adjusted for the 

(3) 



TD/B/C.3/AC.3/28/Add.3 
page 15 

expected change in Ghana's share, derived from step (iv), 

which would be associated with the growth rate of production, b. 

(vi) Compare actual Ghana cocoa earnings, 1960-67, with reasonable 

expectations, year by year, to obtain the estimated shortfalls. 

The analysis below follows these steps and also attempts to estimate the 

extent to which the events of 1960-67, and the estimated shortfalls, can be 

explained by the hypothesis of a permanent shift in the supply curve occurring 

after 1959. 

~plication qf methods 

(i) ~Fld ~ro~~tion trend 

The least-squares line of best fit on the data of 1950 through 1959 (not 

including 1960), using logs to the base 10 was 

Log Wt = 1.89 + 0.0075 

- where T is measured from 1960 and where the base of 
the index of world production is also changed to 1960. 

The coefficient 0.0075 using logs to base 10, implies a growth rate of 1.75 per 

cent per annum~ 

The same methods and definitions applied to the data 1960-68 yield an 

intercept of 1.99 (of 1.89) and a coefficient of O.lO.implying a growth -rate of 

2.25 per cent per annum. Although the difference between the two trend estimates 

might seem significant economically, it is not, with this number of observations, 

significant statistically. Consequently we have no cause for rejecting the 

hypothesis that the underlying rate of growth had not changed. The change in the 

intercept , by contrast, is highly significant. If the trend coefficient is held 

to 0.0075, the line of best fit on the data 1960-68 has an intercept of 2.00, and 

the difference between this figure and the figure 1.89 represents our estimate of 

the proportionate permanent increase in world supply after 1960. Anti- log 0.11, 

to the base 10, gives the rr~ber 1.28, indicating a permanent shift of 28 per 

cent of all quantities predicted by equation (4). 
(ii) World demand 

The assumed world price-elasticity (i.e. the constrained value of e) was 

taken as 0.4, derived from a variety of previous studies and especially those of 

the FAO. The figure represents a weighted average of the following: United 
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Kingdom and United States 0.35, other Western Europe, 0.47; other developed 

market economies, 0.45; Japan, 1.0; developing market economies, 0.6; centrally 

planned ~conomies, 0.0 (where it was assumed that demand was governed by trade 

planning policy, independent of price). 

Using logs to base 10, the coefficient c, estimated by the methods described 

above, was 0.015, representing a trend growth rate of 3.5 per cent per annum. If 

income elasticities established by previous studies for the several groups of 

economies referred to above are applied to the corresponding growth rate of income 

per capita for the period, the result, combined with the effect of population 

growth, is an estimated trend of the same magnitude, but 0.25 to 0.5 per cent 

per annum lower. This comparison provides helpful confirmation of the validity of 

our method; it was necessary to employ t he trend estimated from the actual data, 

however, in order to preserve statistical consistency. This does mean that we 

would have been assuming, in effect, that the trend of world income and population 

in the 1960's was to be the same as the historical trend of the 1950's. It will 

be seen from equation (3) that a one-half percentage point overestimate of the 

trend represented by the coefficient c, for example, must, given that e is 

assumed 0.4, produce a three-quarters of a percentage point overestimate of the 

trend earnings, v. 

A demand equation for predicting the level of worligrindings in the period 

1950-67, from the observed prices in those years, incorporating a trend of 3.5 per 

cent per annum and a price elasticity of 0.4 gives a good fit, to the actual 

grindings, with R2 = 0.95 and only four instances through the eighteen years in 

which the observed fig~e deviates from the predicted figure by more than 5 per 

cent. Furthermore, examination of these residuals provides no evidence 

whatsoever of any change in the underlying demand function as between 1950-59 and 

1960-67. This discovery not only helps to provide confidence in the methods of 

analysis, but also reinforces the conclusion that the main cause of the cocoa 

shortfall was to be found on the ~ide of supply. It should also be remembered that, 

because the demand elasticity was taken from other source~ the equation fitted 

was not necessarily the best possible one for explaining the actual data, and that, 

in particular, the trend-value was obtained from the 1950-59 data only. Nevertheless, 

the equation provides as good an explanation of the data 1960-67, as for the 

previous period. For information, the specific form of the equation was as follows: 
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, Log10 (Gt) ~ 2.8 - .4 Log10 (Pt) + .015 T (5) 

- where T was measured in years from 1962 and Gt and Pt 
were index ti~ber3 on base 1962. 

(iii) ~4....2£J2rices_anq~nings 

The foregoing resUlts provide us with estimates or the coerricients b, c 

and e·, 'riameiy 0.0075, 0.015 and 0.4, respectively (using logs to the base 10, 

so that· log o:fv is: given by (0.0075 + 0.015- 0.0075), yielding a figure of 

0.026, :·the ·anti-log .of ·which is 1.06, so we estimate v, the underlying trend of 

earnings~ at 6 pe~ cent per ~1um . The corresponding trend of price is 

approximately 4~25 per eel}~~ per annllLl. 

vli th a price elasticity of e, for the market . to absorb a permanent increase 

in the log of supply of, · say~ Q, the log or price must fall by Q/e. Consequently 

the log of earnings will char-ge by (Q-Q/e); ire is less than unity this change 

is necessarily negative. In the present case, we have already estimated Q as 

0.11, consequently earnings (or more precisely the predicted value or the 

grtndinz~L decreases by 0.16. By taking the anti-log we find this means a 

decrease of 31 per cent. 

--· -The-·prece:ding analysis provides a dTamatic illustration of the consequences 

for ea.I'Irlilgs of a subEJtantial increase in supply, for a commodity with price-

elasticity less tcan unity in the absence of an international commodity agreement. 

Had the change not occurred, the cocoa producers could have expected an upward 

trend in earn~gs which would probably have been adequate to support reasonable 

target rates of domestic economic growth, and would have experienced an upward 

trend in the co,coa terms of tr·adc of perhap~ 1.0 to l. 5 per cent per annum 

(representing the excess of t~s trend growth rate over the trend of supply prices 

of imported manufactu~es). In the event, the actual terms or trade deteriorated 

by 45 per cent, and the factorial terms of trade (assuming the whole increase in 

supply to..b~ due to increased productivity) by 20 per cent. The increase in 

production tnus ··caused a.n absolute reduction of cocoa producers 1 real national· 

income. 

(iv) ~ate of Ghsna 1s share 

Inspection of the 1950-59 data suggested that a 10 per cent increase in world 

production was associated with approximately a one percentage point increase in 

Ghana's share in world production. Consequently, with world production supposedly 
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rising at roughly 2 per cent per annum (1.75 per cent), it was assumed that it 

would have been agreed that Ghana 1 s share, which was 28 per cent in 1959, would 

be 28.2 per cent in 1960, 28.4 per cent in 1961, and so on. 

(v) Calculati.o!1 .£f_9ltW15i~§_ ..... §~ 

Ghana's reasonably expected export earnings were expected to grow at the 

same rate as the trend of world grindings, after 1959, adjusted for changes in 

Ghana's expected share, on the assumption that its share in world trade changed 

in the same way a~ its share in world production. The resulting calculation of 

shortfalls is shown in Annex Table 2. 

ANNEX TABLE 2 

Predicted value of world grindings, of Ghana's 
share and of Ghana 1 s cocoa earnings; 

Ghana's actual earnings and estimated 
annual shortfalls, 1960-67 

(Based on statistical estimates from data 1950-59 only) 

Predicted I Predicted SHORTFALLS value I share of Predic:ted Actual 
of world world value of value of Percentage $ 
grindings production earnings earnings points million 

1959 100 28 .0 100 100 

1960 106 28.2 107 97 10 20 

1961 112 28 .4 113 101 12 24 . . 
1962 119 28 .6 121 101 20 40 

1963 126 28 .8 129 102 27 54 
I 1964 134 29. 0 139 103 36 62 

1965 J.42 29o 2 147 106 41 82 

1966 150 29 .4 157 81 76 152 

j __ l_%_7~1 ___ 1_59 __ ~ ___ 29_"_6 __ ~ __ 1_68 __ ~i ____ ~ __ ~i ___ s_l ___ ~l __ l~~~· ~-·~·; 

Ghana's exports of cocoa in 1959, actually $199 million, were 
assumed to have been $200 million. 

The cumulative shortfalls for the various periuds are as follows: 

Period A (1960-64) ••••••••••• ~200 million 

Period B (1962-66) •••..•••••• $390 million 
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In the event, world trade in cocoa performed on average a little better, in 

the period 1960-67, than the value of world grindings, presumably as a result of 

increased stockholding of beans in importing countries. Ghana's share in world 

trade increased considerably faster than the predicted increase in its share in 

world production (reflecting the fact that Ghana was a major originator of the 

increase in world supply). In the absence of these developments Ghana's 

shortfalls would have been perhaps, in Period c, $150 to $200 million greater. 

The "unexpected;' increase in Ghana 1 s share would have implied unexpected 

decreases in the shares of other cocoa producing countries which might have joined 

the scheme. At a rough guess, had the Agency happened to come into operation in 

the late 1950's, and to have made agreements with a country representing a large 

proportion of world cocoa output at the turn of the decade (before the increase 

in world supply had been appreciated) aggregate cocoa shortfalls, before 

adjustment for plan revisions, use of reserves, etc. might have amounted ·to 

$200 million during the first five years of the Agency's operation. 

Shortfalls on revised expectations 

For the purposes of Period c, we need to estimate the shortfalls on the 

assumption that the changed structure of the situation was to some extent taken 

into account, and that the cocoa-producing countries had either been compelled to 

reduce their planned rate of development or had succeeded in obtaining a larger 

amount of development assistance from other sources. It is impossible to suggest 

a specific basis for the kind of partial revision of expectations that might in 

fact have occurred. Instead we propose to make use of hindsight, and assume that 

the expected trend line, after revision, was the one calculated on the basis that 

the full estimated increase in world supply (28 per cent) had in fact come about. 

It will be seen that there were significant shortfalls belot.J this line in both 

1965 and 1966. 

In view of the actual events relating to Ghana's share in world production 

in the early 1960 1s, it is even more difficult to estimate .what would have been 

assumed about this. Instead we have simply applied the estimated percentage 

world shortfalls to Ghana's actual earnings, to obtain total shortfall of 

$70 million for Ghana cocoa for the two years in question. 
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ANNEX B 

Estimates of the 'compressibility of Ghana 1 s imports 

The obJect· of these estimates is to ascertain the extent to which, during the 

period when Ghana was estimated to have peen experiencing export shortfalls, imports 

could have been reduced (e.g. by quantitative restrictions) below the historically 

observed levels, without disrupting development. 

Evidence of import substitution 

Annex table 3 presents Ghana 's imports by end-use, 1961-67. It can be seen 

that after 1962 imports of finished consumer goods declined markedly as a proportion 
' ' ' ' . 

of total imports and that, by contrast, there was a marked rise in the share of raw 

materials and intermediate goods, part1cular1y for mining and manufacturing . An11.ex 

table 4 shows the total imports of goods arid (non- factOr) services, 1960-67, at 

current and at constant prices. A trend line fitted to the constant- price series 

(by the method of comparing the average of the first four observations with that of 

the last four) implies a small rate of decline of about three-quarters of one per 

cent per annum, subject to considerable year-to-year fluctuations, during a period 

when GNP at constant prices was rising at 2.5 per cent per annum. (Republic of 

Gh~a, Economic Survey 1967, Table 2), implying an apparent over- all rate of import 

substitution of 3.25 per cent per annum. Such a rate if sustained over a long period, 

wouid reduce the proportion of imports in national income by one percentage point a 

year, ver>J much faster, that is, than is typically found in developing countries)/ 

In fact, as will be seen below, imports at the end of the period were almost certainly 

sub:;ltantially less than the level required to support development, so that the under

lying rate of substitution was almost certainly lower than the apparent rate. 

Since consumer go.ods imports formed a declining share of an apparently declining 

total, they were evidently declining absolutely, as well as relatively, in volume 

terms. Our investigations in Ghana showed that the substitution process consisted 

largely of replacing finished consumer goods imports by imports of components and 

carrying out the final stages of m~Dufacture in new plant locally. 

1/ See Trade Pros ects and Ca ital Needs 
publication, Sales No.: E. 68.II.D.l3 

Countries, United Nations 
chapters 3 and 5. 



1961 

Value % Value 

Non-durable consumer ~:mods 
Food, drink and tobacco 43.5 1~.2 35.1 
Textiles and clothing 47.4 16.6 38.7 
Others 26.7 9.3 23.3 

Sub-total 117.6 41..2 97.1 

D~rable consumer goods 
Private vehicles and 

accessories 8.3 2.9 5.1 
Others 15.2 5.3 9.6 

Sub-total 23.5 8.2 14.7 

Raw ang semi-finished 
materials 

For food, drink and 
tobacco 17.0 6.0 13.2 

For agriculture 6.2 2.2 6.0 
For mining and 

manufacturing 18.8 6.6 17.2 
For construction 37.0 13.0 29.5 

Sub-total 79.0 27.7 65.9 

Capital equipment 53.5 18.7 42.7 
Fuel and lubricants 11.9 4.2 13.0 

TotB.l imports 285.7 100.0 233.5 

Source: Ghana Economic Surveys. 

1962 

% 

15.0 
16.6 

10.0 

41.6 

2. 2 

4.1 

6.3 

5.7 

2.6 

7.4 
12.6 

28 .3 

18.2 

5.6 

100.0 
I 

ANNEX TABLE 3 

Imports by end-use 196}=67 
(million of N¢) 
1963 1964 

Value % Value ct' 
jO 

28 .1 10.8 29.2 12.0 

34.~- 13.2 27 .0 11 ,. 1 

23.8 9.1 15 .5 6,4 
- ·---------

86.3 33.1 71.7 29.5 
··- -

6.3 2.4 3.2 L3 
10.1 3.~ 6.8 2.8 

16.4 6.3 9.9 4-1 ---·-

12.9 5.0 15.4 6.3 

6 .1 2.3 2.7 l.l 

23 .6 9.1 23.1 9.5 

36.4 14.0 41.6 17.1 

79.1 30.4 82.8 34.. 0 

64.5 24.7 64.9 26.7 

14.4 5.5 14,0 5.7 

260.7 I 100.0 243.2 100.0 
' 

1965 

Value % Value 

27.4 8.6 31.0 
43.8 13.7 22.8 

20.7 6.4 14.3 
-----f-· 

92.0 28.7 68.0 
·- -

5 5 1.7 5. 2 

12.4 3.8 4.4 

17.9 5. 5 9.6 
f- • 

I 13.3 4.2 12.9 

5.2 1.6 5.8 

32.9 10.3 27.5 

49.3 15.4 39,9 

100.7 I 31.5 86.0 

96.6 I 30.2 76.6 

12.9 I 4.0 10.4 

320 .1 I 100.0 250.6 

. 1966 

% 

12.4 
9.1 

5.7 

27.2 

2.1 

1.7 

3.8 

5.1 

2.3 

11.0 

15.9 

34-3 

30.6 

4.1 

100.0 
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1%7 

Value % 

32.1 12.3 
20.8 8.0 

18.5 7.1 

71.5 27.4 

8.6 3.3 

5.6 2.2 

14.2 5.5 

17.9 6.9 

10.8 4.1 

41.9 ' 16.1 

29.5 11.3 

100.1 38.3 

59.9 22.9 

15.4 5.9 

261.0 100.0 



1960 

1961 

1962 

1963 

1964 

1965 

1966 

1967 

ANNEX TABLE 4 
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Imp1ici~ price index for ~ports of goods and 
non-factor services, 196o-67 

Imports Imports Jm-"Q1ici t £rice 
Current prices 196o prices index 

(million N¢) (million N¢) (196o = 100) 

296 296 100 

326 322 101 

2?0 282 96 

290 312 93 

283 272 104 

376 350 107 

285 277 103 

344 233 148 

.§9_\..U'Ce: Ghana J.conomic Surveys 
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The foregoing impressions are supported by the data of Annex Table 5, showing 

the percentage of total consumption expenditure supplied by imports; in current prices, 

expenditure on imported ·ci:>.n.sumer _gOQ~s·;- fel;L yGry . markAdly i.ndeed _a::; a proportion of 

total consumption ex-penditure. P:·ices of C.omestic· ;cc:ls;· ho"Hever., rose markedly 

relatively to prices of ~1po~ed goods and the second part of fumex Table 5 attempts to 

give an apprciximate·:i.rrdication of the·result.s of the corresponding calculations at 
~ .... - .~. ....... .. . 

constant ~sbsolute and relative pJ~i.ces. (Theire is no T•'lc:tclily available price inde~~ for 

imported: consu:m.e,r goorls, so it has been necessary to u~a the general price index for 

all imported goods . ) It will be ssen that although the s~ange is smaller, the Telative 

shar2 of imports in the real voll.h'ne of consumpticn e.lso feD very substantially. 

Ignoring the figures fo1· 1967 (uhich are affected by devaluation), one can characterize 

the developments by saying that inside about five years the share of imports in con

sumption in current prices vras reduced by tvro-thj_rds, in constant prices halved . 

Our investigat:tons showed that the decline in consillllel· goods imports repTesented 

an unde-rlying trend resulting from the pattern of ecoJ.lv!llic development followed by 

Ghana. Consequently, it Hould not be legitimate to proceed by noting the lowest level 

of fluctuation arm.md this trend c..z.d assuming that any bigher level of imports cou.ld 

hdve "hacn compressed to this level ivit.hout disruption . Th~ figures} cupported by our 

local investigations, suggest, hoi-rever, that in 1965 imports uere at a high level out 

of step uith the trend ani thus present a primL:f..."!Qie cesa for some compressibility, 

· lvhile in others, such as 1966 and 1967, the opposite appaa~s to be true. 

It is important to appreciate that significant stocks of imported consumer goods 

are held in Ghana 1 s diAt~ibution system, and that these are known to fluctuate by 

amounts n~presentin~ a sip,nificant proport::..on of tha correspon.doi.ng flov! of current 

irJ.porcs and consumption. It is known, fol~ example, that some specific types of 

consuner goods , imported in association with the meetings of the OAU in 1965, 1t1ere not 

conscr- zd until later years, thus reduc:'Lng actual import needs in 1966 and 1967 and 

creating the possibility that they vrere be2.m.r the nomal minimum needed to prevent 

disruption. 

pon'!.,n:.~essibi l i ty of im:go1·ts in 1965.. 

lJ3 begin with the arbitrary assumption that imports of food products (not inclu

ding bGverages and tobacco) could not have been reduced without causing various forms 

of dis:ruption, including inflation. This is not to say, c:C co'.lr:::e, that it might well 
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~centage of consumEtion e~enditure SUEElied bi ~imEorts~ 
1261- 67 

(million N¢) 

(1) At current market prices 

Priy13-te Government Tot,.al Import of 
~ of total conppmption 

consumption consumption consu.mption consumer: SUEElied py imEorts g_oods 

1961 804 110 914 UL1 15.4 
1962 830 122 952 111.8 ll . 8 

1963 916 138 1054 102.7 . 9. 8 
1964 987 160 1147 81.6 7.1 

1965 1255 205 1460 109. 9 7. 5 

1966 1337 261 1598 77.6 4. 9 
1967 1286 308 1594 85.7 5.4 

(2) At 126o prices 

Privaj& Government Total ImportW of 
~ of total consumption 

consumption consumption consumption Qilll.S~ .supplied by imports g_oods 

1961 752 104 856 139 16.2 

1962 ' 710 114 824 116 14. 1 

1963 74L, 126 870 105 12.0 

1964 717 134 851 78 9. 2 

1965 722 165 887 102 11. 5 

1966 689 172 861 75 8. 7 

1967 72L~o 193 917 58 6.3 

Source: Ghana Economic Surveys 

~ Deflated by implicit index for all imports (ruu1ex Table 4). 
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be agreed that in the long rm1 Ghana could, and should, reduce its degree of 

dependence on import·ed foodstuffs, but it does not seem reasonable to hypothesize 

that this would have been included in a development plan formulated at a time \-Then 

reasonable export expectations showed an upward trend perhaps as high as 5 per cent 

per annum (6 per cent for cocoa). Consequently it would seem that the actual l evel 

of food imports during ths period would have had to have beBn accepted as a fact, 

particularly as in volume terms, they showed a rather sharp declining trend (seG 

Annex Table 6). 

Annex Table 6 calculates the behaviour of non-food consumption imports as a 

percentage of total consumption, both at current and at constant prices . There is 

a sharp rise in 1965 preceded by a sharp drop in 1964 and followed by even sharper 

drcps in 1966 and 1967 (by -vrhich time of course, the balance of payments crisis had 

led to severe restrictions). 

Taking all these facts into account it seems reasonable to expect that in the 

event of a ·claim for supplementary finance relating to 1965, non- food consumar:-·goo:ds

uaports would have been expected to be compressed to a level representing no higher 

a Ehare of total non-food consumption than in 1964, at 1960 prices; in other words, 

that this percentage should be held down to about 12.5 per cent. 

In order to avoid dc.m.estic inflationary pressures it would have been necessary 

for the Ghanaian monetary authorities to have taken steps to reduce total consumption 

demand by at least the amoun·t. of tl1e reduction in imports, in v1hich case the target 

amount of compression (in non-food consumer imports) in 1960 N¢ millions, signified 

by m. is governed 'cy the formula, 

m = f:l _ _p~ 
1- p 

where M signifies actual imports (N¢ m, ) in 1965 at 1960 prices 

C signifies actual total non- food consumption, at 1960 prices 

p is the target ratio of imports to constMption (non-food). 

Annex Table 6 shows ri to have been 85, C, 509, and vre have already established 

p at 0.125 (see also Annex Table 6, last line 1964 column). On these figures the 

formula puts m at about N¢ 24.4 million or $34 million. It happens that the implicit 

price index for non-food consumer imports, 1960 = 100, was itself equal to 100, so 

these figures also represent targets in current prices. 



(a) 

(b) 

(c) 

(d) 

(e) 

(f) 

(g) 

(a) 

(b) 

(c) 

(d) 

(e) 

(f) 

(e) 
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ANNEX TABLE 6 

Im_:eorts as a Eercentage of non- food consliDEtion_e~enditurez 
]:9.61-6~ 

(million N¢) 

1:.9.§1 1962 2.2?2 19M 1,265 :L2_66 196'( 

Current Erices 

Total consumption expenditure 914 952 1054 1147 146o 1598 1594 

Food consumption 388 429 498 579 761 888 780 

Non-food consumption expend. 526 523 556 568 699 710 814 

Total consumption imports 141 112 103 82 110 78 r 86 

Food imports 36 32 26 28 25 29 29 

Non- food C?nsumption imports 105 80 77 54 85 49 57 

(f) as % (c) 20.0 15.3 13.8 9.5 12.1 6. 3 7.0 

l-96Q...J2!.:h_C~ 
Tot~l consumption expenditure 856 824 870 851 887 861 917 

!ood consumption expen~ture 348 357 369 387 378 387 394 

Non- food consumption expend. 508 467 501 464 509 474 523 

Total consumption imports 139 116 105 78 102 75 53 

Food imports 33 28 21 20 17 19 19 

Non- food consumption imports 106 88 8L~ 58 85 56 39 

(f) as % (c) 19.6 18.8 16.7 12.5 16.4 11.8 7 4 

The price indices used vrere suppli~d direct:cy by the Ghana Government Central 
Bureau of Statistics and differ slightly from published indices . 
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The foregoing target can be seen as a first approximation to the aims of a 

detailed import-cuts exercise which would be undertaken by the member government and 

the Agency. We can t9st the reasonableness of the figure by examining the commodity 

composition of non-food consumer imports itl 1965 and suggesting a pattern of cuts. 

The appropriate details are given in Annex Tables 7 and 8. The first table suggests 

that textiles, footwear and other non-durables could almost certainly have been cut in 

1965 without disruption. The second shows cases of other products whose imports 

increased ~otably between 1964·and 1965 (in many of these cases the levels were also 

considerably higher than in earlier years as well). In most of these items, it is 

suggested, cuts could have been made without disruption. 

A possible pattern of cuts in Annex Table 7 might have been: drink and tobacco, 

N~ 1.0 million; textiles, N~ 12 million; footwear, N¢ 2 million; private r oad 

vehicles, N~ 2 million; making a total of N~ 17 million, leaving N~ 7.4 Dillion to be 

found from other durable and non-durable goods. Annex Table 8 (which is expressed in 

millions of US dollars, having been derived from United Nations trade statistics) 

suggests the following possible cuts f or the selected items: perfume and cosmetics, 

$0.2 million; glassware for household use, $0.3 million; pottery, $0 .7 million; 

cutlery, $0 .6 million; household equipment of base metals, $2.5 million; television 

receivers, $0 .4 million; radio receivers, $0.5 million; domestic electrical equipment, 

$1 .2 mil~on; travel goods, etc . $0.2 million; developed cinema film, $0 .2 million; 

watches and clocks, $0.3 million; making a total of $7 .3 million, or N~ 5.0 million, 

leaving N~ 2.4 million to be found from other items. It should be emphasized that 

although these cuts are consistent ;dth what appears to be a reasonable over-all target, 

and do not appear to impinge directly on development, they would in the long run 

necessarily have caused a severe disruption of urban consumer life and would certai~ 

imply considerable "austerity11 • The pattern suggested results from discussion with 

Ghana government officials about the problems of cutting imports and the general 

economic circumstances of the time. It was not thought desirable, however, to pose 

to officials the question of whether any particular item of the proposed cuts would or 

would not have been feasible during a year which at the time of the investigation was 

now four years past. 

In Ghana, in 1964 and 1965, there was a substantial rise in the imports of various 

building materials, at least some of which resulted from public works associated with 

the OAU meetings . Annex Table 9 shows a rise in imports of construction materials 

which apparently reflected less an increase in building than an increase in the import 

content of the programme . Employment in the industry actually fell by 5 per cent 

between 1964 and 1965, and the rise in the value of output was nowhere near commensurate 



Drink 

Tobacco 

Textiles and clothing 

Footwear 

Other non-durables 

Private r oad vehicles 

Other durables 

Total 

ANNEX TABLE 7 

Imports of non-food consumer goods, 
1963-67 

(in million N¢ at current prices) 

1963 1964 1965 

0.9 0.3 0.8 

1.5 1.1 1.5 

J4.4 27.0 39.8 

3-3 2.0 4.0 

2).5 13.5 2).7 

6.3 5.5 5.2 

10.1 6.8 12.4 

77.0 53.9 84.7 
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1966 1967 

0.4 0.4 

1.5 2.6 

21.1 2).0 

1.7 0.8 

14-3 18.5 

8.6 

4-4 5.6 

48.6 56.5 
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ANNEX TABLE 8 

Selected consumer goods imports, 
196·2-65 

(thousand US $) 

SITC 1962 1963 

553 .0 Perfumes and cosmetics 677 630 

665~2 Glassware for household use 221 188 

666 Pottery 316 261 

696 Cutlery 467 814. 

697 Household equipment of base 
metals 2 885 2 165 

724.1 Television receivers 9 6 

724.2 Radio receivers 2 382 924 

725 Domestic electrical equipment 1 106 1 549 

831 Travel goods, handbags, etc. 42JJ 699 

863 Developed cinema film 64 268 

864 Watches and clocks 102 128 

Source : United Nations 

.1224 1222 

2liJ 472 

160 513 

336 927 

325 905 

1 761 3 939 

126 469 

865 1 071 

1 125 2 110 

299 492 

468 510 

12JJ 412 



ANNEX TABLE 9 

Imports of construction materials, 
1962- 67 

(million N¢) 

1962 12Q3 

Cer.-,e!lt 5.9 5.8 

Steel and structural maDufactures 6.0 6.6 

Roofing materials 2.6 4.8 

Wat•~r supply materials 2.6 3.5 

Rai::: .. way construction materials 0.2 0 .5 

Road-making materials 0.4 0.2 

Building mater·ials 5.1 4.7 

Other durable materials 6.6 10.3 
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12M l2Q2 1966 1967 

8.3 6.6 6.9 5.0 

8.8 l2.4 8.4 2.9 

4-3 4-9 2.6 2. 5 

7 , 2 3.2 4.1 1.7 

0.7 0 .2 0.1 0.8 

0 .2 0 .3 0.2 0.1 

3.7 9.3 9<2 4.3 

8 .3 12.5 8.3 12.2 

Total 29.5 36.4 41,6 49.4 39.9 24-5 

ANNEX TABLE 10 

Qross d~~S§~ic fix~d capital formation in buildings and construction 
(excluding non-permanent buildings 1966-67) 

l96o 
1961 
1962 
1963 
1964 
1965 
1966 
1967 

(million N¢) 

107.4 
128.2 
122.6 
135.2 
151.0 
154.9 
152.3" 
138.0 



TD/B/C.J/AC.3/2B/Add.J 
page 32 

with the rise in imports (Annex Table 10). Inspection of the figures suggests a 

possible compression of N¢ 9~3 million or US $ 13 million in 1965 at the prevailing 

prices and exchange rates. 

Total compression in 1965 could therefore have totalled about N¢ 34 million or 

US $ 47 million in 1965. This would have represented just over 10 per cent of actual 

ii!Iports. 

Imports in 1966 and 1967 

It is very difficult to find evidence that imports could have been cut in these 

years without ~isruption. Both were years when severe restrictions were imposed and 

shortages were experienced. Despite the refusal of licences, consumer goods were 

entering the country by various means and in 1966, for example, imports of private 

cars continued at the previous rate despite the fact that no foreign exchange was 

allowed for this item at all. .Early in 1967 the Ghana Governnent, assisted by IBRD, 

carried out an exeraise to determine the imports needed to maintain the development 

progr~e, but in the event actual imports fell below the agreed level owing t o 

shortage of finance (see Annex table 11). The price index adopted to construct the 

table may exaggerate the shortfall, and part of the price rise may have been built into 

the list of requirements. It may be noted that imports of non-durable goods fell well 

below the'minimun requirements while in durables the discrepancy was in the opposite 

direction. The investment sector was clearly the most affected, and (see Annex 

Table 12) total investment fell substantially. Development was plainly disrupted. 

Conclusions 

In round figures Ghana 1s actual i~orts were $46o million in 1965. We have 

suggested above a total compression of $47 million in that year, a figure which could 

be rounded to $50 million, yielding a minimum figure of $410 million for 1965. The 

last figure of minimun imports can reasonably be applied to the years 1966 and 1967, 

when actual imports were, of course, significantly lower, leading inevitably to the 

implication that there was no scope for compressing imports any further in these two 

years. 

In 1964 imports were also well below the supposed minimun figure, but we did not 

find direct evidence of disruption of development in that year and m~ treat it as a 

neutral one, i.e. as a year in which "compressibility" was neither positive nor 

negative, but zero. 



.ANNEX TABLE 11 

Actual ipports, 1966 and 1967, and 
11 reguired 11 1967. 

(million N¢) 
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Obtained 11Reguired 11 Obtained 1 67 
1966 1967 1966 2rices) 

Food 31.0 39.6 31.6 

Non-durable consumer goods 37.1 35.0 27.5 

Durable consumer goods 9.6 6.4 9.9 

Fuel and lubricants 10.4 12.2 10.8 

Raw materials 46.1 70.2 49.4 

Construction materials 39.9 31.2 20.6 

Capital equipment and spare parts 76.5 93.2 42.0 

Ghana 1 s economy and aid requirements in 1967, Economic Survey 1967 

It is very possible that the inplicit deflation of import prices 
overstates the 1966-67 import price rise (given as 43 per cent), 
used for all categories except food. The shortfall in imports 
may therefore be exaggerated. 

ANNEX T ABlli 12 

Gross donestic fixed capital formation in 
1960 2rices 

§g_y.rce : Economic Survey 1967 

1960 
1961 
1962 
1963 
1964 
1965 
1966 
196? 

(million N¢) 

194 
200 
182 
216 
221 
250 
207 
162 
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In the years l96o-63, imports averaged $370 million at current prices or about 

$405 million at 1965 prices . In view of the closeness of this level to the minimum 

.. megested by the detailed in\.-estigation of 196.5 (at 1965 prices)~ and of the strong 

evidence of a trena to inpcrt substitution discovered above, it seems reasonable to 

ree~~d all the3e years, both individually and collectively, as neutr al years; there 

were of course fh::.ctuations, but these could reasonably be attributed to stock changes . 

(In one yo.a:r, l9W, imports were at about the supposed mininum, in another, 1961, about 

7 psr cont over and in another about 7 per cent under. It would seem rather 

a::bit!'&..:."'Y to assign positive or negative compressibility to particular years in this 

cycie). A.YJ.other way of locking at the matter is by noting that, if in fact +..he 

figures for the years 1965, 1966 and 1967 are adjusted to the suggested 11 normal" or 
11r:tinir.mm11 level, the apparent downward trend in the volume of total imports , noted in 

the opening section of this annex, disappears, and the level of imports appears 

constant over the whole period . This implies a rate of over-all import subst-itution 

v;hich, though still brisk, is less spectacular. 

We thus infer that imports coQld have been compressed by $50 million in 1965, but 

thaT since _i~orts were $50 million below the minimum in 1966, there was no scope for 

compressibility in that year . For 1967, imports were already $40 million below the 

Lrininum, so that there was no scope for further compressibility. 
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.MJh~X . .Q 

1',;2.:S]l~Ji.J&.?_g.LlJ':iF_<;_Q.J]m.en sstou finance and of 
~Q....Q.f reserves 

JJ1E_Qo:npen §..a to;!;X_fin.ancir;g,..J!!; ;:J •. li t;l: 
The ll-1F norm for year T is 50% (Earnings year T) + 25% (Earnings year T-1) + 25% 

(Ea.rnings year T-2). 

The results for Ghana ~re given in Annex Table 13. 

ANNEX TABLE 13 

gt, ?-~S a:;ports and IMF norms 

(m.i.llion N¢) 

~o:r·ts I IMF norm 
I 

224 

256 

244 

237 

225 

224 

199 

236 
-----

Shortfall 

-
-

14 
20 

-
-
8 

-
Translated into US d·)l:::.-d ..•... ...;i1'-"rtfc..lls are $19 million, $28 million and 

$11 uillivl'l for 1962, 195.3 c;..:!d 1966 respectively. It is understood that Ghana 1 s 

max:iru.t."!l permissible C.ra1.vi.ng in J.ny y e:ar is ~pl7 million, which can be repeated in one 

succ.::sdve year, from VIhich rc :i..s inferred that it would actually have drawn $17 

:million in both 1962 and 1963 flnd $11 million in 1966. 

p.e::-~-~~~~ 

1:-:: suppose that a country such as Ghana, dependent for 6o per cent of its 

e&:·n:Lngs on a commodity whose price has a year-to_-year coefficient of variation of 

about 30 per cent, a reasonabla minimum level of reserves would be at least three 

months 1 normal imports. T~is suggests a minimum level of $100 million, on the 

groundt: that normal j_mpor-ts a•:-c ~?410 million . 
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On 1 January 1960, Ghana 1 s reserves (including ll'iF drawing rights, etc.) 

apparently stood at a~?~t $4~0 .million, but by 1 January 1962 the figure had already 

been reduced to $200 million . The calculated cocoa shortfalls in Annex Table 2 

above for 196o and 1962 amounted to about $45 million~ and the main explanation !'0r 

the discrepancy between this figure and the decline in the reserves is to be founi 

in a sharp increase in imports wluch occurred between 1959 and 1960 (and alGa 

because 1961 was, as already noted, a year of above-·norillal iln.po::-:'ts). In other words J 

given the arguments of Annex B, the lei.-el of imports in the late 1950 1 s was very 

much bel ow the minimum required for d <:~'leJ_op-Cile:r~t; this is a reasonable inference 

f.rom the fact that f.l policy of mol'a intensive developlllent 'oias, in fact, initiated at 

that time . We assume that it :i.s not our :')urpose t.J inquire into the historical 

circumstances leading to the level of reserves ~-c the bcgli1ning of ~ planning period. 

In any period beginning in 1960, tie assums that the cutmlative permissible decline 

in reserves would have teen $350 million, cut for any period begiru1ing in or after 

1962 a decline of only $100 million v;ould have been taken into account (GhanCt; s 

present reserves are, of course, consid-:.rably lo·wer) , Sinc8 the:o:A as~umptions are 

entirely a matter of judgment, and are clearly open to question, the reader is free 

to make alternative assumptions an~ to modi~; the calculations accordingly. 
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EXPLANATG.RY NOTES 

The following symbols have : ·een used in the tal· les throughout this 

document: 

Three dots ( ••• ) indicate that data or other information are not available 

or are not separately reported; a dash (-) indicates that the amount is nil or 

negligible; a slash (/) indicates a fiscal year, e.g. 1965/66. Use of a 

hyphen (- ) between years, e.g. 1963-65, signifies the full period involved, 

including the beginning and end years. 

Details and percentages in tables do not necessarily add to totals, 

because of rounding . 
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1. This study seeks to determine, under certain assumptions, the amount of 

supplementary finance which might have been available to Sudan from 1961/62 

to 1965/66, had a scheme for supplementary financing along the lin8s of the 

World Bank staff scheme been in operation during this period. The procedure 

involves estimation of (i) gross export shortfalis during the period under 

examination; (ii) the possible use of the IMF Compensatory Financing Facility; 

(iii) the country 1s reserves and (iv) the scope for feasible domestic 

adjustments as an offset to export shortfalls. 

2. The Bank staff scheme measQres the gross export shortfall during any· 

given time period as the shortfall of actual exports from the pre-agreed 

projected value of exports. The projection of export earnings used in this 

study is taken from an official government document entitled 11 The Ten-Year Plan 

of Economic and Social Development, 196l/62,to l970hP, published by the 

Economic Planning Secretariat, ~linistry of Finance and Economics. Opinion 

has been sought from authoritative sources as to the soundness of the. export 

projections used, the consensus of which is that they were neither over-optimistic 

nor unreasonable. 

3. Line 3 of Table l shows_ the gross export shortfall and i s the amount by · 

which actual exports (line 2) fall short of projected exports (line 1). Thus 

during the five-year period analysed there were export shortfalls in 1964/65 

and 1965/66, the former being $22 million and the latter $9 million. l/ 

1/ The export of cotton i s the major source of income for Sudan, accounting for 
about 50 per cent of the total value of exports during the period studied. 
The export income from cotton in turn can be influenced by variations in 
the level of stocks of cotton carried over by .Sudan from year tc year. 
It appears that in 1964/65 there was a more than normal increase in the 
level of producers' stocks . This may have been due to the Sudan 
Government's policy of setting a reserve selling price for cotton which 
was above the prevailing world price.. This may, in part, have contributed 
to the export shortfall in 1964/65. However, because of the obvious 
difficulties in assessing the quantitative impact of this policy, the estimate 
of the export shortfall for 1964/65 has not been adjusted. For one thing, 
since Sudan provides a substantial proportion of internationally traded supplies 
of long and extra-long staple cotton, a significant increase in the export 
volume offered for sale "''ould probably have led to a decline, of uncertain 
magnitude, in the export prices realized. Secondly, opinions may differ 
regarding the level of stocks considered normal for carry-over from one year 
to ano~her . Rough estimates indicate that adjustment for the above factor 
would not make any significant difference to the subsequent discussion. 
The foregoing does not, of course, imply any judgment on the cotton pricing 
policy of Sudan . 
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TABLE 1 

Estimation of the export shortfall 

(million US $) 

I 1961/~ 1962/63 
; 

1963/64 1964/65 1965/66 i 
~ 
I Projected exports §) 194 I 222 210 217 222 

Realized exports 195 ' 251 I 236 195 213 

Gross expiil.rt 
shortfall 

Sources: 

earnings - - - 22 9 

I 

The projected figures are taken from "The Ten Year Plan of Economic 
and Social Development, 1961/62- 1970/71", Ministry of Finance and 
Economics. The actual ("realized") figures are taken from the 
Economic and Financial Bulletin, Bank of Sudan 

The decline in projected exports from $222 in 1962/63 to 
$210 million in 1963/64 arises from an allowance made for the 
expected decline in the production of cotton from a bumper crop 
which occurred in 1961/62 and which was sold in 1962/63. 

I 

I 

i 
! 
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4. An estimate of the assistance available to Sudan under the IMF Compensatory 

Financing Facility h~s b~e.p _arrived at on the basis of the Fund formula which 

assigns a weight of 50 per cent to the exports of the current year and 25 per 

cent each to exports of the two preceeding years for the estimation of the 

medium term trend. Assuming further that only 25 per cent of the quota can 

be drawn_ during any single year under the Compensatory FL~ncing Facility and 

tpat.total outRtanding drawings must not exceed 50 per cent of a country's quuta, 

Sudan would have received approximately $11 million in 1964/65 and $1 million 

in 1965/66 under the Compensatory Financing Facility. l/ 
5. Between start of fiscal 1961/62 and the end of fiscal 1964/65, Sudan's 

gross reserves fell by $108 million. In June 1961, their level was $175 million. 

By June 1964, they had declined to $109 million and by June 1965 they stood at 

$67 million. In order to estimate the possible usage of reserves to finance 

the export shortfall, it is necessary to have some idea of the minimum level of 

reserves, i.e. the point below which it is not considered prudent for the country 

to run down reserves further. After consultations on this matter an arbitrary 

floor for reserves equivalent to three months' average imports for the period as 

a whole was selected, this is $62 million. Thus, by June 1965, when reserves 

stood ~t $67 million, it is assumed that there could be little further recourse 

to reserves. 

6. In the first year of identified shortfall 1964/65, IMF compensatory finance 

plus use of reserves would have fully covered the shortfall, i.e. the shortfall was 

$22 milL~on, IMF compensatory finance would have provided $11 million and reserves 

would have been drawn down _by $11 million (in June 1964 reserves were standing at 

$109 million, $42 million above their assumed minimum level). Hence there was 

no m~ed t o estimc.:'",e t he sc0pe f or adjustment in imports for that year. However, 

in the second year of shortfall, 1965/66, IMF compensatory finance would have 

providad only $1 million. Furthermore, reserves were almost at their assumed 

minimum level and thus could not be used in financing the shortfall of $9 million. 

±/ On 17 March 1965, Sudan's IMF quota was increased from $15 million to $45 
million. This increase fall~ within the Sudanese fiscal year 1964/65 
and the new quota has been assumed to apply for the compensatory drawing of 
that year and succeeding years. 
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TABLE 2 

fw2orts : Cnmmodities considered i neligible for 
~1ement§XY finance 

Commodity 

i
Alcholic beverages 
Cigarettes 

!Perfumery, materialsJ aosmetics 
t and dentrifices 
Household china 
Table and household porcelain 
Ornaments of china and porcelain 
Non- electric refrigerators 
Domestic electrical equipment 
Photographic and cinematographic 

appliances and apparatus 
Gramophones~ parts, records and 

tape recorders 
Toys and games 
!Photographic fiLms, plates and 

ot her supplies 
Furniture and fixtures 
Biscuits 
Jams and marmalades 

w 

, (US $) 

July 1964 
to June 1965 

(year 1964/65) 

240 498 
3 461 067 

763 010 
41 319 

502 109 
2 835 

70 361 
963 396 

194 087 

145 378 
224 162 

127 fJ73 
192 599 
859 926 
176 898 

July 19?')5 
to June 1966 1 

(year 1~65/G-6) 

249 686 
2 538 549 

1 067 672 
7 151 

956 465 
2 165 

66 771 
652 423 

124 h91 

130 3h0 
199 146 

281) 84.2 
230 794 

1 353 732 
355 344 

----------------------------------+---------------------~--------------~ 
TOTAL 7 965 618 8 224 692 

Source: Foreign Trade Statistics, Department of Statistics, Headquarters Counci l 
of Ministers, Republic of the Sudan . 

~ Excluding items for office and medical purposes, and excl uding also 
items originating in the United Arab Republic with which Sudan has a 
bilateral exchange treaty . 
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TABLE 3 

Estimation of ~_P-lementary f i nance to Sudan for the 
years of shortfalJ 1964/65 &~d 1965/66 

(million US $) 

Year of Gross IMF Use of Ineligible I 
shortfall shortfall w Compensatory reserves i mports Facility 2/ 

I 

1964/65 22 ll 11 - gJ 

1965/66 9 1 - gW 

~ See Table 1, line 3. 

Q/ Estimated us i ng the Fund formula. 

£I It is not necessary to estimate this fo r the year 1964/65 as IMF 
compensatory fin~~ce ($11 million) plus use of reserves ($11 million) 
fully meet the shortfall ($22 million) . 

9/ See Table 2. 

Use of 
supple-
mentary 
finance 

-

-
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In this case, one must investigate the scope for adjustment of imports. 

This has been conducted in the following manner: the import bill for 1965/66 

v,ras examined on a commocitv-by-~"'ommod:Hv b8.sis to evaluate the scope for 

adjustment. Table 2 sets out those commodities which, after consultations 

w:Uh various interr:.3.ti.one.J. agencies, a:.-e <:>onsi 0er·ed ineligible for 

supplementary financing. For the year 1965/66 the total of ineligible items 

a:nounted to $8 million. Thus aeainst the shortfaLl of $9 million in 1965/66, 

the Compensatory F'inand.ng FadJ.ity would have provided $1 million, while 

ineligible imports were valued at $8 m.i::.J:.on. On this reasoning, therefore, 

Suc'l.an would not have q1::.alifl"'d for supplemen.tary finance. 

7 ., 'l'he five -year period in·.restiga-ted includes two years of identified shortfalls . 

For t:t~ period as a Hhole the accumulated shortfall was $31 m.illion, and to meet 

this the IMF Compensatory· Facility was assumed to have provided $12 million, 

reserves were assumed to have been drawn dovm to the extent of $11 million and 

inelieible imports in 1965/66 were valu8d at $8 million. In these particular 

c:i.rc:.unstances and on the foregoing specific assumptions, no supplementary 

finance 1tJou1d have been con.sidered necessary in the case of Sudan . 


