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INTRODUCTORY CHAPTER P age  1

The p u r p o s e  o f  t h i s  s t u d y  i s  t o  l o o k  h i s t o r i c a l l y  an d  

c r i t i c a l l y  a t  t h e  movement o f  r e s o u r c e s  f o r  t h e  t a s k  o f  

e c o n o m i c  d e v e l o p m e n t ,  f r o m  a r e a s  a n d  c o u n t r i e s  w h e r e  t h e y  

a r e  r e l a t i v e l y  a b u n d a n t  t o  a r e a s  an d  c o m m u n i t i e s  w h e r e  t h e y  

a r e  r e l a t i v e l y  s c a r c e .  The a n a l y s i s  b r o a d l y  r e l a t e s  t o  t h e  

g l o o a l  o r  i n t e r n a t i o n a l  m ovem ent  i n  t h e  l a s t  h u n d r e d  y e a r s  

o r  s o ,  a n d  i s  r e i n f o r c e d  w i t h  s p e c i f i c  e x a m i n a t i o n  o f  t h e  

e x p e r i e n c e  d u r i n g  t h e  same p e r i o d ,  o f  a  l e a d i n g  d e v e l o p i n g  

c o u n t r y  ( N i g e r i a )  i n  a  t y p i c a l l y  d e v e l o p i n g  c o n t i n e n t  

^ A f r i c a ) .  Hence  t h e  d i v i s i o n  i n t o  two p a r t s .  The 

f u n d a m e n t a l  c a u s e  f o r  c a p i t a l  movement  i s  t h e  u n e q u a l  

end o w m en t  o f  d i f f e r e n t  p a r t s  o f  t h e  w o r l d  w i t h  d e v e l o p m e n t  

r e s o u r c e s  c o u p l e d  w i t h  t h e  d i f f e r e n c e s  i n  t h e  l e v e l  o f  

p r o g r e s s  made by d i f f e r e n t  c o m m u n i t i e s  t o w a r d s  i m p r o v i n g  

t h e i r  l i v i n g  c o n d i t i o n s .  I t  t h u s  b eco m es  a x i o m a t i c  t o  s a y  

t h a t  a s  l o n g  a s  t h e r e  e x i s t s  a  d i s p a r i t y  i n  t h e  l e v e l  o f  

d e v e l o p m e n t  ( d e f i n e d  i n  a  b r o a d  s e n s e .  See  A p p e n d i x  I )  

a c h i e v e d  by d i f f e r e n t  a r e a s  o f  t h e  w o r l d  c o m m u n i ty ,  t h e  

p r o c e s s  o f  t r a n s f e r r i n g  d e v e l o p m e n t  r e s o u r c e s  w i l l  c o n t i n u e

The i n t e r n a t i o n a l  a p p r o a c h  i s  p r o m p t e d  by s e v e r a l  

f a c t o r s .  F i r s t ,  I  do l i k e  t o  e x a m in e  N i g e r i a ’ s e x p e r i e n c e  

w i t h  a  b a c k g r o u n d  o f  o v e r a l l  g l o b a l  e x p e r i e n c e  a n d  m ore  

s p e c i f i c a l l y  w i t h  t h a t  o f  t h e  s o - c a l l e d  " T h i r d  W o r l a " .  

S e c o n d l y ,  t h e  n a t u r e  o f  t h e  m ovem ent  n e c e s s i t a t e s  s u c h  a n  

a p p r o a c h .  R e s o u r c e s  a r e  moved f r o m  t h e  " r i c h "  c o u n t r i e s  

t o  t h e  " p o o r "  c o u n t r i e s  a n d  s i n c e  t h e  w o r l d  i s  b a s i c a l l y  

d i v i d e d  b e t w e e n  t h e  r i c h  a n d  a f l u e n t  d o n o r s / c r e d i t o r s  a n d  

t h e  p o o r  " n e e d y "  r e c i p i e n t s ,  a  m e a n i n g f u l  a p p r o a c h  m u s t  

e n c o m p a s s  b o t h .  T h i r d l y ,  m o d e rn  c a p i t a l  movement h a s  now 

become h i g h l y  i n t e r n a t i o n a l i z e d .  G o v e rn m e n t  p a r t i c i p a t i o n
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i s  now a  m a j o r  f e a t u r e .  I n t e r n a t i o n a l  i n s t i t u t e s  and  

a g e n c i e s  h a v e  m ushroom ed  t o  f a c i l i t a t e  t h e  m ovem en t ,  w h i l e  

i n t e r n a t i o n a l  i n v o l v e m e n t  an d  c o m m itm en t  t o  a  p r o c e s s  o f  

a c c e l e r a t e d  d e v e l o p m e n t  o f  t h e  u n d e r d e v e l o p e d  p a r t s  o f  

t h e  w o r l d  i s  on t h e  i n c r e a s e .  And f o u r t h l y ,  t h i s  a p p r o a c h  

e n a b l e s  u s  t o  e x a m in e  a n d  a p p r e c i a t e  t h e  p r o b l e m s  o f  c a p i t a l  

movement  i n  t h e  p r o p e r  i n t e r n a t i o n a l  s e t t i n g .  The p r o b l e m s  

a s s o c i a t e d  w i t h  N i g e r i a ' s  e x p e r i e n c e  a r e  t h u s  d e a l t  w i t h  

w i t h i n  t h i s  i n t e r n a t i o n a l  c o n t e x t ,  u s i n g  w h e r e v e r  p o s s i b l e  

i n t e r n a t i o n a l  n o rm s  a s  b a s i s  f o r  e v a l u a t i o n .

The m a i n  t y p e s  o f  t r a n s f e r a b l e  r e s o u r c e s  f e a t u r e d  i n  

t h i s  s t u d y  a r e  l o n g - t e r m  f o r e i g n  p r i v a t e  d i r e c t  i n v e s t m e n t  

a n d  o t h e r  e q u i t i e s ;  P r i v a t e  P o r t f o l i o  i n v e s t m e n t ;  l o n g 

t e r m  f o r e i g n  G o v e rn m e n t  g r a n t s ,  l o a n s  and  t e c h n i c a l  

a s s i s t a n c e ;  g r a n t s ,  l o a n s  and  t e c h n i c a l  a s s i s t a n c e  

t r a n s f e r r e d  t h r o u g h  m u l t i l a t e r a l  i n s t i t u t i o n s  a n d  a g e n c i e s  

l i k e  t n e  W o r ld  h a n k  G r o u p ;  S h o r t -  a n d  m e d i u m - t e r m  p r i v a t e  

an d  o f f i c i a l  e x p o r t  ( s u p p l i e r s ' )  c r e d i t s  a n d  c o n t r a c t o r ' s  

f i n a n c e  a d v a n c e d  t h r o u g h  t h e  a u s p i c e s  o f  e x p o r t  p r o m o t i n g  

a g e n c i e s  s u c h  a s  ( t h e  U . S . )  E x p o r t - I m p o r t  Bank a n d  ( t h e  

B r i t i s h )  B o a r d  o f  T r a d e  E x p o r t  C r e d i t s  G u a r a n t e e  D e p a r t m e n t  

(EGGD).

I n t e r n a t i o n a l  m ovem ent  o f  a n y  o f  t h e s e  r e s o u r c e s  be 

i t  c a p i t a l ,  t e c h n i c a l  a n d  p r o f e s s i o n a l  s k i l l ,  a n d / o r  human 

m an p o w er ,  h a s  h i s t o r i c a l l y  p r o v e d  t o  be one  o f  t h e  m a j o r  

c h a n n e l s  f o r  s p r e a d i n g  e c o n o m i c  a n d  s o c i a l  p r o g r e s s ,  human 

u n d e r s t a n d i n g  a n d  g l o b a l  i n t e r - d e p e n d e n c y . H e v e r  b e f o r e  i n  

h i s t o r y  h a s  s u c h  a  c h a n n e l  b e en  more  i m p o r t a n t  t h a n  i t  i s  

t o d a y ;  n e v e r  b e f o r e  h a v e  t h e  f l o w s  b e e n  more  v i t a l  a n d  more  

s t r a t e g i c  f o r  t h e  p r o g r e s s  o f  t h e  u n d e r - d e v e l o p e d  t w o - t h i r d s
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o f  t n e  w o r l d .  I n d e e d  i t  may be a d d e d ,  n e v e r  h a s  t h e  

d e v e l o p e d  a n d  i n d u s t r i a l  t h i r d  o e en  b e t t e r  p l a c e d  t o  q u i c k e n  

t h e  p a c e ,  i n t e n s i t y  a n d  q u a l i t y  o f  s u c h  t r a n s f e r .  T o d a y ,  

f o r e i g n  i n v e s t m e n t  i s  t h e  l a r g e s t  s o u r c e  o f  i n t e r n a t i o n a l
1

e c o n o m i c  c o n t a c t ,  a n d  r a n k s  h i g h e r  i n  v a l u e  t h a n  w o r l d  t r a d e " .

F o r e i g n  r e s o u r c e  t r a n s f e r  i n t o  a  " n e e d y "  c o u n t r y  h a s

t r a d i t i o n a l l y  b e e n  a s s o c i a t e d  w i t h  f o u r  m a in  r o l e s :  t o  f i l l

f o r e i g n  e x c h a n g e  a n d  d o m e s t i c  s a v i n g s  g a p s ,  s k i l l  s h o r t a g e s

w h i c h  l i m i t  t h e  a b s o r p t i o n  o f  o t h e r  c o m p l e m e n t a r y  i n p u t s ,
2

an d  l a s t l y  t o  i n c r e a s e  p o p u l a t i o n  an d  manpower  s u p p l y  .

The l a s t  r o l e  was v e r y  i m p o r t a n t  d u r i n g  t h e  p e r i o d  1 8 5 0 -  

1914 W h e n ' a r e a s  o f  r e c e n t  s e t t l e m e n t s ’ l i k e  t n e  U n i t e d  

S t a t e s ,  C a n a d a ,  A u s t r a l i a ,  New Z e a l a n d  an d  S o u t h  A f r i c a  

r e c e i v e d  s u b s t a n t i a l  i m m i g r a t i o n  f r o m  E u r o p e  a s  a  b a s i s  

f o r  t h e i r  d e v e l o p m e n t .  On a  b r o a d e r  p l a n e ,  f o r e i g n  

a s s i s t a n c e  i s  s e e n  a s  a  m eans  o f  a s s i s t i n g  an d  g u i d i n g  

d e v e l o p i n g  c o u n t r i e s  i n  i m p l e m e n t a r y  o f f i c i a l  a n d  p r i v a t e  

m e a s u r e s  t o  m o b i l i z e  a n d  a l l o c a t e  t h e i r  human a n d  m a t e r i a l  

r e s o u r c e s  f o r  maximum s o c i a l  a n d  e co n o m ic  p r o g r e s s  .

1.  J .  C l a r k : -  The F i n a n c i n g  o f  F o r e i g n  I n v e s t m e n t  i n
P r o g r e s s , U n i l e v e r  Q u a r t e r l y  No. 1, 1970 L o n d o n .  
A c c o r d i n g  t o  h im ,  t h e  1968 e s t i m a t e  o f  t h e  v a l u e  o f
o u t p u t  o f  f o r e i g n  -  p l a c e d  r e s o u r c e s  o f  DECD/DAC
m em bers  was # 2 4 0  b i l l i o n .  W orld  t r a d e  was v a l u e d
a t  ^ # 2 1 3  b i l l i o n .  The g a p  b e t w e e n  t h e  two seem s  t o
be c u r r e n t l y  w i d e n i n g ,  j u d g i n g  by t h e  f i g u r e s  g i v e n  
by C. L e v i n s o n .  See  b e lo w  Chp.  4 P a g e  191.

2 .  F o r  a  d e t a i l e d  a n a l y s i s  a n d  c r i t i c i s m  o f  t h e  g a p -  
m o d e l  a p p r o a c h  t o  f o r e i g n  a s s i s t a n c e ,  s e e  A p p e n d i x  V.

3 .  M o s t  d e v e l o p m e n t  e c o n o m i s t s  a g r e e  t h a t  d e v e l o p m e n t  
a s s i s t a n c e  p r o p e r l y  h a n d l e d  a n d  u t i l i z e d  c a n  a i d  
d e v e l o p i n g  c o u n t r i e s  i n  t h e i r  d e v e l o p m e n t  e f f o r t s .
One n o t a b l e  a n d  c o n t r o v e r s i a l  e x c e p t i o n  i s  P r o f e s s o r  
P . T .  B a u e r  w h o  s e e s  f o r e i g n  a i d  a s  a  m eans  o f  f u r t h e r  
i m p r o v e r i s h i n g  t h e  p o o r  c o u n t r i e s .  See  e s p e c i a l l y  
h i s  two a r t i c l e s  i n  ( a )  Two Views on F o r e i g n  A id  
I n s t i t u t e  o f  E conom ic  A f f a i r s  O c c a s i o n a l  P a p e r  N o . 9 , 
L o n d o n , 1966 .
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E a r l y  r e c o g n i t i o n  o f  t h e  i m p o r t a n c e  o f  i n t e r n a t i o n a l  

i n v e s t m e n t  a n d  c a p i t a l  movement a r e  t o  be f o u n d  i n  t h e  

e c o n o m i c  h i s t o r i e s  o f  t h e  "New W o r ld "  an d  o t h e r  " a r e a s  

o f  r e c e n t  s e t t l e m e n t s " , ^  h o w e v e r  t h e  f i r s t  d e t a i l e d  s t u d i e s  

c o n s i s t e d  o f  a t t e m p t s  t o  e s t i m a t e  t h e  e x t e n t  a n d  

p r o f i t a b i l i t y  ( p r i v a t e  a s  w e l l  a s  s o c i a l )  o f  c a p i t a l  

e x p o r t s  f r o m  t h e  m a in  i n v e s t i n g  c o u n t r i e s  v i e w p o i n t .  T h e s e  

w e re  u n d e r t a k e n  t o  a s s u a g e  p u b l i c  o p i n i o n ' s  t r a d i t i o n a l  

a n t i p a t h y  t o w a r d s  o v e r s e a s  i n v e s t m e n t  a n d  i t s  b i a s  i n  

f a v o u r  o f  c a p i t a l  i n v e s t m e n t  f o r  e x p a n s i o n  a t  home. The 

f i r s t  s t u d i e s  w e re  f o l l o w e d  by t h e o r e t i c a l  e l a b o r a t i o n  o f  

t h e  p o s s i o l e  o e n e f i t s  a n d  c o s t s  o f  o v e r s e a s  i n v e s t m e n t .

T h e se  t o o  w e r e  c a r r i e d  o u t  m a i n l y  f r o m  t h e  v i e w - p o i n t  o f  

Che i n v e s t i n g  c o u n t r i e s .  A f t e r  t h e  end  o f  t n e  s e c o n d  w o r l d  

w a r ,  t h e  n e x t  s t e p  was  t h e  a t t e m p t  t o  l o o k  a l s o  a t  t h e  

i m p l i c a t i o n s  o f  f o r e i g n  i n v e s t m e n t  f rom  t h e  r e c i p i e n t /
5

d e o t o r ' s  p o i n t  o f  v i e w .  I n  a n a l y s i n g  N i g e r i a ' s  

e x p e r i e n c e ,  t h i s  s t u d y  t h u s  a im s  a t  m a k in g  a  c o n t r i b u t i o n  

t o  t h i s  much n e e d e d  p r o c e s s .  The 1 9 6 0 ' s  w i t n e s s e d  t h e  

s t a r t  o f  a t t e m p t s  t o  u n d e r t a k e  a  m a t h e m a t i c a l  a n d  e co n o m ic  

m o d e l  a p p r o a c h  t o  t h e  r e l a t i o n s h i p  b e t w e e n  f o r e i g n  f i n a n c i a l

3 .  C o n t ' d . . .  ( b )  " D i s s e n t  on D e v e l o p m e n t "  S c o t t i s h  J o u r n a l
o f  i o l i t i c a l  Economy V o l .  XVI No. 1, E e b l  19 6 8 .
P r o f e s s o r  M i l t o n . F r i e d m a n  o f  t h e  " C h i c a g o  S c h o o l "  h a s  
e x p r e s s e d  s i m i l a r  i f  l e s s  e x t r e m e  v i e w s .  He s e e s  " a i d "  
a s  t h e  l e a s t  h e i p f u l  d e v i c e  f o r  r a i s i n g  t h e  s t a n d a r d  
o f  l i v i n g  o f  t h e  t h i r d  w o r l d .  See  h i s  e a r l i e r  a r t i c l e  
" F o r e i g n  E conom ic  A i d .  Means a n d  O b j e c t i v e s "  i n  
J .  B h a g w a t i  a n d  R . S .  E c k a u s  ( e d ) . F o r e i g n  A i d .
P e g u i n  M odern  E c o n o m ic  R e a d i n g s  London 1 9 7 0 .  See  a l s o  
A p p e n d i x  I I I .

4 .  F o r  e x a m p l e  s e e  W. A s h w o r t h .  A S h o r t  H i s t o r y  o f  t h e  
I n t e r n a t i o n a l  Economy 1850 -  1 9 5 0 . Longman, G re e n  19 5 2 .

5 .  F o r  some e a r l i e r  w o r k s  l i k e  t h o s e  o f  S i r  G. P a i s h  a n d
O.K. I 'Hiibson,  s e e  t h e  p u b l i c a t i o n  by t h e  R o y a l  I n s t i t u t e
o f  I n t e r n a t i o n a l  A f f a i r s  e n t i t l e d  " P r o b l e m s  o f  
i n t e r n a t i o n a l  I n v e s t m e n t .  ---------------------
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i n j e c t i o n  and. e c o n o m i c  g r o w t h  i n  v a r i o u s  d e v e l o p i n g  

c o u n t r i e s .  S u c h  a n a l y s i s  a t t e m p t s  t o  q u a n t i f y  t h e  

a d v a n t a g e s  a n d  g a i n s ,  a n d  p o s s i b l e  l o s s  t o  t h e  r e c i p i e n t  

c o u n t r y  w i t h  a  v i e w  t o  e s t i m a t e  t h e  p r o d u c t i v i t y  o f  

e x t e r n a l  c a p i t a l .  T h i s  t y p e  o f  a p p r o a c h  h a s  l a r g e l y  Oeen 

a s s o c i a t e d  w i t n  t n e  s t u d i e s  o f  P r o f e s s o r  H o l l i s  C h e n e r y  

a n d  h i s  c o l l a b o r a t o r s  on  G r e e c e ,  I s r a e l ,  P a k i s t a n ,  T a iw a n  

a n d  o t h e r s ^  The p e r e n n i a l  p o s t - w a r  b a l a n c e  o f  p a y m e n t s  

d i f f i c u l t i e s  i n  some o f  t h e  l e a d i n g  d e v e l o p e d  c a p i t a l  

e x p o r t i n g  c o u n t r i e s  h a v e  a g a i n  a r o u s e d  i n t e r e s t  i n ,  a n d
Q

s t u d i e s  o f  t h e  wisdom o f  c o n t i n u i n g  t o  i n v e s t  a b r o a d .

The l a t e s t  w o rk s  a l s o  r e f l e c t  t n e  c u r r e n t  p r e o c c u p a t i o n s
g

w i t h  t h e  g r o w i n g  p o w e r  o f  t h e  m u l t i n a t i o n a l  f i r m s ,  a n d  

t h e  i n t e r n a t i o n a l  e f f o r t s  t o w a r d s  t h e  r a p i d  d e v e l o p m e n t  o f  

Lo w - in co m e  D e v e l o p i n g  C o u n t r i e s  ( L D C 's )  t h r o u g h  t h e  f l o w  

o f  c o n c e s s i o n a r y  o f f i c i a l  d i s b u r s e m e n t  a n d  m u l t i l a t e r a l  

t r a n s f e r s  i n  a d d i t i o n  t o  p r i v a t e l y  o r g a n i z e d  f l o w s .

T h i s  s t u d y  i s  n o t  m a t h e m a t i c a l l y  o r i e n t a t e d ,  f o r  I  

s e e  t h e  d e v e l o p m e n t  p r o c e s s  a s  a  b r o a d  s o c i o - c u i t u r a l .

5 .  ( C o n t ’ d . . )
A R e p o r t  by a  S t u d y  Group o f  M e m b e r s , O x f o r d  U n i v e r s i t y  
P r e s s  19 3 7 .  See  a l s o  C .R .  W h i t t l e s e y  -  F o r e i g n  
I n v e s t m e n t  a n d  t h e  N a t i o n a l  G a in  A E R  S e p t .  1933 a n d  
a .K.  C a i r n c r o s s  "D id  F o r e i g n  I n v e s t m e n t  P a y ? "  R ev iew  
o f  E c o n o m ic  S t u d i e s , V o l .  I l l  1 9 3 5 - 1 9 3 6 .

6 .  Some o f  t n e  P i o n e e r i n g  S t u d i e s  a r e  H. S i n g e r ' s  "The 
D i s t r i b u t i o n  o f  G a i n s  B e tw e e n  I n v e s t i n g  a n d  B o r r o w i n g  
C o u n t r i e s "  A E R  May 1950 ;  H la  w y i n t  -  "The G a in s  
f r o m  I n t e r n a t i o n a l  T r a d e  an d  B ac k w a rd  C o u n t r i e s  
R ev iew  o f  E co n o m ic  S t u d i e s  V o l .  22 1 9 5 4 - 5 5 ;  W. 
R o s e n b u r g : -  C a p i t a l  I m p o r t s  a n d  G ro w th  -  The c a s e
o f  New Z e a l a n d  F o r e i g n  I n v e s t m e n t  i n  New Z e a l a n d  
1 3 4 0 - 1 9 5 8 " .  E . J . M arch  19 6 1 .  One o f  t h e  e a r l i e s t  
w o rk s  i s  S .H .  F r a n k e l ' s  C a p i t a l  I n v e s t m e n t  i n  A f r i c a  
O x f o r d  U n i v e r s i t y  P r e s s ,  London  1 9 3 8 .  Among o t h e r r  
b o o k s  r e f e r r e d  t o  i n  t n i s  s t u d y  a r e  M. K i d r o n ' s  F o r e i g n  
I n v e s t m e n t  i n  I n d i a ,  O x f o r d  U n i v e r s i t y  P r e s s ,  London  
1965 ,  a n d  l . A .  L i t v a k  and  C . J .  M au le  ( e d ) : -  F o r e i g n  
I n v e s t m e n t :  The E x p e r i e n c e  o f  H o s t  C o u n t r i e s  F .  P r a e g e r
New Y o rk  1970 .
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p o l i t i c a l  a n a  e c o n o m ic  phenomenura,  t h e  d e t e r m i n a n t s  o f  w h i c h  

a r e  n e i t h e r  w h o l l y  q u a n t i f i a b l e ,  n o r  t h e  p a r a m e t e r s  

s u f f i c i e n t l y  r e l i a b l e  f o r  u s e  i n  t h e  b u i l d i n g  o f  e c o n o m e t r i c  

m o d e l s .  The a d v a n t a g e s  a n d  d i s a d v a n t a g e s  -  o f t e n  

synonym ous  w i t h  t h e  b e n e f i t s  a n d  c o s t s  -  o f  r e s o u r c e s  f l o w ,  

f r o m  b o t h  t h e  d o n o r / l e n d e r s '  a n d  r e c i p i e n t / d e b t o r s '  v i e w 

p o i n t s ,  go beyond  t h e  c o n f i n e s  o f  e c o n o m i c s  -  h o w e v e r  w ide  

i s  t h e  s c o p e  a t t r i b u t a b l e  t o  t h a t  d i s c i p l i n e .  Any t r u l y  

c o m p r e h e n s i v e  a n a l y s i s  o f  them m u s t  e n c o m p a s s  i s s u e s  a n d  

i d e a s  t h a t  a r e  p o l i t i c a l  s o c i o - c u l t u r a l  a n d  m o r a l i s t i c  i n  

n a t u r e .  I t  i s  f o r  t h i s  r e a s o n  t h a t  a n y  a t t e m p t  t o  q u a n t i f y  

e c o n o m i c a l l y  t h e  " n e t  b e n e f i t "  t o  a  d e v e l o p i n g  c o u n t r y .

Say by u s i n g  t h e  D i s c o u n t e d  P r e s e n t  V a lu e  M e tn o d ,  i s  

l i k e l y  t o  be l e s s  m e a n i n g f u l  o r  t r u l y  r e p r e s e n t a t i v e  o f  

a c t u a l  o v e r a l l  i m p a c t .  The p r o p o s i t i o n  t h a t  " f o r m a l l y ,  

t h e  n e t  b e n e f i t  o f  f o r e i g n  i n v e s t m e n t  i s  t h e  p r e s e n t  

v a l u e  o f  t n e  s t r e a m  o f  g o o d s  i t  m akes  a v a i l a b l e  l e s s  t h e

p r e s e n t  v a l u e  o f  t h e  r e s o u r c e s  w h i c h  h a v e  t o  be  d e v o t e d
11t o  pay  f o r  f u t u r e  r e p a t r i a t e d  e q r n i n g s "  i s  t o o  r e s t r i c t i v e  

i n  t h e  s e n s e  t h a t  i t  i s  l i m i t e d  t o  m a t e r i a l i s t i c  e v a l u a t i o n .

7 .  P e r  e x a m p l e ,  H .B .  C h e n e r y  an d  I r m a  A d e l m a n : -  A id  and  
Econom ic  D e v e l o p m e n t :  t h e  C as e  o f  G r e e c e  R e v i e w  o f
E c o n o m ic s  an d  S t a t i s t i c s  F e b .  1 9 6 6 .  Some o f  t h e  o t h e r s  
a r e  s i t e d  i n  A p p e n d ix  V. See  a l s o  KaJ A r e s k o u g h ' s  
u s e f u l  bo o k .  E x t e r n a l  P u b l i c  B o r r o w i n g  a n d  i t s  R o l e
i n  E conom ic  D e v e l o p m e n t , w h i c h  a n a l y s e s  t h e  r e s p o n s e ,  
by m eans  o f  e c o n o m e t r i c  m o d e l s ,  o f  t h e  r e l a t i v e l y
b e t t e r - o f f  d e v e l o p i n g  c o u n t r i e s  t o  c a p i t a l  i n f l o w .  An
i n t e r e s t i n g  a s p e c t  o f  h i s  s t u d y  i s  t h e  u s e  o f  s o c i o 
p o l i t i c a l  f a c t o r s  a s  " d e p e n d a n t  v a r i a b l e s "  i n  h i s
r e g r e s s i o n  a n a l y s i s .

8 .  See  F o r  E x a m p l e , W.H. Reddaway e t  a l : -  E f f e c t s  o f  t n e  
U n i t e d  Kingdom D i r e c t  I n v e s t m e n t  O v e r s e a s . The I n t é r i m  
a n d  F i n a l  R e p o r t s  1967 a n d  1968 r e s p e c t i v e l y .

C a m b r id g e  U n i v e r s i t y  P r e s s .

9 .  F o r  E x a m p le ,  E.  P e n r o s e : -  The L a r g e  I n t e r n a t i o n a l  
F i rm  i n  D e v e l o p i n g  c o u n t r i e s : The I n t e r n a t i o n a l  
P e t r o l e u m  i n d u s t r y . A l l e n  a n d  Unwin , London  1968 .
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I t  i s  l e s s  h e l p f u l  i n  an  a p p r e c i a t i o n  o f  t h e  p r o g r e s s  made
/ 12 t o w a r d s  e co n o m ic  d e v e l o p m e n t  a s  o p p o s e  t o  e c o n o m i c  g r o w t h .

B r i e f l y  t h e  m a j o r  a d v a n t a g e s  t o  a  r e c i p i e n t  d e v e l o p i n g  

c o u n t r y ,  o f  p u b l i c  c o n c e s s i o n a r y  l o a n s  a n d  g r a n t s ,  i n c l u d e  

t h e  a n i l i t y  t o  g e n e r a t e  a n  i m p o r t  s u r p l u s  o v e r  a  

c o n s i d e r a b l e  p e r i o d  t h a n  w o u ld  o t h e r w i s e  be  p o s s i b l e ,  t o  

r a i s e  t h e  l e v e l  o f  d o m e s t i c  i n v e s t m e n t ,  a n d  t o  i m p r o v e  t h e  

l e v e l  o f  t h e  s c i e n t i f i c ,  t e c h n i c a l , a d m i n i s t r a t i o n  a n d  

e d u c a t i o n a l  know-how a t  a  c o u n t r y ' s  command d u r i n g  t h e  

i n i t i a l  s t a g e s  o f  d e v e l o p m e n t .  Hence  t h e  v i t a l  r o l e  f o r  

t e c h n i c a l  a s s i s t a n c e  e s p e c i a l l y  i n  A f r i c a  i n  d e e p e n i n g  and  

w i d e n i n g  t h e  d e v e l o p i n g  c o u n t r i e s  r e l a t i v e l y  l i m i t e d  c a p i t a l  

a b s o r p t i v e  c a p a c i t y . H i s t o r i c a l l y  f o r e i g n  p r i v a t e  

i n v e s t m e n t  h a s  b e e n  t h e  a g e n t  a n d  l i a i s o n  f o r  b r i n g i n g  t h e  

t r a d i t i o n a l  p e a s a n t  economy o f  t h e  u n d e r - d e v e l o p e d  a r e a  w i t h i n #  

t h e  o r b i t  o f  a  w i d e r  w o r l d  econom y .  H ow ever  t h e  m e t h o d s ,  

t h e  i m p a c t s  a n d  c o n s e q u e n c e s  o f  s u c h  l i n k a g e  h a v e  e q u a l l y  

e n g e n d e r e d  s o c i o - e c o n o m i c  c o n t r o v e r s i e s  w h i c h  f o u n d  

e x p r e s s i o n  i n  s u c h  w ords  a n d  p h r a s e s  a s  " e c o n o m ic  i m p e r i a l i s m , "
X R
" h a u b w i r t s h a f t " , " e c o n o m ic  d u a l i s m " ,  " e c o n o m ic  a n d

9 .  Con I ' d . . .  A l s o  G. L e v i n s o n  -  C a p i t a l ,  I n f l a t i o n  a n d
t h e  M u l t i n a t i o n a l , op  c i t  A l l e n  a n d  Unwin , London  1971 .

10 .  F o r  r e f e r e n c e s  on o i f i c i a l  a n d  M u l t i l a t e r a l  A g e n c i e s  
" F o r e i g n  a i d "  f l o w s ,  s e e  f n  2 c h a p t e r  I I I .

11 .  Q u o te d  f r o m  B. M o r le y  a n d  G. S m i t h  -  " I m p o r t  
S u b s t i t u t i o n  a n a  F o r e i g n  I n v e s t m e n t  i n  B r a z i l "  O x f o r d  
E c o n o m ic s  P a p e r s  V o l .  2 3 M ar ch  1971 F a g e  122.

12 .  The d i f f e r e n c e s  b e tw e e n  t h e  two c o n c e p t s  a r e  e x p l o r e d  
i n  A p p e n d i x  I .

13 .  C a p i t a x  i n  t h e  s e n s e  o f  p l a n t s ,  s o p h i s t i c a t e d  m a c h i n e r y  
e t c .  The i s s u e  o f  a b s o r p t i v e  c a p a c i t y  i s  f u l l y  
d i s c u s s e d  i n  A p p e n d ix  V.

14. m e a n i n g f u l  o n l y  i n  a  s o c i a l  a c c o u n t i n g  s e n s e .
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t e c h n o l o g i c a l  e n c l a v e " ,  " m e t r o p o l i t a n  a n d  p e r i p h e r a l  

e c o n o m i e s " .  T h e s e  c o n t e n t i o n s  a r e  f u l l y  d e v e l o p e d  a n d  

a n a l y s e d  i n  t h e  t e x t  b e lo w .

The r e s t  o f  t h i s  i n t r o d u c t i o n  i s  d e v o t e d  t o  N i g e r i a ,  

f o r  i t  i s  h e r e  t h a t  i  f e e l  a  d e t a i l e d  e x p l a n a t i o n  o f  t h e  

o b j e c t i v e s  o f  t h i s  s t u d y  i s  r e q u i r e d .  The a n a l y s i s  h e r e  

s t r i v e s  f o r  a  s u b s t a n t i a l  d e g r e e  o f  c o m p r e h e n s i v e n e s s .

I t  a s s e m b l e s  t n e  r e l e v a n t  f a c t s  a n d  f i g u r e s ;  e x a m i n e s ,  

i n t e r p r e t s  a n d  a s s e s s e s  t h e  c o n t r i b u t i o n ,  r o l e ,  i m p a c t ,  

i n f l u e n c e  a n d  t h e  p o s i t i o n  o f  e x t e r n a l  r e s o u r c e s  i n  h e r  

d e v e l o p m e n t  p r o c e s s .  The m e t h o d o l o g i c a l  a p p r o a c h  o f  

s t u d y i n g  t h e s e  r e s o u r c e  f l o w s  H i s t o r i c a l l y  a n d  c r i t i c a l l y  

r e p r e s e n t s  t h e  e x t e n s i o n  o f  o u r  k n o w l e d g e  i n t o  new a r e a s .

I n  p u r s u a n c e  o f  t h i s ,  I  s h a l l  a l s o  u s e  c e r t a i n  t h e o r e t i c a l  

c o n c e p t s  a n a  p e r f o r m a n c e  c r i t e r i a  t o  e v a l u a t e  N i g e r i a ’ s 

e x p e r i e n c e ,  ( b )  u s e  t h e  e x p e r i e n c e  o f  o t h e r  c o u n t r i e s  l i k e  

I n d i a  w h i c h  h a v e  j u s t  p a s s  t h r o u g h  t h e  s t a g e  o f  i n d u s t r i a l  

p r o d u c t i o n  t h a t  N i g e r i a  i s  l i k e l y  t o  a p p r o a c h  w i t h i n  t h e  

n e x t  a e c a d e  o r  tw o ,  a s  a  b a s i s  f o r  p u t t i n g  f o r w a r d  new i d e a s  on 

f o r e i g n  r e s o u r c e  u s a g e .

15 .  m e a n i n g f u l  o n l y  i n  a  t e c h n o l o g i c a l  b a c k w a r d n e s s  s e n s e .

16 .  I m p o r t a n t  c o n t r i b u t i o n s  i n  t h i s  f i e l d  t h a t  a r e  r e l e v a n t
t o  N i g e r i a  o r  B r i t i s h  West A f r i c a  i n  g e n e r a l  i n c l u d e  
W.H. Hancock -  B u r v e y  o f  B r i t i s h  Commonweal th  A f f a i r s  
V o l .  I I  -  P r o D le m s  o i  E co n o m ic  P o l i c y  1 9 1 8 - 1 9 5 9  B a r t  2 , 
O x f o r d ,  1 942 ,  a M c P h e e : -  E c o n o m ic  R e v o l u t i o n  i n  
B r i t i s h  West A f r i c a .  R o u t l e d g e  E n g l a n d  1 9 2 6 ,  a n d  
A la n  Bim: The F i n a n c i a l  a n d  E c o n o m ic  H i s t o r y  o f  t h e
A f r i c a n  T r o p i c a l  T e r r i t o r i e s . O x f o r d ,  19 4 0 .

17.  See  l o r d  H a i l e y : -  A f r i c a n  S u r v e y , 2nd E d i t i o n .  O x f o r d  
U n i v e r s i t y  P r e s s  1945 .
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A S t u d y  0 1  t h e  h i s t o r y  a n a  c h a r a c t o r  o i  f o r e i g n  c a p i t a l  

i n  N i g e r i a  i s  i n d i r e c t l y  a n  h i s t o r i c a l  a n a l y s i s  o f  i t s  

e co n o m ic  g r o w t h  and  d e v e l o p m e n t .  F o r e i g n  c a p i t a l  i s  t h e  

n e a r t  o f  t h e  "m o d e rn "  s e c t o r ,  i t s e l f ,  t h e  s o u r c e  o f  i m p e t u s  

a n d  dynamism t h a t  g e n e r a t e  g r o w t h  i n  N i g e r i a  t o d a y .  The 

o t h e r  s e c t o r ,  t h e  s u b s i s t a n c e ^ ^ / t r a d i t i o n a l ^ ^  a g r i c u l t u r e  

i s  now r e l a t i v e l y  s t a g n a t i n g  e v e n  f o r  e x p o r t  p r o d u c t i o n  o f  

some c o m m o d i t i e s .  U n t i l  t h e  n e c e s s i t y  o f  a  r e a l  s o c i o l o g i c a l  

and  e c o n o m i c  r e s e a r c h  t o  d e r i v e  a  f u l l e r  i n s i g h t  i n t o  t h e  

i n s t i t u t i o n a l  c o n s t r a i n t s  on t e c h n o l o g i c a l  i m p r o v e m e n t s  i s  

a p p r e c i a t e d ,  g r e a t e r  e c o n o m i c  i n c e n t i v e s  a n d  b e t t e r  

o r g a n i z a t i o n  p r o v i d e d ,  t h i s  s e c t o r  d o e s  n o t  a p p e a r  t o  n o l d  

mucn h o p e  f o r  t n e  f u t u r e .  An h i s t o r i c a l  a n a l y s i s  i n  t n i s  

c o n t e x t  h a s  some i n h e r e n t  a d v a n t a g e s .  i t  p r o v i d e s  t h e  

b a c k g r o u n d  t o  e x p l a i n i n g  s u c h  f e a t u r e s  a s  t h e  s h o r t a g e  o f  

i n d u s t r i a l  e n t r e p r e n e u r s n i p  , l i t t l e  i n t e r - A f r i c a n  t r a d e ,  

a l l e g e d  s h o r t a g e  o f  c a p i t a l  f o r  i n d i g e n o u s  b u s i n e s s m e n ,  t h e  

u n d e r - d e v e l o p e d  n a t u r e  o f  t h e  econom y ,  a n d  t h e  t r a d i t i o n a l l y  

h o s t i l e  a t t i t u d e  o f  t h e  p u b l i c  a t  l a r g e  t o w a r d s  f o r e i g n -

18 .  See l o r  e x a m p l e  M. P e rh a m  ( e d )  M i n i n g ,  Commerce an d  
F i n a n c e  i n  N i g e r i a  V o l .  I I ,  L ondon  1947 ;  A. H az lew ood  
" C o l o n i a l  E x t e r n a l  F i n a n c e  S i n c e  t h e  W ar" .  R ev iew
o f  E c o n o m ic  S t u d i e s  V o l .  21 1 9 5 3 - 5 4 .

19 .  See  f o r  e x a m p l e  S .  S u c k o w : -  N i g e r i a n  Law a n d  F o r e i g n  
I n v e s t m e n t , G en ev a ,  1966 ;  P a u l  P r o e h l : -  F o r e i g n  
E n t e r p r i s e  i n  N i g e r i a . Laws a n d  P o l i c i e s , L ondon
1965 ; E . I .  N w o g u g u ; -  The L e g a l  P r o b l e m s  o f  F o r e i ^  
I n v e s t m e n t  i n  D e v e l o p i n g  C o u n t r i e s " ( M a n c h e s t e r  1965)  
m akes  a  c o m p a r a t i v e  s t u d y  o f  t h e  l e g a l  p r o v i s i o n s  an d  
m a c h i n e r y  f o r  f o r e i g n  P r i v a t e  I n v e s t m e n t s  i n  some 
E n g l i s h - S p e a k i n g  iiDCS.

20 .  See  f o r  e x a m p l e  E .C .  E d o z i e n ; -  " L i n k a g e s ,  D i r e c t  
F o r e i g n  i n v e s t m e n t  a n d  N i g e r i a ’ s Eco n o m ic  Development" !  
i n  N i g e r i a n  J o u r n a l  o f  Econom ic  a n d  S o c i a l  S t u d i e s  
(NJESS) V o l .  10 ,  No. 2 .  J u l y  1 9 6 8 .
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owned a n d - r u n  i n v e s t m e n t s .  F u r t h e r m o r e  i t  d o e s  p r o v i d e  

t h e  t o o l s  w i t h  w n ic h  p r e d i c t i o n s  c a n  be made a b o u t  t h e  

l i k e l y  s u c c e s s  o r  o t h e r w i s e  o f  c u r r e n t  a n d  f u t u r e  e c o n o m i c  

p o l i c y ,  e s p e c i a l l y  when t h e  c l a m o u r  f o r  r e v o l u t i o n a r y  c h a n g e  

i n  e c o n o m i c  o r g a n i z a t i o n  an d  o r i e n t a t i o n  s eem s  t o  be 

g a t h e r i n g  momentum. L i k e w i s e ,  s u c h  a n a l y s i s  o f  h i s t o r i c a l  

e v i d e n c e  a s  t h i s  i s ,  i n  e f f e c t  r e f l e c t s  t h e  g r o w t h  o r  o t h e r 

w i s e  o f  t h e  N i g e r i a n  econom y.  To my k n o w l e d g e  no 

c o m p r e h e n s i v e  s t u d y  o f  t h i s  i m p o r t a n t  b r a n c h  o f  N i g e r i a ' s  

p o l i t i c a l  economy h a s  b e e n  u n d e r t a k e n  b e f o r e .  The fe w

s t u d i e s  t h a t  e x i s t  h a v e  n a r r o w e r  s c o p e s .  They a r e  e i t h e r
1 6  17p a r t s  o f  e c o n o m i c  h i s t o r y  o f  t h e  E m p i r e ,  o f  S u r v e y s  o f

18C o l o n i a l  f i n a n c e  u n d e r t a k e n  b e f o r e  a n d  e s p e c i a l l y  a f t e r

W orld  War I I  wnen t h e  e m e r g i n g  e n t h u s i a s m  f o r  a  l i b e r a l

a p p r o a c h  t o  t h e  c o l o n i a l  q u e s t i o n  was b e c o m i n g  n o t i c e a b l e ,
1 9o r  a r e  c o n c e r n e d  w i t h  e x a m i n i n g  t h e  l e g a l  a s p e c t s  o f ,  t h e

20d o m e s t i c  l i n k a g e  e f f e c t s  o f ,  t h e  m o t i v a t i o n  t o  i n v e s t  and
21l o c a t i o n a l  p a t t e r n  o f  f o r e i g n  i n v e s t m e n t  i n  N i g e r i a .  

P e r h a p s  more  i m p o r t a n t ,  m o s t  o f  t n e s e  s t u d i e s  e m p h a s i z e  and

2 1 .  See  a . m .  H a k am :-  "The M o t i v a t i o n  t o  I n v e s t  a n d  t h e  
L o c a t i o n a l  P a t t e r n  o f  F o r e i g n  P r i v a t e  I n d u s t r i a l  
I n v e s t m e n t s  i n  N i g e r i a "  NJESS V o l .  8 M arch  1 9 6 6 .  See  
a l s o  M .S .  M a y : -  " D i r e c t  O v e r s e a s  I n v e s t m e n t  i n  N i g e r i a "  
S c o t t i s h  J o u r n a l  o f  P o l i t i c a l  Economy Nov.  1 9 6 5 .

22 .  D e t a i l e d  S t a t e m e n t s  o f  G o v e r n m e n t  P o l i c y  a n d  o f f i c i a l  
a t t i t u d e s  o v e r  t h e  l a s t  two d e c a d e s  a r e  t o  be  f o u n d  
i n  v a h i o u s  G o v e rn m e n t  p u b l i c a t i o n s ,  l i k e  E c o n o m ic  
S u r v e y  o f  N i g e r i a  1 9 5 9 ; I n v e s t m e n t  O p p o r t u n i t i e s  i n  
N i g e r i a :  I n v e s t m e n t  i n  I n d u s t r y  i n  t h e  F e d e r a t i o n  o f  
N i g e r i a  (1961  ) ; S t a t e m e n t  on I n d u s t r i a l  P o l i c y  ( 1 9 6 4 ) . 
L a g o s .

2 5 . See  b e l o w  C h a p t e r  7 .
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j u s t i f y  t h e  i n d i s p e n s a b i l i t y  o f  i n t e r n a t i o n a l  c a p i t a l  

i n f l o w  a n d  a p p l a u d  i t s  c o n t r i b u t i o n  t o  e c o n o m i c  g r o w t h  

i n  N i g e r i a .  S i m i l a r l y  o f f i c i a l  a t t i t u d e s ^ ^  r e f l e c t  a n  

e x c e s s i v e  a w a r e n e s s  o f  t h e  a d v a n t a g e s  o f  f o r e i g n  c a p i t a l  

u s a g e  i n  t h e  p r o c e s s  o f  d e v e l o p m e n t .  Thus  n u m e r o u s  f i s c a l  

c o n c e s s i o n s  a n d  o t n e r  i n c e n t i v e s  h a v e  b e e n  c r e a t e d  t o  a t t r a c t  

a n d  e n c o u r a g e  s u c h  i n f l o w s .  F u r t n e r m o r e  g o v e r n m e n t  p l a n n i n g  

d e c i s i o n s  h a v e  t e n d e d  t o  a s s i g n  a n  i m p o r t a n t  c o n t r i b u t i o n a l  

r o l e  t o  e x t e r n a l  c a p i t a l  by c r i t i c a l l y  e x a m i n i n g  t h e

r e l a t i o n s h i p  o e tw e e n  t h i s  c a p i t a l  r e s o u r c e  a n d  t h e  

d e v e l o p m e n t  o f  t h e  c o u n t r y  an d  i n  e m p h a s i z i n g  t h e  " c o s t "  

e l e m e n t s ,  o t h e r  d i s a d v a n t a g e s  a n d  l i m i t a t i o n s  o f  s u c h  i n f l o w ,  

t h e  t h e s i s  t h u s  a t t e m p t s  a  r e d r e s s  t o  t h e  i m b a l a n c e  t h a t  

h i t h e r t o  e x i s t s .  The m o t i v a t i o n  t h e r e f o r e  i s  t o  d raw  

a t t e n t i o n  t o  w ha t  I  c o n s i d e r  a r e  t h e  s h o r t c o m i n g s  i n  t h e  

p r e s e n t  a s  w e l l  a s  t h e  p a s t  e x p e r i e n c e .  I t  i s  a  s t u d y  

d e s i g n e d  t o  ev o k e  p o l i c y  r e o r i e n t a t i o n .

W h e r e v e r  an  e x t e r n a l  c o m p a r i s o n  o f  N i g e r i a ' s  e x p e r i e n c e  

i s  e s s e n t i a l ,  t h i s  i s  d one  e i t h e r  n a r r o w l y  w i t h i n  t h e  

c o n t e x t  o f  " B r i t i s h "  West A f r i c a ,  o r  more  b r o a d l y  w i t h i n  

S u D - S a n a r a  A f r i c a .  E s p e c i a l l y  i n  t h e  a n a l y s i s  d e a f i n g  

w i t h  o f f i c i a l  f o r e i g n  a s s i s t a n c e ,  h e r  p o s i t i o n  i s  m i r r o r e d  

a g a i n s t  t h e  w i d e r  b a c k g r o u n d  o f  t h e  d e v e l o p i n g  c o u n t r i e s  a s  

a  w noxe .  w i t n i n  t r o p i c a l  A f r i c a  h o w e v e r ,  one  w ou ld  e x p e c t  

t h a t  h e r  g e o g r a p h i c a l  s i z e ,  p o p u l a t i o n  a n d  e n o rm o u s  u n t a p p e d  

r e s o u r c e s  s h o u l d  e n a b l e  h e r  t o  a c h i e v e  a  l o n g - t e r m  a o o v e  

a v e r a g e  p e r f o r m a n c e .  A b y - p r o d u c t  o f  t h e  r e s e a r c h ,  w h i c h  

I  h a v e  d e l i b e r a t e l y  g i v e n  e x t r a  e m p h a s i s  i s  t h e  i n p u t  o f  

s t a t i s t i c a l  an d  b i b l i o g r a p h i c a l  m a t e r i a l .  T h i s  i s  t o  a i d  

f u r t h e r  r e s e a r c h  on t h e  s u b j e c t  m a t t e r ,  w h ic h  w i l l  

u n d o u b t e d l y  be u n d e r t a k e n  i n  f u t u r e ,  b u t  a l s o  o f  e n r i c h i n g
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t h e  m a t e r i a l  b a s e  l o r  o t h e r  d e v e l o p i n g  c o u n t r i e s  e s p e c i a l l y  

i n  W es t  A f r i c a  w h e re  t h i s  a s p e c t  o f  p o l i t i c a l  economy 

r e m a i n s  o b s c u r e .

The l i m i t a t i o n s  and  s h o r t c o m i n g s  o f  t h e  s e c t i o n  on 

N i g e r i a  a r e  s e l f - e v i d e n t  and  a r e  w e l l  s t r e s s e d  i n  t h e  t e x t .  

T h e r e  i s  t h e  u n a v a i l a b i l i t y  o f  s u f f i c i e n t  a n d  r e l i a b l e  

i n f o r m a t i o n  w i t h  r e g a r d s  t o  f a c t s  a n d  f i g u r e s  o f  e x t e r n a l  

c a p i t a l  u s a g e  w i t h i n  t h e  econom y.  A f a i r  a m o u n t  o f  t h e  

d a t a  e s p e c i a l l y  t h o s e  o f  t h e  e a r l i e r  y e a r s  a r e  t o  a  l a r g e  

e x t e n t  t h e  o u tc o m e  o f  i n t u i t i v e  j u d g e m e n t s  o r  a r e  

" g u e s s t i m a t e s " .  Thus  t h e  s t a t i s t i c s  s h o u l d  be t r e a t e d  w i t h  

a  f a i r  am o u n t  o f  c a u t i o n .  A g a i n ,  t h e  f l u i d  s t r u c t u r e  a n d  

c h a r a c t e r  o f  c a p i t a l  f o r m a t i o n  i n c l u d i n g  f o r e i g n  i n v e s t m e n t ,  

e s p e c i a l l y  i n  r e c e n t  y e a r s ,  make a  s t u d y  s u c h  a s  t h i s  a  

t e n t a t i v e  f r a m e w o r x  w h ic h  c o u l d  be a  b a s i s  f o r  f u r t h e r  

r e s e a r c h  a n d  i n t e r p r e t a t i o n .  The s e c o n d  l i m i t a t i o n  c o n c e r n s  

t h e  a g g r e g a t i v e  n a t u r e  o f  t h e  a n a l y s i s .  I t  a l s o  a p p l i e s  

p e r h a p s  m ore  n o t i c e a b l y  t o  t n e  i n t e r n a t i o n a l  e x p o s i t i o n s  

i n  t h e  e a r l i e r  c h a p t e r s .  Thus t h e  p a r a m e t e r s  a r e  d i s c u s s e d  

a t  m a c r o - l e v e i ,  e m p h a s i s  b e i n g  l a i d  on t h e i r  n a t i o n a l  a n d  

i n t e r n a t i o n a l  s i z e s  and  v a l u e s .  h o w e v e r ,  when d e a l i n g  w i t h  

t h e  v a r i o u s  t y p e s  o f  f o r e i g n  r e s o u r c e  i n f l o w  i n t o  t h e  

N i g e r i a n  econom y,  a n d  t h e  d i f f e r e n t  s e c t o r s  i n  w n i c h  t h e y  

a r e  b e i n g  u t i l i z e d ,  d e t a i l e d  m i c r o - t y p e  a n a l y s i s  a r e  a t t e m p t e d .  

On t h e  Whole some g e n e r a l i z a t i o n  s e e m s  i n e v i t a b l e .

The s t u d y  m u s t  be s e e n  i n  t h e  c o n t e x t  o f  c e r t a i n  

p r e s u m p t i o n s  w h i c h  i n f l u e n c e  my c r i t i c a l  p o s t u r e .  F o r  

e x a m p l e ,  1 s n a r e  t h e  v i e w s  t h a t  ( a )  t h e  d e c i s i v e  m eans  a n d  

t h e  p r i m a r y  s t i m u l a n t  f o r  e c o n o m i c  a n d  s o c i a l  p r o g r e s s  m u s t  

i n v a r i a b l y  come f r o m  w i t h i n  t h e  d o m e s t i c  e co n o m y ,  ( b )  t h a t  

w h i l e  t h e  m a r k e t  s y s t e m  h a s  p r o v e d  c a p a b l e  o f  g e n e r a t i n g
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e c o n o m i c  d e v e l o p m e n t  a n a  c o n t i n u o u s l y  r i s i n g  s t a n d a r d  o f

l i v i n g  i n  d e v e l o p e d  ( l a r g e l y  OECD) c o u n t r i e s ,  c a p i t a l i s t

d e v e l o p m e n t  h a s  h i s t o r i c a l l y  snown i t s e l f  t o  be a  l o n g

an d  d r a w n - o u t  p r o c e s s ,  t h u s  u n s u i t a b l e  f o r  d e v e l o p i n g

c o u n t r i e s  a n x i o u s  t o  a t t a i n  t n e  " ag e  o f  m a t u r i t y  a n d  h i g h

m a s s - c o n s u m p t i o n "  i n  t n e  minimum o f  t i m e .  On t n e  o t h e r

h a n d  a  c e n t r a l l y - p l a n n e d  s y s t e m  a n d  s o c i a l i s t  e co n o m ic

d e v e l o p m e n t  n a s  snown i t s e l f  t o  be h i s t o r i c a l l y  c a p a b l e  o f

g e n e r a t i n g  a  s e l f - s u s t a i n i n g  a n d  a c c e l e r a t i n g  g r o w t h  w i t h i n

a  r e l a t i v e l y  s n o r t  p e r i o d .  H ence  t h e  t h i r d  m a j o r  " l i m i t -  
0

a t i o n "  i s  i d e a i o g i c a i .  i  do n o t  b e l i e v e  t h a t  t h e  e s s e n t i a l l y
24f r e e  e n t e r p r i s e  a n d  "o p en "  e c o n o m i c  s y s t e m  p r e s e n t l y  

p r a c t i s e d  i n  N i g e r i a  i s  c a p a o i e  o f  a c c e l e r a t i n g  t h e  eco n o m ic  

a e v e i o p m e n t  Ox t n e  c o u n t r y .  To t h e  o r t h o d o x  w e s t e r n  

e c o n o m i s t  s u c n  a  b i a s  m i g h t  ue s e e n  a s  a  s e r i o u s  l i m i t a t i o n  

t o  t h e  t n e s i s t s ( r e q u i r e d ;  a n a l y t i c a l  p u r i t y .  I  s h a l l  t r y  

a s  much a s  p o s s i b l e  n o t  t o  a i i o w  s u c h  a  b i a s  t o  i n f l u e n c e  

u n a u x y  my s e n s e  o f  j u d g e m e n t .

Tne r e a d e r  wno i s  n o t  i a m i l i a r  w i t h  t h e  o a s i c  f e a t u r e s  

o^ t h e  N i g e r i a n  economy o r  o^ h e r  s o c i o - p o i i t i c a i  o r g a n i z a t i o n s

2 4 .  " . . . .  N i g e r i a  n a s  r e m a i n e d  o p en  t o  i n t e r n a t i o n a l  t r a d e
t o  a n  u n u s u a l  d e g r e e .  F r e e  e n t r y  o f  f o r e i g n  c a p i t a l ,  
x o r  f o r e i g n  e n t r e p r e n e u r s h i p  and  f o r e i g n  t e c h n i c a l  s x i i i s  
n a s  b e e n  o i  c e n t r a i  i m p o r t a n c e  t o  i n d u s t r i a l  d e v e l o p 
m e n t .  do t o o  h a s  t h e  a b s e n c e  o f  e x t e n s i v e  s t a t e  
i n t e r v e n t i o n  c o n t r i b u t e d  t o  a n  o p e n ,  m a r k e t - o r i e n t a t e d  
e c o n o m y . "  P e t e r  K i i b y  i n .  I n d u s t r i a l i z a t i o n  i n  nn  Open 
nconom.y: N i g e r i a  1 9 4 5 - 1 9 6 6 .  C a m b r id g e  U n i v e r s i t y  P r e s s . ,
1 9 b 9 . p a g e  1 .

2b .  F o r  g e n e r a l  r e a d i n g ,  s e e  among o t h e r s  i n  t n e  b i b l i o 
g r a p h y  ( a j  A b o y a d e ; -  "Tne Economy o f  n i g e r i a "  i n  
p .  R o b so n  a n d  E .A .  L u r y  ( e d )  The E c o n o m ic s  o f  A f r i c a , 
A l l e n  a n d  Unwin  London 1969 ( h i  W a i t e r  d c h w a t z  -  N i g e r i a  
P a l l  m a i l  p r e s s  no n d o n  1968 ( c ) H .D .  N e i s o n ,  e t  a l : -  
A r e a  H a n d b o o k  f o r  N i g e r i a  1 9 7 i  W a s h i n g t o n  D.G. 19 7 b .
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25i s  n o t  a t  a  g r e a t  d i s a d v a n t a g e .  A s h o r t  h i s t o r i c a l

i l l u m i n a t i o n  p e r t i n e n t  t o  t h i s  a n a l y s i s  may be  u s e f u l  h e r e .  

The S t a t e  an d  a r e a  known t o d a y  a s  N i g e r i a  was e s s e n t i a l l y  

a  B r i t i s h  c o l o n i a l  c r e a t i o n  f rom  p i e c e m e a l  a m a l g a m a t i o n  

o f  t e r r i t o r i e s  a c q u i r e d  i n  t h e  N i g e r  D e l t a  a n d  i t s  

h i n t e r i a n d .  As i s  shown b e l o w c ,  t h e  m a in  l i n k  i n  t h a t  

t e r r i t o r i a l  e x p a n s i o n  was t h e  i n f l u e n c e  o f  B r i t i s h  t r a d e r s  

a n d  m i s s i o n a r i e s .  I n  t h e  t e x t  I  h a v e  g e n e r a l l y  r e l a t e d  

f i n a n c e  s t a t i s t i c s  t o  t h e  c o u n t r y  a s  a  w n o l e .  I n  a c t u a l  

f a c t ,  s i n c e  N o r t h e r n  a n d  S o u t h e r n  N i g e r i a  w ere  n o t  

o f f i c i a l l y  a m a l g a m a t e d  u n t i l  1914 ,  some o f  t h e  e a r l y  

s t a t i s t i c s ,  f o r  e x am p le  on t r a d e  and  f o r e i g n  f u n d s  f o r  

r a i l w a y s  and  o t h e r  c o m m u n i c a t i o n  d e v e l o p m e n t  s h o u l d  s t r i c t l y  

r e l a t e  t o  S o u t h e r n  N i g e r i a ,  a n d  some g r a n t s  -  i n  -  a i d  f o r  

a d m i n i s t r a t i o n  a n a  d e f e n c e  w e re  d i s b u r s e d  e x c l u s i v e l y  t o  

N o r t h e r n  N i g e r i a . - B e tw e e n  1918 a n d  I 9 6 0 ,  a  p a r t  o f  t h e  

Ex-Germ an c o l o n y  o f  K am eroons  ( t h a t  i s  S o u t h e r n  G a m er o o n s )  

was  a d m i n i s t e r e d  a s  p a r t  o f  N i g e r i a .  M os t  o f  t h e  s t a t i s t i c s  

on  e x t e r n a l  r e s o u r c e s  i n f l o w  b e f o r e  t h e  l a t t e r  y e a r  s h o u l d  

t h e r e f o r e  s t r i c t l y  r e l a t e  t o  t h e  two u n i t s .  However  t h e  

s m a l l  s i z e  ( g e o g r a p h i c a l  a n d  e c o n o m i c )  o f  S o u t h e r n  G am eroons  

m e a n t  t h a t  t h e  f l o w  g o i n g  i n t o  t h a t  a r e a  was m i n u t e  an d  

i n c o n s e q u e n t i a l  t o  a f f e c t  t h e  b r o a d  m a g n i t u d e  g o i n g  i n t o  

t h e  m a in  t h r e e  r e g i o n s  o f  N i g e r i a .  The e x c e p t i o n  was t h e  

d e v e l o p m e n t  o f  p l a n t a t i o n  a g r i c u l t u r e  by f o r e i g n  c o m p a n i e s  -  

a  p o l i c y  s t a r t e d  u n d e r  t h e  German r u l e  -  t o  a  r e l a t i v e l y  

g r e a t e r  e x t e n t  t h a n  i n  t h e  r e s t  o f  t h e  F e d e r a t i o n ,  w h e r e  

s u c h  a  p a t t e r n  o f  a g r i c u l t u r a l  p r o d u c t i o n  was s t r e n u o u s l y  

d i s c o u r a g e d . ^ ^  N i g e r i a  g a i n e d  p o l i t i c a l  i n d e p e n d e n c e  i n  

O c t o b e r  I 9 6 0 ,  b u t  t h e  p u r s u i t  o f  v i g o r o u s  d e v e l o p m e n t  

program m e a c t u a l l y  s t a r t e d  w i t h  t h e  t r a n s f e r  o f  i n t e r n a l
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S e l f  -  G o v e rn m e n t  t o  t n e  t n r e e  r e g i o n s  i n  1 9 5 4 - 5 6 .  S t e r l i n g

r e s e r v e s  a c c u m u l a t e d  s i n c e  t h e  l a t e  1 9 5 0 ' s w ere  g r a d u a l l y

u s e d  u p  f r o m  t h i s  p e r i o a  o n w a rd  t o  d e v e l o p  t h e  e c o n o m i c

a n d  s o c i a l  i n f r a s t r u c t u r e s  a s  w e l l  a s  l a y  t h e  f o u n d a t i o n s

o f  a n  i n d u s t r i a l  s e c t o r .  E conom ic  r i v a l r y  b e t w e e n  t h e  t n r e e

r e g i o n s  t n e m s e l v e s  an d  t h e  c e n t r a l  G o v e rn m e n t  e n g e n d e r e d  a

v i g o r o u s  c o m p a ig n  t o  a t t r a c t  f o r  t h e  f i r s t  t i m e  f o r e i g n
27c o m p a n i e s  an d  f i n a n c i e r s  t o  i n v e s t  i n  N i g e r i a .  P o s t  -  

I 9 6 0  saw  a l s o  t h e  o p e n i n g  u p  o f  t h e  c o u n t r y  t o  f o r e i g n  

( o t h e r  t h a n  B r i t i s h )  o f f i c i a l  a s s i s t a n c e .  N i g e r i a  t h e n c e 

f o r t h  b e g a n  t o  l o o x  on f o r e i g n  a i d  a s  a n  i m p o r t a n t  s o u r c e  

o f  a d d i t i o n a l  r e s o u r c e s  f o r  h e r  d e v e l o p m e n t  p rogram m e a s  

l a i d  d o w n in  t h e  d e v e l o p m e n t  P l a n  1 9 6 2 - 6 8 .  I n  h e r  f i n a n c i a l  

r e l a t i o n  w i t h  t h e  U n i t e d  Kingdom,  N i g e r i a  r e t a i n s  h e r  

m e m b e r s h i p  o l  t h e  S t e r l i n g  A r e a ,  w h i l e  t h e  Commonwealth  

A s s i s t a n c e  Programme r e p l a c e d  t h e  g r a n t s  -  i n  -  a i d  an d  

l o a n s  p r e v i o u s l y  d i s b u r s e d  t h r o u g h  t h e  C o l o n i a l  D e v e l o p m e n t  

a n d  w e l f a r e  (CD & W) A c t s .  The d i s c o v e r y  a n d  p r o d u c t i o n  

o l  p e t r o l e u m  f o r  e x p o r t  e s p e c i a l l y  f r o m  M i d - 6 ü ' s  onw ard  

i n t r o d u c e d  a  new d y n a m ic  e l e m e n t  i n t o  t h e  e c o n o m i c  h i s t o r y  

o f  N i g e r i a .  I t  i s  t n e  r o l e  a n d  i m p a c t  o f  t h i s  e l e m e n t  w h ic h  

i s  d e t i n e d  t o  d o m i n a t e  h e r  s o c i o - e c o n o m i c  h i s t o r y  i n  t h e  

c o m in g  d e c a d e s .  M e n t i o n  m u s t  a l s o  be made o f  t n e  c i v i l  

w a r  1 9 6 7 - 7 0 ,  n o t  o n l y  d i d  i t  " e a t  u p "  s u b s t a n t i a l  am o u n t  o f  

money w h i c h  w ould  h a v e  been  u s e d  f o r  d e v e l o p m e n t  p u r p o s e ,  

i t  a l s o  p u t  back  f o r  a  n u m b e r  o f  y e a r s  t h e  g r a d u a l  p r o g r e s s  

b e i n g  m a d e .  C e r t a i n l y  more  p e r t i n e n t  h e r e  i s  i t s  d i s t o r t i v e  

e f f e c t  on t h e  e c o n o m ic  d a t a  l o r  t h e s e  y e a r s .  T h i s  i n  t u r n ,  

a s  we s e e  be iow ,  m akes  t r e n d  p r o j e c t i o n s  a l l  t h e  more  

d i f f i c u l t .



Page 16

2 6 ,  See  b e lo w  C h a p t e r  6 .

2 7 .  See  b e l o w  C h a p t e r  8 .
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INTERNATIONAL RESOURCES FLOW FOR DEVELOPMENT: PRIVATE

FLOWS TO LDCS.

D e v e lo p in g  c o u n t r i e s  r e c o g n i z e  t h a t  d i r e c t  ( l o n g - t e r m )  

f o r e i g n  i n v e s t m e n t  can b r i n g  i n t o  them n o t  on ly  c a p i t a l  

and f o r e i g n  exchange r e s o u c e s ,  b u t  a l s o  i n  th e  same pack ag e ,  

a d m i n i s t r a t i v e  o r g a n i z a t i o n ,  m a n a g e r i a l  a b i l i t y ,  

s o p h i s t i c a t e d  modern t e c l i n o l o g i c a l  and s c i e n t i f i c  know-how, 

l o c a t i o n  i n  p r o d u c t s  and p r o d u c t i o n  p r o c e s s ,  a s  w e l l  a s  c o n t a c t  w i th  

f o r e i g n  economic and f i n a n c i a l  i n t e r e s t s .  A l l  t h e s e  f a c t o r s  

a r e  i n  s n o r t  s u p p ly  and th e  f o r e i g n  f i r m s  a r e  acimowledged 

t o  be p l a y i n g  an i m p o r t a n t  p a r t  i n  t h e  r e d u c t i o n  and m i n i 

m i z a t i o n  o f  t n e s e  o o t t l e n e c k s .  On a  m a c r o - b a s i s ,  n o t  o n ly  

do th e y  g e n e r a t e  income e s p e c i a l l y  i n  t h e  modern u r b a n  s e c t o r  

and i n  p l a n t a t i o n s ,  b u t  a l s o  c o n t r i b u t e  t o  government  f i s c a l  

rev en u e  and a c c o u n t  f o r  s i z e a b l e  employment i n  t h e  wage- 

e a r n i n g  segment  o f  t n e  l a b o u r  f o r c e .  They e a r n  f o r e i g n  

exchange th r o u g h  e x p o r t  p r o d u c t i o n  and a r e  w e l l - p l a c e d  to  

c o n s e r v e  c u r r e n c y  r e s e r v e s  t h r o u g h  im p o r t  s u b s t i t u t i o n .  

U ndoub ted ly  i t  i s  t h i s  l o g i c a l  a s s o c i a t i o n  o f  f o r e i g n

1. I r o n i c a l l y ,  i n  some d e v e l o p i n g  c o u n t r i e s  l i k e  I n d i a ,  
w i th  S t r o n g  w e l l - e s t a b l i s h e d  l o c a l  c a p i t a l i s t s ,  t h e  need  
to  e l i m i n a t e  d o m e s t ic  m onopo l ie s  and e n f o r c e  
m o d e r n i z a t i o n ,  p l a y s  an i m p o r t a n t  p a r t  i n  t h e i r  d e c i s i o n  
to  enco u rag e  th e  i n f l o w  o f  f o r e i g n  c o m p e t i t i v e  c a p i t a l  
i n t o  c e r t a i n  s e c t o r s .  See below Chp. 5.

2.  J o c e l y n  C l a r k : -  The F i n a n c i n g  o f  F o r e ig n  I n v e s t m e n t  
P r o g r e s s  U n i l e v e r  q u a r t e r l y .  No. 1 1970 op c i t  Page 6

3. DAC/OECD - ' Development  A s s i s t a n c e ' 1969 Review o f  
E f f o r t s  and P o l i c i e s  OECD, P a r i s  1970.

4.  The theme i s  f u r t h e r  Developed i n  t h e  C h ap te r  5.
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i n v e s t m e n t  w i t h  e c o n o m ic  g r o w t h ,  m o d e r n i z a t i o n  a n d  e f f i c i e n c y ,  

a n d  c o n t a c t  w i t h  t h e  o u t s i d e  w o r l d ,  w n i c h  e x p l a i n s  i t s  

d u r a b i l i t y  a n d  g r a d u a l  e x p a n s i o n  i n  t h e  f a c e  o f  e n o rm o u s  

r i s e  i n  p o l i t i c a l  an d  e c o n o m i c  n a t i o n a l i s m  i n  t h e  d e v e l o p i n g  

c o u n t r i e s . ^

The d i s a d v a n t a g e s  o f  f o r e i g n  p r i v a t e  i n v e s t m e n t  t o  t h e

r e c i p i e n t  d e v e l o p i n g  c o u n t r i e s  c a n n o t  e a s i l y  be d i v o r c e d  f r o m

t h e  s o c i o - p o l i t i c a l  c o s t s  o f  s u c h  i n v e s t m e n t s .  Thus  a

memoer o f  t h e  t o p  m an ag e m e n t  o f  t h e  m u l t i n a t i o n a l  U n i l e v e r

C om plex  s e e s  t h e  a r g u m e n t s  i n  f a v o u r  o f  f o r e i g n  i n v e s t m e n t  a s

b e i n g  " e c o n o m i c "  an d  t h e  a r g u m e n t s  a g a i n s t  a s  b e i n g  
2

" p o l i t i c a l " .  The g i s t  o f  s u c h  p o l i t i c a l  a r g u m e n t  i s  

s u c c i n t l y  e x p r e s s e d  by t h e  C h a i r m a n  o f  DAC/OECD i n  a  r e c e n t  

R e v i e w . " P o l i t i c a l l y ,  i t  i s  e s s e n t i a l  t o  an y  c o u n t r y ' s  

f e e l i n g  o f  i n d e p e n d e n c e  -  d e v e l o p e d  o r  d e v e l o p i n g ,  t h a t  

p o l i c y  -  m a k i n g  f o r  a  s u b s t a n t i a l  p r o p o r t i o n  o f  i t s  m o d e rn  

e c o n o m ic  s e c t o r  be i n  t h e  h a n d s  o f  t h o s e  whose  p o l i t i c a l
%

l o y a l t i e s  a r e  t o  t h e  h o s t  c o u n t r y  a n d  n o t  t o  a  f o r e i g n  o n e . "  

W i d e s p r e a d  f e a r  an d  s u s p i c i o n  o f  f o r e i g n  c a p i t a l i s t s  a b o u n d .

5 .  C /E  R. V e r n o n : -  M u l t i n a t i o n a l  E n t e r p r i s e  a n d  N a t i o n a l  
S o v e r e i g n t y  " H a r v a r d  B u s i n e s s  R e v ie w  M a r c h / A p r i l  1 9 6 7 .
See  a l s o  L i t v a k  a n d  H a u l e  ( e d )  F o r e i g n  I n v e s t m e n t :
The E x p e r i e n c e  o f  H o s t  C o u n t r i e s " e s p e c i a l l y  t h e  
i n t r o d u c t o r y  c h a p t e r ,

6 .  C /F  S i n g e r ' s  o b s e r v a t i o n  t h a t  t e c h n o l o g y  i n  LDC' s  t e n d s  
t o  be much more  up  t o  d a t e  i n  t h o s e  s e c t o r s  ( t y p i c a l l y  
m o d e rn  m a n u f a c t u r i n g  i n d u s t r y )  i n  w h i c h  t h e  a c t i v i t i e s  
i n  t h e  p o o r e r  c o u n t r i e s  a r e  m o s t  s i m i l a r  t o  t h o s e  i n  
t h e  r i c h e r  c o u n t r i e s .  By c o n t r a s t  t h e r e  i s  l i t t l e  o r  
no t e c h n o l o g i c a l  p r o g r e s s  i n  a r e a s  w n e re  t h e  p r o b l e m  
d o e s  n o i  e x i s t  i n  t n e  r i c h e r  c o u n t r i e s  ( t y p i c a l l y ,  
p r o b l e m s  o f  t r o p i c a l  a g r i c u l t u r e ,  p r o b l e m s  o f  s m a l l -  
s c a l e  p r o d u c t i o n ,  p r o b l e m s  o f  u t i l i z a t i o n  o f  n a t u r a l  
r a w  m a t e r i a l s  s p e c i f i c  t o  t h e  u n d e r d e v e l o p e d  c o u n t r i e s ,  
p r o b l e m s  o f  s u b s i s t e n c e  f a r m i n g  a n d  o f  s u b s i s t e n c e  
c r o p s ) "  H.W. S i n g e r : -  D u a l i s m  R e v i s i t e d  I n s t i t u t e  o f  
D e v e l o p m e n t  S t u d i e s ,  U n i v e r s i t y  o l  S u s s e x ,  C o m m u n i c a t i o n s  
S e r i e s  No. 41 1 9 6 9 .
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Tne s a n c t i o n s  w h ic h  Doth  t h e  p r i v a t e  f i r m  an d  t h e  g o v e r n m e n t  

Ox t n e  p a r e n t  c o m p a n y ' s  c o u n t r y  c a n  a n d  do o f t e n  a p p l y  a g a i n s t  

a  r e c a l c i t r a n t  h o s t  a u t h o r i t y  t e n d  t o  w eak en  t h e  b a r g a i n i n g  

p o s i t i o n  o f  t h e  r e c i p i e n t  c o u n t r y ,  a n d  i n  s e n s e ,  r e p r e s e n t
A

a  g r e a t  s o c i a l  c o s t .

A good  c r i t i q u e  o± t h e  r e l a t i o n s h i p  b e tw e e n  f o r e i g n  

p r i v a t e  i n v e s t m e n t ,  e c o n o m i c  g r o w t h ,  a n d  t h e  b a r g a i n i n g  

s t r e n g t h  o l  a  h o s t  a u t h o r i t y  i n  t h e  T h i r d  w o r r d  m u s t  i n c l u d e  

a  s e a r c h i n g  e x a m i n a t i o n  o f  s u c h  f a c t o r s  a s  t h e  p r o b l e m s  

f a c e d  by d e v e l o p i n g  c o u n t r i e s  i n  d e a l i n g  w i t h  e c o n o m i c a l l y  

p o w e r f u l  m u l t i n a t i o n a l  c o r p o r a t i o n s  e s p e c i a l l y  t h o s e  i n  t h e  

m a n u f a c t u r i n g  an d  e x t r a c t i v e  ( i n c l u d i n g  P e t r o l e u m )  

i n d u s t r i e s .  The n a g g i n g  c o n c e r n  h e r e  i s  t h a t  s u c h  c o m p l e x  

a n d  h i g h l y  i n t e g r a t e d  o r g a n i z a t i o n s  o f t e n  a r e  i n  a  p o s i t i o n  

t o  a v o i d  t h e  j u r i s d i c t i o n a l  r e a c h  o f  t h e  h o s t  n a t i o n - s t a t e .  

T h e i r  c a p a c i t y  f o r  a v o i d i n g  t h e  f u l l  i m p a c t  o f  n a t i o n a l  

l a w s  a n d  s o c i o - e c o n o m i c  p o l i c i e s  s ee m s  v e r y  h i g h .  An 

a l l i e d  c o n f l i c t  i s  i m p l i c i t  i n  t h e  c o n t r o v e r s y  s u r r o u n d i n g  

t h e  r e l e v a n c e  o f  t h e  t e c h n o l o g y  i m p o r t e d  v i a  i n v e s t m e n t  i n t o

7 .  The p u b l i c  s e c t o r  i n  many d e v e l o p i n g  c o u n t r i e s  i s  e q u a l l y
cu lpabüe  i d  p e r p e t u a t i n g  a n d  e x p a n d i n g  t h e  b i a s  i n

f a v o u r  o f  c a p i t a l - i n t e n s i v e  t e c h n i q u e .  I t  a p p e a r s  t h o s e  
i n  c h a r g e  o f  e c o n o m i c  p o l i c y  i n  t h e s e  c o u n t r i e s  h a v e
n o t  come t o  g r i p s  w i t h  t n e  i m p l i c a t i o n s  o f  s u c h  a  b i a s .  
See C np .  5 b e l o w .

8 .  F o r  f u l l e r  a n a l y s i s  s e e  C hp .  5 a n d  on N i g e r i a  s e e
Chp.  8 .  be low .  See  a l s o  t h e  v a r i o u s  p r o p o s a l s  p u t
f o r w a r d  by r a u i  S t r e e t d n  an d  H e l e n  S u t c h ,  t o  
h a r m o n i z e  t h e  i n t e r e s t  o l  f o r e i g n  p r i v a t e  i n v e s t o r s  w i t h  
l o c a l  a s p i r a t i o n s ,  e s p e c i a l l y  on  t h e  q u e s t i o n  o f  l o c a l  
o w n e r s h i p  a n a  c o n t r o l .  P .  S t r e e t e n  a n d  H. S u t c h  
C a p i t a l  f o r  A f r i c a :  The B r i t i s h  C o n t r i b u t i o n . L ondon
19 7 1 .
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th e  d e v e lo p in g  c o u n t r i e s .  T h ere  i s  a g ro w in g  s c h o o l  

o f  th o u g h t  among D ev elo p m en t e c o n o m is ts  t h a t  th e  c a p i t a l -  

i n t e n s i v e  te c h n iq u e  and th e  a t t e n d a n t  c a p i t a l  im p o rt b i a s ,  

e s p e c i a l l y  in  e c o n o m ic s  w ith  no s e c t o r s  p r o d u c in g  c a p i t a l  

g o o d s ,  may n o t  be in  th e  b e s t  i n t e r e s t  o f  lo n g - te r m  

econ om ic  d e v e lo p m e n t -  n o t w ith s ta n d in g  s h o r t - te r m  fa v o u r 

a b le  e f f e c t s  on su c h  a g g r e g a t e s  a s  GNP and GCP. The 

f o s t e r i n g  o f  t e c h n o l o g i c a l  d u a lism ^  w it h in  th e  h o s t  

econ om y, th e  la c k  o f  en co u ra g em en t f o r  th e  d ev e lo p m en t o f  a 

more r e l e v a n t ,  l o c a l l y - c o n d i t i o n e d  la b o u r - u s in g  te c h n o lo g y ;^  

th e  e x i s t a n c e  o f  a su b -m q xim al i n j e c t i o n  o f  econ om ic  

s u r p lu s  th ro u g h  su ch  e x t e r n a l  le a k a g e s  a s  in v e s tm e n t  

incom e and p aym en ts f o r  c a p i t a l  good s im p o r t , are  a l l  l i k e l y  

to  w eaken th e  p o t e n t i a l  e f f e c t s  o f  a fo r e ig n -d o m in a te d  

modern s e c t o r  in  p u sh in g  th e  econom y fo r w a rd . The p r o f i t  

m o t iv e ,  a s  th e  m ajor d e te r m in a n t  o f  th e  c h o ic e  o f  s e c t o r s  

in  w h ich  to  i n v e s t  i s  d e f e c t i v e  in  a t  l e a s t  one r e s p e c t :  

th e  p a t t e r n  o f  p r i v a t e  in v e s tm e n t  in  fo o d  and raw m a t e r ia l s  

( in c l u d in g  m in e r a ls )  p r o d u c t io n  t h a t  i t  had h i s t o r i c a l l y  

f o s t e r e d  h a s  l e f t  many d e v e lo p in g  c o u n t r ie s  in  A f r i c a  and  

A s i a ,  w it h  a s t r u c t u r e ,  th e  tr a n s fo r m a t io n  o f  w h ich  i s  th e

9 . F o r  a f u l l e r  d e v e lo p m e n t o f  t h i s  v id w . S ee  G io v a n n i  
A r r ig h i  and J oh n  S a u l : -  " S o c ia l i s m  and E conom ic  
D ev elo p m en t in  T r o p ic a l  A fr ic a "  The J o u r n a l o f  Modern 
A f r ic a n  S t u d ie s  V o l .  6 ,  No. 2 ,  19^ 8 . D i s c u s s in g  a 
p o s s i b l e  e f f e c t  o f  a p o l i c y  o f  s e l f - r e l i a n c e  from  
i n t e r n a t i o n a l  P r iv a t e  C a p i t a l  in f lo w ,  th e y  argu e  as  
f o l l o w s : "  th e  em ergen ce o f  a la b o u r  a r i s t o c r a c y  ( i . e .  
th e  urban  wage and s a la r y  -  e a r n in g  e l i t e )  w ith  
c o n s id e r a b le  p o l i t i c a l  pow er was b ro u g h t a b o u t n o t  
o n ly  b y  th e  p a t t e r n  o f  f o r e ig n  in v e s tm e n t  b u t  a l s o  b y  
th e  a c c e p ta n c e  o f  a c o l o n i a l  s a la r y  s t r u c t u r e  on th e  
p a r t  o f  in d e p e n d e n t  A f r ic a n  g o v ern m en ts . The la b o u r  
a r i s t o c r a c y  w i l l  t h e r e f o r e  c o n t in u e  to  u s e  i t s  pow er in  
8 s t a t e - c o n t r o l l e d  m odern s e f t o r  in  o r d e r  to  a p p r o p r ia te  
a c o n s id e r a b le  sh a r e  o f  th e  s u r p lu s ,  in  th e  form  o f  
in c r e a s in g  d i s c r e t i o n a r y  c o n su m p tio n . U nder t h e s e  
c o n d i t io n s  " P e r v e r se  grow th" w ou ld  c o n t in u e  n o t w it h 
s t a n d in g  s t a t e - o w n e r s h ip  o f  th e  means o f  p r o d u c t io n " .  
Page 1 5 1 . S e e  a l s o  b e lo w  Chp. 5 .
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c o r n e r s t o n e  o f  many a  D e v e l o p m e n t  P l a n .  C r i t i c i s m s  h a v e  

a l s o  Deen l e v e l l e d  a g a i n s t  f o r e i g n  f i r m s  f o r  t h e i r  l a c k  o f  

a w a r e n e s s  o r  a d e q u a t e  a p p r e c i a t i o n  o f  t n e  r e a s o n a b l e  

n a t i o n a l  a s p i r a t i o n s  o f  d e v e l o p i n g  c o u n t r i e s  i n  t n e  s p h e r e  

o f  l o c a l  p a r t i c i p a t i o n ,  o w n e r s h i p  a n d  c o n t r o l  o f  t h e i r  

l e a d i n g  a n d  o f t e n  m o s t  p r o d u c t i v e  e n t e r p r i s e s .  T h e s e  

d e s i r e s  c o u l d  be m e t  by p u r s u i n g  p o l i c i e s  w n i c h  c a t e r  f o r  

l o c a l  e q u i t y  p a r t i c i p a t i o n ,  maximum l o c a l  au to n o m y  o f  

b r a n c h e s ,  s u b s i d i a r i e s  a n a  o t h e r  a f f i l i a t e s ,  a n d  t h r o u g h  

a  p o l i c y  o f  s t e a d i l y  i n c r e a s i n g  t h e  i n d i g e n i z a t i o n  o f
Q

p e r s o n n e l  e s p e c i a l l y  a t  t h e  a e c i s i o n - m a k i n g  l e v e l .

F i n a l l y ,  t h e  o t n e r  cri t icism a g a i n s t  f o r e i g n  i n v e s t m e n t  

w o r t h  m e n t i o n i n g  h e r e  i s  t h a t  o v e r  t h e  y e a r s  f o r e i g n  i n v e s t 

m e n t  h a s  d i r e c t l y  a n d  i n d i r e c t l y  c o n t r i b u t e d  t o  t h e  f o r m a t i o n  

a n d  s u s t e n a n c e ,  n o t  o n l y  o f  a  D u a l i s t i c  econom y,  b u t  a l s o  a  

d u a i i s t i c  s o c i e t y .  Tne l a t t e r  i s  t y p i f i e d  by a  s m a l l  b u t  

p o w e r f u l  s o c i o - e c o n o m i c  e l i t e  on one  h a n d  a n d  t h e  mass  o f  

o r d i n a r y  p e a s a n t s  on t h e  o t h e r .  I n  A r r i g h i t e  a n d  B a u lk  

v i e w ,  t h e  a s p i r a t i o n s  a n d  b e h a v i o u r  p a t t e r n  o f  t h e  b u r e a u 

c r a t i c ,  c o m m e r c i a l  a n d  p r o f e s s i o n a l  e l i t e  g r o u p  a r e  

i n c o m p a t i b l e  w i t h ,  a n d  h i n d e r s  t h e  f o r m a t i o n  o f  a  new

a p p r o a c h  t o  r e s o u r c e  a l l o c a t i o n ,  s u r p l u s  m o b i l i z a t i o n  a n d  
g

u t i l i z a t i o n .

T h i s  c h a p t e r  h a s  so  f a r  d e a l t  w i t h  t h e  p r o s ,  an d  c o n s ,

o f  f o r e i g n  p r i v a t e  i n v e s t m e n t  f r o m  t h e  v i e w  p o i n t  o f

d e v e l o p i n g  c o u n t r i e s .  Some o f  t h e  i s s u e s  i n v o l v e d  i n  t h e  

c h a l l e n g e  o f  f o r e i g n  p r i v a t e  i n v e s t m e n t  g e n e r a l l y  f e l t  by 

n o s t  n a t i o n s ,  a l r e a a y  a e v e i o p e d  o r  j u s t  d e v e l o p i n g ,  a r e  w e l I -  

h i g h l i g h t e a  i n  t h e  T a s k  F o r c e  R e p o r t  on t h e  S t r u c t u r e  o f

C a n a d i a n  i n d u s t r y .  The R e p o r t  was p r e p a r e d  by a  g r o u p  o f
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C a n ad ian  e c o n o m is ts  in  r e s p o n s e  to  th e  g e n e r a l  c o n c e r n  f e l t  

i n  Canada ab o u t th e  enorm ous f o r e ig n  s ta k e  (m a in ly  A m erican  

and B r i t i s h )  in  t h e i r  econom y. A lth o u g h  th e  T ask  F o r c e  

R e p o r t  c h o s e  n a t io n a l  s o v e r e ig n t y  a s  i t s  u n d e r ly in g  th em e,

— C a n a d ia n s a re  c o n c e r n e d  t h a t  th e  p r e s e n t  l e v e l  o f  f o r e i g n  

d i r e c t  in v e s tm e n t  may th r e a te n  C anada’ s  f u t u r e  n a t io n a l  

in d ep en d e n c e  -  one o f  i t s  p a ra g ra p h s d e a l s  w ith  t h e  ab ove  

i s s u e s  in  t h i s  way: " . . . .  th e  v e r y  in f lo w  o f  f o r e ig n  in p u ts

t h a t  come w ith  f o r e ig n  in v e s tm e n t and c r e a t e  th e  b e n e f i t s  a l s o  

te n d  s im u lt a n e o u s ly  to  g e n e r a te  c o s t s  or  p r o b le m s . The i n f l u x  

o f  s e n io r  p e r s o n n e l  from  th e  p a r e n t  (com pany) p r o v id e s  m anage

m ent s k i l l s  o f  a h ig h e r  q u a l i t y ;  b u t th e  e a s e  w ith  w h ich  

m a n a g e r ia l and e n t r e p r e n e u r ia l  s k i l l s  can  be im p o rted  may 

red u ce  in c e n t i v e s  to  im prove t h e s e  s k i l l s  in  th e  h o s t  c o u n tr y .  

C a p it a l  in f lo w  in c r e a s e s  a g g r e g a te  s a v in g  and in v e s tm e n t  and th e  

r a t e  o f  econ om ic g row th ; b u t th e  i n s t i t u t i o n a l  d ev e lo p m en t o f  

a n a t io n a l  c a p i t a l  m arket may be in h i b i t e d  and th e  ra n g e  o f  

c h o ic e  f a c in g  th e  i n v e s t o r  r e d u c e d . The d i r e c t  in v e s tm e n t  

f ir m  p r o v id e s  e a s y  a c c e s s  f o r  th e  s u b s id ia r y  to  th e  

t e c h n o lo g y  o f  th e  p a r e n t ;  b u t  th e  l a t t e r  i s  n o t  n e c e s s a r i l y

th e  a p p r o p r ia te  f o r  th e  h o s t  c o u n tr y ..............................................................

F o r e ig n  a f f i l i a t i o n  may p r o v id e  an a s su r e d  m arket f o r  th e  

s u b s id i a r y ’ s  o u t p u t ,  p a r t i c u l a r l y  o f  raw m a t e r ia l s  and se m i

p r o c e s s e d  g o o d s ;  b u t ,  to  th e  e x t e n t  th e  t a x a t io n  a u t h o r i t i e s  

do n o t  e n su r e  o t h e r w is e ,  th e  r e s u l t i n g  " p r ic e s"  may n o t  r e s u l t  

in  maximum b e n e f i t  f o r  th e  h o s t  c o u n tr y . I n  m a n u fa c tu r in g , 

th e  s u b s id ia r y  g a in s  a c c e s s  t o  th e  trad em ark s f o r  t e s t e d  

p r o d u c ts  and th e  r e s i d e n t s  o f  th e  h o s t  c o u n tr y  t o  th e  l a t e s t  

consum er g o o d s;  b u t th e  s u b s id ia r y  may becom e s im p ly  an  

appendage o f  th e  p a r e n t ,  c o p y in g  p r o d u c ts  f o r  th e  D o m e stic
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m a r k e t  ( D eh ina  a  t a r i f f  w a f f )  a n d  i n  t h e  u n l i k e l y  e v e n t  

t h a t  i t  i s  e f f i c i e n t ,  r e s t r a i n e d  f r o m  e x p o r t i n g ...................

1 s n a i l  r e t u r n  t o  a  d e t a i l e d  d i s c u s s i o n  o f  m o s t  o f  t h e  

p o i n t s  r a i s e d  i n  t h e  p r e c e e d i n g  a n a l y s i s  i n  a  l a t e r  c h a p t e r ,  

b u t  f i r s t ,  we m u s t  c o n s i d e r  t h e  m o t i v e s  f o r  o v e r s e a s  i n v e s t 

m e n t .  What a r e  t h e  g e n e r a l  m o t i v e s  f o r  a  s t a x e  i n  a  f o r e i g n  

economy? On a  w i d e r  p l a n e ,  one  may a s k  t h i s  q u e s t i o n :  What

a r e  t h e  d r i v i n g  f o r c e s  b e h i n d  e x t e r n a l  r e s o u r c e s  o u t f l o w ,  

w h i c h  a s  i n d i c a t e d  b e f o r e ,  now a p p e a r s  t o  be p l a y i n g  a  more  

i m p o r t a n t  r o l e  i n  i n t e r n a t i o n a l  e c o n o m ic  r e l a t i o n  a n d  c o 

o p e r a t i o n  t h a n  t r a d e ?  Of t h e  s o - c a l l e d  " f o r e i g n - a i d " ,  

n a t i o n a l  i n t e r e s t s  -  p o l i t i c a l  a n d  d i m p f o m a t i c ;  e co n o m ic  

a n d  c o m m e r c i a l ;  s o c i a l  a n d  c u l t u r a l ;  m i l i t a r y  an d  s t r a t e g i c  

-  p r o v i d e  t h e  m o t i v a t i n g  f o r c e s ,  x v e n  i n  d i s c u s s i n g  p r i v a t e  

c a p i t a f  i n v e s t m e n t ,  t h e  o b v i o u s  i n t e r e s t s  o f  t h e  F i n a n c e

a n d  I n d u s t r i a f  c a p i t a l i s t s  c l a s s  m u s t  n o t  be a l l o w e d  t o
1 1c o n c e a l  t h e  u l t i m a t e  n a t i o n a l  i n t e r e s t ,  i n d e e d  o f  a r e a

i n t e r e s t ,  e s p e c i a l l y  w i t n  r e s p e c t  t o  c e r t a i n  t y p e s  o f  i n v e s t -  
1 2m e n t .  The e s s e n t i a l  l o r c e  b e h i n d  p r i v a t e  c a p i t a l  i s  

p r o f i t a b i l i t y  a n d  i t s  c o n t i n u i n g  g r o w t h  a t  a  f a v o u r a b l e  r a t e .  

The m eans  o f  f u l f i l l i n g  t h i s  c r i t e r i o n , t h a t  i s ,  t h e  i n c e n t i v e s  

t o  i n v e s t  i n  f o r e i g n  e c o n o m i e s  v a r y  f r o m  p e r i o d  t o  p e r i o d ;  

f r o m  c o u n t r y  t o  c o u n t r y  d e p e n d i n g  on  t h e  s t a g e  o f  e c o n o m ic

10 ,  R e p o r t  o f  t h e  T ask  F o r c e  on t h e  S t r u c t u r e  o f  C a n a d i a n
I n d u s t r y ,  e n t i t l e d  " F o r e i g n  O w n e r s n i p  an d  S t r u c t u r e  o f
C a n a d i a n  i n d u s t r y " .  Q u e e n ' s  P r i n t e r ,  1968 .  P a g e s  3 8 - 3 9 .

11 .  I n  t h i s  r e s p e c t ,  a  p r i n c i p a l  o b j e c t i v e  o f  o v e r s e a s
i n v e s t m e n t ,  f o r  t h e  J a p a n e s e  a u t h o r i t i e s ,  i s  t h e  
o p p o r t u n i t i e s  i t  g i v e s  f o r  " g e n e r a l  e co n o m ic  c o o p e r 
a t i o n  w i t h  l e s s  D e v e l o p e d  C o u n t r i e s ,  g e a r e d  t o  
e n c o u r a g e  i n d u s t r i a l  a c t i v i t i e s  u n d e r  J a p a n e s e  a u s p i c e s " .  
O . E . C . D .  -  L i b e r a l i z a t i o n  o f  i n t e r n a t i o n a l  C a p i t a l  
Movements  i n  J a p a n  ( P a r i s  1968)  P a g e  18l i n  p r a c t i c a l  
t e r m s  f o r  e x a m p l e ,  t h e  e f f e c t  o f  a  s u c c e s s f u l  m i n e r a l  
e x p l o i t a t i o n  by a  s u b s i d i a r y  o f  a  U n i t e d  Kingdom ( U . K . )  
b a s e d  com pany ,  n o t  o n l y  b e n e f i t  t h e  company i t s e l f .
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d e v e l o p m e n t ;  on p o l i t i c a l  a c c e p t a b i l i t y  a n d  a l l i e d  f a c t o r s  

c o l l e c t i v e l y  l a o e l l e d  t h e ’ i n v e s t m e n t  c l i m a t e '  an d  t h e  

' e c o n o m i c  e n v i r o n m e n t ' .  H i g h e r  p r o f i t a b i l i t y  p o t e n t i a l ,  

d i r e c t l y  t n r o u g h  a  r e l a t i v e l y  h i g h e r  r e t u r n s  ( a s  c o m p a r e d  

w i t h  home i n v e s t m e n t ) ,  a n d  i n d i r e c t l y  t n r o u g h  g r e a t e r  c a p i t a l  

a p p r e c i a t i o n s  a n d  s e c u r i t y  a g a i n s t  i n f l a t i o n  a n d  d e v a l u a t i o n ,  

i s  e v i d e n t  e n o u g h  i n  p o r t f o l i o  i n v e s t m e n t  i n  f o r e i g n  

s e c u r i t i e s .  The m o t i v e s  f o r  d i r e c t  i n v e s t m e n t ^ ^  a r e  m ore  

c o m p l e x ,  so  t o o  a r e  t h e  f i n a n c i a l  c o n s i d e r a t i o n s  a f f e c t i n g  

t h e  i n v e s t i n g  c o m p a n i e s  when d e c i d i n g  t o  t a k e  a d v a n t a g e  o f  

m a r x e t  o p p o r t u n i t i e s .  Some o f  t h e  m a j o r  m o t i v e s  c a n  be 

e n u m e r a t e d .  R a r e i y  d o e s  a  f i r m  f i n d  i t s e l f  m o t i v a t e d  by a  

s i n g l e  r e a s o n .  The r u l e  see m s  t o  oe t h a t  t h e  m ore  c o m p l e x  

i n  s i z e  an d  s t r u c t u r e ,  a n d  t h e  more  m u l t i - n a t i o n a l  a  

c o r p o r a t i o n  i s ,  t h e  m ore  n u m e r o u s  a r e  t h e  m o t i v e s  t h a t  

c o m p e l  i t  t o  i n v e s t  i n  o t h e r  c o u n t r i e s .  D i f f e r e n t  m o t i v e s  

i n v a r i a b l y  a p p l y  t o  d i f f e r e n t  n a t i o n - s t a t e s .  A m e r c h a n d i z i n g  

h o u s e ,  o r  a n  e x p o r t - o r i e n t a t e d  m a n u f a c t u r i n g  f i r m  s e e s  th e  

n e c e s s i t y  o f  d e f e n d i n g  i t s  t r a d i t i o n a l  m a r k e t  by  p a r t a k i n g  

i n  t h e  l o c a l  p r o d u c t i o n  a n d  m a r k e t i n g  o f  i t s  p r o d u c t s  i n

11 ,  C o n t ’d . . . .  b u t  a l s o  v a r i o u s  o t h e r  p e o p l e ,  c o m p a n i e s  and
i n s t i t u t i o n s ,  a n d  t h e  s t a t e ,  i n  so  f a r  a s  i t  c h e a p e n s  
an d  a s s u r e s  a  c o n t i n u i n g  a n d  s t a b l e  s u p p l i e s  t o  t h e  
U.K.  com m odi ty  m a r k e t .  F u r t h e r m o r e ,  a  s p i l l - o v e r  f r o m  
s i z e a b l e  p r i v a t e  i n d u s t r i a l  p l a n t a t i o n  o p e r a t i o n  i n  a  
d e v e l o p i n g  c l i e n t  s t a t e ,  i s  t h e  p o s s i b i l i t y  t h a t  e x t e r n a l  
h e l p  s o u g h t  a n d  g i v e n  t n r o u g h  o f f i c i a l  c h a n n e l s  -  i . e .  
f o r e i g n  a i d  -  may t n e r e b y  be r e d u c e d .

12. E f f o r t s  a r e  m a a e ,  i n d i v i d u a l l y  o r  t h r o u g h  c o n s o r t i a ,  by 
d e v e l o p e d  m a r k e t - o r i e n t a t e d  e c o n o m i e s  -  t h e  s o - c a l l e d  
O . E . C . D .  o r  I . D . A .  P a r t  I  c o u n t r i e s  -  t o  k e e p  t h e  
e x p l o i t a t i o n  o f  s t r a t e g i c  r a w  m a t e r i a l s  e . g .  o i l ,  
c o p p e r ,  u r a n i u m ,  g o l d ,  w i t h i n  t h e i r  o r b i t  n o t  o n l y  t o  
g u a r a n t e e  a  c o n t i n u o u s  s u p p l y  f o r  t h e i j '  n e e d s  b u t  a l s o  
t o  d eny  s u c h  s u p p l i e s  t o  t h e  " o t n e r  camp"^ The h o s t  
c o u n t r i e s  h o w e v e r  b e n e f i t  f r o m  s u c h  d e v e l o p m e n t s  
t h r o u g h  f o r e i g n  e x c h a n g e  e a r n i n g ,  c o r p o r a t i o n  t a x  a n d  
e m p lo y m e n t .
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o r d e r  t o  a v o i d  b e i n g  s h u t  o u t  by t h e  t a r i f f  w a l l s  a n d  o t n e r  

r e s t r i c t i o n s ,  a n d  t o  p r e v e n t  s u c h  o p p o r t u n i t i e s  b e i n g  

e x p l o i t e d  by r i v a l  i n t e r n a t i o n a l  c o m p e t i t o r s . ^ ^  M a r k e t -  

p r o t e c t i n g  f i r m s  s e e  s u c n  d i r e c t  i n v e s t m e n t  a s  a  s u b s t i t u t e  

f o r  t h e i r  p r e v i o u s l y  i m p o r t e d  o r  e x p o r t e d  p r o a u c t s  a n d  a s  a  

m eans  o f  w a r d i n g  o f f  t n e  t h r e a t  o f  e c o n o m i c  l o s s  i f  s u c h  

o p p o r t u n i t i e s  a r e  e x p l o i t e d  by o t h e r s .  The l i k e f i h o o d  o f  

s u c h  e n t r e p r e n e u r i a l  b e h a v i o u r  on t h e  p a r t  o f  a  m a r k e t  

p r o t e c t o r  i s  f a c i l i t a t e d  by v i r t u e  o f  h i s  p r o x i m i t y .  The 

" i n s i d e r "  w i l l  n o t e  an y  p o s s i b l e  c o m m e r c i a l  o p p o r t u n i t y  an d  

i s  w e r l - p l a c e d  t o  e v a l u a t e  t h e  s u c c e s s  c h a n c e s  o f  t h e  t r e n d y  ?  

a e s i r e  f o r ,  a n d  p r a c t i c a l  i m p l e m e n t a t i o n  o f  l o c a l  i n d u s t r i a l 

i z a t i o n ,  w e l l  b e f o r e  an  " o u t s i d e r " .  He h o l d s  s i m i l a r  

a d v a n t a g e  i n  t h e  c o s t  o f  g a t h e r i n g  n e c e s s a r y  i n f o r m a t i o n  and  

i n  a u t h e n t i c a t i n g  i t s  r e h a b i l i t y .  " B e c a u s e  o f  h i s  

s p e c i a l i z e d  k n o w l e d g e  o f  t h e  l o c a l  e c o n o m i c  e n v i r o n m e n t ,  t h e  

m a r k e t  p r o t e c t o r ’ s o b j e c t i v e  r i s k s  o f  f a i l u r e  a r e  l e s s  f o r  

t h e  same r e a s o n ,  h i s  m a r g i n  o f  e r r o r  i n  q u a n t i f y i n g  t h e s e  

r i s k s  i s  s m a f f e r .  The i n s i d e r  c a n  c o u n t  on l o w e r  c o s t s  by 

u t i l i z i n g  h i s  a l r e a d y  e s t a b l i s h e d  ( a n d  p r o v e n )  d i s t r i b u t i o n

f a c i l i t i e s ,  m a n ag e m e n t  o v e r h e a d s  a n d  c o n n e c t i o n s  w i t h  t h e
1 5p u b l i c  b u r e a u c r a c y " .

13 .  T h a t  i s ,  B h y s i c a l  C o n s t r u c t i o n s  o f  f a c t o r i e s  a n d  o t h e r  
b u s i n e s s e s  l i k e  m i n e s ,  p l a n t a t i o n s  an d  " i n v i s i b l e "  
s e r v i c e s .  The m o s t  n o t e a o l e  o f  w u i c h  a r e  b a n k i n g ,  
i n s u r a n c e ,  m a n a g e m e n t  a n d  c o n s u l t a n t  a g e n c i e s ,  
r e s p o n s i b i l i t y  f o r  c o n t r o l  a n d  t h e  r u n n i n g  o f  s u c h  
e n t e r p r i s e s ,  i s  f u l l y  o r  p a r t i a l l y  a s s u m e d  by t h e  
i n v e s t i n g  c o m p a n i e s .  Such  a f f i l i a t e s ,  s u b s i d i a r i e s  
and  b r a n c h e s  a r e  l i n x e d  p o l i c y - w i s e  a n d  f i n a n c i a l l y  ' 
w i t h  t n e  p a r e n t  c o m p a n i e s  i n  t h e  d e v e l o p e d  c o u n t r i e s ,  
an d  o f t e n  wiLh member f i r m s  i n  o t h e r  f o r e i g n  c o u n t r i e s .  
The p o s i t i o n  o f  j o i n t  v e n t u r e  e n t e r p r i s e s  i s  d i s c u s s e d  
b e io w .



Page 26

W h i le  m a r k e t  p r o t e c t i o n  r a t i o n a l e  may oe a p p l i e d ,  oy 

m o s t  f o r e i g n  i n v e s t o r s  t o  m o s t  c o u n t r i e s ,  t h e  c h a r a c t e r i s t i c s  

etna p e c u l i a r i t i e s  o f  i n d i v i d u a l  f i r m s  a n d  h o s t  c o u n t r i e s  

d e t e r m i n e  t h e  m o t i v e ,  n a t u r e  a n a  m e tn o d  o f  i n v e s t m e n t ,  

n r o a d i ' p g  d i v i d i n g  t h e  w o r l d  i n t o  t h e  two c a t e g o r i e s  o f  

d e v e l o p e d  a n d  u n d e r d e v e l o p e d ,  we f i n d  t h a t  t n e  v a r i o u s  

1 a c t o r s  d e t e r m i n i n g  i n v e s t m e n t s  i n  tnem  a ssu m e  d i f f e r e n t  

d e g r e e s  o f  e m p h a s i s  a n d  c o m p u l s i o n .  Thus  m e  o p p o r t u n i t y  

o f  a p p l y i n g  t h e  l a t e s u  t e c h n o l o g i c a l  o r g a n i z a t i o n a l  a n d  

m an ag em en t  know-how t o  i n d u s t r i a l  e c o n o m i e s  o f  t h e  U n i t e d  

Kingdom a n d  F r a n c e  may be t h e  m o t i v a t i n g  f o r c e  b e h i n d  t h e  

i n v e s t m e n t  by some A m e r i c a n  m u l t i n a t i o n a l  c o r p o r a t i o n s  i n  

th e m ;  r a t h e r  t h a n  t h e  n e e d  t o  t a k e  a d v a n t a g e  o f  an  e x p a n d i n g  

m a r k e t  a n d / o r  f i n a n c i a l  i n s u f f i c i e n c y  ( e s p e c i a l l y  o f  f o r e i g n  

e x c h a n g e )  w h i c h  may a t r a c t  t h e  same f i r m s  t o  d e v e l o p i n g  

e c o n o m i e s  o f  A s i a ,  A f r i c a  a n d  L a t i n  A m e r i c a .  The n e e d  t o  

c a t e r  f o r  t h e  e n o rm o u s  demand o f  W e s t e r n  E u r o p e  f o r  p e t r o l e u m  

p r o d u c t s ,  a n d  t h e  c a p a b i l i t y  t o  e x p l o i t  o i l  r e s o u r c e s  

m o t i v a t e  A m e r i c a n  a n d  B r i t i s h  o i l  c o m p a n i e s  t o  i n v e s t  i n  t h e

1 4 . Some c a u t i o n  m u s t  be t a k e n  i n  o r d e r  n o t  t o  o v e r d r a m a t i z e  
t h e  f o r c e s  o f  c o m p e t i o n  a n d  r i v a l  s t r u g g l e s  b e t w e e n  
i n t e r n a t i o n a l  g i a n t s  i n  t h e  same l i n e  o f  p r o d u c t i o n .  
T h e s e  c o n c e r n s ,  i n  t h e  w o rd s  o f  a  T im es  S p e c i a l  
C o r r e s p o n d e n t  "know t h e i r  ' f o r e i g n '  c o m p e t i t o r s  w e l l ;  
t h e y  o f t e n  h av e  c l o s e  r e l a t i o n s  w i t h  th e m ,  t h e y  know 
t h e i r  r e l a t i v e  s t r e n g t h s  a n d  ( p r o d u c t i o n )  c o s t s ,  a n d
i n  some t r a d e s ..................................... a r e  i n c l i n e d  t o  a b s t a i n
f r o m .......................................  d i r e c t  c o m p e t i t i o n  on t h e i r  r i v a l s
d o o r s t e p " .  The T im es  ( L o n d o n )  M ar ch  2 ,  1 9 6 0 ,  i n  
M. K i d r o n : -  F o r e i g n  I n v e s t m e n t  i n  I n d i a , op c i t .  P a g e  
2 5 4 . The o l i g o p o l i s t i c  n a t u r e  ox t h e  i n t e r n a t i o n a l  o i l  
i n d u s t r y  i s  w e l l - k n o w n .  On t h e  o t h e r  h a n d ,  t h e  
i n t e r n a t i o n a l  m a r k e t  f o r  m o t o r  c a r s  a n d  o t h e r  t r a n s p o r t  
v e h i c l e s  a p p e a r s  t o  be h i g h l y  c o m p e t i t i v e .

1 5 . P e t e r  K i l b y : -  I n d u s t r i a l i z a t i o n  i n  An Open Economy 
N i g e r i a  1 9 4 5 - 6 6 . o p .  c i t . P a g e  8 0 .

I d .  A t t e m p t s  t o  e n c o u r a g e  f o r e i g n  i n v e s t m e n t  i n t o  S o u t h e r n  
I t a l y ,  N o r t h e r n  I r e l a n d  a n d  S c o t l a n d  i n  t h e  U n i t e d  
Kingdom a r e  t y p i c a l  e x a m p l e s  o f  t h e  l a t t e r  c a s e .
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n i a ü l e - E a s t  w nere  o i l  d e p o s i t  i s  p l e n t i f u l ,  m o s t  d e v e l o p i n g

c o u n t r i e s  i n s t i t u t e  v a r i o u s  m e a s u r e s  i n c l u d i n g  f i s c a l

i n c e n t i v e  a n d  t a r i f f  p r o t e c t i o n s  t o  a t t r a c t  f o r e i g n  p r i v a t e

c a p i t a l  x o r  t h e  d e v e l o p m e n t  o f  t n e i r  n a t i o n a l  e c o n o m i e s ,

w n e r e - a s  i n  some d e v e l o p e d  c o u n t r i e s  l i k e  C a n a d a ,  t h e

U n i t e d  Kingdom and  I t a l y ,  t h e s e  s p e c i a l  c o n c e s s i o n s  a n d

i n c e n t i v e s  a r e  p r i m a r i l y  i n s t i t u t e d  t o  a t t r a c t  f o r e i g n

i n v e s t m e n t  i n t o  t h e  " d e p r e s s e d "  a n d  u n d e r d e v e l o p e d  p a r t s
1 6 .Ox t n e i r  t e r r i t o r i e s .

,vhat o t n e r  m o t i v e s  p r o m p t  i n v e s t m e n t  i n  d e v e l o p i n g

c o u n t r i e s ?  U s i n g  an  i n t e r n a t i o n a l  a n d  m u l t i d i v i s i o n a l  
17f i r m  a s  a  t y p i c a l  i n v e s t o r ,  we f i n d  t h a t  s u c h  m o t i v e s  

i n c l u d e  t h e  d e s i r e  t o  e x p l o i t  r a w  m a t e r i a l s  i n c l u d i n g  o i l ,  

w h i c h  h o s t  c o u n t r i e s  a r e  f i n a n c i a l l y  a n d  t e c h n i c a l l y  

i n c a p a b l e  o f  e x p l o i t i n g  l o r  t h e  t i m e  b e i n g .  P r o d u c t i o n  o f  

s u c h  m a t e r i a l s  may be f o r  t h e  u s e  o f  t h e  p a r e n t  co m p an y ,  o r  

o f  m e m b e r - s u b s i d i a r i e s  w i t h  t h e  g r o u p ;  o r  f o r  t h e  

i n t e r n a t i o n a l  ( w o r l d )  m a r k e t .  The i n v e s t i n g  f i r m ’ s e x p e r t i s e  

d e r i v e s  f r o m  i t s  i n i t i a l  p r o d u c t i o n  a t  home o r  w h e re  s u c h

1 7 . m u l t i d i v i s i o n a l ,  i n  t h e  s e n s e  t h a t  s u c h  f i r m  o p e r a t e s  
i n  many n a t i o n - s t a t e s  a n d  t h r o u g h  many l o o s e l y  
i n t e g r a t e d  c o m p a n i e s .  The h e a d q u a r t e r s  o f  s u c h  a  g r o u p  
o f  c o m p a n i e s  e x i s t s  i n  t n e  home c o u n t r y  o f  t h e  p a r e n t  
o r  " h o l d i n g "  c om pany :

1 8 .  G/F  W. Reddaway e t  a l : -  E f f e c t s  o f  U.K. D i r e c t  
I n v e s t m e n t  O v e r s e a s .  An I n t e r i m  R e p o r t  op c i t .  r a g e s  
115- 1 1 8 .

19.  w i t h  r e f e r e n c e  t o  A m e r i c a n  i n v e s t m e n t  o v e r s e a s ,  L i t v a k  
a n d  M au le  op c i t  P a g e  1 1 -1 2  n o t e s  among t h e  " p u s h "  
f a c t o r s  w n i c h  h a v e  l e d  U . 8 .  f i r m s  t o  e s c a p e  f ro m  
u n f a v o u r a b l e  c o n d i t i o n s  i n  t h e i r  d o m e s t i c  m a r k e r s  a r e  
t h e  b a l a n c e  o f  p a y m e n t s  p o l i c i e s  o f  t h e  U . S .  G o v e r n m e n t ,  
s a t u r a t i o n  o f  t h e  d o m e s t i c  m a r k e t ,  a n t i - t r u s t  l a w s .
T r a d e  U n io n  m i l i t a n c y ,  t a x a t i o n ,  a n d  t n e  g e n e r a l  h o s t i l i t y  
i n  t h e  U n i t e d  S t a t e s  t o w a r d s  t r a c e  w i t h  Com m unis t  
c o u n t r i e s .
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m a t e r i a l s  ( e . g .  m i n e r a l s )  a r e  n o t  a v a i l a b l e  i n  t h e  home

c o u n t r y ,  t h r o u g n  i t s  h i s t o r i c a l  p a r t i c i p a t i o n  i n  w o r l d - w i d e

e x p l o i t a t i o n .  S u c h  i n v e s t m e n t  becom es  a  m eans  o f  a c q u i r i n g
18c h e a p e r  m a t e r i a l  i m p o r t s ,  o r  d i r e c t  a c c e s s  t o  t h e  r a w

m a t e r i a l  r e q u i r e m e n t s  o f  t h e  d e v e l o p e d  i n d u s t r i a l  s t a t e s .

I n d u s t r i a l  an d  m a n u f a c t u r i n g  i n v e s t m e n t s  t e n d  t o  be  m o t i v a t e d

b e s i d e s  t h e  r e a s o n s  a f o r e m e n t i o n e d ,  by t h e  n e e d  t o  g e t

b e h i n d  p r o t e c t i n g  t a r i f f  r e g u l a t i o n s ;  t o  a c c e p t  i n v i t a t i o n

o f  f o r e i g n  g o v e r n m e n t  e s p e c i a l l y  a  j o i n t  v e n t u r e  p a r t n e r ,

t o  m a i n t a i n  p a t e n t  r i g h t s ,  f o r  e x a m p le  i n ' ^ p h a r m a c e u t i c a l

i n d u s t r y ,  a n d  t o  t a k e  a d v a n t a g e  o f  a  c o n t i n u i n g  i m p r o v e m e n t

i n  t n e  e c o n o m i c  a n d  m ore  s p e c i f i c a l l y ,  i n  t h e  i n d u s t r i a l

p e r f o r m a n c e  o f  t h e  r e c i p i e n t  c o u n t r y .  An i n t e r n a t i o n a l

company w i t h  a m p le  f i n a n c i a l ,  t e c h n i c a l  a n d  m a n a g e r i a l

r e s o u r c e s  a t  i t s  d i s p o s a l ,  may s e e k  i n v e s t m e n t  a o r o a d  a s
19p a r t  o f  i t s  e x p a n s i o n  a n d  d i v e r s i f i c a t i o n  p ro g r a m m e .  I t s

s u b s i d i a r y  o r  a f i i l i a t e  i n  t h e  n o s t  c o u n t r y  may e x i s t  t o

d i s t r i b u t e  t h e  p r o d u c t s  o f  t h e  p a r e n t  com pany ,  t o  m a n u f a c t u r e

p r o d u c t s  o v e r s e a s  w n i c h  a r e  s i m i l a r  t o  t h o s e o f  t n e  p a r e n t

company ( i n v a r i a b l y  u s i n g  t h e  p a r e n t ’s c o m p o n e n t  e x p o r t

a n d  k n o w - h o w ) ,  o r  t o  s e r v i c e  t h e  e x p o r t  ( f i n a l )  p r o d u c t s  
20o f  t n e  p a r e n t .

2 0 .  The d e v e l o p m e n t  d y n a m i c s  o f  i n v e s t m e n t  o v e r s e a s  by 
an  i n d u s t r i a l  o r  m a n u f a c t u r i n g  f i r m  i n v a r i a b l y  t e n d  
t o  f o l l o w  a  w e l l - k n o w n  s e q u e n c e .  F i r s t ,  i t  e x p o r t s  
i t s  p r o d u c t s  a n d  s e l l  t n r o u g h  m e r c h a n d i s e  h o u s e s ,  
s e c o n d l y  i t  s e t s  u p  own s e l l i n g  s u b s i d i a r y ,  t h e n  i t s  
own a s s e m b l y  p l a n t  t o  p r o d u c e  t h e  g o o d s  f r o m  c o m p o n e n t s  
s h i p p e d  f r o m  i t s  home f a c t o r i e s  a n d  f i n a l l y  i t  
d e v e l o p s  f u l l - s c a l e  m a n u f a c t u r i n g  i n  t i e  o v e r s e a s  
c o u n t r y .  d u c h  p r o g r e s s i v e  c h a n g e s  may s p a n  o v e r  
c o n s i d e r a b l e  n u m b e r  o f  y e a r s  d e p e n d i n g  on t h e  n a t u r e  
o f  t h e  p r o d u c t ,  t h e  g r o w t h  o f  l o c a l  demand f o r  i t ,  t h e  
l e v e l  o f  t a r i f f s  a n d  o t h e r  a c t i o n s  d e s i g n e d  t o  
e n c o u r a g e  o r  f o r c e  l o c a l  p r o d u c t i o n  o f  s u c h  g o o d s .
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Tne m o t i v a t i o n s  o i  m a c h i n e r y  m a n u f a c t u r e r s ,  e q u i p m e n t  

s a l e s m e n  a n d  t e c h n i c a l  a n d  m an ag e m e n t  c o n s u l t a n t s  a r e  

u n d e r s t a n d a b l y  i n t e r r e l a t e d .  I n  some c a s e s  t h e s e  b u s i n e s s 

men a n d  " e x p e r t s " ,  o p e r a t i n g  w i t h i n  a  v e r t i c a l l y  i n t e g r a t e d  

com pany ,  e a g e r l y  t a x e  a d v a n t a g e  o f  i n c e n t i v e s  o f f e r e d  by 

d e v e l o p i n g  c o u n t r i e s ,  t o  e r e c t  t u r n - k e y  f a c t o r i e s  i n  w h i c h  

t h e i r  l u c r a t i v e  p r o f i t s  a r e  more  o r  l e s s  o f f i c i a l l y  g u a r a n t e e d  

f ro m  b o t h  e n d s .  One g u a r a n t e e  by a  g o v e r n m e n t  e a g e r  t o  

p r o m o t e  e x p o r t  o i  g o o d s  a n d  s e r v i c e s ;  t h e  o t h e r  oy a  h o s t  

a u t h o r i t y  e a g e r  t o  c r e a t e  an  i n d u s t r i a l  base .  A g a i n ,  e i t n e r  

i n d i v i d u a l l y  o r  c o l l e c t i v e l y  t h e y  c a n  I m a g i n a t i v e l y  p e r c e i v e  

t n e  g e n e r a l  o p p o r t u n i t i e s  c r e a t e d  by a  g r o w i n g  g ap  b e t w e e n  

a  s t a t i c  o r  f a i l i n g  ( i n  r e a l  t e r m s )  d e v e l o p m e n t  r e s o u r c e s  f l o w  

i r o m  o t n e r  f o r e i g n  s o u r c e s  a n d  t h e  e x p a n d i n g  r e q u i r e m e n t s  o f  

t n e  r e c i p i e n u - d e b t o r  c o u n t r i e s .  The o p p o r t u n i t y  t o  f i l l  

t n e s e  p n y s i c a l  a s  w e i i  a s  s k i l l e d - m a n p o w e r  r e s o u r c e s  

s h o r t a g e s  t h r o u g n  e x p o r t  c r e d i t s  and  c o n s u l t a n c y  h i r e  h a s  

n e v e r  b e f o r e  been  e x p l o i t e d  t o  t h e  e x t e n t  a s  i t  i s  t o d a y .  

S u c c e s s f u l  p r o m o t i o n  " o f f e n s i v e s "  h a v e  made e x p o r t  c r e d i t

t r a n s a c t i o n s  a n d  m an ag em en t  c o n t r a c t s  p e r h a p s  t h e  f a s t e s t
21g r o w i n g  a r e a s  o± i n t e r n a t i o n a l  c a p i t a l  m o v e m e n t .  H ow ever ,  

p a r t i c i p a t i o n  by s u p p l i e r s  o f  m a c h i n e r y  may o f t e n  be i n t e n d e d  

Lo a c t  a s  a  " s w e e t e n e r "  t o  t n e  n o s t  a u t h o r i t i e s .  More o f t e n  

t n a n  n o t ,  m a c h i n e  and  e q u i p m e n t  m a n u f a c t u r e r s  a n d  t h e i r

2 1 .  See  b e i o w  i a g e s  6U-68

2 2 .  F o r  a  c r i t i q u e  o f  e q u i p m e n t  s a l e s m a n s h i p ,  c o n s u l t i n g  
a n d  t e c h n i c a l  m an ag e m e n t  s e r v i c e s  i n  A f r i c a ,  e s p e c i a l l y  
i n  r e l a t i o n  t o  g o v e r n m e n t - s p o n s o r e d  m a n u f a c t u r i n g  e n t e r 
p r i s e  S ee  S a y r e  P .  S c h a t z  " C ru d e  P r i v a t e  N e o -  
I m p e r i a l i s m :  A New P a t t e r n  i n  A f r i c a :  Tne J o u r n a l  o f
M odern  A f r i c a n  S t u d i e s .  V o l .  7 No. 4 1969 .  P a g e s  6 7 7 - 6 8 8
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s a l e s m e n  a r e  m e r e l y  i n t e r e s t  i n  c o n t i n u i n g  s a l e s  o f  t h e i r  

c a p i t a l ,  i n t e r m e d i a t e  and. i n d u s t r i a l  raw  m a t e r i a l  g o o d s  t o  

t n e  o v e r s e a s  m a r k e t .  When a d d e d  t o  t n e  c o n t r a c t  f o r  t e c h 

n i c a l  a n d  p r o d u c t i o n  m a n a g e m e n t ,  t h e s e  s a l e s  may be more

i m p o r t a n t  i n  t e r m s  o f  p r o f i t s  an d  a c q u i r e d  m a r k e t  f o r  e x p o r t
22t h a n  t h e  " g o o a w i l l "  i n h e r e n t  i n  l o c a l  p a r t i c i p a t i o n .

F o r e i g n  b a n k s , i n s u r a n c e  a n d  f i n a n c e  h o u s e s ,  m a n ag e m e n t  

a g e n c i e s  a n d  o t h e r  s e r v i c e  c o m p a n i e s  h a v e  h i s t o r i c a l l y  a r i s e n  

i n  r e s p o n s e  t o  t h e  d e v e l o p m e n t  o f  a  m o n e t i z e d  a n d  i n d u s t r i a l  

economy i n  w n i c h  f o c a l  rnoaern  f i n a n c i a l  a n d  t e c h n i c a l  

e x p e r t i s e  h a v e  t o  oe d e v e l o p e d  o v e r  t i m e .

une  o f  t h e  m o s t  i m p o r t a n t  m o t i v e s  f o r  i n v e s t i n g  a b r o a d ,  

w n i c h  h a s  b e en  i m p l i c i t  i n  o u r  a n a l y s i s  so  f a r ,  i s  t n e  

p o s s i b i l i t y  o i  e a r n i n g  h i g h e r  p r o f i t  r a t e  t h a n  p o s s i b l e  a t  

liome. F o r  i n t e r n a t i o n a l  c o m p a n i e s ,  whose  f i e l a s  o f  o p e r a t i o n  

s p a n  one  s t a t e ' s  f r o n t i e r s  a f t e r  a n o t n e r ,  a  p o l i c y  o f  

o p t i o n a l  d e p l o y m e n t  s eem s  t o  w e i g h  h i g h  i n  t h e  p l a n n i n g  o f  

t n e i r  i n t e r n a t i o n a l  s t r a t e g y .  T h a t  may mean e n s u r i n g  o v e r 

a l l  p r o f i t  m a x i m i z a t i o n  t n r o u g h  t h e  a c h i e v e m e n t  o f  s i m i l a r  

r a t e s  o f  r e t u r n  ( n e t )  i n  e a c h  m a t u r e d  i n v e s t m e n t .  I n  a c t u a l  

f a c t  s u c h  p r o f i t  m a x i m i z a t i o n  may n o t  a n d  o f t e n  d o e s  n o t  

r e p r e s e n t  t n e  b a s i s  f o r  o p t i o n a l  d e p l o y m e n t  o f  r e s o u r c e s ;  

f o r  o u n e r  f a c t o r s  s u c h  a s  c a p i t a l  a p p r e c i a t i o n  o r  d e p r e c i a t i o n  

a r e  t a k e n  i n t o  c o n s i d e r a t i o n .  " C r u d e "  p r o f i t a b i l i t y  r a t i o ,  

t h a t  i s ,  p o s t - t a x  p r o f i t s  d i v i d e d  by t h e  Boon v a l u e  o f  

a s s e t s ,  i s  a n  i n f e r i o r  y a r d s t i c k  a s  c o m p a r e d  w i t h  a  p r o p o r t i o n  

w n ic h  show s  p r o f i t s  ( p o s t - t a x )  p l u s  c a p i t a l  a p p r e c i a t i o n /  

d e p r e c i a t i o n  i n  r e l a t i o n  t o  a v e r a g e  m a r k e t  v a l u e  o f  n e t  

o p e r a t i n g  a s s e t s .  Thus  s u c h " a  c o m b in e d  r e t u r n "  f i g u r e s  

g i v e  a  b e t t e r  e s t i m a t e  o f  t n e  g a i n s  f r o m  i n t e r n a t i o n a l  

i n v e s t m e n t  ( a n d  o i  c o m p a n y ’ s l i k e l y  p a t t e r n  o f  f u t u r e
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b e h a v i o u r )  t h a n  t n e  s i m p l e  p r o f i t a b i l i t y  f i g u r e s .  T h i s  i s  a n  

i m p o r t a n t  p o i n t  i n  so f a r  a s  i t  h e l p s  t o  e x p l a i n  why a  

company m i g h t  move i t s  r e s o u r c e s  f r o m  a r e a  o f  o u t s t a n d i n g  

" n o m i n a l "  p r o f i t  e a r n i n g s  w i t h  d e p r e c i a t i n g  a s s e t s  b e c a u s e  

h y p e r - i n f l a t i o n ,  p o l i t i c a l  i n s t a b i l i t y  a n d  t h r e a t  o f  

e x p r o p r i a t i o n  o r  n a t i o n a l i z a t i o n ,  t o  a  r e l a t i v e l y  l e s s  

p r o f i t a b l e  b u t  s a f e r  a r e a .  F u r t h e r m o r e ,  c a p i t a l  a p p r e c i a t i o n  

e m p h a s i z e s  t h e  g a i n s  t o  a  c a p i t a l - e x p o r t i n g  company a n d  

n a t i o n .  F o r  e x a m p l e  i n  t h e i r  s t u d y  o f  t h e  u n i t e d  Kingdom,  

d i r e c t  i n v e s t m e n t  o v e r s e a s .  P r o f e s s o r  W.B. Reddaway a n d  

o t h e r s ,  e s t i m a t e s  t h a t  f o r  r e p o r t i n g  m a n u f a c t u r i n g  and  

m i n i n g  ( e x c l u d i n g  OIL) c o m p a n i e s ,  w i t h  i n v e s t m e n t s  i n  

f i f t e e n  c o u n t r i e s ,  c a p i t a l  a p p r e c i a t i o n  a d d s  o v e r  4 0 ^  t o  t h e  

g r o u p ' s  r e t u r n  d u r i n g  t h e  p e r i o d  ( 1 9 5 5 - 6 4 )  i n v e s t i g a t e d .  

C a p i t a l  a p p r e c i a t i o n  ( o r  d e p r e c i a t i o n )  r e f l e c t s  c o m b i n a t i o n  

0 1  many f a c t o r s ;  i m p r o v e d  p r o f i t a b i l i t y  a n d / o r  p r o s p e c t s  

o f  i t ,  n i g h  p r i c e s ,  c h a n g e s  i n  p o l i t i c a l  c l i m a t e  a n d  

a t t i t u d e  t o w a r d s  f o r e i g n  i n v e s t m e n t ,  e c o n o m i c  s t a b i l i t y ,  

o v e r s e a s  t a x a t i o n ,  i n t e r e s t  r a t e s  and  g e n e r a l  econ om ic p o l i c y  

I t  d o e s  n o t  r e f l e c t  t h e  a c c u m u l a t i o n  o f  u n d i s t r i b u t e d  p r o f i t s  

Book v a l u e s  i n v a r i a b l y  do n o t  t a x e  a c c o u n t  o f  r e p l a c e m e n t  

c o s t s ,  w h i c h  w i l l  t e n d  t o  r a i s e  t h e  v a i u e  o f  c a p i t a l  

i n v e s t e d  a b o v e  t h e  h i s t o r i c a l  f i g u r e s  a n d  t h u s  t o  l e a d  t o  a  

r e d u c t i o n  i n  t h e  r a t e  o f  p r o f i t a b i l i t y  c a l c u l a t e d  on f i g u r e s  

f o r  t h e m .  A s s e t s  may a l s o  be o v e r s t a t e d  i n  o r d e r  t o  be  a  

b e t t e r  b a r g a i n i n g  p o s i t i o n  s n o u l d  n a t i o n a l i z a t i o n  t a k e  

p l a c e  o r  i n  o r d e r  t o  u n d e r s t a t e  t h e  r e a l  r e t u r n s  on c a p i t a l

23 .  W.B. Reddaway e t  a i : -  "E f f e c t s  o f  U .K .  D i r e c t  I n v e s t 
m e n t  O v e r s e a s .  An I n t e r i m  R e p o r t , op c i t . They a l s o  
f o u n d  t h a t  by M id .  1964 p e r c e n t a g e  o f  e x c e s s  m a r k e t  
v a l u e  o v e r  Book v a l u e  f o r  m i n i n g  was  109.4%; c h e m i c a l  
7 4 .9 % i  v e h i c l e  c o m p o n e n t  27 .2% ; t e x t i l e  24 .9% .  A v e r a g e  
t o t a l  was  35 .7%  f o r  t h e  9 y e a r  p e r i o d .  C ru d e  P o s t - t a x
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e m p lo y e d  i n  t h a t  a r e a .  T h i s  l a s t  p o i n t  l o g i c a l l y  l e a d s  u s  

t o  a n  a l l i e d - c o n s i d e r a t i o n :  t h a t  w h a t e v e r  m i g h t  be t h e

u s e f u l n e s s  o f  t h e  g l o b a l  p r o f i t a b i l i t y  c r i t e r i o n ,  t h e r e  

a r e  g o o d  r e a s o n s  f o r  a r g u i n g  t h a t  t h e  p r o f i t  and  l o s s  

a c c o u n t s  o f  a n  i n t e r n a t i o n a l  f i r m ' s  o v e r s e a s  s u b s i d i a r i e s ,  

b r a n c h  a n d  a f f i l i a t e d  c o m p a n i e s  t h a t  a r e  s t r e w n  o v e r  s e v e n  

c o n t i n e n t s ,  o f t e n  do n o t  o f f e r  a c c u r a t e  a n d  r e a l i s t i c  g u i d e s  

t o  t h e i r  i n d i v i d u a l  p e r f o r m a n c e s .  L e t  u s  c o n c e n t r a t e  on 

p r o f i t s .  F o r m a l  p r o f i t s  e a r n e d  by a  s u b s i d i a r y  may be 

m i s l e a d i n g  i n  many r e s p e c t s .  I f  t h e  f i s c a l  p o l i c y  o f  t h e  

m u l t i n a t i o n a l  g r o u p  i s  t o  m i n i m i z e  g l o b a l  t a x  b u r d e n s  o r  t o  

u n d e r s t a t e  p r o f i t  l e v e l  i n  a  p a r t i c u l a r  c o u n t r y ,  t h e r e  a r e  

go o d  o p p o r t u n i t i e s  f o r  p r o f i t  and  c a p i t a l  s h i f t i n g  b e tw e e n  

c o u n t r i e s  t o  e f f e c t  s u c h  p o f i c y .  Fo r  c a p i t a l  s n i f t i n g ,  a  

'%ax h a v e n "  m i g n t  be u s e d  a s  t h e  c o n t r o l  c e n t e r  f o r  g r o u p ' s  

g l o b a l  f i n a n c i a l  n e t w o r k .  To a v o i d  h i g h e r  t a x  b u r d e n ,  t h e  

a f f i l i a t e  o r  s u b s i d i a r y  may o p e r a t e  d e p r e c i a t i o n  an d  a c c o u n t i n g  

p r o c e d u r e s  d i f f e r e n t  f rom  t n e i r  d o m e s t i c  c o m p e t i t o r s ,  a n d  

i t  may n o t  a l w a y s  be c h a r g e d  o r  p a i d  a r m ' s - i e n g t h  p r i c e s  f o r  

i n t e r - g r o u p  t r a n s a c t i o n .  P a y m e n t s  f o r  r o y a l t i e s ,  m an ag e m e n t  

f e e s  a n d  o t h e r  s e r v i c e  c h a r g e s  a l s o  o f f e r  o p p o r t u n i t i e s  f o r  

s i m i l a r  l e a k a g e s .  On t h i s  p o i n t ,  M i c h a e l  K i d r o n ,  i n  h i s  

s t u d y  o f  f o r e i g n  i n v e s t m e n t  i n  I n d i a ,  q u o t e s  s e v e r a l  

i n s t a n c e s  o f  f o r e i g n  p r o d u c e r s  b e i n g  f o u n d  by t h e  T a r i f f  

C o m m is s io n  a n d  o t h e r  E n q u i r i e s  t o  n a v e  c o n s i s t a n t l y

2 3 . C o n t ' d . . .  p r o f i t a b i l i t y  1 9 5 5 - 6 4  a v e r a g e ,  f o r  m i n i n g
was 1 3 . 7 %, o t h e r s  8 . 5 > .  P o s t - t a x  c o m b in e d  r e t u r n  
1 9 5 5 - 6 4  a v e r a g e ,  f o r  m i n i n g  was 27.7% a v e r a g e  t o t a l  
12 .3% .

2 4 .  M. K i d r o n : -  F o r e i g n  I n v e s t m e n t  i n  I n d i a .  op c i t  
P a g e s  2 2 6 - 2 2 8 .
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u n d e r v a l u e d  p r o f i t s  i n  t n e i r  b a l a n c e  s h e e t s .  E ven  t h e n  

" f o r e i g n  f i r m s  a r e  g e n e r a l l y  t h o u g h t  t o  h a v e  a  c l e a n e r  

r e c o r d  t h a n  i n d i g e n o u s  one  i n  t h i s  r e s p e c t " .  H o w ev e r ,  

" m a n u f a c t u r i n g  f i r m s  a r e  e x c e p t i o n a l l y  w e l l - p l a c e d  t o  

t r a n s m u t e  p r o f i t  i n t o  r o y a l t i e s  ( p a i d  f o r  t h e  a c q u i s i t i o n  

o f  k n o w -h o w s ,  p a t e n t r i g h t s  e t c . )  a n d  f e e s  ( f o r  d r a w i n g ,  

t e c h n i c a l  a s s i s t a n c e ,  s h a r e  o f  t h e  c o s t s  o f  c e n t r a l  o f f i c e  

e x p e n s e s  e t c . )  As r o y a l t i e s  h a v e  b e e n  t a x e d  a t  a  l o w e r  

r a t e  t h a n  p r o f i t  s i n c e  1 y 6 1 ,  a n d  f e e s  a r e  c o m p l e t e l y  

t a x - f r e e ,  t h e  i n d u c e m e n t  t o  do so  i s  c o n s i d e r a b l e . " ^ ^

W h i le  s u c h  a  p r a c t i c e  may n o t  be w i d e s p r e a d ,  i t  d o e s  a p p e a r  

t n a t  t h e  r e c e n i  g r o w t n  i n  p a y m e n t  f o r  r o y a l t i e s ,  f e e s  e t c . ,  

a s  a  p r o p o r t i o n  o f  t o t a l  r e t u r n s  i s  m ore  t h a n  c a n  be 

e x p l a i n e d  f o r  by t h e  i n c r e a s e  i n  t e c h n o l o g i c a l  a n d  

m an ag e m e n t  c o l l a b o r a t i o n s .  u t n e r  e v i d e n c e  c a n  be c i t e d  t o  

t h e  e f f e c t  t h a t  t h e  v a r i o u s  d e v i c e s  f o r  m i n i m i z i n g  t o t a l  

o v e r s e a s  t a x  l i a b i l i t y  o r  t a x  b u r d e n  i n  a  p a r t i c u l a r  c o u n t r y ,  

a r e  i n  f a c t  b e i n g  e m p l o y e d .  F o r  e x a m p l e ,  t h e  Reddaway 

R e p o r t  on  n r i t i s h  o v e r s e a s  i n v e s t m e n t  n o t e s  t h a i  " t n e  

am o u n t  which, was c h a r g e d  (on  r o y a l t i e s ,  f e e s  e t c . )  i n  many 

c a s e s  was i n f l u e n c e d  more  by c o n s i d e r a t i o n  o f  t a x a t i o n s ,  

p r i c e  c o n t r o l  o r  c o n t r o l  o f  r e m i t t a n c e  t h a n  by an  e c o n o m i c  

c o n s i d e r a t i o n  o r  g e n u i n e  a c c o u n t i n g  p r i n c i p l e ' . '  i n  p a s s i n g ,  

i t  m i g n t  be w o r t h  n o t i n g  t n a t  incom e  f ro m  p a y m e n t  o f  r o y a l t i e s  

f e e s  e t c .  by t h e  U n i t e d  Kingdom i n v e s t m e n t s  i n  t h e  d e v e l o p i n g  

c o u n t r i e s ,  am o u n t  t o  some 17% o f  p o s t - t a x  p r o f i t s  d u r i n g  

1 9 t )9 -b 4 l^

2 b . W. n e c d a w a y  e t .  a l . : -  E f f e c t s  o f  U .K .  D i r e c t  I n v e s t m e n t  
O v e r s e a s  An i n t e r i m  R e p o r t  op c i t . P a g e  b1

26 .  R . S .  M a y : -  " E a r n i n g s  o f  U .K .  an d  U . S .  D i r e c t  I n v e s t m e n t s  
i n  t h e  l e s s  D e v e l o p e d  C o u n t r i e s .  1 9 5 9 - 6 4 "  S c o t t i s h  
J o u r n a l  o f  P o l i t i c a l  Econom y, N ovem ber  19 6 7 .  P a g e  219 
C /F  "Reddaway R e p o r t " ,  op c i t . F a g e  51
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S i m i l a r l y ,  f o r  A m e r i c a n  i n v e s t o r s ,  " P a y m e n t s  o f  r o y a l t i e s

a n d  f e e s  by f o r e i g n  a f f i l i a t e s  t o  t h e i r  U .S .  p a r e n t  c o m p a n i e s

n a v e  become an  i n c r e a s i n g l y  i m p o r t a n t  s u p p l e m e n t  t o  d i v i d e n d
27r e m i t t a n c e s " .  F o r  e x a m p l e ,  s u c h  p a y m e n t s  by U . S .  

s u b s i d i a r i e s  i n  U.K. t o  t h e i r  p a r e n t  c o m p a n i e s  r o s e  by 115%

b e tw e e n  1 9 6 0 - 1 9 6 6 .  D u r i n g  t n e  same p e r i o d  t h e i r  t o t a l
28e a r n i n g s  r o s e  by o n l y  16%. I t  may w e l l  oe a s  j . H .  D u n n in g  

s u g g e s t e d ,  t h a t  t n e  e m e r g e n c e  o f  c o m p e t i t i v e  f o r c e s  i n  t h e  

r e c i p i e n t  m a r k e t  n a s  f o r c e d  p a r e n t  c o m p a n i e s  ( e s p e c i a l l y ,  t h e  

U . S .  o n e s )  t o  r e v e r s e  t n e  p o l i c y  o f  n o t  c h a r g i n g  t h e i r  o f f 

s h o o t s  f u l l  r o y a l t i e s ,  f e e s  an d  a r m ' s - i e n g t h  p r i c e s  f o r

i n t e r m e d i a t e  g o o d s .  U n d e r c h a r g i n g ,  i t  was c l a i m e d  was
29f a i r l y  common i n  t h e  p i o n e e r i n g  d a y s  o f  t n e  1 9 5 0 ’ s .  I  

s h a l l  r e t u r n  t o  t n e  same them e  l a t e r  i n  t h e  t h e s i s .  hue  

t n e  m o s t  i m p o r t a n t  p o i n t  w h ic h  m u s t  oe e m p h a s i z e d  h e r e ,  i s  

t n a t  t n e  p o s s i b i l i t y  o i  u n d e r s t a t i n g  p r o f i t  l e v e l ,  a v o i d i n g  

t a x a t i o n  a n d  t r a n s f e r r i n g  r e m i t t a n c e  an d  c a p i t a l  o u t  o f  t h e  

c o u n t r y  " t n r o u g h  t n e  oack  d o o r " ,  o f f e r s  s t r o n g  g o u n d s  f o r  

a c c u s a t i o n  o f  u n i a i r  p l a y  a n d  n o n - c o m p l i a n c e  w i t h  l o c a l  

i n v e s t m e n t  l a w s  b e i n g  l e v i e d  a g a i n s t  f o r e i g n  i n v e s t o r s  by 

s u s p i c i o u s  r e c i p i e n t  c o u n t r i e s ,  e s p e c i a l l y  t h e  u n d e r 

d e v e l o p e d  o n e s .  However ,  I  c a n n o t  c o n c l u d e  t h i s  s e c t i o n  

w i t h o u t  p o i n t i n g  o u t  t h a t  p r o f i t a b i l i t y  e v e n  wnen r e i n l o r c e d  

by c a p i t a l  a p p r e c i a t i o n  c o n s i d e r a t i o n ,  d o e s  n o t  on i t s

2 7 .  See  U . S .  D e p a r t m e n t  o f  C o m m e rc e : -  S u r v e y  o i  C u r r e n t  
B u s i n e s s  S e p t .  1966 r a g e  38.

2 8 .  J . H .  D u n n i n g : -  " F o r e i g n  I n v e s t m e n t  i n  t h e  U n i t e d  Kingdom" 
Chp. 9 r a g e  251 i n  L i t v a k  a n d  M au le  ( e d ) : -  F o r e i g n  
I n v e s t m e n t :  The E x p e r i e n c e  o f  H o s t  C o u n t r i e s  o p .  c i t .

29 .  J . H .  D u n n i n g ,  i b i d  P a g e  228
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own l u l i y  e x p l a i n  an  i n t e r n a t i o n a l  c o m p a n y ’ s e x p a n s i o n  o r  

c o n t r a c t i o n  i n  d i l i e r e n t  p a r t s  o l  tr ie  w o r l d .  A g a i n ,  we c a n n o t  

m e a s u r e  a n  i n v e s t i n g  c o m p a n y ’ s o e n e l i t s  f r o m  o v e r s e a s  i n v e s t 

m e n t  Dy r e f e r e n c e  t o  a c c r u i n g  i n v e s t m e n t  i n c o m e s  o n l y ,  j u s t  

i n  t h e  same way a s  we c a n n o t  i n f e r  t h e  b e n e f i t s  an d  c o s t s  t o  

a n  i n v e s t i n g  o r  r e c e i v i n g  c o u n t r y  s i m p l y  by r e a d i n g  t h e  

r e l e v a n t  s t a t i s t i c s  i n  b a l a n c e  o f  p a y m e n t s  a c c o u n t s .

H i s t o r i c a l l y ,  t h e  s e a r c h  f o r  h i g h e r  r e t u r n s  h a s  b e e n  

c e n t r a l  t o  p o r t f o l i o  i n v e s t m e n t ,  t h o u g h  n o w a d a y s  h e d g i n g  

a g a i n s t  i n f l a t i o n  an d  d e v a l u a t i o n  a t  home seem s  t o  be a n  

i m p o r t a n t  c o n s i d e r a t i o n  i n  s u c h  i n v e s t m e n t  when i t  t a k e s  

p l a c e  w i t n i n  t n e  d e v e l o p e d  i n d u s t r i a l  c o u n t r i e s  t h e m s e l v e s ,  

a n o t h e r  f a c t o r  o f  n o t e  i s  c a p i t a l  a p p r e c i a t i o n  t h r o u g h  l o n g 

t e r m  i n c r e a s e s  i n  s n a r e  p r i c e s ;  w h i l e  d i f f e r e n t i a l s  i n  

n a t i o n a l  i n t e r e s t  r a t e s  ( t h a t  i s ,  c e n t r a l  b a n k s ’ r a t e s  l i x e  

t n e  n r i t i s h  Bank h a t e )  a n d  i n t e r n a t i o n a l  s p e c u l a t i o n  i n  

c u r r e n c i e s '  v a l u e s  t e n d  t o  e n s u r e  r e g u l a r  s h o r t - t e r m  

m ovem ent  o f  " h o t  money"  o e tw e e n  t n e  w o r l d  l e a d i n g  f i n a n c i a l  

c a p i t a l  c a p i t a l s .  H owever ,  t h e  i m p o r t a n c e  t h a t  d i f f e r e n c e s  

i n  a v a i l a b l e  i n t e r e s t  r a t e s  h a v e  on c a p i t a l  m ovement  m u s t  

n o t  be o v e r r a t e d ,  f o r  t n e s e  r a t e s  b a s i c a l l y  move i n  

sy m p a t h y  w i t h  e a c h  o t h e r  -  i f  o n l y  t o  dampen t h e  

d i s e q u i l i b r a t i n g  e f f e c t s  o t h e r  f a c t o r s  m i g h t  h a v e  on i n t e r 

n a t i o n a l  m o n e t a r y  s y s t e m .  The i n f l u e n c e  t h a t  d i f f e r e n c e s  i n  

y i e l d s  o f  p o r t f o l i o  i n v e s t m e n t s  a t  home an d  a b r o a d  h a s  on 

i n t e r n a t i o n a l  c a p i t a l  m ovem ent  was f a r  more  i m p o r t a n t  i n  t h e  

e i g h t y  y e a r s  b e f o r e  t h e  G r e a t  D e p r e s s i o n  t h a n  i t  i s  n o w a d a y s .  

Even  t h e n ,  d u r i n g  t h a t  p e r i o d  when t h e  " r e g i o n s  o f  r e c e n t

s e t t l e m e n t s "  w e r e  b e i n g  r a p i d l y  d e v e l o p e d ,  t h e  h u g e  d i f f e r e n c e s
•50i n  r e t u r n s  w e re  more  a p p a r e n t  t h a n  r e a l .  N e v e r t h e l e s s  t h e
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g e n e r a l  a t m o s p h e r e  o l  o p t i m i s m  and  e x p e c t a t i o n  o f  h i g h e r

r e t u r n s ,  o l  w i n d f a l l s  a n d  o f  s u c c e s s f u l  s p e c u l a t i o n  i n  l a n d

a n d  n a t u r a l  r e s o u r c e s  was s t r o n g  a n d  c o n s i s t e n t  e n o u g h  t o

e n a b l e  s i z e a b l e  c a p i t a l  b e i n g  e x p o r t e d  t o  e x p l o i t  t h e  g o l d

a n d  d i a m o n d  m i n e s  o f  C e c i l  R h o d es  i n  C o u th  A f r i c a  o r  t o  l a y

m e  r a i l w a y  l i n e s  a c r o s s  t h e  S o u t h  A m e r i c a n  c o n t i n e n t .  i n

t n e  w o rd s  o f  i r o f e s s o r  S .H .  P r a n h e l ,  " t h a t  C e c i l  R h o d e s  c o u l d

c o n t i n u e  f o r  y e a r s  t o  g e t  money f r o m  a  l a r g e  c i r c l e  o f  s n a r e -

h o l a e r s  i n  t n e  c h a r t e r e d  c o m p a n y , i n  s p i t e  o f  t h e  f a c t  t n a t

t n e  p a y m e n t  o f  e v en  a  s i n g l e  d i v i d e n d  was  s u c c e s s f u l l y

d e f e r r e d  f o r  h a l f  a  g e n e r a t i o n ,  i l l u s t r a t e s  how t h e  d i r e c t i o n

0 1  i n v e s t m e n t  c o u l d  be a f f e c t e d  by v a g u e  and  g e n e r a l

e x p e c t a t i o n s  c o m b in e d  w i t h  p a t r i o t i c  a n d  s e n t i m e n t a l
51c o n s i a e r a t i o n s ,

S t a t i s t i c s  on t h e  c o m p a r a t i v e  p e r f o r m a n c e s  o f  i n t e r 

n a t i o n a l  c o m p a n i e s  b o t h  a t  home ( i n  t h e i r  p a r e n t  c o u n t r i e s )  

a n d  a b r o a d  i n  f o r e i g n  e c o n o m i e s ,  a r e  h a r d  t o  come by -  i f  f o r  

t h e  s i m p l e  r e a s o n  t h a t  s u c h  c o m p a n i e s  a v o i d  s h o w i n g  a  b r e a k  

down o f  c o u n t r y  oy c o u n t r y  e a r n i n g s  i n  t h e i r  a n n u a l  a c c o u n t s .  

Tne few  s t u d i e s  t h a t  e x i s t  i n  t h i s  a r e a  e i t n e r  l o o n  a t  t h e  

r e l a t i v e  p r o f i t a b i l i t y  a s  b e tw e e n  f o r e i g n  an d  i n d i g e n o u s  

f i r m s  i n  a  p a r t i c u l a r  r e c i p i e n t  c o u n t r y ,  o r  co m p are  t h e  

e a r n i n g s  a n d  e a r n i n g  r a t e s  o f  two o r  m ore  m a j o r  e x p o r t e r s  o f

5 0 .  See A .K .  G a i r n c r o s s : -  Home an d  f o r e i g n  I n v e s t e m e n t  
1 8 7 0 - 1 5 . C am b r id g e  U n i v e r s i t y  P r e s s  1 9 5 5 .  P a g e  229

51 .  S .H .  I ' r a n h e l : -  C a p i t a l  I n v e s t m e n t  i n  A f r i c a .  I t s  
C o u r s e  a n d  E f f e c t s .  1 8 6 7 - 1 9 5 6 . o p .  c i t .  P a g e  21
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b u s i n e s s  c a p i t a l  i n  s e l e c t e d  f o r e i g n  e c o n o m i e s .  O t h e r  

s t a t i s t i c a l  s t u d i e s  n a v e  t r i e u  t o  co m p are  b r o a d l y  f o r e i g n  

i n v e s t m e n t  p e r f o r m a n c e  i n  t h e  d e v e l o p e d  UEOD c o u n t r i e s  w i t n  

s i m i l a r  p e r f o r m a n c e  i n  t h e  l e s s  d e v e l o p e d  c o u n t r i e s ,  n e t  

u s  l o o n  a t  some o f  t h e i r  r e s u l t s  i n  d e t a i l .  nn  i m p o r t a n t  

p o i n t  t h a t  m u s t  be s t r e s s e d  a b o u t  s u c h  c o m p a r a t i v e  a n a l y s e s  a s  

t h e s e ,  i s  t h a t  t h e y  a r e  f r a u g h t  w i t n  s t a t i s t i c a l  a n d  

c o n c e p t u a l  d i f f i c u l t i e s .  F o r  e x a m p l e ,  t n e  d e g r e e  o f  

h o m o g e n e i t y  o f  t h e  a c c o u n t i n g  p r o c e d u r e s  a d o p t e d  by f o r e i g n  

a n d  i n d i g e n o u s  f i r m s  v a r i e s  f r o m  i n d u s t r y  t o  i n d u s t r y  a n d  

f r o m  c o u n t r y  t o  c o u n t r y .  A g a i n ,  I  h a v e  a u o v e ,  p o i n t e d  o u t  

t o  t h e  r a t h e r  i n e x a c t  p o s i t i o n  o f  f o r e i g n  s u b s i d i a r i e s  and  

b r a n c n e s  i n  r e l a t i o n  t o  t h e i r  d e a l i n g s  w i t h  p a r e n t  o r  i n t e r 

g r o u p  c o m p a n i e s .  H ow ever ,  J . H .  D u n n i n g ' s  s t u d y  o f  f o r e i g n  

e n t e r p r i s e  p e r f o r m a n c e  i n  t h e  U n i t e d  Kingdom ( a n  e x a m p l e  

f o r  E u r o p e ) ,  M i c h a e l  K i d r o n ' s  a n a l y s i s  on  I n d i a  ( f o r  A s i a )  

an d  P e t e r  K i l b y ' s  on N i g e r i a  ( A f r i c a )  p r o v i d e  u s e f u l  

i n f o r m a t i o n  on  t h e  r e l a t i v e  p e r f o r m a n c e  o f  f o r e i g n  a n d  

i n d i g e n o u s  e n t e r p r i s e s .  D u n n in g s  s t u d y  e n t i t l e d  " F o r e i g n

i n v e s t m e n t  i n  t n e  u n i t e d  Kingdom" i n  D i t v a k  an d  M aule  ( e d i t e d )  
52 c o n c l u d e s  t h a t  "among f o r e i g n - f i n a n c e d  c o m p a n i e s  i n  

U . K . ,  o n l y  t h o s e  o f  t h e  U n i t e d  S t a t e s  a f f i l i a t i o n  w ou ld  

seem t o  r e c o r d  h i g n e r  r a t e s  o f  r e t u r n  t h a n  t n e i r  U.K. 

c o m p e t i t o r s .

d 2 . l . A .  D i t v a k  a n d  C . J .  M au ie  ( e d . )  F o r e i g n  I n v e s t m e n t : 
The  E x p e r i e n c e  o f  H o s t  C o u n t r i e s , o p .  c i t .  C h a p t e r  9 
P a g e s  2 0 b - 2 5 5 .

55. r u n n i n g ,  i b i d  Page 229
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Tne p r o f i t a b i l i t y  g ap  b e t w e e n  t h e  U .S .  a n d  B r i t i s h  f i r m s  

i s ,  h o w e v e r  n a r r o w i n g ,  i n  e a r l y  1 9 3 0 ' s ,  t h e  f o r m e r  e a r n e d  

t w i c e  t h e  r a t e  o f  r e t u r n  on t h e i r  n e t  a s s e t s  a s  U.K.  p u b l i c  

c o m p a n i e s .  A d e c a d e  l a t e r  t h e  d i f f e r e n c e  h a d  been  c u t  down 

t o  a b o u t  a  t h i r d .  I n  1963 ,  f o r  e x a m p l e , t h e  p r o f i t a b i l i t y  

( i . e .  n e t  in c o m e  d i v i d e d  by n e t  a s s e t s )  o f  l e a d i n g  U . S .  

f i r m s  was 1 6 . 5 ^ ,  U .K .  p u b l i c  c o m p a n i e s  12 .3/» ,  a n d  o t h e r  

f o r e i g n  f i r m s ,  1 0 . 4 ^ . ^ ^  The t h r e e  m a j o r  e x p l a n a t i o n s  

a d v a n c e d  l o r  t n e  p r o f i t a b i l i t y  g ap  b e t w e e n  t h e  A m e r i c a n  and  

B r i t i s h  f i r m s  a r e  ( 1 )  t n a t  t n e  U . S .  s u b s i d i a r i e s  h a v e  a c c e s s  

t o  a  r e l a t i v e l y  more  a d v a n c e d  t e c h n o l o g i c a l  Know-how a n d  

e x p e r t i s e  t h a n  t h e i r  U .K .  c o m p e t i t o r s ,  ( 2 )  t h a t  t h e y  e x p l o i t  

t n i s  a d v a n t a g e  more  e f f i c i e n t l y  and  ( 3 )  t h a t  t h e  a p p r o a c h  

o f  t n e  A m e r i c a n  s u b s i d i a r i e s  t o  m an ag e m e n t  a n a  d e c i s i o n -  

m a x i n g  i a  m ore  d y n am ic  an d  p r o f e s s i o n a l  t h a n  t h e i r  B r i t i s h  

c o u n t e r p a r t s .  The U .S .  c o m p a n i e s  e n t r y  i n t o  t h e  B r i t i s n  

economy t e n d s  t o  come t n r o u g h  " t a x e  o v e r s "  i n  a  

t e c h n o l o g i c a l l y  s a g g i n g  i n d u s t r y ,  o r  o f  a  f i n a n c i a l l y  weax 

an d  p o o r l y  m a n ag ed  f i r m  i n  a  g e n e r a l l y  l u c r a t i v e  m a r k e t .

S u c h  p r e s e n c e  h a s  come t o  be a s s o c i a t e d  w i t h  a  more  i n t e l l i 

g e n t  a n d  e f f e c t i v e  d e p l o y m e n t  o f  f a c t o r  i n p u t s  a n d  o f  c o s t s  

m i n i m i z a t i o n .  As D u n n in g  p u t s  i t ,  " t n e y  t e n d  t o  be m ore  

c a p i t a l - i n t e n s i v e ,  pay  more  a t t e n t i o n  t o  m a r k e t i n g ,  aem and  

h i g h e r  a c a d e m i c  an d  t e c h n i c a l  q u a l i f i c a t i o n s  f ro m  t h e i r  

m i d d l e  a n d  t o p  m a n a g e r s  a n d  a r e  more  p r a g m a t i c  an d  i n c l i n e d

3 4 .  r u n n i n g ,  i b i d  P a g e  227

3 3 .  r u n n i n g ' s ,  i b i d  P ag e  2 2 9 .  F o r  a  D e t a i l e d  a n a l y s i s ,  s e e  
a l s o  h i s  a r t i c l e  e n t i t i e a ,  " U .S .  S u b s l a i a r i e s  i n  B r i t a i n  
a n d  t h e i r  U.K. c o m p e t i t o r s " ,  i n  B u s i n e s s  R a t i o s  (Autumn 
1966)  a n d  h i s  e a r l i e r  bo o x ,  A m e r i c a n  I n v e s t m e n t  i n  
B r i t i s n  M a n u f a c t u r i n g  i n d u s t r y . A l l e n  & Unwin L on d o n  1 938 .
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t o  c h a l l e n g e  c o n v e n t i o n s ,  t h e y  e v a l u a t e  r i s x s  more  

p r o f e s s i o n a l l y  a n d  p l a n  m ore  e f f e c t i v e l y ,  a n a  a r e  g e n e r a l l y  

a g r e e d  t o  p e r f o r m  u e t t e r  t h a n  B r i t i s h  i n d u s t r y  i n  

e l i m i n a t i n g  w a s t e ”. hIDhON q u o t e s  f r o m  o f f i c i a l  I n d i a n  

s t u d i e s  t o  t h e  e f f e c t  t h a t  f o r e i g n  i n v e s t m e n t s  i n  I n d i a  

h a v e  c o n s i s t e n t l y ,  s i n c e  t h e  w a r ,  shown h i g h e r  r e t u r n s  t h a n  

t h e  a v e r a g e  f o r  i n d i g e n o u s  I n d i a n  e n t e r p r i s e s .  F o r  e x a m p l e  

b e t w e e n  1957 a n d  1 961 ,  f o r e i g n  -  c o n t r o l l e d  f i r m s  w e re  

e a r n i n g  some more  t n a n  I n d i a n  f i r m s ,  o r  an  a v e r a g e  o f

1 0 . 1 ^  c o m p a r e d  w i t h  8 .4 % .  H ow ever ,  s u c h ;  b r o a d  a v e r a g e s  

h i a e  some i m p o r t a n t  s e c t o r i a l  c o m p a r i s o n s .  I n  t h e ' o l d  

( c o l o n i a l )  t y p e '  o f  i n v e s t m e n t s  l i x e  t e a  and  m e r c h a n d i s i n g ,  

f o r e i g n  s u b s i d i a r i e s ,  w i t h  a n  a v e r a g e  r e t u r n  o f  7 .5%  w ere  

e a r n i n g  s i i g h t i y  l e s s  t h e n  p u r e l y  I n d i a n  f i r m s  ( 8 . 2 % ) .

I t  IS  i n  t n e  l a r g e  -  s c a l e  c a p i t a l  i n t e n s i v e ,  k n o w l e d g e -  

b a s e d  m a n u f a c t u r i n g  an d  i n d u s t r i a l  s e c t o r s  t h a t  t h e  f o r e i g n  

i n v e s t o r s  p r o f i t a b i l i t y  i s  a t  i t s  h i g h e s t .  What a r e  t h e  

c a u s e s  o f  t h i s  n i g n e r  e a r n i n g  r a t e s ?  Among e x p l a n a t i o n s  

c i t e d  by x i d r o n ^ ^ a r e  t h e  f a c t s  ( a )  t n a t  f o r e i g n  f i r m s  t e n d  

t o  be c o n c e n t r a t e d  i n  t n e  more  p r o f i t a b l e  i n d u s t r i e s .  F o r  

e x a m p l e ,  t w o - t h i r d s  o f  f o r e i g n  c a p i t a l  i s  i n  p e t r o l e u m  and  

m a n u f a c t u r i n g ,  e a c h  o f  w n ic h  h a s  shown a  g r e a t e r  t h a n  

a v e r a g e  y i e l d  i n  t h e  p o s t - w a r  p e r i o d ,  ( b )  t h a t  i n  some 

i n d u s t r i e s  some f o r e i g n  f i r m s  h a v e  been  a b l e  t o  e x p l o i t  

a  m o n o p o l i s t i c  p o s i t i o n  ( c )  t h a t  f o r e i g n  f i r m s  a r e  

g e n e r a l l y ,  t n o u g n  n o t  a l w a y s ,  more  e f f i c i e n t l y  r u n .  F o r  e x a m p l e

36 .  x’l. K id r o n .  l o r e i g n  I n v e s t m e n t  i n  I n d i a  o p .  c i t . Page  228
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" t n e  r a t i o  o i  a s s e t s  t o  o u r n o v e r  i o r  a  R e s e r v e  Banx ( o f  

i n a i a ;  s a m p l e  o i  83 l o r e i g n - c o n t r o i i e d  c o m p a n i e s ,  was 13% 

a n d  12% l e s s  t h a n  l o r  i t s  s a m p l e  o l  743 i n a i a n  c o m p a n i e s  

i n  1939 an d  lybO r e s p e c t i v e l y " . ^ ^  And l a s t l y  ( d )  t n a t  

l o r e i g n  f i r m s  a r e  a l s o  p r i v i l e g e d ,  by a n d  l a r g e ,  i n  g a i n i n g  

a c c e s s  t o  r e l a t i v e l y  c n e a p  f i n a n c e ,  i f  n o t  f r o m  t n e  r e s o u r c e s  

o f  t n e i r  p a r e n t  c o m p a n i e s ,  c e r t a i n l y  f ro m  t h e  b i a s  shown by 

a l m o s t  a l l  I n d i a n  l e n d i n g  i n s t i t u t i o n s  t o w a r d s  b i g  e s t a b l i s h e d  

b o r r o w e r s .  Thus  f o r e i g n  f i r m s  a r e  m u c n - f a v o u r e d  i n  a t t r a c t 

i n g  l o c a l  e q u i t y  p a r t i c i p a t i o n .  T h e i r  new i s s u e s  a r e  a l m o s t  

a l w a y s  s o l d  a t  a  n e a v y  p r e m i u m . I  do n o t  i n t e n d  t o  g i v e  

n e r e  d e t a i l s  o f  x i l b y ' s  c o m p a r a t i v e  a n a l y s i s  o f  f o r e i g n  a n d  

i n d i g e n o u s  s e c t o r s .  H ow eve r ,  he  d e t a i l s  a  p i c t u r e  o f  

i m p o r t - s u b s t i t u t i n g  f o r e i g n - o w n e u  m a n u f a c t u r i n g  i n d u s t r i e s
O

p r o Q u c i n g  b a s i c  c o m m o d i t i e s  l i k e  c i g a r e t t e s ,  b e e r ,  c e m e n t

a n d  t e x t i l e s ,  m a k in g  p r o f i t  o f  b e t w e e n  20-40% d u r i n g  t h e
39l a t e  F i f t i e s  a n d  e a r l y  b i x t i e s .

On t n e  o t n e r  h a n d .  G o v e r n m e n t -o w n e d  " t u r n k e y "  p r o j e c t s  

h a v e  so  f a r  b e e n  a  d i s m a l  f a i l u r e , w h i l e  s m a l l  a n d  m ed ium -  

s c a l e  i n d i g e n o u s  e n t e r p r i s e s  h a v e  b e e n  i n e f f i c i e n t  i n

37 .  m. K i d r o n  i b i d  P a g e  230

3 8 .  M-. K i a r o n  i b i d  P a g e  232

39 .  r e t e r  K i l b y : -  I n d u s t r i a l i z a t i o n  i n  An Open E conom y:
N i g e r i a  1 9 4 3 - 1 9 6 6 . op c i t  P a g e s  98 a n d  1 06 .  G/F  PI 29 .  
a n d  s e e  be low  Ohp.  8 r a g e s  481-482 f o r  d e t a i l s .

4 0 .  b e e  be low  P a g e  68 an d  Ohp. 7 P a g e s  4 0 5 —406

4 1 . H a r r i s  an d  Rowe, q u o t e d  by K i l b y : -  I n d u s t r i a l i z a t i o n  
i n  An Open Economy.  N i g e r i a  1 9 4 3 - 6 6  o p .  c i t  P a g e  337

4 2 .  K i l b y ,  1 o l d  P a g e  3 36 .  F o r  n i s  f u l l e r  a n a l y s i s ,  s e e  
n i s d  Chapters 3, 4 a n d  10 .
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p r o d u c t i o n ,  a n a  t h e  " g e n e r a r  s t a n a a r a  o i  f i n a n c i a l  m a n ag e m e n t

l b  a r s o  v e r y  r o w " . Apart i r o m  w i a e s p r e a d  e x c e s s  c a p a c i t y ,

t h e  a u t h o r ,  x o r  e x a m p l e ,  f o u n d  t h a t  t h r e e - q u a r t e r s  o f

p o t e n t i a l  p r o f i t s  i n  t h e  b a k i n g  i n d u s t r y  was l o s t  t h r o u g h

s u c n  f a c t o r s  a s  r a w  m a t e r i a l  w a s t a g e  p r o d u c t i o n  p r o c e s s
42a a m a g e s  a n d  e m p lo y e e  p i l f e r a g e .  i  s h a l l  d e a l  i n  f u l l  w i t h  

t n e  e x p l a n a t i o n s  f o r  t n e  a b o v e  d i f f e r e n c e s  i n  p e r f o r m a n c e s  

a n a  i t s  i m p l i c a t i o n s  l a t e r  i n  t h e  t h e s i s ,  i n  t h e  s e c t i o n  

a e a i i n g  w i t h  N i g e r i a .  The a b o v e  e v i a e n c e  d e m o n s t r a t e s  t h e  

l a c t  t n a t  i n t e r n a t i o n a l  c o m p a n i e s  w i l l  e x p a n d  o v e r s e a s  i f  

t h e y  n a v e  s t r o n g  g r o u n d s  f o r  b e l i e v i n g  t h e y  c a n  c o m p e te  

q u i t e  s u c c e s s f u l l y  w i t h  l o c a l  e n t e r p r i s e s .  T n e i r  s e c u r i t y  

a n d  c o n t i n u i n g  p r e s e n c e  i n  t n e  o v e r s e a s  m a r k e t  i s  b a s e d  on 

t n e  b e l i e f  t n a t  t n e i r  g r e a t e r  e f f i c i e n c y  i n  t h e  u s e  o f  

r e s o u r c e s ,  t h e i r  i n c o m e  g e n e r a t i o n ,  a n d  b e n e f i c i a l  i n f l u e n c e  

on  t n e  d o m e s t i c  e n t e r p r i s e s  w o u ld  be i n d i s p e n s a b l e  f o r  a  

l o n g  t i m e  t o  come.

wnat o t n e r  i n t e r e s t i n g  r e s u l t s  a b o u t  p r o f i t a b i l i t y  ^  

o l  o v e r s e a s  i n v e s t m e n t  c o u i u  be r e l e v a n t  t o  t h i s  s e c t i o n *  

n e t  u s  c o n s i d e r  two a r e a s .  F i r s t ,  t h e  r e l a t i v e  p e r f o r m a n c e  

o^ two m a j o r  c a p i t a l  e x p o r t i n g  c o u n t r i e s ,  a n d  s e c o n d l y ,  t h e  

r e l a t i v e  p e r f o r m a n c e  oj. f o r e i g n  i n v e s t m e n t  i n  d e v e l o p e d  a n d  

d e v e l o p i n g  c o u n t r i e s .  R . S .  May, i n  h i s  e m p i r i c a l  s t u d y  o f  

" E a r n i n g  o f  U n i t e d  k in g d o m  a n d  U n i t e d  S t a t e s  D i r e c t  I n v e s t 

m e n t s  i n  t h e  L e s s  D e v e l o p e d  C o u n t r i e s ,  1 9 3 9 - 6 4 , ^ ^  p r o v i d e s  

some s t a t i s t i c a l  a n s w e r s .  I n  a  c o m p a r a t i v e  a n a l y s i s  o f  t h e  

U .S .  a n d  U.K.  o v e r s e a s  i n v e s t m e n t ,  he  f o u n d  t h a t  U .S .  

c o m p a n i e s  p e r f o r m  r e l a t i v e l y  b e t t e r  t h a n  t h e i r  B r i t i s h  

c o m p e t i t o r s ,  i n  f o r e i g n  c o u n t r i e s .  T h e i r  a v e r a g e  e a r n i n g

4 3 .  R . S .  M a y : -  E a r n i n g s  o± u n i t e d  Kingdom an d  U n i t e d  S t a t e s  
D i r e c t  i n v e s t m e n t s  i n  t h e  n e s s  D e v e l o p e d  C o u n t r i e s ,  
1 9 3 9 - 6 4 .  S c o t t i s h  J o u r n a l  o f  P o l i t i c a l  E conom y.
Nov. 1967 P a g e s  1 9 9 - 2 2 6 .
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r a t e s  o f  17% i n  d e v e l o p i n g  c o u n t r i e s  (1 1 .6 %  n e t  o f  p e t r o l e u m  

i n v e s t m e n t )  a n a  10 .1%^^ i n  d e v e l o p e d  c o u n t r i e s  ( n e t  o f  

p e t r o l e u m )  w ere  s u p e r i o r  t o  B r i t i s h  c o m p a n i e s  p r o f i t a b i l i t y  

i n  b o t h  a r e a s  d u r i n g  t h e  p e r i o d  i n v e s t i g a t e d .  "The 

a v e r a g e  r a t e  o f  r e t u r n  a f t e r  t a x  o f  10.0% i n  d e v e l o p i n g  

c o u n t r i e s ,  i s  r a t h e r  h i g h e r  t h a n  t h e  e q u i v a l e n t  r a t e  o f  

7 .3%  f o r  i n v e s t m e n t  i n  t h e  d e v e l o p e d  o v e r s e a s  t e r r i t o r i e s  

a n d  7 .8%  f o r  p u b l i c l y  q u o t e d  U .K. c o m p a n i e s " .  F o r  b o t h

c o u n t r i e s  i n v e s t m e n t s  i n  d e v e l o p i n g  c o u n t r i e s  y i e l d  h i g h e r  

r e t u r n s  r e l a t i v e  t o  t h e i r  e x t e r n a l  v e n t u r e s  i n  d e v e l o p e d  

OECD member s t a t e s .  I n  h i s  o p i n i o n ,  h o w e v e r ,  t h e  

c o n c e n t r a t i o n  o f  a  b i g g e r  s p i i c e  o f  U . S .  i n v e s t m e n t  i n  

d e v e l o p i n g  c o u n t r i e s  i n  o i l  a n d  o t h e r  h i g h l y  p r o f i t a b l e  

m i n e r i a l  e x t r a c t i v e  i n d u s t r i e s ,  d i s t o r t s  b o t h  t h e  

r e l a t i v e  p e r f o r m a n c e s  o f  A m e r i c a n  a n a  B r i t i s h  f i r m s  a n d  o f  

t h e  p r o f i t a b i l i t y  o f  i n v e s t m e n t  i n  d e v e l o p e d  a n d  u n d e r 

d e v e l o p e d  c o u n t r i e s  . ’̂ E x c lu d in g  i n v e s t m e n t s  o f  a n  e x t r a c t i v e  

n a t u r e ,  t h e r e  a r e  no  g r e a t  d i f f e r e n c e s  o e t w e e n  a v e r a g e  r a t e s  

0 1  r e t u r n  i n  t n e  l e s s  d e v e l o p e d  c o m p a r e d  w i t h  t n e  a d v a n c e d  

c o u n t r i e s .  T h i s  i s  e s p e c i a l l y  t n e  c a s e  l o r  U . S .  i n v e s t 

m en ts ,  m a n u i a c  t u n i n g  y i e l d s  10.4% on a v e r a g e  c o m p a r e d  w i t h

4 4 .  I D i d  P a g e  20 6 .  C /F  " S u r v e y  o f  C u r r e n t  B u s i n e s s ,  S e p t .  
1 9 b 7 " f i g u r e s  f o r  1 9 6 0 - 6 6  q u o t e d  i n  D i t v a k  a n d  M a u l e ( e d )  
op c i t  P a g e  9 2 .  I n  i t  t n e  a v e r a g e  p o s t - t a x  incom e  
r a t e  f o r  U . S .  i n v e s t m e n t s  i n  W e s t e r n  E u r o p e  a n d  C a n a d a  
w ere  5 .0% ,  4 .5%  r e s p e c t i v e l y .

4 5 .  R . S .  May, op c i t  P a g e  2 0 ^ .

4 6 .  F o r  e x a m p l e  t h e  r a t e  o i  r e t u r n  on p e t r o l e u m  by U . S .  
c o m p a n i e s  i n  M i d d l e - E a s t  d u r i n g  t h e  p e r i o d  1 9 5 9 -6 4  
was 66 , r / o  on a v e r a g e .  See  i  b i d  T a b l e  V P a g e  21 1 .
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1 0 .3%  i n  t n e  l a t t e r  a r e a s .  F o r  " o t h e r  i n v e s t m e n t s  "

t n e  c o r r e s p o n d i n g  y i e l d s  a r e  9 .4 %  a n d  9 .9% .  A s i m i r a r

t e n d e n c y  i s  a l s o  a p p a r e n t  l o r  U.K.  i n v e s m e n t s  i n  t h e  S t e r l i n g  
47A r e a .  A f t e r  o t n e r  n u m e r o u s  q u a l i f i c a t i o n s  t o  h i s  d a t a ,  

l o r  e x a m p l e  oy m a k in g  a l l o w a n c e  f o r  s u c h  f a c t o r s  a s  

r o y a l t i e s ,  m a n a g e m e n t  f e e s  s e r v i c e  c h a r g e s  an d  o t h e r  

i n t e r - c o m p a n y  t r a n s a c t i o n s ,  m a y ' s  o t h e r  g e n e r a l  c o n c l u s i o n s  

a r e  ( 1 )  t h a t  oy a n a  l a r g e ,  t h e  U . S .  a n d  U.K. -  t h e  two 

m a j o r  e x p o r t e r s  o f  p r i v a t e  d i r e c t  i n v e s t m e n t  -  e a r n  s i m i l a r  

r e t u r n s  on t h e i r  o v e r s e a s  i n v e s t m e n t  a n a  ( 2 )  t h a t  t h e  

" a v e r a g e  r e t u r n s  on  s u c h  i n v e s t m e n t s  o v e r  t n e  p e r i o d  n a v e  

b e en  m o d e r a t e " .

I f  u n l i k e  U . S .  May we do n o t  e x c l u d e  p e t r o l e u m  a n d  

m i n i n g  o p e r a t i o n s  f r o m  o u r  c r u c i a i  c o n s i d e r a t i o n s ,  -  a f t e r  

a i l ,  i t  i s  i n v e s t m e n t  i n  t n e s e  a n a  s i m i l a r  raw  m a t e r i a l  

p r o d u c t i o n  w h ic n  p r o v i d e s  t h e  h i s t o r i c a l  a n a  c o n t i n u i n g  

a t t r a c t i o n  l o r  w e s t e r n  p r i v a t e  c a p i t a l  i n  t h e s e  r e l a t i v e l y  

p o o r  c o m m u n i t i e s  -  we f i n d  t h a t  n i g n e r  p r o f i t  p e r f o r m a n c e  

p e r  s e  , w n i i e  i t  d o e s  m o t i v a t e  e x t e r n a l  e x p a n s i o n ,  d o e s  

n o t  d i r e c t  c a p i t a l  t o  t n e  m o s t  l u c r a t i v e  m a r k e t s .  S u r e l y ,  

o t n e r  f a c t o r s  m u s t  be a t  w o rk ,  o t n e r w i s e  now c a n  one  e x p l a i n ,
i

t h e  m a s s i v e  p o s t - w a r  g r o w t h  o f  f o r e i g n  d i r e c t  i n v e s t m e n t  

w i t n i n  une d e v e l o p e d  i n d u s t r i a l  OECD c o u n t r i e s  t h e m s e l v e s ,  

a n a  t n e  u n s t a b l e  t r i c k l e  t h a t  f i n d ù  i t s  way t o  t h e  more  

p r o f i t a b l e  d e v e l o p i n g  c o u n t r i e s .  I t  may w e l l  be t h a t  t h e  

g r e a t e r  s e c u r i t y ,  t n e  f a s t e r  e c o n o m i c  dynamism an d  t h e

4 7 .  R . S .  May, i b i a  r a g e  21b 

4b . I b i a  P a g e  226

1
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s n a r e  s i z e  o i  a b s o l u t e  e a r n i n g s  a c c o u n t  i o r  t h e  b i g g e r

intra-ÜEÜD f l o w s .  fu r th erm o re  businessm en may c o n s c i o u s l y

a e f i a t e  t h e  n i g h e r  e a r n i n g  r a t e  i n  d e v e l o p i n g  c o u n t r i e s  f o r

une g r e a t e r  e c o n o m i c  a n d  n o n - e c o n o m i c  r i s k s  b o r n e  i n  t h e s e

e c o n o m i c s .  I f  t n i s  w e re  s o ,  t n e n  t n e  i m p l i c a t i o n  i s  t h a t

i n t e r n a t i o n a l  c o m p a n i e s  w ou ld  o n l y  be a t t r a c t e d  t o  i n v e s t  i n

d e v e l o p i n g  c o u n t r i e s  by a  r a t e  o f  r e t u r n  s i g n i f i c a n t l y

n i g n e r  t n a n  t h a t  o b t a i n a b l e  a t  home o r  i n  t h e  a e v e l o p e a  m a r k e t s .

A cco rd in g  t o  G i o v a n n i  n r r i g h i ,  i t  s eem s  t h a t  r e t u r n s  o f

some 13-20% on c a p i t a l ,  u s u a l l y  on t h e  b a s i s  o f  a n  i n v e s t m e n t

m a t u r i n g  i n  a b o u t  3 y e a r s ,  a r e  r e q u i r e d  i n  o r d e r  t o  a t t r a c t
30f o r e i g n  i n v e s t m e n t  i n t o  T r o p i c a l  A f r i c a *  E m p i r i c a l

d a t a  f o r  t n e  U n i t e d  S t a t e s  c o m p a n i e s  e a r n i n g s  i n  t h e

d e v e l o p i n g  c o u n t r i e s  seem t o  j u s t i f y  t h i s  o b s e r v a t i o n .

u u i s i d e  n a t i n  A m e r i c a ,  C an a d a  a n d  w e s t e r n  E u r o p e , e a r n i n g s

as  per  c e n t a g e  o i  book  v a lu e  o f  t h e i r  i n v e s t m e n t s  average

j u s t  u n d e r  20> f o r  t n e  p e r i o d  1 9 6 0 - 1 9 6 6 , ^ ^  w h i l e  i n  o i l -

procLUcing M i u d i e - E a s t ,  i t  was e x c e p t i o n a l l y  n i g h  a t  n e a r l y  
3 2b3%. I t  i s  t o  i n v e s t m e n t  i n  t h e  u n d e r d e v e l o p e d  c o u n t r i e s  

t h a t  we m u s t ,  t h e r e f o r e ,  l o o k  f o r  t h e  s i g n i f i c a n c e  o f  p r o f i t

4 9 .  O /F  Q u o u a t i o n s  f r o m  o i r  J o h n  C a m p b e l l ' s  a r t i c l e  i n  
O p t i m a  D ec .  l y b p  i b i d  P a g e  2 2 4 - 2 2 3 .

3Ü. o .  A r r i g h i : -  " I n t e r n a t i o n a l  C o r p o r a t i o n ,  n a b o u r
A r i s t o c r a c i e s a n a  E conom ic  D e v e l o p m e n t  i n  T r o p i c a l  A f r i c a "
Mimeo I 9 6 8 . P a g e  26

31. U .S .  D e p t ,  o f  Commerce .  s u r v e y  o f  C u r r e n t  B u s i n e s s
S e p t .  1yb7 op c i t  P a g e  43 C /F  M a y ' s  f i g u r e s .

3 2 . R . S .  May, op c i t  T a b l e  I I  P a g e  2 0 3 .
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a i x l e r e n t i a i s . i n  f a c t  K i d r o n  c o n s i d e r s  t n e  p o s s i b i l i t y  o f

n i g n e r  p r o f i t a b i l i t y  a b r o a d  t h a n  a t  nome a s  one  o f  t h e  m a j o r
33a t t r a c t i o n s  o f  f o r e i g n  c a p i t a l  t o  t n e  d e v e l o p i n g  c o u n t r i e s .  

Y e t  a s  we s e e ,  m e a n i n g f u l  c o m p a r i s o n  o f  p r o f i t a b i l i t y  r a t e s  

a n a  p e r f o r m a n c e s  a c r o s s  f r o n t i e r s  i s  n o t  a n  e a s y  t a s k  t o
A

a c h i e v e .  o b j e c t i v i t y  may i n  t h e  p r o c e s s  be s l i g h t l y

t a r n i s h e d .  I n  I n d i a ,  a s  K i d r o n  p o i n t s  o u t ,  " t h e  r e t u r n s  t o

l o r e i g n  c a p i t a l  h a v e  b e en  c o n s i s t e n t l y  b e t t e r  t h a n  t h e  
'’3 5a v e r a g e  a t  home.  One o l  t h e  few  s t u d i e s  on t h e  s u b j e c t  

p u b l i s h e d  by t h e  R e s e r v e  Bank o l  I n d i a ,  a n d  r e l a t i n g  t o  t h e  

l i r s t  n a i f  o f  t n e  l i f t i e s  " f o u n d  t n a t  A m e r i c a n  f i r m s  w ere  

e a r n i n g  a n  a v e r a g e  o f  1 3 .3% o f  n e t  w o r t h  i n  1 9 3 3 ,  a n d  12.8% 

i n  1933 a f t e r  t a x ,  c o m p a r e d  w i t h  1 0 - 1 2 ^  a t  home i n  b o t h  

y e a r s ,  a n a  B r i t i s h  f i r m s  11.9% a n a  9 .3%  i n  t h e  two y e a r s  

c o m p a r e d  w i t h  8-9yo a t  home.  P r o f i t s  w e re  t h u s  a n y t h i n g  

b e tw e e n  6-33% h i g h e r  i n  I n d i a  t h a n  a t  home f o r  f i r m s  some 

o f  w n i c h  a r e  a c t i v e  i n  b o t h . " ^ ^  T h e r e  i s  am p le  s u p p o r t i n g  

e v i d e n c e  f o r  i n d i v i d u a l  f i r m s .  F o r  e x a m p l e  f i g u r e s  f r o m  

t n e  a n n u a l  company r e p o r t s  o f  t h r e e  B r i t i s h  I n t e r n a t i o n a l  

c o m p a n i e s  -  r e p r e s e n t i n g  t h e  l e a d i n g  f o r e i g n  i n v e s t o r s  i n

3 3 .  M. K i a r o n : -  F o r e i g n  I n v e s t m e n t  i n  I n d i a  op c i t  C h a p t e r  b 
S e c t i o n  I I .

34 .  S i m i l a r  c o m p u t a t i o n a l  d i f f i c u l t i e s  a s  t h o s e  d i s c u s s e d  a b o v e ,  
a r e  r e l e v a n t  h e r e  a l s o .  A c c o u n t i n g  p r o c e d u r e s  a n d  
c o v e r a g e  may d i f f e r .  I n t e r n a t i o n a l  o p e r a t i o n s  p r o v i d e  
c o m p a n y ’ s w i t h  o p p o r t u n i t i e s  t o  m o d i f y  t n e i r  g l o b a l  
a c c o u n t s  i n  o r d e r  m i n i m i z e  t a x  l i a b i l i t i e s  a n d  u n d e r 
t a k e  p r o f i t s  i n  p a r t i c u l a r  a r e a s ,  o r  t o  t r a n s f e r  c a p i t a l  
f u n d s  a r o u n d .  Thus s u c h  f a c t o r s  ‘ i n t r o d u c e  a n  e l e m e n t  
o f  a r b i t r a r i n e s s  i n t o  t n e  c o m p a r i s o n  t h a t  r e n d e r  t h e  
m o s t  s o p h i s t i c a t e d  c o m p u t a t i o n  s u s p e c t ' . K i d r o n , 
l o c  c i t  P . 246

33 .  & 36 .  noc c i t  Page 246
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I n d i a  -  n a m e l y ,  U n i l e v e r ,  I m p e r i a l  C h e m i c a l  I n d u s t r i e s  and  

M e t a l  Box company show t h a t  b e t w e e n  1 9 5 6 - 1 9 6 1 ,  n e t  p r o f i t s  

a s  a  p r o p o r t i o n  o f  n e t  w o r t h  w e re  on  a v e r a g e  20 .9%  i n  I n d i a  

a s  c o m p a r e d  w i t h  14 .1%  a t  home, 13 .1%  c o m p a r e d  w i t h  7 .2%,  

a n d  17 .5%  c o m p a r e d  w i t h  9 .8% r e s p e c t i v e l y  f o r  e a c h  f i r m .  

E a r n i n g s  w e re  v e r y  n e a r i y  h a l f  a s  much a g a i n  f r o m  t h e i r  

I n d i a n  o p e r a t i v e s  a s  a t  home i n  s p i t e  o f

t h e  f a c t  t n a t  t h e  g r e a t e r  p a r t  o f  t h e i r  a s s e t s  a r e  e m p lo y e d
57a t  t h e  nome b a s e .

A l o o x  a t  p r i c e s  an d  c o s t s , ( b r o a d l y  s p e a k i n g  t h e  two 

d i f l e r e n t i a l  d e t e r m i n a n t s , )  s u g g e s t s  t h a t  i t  i s  on t h e  p r i c e s  

r a t h e r  t h a n  on  t h e  c o s t  s i d e  t h a t  t h e  r e l a t i v e l y  h i g h  l e v e l  

o f  p r o f i t s  made i n  I n d i a  c a n  be  e x p l a i n e d .  On t h e  c o s t  s i d e

t h e  c o m p a r a t i v e l y  c h e a p ^ n e s s  o f  l o a n  f i n a n c e ^ ^  t o  m a n u f a c 

t u r i n g  a n d  i n d u s t r i a l  f i r m s ,  e s p e c i a l l y  t h e  l a r g e  f o r e i g n  

o n e s ,  s a v i n g s  o f  up t o  30-40% on a v e r a g e  i n  p l a n t  i n s t a l l 

a t i o n  a n d  a  p r o d u c t i v i t y  i n  t h e  f o r e i g n  s e c t o r  t h a t  c o m p a r e s
59f a v o u r a b l y  w i t h  W e s t e r n  E u r o p e ,  a r e  i n v a r i a b l y  o f f s e t  by a  

f a s t e r  r a t e  o f  p h y s i c a l  d e p r e c i a t i o n ,  n i g h  c o s t  o f

57 .  K i d r o n ,  i b i d  P a g e  2 4 7 .  T a b l e  12 .

58 .  C /P  K i d r o n ,  op c i t  P ag e  24 8 .  I n d i a n  Bank R a t e  a n d
t h r o u g h  i t ,  o t h e r  d o m e s t i c  i n t e r e s t  r a t e s  h a v e  b e e n
c o n s i s t e n t l y  b e lo w  B r i t i s h  Bank R a t e ,  p e r h a p s  2-3% 
l o w e r  on a v e r a g e  s i n c e  t h e  w a r .  C a p i t a l  g e a r i n g  h a s  i n  
c o n s e q u e n c e  a l w a y s  b e en  n i g h  f o r  o p e r a t i o n s  i n  I n d i a .
The c o s t  o f  new e q u i t y  f i n a n c e  h a s  a l s o  b e en  c o n s i d e r a b l y  
l e s s  t h a n  a v e r a g e  s i n c e  t n e  m i d - f i f t i e s  -  g i v e n  t h e  
" b u l l i s h "  m a r k e t ,  t h e  f r e q u e n c y  o f  s a l e s  a t  h e a v y  
p re m iu m ,  a n d  t h e  c o n s e q u e n t  low  a c t u a l  y i e l d  on 
r e p r e s e n t a t i v e  f o r e i g n  s n a r e s .

59 .  h o w e v e r  a  b i g  d i f f e r e n c e  s t i l l  e x i s t  b e tw e e n  t h e  wage 
r a t e s  o± w e s t e r n  E u r o p e a n  w o r k e r s  a n d  t n e i r  I n d i a n  
c o u n t e r p a r t s .  I t  h a s  been  s u g g e s t e d  t n a t  p a r t l y  due  t o  
t n e  s t e a p e r  wage g r a d i e n t  i n  I n d i a  f a c t o r i e s ;  t h e  
l a r g e  p r o p o r t i o n  o f  o f f i c e  a n d  s u p e r v i s o r y  s t a f f  
( i n c l u d i n g  e x p e n s i v e  e x p a t r i a t e s )  a n d  p a r t l y  t o  a  h i g h e r  
r a t e  o f  a b s e n t e e i s m  a n d  h i g h  c o s t s  o f  t r a i n i n g ,  t h e  
t o t a l  l a b o u r  c o s t s  i n  I n d i a  d i f f e r  o n l y  m a r g i n a l l y  f rom  
s i m i l a r  f a c t o r  c o s t s  i n  B r i t a i n .
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i n t e r m e d i a t e  i n p u t s  e s p e c i a l l y  f o r  t h o s e  i m p o r t é e ,  a  g e n e r a l l y  

l o w e r  r a t e  o i  m a c h i n e  u t i l i z a t i o n ,  a  s m a l l e r  d e g r e e  o f  

" t e c h n o l o g i c a l  e x t e r n a l  e c o n o m i e s "  a n d  t h e  r e d u c e d  

b e n e f i t s  o i  w o r k i n g  i n  a  l e s s  s o p h i s t i c a t e d  i n d u s t r i a l  

e n v i r o n m e n t .  The i m p r e s s i o n  t h u s  g i v e n  i s  one  o f  m i n i m a l  

c o s t s  a d v a n t a g e  t o  f o r e i g n  f i r m s  i n  t h e  I n d i a n  m a r k e t ,  e x c e p t  

i n  c a s e s  w h e re  t h e i r  p r o u u c t i o n  c o s t s  a n d  e a r n i n g s  m a r g i n s  

a r e  d i s t o r t e d  by t a x  i n c e n t i v e s ,  g e n e r o u s  d e p r e c i a t i o n  

a x r o w a n c e s  an d  s i m i l a r  p r o v i s i o n s  d e s i g n e d  t o  a t t r a c t  l o r e i g n  

c a p i t a r  t o  I n d i a .  However s i m i l a r  u n c e r t a i n t y  d o e s  n o t  

seem t o  a r i s e  when c o m p a r i n g  f o r e i g n  f i r m s  p r i c e  l e v e i s  i n  

I n d i a  w i t n  t h o s e  a t  nome. " I n  l o r e i g n - d o m i n a t e d  m a n u f a c t u r i n g  

i n d u s t r i e s ,  t ^ e s e  a r e  a l m o s t  i n v a r i a b r y  h i g h e r  i n  I n d i a  t h a n  

a t  home" k i a r o n  g i v e s  v a r i o u s  e x a m p l e s  t o  s u b s t a n t i a t e  t n i s  

p o i n t . ^ ^

u u r  a n a l y s i s  o f  t n e  m o t i v e s  t h a t  i n d u c e  c o m p a n i e s  t o  

i n v e s t  o v e r s e a s  c a n n o t  be c o n c l u d e d  w i t h o u t  a  a i s c u s s i o n  o f  

t h e  i n i i u e n c e  t h a t  l i s c a i  i n c e n t i v e s  a n a  o t h e r  m e a s u r e s  b e a r  

upo n  s u c h  a c t i o n s .  i r a c t i c a i l y  a l l  t h e  d e v e l o p i n g  c o u n t r i e s  

t h a t  welcome f o r e i g n  p r i v a t e  c a p i t a l  j .o r  i n d u s t r i a l i z a t i o n ^ ^  

an d  g e n e r a l  g r o w t h  g e n e r a t i o n ,  h a v e  b u i l t  up  l a r g e  s c a l e  

c o n c e s s i o n a r y  a n d  p r o t e c t i v e  d e v i c e s  t o  a t t r a c t  f o r e i g n  

e n t e r p r i s e s  t o  t h e i r  i n d i v i d u a l  c o u n t r i e s .  T h e s e  c o n c e s s i o n s .

bU. C / f  T i b o r  S c i t o v s x y : -  "Two c o n c e p t s  o f  E x t e r n a l
E c o n o m i e s "  i n  A g a r w a l a  a n d  b i n g h  ( e d ) : -  The E c o n o m ic s  
o f  U n d e r d e v e l o p m e n t . O x f o r d  U n i v e r s i t y  P r e s s ,  New York 
19 6 3 .

61 .  i - i . k i d r o n ,  op c i t  P a g e s  2 5 0 - 2 5 1 .

62 . Nowadays  t h e  e m p h a s i s  i s  on  i n d u s t r i a l  a n d  m a n u f a c t u r i n g  
e n t e r p r i s e s  o r  a g r o - a i i i e d  p r o j e c t s  r a t h e r  t h a n  o n '  
b a n k i n g ,  i n s u r a n c e  a n a  a l l i e d  s e r v i c e s  o r  co m m e rce .
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a s  we n o t e d  b e f o r e ,  i n c l u d e  t a r i f f  p r o t e c t i o n ,  i m p o r t  d u t y  

r e l i e f ,  a c c e l e r a t e d  d e p r e c i a t i o n  a l l o w a n c e s ,  " t a x  h o l i d a y , "  

a n a  o t h e r  m e a s u r e s  i n c l u d e  p r o v i s i o n s  o± i n d u s t r i a l  e s t a t e s  

a n a  o f  a m p le  i n d u s t r i a l  i n f r a s t r u c t u r e s  . b i m i i a r l y  f r o m  

t n e  o t h e r  e n d ,  c a p i t a l - e x p o r t i n g  c o u n t r i e s  t h e m s e l v e s  h a v e  

c r e a t e d  v a r i o u s  f a c i l i t i e s  a n d  i n s t i t u t i o n s  f o r  t n e  

p r o m o t i o n  a n a  e c o u r a g e m e n t  o f  p r i v a t e  i n v e s t m e n t  i n  t n e  

d e v e l o p i n g  w o r i d . ^ ^  The m o t i v e  oj. t n e  l a t t e r  g r o u p  i s  

p a r t l y  e c o n o m i c ,  t h a t  i s ,  t o  p r o m o t e  e x p o r t  o f  c a p i t a l  a n d  

i n t e r m e d i a t e  i n p u t s ,  and  t n e  e s t a b l i s h m e n t  an d  c o n t i n u a t i o n  

Oa. n a t i o n a l s '  o v e r s e a s  i n v e s t m e n t  a c t i v i t i e s  a s  p a r t  o f  

f o r e i g n  e c o n o m i c  p o l i c y ,  a n a  p a r t l y  p o l i t i c a l .  A g a i n ,  i t  

i s  a n  e x t e n s i o n  o f  t n e i r  o l l i c i a i  f o r e i g n  a i d  e f f o r t s .  F o r  

s u c c e s s  o f  t h e  c o m p l e m e n t a r y  p r i v a t e  i n v e s t o r s  e f f o r t s  

e n h a n c i e s  t h e i r  a s s i s t a n c e  u n d e r  t n e  i n t e r n a t i o n a l  a i d  

prog,ramrae.  h o w e v e r  t h e r e  i s  a  g r o w i n g  b e i i e i ,  a n d  s u p p o r t e d  

by e v i a e n c e ,  m a t  s u c h  c o n c e s s i o n s  a n d  i n c e n t i v e s  h a v e  o n l y  

r i m i i e d  a n a  p e r i p h e r a l  i m p a c t  on t r i e  p o r i c y - d e c i s i o n  m a k in g  

p r o c e s s  o f  t h e  m u l t i n a t i o n a l  i n v e s t i n g  c o m p a n i e s .  F o r  

e x a m p r e ,  R . b .  May commented  t h u s  on  t h e  i n f l u e n c e  o f  s u c h  

p r o v i s i o n s  i n  N i g e r i a  f o r  f o r e i g n  i n v e s t o r s  : " t h e  g e n e r o u s  

t a x  i n c e n t i v e s  g i v e n  e s p e c i a l l y  t o  m a n u f a c t u r i n g  c o m p a n i e s .

b;). See  e s p e c i a l l y  ( a )  OECD:- I n v e s t i n g  i n  D e v e l o p i n g  
C o u n t r i e s .  f a c i l i t i e s  f o r  t n e  i r o m o t i o n  o f  F o r e i g n  
P r i v a t e  I n v e s t m e n t  i n  D e v e l o p i n g  C o u n t r i e s . OECD 
l a r i s  1 9 7 0 ,  and  a  p r e v i o u s  p u b l i c a t i o n  e n t i t l e d  ( b )  
"F i s c a l  i n c e n t i v e s  f o r  Pr i v a t e  I n v e s t m e n t  i n  D e v e l o p i n g  

C o u n t r i e s . OECD P a r i s  I 9 6 5 . The f o r m e r  i s  t h e  l a t e s t  
s u r v e y  o f  c o u n t r y  by c o u n t r y , " i n c e n t i v e s  a n d  o t h e r  

i n s t i t u t i o n a l  d e v i c e s  d e s i g n e d  t o  p r o m o t e  s u c h  f l o w s  
f ro m  DaC c o u n t r i e s .  I t  d e a i s  o n l y  w i t h  d i r e c t  and  
p o r t f o l i o  i n v e s t m e n t .  The l a t t e r  c o m b i n e s  a n  e a r l i e r  
a t t e m p t  t o  s t u d y  t h e  p r o b l e m s  r e g a r d i n g  t h e  d e s i r a b i l i t y  
and  c h a r a c t e r  ox f i s c a l  i n c e n t i v e s  i n  c a p i t a l  e x p o r t i n g  
c o u n t r i e s  w i t h  an  a n a l y s i s  o f  t h e  i n t e r r e l a t i o n s h i p  o f  
f i s c a l  - p r o v i s i o n s  i n  b o t h  d e v e l o p e d  an d  u n d e r d e v e l o p e d  
c o u n t r i e s  r e g a r d i n g  s u c h  i n v e s t m e n t s .

6 4 .  R . S .  M a y : -  ' D i r e c t  O v e r s e a s  I n v e s t m e n t  i n  N i g e r i a *  QP g H  
P253 .
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h o w e v e r ,  a p p e a r  t o  h a v e  h a d  o n l y  a  m a r g i n a l  e f f e c t .  O nly  

5 o u t  o f  26 m a n u f a c t u r i n g  c o m p a n i e s  q u e s t i o n e d  s t a t e d  t h a t  

t h e y  w e re  "V ery  i m p o r t a n t "  o r  i m p o r t a n t  i n  i n f l u e n c i n g  

t n e i r  i n v e s t m e n t  d e c i s i o n s . T h e  " P e a r s o n  C o m m is s io n  

R e p o r t "  m a k es  s i m i l a r  o b s e r v a t i o n :  " o n l y  i n  a  f e w  c a s e s  do

t a x  c o n c e s s i o n s  seem t o  d raw  a n  i n v e s t i n g  o p p o r t u n i t y  t o  t h e  

a t t e n t i o n  o f  a  f o r e i g n  c o m p an y , a n d  t h e y  a r e  g e n e r a i l y  

r e p o r t e d  t o  be o f  m o d e s t  i m p o r t a n c e  i n  t h e  f i n a l  i n v e s t m e n t  

d e c i s i o n . T h e s e  o b s e r v a t i o n s  a r e  n o t  s u r p r i s i n g ,  g i v e n  

t h e  f a c t  t h a t  s u c h  i n c e n t i v e s  a r e  f a i r l y  w e l f - s t a n u a r d i z e d  

t h r o u g h o u t  t h e  d e v e l o p i n g  w o r l d .  I t  c a n  o n l y  be t a k e n  a s  

a x i o m a t i c  t h a t  t n e  r e a s o n s  t o  i n v e s t  i n  one  p a r t i c u l a r  

c o u n t r y  an d  n o t  t h e  o t h e r ,  m u s t  be s o u g h t  o u t s i d e  t h e  l u r e  

Ox c o n c e s s i o n  a d v e r t i s e m e n t s .  I n  t h e  A f r i c a n  c o n t e x t

D. W a lk e r  h a s  l i t t l e  d o u u t  a b o u t  t h e  i n e f f i c i e n c y  o f  f i s c a l  

a c t i o n  i n  p o w e r f u l l y  i n d u c i n g  a  p o t e n t i a l  f o r e i g n  i n v e s t o r  

t o  t h e  c o n t i n e n t .  O t n e r  c o n d i t i o n s  a n d  m e a s u r e s  a r e  l i k e l y  

t o  be much more  i m p o r t a n t  a n d  e f f e c t i v e . T h e s e  " p r e c o n d i t i o n s " 

a n d  f a c t o r s  a r e ,  among o t n e r s ,  p o l i t i c a l  a n d  e c o n o m ic  s t a b i l i t y ,  

f a v o u r a b l e  i n v e s t m e n t  c l i m a t e ,  s i z e  ox t h e  m a r k e t ,  f r e e d o m  

t o  r e p a t r i a t e  c a p i t a l  a n d  p r o f i t s  an d  minimum t n r e a t  o f  

n a t i o n a l i z a t i o n  a n d  e x p r o p r i a t i o n . ^ ^  I t  may w e l l  be t h a t  

a f t e r  a  company n a s  made a  d e c i s i o n  i n  p r i n c i p l e  t o  i n v e s t

6 3 .  L e s t e r  P e a r s o n  e t  a l . , : -  P a r t n e r s  i n  D e v e l o p m e n t . R e p o r t
01  t h e  C o m m is s io n  on i n i e r n a t i o n a l  D e v e l o p m e n t .
R e f e r e n c e s  i n  t h i s  t h e s i s  a r e  made t o  1y69 l a l i  M a l l  
P r e s s  ( L o n d o n )  P a p e r  back  E d i t i o n .  P a g e  1 0 8 .

66 .  D. W a l k e r  -  " F i s c a l  M e a s u r e s  t o  P r o m o t e  F o r e i g n  I n v e s t 
m e n t"  i n  E . F .  J a c k s o n  ( e d )  E conom ic  D e v e l o p m e n t  i n  A f r i c a  
O x f o r d ,  1963 P 2 2 7 .  U/F  P a u l  s t r e e t en  a n d  H e l e n  S u t c h  -
C a p i t a l  f o r  A f r i c a ___________  op c i t  S e c t i o n  on P r i v a t e
I n v e s t m e n t .

67 .  We m u s t  n o t  o v e r - e m p n a s i z e  t h e  i m p o r t a n c e  o f  t h e s e
'5 c o n d i t i o n s .  They  a r e  i n  p r a c t i c e ,  e s s e n t i a l l y  l o n g - t e r m
■  ̂ r e q u i r e m e n t s ,  a n d  t n e i r  s h o r t - t e r m  a b s e n c e  n e e d  n o t

n e c e s s a r i l y  n a v e  d r a m a t i c  d i s i n c e n t i v e  e f f e c t s  on f o r e i g n  
i n v e s t o r s .
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i n  e i t h e r  c o u n t r y  A , B or  0 ,  th e  c o n c e s s i o n - m i x  b e i n g  

d a n g le d  b e f o r e  i t ,  may m a r g in a l ly  i n f l u e n c e  th e  f i n a n c i a l  

c o n s i d e r a t i o n s  i t  w e ig h s  up b e f o r e  f i n a l l y  p i t c h i n g  i t s  t e n t  

i n  one camp. Some o f  th e  major f i n a n c i a l  c o n s i d e r a t i o n  

a f f e c t i n g  th e  d e c i s i o n - m a k in g  c a l c u l a t i o n s  o f  a p r o s p e c t i v e  

i n v e s t o r  a r e  ( 1 ) th e  c o s t  o f  making th e  i n v e s t m e n t ,  ( 2 ) 

e x p e c t e d  p r o f i t  p o t e n t i a l s ,  ( 3 ) th e  g a i n s  ( o r  l o s s e s )  to  be 

e x p e c t e d  from  in te r -c o m p a n y  t r a n s a c t i o n s ,  ( 4 ) th e  g a in s  t o  

th e  p a r e n t  from  d o in g  b u s i n e s s  w i t h  th e  s u b s i d i a r y  w hich  i t  w ould  

n o t  have  b e e n  a b le  t o  d o ,  ( 5 ) th e  l o s s  t o  th e  p a r e n t  b e c a u s e  

th e  s u b s i d i a r y  d o e s  b u s i n e s s  w h ich  th e  p a r e n t  company m igh t  

o t h e r w is e  h ave  done on i t s  own, and ( 6 )  th e  n e t  e f f e c t  on th e  

g r o u p ' s  o v e r a l l  g l o b a l  ta x  l i a b i l i t i e s . ^ ^  I n t e r n a t i o n a l  

c a p i t a l i s m  r e g a r d s  f i s c a l  c o n c e s s i o n s  and p r o t e c t i v e  w a l l s  

as  b a s i c  r e q u ir e m e n t s ,  b u t  from t h e  v ie w  p o i n t  o f  d e v e lo p in g  

c o u n t r i e s ,  e x c e s s i v e  c o n c e s s i o n s  may i n v o l v e  f o r e g o i n g  v i t a l  

r e v e n u e ,  w h i l e  p r o t e c t i v e  w a l l s  may en c o u r a g e  th e  e s t a b 

l i s h m e n t  o f  h i g h - c o s t  and lu x u r y - g o o d s  i n d u s t r i e s .  T hese  

have  o f t e n  ea rn ed  s u b s t a n t i a l  p r o f i t s ,  b u t  t h e i r  c o n t r i b 

u t i o n  to  s o c i a l  n e e d s  and d o m e s t ic  r e a l  incom e h as  b een
6 9s m a l l  or e v e n  n e g a t i v e .

What i s  s u r p r i s i n g  i s  th e  f a c t  t h a t  d e v e lo p in g  c o u n t r i e s  

h ave  done v e r y  l i t t l e  t o  r e c t i f y  th e  s i t u a t i o n .  The l a c k  

o f  a c t i o n  on t h i s  f r o n t  i s  a r e f l e c t i o n  o f  b o th  th e  s t r o n g  

b a r g a in i n g  p o s i t i o n  o f  th e  i n t e r n a t i o n a l  com p an ies  v i - a - v i s  

i n d i v i d u a l  r e c i p i e n t  c o u n t r i e s , a n d  th e  u n w i l l i n g n e s s  o f  th e  

l a t t e r  f o r  a u n i l a t e r a l  w ith d r a w a l  o f  s u p e r f lu o u s  c o n c e s s i o n s ,

6 8 .  For f u l l e r  d e t a i l s  s e e  "The Reddaway R e p o r t s " op c i t .

6 9 . See  b e l o w  Chp. 8 .

7 0 . See b e lo w  Chp.  5 .
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l e s t  i t  m i g n t  d e t r a c t  l o r e i g n  i n v e s t o r s  away t o  n e i g h 

b o u r i n g  c o m p e t i t o r s .  T h i s  i s  a  g e n u i n e  l e a r ,  t h o u g h  i t  may 

be u n g r o u n d e d  n e v e r t h e l e s s  i t  s n o u i a  n o t  be u n d e r e s t i m a t e d .

As i s  sixown a b o v e ,  a n d  i n  a e t a i l s  b e lo w ,  t n e r e  i s  e m e r g i n g  

now a  g r o w i n g  c o n c e r n  a b o u t  t h e  p o w e r s ,  mooes  o l  o p e r a t i o n  

a n d  b a r g a i n i n g  s t r e n g t h  o l  i n t e r n a t i o n a l  c o m p a n i e s ,  e s p e c i a l l y  

t n e  b i g  m u l t i - b i l l i o n  d o l l a r  o n e s ,  i n  t n e i r  d e a l i n g s  w i t h  

i n d i v i d u a l  n a t i o n - s t a t e s .  The c o n c e r n  i s  l e l t  by b o t h  p o o r ,  

weak a n d  d e v e l o p i n g  c o u n t r i e s  a s  w e l l  a s  t h e  r i c h  i n d u s t r i a l  

a n d  p o w e r f u l  o n e s .  a m u l t i l a t e r a l  a p p r o a c h  t o  t h e  p r o b l e m s  

t h u s  p o s e d ,  rnusx be r e g a r d e o  a s  e s s e n t i a l ,  a n a  I r o m  t h e  

s t a n d  p o i n t  o l  o e v e l o p i n g  c o u n t r i e s ,  a s  p r e s s i n g ,  m i c h a e l  

a h a n k s  p r e d i c t s  s u c n  o e v e i o p m e n t  l o r  w e s t e r n  E u r o p e :  " i t

s eem s  l i k e l y , "  ne  w r i t e s  " t h a t  G o v e r n m e n t s  w i l l  i n c r e a s i n g l y  

g e t  t o g e t h e r  t o  hammer o u t  a g r e e d  p o l i c y  g u i o e i i n e s  i n  

d e a l i n g  w i t h  t r a n s n a t i o n a l  c o r p o r a t i o n .  I n o e e d  a  j o i n t  

p o l i c y  on i n w a r d  i n v e s t m e n t  i s  l i k e l y  t o  be o n e  o l  t h e

x o u n d a t i o n - s t o n e s  o f  xne E u r o p e a n  T e c h n o l o g i c a l  c o m m u n i ty ,
7 1

±1 i t  e v e r  s u r f a c e s . "  And t o  t n e  o e v e l o p i n g  c o u n t r i e s ,  

t n e  P e a r s o n  c o m m i s s i o n  g a v e  t n e s e  w o rd s  o± a d v i c e :

" g e n e r a l  t a x  c o n c e s s i o n  t o  a t t r a c t  l o r e i g n  c o m p a n i e s  ( s h o u l d )  

be u s e d  s p a r i n g l y .  D e v e l o p i n g  c o u n t r i e s  s n o u l o  s e e k  t o  

S l o p  t n e  c o m p e t i t i o n  i n  t a x  c o n c e s s i o n  by i n t e r n a t i o n a l  

c o - o p e r a t i o n . " ^ ^  G iv e n  r e a s o n s  c o m p e l l i n g  e n o u g h ,  t n e  r i g h t  

a t m o s p h e r e  a n d  a  b r i g h t  p r o s p e c t  l o r  l o n g - t e r m  p r o f i t a b i l i t y  

a n o  s u c c e s s ,  i t  i s  m o s t  l i k e i y  x o r e i g n  f i r m s  w i n  i n v e s t  

w luh  o r  w i t h o u t  some Ox t n e  s p e c i a l  i n c e n t i v e s .  N a t u r a l l y

7 1 .  i ' i l c n a e i  s n a n k s : -  " wnen c o m p a n i e s  Epan t n e  F r o n t i e r s . "  
The T im es (L o n o o n )  B u s i n e s s  R e v i e w .  A u g u s t  2 0 ,  1969
JL a g e  21 .

7 2 .  "P e a r s o n  U om m iss ion  R e p o r t " op c i t  P a g e  1u8 .
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t h e y  w i l l  ta k e  a d v a n ta g e  o f  a l l  c o n c e s s i o n  o f f e r e d  w henever  

p o s s i b l e .

The econom ic  m o t iv e s  a n a ly s e d  above a re  u l t i m a t e l y  

r e i n f o r c e d  by p o l i t i c a l  m o t iv e s  and s o c i o - c u l t u r a l  c o n s i d e r 

a t i o n  b e f o r e  a t t r a c t i o n s  f o r  o v e r s e a s  in v e s tm e n t  a r e  f i n a l l y  

im p lem en ted  i n  term s o f  l o c a l  e s t a b l i s h m e n t .  The i m p l i c 

a t i o n s  and i n f l u e n c e  o f  t h e s e  e x t r a - c o m m e r c ia l  and econom ic  

f a c t o r s  a re  f u l l y  e x p lo r e d  in  l a t e r  c h a p t e r s  b e lo w . In  

modern d i s c u s s i o n s  o f  th e  econ om ic  r e l a t i o n  b e tw e en  th e  

d e v e lo p e d  r i c h  and i n d u s t r i a l  n a t i o n s ,  and th e  p o o r  d e v e lo p in g  

o n e s ,  th e  p o s t - w a r  em ergence o f  o f f i c i a l  a s s i s t a n c e  -  th e  so  

c a l l e d  f o r e i g n  a id  -  ten d s  to  overshadow  th e  h i s t o r i c a l  

im p o r ta n c e  o f  P r i v a t e  f o r e i g n  c a p i t a l  in  th e  econom ic  

d e v e lo p m e n t  o f  t h e s e  t e r r i t o r i e s .  T hough, i t  i s  t r u e  t h a t  

d u r in g  th e  e a r l y  s i x t i e s ,  th e  a n n u a l f lo w  o f  p r i v a t e  c a p i t a l  

was o n ly  h a l f  th e  s i z e  o f  o f f i c i a l  f l o w ,  th e  p i c t u r e  has  

ch an ged  c o n s i d e r a b l y  by th e  end o f  th e  f i r s t  d ev e lo p m en t  

d e c a d e .  The p r o j e c t e d  tr e n d  f o r  th e  p r e s e n t  d e v e lo p m e n t  

d e c a d e  i s  one o f  s i m i l a r  s i z e  in  th e  volum e o f  r e s o u r c e s  

em a n a tin g  from  th e  two s o u r c e s  d u r in g  m ost o f  th e  y e a r s  -  

l i k e  th e  l e v e l s  a c h ie v e d  d u r in g  th e  m i d - f i f t i e s .  T hat th e  

gap b e tw e en  th e  two has narrow ed s u b s t a n t i a l l y  i s  due l e s s  

t o  th e  c h a r a c t e r i s t i c  f l u c t u a t i o n s  i n  p r i v a t e  o v e r s e a s  i n v e s t 

ment th an  to  t h e  s t a t i c  l e v e l ,  in  r e a l  t e r m s ,  o f  g o v e r n 

m e n ta l  a s s i s t a n c e .  In  f a c t ,  a s  i s  shown i n  th e  f o l l o w i n g  

c h a p t e r ,  th e  c u r r e n t  p i c t u r e  o f  t h e  i n t e r n a t i o n a l  a id  

programme i s  so  much c lo u d e d  in  u n c e r t a i n t i e s  t h a t  th e  most  

v a l i d  o b s e r v a t i o n  now ab ou t i t s  f u t u r e  b e h a v io u r  i s  t h a t  i t  

i s  l i k e l y  to  rem ain  i n  a s t a t e  o f  f l u x .  In  1 9 7 0 ,  " O f f i c i a l  

D evelop m en t A s s i s t a n c e " ^ ^  from OECD/DAC c o u n t r i e s  to

7 3 .  F or  d e t a i l e d  e x p l a n a t i o n  o f  i t s  m ea n in g . See  T a b le  5
f o o t n o t e  2 .
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a e v e r o p i n g  e o u n u r i e e  a n d  m u l t i l a t e r a l  a g e n c i e s  was e s t i m a t e d  

a t  U .S .  ^ 6 . 8 1  b i l l i o n ,  w n i i e  t o t a l  p r i v a t e  f l o w s  a m o u n te d  t o  

^ 6 . 7 3  b i l l i o n . T h e  c u m u l a t i v e  e x t e r n a l  p u b l i c  a e h t  o f  

t n e  l o w - i n c o m e  D e v e l o p i n g  c o u n t r i e s  ( h e r e a f t e r  r e f e r r e d  t o  a s  

i D C ' s j  i n  D e ce m b e r  1969 was a b o u t  # 5 9 . 3 3  b i l l i o n . T h i s  

i s  a b o u t  t n e  same i n  a b s o l u t e  v a i u e  a s  t h e  a c c u m u l a t e d  

bOOk v a r u e  o i  t o t a l  p r i v a t e  i n v e s t m e n t  i n  t n e s e  c o u n t r i e s .  

D i r e c t  i n v e s t m e n t ,  w h i c n  a c c o u n t s  f o r  a b o u t  2 / 3  o f  t o t a l  

p r i v a t e  f l o w s  h a d  a c c u m u l a t e d  cook  v a l u e  o l  some ^ ^ 7 - 3 8  

b i l l i o n  by t h e  en d  o f  1 9 6 9 .  i f  we i n c l u d e  t h e  d a t a  f o r  

c u m u l a t i v e  d i r e c t  i n v e s t m e n t ,  o r  t h e  h e t  a n n u a l  a d d i t i o n  

t o  p r i v a t e  f l o w s  w i t h i n  t h e  dAG m e m b e r - c o u n t r i e s  t h e m s e l v e s .  

Where t h e  b u l k  o l  p r i v a t e  o v e r s e a s  i n v e s t m e n t  i s ,  t h e  f a c t  

e m e r g e s  t h a t  p r i v a t e  c a p i t a l  movement  ( a n d  i n v e s t m e n t )  i s  

s t i l l  t h e  m a in  s t a y  o f  i n t e r n a t i o n a l  r e s o u r c e s  movement 

i o r  e c o n o m i c  e x p a n s i o n  an d  d e v e l o p m e n t .  However  some 

d e s i r a b l e  q u a l i t i e s  o i  o f f i c i a l  c a p i t a l  f l o w s  an d  o t h e r  

a l l i e d  f a c t o r s  h a v e  g i v e n  r i s e  t o  a  s i t u a t i o n  w h e reb y  

g r e a t e r  e m p h a s i s  an d  a t t e n t i o n  a r e  i n v a r i a b l y  g i v e n  t o  t h e  

s e a r c h  fo x  o f f i c i a l  s o u r c e s  o i  d e v e l o p m e n t  f i n a n c e  v i - a - v i s  

p r i v a t e  c a p i t a l .  Tne s i t u a t i o n  o f  c o u r s e  v a r i e s  f r o m  one  

d e v e l o p i n g  c o u n t r y  t o  t h e  o t h e r .  Some o f  t n e  f a c t o r s  i n c l u d e  

( a )  g r a n t s ,  p l u s  c o n c e s s i o n a r y  a n d  g r a n t  -  l i k e  n a t u r e  o f  

p u b l i c  l o a n s  i n  c o n t r a s t  t o  t h e  c o m m e r c i a l  r e t u r n s  e x p e c t e d

7 4 .  I b i d  T a b l e  5

7 5 .  e x t e r n a l  P u b l i c  d e b t  o f  80  d e v e l o p i n g  c o u n t r i e s .  I t  
i n c l u d e s  a n  u n d i s b u r s e d  p o r t i o n  o f  y ^ 3 . 6 0  b i l l i o n  a s  o f  
D ecem b er  3 1 s t  1969 .  W orld  B a n k / I D A : -  A n n u a l  n e p o r t  
1 9 7 1 . W a s h i n g t o n  D.C. 1 9 7 1 .  S t a t i s t i c a l  Annex T a b l e
5 P a g e  6 3 . See a l s o  t h e  same t a b l e  f o r  a r e a  and  
s e c t o r a l  b r e a k d o w n  o f  1 9 6 5 - 1 9 6 9  f i g u r e s .  T a b l e  6 ,  P ag e  
65 g i v e s  c o u n t r y  by c o u n t r y  p u b l i c  e x t e r n a l  i n d e b t n e s s .
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o f  p r i v a t e  c a p i t a l ,  ( b )  t h e  l i m i t e d  a c c e s s  o f  m o s t  o f  t h e  

d e v e l o p i n g  c o u n t r i e s  t o  t h e  f a c i l i t i e s  o f f e r e d  i n  t h e  

i n t e r n a t i o n a l  c a p i t a l  m a r k e t s  o f  t h e  d e v e l o p e d  c o u n t r i e s ,

( c )  t n e  u n s u i t a b i l i t y  a n d  u n w i l l i n g n e s s  o i  p r i v a t e  c a p i t a l  

a s  i n s t r u m e n t a l  a g e n t  o f  i n f r a s t r u c t u r a l  d e v e l o p m e n t ,  ( d )  

t h e  p r i o r i t y  now commonly g i v e n  t o  p l a n n i n g  an d  s t a t e  p a r t 

i c i p a t i o n  i n  e c o n o m i c  d e v e l o p m e n t ,  a n a  ( e )  t n e  f a c t  t n a t  

u n d e r d e v e l o p e d  c o u n t r i e s  t n a t  l a c k  r i c h  m i n e r a l  an d  o t h e r  

n a t u r a l  r e s o u r c e s  u a s e ,  o r  w n e re  d o m e s t i c  p u r c h a s i n g  p o w e r s  

a r e  s m a n ,  s t a n d  l i t t l e  c n a n c e  o i  a t t r a c t i n g  p r i v a t e  f o r e i g n  

c a p i t a l .  On t n e  wi.o ic  o f f i c i a l  a n a  p r i v a t e  s o u r c e ^  o f  

d e v e l o p m e n t  r e s o u r c e s  a r e  r e g a r d e d  n o t  a s  s u b s t i t u t e s  b u t  

c o m p l e m e n t s ,  e a c n  r e i n f o r c i n g  t h e  o t h e r .

Tne o t n e r  a s p e c t  o f  p r i v a t e  i n v e s t m e n t  o v e r s e a s  w h i c h  

i n t e r e s t s  u s  h e r e  i s  i t s  c o m p a r a t i v e  s t a t i s t i c a l  s t r e n g t h  

i n  b o t h  t h e  d e v e l o p e d  and  d e v e l o p i n g  c o u n t r i e s .  i h e  

a c c u m u l a t e d  l e v e l  o f  f o r e i g n  p r i v a t e  i n v e s t m e n t  a n a  i t s  

e x p a n s i o n  r a t e  w i t n i n  t h e  uEUD c o u n t r i e s  a r e  f a r  h i g h e r  t h a n  

c o m p a r a b l e  r e v e l s  f o r  t n e  f l o w s  f r o m  t h e s e  c o u n t r i e s  t o  t h e  

d e v e l o p i n g  w o r l d .  The i n d u s t r i a l  d e v e l o p e d  n a t i o n s  a r e  

i n v e s t i n g  m ore  a n d  more  w i t h i n  t h e m s e l v e s  t h a n  i n  t n e  p o o r  

u n d e r d e v e l o p e d  c o u n t r i e s . T h i s  o b s e r v a t i o n  a p p l i e s  n o t  

o n l y  t o  p o r t f o l i o  i n v e s t m e n t  b u t  a l s o  t o  d i r e c t  i n v e s t m e n t ,  

m e  p h e n o m e n a l  d e v e l o p m e n t  o f  w h i c h ,  r e p r e s e n t s  t h e  m a j o r  

s t r u c t u r a l  c h a n g e  s i n c e  t h e  1 9 t h  c e n t u r y .  The p a t t e r n  o f  

t n e  U n i t e d  s t a t e s  a n d  t h e  U n i t e d  Kingdom -  two m a j o r  p r i v a t e

7 6 .
F o r  a  d e t a i i e d  a n a l y s i s  s e e  U . N . : -  I n t e r n a t i o n a l  F low o f  
L o n ^ - t e r m  C a p i t a l  a n a  o f f i c i a l  D o n a t i o n s  19 b 1 - 1 9 6 5 .
New l o r k  1966 .

7 7 .  ( U . K .  D e p t ,  o f  Economic A f f a i r s  (D E A ):-  P r o g r e s s  R e p o r t  
No. 5 3 ,  June 1 9 6 9 . And P ea rso n  R e p o r t ,  op c i t  Annex I I  T a b le  12<
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e x p o r t e r s  o f  c a p i t a l  -  i n v e s t m e n t s  a b r o a d  a r e  i l l u m i n a t i v e  

i n  t n i s  r e s p e c t .  n e t  u s  t a k e  t h e  U n i t e d  k in g d o m  f i r s t ,  

u i n c e  t h e  e a r l y  1 9 6 0 ' s a  g r a d u a l l y  d e c r e a s i n g  p r o p o r t i o n  o f  

n e r  new o v e r s e a s  i n v e s t m e n t  i s  f i n d i n g  i t s  way t o  t h e  L D C 's .  

F o r  e x a m p l e ,  i n  1963 a n a  1968 ,  t o t a l  new i n v e s t m e n t  f i o w s  

( i n c l u d i n g  r e i n v e s t e d  e a r n i n g s )  w e re  £320m an d  £621m
77r e s p e c t i v e l y .  O u t  o f  w n i c n  LDU's  r e c e i v e d  £204m a n d  £229m. 

S i m i l a r  t r e n d  i s  n o t e d  f o r  t n e  o t e r i i n g  A r e a .  " I n  t n e  

n o n - s t e r l i n g  a r e a ,  t h e  m o s t  s t r i k i n g  l e a t u r e  i s  d i r e c t  

i n v e s t m e n t  i n  t n e  U n i t e d  S t a t e s ,  w h i c n  n a s  i n c r e a s e d  by f i v e -
n o

f o l d  s i n c e  1 9 6 ^ . "

79Tne U n i t e d  s t a t e s  i n v e s t m e n t s  e x h i b i t  s i m i l a r  p a t t e r n .

I n  l 3 b ü ,  t h e  c u m u l a t i v e  t o t a l  ox t n e  U n i t e d  o t a t e s  p r i v a t e

i n v e s t m e n t  a b r o a d  was boon v a i u e d  u.t # 1 0 1 . 9  b i l l i o n .  Tne

s h a r e  o f  d i r e c t  i n v e s t m e n t  was ^ 4 . 8  b i l l i o n .  W e s t e r n  n u r o p e

aiid C a n a d a  t o g e t h e r  a c c o u n t s  f o r  more  t n a n  h a i i  o f  t h e  t o t a i ,

and  Ox tn e  d i r e c t  i n v e s t m e n t  c o m p o n e n t .  o f  t n e  t o u a i  d i r e c t

i n v e s t m e n t ,  t n e  d e v e l o p e d  c o u n t r i e s  o i  ^ a n a d a .  W e s t e r n  E u r o p e ,

j a p a n  a n d  A u s t r a l i a  a c c o u n t  l o r  ^ 4 2 . 1  b i l l i o n ,  w n i i e  t h e  r e s t

Ox t n e  w o r l d ,  t n n t  i s ,  t h e  d e v e l o p i n g  c o u n t r i e s  s n a r e  among
30t n e m s e i v e s  t n e  r e m a i n i n g  # 2 2 . 7  b i l l i o n .  i f  we i n c i u d e

7 8 .  dEA. P r o g r e s s  ne p o r t  I  b i d  r a g e  I .

/ 9 .  x’o r  d e t a i l e d  a n a l y s i s  o f  t n e  u n i t e d  S t a t e s  p r i v a t e  
i n v e s t m e n t  a b r o a d ,  s e e  t h e  a n n u a l  a r t i c l e s  e n t i t l e d  
"The I n t e r n a t i o n a l  I n v e s t m e n t  P o s i t i o n  o i  t n e  U n i t e d
S t a t e s ; .  D e v e l o p m e n t .............................. " i n  O c t o b e r  i s s u e s
u i  u u r v e y  o f  C u r r e n t  B u s i n e s s  o p .  c i t . F o r  t n i s  s e c t i o n  
s e e  i n  p a r t i c u l a r  1968 ,  6 9 ,  70  a n d  71 i s s u e s ,  and  a n  
a r t i c l e  i n  t h e  l a s c  i s s u e  oy D a v id  B e l i s  a n d  J .  ^ r e i d i i n  
e n t i t l e d  " U . S .  D i r e c t  I n v e s t m e n t  A b r o a d  i n  1 9 7 0 . "

8 0 .  A f r i c a ,  i n c l u d i n g  t h e  R e p u b l i c  o f  S o u t h  A f r i c a  r e c e i v e d  
r e c e i v e d  # 2 , 67 3m. M i n i n g  a n d  S m e l t i n g  a c c o u n t s  f o r  
#387m P e t r o l e u m  /1 567m ; M a n u f a c t u r i n g  # 4 00m. S u r v e y  o f  
C u r r e n t  B u s i n e s s , O c t o b e r  1 969 ,  T a b l e  5 .
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B o u t n  A i r i c a ,  New s e a i a n a  a n a  o t n e r  s i m i l a r  c o u n t r i e s  w i t h 

i n  t n e  " d e v e l o p e d  c am p " ,  we l i n a  t h a t  t n e  U n i t e d  s t a t e s

P r i v a t e  d i r e c t  i n v e s t m e n t  i n  t h e s e  c o u n t r i e s  i s  more  t h a n
81t w i c e  n e r  i n v e s t m e n t  i n  t n e  d e v e l o p i n g  w o r i d .  T h i s  p o i n t

i s  w e l l  I l l u s t r a t e d  by t h e  l a t e s t  d a t a  a v a i l a b l e  on t h e

s u b j e c t .  ny t h e  e n d  o i  1970 ,  t o t a l  s t o c k  o± p r i v a t e  d i r e c t

i n v e s t m e n t  owned by U .S .  c o m p a n i e s  i n  d e v e l o p e d  c o u n t r i e s  o i

C a n a d a ,  w e s t e r n  r u r o p e , j a p a n ,  A u s t r a l i a ,  New Z e a l a n d  a n d

S o u t n  A i r i c a  was oook v a l u e d  a t  # 3 5 .1 1  b i l l i o n ,  w n i i e  t h e i r

a s s e t s  i n  t n e  d e v e l o p i n g  c u u n ^ r i e s  w ere  v a i u e d  a t  .#'2 1 ,42

b i l l i o n .  i n e  l e v e i  u i  U .S .  i n v e s t m e n t  a b r o a d  w ou ld  be

mucn m ore  b i a s e d  i n  f a v o u r  o^ t n e  d e v e l o p e d  c o u n t r i e s  i f

we i n c i u d e  t n e  f i g u r e s  f o r  p o r t f o l i o  i n v e s t m e n t s ,  w n i c n  a r e

a t  p r e s e n t  a i m o s t  e x c l u s i v e l y  c o n c e n t r a t e d  w i t n i n  t n e

d e v e l o p e d  c o u n t r i e s .  Tne new p a t t e r n  o f  i n v e s t i n g  s m a l l e r

p r o p o r t i o n  o f  t o t a i  c a p i t a l  e x p o r t  i n  t n e  d e v e l o p i n g

c o u n t r i e s  i s  s t r o n g l y  i l l u s t r a t e d  by t n e  U . S .  i n v e s t m e n t

i n  n u r o p e  a n a  L a t i n  A m e r i c a  d u r i n g  t n e  l a s t  d e c a d e .  I n

I96U, 20% 01  U . S .  d i r e c t  i n v e s t m e n t  was i n  E u r o p e  a n d  t h i s

was 20% l e s s  t h a n  U .S .  i n v e s t m e n t  i n  L a t i n  A m e r i c a .  By

1967, U . S .  i n v e s t m e n t  i n  E u r o p e  n a d  i m p r o v e d  t o  50% o f  t h e

t o  L a i ,  a n d  t n i s  l e v e l  was 50% m ore  t n a n  c o r r e s p o n d i n g  U . S .
85i n v e s t m e n t  i n  L a t i n  A t e r i c a .  i n  o t n e r  w o r d s ,  w n i i e  t h e  

s n a r e  o f  E u r o p e  i n  t o t a l  u . S .  d i r e c t  i n v e s t m e n t  was 

i n c r e a s i n g  f r o m  20% t o  30% d u r i n g  1 9 6 0 - 6 7 ,  t h e  n a t i n  A m e r i c a /  

s n a r e  was f a i l i n g  f r o m  25% t o  20%. A g a in  on a  b r o a d e r  f r o n t .

8 1 .  Tne e s t i m a t e d  f i g u r e s  a r e ; -  D e v e l o p e d ,  i n c l u d i n g  
s o u t n  A i r i c a ,  n . Z .  a n d  A u s t r a l i a  # 4 3 . 5  b i l l i o n ,  LDG's  
# 2 1 . 5  b i l l i o n .

8 2 .  s u r v e y  o l  C u r r e n t  B u s i n e s s  O c t .  1 9 7 t P a g e s  2 8 - 2 9 .

8 3 .  S u r v e y  o f  C u r r e n t  B u s i n e s s  O c t .  1968 r a g e  21
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t n e  s h a r e  o i  a d d i t i o n  t o  a s s e t s  o f  U . S .  d i r e c t  i n v e s t m e n t  i n  

d e v e l o p e d  c o u n t r i e s  i s  i n c r e a s i n g l y  g r e a t e r  t h a n  t h e  p r o p 

o r t i o n  0 1  t o  Lai c a p i t a l  i n v e s t e d  tn e m .  F o r  e x a m p l e  t n e  

a c c u m u l a t e d  s t o c k  i n  t n e s e  c o u n t r i e s  i n  1 9 7 0  was u n d e r  7 2 %

0 1  t o t a l ,  y e t  t h e y  r e c e i v e d  t h r e e - q u a r t e r s  o f  " f r e s h "  c a p i t a l ,  

^ n i l e  t n e  i n c r e a s e  i n  t h e  f l o w  o f  f r e s h  c a p i t a l  t o  t n e  

d e v e l o p i n g  c o u n t r i e s  n a s  been  r e l a t i v e l y  s t a t i c  i n  t h e  l a s t  

f i v e  y e a r s  o r  s o ,  t h e  g r e a t e r  e x p a n s i o n  i n  t n e  OECD member 

s t a t e s  i n e v i t a b l y  m e a n t  a  l o n g  t e r m ,  t h o u g h  g r a d u a l ,  s h i f t  

o f  t h e  b u l k  o f  U . S .  o v e r s e a s  r e s o u r c e s  away f r o m  t h e  

d e v e l o p i n g  c o u n t r i e s .  T h e se  f a c t s  a r e  c o n v e y e d  i n  t h e  

f o i l o w i n g  d a t a ;

TABLE 1

ADDITION TO STOCK OF U . b .  DIRECT INVESTMENT OVERSEAS 1 9 6 6 - 7 0

( #  B i l l i o n )

TOTAL INCREASE i n  DEVELOPED COUNTRIES' LDCs'

YiviiR VOLUME % OF
TOTAL

1 9 6 6 # 4 . 3 82% # 0 . 9

1 9 6 7 ÿ'4-p* 3 . 5 80% 0 . 8

1 9 6 8 3 . 4 62% 1 .5

1969 / / 5 . 8 4 . 2 7 3/» 1 . 2

1 9 7 0 /lofc .9 5 . 2 75% 1 . 4

* Rough e s t i m a t e ,

N o te  F i g u r e s  i o r  d e v e l o p e d  a n d  L n C ' s  do n o t  a d d  t o  t o t a l .

1. D e v e l o p e d  c o u n t r i e s  h e r e  r e f e r r e d  t o  C a n a d a ,  E u r o p e ,  

J a p a n ,  A u s t r a l i a ,  new z e a i a n d  and  S o u t h  A f r i c a .  D e v e l o p i n g  

a r e a s  a r e  L a t i n  A t e r i c a ,  A f r i c a  ( e x c e p t  S o u t h  A f r i c a ) .

The d o u b l i n g  o f  n o w  t o  LDC i n  1968 o v e r  1967 was due  t o  

e x c e p t i o n a l l y  h i g n e r  i n v e s t m e n t s  i n  P e t r o l e u m , b a n k i n g  a n d  

o t h e r  s e r v i c e  i n d u s t r i e s .

( S o u r c e  ( U . S . )  D e p t ,  o f  Commerce;  S u r v e y  o f  C u r r e n t  B u s i n e s s  

O c t o b e r  i s s u e s  1968 ,  1 9 6 9 ,  1970 a n d  1 9 7 1 ) .
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The e x p l a n a t i o n  f o r  t h e  p r e s e n t  s t r u c t u r a l  d e p l o y m e n t  

o f  i n t e r n a t i o n a l  e x t e r n a l  r e s o u r c e s  i s  t o  he  f o u n d  among 

o t n e r  f a c t o r s  i n  ( a )  t h e  h i s t o r i c a l  l i n k s  b e t w e e n  t h e  

i n d u s t r i a l  m embers  o f  t h e  OECD, ( b )  t h e  c o n t i n u i n g  g r e a t e r  

e x p a n s i o n  i n  t h e  m a r x e t s  o f f e r e d  by t h e s e  d e v e l o p e d  

c a p i t a l i s t  e c o n o m i e s ,  ( c ) t h e  i m p o r t a n c e  o f  n o n - e c o n o m i c  

s o c i o - p o l i t i c a l  f a c t o r s  l i k e  l a v o u r a o l e  i n v e s t m e n t  c l i m a t e ,  

a n d  p o l i t i c a l  s t a b i l i t y  an d  a f f i n i t y ^ a n d  ( d )  t h e  s o p h i s 

t i c a t e d  s t a t e  o f  t h e i r  c a p i t a l  a n d  money m a r k e t s .  As 1 

h a v e  s u g g e s t e d  o e i o r e ,  p r o f i t a b i l i t y  r a t e s  a p p e a r  t o  be o f  

x i t t l e  s i g n i l i c a h c e  f o r  i n v e s t m e n t  w i t h i n  t h e  d e v e l o p e d  

c o u n t r i e s  t h e m s e l v e s  t h o u g h  h i g h l y  s i g n i f i c a n t  i n  r e l a t i o n  

t o  i n v e s t m e n t  i n  t h e  d e v e l o p i n g  c o u n t r i e s .  f o r  e x a m p le  t h e  

DEA P r o g r e s s  n e p o r t  s u g g e s t s  t h a t  Che l e s s  D uoyan t  e a r n i n g s  

o f  t h e  U.K.  i n v e s t m e n t s  i n  t h e  S t e r l i n g  n r e a  may be one  o f

t h e  r e a s o n s  f o r  t h e  g r a d u a l  s h i f t  oj. h e r  f r e s h  f l o w s  t o
84n o n - s t e r r i n g  i n d u s t r i a l  e c o n o m i e s .  On t h e  o t h e r  h a n d ,  

t h e  g r a d u a l  d e c l i n e ,  Deiow g l o b a l  a v e r a g e ,  i n  t h e  r a t e  o f  

r e t u r n  on  U .S .  i n v e s t m e n t  i n  W e s t e r n  E u r o p e  d u r i n g  t h e  1 9 6 0 ' s  

d o e s  n o t  a p p e a r  t o  h a v e  i n f l u e n c e d  h e r  i n v e s t m e n t  

c o m m i tm e n t s  t h e r e .  Li 1 8 6 0 / 6 1 ,  U . S .  d i r e c t  i n v e s t m e n t  e a r n e d  

j u s t  u n d e r  15^», t h a t  i s ,  m ore  t h a n  t h e  g l o b a l  a v e r a g e  o f  

h e r  e a r n i n g  p o w e r .  hy  l 8 o 8 ,  wiien a l l  a r e a  a v e r a g e  r e m a i n e d  

s t a t i c  a t  a b o u t  12>,  t n e  r e t u r n  f r o m  w e s t e r n  E u r o p e  h a d  

d e c l i n e d  t o  j u s t  u n d e r

8 4 .  ( U . K . )  D e p t ,  o f  Econom ic  a f f a i r s  (DEA): -  P r o g r e s s  R e p o r t
J u n e  1 868 .  op  c i t  p a g e  1

8 5 .  ( U . S . )  D e p t .  0 1  C o m m e rc e : -  S u r v e y  o f  C u r r e n t  b u s i n e s s .
O c t .  1868 op c i t .
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i n  t n e  l a s t  f o u r t e e n  y e a r s  o r  s o , t h e  a n n u a l  f l o w s  

o f  p r i v a t e  c a p i t a l  t o  a e v e i o p l n g  c o u n t r i e s  h a v e  f l u c t u a t e d  

w i t n i n  t h e  ^̂ 5 -  7 b i l l i o n  manx.  d u c h  e r r a t i c  an d  o f t e n  

v o i a t i r e  c h a n g e s  i n  t h e  l e v e i  c a n  be  d i s c e r n e d  f r o m  t h e  

a v a r i a  Die a a t a . ^ ^  I’he  p e a k  o f  1 9 5 6 / 5 7  g a v e  way t o  t h e  

t r o u g h  o f  1 9 6 1 / 6 5 ,  w h i c h  h a s  s i n c e  b e e n  o v e r s h a d o w e d  by 

t h e  C u r r e n t  e x p a n s i o n  t h a t  i t s e l f  became more  n o t i c e a b l e  

i n  1 9 6 8 / 6 9 .  i 'ne  l a t t e r  u p s u r g e  r e f l e c t s  boom c o n d i t i o n s  

i n  t h e  d e v e i o p e a  e c o n o m i e s ,  a n d  t n e  i n c r e a s i n g  c o n f i d e n c e  

i n  t n e  p o l i t i c a l  c l i m a t e  a n d  t h e  e c o n o m i c  p e r i o r m a n c e  o f  

some d e v e l o p i n g  c o u n t r i e s .  P r i v a t e  f r o w s  n a v e  i n c r e a s e d  

by a r m o s t  yO/o s i n c e  1964 ,  a n d  a g a i n  a r e  a p p r o a c h i n g  a  r e v e l  

o f  5Ü/Ü o f  t o t a r  r e s o u r c e s  t r a n s f e r r e d  r r o m  t h e  d e v e l o p e d  

b^o/ûEGJJ c o u n t r i e s  t o  i D G ' s .  i n e  o a r a n c e  o r  P a y m e n t s  and  

r n r r a t i o n  a i r f i c u r t i e s  i n  t h e  U n i t e d  S t a t e s ,  t n e  U n i t e d  

Krnguom ctnd P r a n c e ,  w n rc n  a r e  c r a i m e a  t o  n a v e  g r e a t l y  

a l u e c t e d  o m f i c i a r  f l o w s  a p p e a r  n o t  t o  n a v e  n a m p e r e a  

s i g n i f i c a n L r j  une ±row a n d  i n v e s t m e n t  o f  P r i v a t e  r o r e i g n  

c a p i t a l  i n  t n e  a e v e i o p i n g  c o u n t r i e s .  n o s t  c o m p a n r e s  g r e a t l y  

i n c r e a s e d  t n e i r  u s e  o f  f o r e i g n  c a p i t a l  r n a r x e t s ,  b e s i d e  

r e t a i n i n g  a  l a r g e r  a m o u n t  f o r  r e i n v e s t m e n t ,  a n d  g a i n e d  

c o n c e s s i o n a r y  t e r m s  f r o m  t h e i r  p a r e n t  g o v e r n m e n t s .  P o r  

e x a m p r e , u n d e r  t n e  1968 r e g u l a t i o n s  o f  t n e  O f f i c e  o f  

f o r e i g n  D i r e c t  I n v e s t m e n t  (O P D I) ,  t n e  U n i t e d  S t a t e s  

c o m p a n i e s  c o u r u  i n v e s t  i n  d e v e r o p i n g  c o u n t r i e s  a n  a m o u n t  

e q u a l  t o  110,7 o f  t h e i r  a v e r a g e  a n n u a l  i n v e s t m e n t  i n  e a c h

o 6 .  See  T a b l e  p .  y '  c  y- , ?





r a g e  bü
8 Vc o u n t r y  u u r i n g  t h e  1 9 6 5 - 6 6  p e r i o d .  I n  r e a l  t e r m s  m o s t  o f  

t n e  i n c r e a s e s  i n  DAG c o u n t r i e s  f l o w s  t o  i D G ' s  s i n c e  1968 

n a v e  b e e n  due  t o  e x p a n s i o n  i n  t n e  p r i v a t e  s e c t o r .  H ere  

t o o ,  p r i c e  i n f l a t i o n  h a s  m e a n t  t h a t  t n e  d i s c e r n a b l e  t r e n d  

i s  o n e  o f  v e r y  g r a d u a l  t h o u g h  u n s t e a d y  i n c r e a s e .  The 

u n d e r l y i n g  t r e n d  i s  due  more  t o  t h e  phen .Q m inal  e x p a n s i o n
----------   QQ

i n  g u a r a n t e e d  e x p o r t  c r e d i t s  t h a n  a n y t h i n g  e l s e .  E x c e p t

i n  a  few  c o u n t r i e s ,  a n d  t n e  o c c a s i o n a l  u p s u r g e  o f  o n c e - a n d -

f o r - a i i  d e v e l o p m e n t ,  d i r e c t  i n v e s t m e n t  h a s  l o n g  oeen  t h e

l e a s t  d y n a m ic  e l e m e n t  i n  t h e  f l o w s  o f  p r i v a t e  c a p i t a l  t o
89d e v e l o p i n g  c o u n t r i e s .  Tne a b o v e  d a t a  on U . S .  i n v e s t m e n t  

c i e a r r y  e x a m p l i f y  t h i s  p o i n t .  Some o f  t h e  e x p l a n a t o r y  

l a c t o r s  i n c l u d e  ( a )  t n e  i n c r e a s e d  s e n s i t i v i t y  o j . s u c h  

i n v e s t m e n t s  t o  t n e  g r o w t n  o f  p o l i t i c o - e c o n o m i c  n a t i o n a l i s m  

i n  t n e  LdG ' s , ( b )  t h e  s m a l l n e s s  o f  t h e  m a r x e t s ,  ( c j  t h e  

l i m i u e d  r e s t r i c t i o n s  p l a c e d  on t n e  o u t f l o w  o f  c a p i t a l  

j.rom many o i  t n e  i n d u s t r i a l  i n v e s t i n g  c o u n t r i e s ,  ( d )  t n e  

i g n o r a n c e  o f  i n v e s t m e n t  o p p o r t u n i t i e s  i n  n u G ' s ,  a n d  ( e )  

t n e  p o w e r f u l  " p u i l "  o f  t n e  d e v e l o p e d  e c o n o m i e s  f o r  e a c n  

o t n e r 8 i n v e s t m e n t . H o w e v e r ,  a s  I  p o i n t e d  o u t  a o o v e ,  

t n e  boom c o n d i t i o n s  w n i c h  now and  t h e n  l e a d  t o  u p s u r g e  i n  

i n v e s t m e n t  a c t i v i t i e s  w i t n i n  t n e  UEGD c o u n t r i e s  t h e m s e i v e s  

i n v a r i a b l y  s p i l l  o v e r  t o  t n e  p e r i p h e r y .  T h i s  l a s t  p o i n t  

i s  s u p p o r t e d  by s u g g e s t i o n  f r o m  nAG/OEGD i v s e l f  t h a t  t h e

8 7 .  b e e  i )AG/Oe G D:-  D e v e l o p m e n t  a s s i s t a n c e  1969 n e v i e w , op
c i t .

8 8 .  nee  T a b l e  5

8 9 .  1 b i d

9Ü. G /p  P e a r s o n  H eport  op c i t  r a g e  99
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t r e n d s  i n  d i r e c t  i n v e s t m e n t  a r e  o x t e n  c o r r e l a t e d  w i t h  t h e  

p a c e  01 e x p a n s i o n  an d  t h e  d e g r e e  o i  D u s i n e s s  o p t i m i s m  i n
u

t n e  u o r a e s t i c  e c o n o m i e s  o i  t n e  c a p i t a r - e x p o r t i n g  c o u n t r i e s .  

However  ± m u s t  e m p n a s i z e  t h a t  t n e  e i i e c t  o l  s u c n  a  s p i l l 

o v e r  on  d i r e c t  i n v e s t m e n t  i s  m a r g i n a l ?  i l  a n y t h i n g ,  i t  i s  

l i x e r y  t o  oe l e i t  i n  t h e  D i l a t e r a i  a n d  m u l t i l a t e r a l  p o r t 

f o l i o  a n d  more  e s p e c i a l l y  i n  g u a r a n t e e d  e x p o r t  c r e d i t s .

Tne i m p l i c a t i o n s  f o i y  i n d i v i d u a l  c o u n t r y  o f  t h e  i n f l o w  

a n d  o u t f l o w  a s s o c i a t e d  w i t h  d i r e c t  i n v e s t m e n t  a r e  so  c o m p le x  

t h a t  t h e  o a r a n c e  o f  p a y m e n t s  a c c o u n t s  may n o t  s h e d  a d e q u a t e  

r i g h t  on t n e  t r u e  p o s i t i o n ,  a n d  may e v e n  be m i s l e a d i n g .

I t  i s  e q u a l l y  d i r l i c u l t  t o  g e n e r a l i z e  f o r  t n e  d e v e l o p i n g  

c o u n t r i e s  a s  a  w n o i e ,  t h e  o a i a n c e  o f  p a y m e n t s  r e p e r c u s s i o n s  

O j. d i r e c t  i n v e s t m e n t .  w i t n i n  e a c n  c o u n t r y ,  t h e  n a t u r e  a n d  

s t r u c t u r e  o f  f o r e i g n  i n v e s t m e n t  wourd  d e t e r m i n e  t h e  b a l a n c e  

o f  p a y m e n t s  e f f e c t s ,  r o r  e x a m p l e ,  w h e re  i n v e s t m e n t s  on  

a  b i g  s c a l e  a r e  i n  o i l ,  m i n i n g  a n d  o t h e r  e x t r a c t i v e  

i n d u s t r i e s ,  t h e  r e l a t i v e l y  h i g h  l e v e l  o f  r e m i t t e d  i n v e s t m e n t  

i n c o m e  may oe j u s t i f i a b l e ,  a n d  c o m f o r t a b l y  c o n t a i n e d  on t h e  

g r o u n d s  t h a t  s u c h  p r o d u c t i o n s  a r e  p r i m a r i l y  f o r  e x p o r t .  

E x c h a n g e  e a r n i n g s  i n  s u c h  c a s e s  o v e r s h a d o w  t h e  o u t f l o w  a n d  

t n e  a l t e r n a t i v e  t o  s u c h  o u t f l o w  may be no e x c h a n g e - e a r n i n g  

e x p o r t .  On t n e  o t h e r  n a n o ,  i f  f o r e i g n  i n v e s t m e n t s  a r e  

p r i m a r i l y  d o m e s t i c  m a r k e t  o r i e n t a t e d ,  a r e  e n g a g e d  i n  l o c a l  

m a n u f a c t u r i n g  a n d  s e r v i c e  i n d u s t r i e s ,  do n o t  e a r n  f o r e i g n  

c u r r e n c y ,  n o r  r e d u c e  a p p r e c i a b l y  i m p o r t  D i l l s  b e c a u s e  o f  

n i g h  i m p o r t - c o n t e n t  o f  t n e i r  p r o d u c t i o n s ,  t h e n  i n  s u c h  c a s e s .

9 i .  jjAC/OEOD:-  d e v e l o p m e n t  A s s i s t a n c e . 1969 r e v i e w  op c i t  
P a g e  5 6 .
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t h e  t r a n s f e r  a b r o a d  o f  p r o f i t s  e a r n e d  may become a  s i g n i f i 

c a n t  b u r d e n  on  b a l a n c e  o f  p a y m e n t s  r e s e r v e s .

I t  i s  f a s h i o n a b l e  i n  t h e  l i t e r a t u r e  on p r i v a t e  f o r e i g n

i n v e s t m e n t  t o  a c c u s e  t h o s e  who c o m p a r e  new c a p i t a l  i n f l o w

( i n c l u d i n g  u n r e r n i t t e a  e a r n i n g s )  w i t h  t h e  p r o f i t s  a n d  r e m i t t e d

i n v e s t m e n t  i n c o m e  o f  f o r e i g n  s u b s i d i a r i e s ,  o f  e m o t i o n a l i s m
92a n d  m i s u n d e r s t a n d i n g .  While  i t  i s  t r u e  t h a t  t o  m e a s u r e  

t h e  o a r a n c e  o f  p a y m e n t s  i m p a c t  o f  f o r e i g n  i n v e s t m e n t  v i a  t h e  

a n n u a l  i n i i o w  ( c a p i u a l  a c c o u n t )  a n d  t h e  o u t f l o w  ( c u r r e n t  

a c c o u h u j  may oe m i s l e a d i n g ,  n a i v e  a n d  i n j u d i c i o u s ,  t h e  

m a j o r  p u r p o s e  o r  s u c h  a n a r y s i s  i s  n o t  t o  p r o v e  t h a t  i n t e r -  

n a b j - o n a i  c a p i t a r i s m  r e a p s  more  i^^an i t  sows i n  i D G ' s ,  o u t  

t o  d ra w  a t t e n t i o n  t o  a  p o s s i o l e  d e v e r o p m e n t .  T h i s  i s  tn e  

p r o b a b i l i t y  t h a t  a  m a t u r e d ,  w e l l - e s t a o l i s n e d  r o r e i g n  f i r m  

c o u r d  oecome s e r f - f i n a n c i n g ,  w i t h  t h e  i m p l i c a t i o n  t h a t  i t  

becomes  a  m a j o r  c h a n n e j .  o f  p e r p e t u a l  r e s e r v e s  r e a x a g e s  

a o r o a d  w i t h o u t  o r i n g i n g  i n  any  f r e s h  c a p i t a l  i n  r e t u r n .  I t  

c o u r d  oe a r g u e d ,  on  t h e  o t h e r  h a n d ,  t h a t  i t s  c o n t r i b u t i o n s  

t o  e x p o r t  e a r n i n g s  a n d / o r  i m p o r t - s a v i n g s , h o s t  g o v e r n m e n t  

t a x  r e v e n u e ,  e m p l o y m e n t ,  t r a n s f e r  o f  s k i r l s  a n d  g e n e r a l  

e c o n o m i c  g r o w t h ,  may oe q u a l i t a v e i y  w o r t h  more  t o  t h e  l o c a l  

economy uhan t h e  c o n t i n u o u s  p r o f i t  o u t f l o w s .  Tne r o n g - t e r m  

s i t u a t i o n  v e r y  much d e p e n d s  on l o c a l  f a c t o r s .  On t h e  w h o l e ,  

a s  ^ n i t h  P e n r o s e  h a s  a r g u e d ,  t n e  i n d e f i n i t e  g r o w t h  o f  a  

f o r e i g n  f i r m  t h r o u g h  t h e  r e i n v e s t m e n t  o f  r e t a i n e d  e a r n i n g s

9 2 .  o e e  l o r  e x a m p l e  " P e a r s o n  h e p o r t "  op  c i t  C h a p t e r  5
and  t h e  p u o i i c a t i o n  by ( t h e  U n i t e d  s t a t e s )  G o m m i t t e e  
l o r  m o n o m i c  u e v e l o p m e n t  (CED) e n t i t l e d  "A s s i s t i n g  
D e v e lo p m e n t  i n  l o w - i n c o m e  C o u n t r i e s "  New ï o r x ,  S e p t . l 9 o 9

9 5 .  E d i t h  P e n r o s e : -  Tne n a r g e  I n t e r n a t i o n a r  E i rm  i n
D e v e l o p i n g  C o u n t r i e s . The I n t e r n a t i o n a l  P e t r o l e u m  
I n d u s t r y . op c i t  Page  2 6 9 .  f n .  See a l s o  n e r  e a r l i e r  
a r t i c l e  " f o r e i g n  I n v e s t m e n t  a n d  t n e  G ro w th  Oj. t h e  E i r m " .
E . J . J u n e  1 9 5 6 .
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may n o t  oe t o  t h e  e c o n o m i c  a d v a n t a g e  o f  t n e  h o s t  c o u n t r y ,  

a r r a n g e m e n t  f o r  g r a d u a l  r e d u c t i o n  i n  l o r e i g n  e q u i t y  s h a r e s  

may w e l l  be d e s i r a b l e  a n d  l e s s  c o s t l y  i n  t h e  c o n t e x t  o f  

u o h g - t e r m  o o r i g a t i o n s .  I h e  i n t e r n a t i o n a l  p i c t u r e  t h a t  

e m e r g e s  f r o m  a v a i l a b l e  d a t a  s u g g e s t s  t h a t  d u r i n g  1 9 6 4 - 6 9 , 

DAO/üEGD c o u n t r i e s  e a r n e d  a n  a n n u a l  a v e r a g e  o f  a b o u t  

o i i J L io n  on t n e i r  a c c u m u l a t e d  d i r e c t  i n v e s t m e n t ,  b o o x - v a l u e d  

a t  a b o u t  ^50  b i r i i o n  i n  D e c e m b e r  I 9 b 6 . ^ ^  Of t h i s ,  a n  a n n u a l  

a v e r a g e  ox / 0 . 8  o i l r i o n  was r e i n v e s t e d ,  r e a v i n g  ^ 5 . 7  b i l l i o n  

a s  r e p a t r i a t e d  i n v e s t m e n t  i n c o m e ,  c u r i n g  t n e  same p e r i o d ,  

new i n f l o w s  ( b e s i d e  t h e  r e t a i n e d  e a r n i n g s )  o f  D i r e c t  i n v e s t 

m e n t  a v e r a g e d  a b o u t  y / i . y  b i r r i o n  a  y e a r .  Thus  a n  a n n u a l  

c a p i t a l  i n f r o w  o f  # 2 .1  b i r r i o n  becom es  a s s o c i a t e d  w i t h  an  

a n n u a r  p r o f i t  o u t f l o w  o f  # 5 . 7  b i l l i o n .  i t  i s  t n e  a r r a n g e m e n t  

ujl f i g u r e s  i n  t h i s  ± a s h i o n  t h a t  h a s  g r v e n  r i s e  t o  t h e  a l l e 

g a t i o n  t n a t  a t  p r e s e n t  t imie ,  r i c h  c o u n t r i e s  h a v e  a c c u m u r a t e o  

e n o u g h  w e a r t h  i n  t h e  d e v e l o p i n g  p o o r  c o u n t r i e s  t o  t n e  e x t e n t

t h a t  t h e y  t a x e  o u t  more  t h a n  t h e y  p u t  b acx  i n  t h e  way o f
9 5r e p l a c e m e n t  j . o r  e x p a n s i o n .  n s  I  n a v e  s u g g e s t e d  a b o v e  t h e  

i n f l o w  a n d  o u t f l o w  o f  f i n a n c e  do n o t  o f  c o u r s e  t e i l  t h e  w h o le

9 4 . r h a t  i s ,  a n  a n n u a l  a v e r a g e  r e t u r n  o f  15/^.

9 5 .  G /P  Hamza A i a v i  e s t i m a t e s  t h a t  b e t w e e n  1 9 5 0 - 6 0 ,  t h e  U.S 
r e c o r d e d  t o t a l  o u t g o i n g s  o f  p u b l i c  x i n d s  o f  #^25 b i l l i o n  
a n d  r e c e i p t s  on  p u b l i c  f u n d s  o f  #19 b i l l i o n ,  o v e r  t h e  
same p e r i o d  a d d i t i o n  o f  g/20 b i l l i o n  t o  p r i v a t e  i n v e s t 
m en t  was  a s s o c i a t e d  w i t h  i n v e s t m e n t  i n c o m e  o f  #25 
b i l l i o n ,  ( " L e s  Nauve I m p e r i a l i s m " ,  L e s  Temps m o d e r n e s ,  
A u g u s t / S e p t .  1964 )  q u o t e d  i n  P .  J a l e e  -  " The P i l l a g e  o f  
t h e  T h i r d  w o r l d " New f o r k  1 9 6 8 ,  See  a l s o ,  G. A r r i g h i  
and  J .  S a u l ,  op  c i t . P age  149 f o o t n o t e .  S i n c e  19 6 4 ,  
s u g g e s t s  t h e  ECONOMIST, " c u m u l a t i v e  in c o m e  p a y m e n t s  on 
e a r l i e r  p r i v a t e  i n v e s t m e n t  h a v e  p r o b a b l y  e x c e e d e d  t h e  
t o t a l  i n f l o w  o f  p r i v a t e  i n v e s t m e n t  c a p i t a l  w h i c h  t h e  
d e v e l o p i n g  a r e a s  n a v e  r e c e i v e d . "  The p GONOMIST (L o n d o n )  
A u g u s t  2 6 ,  1967 .
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s t o r y ,  UP t h e  c u m u l a t i v e  d i r e c t  i n v e s t m e n t  i n  h n C ’ s ,  n e a r l y

n a i l  i s  i n  p e t r o l e u m  a n d  m i n i n g ,  t r a d i t i o n a l l y  among t h e  m o s t

a t t r a c t i v e  l o r  l o r e i g n  i n v e s t o r s ,  a n d  t n e  l e a d i n g  f o r e i g n  -
96e x c h a n g e  e a r n e r s .  I f  we ad d  t h e  a f o r e m e n t i o n e d  b e n e f i t s  

a n d  t h e  d i s a d v a n t a g e s  o f  f o r e i g n  i n v e s t m e n t  t h a t  do n o t  show 

u p  i n  t h e  b a i a n c e  o f  p a y m e n t s  a c c o u n t s ,  we a r e  l e d  t o  a s s e r t  

t n a t  a  c u r s o r y  l o o k  a t  t h e  b a l a n c e  o f  p a y m e n t s  d a t a  g i v e s  

l i t t l e  i n s i g h t  i n t o  t h e  t r u e  e f f e c t s  a n d  p r o d u c t i v i t y  o f  

d i r e c t  i n v e s t m e n t ,  a n d  f o r  t h a t  m a t t e r ,  o f  t h e  o t h e r  t y p e s  

o f  f l o w .  The i m p o r t a n c e  o f  t h e  e x c h a n g e - e a r n i n g  p e r f o r m a n c e  

o f  a  d e v e l o p i n g  c o u n t r y  t h a t  m a k es  s u b s t a n t i a l  u s e  o f  e x t e r n a l  

r e s o u r c e s ,  i s  t h e  o p t i m i s m s  a n d  e n c o u r a g e m e n t ,  o r  p e s s i m i s m  

a n d  d i s c o u r a g e m e n t  i t  e n g e n d e r s  i n  f o r e i g n  i n v e s t o r s  a n d  

l e n d e r s .  f h r t n e r m o r e  a  d e t a i l e d  s t u d y  o f  t h e  b a l a n c e  o f  

p a y m e n t s  a c c o u n t s  h e l p s  i n  g a u g i n g  t h e  t r e n d s  o f  s u c h  f a c t o r s  

a s  c a p i t a l  i h f l o w s ,  i n v e s t m e h t  s e r v i c e  -  e x c h a n g e  e a r n i n g s  

r a t i o ,  l o c a l  v a l u e  a d d e d  a n d  t h e  p r o p o r t i o h  o f  e x p o r t - v a l u e  

t h a t  i s  r o c a i i y  r e t a i n e d .

p x p o r t  c r e d i t s  component  o p  p r i v a t e  OAPITAL^^

The p o s i t i o n  o f  p r i v a t e  e x p o r t  c r e d i t  was t o u c h e d  u p o n

e a r l i e r  i n  my d i s c u s s i o n  o f  e q u i p m e n t  s a l e s m a n s h i p ,  i n  s p i t e

t h e  g r o w i n g  a w a r e n e s s  o f ,  a n d  c o n c e r n  f o r  t n e  p o t e h t i a i

d e o t  p r o b l e m s  i t  g e n e r a t e s ,  t h e  f l o w  o f  e x p o r t  c r e d i t s  h a s
98c o n t i n u e d  t o  i n c r e a s e  a t  an  a l a r m i n g  r a t e .  Prom an  a v e r a g e

9 6 .  I n  1 9 6 6 , E x p o r t s  f r o m  d e v e l o p i h g  c o u n t r i e s  o f  f o u r  m a j o r  
e x t r a c t i v e  c o m m o d i t i e s  -  p e t r o l e u m ,  i r o n  o r e ,  b a u x i t e  
and  c o p p e r  -  a m o u n t e d  t o  more  t n a n  ^ 1 5 . 8  b i i l i o n .  
s o u r c e : -  W orld  Dank /ID A  A n n u a l  R e p o r t ,  1 9 / 0 . op c i t .

9 7 .  P o r  a  m ore  d e t a i l e d  e x p o s i t i o n .  See  l e a r s o n  R e p o r t ,  
op c i t  P a g e s  1 1 8 - 1 2 2 .

9 8 .  A v e r a g e  a^muaj.  g r o w t h  r a t e  i n  l a t e  6 0 ’ s was a r o u n d  17 / /  
B e tw e e n  1967 a n d  1968 p r i v a t e  e x p o r t  c r e d i t s  r o s e  by 
5 0 /A
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o f  a b o u t  #5 00m p e r  y e a r  i n  1 9 5 6 / 5 7 ,  t h e  l i o w  o f  t o t a l  n e t

e x p o r t  c r é a i  OS f r o m  DAO c o u n t r i e s  t o  Ldo n a s  m ore  t h a n
99t r i p l e d  t o  a o o u t  # 1 . 7 5 0 m i n  1 969 .  i t  i s  p e r h a p s  t h e

m a j o r  l a c  c o r  i n  r e c e n t  u p s u r g e  o f  x r i v a t e  c a p i t a l  f l o w s ,

e s p e c i a l l y  t h o s e  f r o m  West G erm any ,  J a p a n ,  r t a i y ,  F r a n c e

a n d  t n e  u n i  oeu x in g d o m ,  who o e tw e e n  them  a c c o u n t  f o r  90%

Ox s u c n  f l o w s .  P r i v a t e  g u a r a n t e e d  e x p o r t  c r e d i t s  h a v e

oecome a n  i n c r e a s i n g l y  i m p o r t a n t  s o u r c e  o i  e x t e r n a l  f i n a n c e ,

now a c c o u n t i n g  f o r  no  x e s s  t h a n  15% o f  t o t a l  n e t  c a p i t a l

r e s o u r c e s  t r a n s i e r r e d  a n n u a i r y  t o  t h e  d e v e l o p i n g  c o u n t r i e s ,

an d  fo r m  n e a r l y  1 / 5  o f  p r i v a t e  c a p i t a l  f l o w s  i n  r e c e n t  y e a r s .

voiurne o u t s t a n d i n g  a t  t n e  e n d  o f  1968 was e s t i m a t e d
101t o  De a o o u t  ^ 1 0  b i l l i o n .  A n u m b e r  o f  f a c t o r s  f r o m  b o t h

t n e  l e n d e r s  a n a  c r e d i t o r s  e n u s  o f  t n e  a r r a n g e m e n t s ,  u n u e r -  

x i e  une p h e n o m e n a l  e x p a n s i o n  o f  c r e d i t  f a c i l i t i e s  e x t e n d e d  

t o  t h e  d e v e l o p i n g  c o u n t r i e s .  Some o f  t n e  m a j o r  o n e s  a r e  

( a )  une i n c r e a s i n g  i n t e n s i t y  o f  e x p o r t  ^ a r x e t i n g  p r o m o t i o n s  

among t h e  i n d u s t r i a l  c o u n u r i e s  w h ic h  h a v e  e a s e d  t h e  t e r m s  

Ox e x p o r t  c r e d i u s  c o n u r a c t e a  by d e v e l o p i n g  c o u n u r i e s ,  ( b )  

une g r o w i n g  vo lu m e  ox w o r l d  t r a d e  i t s e l f ,  ^ c ) t n e  g r o w i n g  

p o l i t i c o - e c o n o m i c  demands  x o r  " t u r n - x e y "  i n d u s t r i a l  p r o j e c t s  

an u  c a p i t a l  g o o d s  p r o d u c t i o n  i n  t n e  d e v e l o p i n g  c o u n t r i e s ,

(d )  t h e  l i b e r a l i z a t i o n  o i  e x c h a n g e ,  c r e d i t  a n d  c r e d i t  

i n s u r a n c e  p o l i c i e s  i n  ÜEGD/DAO c o u n t r i e s ,  a n d  ( e )  t h e  l i m i t e d  

a c c e s s  t o  i n t e r n a t i o n a l  c a p i t a l  r a a r x e t s  f o r  p o r t f o l i o  c a p i t a l

9 9 .  See  T a b l e  5 .  o r o s s  r r i v a u e  f i o w  was e s t i m a t e d  a t  a b o u t  
#5 b i i x i o n  i n  1967. I n  a u d i t i o n  g r o s s  c r e d i t s  f r o m  
p u b l i c  i n s t i t u t i o n s  p r o o a u i y  a d d e d  a n o t h e r  #'1 b i l l i o n  
t o  one p r i v a t e  f l o w .

10 0 .  See l a o i e  ^ .

101. C/F’ DAG/OECD -  D e v e l o p m e n t  A s s i t a n c e  1969 R ev iew  op c i t
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a n d  t n e  i n c r e a s i n g l y  i n a d e q u a t e  s u p p l y  o l  u n t i e d  d e v e l o p m e n t

a s s i s t a n c e  l o r  i n d u s t r i a l  u n d e r t a k i n g s  a n d  " p r e s t i g e "  p r o j e c t s

e s p e c i a l l y  i n  t n e  c o n s t r u c t i o n  i n a u s t r y .  The m a i n  a t t r a c t i o n s

t n e r e i o r e  a r e  t n a t  s u c h  c r e d i t s ,  when e f f i c i e n t l y  u s e d

c o n s t i t u t e  a  s i g n i f i c a n t  a d d i t i o n  t o  t n e  f i n a n c i a l  r e s o u r c e s

a v a i l a o i e  f o r  d e v e l o p m e n t  p u r p o s e s .  D e v e l o p i n g  c o u n t r i e s ,

t a x i n g  a d v a n t a g e  o f  t h e  r e l a t i v e l y  e a s y  a c c e s s  t o  c r e d i t

f a c i l i t i e s ,  h a v e  b een  a b l e  t o  f i n a n c e  i n d u s t r i a l  p r o j e c t s

t o  Wixich t h e y  a t t a c h  g r e a t  i m p o r t a n c e  b u t  f o r  w h i c h  t h e y

w e r e  u n a o i e  t o  o b t a i n  a s s i s t a n c e  f r o m  t n e  m u l t i l a t e r a l

a g e n c i e s  o r  t n e  m a in  o f f i c i a l  b i l a t e r a l  d o n o r s .  f u r t h e r m o r e ,

d e v e l o p i n g  c o u n t r i e s  c a n  r e s o r t  t o  s u p p l i e r ' s  c r e d i t  a s  a

s e c o n d  b e s t  a l t e r n a t i v e ,  i f  t h e  b u r e a u c r a t i c  p r o c e s s  o f

o i i i c i a l  a p p r o v a l  i s  u n d u i y  s l o w ,  an d  t h e  c r i t e r i a  f o r

v i a b i l i t y  a p p r a i s a a  t o o  r i g o r o u s .  I t  a l s o  e n a b l e s  d e v e l o p i n g

c o u n t r i e s  who do n o t  e m b r a c e  w i t h  e n t h u s i a s m  t h e  e c o n o m i c

d e v e l o p m e n t  p h i l o s o p h y  o f  t n e i r  m a in  b e n e f a c t o r s ,  uo r e d u c e

t h e  l e v e r a g e  s u c h  d o n o r s  n a v e  on t h e i r  d e v e l o p m e n t  p o l i c y  
1 u scihd s t r a t e g y .

h o w e v e r  t h e  c h a r a c t e r i s t i c s  Ox e x p o r t  c r e d i t s  -  s u p p l i e r s  

c r e d i u s  a n d  c o n t r a c t o r ' s  f i n a n c e  f r o n ^  v i e w p o i n t  o i  r e c i p i e n t  

c o u n t r y  -  ox b e i n g  e x p e n s i v e ,  s h o r t - t e r m  a n d  e a s y  t o  c o n t r a c t  

on  one  n a n n ,  a n d  t n e i r  l i k e i y  u s e  f o r  i n f r a s t r u c t u r a l  i m p r o v e 

m e n t ,  p r e s t i g e o u s  o r  n o n - p r e s t i g e o u s  i n d u s t r i a l  p r o j e c t s  o f  

xohg  g e s t a t i o n  p e r i o d  on t h e  o t n e r  n a n o ,  snow t h e  e x t r e m e l y  

o n e r o u s  d e b t - s e r v i c i n g  b u r d e n  a  l e s s  c a u t i o u s  d e v e l o p i n g  

c o u n t r y  may s n o u i d e r  i t s e i f  w i t h .  f o r  e x a m p l e , s i n c e  M i d -  

1 9 b O ' s ,  an  i n j u d i c i o u s  a c c u m u l a t i o n  o f  s h o r t - t e r m  s u p p l i e r s

1Ü2. oee  be iow  c h a p t e r  5 .
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c r e d i t s  n a s  been  a  m a j o r  r e a s o n  f o r  t h e  b a l a n c e  o i  p a y m e n t s  

d i i f i c u i t i e s , a n d  t h e  n e e d  t o  r e s c h e d u l e  t h e  d e b t s  o f  some 

d e v e l o p i n g  c o u n t r i e s ,  n o t e a o l y  A r g e n t i n a ,  B r a z i l ,  G h a n a ,  

I n d o n e s i a  a n d  T u r k e y .  l i x e  c r e d i t s  e x p a n s i o n ,  r e a r r a n g e m e n t  

o p e r a t i o n s  l o r  r o n g e r  m a t u r i t y  oj. s n o r t  a n d  m e d i u m - t e r m  d e b t s  

n a v e  become one  o f  t h e  l e w  " g r o w t h  p o i n t s "  i n  t h e  i n t e r n a t i o n a l  

a i d  p r o g r a m m e .

wnen t a r i i f  a n d  f o r e i g n  e x c h a n g e  r a t e  p o l i c i e s  d i s t o r t

t h e  p r i c e  s t r u c t u r e ,  d e c i s r o n - m a x e r s  may be l e d  t o  u n d e r t a k e

i n v e s t m e n t s  w i t h  s u p p l i e r s  c r e d i t s  an d  c o n t r a c t o r s '  f i n a n c e .

Which t h o u g h / m a y  be p r o f i t a b l e  i n  t e r m s  o f  l o c a l  c u r r e n c y ,

n e v e r t h e l e s s  h a v e  m a r g i n a l  o r  n e g a t i v e  r e t u r n s  i n  t e r m s  o f
10')l o r e i g n  e x c h a n g e  r e p a y m e n t  c a p a c i t y .  T h e r e  i s  t h e  d a n g e r

a i s o  t h a t  p r o j e c t s  f i n a n c e d  w i t h  e x p o r t  c r e d i t s  may n o t  

a l w a y s  be s u b j e c t e d  t o  t n e  same d e t a i l e d  a n d  c a r e f u l  r e v i e w  

o f  e c o n o m i c ,  c o m m e r c i a l  a n d  t e c h n i c a l  v i a b i l i t y  t o  w h i c h  

o i i i c i a i i y - f i n a n c e d  p r o j e c t s  a n d  p r i v a t e  c o m p a n i e s '  i n v e s t 

m e n t s  a r e  i n v a r i a b l y  e x p o s e d . T h e  f e a r s o n  R e p o r t  was m o s t  

e x p l i c i t  i n  e m p h a s i z i n g  t h i s  d a n g e r .  The m o s t  u n f o r t u n a t e  

a s p e c t  o f  e x p o r t  c r e d i t  f i n a n c e ^  i t  s a y s ,  i s  t h a t  " i t  

p r o v i d e s  a  t e m p o r a r i l y  p a i n l e s s  way o f  f i n a n c i n g  p r o j e c t s  

c o n c e i v e d  by o v e r - o p t i m i s t i c  c i v i l  s e r v a n t s ,  by p o l i t i c i a n s  

more  c o n c e r n e d  w i t h  i m m e d i a t e  p o l i t i c a l  a d v a n t a g e s  t h a n  w i t h  

p o t e h t i a i  f u t u r e  e c o n o m i c  p r o b l e m s ,  an d  by t h e  u n s c r u p u l o u s

l u y .  P e a r s o n  R e p o r t .  op  c i t  r a g e  1lO

104.  On t h e  o t h e r  n a n u ,  t n e  g a n g e r  e x i s t s  f o r  t n e  s o c i a l  
c o n t e n t  o f  c o s t / b e n e f i t  a n a l y s i s  t o  be m i n i m i z e d ,  i f  
n o t  i g n o r e d  by f o r e i g n  " e x p e r t s "  who do n o t  f u l l y  
a p p r e c i a t e  t h e  l o c a l  s o c i o - c u i t u r a l  e n v i r o n m e n t  a n d  i t s  
i m p o r t a n c e  i n  eco n o m ic  a c t i v i t y .



Page  68

s a l e s m e n  l o r  t h e  m a n u f a c t u r e r s  o f  c a p i t a l  e q u i p m e n t  i n

d e v e l o p e d  c o u n t r i e s ’.’ ^ T h e  d i s q u i e t  f e l t  o v e r  t h e  a c t i v i t i e s

o f  e q u i p m e n t  s a l e s m e n ,  a g a i n  w e l l - h i g h l i g h t e d  by S a y r e  P .

S c n a t z  i n  h i s  a r t i c l e  r e f e r r e d  t o  e a r l i e r , c e n t e r s  on

t h e  p r o p o s i t i o n  t h a t  w h i l e  e n s u r i n g  f o r  t h e m s e l v e s  a n d  t h e

f i r m s  t h a t  s u p p l y  th e m ,  good  p r o f i t s ,  t h a t  i s  g u a r a n t e e d

by t h e  g o v e r n m e n t ,  an d  w i d e r  m a r k e t  f o r  t h e i r  c a p i t a l  g o o d s ,

t h e  r e s o u r c e  a l l o c a t i o n  t h e y  t h e r e b y  h e l p  t o  s e t  up," i s  n o t

o f t e n  i n  t h e  b e s t  l o n g - t e r m  e c o n o m i c  i n t e r e s t s  o f  t h e s e

c o u n t r i e s .  w r i t i n g  o f  N i g e r i a ' s  r e c e n t  e x p e r i e n c e ,  P e t e r

h i l b y  n o t e s  t h a t  t h e  a c t u a l  i n v e s t m e n t  made by t h e s e  m a c h i n e r y

m e r c h a n t s  h a s  b een  v e r y  s m a l l ,  t y p i c a l l y  3-4% o f  t h e

c o m b i n e d  e q u i t y - d e o e n t u r e  c a p i t a l  co m m itm e n t  "Y e t  t h e

p r o m o t i o n a l  a c t i v i t i e s  o f  German, I t a l i a n  an d  I s r a e l i

m a c n i n e r y  m e r c n a n t s  n a v e  r e s u l t e d  i n  o v e r  P30m i n  P u b l i c

i n v e s t m e n t  b e t w e e n  1 9 6 i - b b ,  a n d  m o s t  o f  i t  i n  u n e c o n o m i c

p r o j e c t s ................  I n  m a r x e a  c o n t r a s t ................  t h e  j o i n t

v e n t u r e s  w iu h  f o r e i g n  f i r m s ,  w h e re  t h e  l a t t e r  u n d e r t a k e  Doth

t h e  m a n ag e m e n t  a n d  s u o s t a n t i a i  s n a r e  o f  c a p i t a l ,  h a v e  oeen
1 Ü7h i g h l y  s u c c e s s f u l . "

rURTPOLIO INVESTMENT IN DEVELOPING COUNTRIES

Tne o t n e r  c a t e g o r y  o f  p r i v a t e  i n v e s t m e n t  f l o w s  t h a t  

m u s t  be b r i e f l y  m e n t i o n e d  i s  t h e  f l o a t i n g  o f  bond i s s u e s  by 

d e v e l o p i n g  c o u n t r i e s  i n  t n e  i n t e r n a t i o n a l  c a p i t a l  m a r k e t s ,  

n e l o r e  n±e l a s t  World  war ,  p o r t f o l i o  i n v e s t m e n t  h a d  

h i s t o r i c a l l y  b e en  t h e  c h i e f  f o r m  o f  i n t e r n a t i o n a l  c a p i t a l  

movement f o r  d e v e l o p m e n t .  h o w e v e r  i t s  g l o b a l  s u p p l a n t a t i o n

103.  P e a r s o n  R e p o r t  op c i t  P ag e  120 

I ' Jb .  uee  f o o t n o t e  22 P a g e  29
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Dy d i r e c t  i n v e s t m e n t  i s  m o s t  e v i d e n t  i n  t h e  i i o w  o i  p r i v a t e

n i i a t e r a r  p o r t f o l i o s  t o  t n e  d e v e l o p i n g  c o u n t r i e s .  S uch

n o w  r e p r e s e n t s  o n l y  a  s m a l l  t r a c t i o n  o f  t o t a l  c a p i t a l

m ovem ent  t h o u g h  i t s  a b s o l u t e  v a l u e  h a s  s t e a d i l y  been

i n c r e a s i n g  e s p e c i a l l y  i n  t h e  r a t e  1 9 b O ' s .  Even  t h e n  i t
1 08s t i l l  a c c o u n t s  f o r  a b o u t  6% o f  t o t a i  p r i v a t e  f l o w s  a n d  

i  us i n f l o w  i s  c o n c e n t r a t e d  i n  a  f e w ,  r e l a t i v e l y  a d v a n c e d  

d e v e l o p i n g  c o u n t r i e s ,  n o t e a o i y  M e x i c o ,  I s r a e l  a n a  A r g e n t i n a . 109

107. l e t e r  x i i o y : -  I n d u s t r i a l i z a t i o n  i n  An Open E conom y: 
N i g e r i a  1 9 4 3 - 6 6  op c i t .  P a g e s  7 7 - 7 9

108. See  T a b l e  3 .

109.  I ' o r  d a t a  on bond i s s u e s  t o  i n d i v i d u a l  d e v e l o p i n g  
c o u n t r i e s  b e t w e e n  1 9 6 4 - 6 8 ,  s e e  P e a r s o n  R e p o r t  S t a t i s t i c a l  
A nnex  I I  T a b r e  1 4 . P o r  a n a l y s i s  o f  t h e  o b s t a c l e s  t o  
g r e a t e r  bond u s a g e  by d e v e l o p i n g  c o u n t r i e s .  See t n e  
same r e p o r t  P a g e s  1 1 p - i i 8 .
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TABLE 2
1

.oTlMATEL ACCUMULATED DIRECT INVESTMENT BY DAG COUNTRIES IN

b i a a i o n j  u i a i i o n )

LDC's  aS o e DECEMBER 19 6 6 ,  BY REGION AND SECTOR, (#m)

O ld  i n d u s t r y
M i n i n g  & 
o m e i t i n g

M a n u f a c t "
- u r i n g O t n e r s TOTAL

Sou uner n ^  
E u r o p e 3po ^2 618 507 1503

A f r i c a 2 , 0 4  1 792 8 0 6 1277 4916

x x i d d i e - E a s t 5 , 4 9 5 5 83 103 3684

A s i a  &
Soutxx l a c i i i c  1 ,1 4 2 2 17 1 , 5 2 9 1515 4203

D a t i i i  A m e r i c a  
& C a r i b b e a n  4 , 8 7 8 1697 5 ,2 6 1 3828 15664

TOTAL 1 1 ,8 9 2 2 ,7 5 1 8 , 0 9 7 7 , 2 p c 2 9 , 9 7 0

T O T aL (1967 
ESTIMATE) (8"  1 . 3 ( # 3 . 6 ( 1 c . 6) ( 8 . 8 ) ( 3 4 o )

I .  A  e u Büox V a l u e .

^ . S ü u t n e r n  Europea^x C o u n t r i e s  c l a s s i f i e d  a s  d e v e l o p i n g  a r e
u p a i n ,  x o r u u g a x ,  G r e e c e ,  T u r k e y ,  Y u g o s l a v i a  a n d  C y p r u s ,

( S o u r c e s  ( 1 )  E o r  I 9 u 6 : -  UECD S e c r e t a r i a t ,  q u o t e d  i n  f e a r s o n  
R e p o r t  op c i t . Annex  I I  T a o i e  13 P age  3 / 6

( 2 )  E o r  1 967 ,  DAG/OECD -  D e v e l o p m e n t  a s s i s t a n c e  
1971 R ev iew  T a b l e  I V - 3 Page  3 9 )
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INTERNATIONAL RESOURCES PLOW POR DEVELOPMENT : OFFICIAL

ASSISTANCE TO L L P s '

2
So much h a s  b e e n  w r i t t e n  a b o u t  o f f i c i a l  a s s i s t a n c e  -  

t h e  s o - c a l l e d  " f o r e i g n - a i d "  -  t o  t h e  d e v e l o p i n g  c o u n t r i e s ,  

t h a t  I  s h a l l  e n d e a v o u r  t o  l i m i t  my a n a l y s i s  t o  g e n e r a l i s a t i o n  

o f  i m p o r t a n t  a s p e c t s  o f  a i d  t r a n s f e r  a n d  u n d e r t a k e  a  c r i t i c a l  

e x p o s i t i o n  o f  s u c h  a s s i s t a n c e  w i t h i n  t h e  c o n t e x t  o f  a n  o v e r 

a l l  c r i t i q u e  o f  i n t e r n a t i o n a l  r e s o u r c e  f l o w s .

The t h e o r e t i c a l  i d e a s  p o s t u l a t e d  i n  t h i s  s e c t i o n  fo r m  

t h e  a n a l y t i c a l  p l a t f o r m  f o r  t h e  d i s c u s s i o n  u n d e r t a k e n  b e l o w ,  

on N i g e r i a ' s  f o r e i g n  a i d  e x p e r i e n c e .  The c o n c e p t  o f  " f o r e i g n  

a i d "  i s  t o  a  c e r t a i n  e x t e n t  m i s l e a d i n g  a n d  i n  some c a s e s ,  

u n f o r t u n a t e ,  e s p e c i a l l y  when a p p l i e d  i n  d o n o r ' s  o f f i c i a l  

b u d g e t  p r o p o s a l s  l i k e  t h e  U n i t e d  S t a t e s  " F o r e i g n  Aid  B i l l " ,  

T a k e n  l i t e r a l l y  u p o n  by  j o u r n a l i s t s  a n d  c o m m e n t a t o r s ,  t h e  

g r o s s  e s t i m a t e s  t e n d  t o  c o n v e y  t o  t h e  g e n e r a l  p u b l i c  o f  t h e  

d o n o r  c o u n t r i e s  t h e  i m p r e s s i o n  t h a t  t h e i r  g o v e r n m e n t s  a r e  

g i v i n g  away s u c h  a n d  s u c h  a m o u n t s  i n  c h a r i t y  t o  t h e  p o o r  

c o u n t r i e s .  N o t h i n g  c o u l d  be  f u r t h e r  f r o m  t h e  t r u t h .  The

1. T h i s  i s  e s s e n t i a l l y  on a n a l y s i s  o f  G o v e r n m e n t a l  BAG 
c o u n t r i e s  ( o f  O . E . C . D . )  a s s i s t a n c e  t o  t h e  d e v e l o p i n g  
c o u n t r i e s .  However  a d e q u a t e  c o n s i d e r a t i o n  i s  a l s o  g i v e n
t o  c a p i t a l  t r a n s f e r  a n d  t e c h n i c a l  a s s i s t a n c e  e m a n a t i n g
f r o m  m u l t i l a t e r a l  a g e n c i e s  l i k e  IBRD, IDA, IPG an d  UNDP. 
F o r  a n  e x t e n s i v e  s t u d y  o f  t h e  G e n t r a l l y  P l a n n e d  
ECONOItlEB ' a i d  t o  t h e  D e v e l o p i n g  c o u n t r i e s ,  s e e  O . E . G . D . ' s  
P u b l i c a t i o n  e n t i t l e d  "P o l i c y  i n  t h e  S o v i e t  B l o c k  on
A id  t o  D e v e l o p i n g  G o u n t r i e s  P a r i s  1 9 6 9 .

2 .  F o r  e x t e n s i v e  a n d  d e t a i l e d  s t u d i e s  o f  t h e  s u b j e c t  -  
m a t t e r ,  s e e  t h e  f o l l o w i n g  ( a )  O . E . G . D . / D A G ; -  D e v e l o p m e n t  
A s s i s t a n c e , A n n u a l  R e v i e w s ,  op  c i t . f o r  d e t a i l e d  
e x p o s i t i o n  o f  c u r r e n t  p o s i t i o n s ,  t r e n d s  a n d  o t h e r  
t e c h n i c a l i t i e s  o f  r e s o u r c e  f l o w s ,  i n c l u d i n g  i n d i v i d u a l  
DAG m em bers  e f f o r t s  a n d  r e c i p i e n t s '  e x p e r i e n c e  ( b )  w o r l d
B a n k / I D A : -  A n n u a l  R e p o r t s  op c i t . ( c )  P e a r s o n  G o m m iss io n
R e p o r t : -  P a t n e r s  i n  D e v e l o p m e n t : op c i t  N o te
e s p e c i a l l y  i t s  t e n  r e c o m m e n d a t i o n s  on P a g e s  1 4 - 2 0 .
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c o m p l e x i t y  o f  t h e  m o t i v e s  o f  t h e  D o nor  G o v e r n m e n t s ,  e n s u r e s  

t h a t  t h e  a i d  a l l o c a t i o n s  c o n t a i n  e l e m e n t s  o f  p o l i t i c a l ,  

s t r a t e g i c ,  h i s t o r i c a l  an d  s o c i o - e c o n o m i c  a s s i s t a n c e .  I t  i s  

t h a t  e l e m e n t  fbr s o c i a l  a n d  e c o n o m ic  d e v e l o p m e n t  -  t h e  s o -  

c a l l e d  " O f f i c i a l  D e v e lo p m e n t  A s s i s t a n c e  (ODA)" -  a s  o p p o s e d  

t o  t h e  " C o ld - W a r "  m i l i t a r y  -  i n d u c e d  s u p p o r t ,  w h i c h  c o n c e r n s  

u s  i n  t h i s  s t u d y .  M os t  o f  s u c h  e c o n o m i c  a s s i s t a n c e  w o u ld  be 

d e f i n e d  a s  a  t r a n s f e r  o f  r e a l  r e s o u r c e s  o r  i m m e d i a t e  c l a i m s  

on  r e s o u r c e s  f r o m  one  c o u n t r y  t o  a n o t h e r ,  w h i c h  w o u ld  n o t  

h a v e  t a k e n  p l a c e  a s  a  c o n s e q u e n c e  o f  t h e  o p e r a t i o n  o f  f r e e  

m a r k e t  f o r c e s ;  o r  w i t h o u t  s p e c i f i c  o f f i c i a l  ( a n d  i n t e r 

n a t i o n a l )  p o l i c y  d e s i g n e d  t o  p r o m o t e  s u c h  t r a n s f e r  by  t h e  

d o n o r  c o u n t r y .  Thus  i t  i s  t h e  c o n c e s s i o n a r y ,  " c u t - p r i c e " 

n a t u r e  o f  some p r o p o r t i o n  o f  t h e  t r a n s f e r  w h i c h  c o l o u r  t h e  

f l o w  w i t h  t h e  w ord  " a i d " .  The e l e m e n t  o f  c h a r i t y  i s  n o t  l a r g e .  

F u r t h e r m o r e  s u c h  f a c t o r s  a s  s e c o n d a r y  b e n e f i t s  t o  t h e  Donor  

i n  t e r m s  o f  e x p o r t  and  g e n e r a l  commerce  p r o m o t i o n s  a n d  n o n -  

q u a n t i f i a b l e  p o l i t i c a l ,  d i p l o m a t i c  an d  s e c u r i t y  a d v a n t a g e s  

i n v i t e  n o t h i n g  b u t  r i d i c u l e  f o r  t h e  " a i d - t o - t h e - p o o r -

2 .  ( c o n t ' d . . . )  ( d )  R o l a n d  R o b i n s o n  ( e d ) : -  I n t e r n a t i o n a l
Co - o p e r a t i o n  i n  A i d : I m p r e s s i o n s  a n d  P a p e r s  o f  t h e  5 t h
C a m b r id g e  C o n f e r e n c e  on D e v e l o p m e n t  P r o b l e m s .  C am b r id g e  
1 9 6 6 .

( e )  R . P .  M i k e s e l l : -  The E c o n o m ic s  o f  F o r e i g n  A id  London 
1968 .

( f )  T. H a y t e r :  A id  As I m p e r i a l i s m . P e n g u i n  E n g l a n d  1 9 7 1 .
( g )  F o r  two m a j o r  d o n o r s  o f f i c i a l  v i e w s  s e e  U . S .  "P r i n c i p l e s  

o f  F o r e i g n  E co n o m ic  A s s i s t a n c e " . W a s h i n g t o n  D .C . 1963 
And f o r  B r i t a i n ,  "Aid  t o  D e v e l o p i n g  C o u n t r i e s " .  Cmd. 
2 1 4 7 ,  o r  "O v e r s e a s  D e v e l o p m e n t ;  The Work o f  t h e  New 
M i n i s t r y " .  Cmd. 2 7 5 6 .  London  1 9 6 5 .  F o r  a  s u r v e y  o f  
f o r e i g n  a i d  t o  A f r i c a  i n  t h e  f i r s t  h a l f  o f  t h e  " f i r s t  
d e v e l o p m e n t  d e c a d e "  1 9 6 0 - 6 4 .  See ( h )  U . N . : -  E conom ic  
B u l l e t i n  f o r  A f r i c a  V o l .  IX No. 1 J u n e  1 9 6 9 .  T h e r e  a r e  
a l s o  e x t e n s i v e  e s s a y s  a n d  a r t i c l e s  i n  t h e  L i t e r a t u r e ,  
s e e  e s p e c i a l l y  ( i )  H.B. C h e n e r y  a n d  A. S t r o u t ,  " F o r e i g n  
A s s i s t a n c e  a n d  Econom ic  D e v e l o p m e n t " .  A m e r i c a n  Econom ic  
R e v i e w , S e p t .  1966 a n d  ( j )  P . T .  B a u e r  a n d  B a r b a r a  Ward,  
Two Views  on  A id  t o  D e v e l o p i n g  C o u n t r i e s . London 
I n s t i t u t e  o f  E co n o m ic  A f f a i r s .  O c c a s i o n a l  P a p e r  No. 9 
1 9 6 6 . op  c i t .
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- c o u n t r i e s "  m e n t a l i t y ;  n o r  c o u l d  t h e  p u b l i s h e d  D a t a  on 

a n n u a l  f l o w s  be  r e a l i s t i c  g u i d e s  f o r  e s t i m a t i n g  t h e  t r u e  

c o s t s  a n d  b e n e f i t s  t o  t h e  D o n o r  a n d  r e c i p i e n t  c o u n t r i e s .  

I n f l a t i o n  i n  t h e  D o n o r  c o u n t r i e s ,  t h e  p o l i c y  o f  a i d  t y i n g ,  

e x c e s s i v e  v a l u a t i o n  o f  t r a n s f e r r e d  s u r p l u s  c o m m o d i t i e s  

l i k e  "PL480"  a n d  e x p e n d i t u r e s  on e c o n o m i c a l l y  " n o n - p r o d u c t i v e "  

p r o g r a m m e s ,  r e d u c e  t h e  p u r c h a s i n g  p o w e r  o f  t h e  a s s i s t a n c e  

f l o w s  t o  t h e  r e c i p i e n t  c o u n t r i e s  an d  t h e  b a l a n c e  o f  p a y m e n t s  

c o s t s  t o  t h e  d o n o r s I n  g e n e r a l  t h e  o v e r a l l  " c o s t "  t o  t h e  

r e c i p i e n t s  i n  D e b t  c h a r g e s ,  l o c a l  c o s t s  a n d  p o l i t i c o -  

e c o n o m i c  c o n t r o l  and  l e v e r a g e ,  i s  o f t e n  g r e a t e r  t h a n  d o n o r  

o p i n i o n  i m a g i n e s .  I t  i s  f o r  t h e  l a c k  o f  a  more  r e a l i s t i c  

a n d  p r e c i s e  c o n c e p t ,  a n d  b e c a u s e  o f  t h e  d e g r e e  o f  i t s  

p e n e t r a t i o n  i n t o  o u r  e v e r y d a y  u s a g e  t h a t  t h e  p h r a s e  " f o r e i g n  

a i d "  i s  r e t a i n e d  i n  t h i s  s t u d y .  I t  i s  h o w e v e r  u s e d  

s y n o n y m o u s l y  w i t h  " d e v e l o p m e n t  a i d " ,  a n d  " d e v e l o p m e n t  

f i n a n c e " .

THE NEED FOR ASSISTANCE. Why G o v e rn m e n t  a s s i s t a n c e  f r o m

a b r o a d ?  B e f o r e  I  a n s w e r  t h a t  q u e s t i o n ,  i t  may be  r i g h t  f o r

me h e r e ,  t o  p o i n t  o u t  t h a t  t h e  w o r l d - w i d e  p u b l i c i t y  o f

3 .  See  b e l o w  s e c t i o n  on t h e  " t r u e "  c o s t s  o f  A i d .

4 .  See  b e l o w  s e c t i o n  on a i d  t y i n g  a n d  d o n o r s  b e n e f i t .
A l s o  t a b l e  13.

5 .  Even  t h e n ,  c o l o n i e s  w e re  a i d e d  u n t i l  t h e y  w e r e  a b l e  t o  
"p ay  t h e i r  own w a y s " .  R e s i d u a l  g r a n t s - i n - a i d ,  i n  t e r m s  
o f  f i n a n c i a l  n e e d s  c a n  o n l y  b e  d e s c r i b e d  a s  " t o k e n  
g e s t u r e s "  -  s m a l l  a m o u n t s  when c o m p a r e d  w i t h  t h e  o u t  
f l o w s  f r o m  c o l o n i e s  a s s o c i a t e d  w i t h  t h e  r e m i t t a n c e  o f  
c o l o n i a l  a d m i n i s t r a t o r s .  F o r  N i g e r i a ' s  e x p e r i e n c e
s e e  b e l o w  C h a p t e r s  6  & 7 .  I t  was n o t  u n t i l  1940  
t h a t  t h e  B r i t i s h  C o l o n i a l  p o s s e s s i o n s  c e a s e d  t o  b e  s e e n  
m a i n l y  i n  t e r m s  o f  p r o v i d e r s  o f  p r i m a r y  r a w  m a t e r i a l s  
a n d  m a r k e t s  f o r  m e t r o p o l i t a n  m a n u f a c t u r e s .  The C o l o n i a l  
a n d  W e l f a r e  A c t s ,  19 2 9 ,  140 a n d  19 4 5 . Doc c i t .
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o f f i c i a l  a s s i s t a n c e  u n d e r  t h e  " f o r e i g n  a i d "  c o n c e p t  i s  o f  

r e c e n t  o r i g i n .  A s s i s t a n c e ,  i n  t h e  c o n t e m p o r a r y  s e n s e ,  was 

s t a r t e d  by  t h e  U n i t e d  S t a t e s  " M a r s h a l  A id "  f o r  p o s t - w a r  

r e c o n s t r u c t i o n  i n  E u r o p e .  N o n - c o m m e r c i a l  p u b l i c  r e s o u r c e s  

t r a n s f e r  f r o m  one  c o u n t r y  t o  a n o t h e r ,  i n  f o r m  o f  " g r a n t s - i n -  

a i d " ,  l o a n s  a n d  c o l o n i a l  C i v i l  S e r v i c e  p e r s o n n e l  was i m p l i c i t  

i n  t h e  r e l a t i o n s h i p  b e t w e e n  I m p e r i a l  P o w e r s  a n d  t h e i r  

c o l o n i e s ,  t h o u g h  t h e  m a i n t e n a n c e  o f  l a w  a n d  o r d e r ,  a n d  t h e  

b u i l d i n g  o f  i n f r a s t r u c t u r e  n e t w o r k s  f o r  p r i v a t e  c o m m e r c i a l  

e x p l o i t a t i o n  o f  p r i m a r y  p r o d u c e s ,  r a t h e r  t h a n  a  c l e a r  a n d  

e x p l i c i t  p o l i c y  f o r  e c o n o m i c  d e v e l o p m e n t  w e r e  t h e  m a in
5

r a t i o n a l e  f o r  s u c h  t r a n s f e r .  The s i g n i f i c a n c e  o f  m o d e r n  

f o r e i g n  a i d  l i e s  i n  t h e  f a c t  t h a t  i t  i s  a n  a s s i s t a n c e  f r o m  

one  i n d e p e n d e n t  an d  s o v e r e i g n  G o v e rn m e n t  t o  a n o t h e r  -  a l b e i t  

f r o m  a  " r i c h "  one  t o  a  " p o o r "  one  -  i n  a  g l o b a l  a t m o s p h e r e  

o f  g r e a t e r  c o m m i tm e n ts  t o  e c o n o m i c  an d  s o c i a l  d e v e l o p m e n t .  

H ow ever ,  f o r  t h e  D o n o r s  t h e  m o t i v e s  f o r  a s s i s t a n c e  i n  t h i s  

" S e c o n d  D e v e l o p m e n t  D e c a d e "  a r e  no  l e s s  d i f f e r e n t  f r o m  t h o s e  

o f  f i f t y  y e a r s  a g o ,  e x c e p t  p e r h a p s  t h e y  h a v e  become m ore  

c o m p l e x ,  a n d  a r e  e x p l a i n e d  away i n  s u b t l e r ,  d i p l o m a t i c a l l y  

s o p h i s t i c a t e d  t e r m s  t h a n  b e f o r e .  P o r  a  m a j o r i t y  o f  t h e  

r e c i p i e n t s  g o v e r n m e n t s ,  t h e  u r g e n t  d e s i r e s  t o  l i f t  t h e i r  

p e o p l e  o u t  o f  a b j e c t  p o v e r t y  a n d  m i s e r y ;  t o  d e v e l o p  t h e i r  

e c o n o m i c  p o t e n t i a l s ;  t o  m o d e r n i z e  t h e  s o c i o - c u l t u r a l  v a l u e s  

a n d  i n s t i t u t i o n s  o f  t h e i r  s o c i e t i e s ;  i n  a  w i d e r  c o n t e x t ,  t o  

g i v e  f u l l  e x p r e s s i o n  t o  t h e i r  c i v i l i z a t i o n  a n d  ways o f  l i f e ,  

c a n  be  r e a d i l y  r e a l i s e d  a n d  i n  s h o r t e r  t i m e  o n l y  by  m o r a l  

a n d  f i n a n c i a l  s u p p o r t  f r o m  a b r o a d .  The n e e d  f o r  d e v e l o p m e n t  

a i d  i s  b o u n d j w i t h  t h e  e c o n o m i c  o b j e c t i v e s  o f  b o t h  d o n o r s  and  

r e c i p i e n t  c o u n t r i e s .  P o r  t h e  l a t t e r  t h e  n e e d  f o r  f o r e i g n  

a s s i s t a n c e  h a s  b o t h  a  p o s i t i v e  r a t i o n a l e  a s  w e l l  a s  i n d i r e c t
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r e a s o n s  f o r  i t .  The i n d i r e c t  o r  n e g a t i v e  v a l i d i t y  f o r  

o f f i c i a l  a i d  s t e m s  f r o m  t h e  i n a d e q u a c i e s  b u i l t  i n t o  o t h e r  

m e t h o d s  c u r r e n t l y  a v a i l a b l e  f o r  a c c e l e r a t i n g  t h e  e c o n o m i c  

and  s o c i a l  p r o g r e s s  o f  t h e  d e v e l o p i n g  w o r l d ,  a n d  t h e  u n 

w i l l i n g n e s s  o f  t h e  i n d u s t r i a l  e c o n o m i e s  t o  e f f e c t  n e c e s s a r y  

c h a n g e s .

N o n - g o v e r n m e n t a l  e f f o r t s  o f  D e v e l o p i n g  w i t h  t h e  a i d  o f  

w o r l d  t r a d e  i n  i t s  p r e s e n t  s t r u c t u r e  an d  f o r e i g n  p r i v a t e  

i n v e s t m e n t s  a l o n e  a r e  i n s u f f i c i e n t ,  i f  n o t  i n e f f e c t i v e ,  f o r  

/ D e v e l o p i n g  c o u n t r i e s '  t a s k  o f  a c h i e v i n g  a  w e l l - s t r u c t u r e d ,  

s e l f - s u s t a i n i n g  g r o w t h  p r o c e s s  w i t h  t h e  minimum o f  d e l a y .  

P a c e d  w i t h  a  n e a r  s t a t i c  p r i c e  an d  in c o m e  e l a s t i c i t y  o f  

Demand f o r  p r i m a r y  p r o d u c e ,  h i g h  e f f e c t i v e  t a r i f f  r a t e s  

a g a i n s t  p r o c e s s e d  an d  l a b o u r - i n t e n s i v e  s t a n d a r d i z e d  

m a n u f a c t u r e s  a n d  o t h e r  d i s c r i m i n a t o r y  t r e a t m e n t s  o f  t h e i r  

e x p o r t s  t o  d e v e l o p e d  c o u n t r i e s ,  i t  i s  o n l y  r a t i o n a l  f o r  

LD C 's  t o  be  p e s s i m i s t i c  a b o u t  t h e  " e n g i n e  o f  g r o w t h "  

p o t e n t i a l s  o f  t h e  p r e s e n t  s t r u c t u r e  o f  i n t e r n a t i o n a l  t r a d e  

a n d  d i v i s i o n  o f  l a b o u r . ^

6 . See  B e l a  B a l a s s a : -  "The I m p a c t  o f  t h e  I n d u s t r i a l  
c o u n t r i e s '  t a r i f f  S t r u c t u r e  on t h e i r  I m p o r t s  o f  
M a n u f a c t u r e s  f r o m  L e s s - D e v e l o p e d  A r e a s .  E c o n o m i c a  
Nov.  1 9 6 7 ;  And A l f r e d  M a i z e l s : -  E x p o r t s  a n d  E conom ic  
g r o w t h  o f  D e v e l o p i n g  c o u n t r i e s .  op  c i t ; See  a l s o  
J a n  T i n b e r g e n ' s  r e c e n t  p a m p h l e t : -  On t h e  I n t e r n a t i o n a l  
D i v i s i o n  o f  L a b o u r . S t o c k h o l m  1 9 7 0 .^  H a l  L a r y  h a s  shown 
t h a t  t h e  more  l a b o u r  -  i n t e n s i v e  ‘an  i n d u s t r y ,  i n  t h e  
D e v e l o p e d  c o u n t r i e s  i s ,  t h e  h i g h e r  t h e  e f f e c t i v e  
t a r i f f s  l e v i e d  a g a i n s t  i t s  c o m p e t i n g  i m p o r t s .  H .B .  L a r y  
I m p o r t s  o f  M a n u f a c t u r e s  f r o m  LDG. C o l u m b i a  U n i v e r s i t y  
P r e s s .  New Y ork  1968 ,  q u o t e d  by  T i n b e r g e n .
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I n t e r n a t i o n a l  c o m m o d i ty  a g r e e m e n t s ,  p r e f e r e n t i a l  t r a d e  

a r r a n g e m e n t s  a n d  a b o v e  -  e q u i l i b r i u m  p r i c e s  f o r  p r i m a r y  

e x p o r t s  c o n s t i t u t e  a t  b e s t  a  c l u m s y  d e v i s e  f o r  t r a n s f e r r i n g  

a i d  r e s o u r c e s  a n d  a s  s u c h  u n l i k e l y  t o  be  d i r e c t e d  i n t o  c h a n n e l s  

t h a t  p r o m o t e  d e v e l o p m e n t .  At w o r s t ,  i t  e n c o u r a g e s  t h e  

c r e a t i o n  o f  t o p - h e a v y ,  o v e r - d e v e l o p e d  ( r e l a t i v e  t o  t h e  r e s t  

o f  t h e  econom y)  e x p o r t  s e c t o r s  t h a t  s t a n d  i n  c o n s t a n t  d a n g e r  

o f  g l u t t i n g  t h e  w o r l d  m a r k e t s  an d  f o r c i n g  t h e  d e v e l o p i n g  

c o u n t r i e s  i n t o  " c o m p e t i n g  f o r  d e a d  l a u r e l s  i n  a  r a c e  t o w a r d s
7

m u t u a l  i m p r o v e r i s h m e n t " .  F o r e i g n  p r i v a t e  c a p i t a l ,  when i t  

d o e s  n o t  c o n c e n t r a t e  i n  t h e  e x p o r t - i m p o r t  s e c t o r  -  t h e r e b y  

c r e a t i n g  t h e  d u a l i s t i c  s t r u c t u r e  a n d  e n g e n d e r i n g  t h e  a f o r e 

m e n t i o n e d  p a t t e r n  o f  t r a d e  -  d o e s  n o t  c a t e r  f o r ,  n o r  a p p r e c 

i a t e  t h e  c o n c e s s i o n a r y  n a t u r e  o f  t h e  r e s o u r c e s  n e e d e d  by 

LD C 's  f o r  s t r u c t u r a l  t r a n s f o r m a t i o n .  T h e s e  two d e v i c e s  "do 

n o t  t r a n s f e r  r e s o u r c e s  m o s t  n e e d e d  t o  e r e c t  s o c i a l  i n f r a 

s t r u c t u r e ,  e x p a n d  t h e  p u b l i c  s e c t o r  a n d  r a t i o n a l i s e  t h e  

D o m e s t i c  e conom y.  E s s e n t i a l  a s  t h e y  a r e  t h e y  c a n n o t  be  

e x p e c t e d  by  t h e m s e l v e s  t o  b r i n g  a b o u t  t h e  i n t e r n a l  s t r u c t u r a l  

c h a n g e s  r e q u i r e d  f o r  s w i f t e r  an d  m ore  b a l a n c e d  ( s e c t o r a l )
g

g r o w t h "  . The r o l e  o f  o f f i c i a l  a i d  i s  s i m p l y  t o  do a s  many 

o f  t h e  t a s k s  n e c e s s a r y  f o r  e co n o m ic  g r o w t h  w h i c h  t h e s e  o t h e r  

d e v i c e s  f o r  t h e  t i m e  b e i n g  c a n n o t ,  o r  a r e ,  n o t  d o i n g .  How

e v e r ,  i t  s h o u l d  be  s e e n  a s  a n  e s s e n t i a l  c o m p le m e n t  t o ,  a n d  

n o t  s u b s t i t u t e  f o r ,  i n t e r n a l  s a v i n g ,  i n t e r n a t i o n a l  t r a d e s  o r  

f o r e i g n  p r i v a t e  i n v e s t m e n t .  I n  v i e w  o f  t h e  s k i l l ,  s a v i n g s  a n d

7 .  R. R o b i n s o n  ( e d ) ; -  I n t e r n a t i o n a l  C o - o p e r a t i o n  i n  A i d ,  
op c i t  P a g e  13.

8 . I b i d  P . 14
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f o r e i g n  e x c h a n g e  s h o r t a g e s  o f  m o s t  L D C 's ,  o f f i c i a l  a s s i s 

t a n c e  i s  n e e d e d  a l s o  t o  a t t r a c t  a n d  g e n e r a t e  more  o f  t h e s e  

f a c t o r s .  F i r s t ,  t o  b r i d g e  t h e  g a p  b e t w e e n  t h e  f o r e i g n  

e x c h a n g e ,  LDCs d e r i v e  f r o m  t r a d e  a n d  p r i v a t e  i n v e s t m e n t  

and  t h e  am ount  n e e d e d  t o  s e r v i c e  t h e i r  f o r e i g n  d e b t s  w h i l e  

a c h i e v i n g  a  r e a s o n a b l e  r a t e  o f  g r o w t h  o f  GNP. S e c o n d l y ,  i t  

i s  n e e d e d  t o  f i l l  t h e  g a p  b e t w e e n  i n t e r n a l  s a v i n g s  an d  

r e q u i r e d  eco n o m ic  a n d  s o c i a l  i n f r a s t r u c t u r e  u n t i l  t h e  

economy w o r k s  w i t h  s u f f i c i e n t  i m p e t u s  t o  g e n e r a t e  a d e q u a t e  

s a v i n g s  a n d  t o  a t t r a c t  s u f f i c i e n t  p r i v a t e  i n v e s t m e n t .  T h i r d l y  

a i d ,  p a r t i c u l a r l y  i n  t h e  f o r m  o f  t e c h n i c a l  a s s i s t a n c e  i s  

e s s e n t i a l  t o  s t r e n g t h e n  t h e  a d m i n i s t r a t i v e ,  t e c h n i c a l  a n d  

m a n a g e r i a l  c a d r e s  o f  r e c i p i e n t  g o v e r n m e n t s  a n d  im p r o v e  t h e i r  

c a p a c i t y  t o  p l a n ,  c o - o r d i n a t e  a n d  c o n t r o l  t h e  c o m p l i c a t e d  

i n t e r n a l  a n d  e x t e r n a l  f a c t o r s  t h a t  g o v e r n  t h e i r  e co n o m ic
9

f a t e " .  B u t  t h e  r e l a t i o n s h i p  b e t w e e n  o f f i c i a l  a i d  p o l i c y

a n d ,  w i t h i n  t h e  i n t e r n a t i o n a l  c o n t e x t ,  t r a d e  p o l i c y  and

p r i v a t e  f o r e i g n  i n v e s t m e n t ,  i s  l o o s e  an d  p o o r l y  u n d e r s t o o d ,

t h o u g h  i n  t e r m s  o f  n a t i o n a l  b i l a t e r a l  p o l i c y  o f  d o n o r
10c o u n t r i e s ,  some a u t h o r s  h a v e  e m p h a s i z e d  t h e  s t r e n g t h e n i n g  

r o l e  -  i n  s u p p o r t  o f  f o r e i g n  p r i v a t e  i n v e s t m e n t  -  o f  o f f i c i a l  

p r o j e c t  d i s b u r s e m e n t  an d  b a l a n c e  o f  p a y m e n t s  a i d .  F u r t h e r 

m o r e ,  i t  i s  w e l l  r e c o g n i s e d  t h a t  g e n e r a l  t r a d e  l i b e r a l i z a t i o n  

w o u ld  n o t  be o f  e x c l u s i v e  a d v a n t a g e  t o  t h e  d e v e l o p i n g  c o u n t r i e s  

a l o n e .

9 .  I b i d  P .  14 On t h e  g a p  a p p r o a c h  t o  f o r e i g n  a i d  n e e d  o f
d e v e l o p i n g  c o u n t r i e s  s e e  A p p e n d i x  V.

10 .  C /F  G. A r r i g h i ; -  I n t e r n a t i o n a l  c o r p o r a t i o n s ,  L a b o u r
A r i s t o c r a c i e s  a n d  Econom ic  D e v e l o p m e n t  i n  T r o p i c a l  A f r i c a ,  
op c i t  P ag e  ( 2 8 ) .  And P .  P e r e r a ; -  D e v e l o p m e n t  F i n a n c e
-  I n s t i t u t i o n s .  P r o b l e m s  a n d  P r o a p A n t a ^  New Y o r k ,  1968 .
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The p o s i t i v e  n e e d  f o r  o f f i c i a l  d e v e l o p m e n t  a s s i s t a n c e  

i n  f o r m  o f  g r a n t s  a n d  s o f t  l o a n s  s t e m s  f r o m  t h e  u n d e r 

d e v e l o p e d  c h a r a c t e r i s t i c s  o f  t h e  r e c i p i e n t  c o u n t r i e s .  The 

f u n d a m e n t a l  c a s e  f o r  s o f t  l o a n s  an d  o t h e r  c o n c e s s i o n a r y  

a s s i s t a n c e  i s  t h a t  t h e s e  l o w - i n c o m e  c o u n t r i e s  w i t h  l a r g e  

p o p u l a t i o n ,  lo w  p r o d u c t i v i t y  ( a s  a  r e s u l t  o f  low  l e v e l  o f  

e d u c a t i o n  and  s k i l l ,  an d  p e r h a p s  r e l a t i v e l y  p o o r  n a t u r a l  

r e s o u r c e s ) ,  r e q u i r e  a  r e l a t i v e l y  l o n g  p e r i o d  o f  n e t  r e s o u r c ' e  

i n f l o w  i n  o r d e r  t o  a s s i s t  them  i n  m a k in g  t h e  s t r u c t u r a l  

c h a n g e s  w h ic h  a r e  deemed n e c e s s a r y  f o r  u l t i m a t e  s e l f -  

s u s t a i n i n g  g r o w t h .  B u t  s t r u c t u r a l  c h a n g e s  i n  t h e  u s e  o f  

r e s o u r c e s  g e n e r a l l y ,  an d  i n  p a r t i c u l a r ,  i n  t h e  s t r u c t u r e  

o f  t h e  b a l a n c e  o f  p a y m e n t s , e x p o r t , i m p o r t s  an d  i n t e r n a l  

s a v i n g s  n e c e s s a r i l y  i n v o l v e ^ l e n g t h y  t i m e  l a g  b e t w e e n  p o l i c y  

d e c i s i o n s  and  e x p e c t e d  r e s u l t s .  The j u s t i f i c a t i o n  f o r  

c o n c e s s i o n a r y  a i d  a s  a g a i n s t  " h a r d "  l o a n s ,  l a y  l e s s  i n  t h e  

l i m i t e d  d e b t - s e r v i c i n g  c a p a c i t y  o f  a i d  r e c i p i e n t s ,  b u t  i n  

t h e  l o n g  p r o c e s s  o f  r e s t r u c t u r i n g  a s  e v i d e n t  f o r  e x a m p l e ,  

by  t h e  l o n g  p a y - o f f  p e r i o d  a n d  d e l a y e d  i m p a c t  on t h e  s o c i a l  

p r o d u c t  o f  s u c h  i n v e s t m e n t s  a s  e d u c a t i o n ,  e l e c t r i f i c a t i o n  

e t c .  The i n h e r e n t  d a n g e r  o f  t h e  e x p e c t a t i o n  o f  l o n g  p e r i o d  

o f  c a p i t a l  i n f l o w  on c o n c e s s i o n a r y  t e r m s  i s  t h e  p o s s i b i l i t y

10 .  C o n t ' d . . . .  The U n i t e d  S t a t e s  AID o f f i c i a l s  h a v e  b e e n  
a c c u s e d  o f  ( a )  " p u s h i n g "  c o m m e r c i a l  e x p o r t s  f r o m  t h e  
U . S .  a t  t h e  e x p e n s e  o f  t h e  l o c a l  economy ( b )  h e l p i n g  t h e  
l o c a l  D e v e l o p m e n t  o f  p a r t s  o f  t h e  economy t h a t  w i l l  n o t  
c o m p e t e  w i t h  U . S .  c o m p a n i e s ,  n o r  w i l l  t h e  U . S .  p r o v i d e  
d e v e l o p m e n t  l o a n s  t o  i n d u s t r i a l  p r o j e c t s  t h a t  c o u l d  
u n d e r c u t  U . S .  c o m p a n i e s  a t  home o r  i n  t h e  w o r l d  m a r k e t .  
See  a l s o  T. H a y t e r ; -  A id  a s  I m p e r i a l i s m  op c i t  P a g e  32 
See  a l s o  C h a p t e r  5 .
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t h a t  i t  may d u l l  t h e  z e a l  o f  G o v e r n m e n t s  f o r  p o l i c y  r e f o r m s  

i n  c o u n t r i e s  w h e re  t h e  f u n c t i o n  o f  a i d  a r e  n o t  f u l l y  

a p p r e c i a t e d .

F u r t h e r m o r e ,  some c o u n t r i e s  n e e d  f o r e i g n  a i d  a s  an  

i n s u r a n c e  a g a i n s t  p o l i t i c o - e c o n o m i c  i n s t a b i l i t y  w h i c h  m i g h t  

t h r e a t e n  them  i f  a n d  when s h o r t - t e r m  b o t t l e n e c k s  o c c u r  i n  t h e  

s u p p l y  o f  c o n s u m p t i o n  o r  c a p i t a l  g o o d s ,  w h e t h e r  p r o d u c e d  

l o c a l l y  o r  i m p o r t e d .  O f f i c i a l  a i d  i n  so  f a r  a s  i t  c o n t r i b u t e s  

t o  t h e  i n t e g r a t i o n  o f  n a t i o n a l  e c o n o m i e s  e f f e c t i v e l y ,  

c o n t r i b u t e  a t  t h e  same t i m e  t o  n a t i o n a l  u n i f i c a t i o n ,  i n t e r 

d e p e n d e n c y  and  t o  p o l i t i c a l  s t a b i l i t y .  From t h e  v i e w  p o i n t  

o f  t h e  D o n o r s ,  t h e  n e e d  t o  g i v e  a s s i s t a n c e  i s  more  t h a n  

h u m a n i t a r i a n  an d  p h i l a n t h r o p i c .  I t  i s  t h e  r e s u l t  o f  a  

r e c o g n i z e d  e n l i g h t e n e d  s e l f - i n t e r e s t  i n  i n t e r n a t i o n a l  

e c o n o m i c  a s  w e l l  a s  n o n - e c o n o m i c  c o - o p e r a t i o n  w i t h  i n v a l u e -  

a b l e  m u t u a l  b e n e f i t s  t o  b o t h  s i d e s .  'While w i d e s p r d a d  p o v e r t y ,  

f r u s t r a t i o n  an d  w i d e n i n g  g a p  b e t w e e n  t h e  " r i c h "  and  t h e  

" p o o r "  r e p r e s e n t  a  t h r e a t  t o  w o r l d  p e a c e ,  a n  a i d - i n d u c e d  

b r e a k o u t ,  f r o m  t h e  s o - c a l l e d  " l o w - i n c o m e  e q u i l i b r i u m  t r a p "  

t h r o u g h  d e v e l o p m e n t ,  p r o d u c e  j o b s ,  m a r k e t s ,  t r a d e , i n v e s t m e n t  

o p p o r t u n i t i e s  a n d  m a t e r i a l  b e n e f i t s  f o r  v i r t u a l l y  a l l  

c o n c e r n e d .

FUNCTIONS OF FOREIGN A ID : I t  i s  d i f f i c u l t ,  i f  n o t  a r t i f i c i a l l y  

s e m a n t i c  t o  d i f f e r e n t i a t e  b e t w e e n  t h e  n e e d ,  j u s t i f i c a t i o n  f o r ,  

p u r p o s e  a n d  o b j e c t i v e  o f ,  f o r e i g n  a s s i s t a n c e  e s p e c i a l l y  f r o m  

t h e  p o s i t i o n  o f  t h e  r e c i p i e n t  c o u n t r i e s .  H o w ev e r ,  s u c h  a n  

a t t e m p t  i s  made i n  t h i s  s t u d y ,  p e r h a p s  l e s s  c o n v i n c i n g l y  

t h a n  i t  m i g h t  be  h o p e d  f o r .  The i n t e r r e l a t i o n s h i p  b e t w e e n  

t h e s e  w o rd s  an d  p h r a s e s  m u s t  n e v e r t h e l e s s  be  u n d e r s c o r e d .

F o r  d e v e l o p i n g  c o u n t r i e s ,  two m a j o r  f u n c t i o n s  o f  a i d  a r e
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d i s c e r n a b l e ,  d e p e n d i n g  on t h e  s t a g e  a n  i n d i v i d u a l  c o u n t r y

h a s  r e a c h e d  on  t h e  d r i v e  t o w a r d s  s e l f - s u s t a i n i n g  e c o n o m i c

and  s o c i a l  d e v e l o p m e n t .  F o r  t h o s e  c o u n t r i e s  on p r e  " t a k e -  
11o f f "  S t a g e ,  t h e  u l t i m a t e  f u n c t i o n  o f  a i d  i s  t o  a s s i s t  i n  

t h e  s u c c e s s f u l  i m p l e m e n t a t i o n  o f  p u b l i c  a n d  p r i v a t e  m e a s u r e s  

w h i c h  w i l l  m o b i l i z e  and  r e a l l o c a t e  t h e i r  human and  m a t e r i a l  

r e s o u r c e s  f o r  maximum u t i l i z a t i o n .  I n  t h e  p r o c e s s  o f  s u c h  

e c o n o m i c  an d  s o c i a l  t r a n s f o r m a t i o n ,  t e m p o r a r y  s h o r t a g e s ,
■)

b o t t l e n e c k s  a n d  i n e f f i c i e n c y  become i n e v i t a b l e ,  n e c e s s i t a t i n g  ^

t h e r e f o r e  t h e  i n f l o w  o f  human a n d  c a p i t a l  r e s o u r c e s  f r o m

a b r o a d .  Thus  t h e  f i l l i n g  o f  s k i l l ,  s a v i n g s  an d  e x c h a n g e  g a p s

b e c o m e s  n o t  an d  en d  i n  i t s e l f ,  b u t  t h e  mean t o  a c h i e v i n g
1 2n a t i o n a l  t r a n s f o r m a t i o n .  T h i s  a p p r o a c h  t h e r e f o r e  d o e s  n o t

r e g a r d  f o r e i g n  a s s i s t a n c e  a s  f u n d a m e n t a l l y  a n  a g g r e g a t e

s u p p l e m e n t  t o  D o m e s t i c  r e s o u r c e s  b u t  r a t h e r  a s  a  c a t a l y t i c  
1 3f a c t o r .  I t  i s  t h u s  f a r  more  i m p o r t a n t ,  t h a n  j u s t  r e m o v i n g  

t h e  f o r e i g n  -  e x c h a n g e  a n d  s a v i n g s  c o n s t r a i n t s  t o  g r o w t h .

I t  i s  f o r  t h i s  t y p e  o f  f u n c t i o n  t h a t  c o n c e s s i o n a r y  a i d  i s  

n e e d e d ,  i f  n o t  b e c a u s e  o f  t h e  l o n g  p r o c e s s  o f  t r a n s f o r m a t i o n ,  

p e r h a p s  t o  h e l p  i n  a t t r a c t i n g  p r i v a t e  a n d  p u b l i c  n o n 

c o n c e s s i o n a r y  e x t e r n a l  c a p i t a l  f o r  a c h i e v i n g  t h e  same 

u l t i m a t e  g o a l s .

11 .  T h a t  i s ,  e i t h e r  t h e  f i r s t  o r  s e c o n d  h i s t o r i c a l  s t a g e  
o f  R o s t o w i a n  f i v e  s t a g e s ;

12 .  N a t i o n a l  t r a n s f o r m a t i o n  e n c o m p a s s e s  more  t h a n  s o c i o 
c u l t u r a l  m o d e r n i z a t i o n  a n d  e c o n o m i c  c h a n g e s .  The l a t t e r  
i n c l u d e  n o t  o n l y  r e s t r u c t u r i n g  t h e  u s e  made o f  human 
a n d  m a t e r i a l  r e s o u r c e s  b u t  a l s o  o f  in co m e  g e n e r a t e d  i n  
t h e  eco n o m y .

13 .  T h a t  s u c h  a  f u n c t i o n  e x i s t s  i s  b a s e d  on my a s s u m p t i o n  t h a t
m o s t  o f  t h e  d e v e l o p i n g  c o u n t r i e s  a r e  e c o n o m i c a l l y  
p o t e n t i a l l y  c a p a b l e  o f  s u s t a i n e d  d e v e l o p m e n t  p r o c e s s
w i t h  some p o s i t i v e  p e r  c e p i t a  g r o w t h  r a t e ,  on  t h e  b a s i s  
o f  t h e i r  ovm r e s o u r c e s .
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The s e c o n d  f u n c t i o n  o f  a i d  a p p l i e s  t o . ^ c o u n t r y  t h a t  h a s  

a l r e a d y  " t a k e n - o f f " b u t  l a c k  r e s o u r c e s  f o r  a  h i g h  g r o w t h  

r a t e .  Hence  t h e  e m p lo y m e n t  o f  e x t e r n a l  c a p i t a l  f o r  s u p p l e 

m e n t a r y  p u r p o s e s  i n  o r d e r  t o  a c h i e v e  a  h i g h e r  l e v e l  o f  

i n v e s t m e n t  a n d  g r o w t h  r a t e  o f  o u t p u t . S u c h  s u p p l e m e n t a r y  

f l o w s  n e e d  n o t  e n t i r e l y  be on c o n c e s s i o n a r y  t e r m s ,  b u t  c o u l d  

i n c l u d e  a  l a r g e  s e g m e n t  o f  p r i v a t e  a n d  m u l t i l a t e r a l  a g e n c i e s '  

l e n d i n g .  T h i s  s e c o n d  f u n c t i o n  o f  a s s i s t a n c e  i s  l o g i c a l l y  

d i s t i n c t  f r o m  t h e  f i r s t .  S u c h  s u p p l e m e n t a r y  i n f l o w s  a r e  n o t  

p r i m a r i l y  f o r  t h e  p u r p o s e  o f  f a c i l i t a t i n g  a  b a s i c  t r a n s 

f o r m a t i o n  o f  an  economy n o t  m a k i n g  r e a s o n a b l y  p r o d u c t i v e  

u s e  o f  i t s  r e s o u r c e s ,  b u t  r a t h e r  t o  r e i n f o r c e  a n d  q u i c k e n  

t h e  p a c e  o f  g r o w t h  a l r e a d y  s e t  i n  m o t i o n .  I f  h o w e v e r  a  

" t a k e  o f f "  c o u l d  be  a c h i e v e d  b e f o r e  t h e  r e q u i r e d  l e v e l  o f  

t r a n s f o r m a t i o n  h a s  b e e n  c o m p l e t e l y  r e a c h e d ,  t h e n  i t  i s  

c o n c e p t u a l l y  p o s s i b l e  f o r  t h e  two p r o c e s s e s  t o  go on 

s i m u l t a n e o u s l y ,  p e r h a p s  r e i n f o r c i n g  e a c h  o t h e r .  B u t  f o r  t h e  

p u r p o s e  o f  a i d  p o l i c y  an d  a l l o c a t i o n  s t r a t e g y  i t  i s  d e s i r a b l e  

t h a t  t h e y  s h o u l d  be  k e p t  a p a r t .  Thus  f o r  a  d e v e l o p i n g  

c o u n t r y  t h a t  i s  i n  t h e  p r o c e s s  o f  t r a n s f o r m i n g  i t s  e c o n o m i c  

s t r u c t u r e ,  t h e  p r i m a r y  e m p h a s i s  s h o u l d  be  on  t h e  f i r s t  

f u n c t i o n ;  f o r  t h o s e  t h a t  h a v e  a l r e a d y  "T a k en  o f f " ,  t h e  

s e c o n d .  F o r  t h e  f i r s t  f u n c t i o n  t o  be  s u c c e s s f u l l y  e x e c u t e d ,  

t h e r e  m u s t  be  a  c o m p a r a b l e  a l t e r a t i o n  w i t h i n  t h e  i n d u s t r i a l  

c o u n t r i e s  i n  t h e  s t r u c t u r e  o f  r e s o u r c e  u s a g e s ,  away f r o m  

t e c h n o l o g i c a l l y  s i m p l e  a n d  l a b o u r - i n t e n s i v e  i n d u s t r i e s  w hose  

o t t t p u t  w o u ld  e v e n t u a l l y  be  c a t e r e d  f o r  by i m p o r t  f r o m  t h e  

D e v e l o p i n g  c o u n t r i e s .

I f  we a c c e p t  t h e s e  p r o p o s i t i o n s :  ( 1 ) t h a t  t h e  m a in  

e c o n o m i c  o b j e c t i v e  o f  t h e  l e n d i n g  d o n o r  c o u n t r i e s  -  i n c l u d i n g

1 4 .  A l s o  s e e  b e l o w  A p p e n d i x  I I  d e a l i n g  w i t h  d e f i n i t i o n  an d  
c l a r i f i c a t i o n  o f  s t r u c t u r a l  t r a n s f o r m a t i o n .
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b o t h  t h e  m a r k e t  e c o n o m i e s  o f  O . E . C . D .  a n d  t h e  C e n t r a l l y

P l a n n e d  S o c i a l i s t s  e c o n o m i e s  -  i s  t h e  e c o n o m i c  d e v e l o p m e n t

o f  t h e  s o - c a l l e d  " T h i r d  W o r ld " ;  ( 2 )  t h a t  t h e  p r e s e n t

m e c h a n i s m  o f  a i d i n g  has.^^not b e e n C s o  f a r ^ s u c c e s s f u l  i n

a c h i e v i n g  a  r e a s o n a b l e  p r o g r e s s  t o w a r d s  t h a t  o b j e c t i v e  a n d

i n d e e d  may be  a  " s t o p - g a p "  s e c o n d  b e s t  d e v i c e ;  ( 3 ) t h a t

t h e  D o n o r s  h a v e  b e e n  r e l u c t a n t  t o  f a c e  a d e q u a t e l y  t h e  f u l l

i m p l i c a t i o n s  f o r  them o f  e c o n o m ic  d e v e l o p m e n t  i n  t h e  " T h i r d

W o r l d " ,  t h e n  t h e  f u n c t i o n  o f  a i d  f r o m  t h e i r  p o i n t  o f  v i e w

m u s t  be  t o  i n f l u e n c e  t h e  d e v e l o p m e n t  p o l i c i e s  a n d  s t r a t e g i e s

o f  t h e  r e c i p i e n t  c o u n t r i e s ,  i n  s u c h  a  way t h a t  t h e  e m e r g i n g

p a t t e r n  o f  d e v e l o p m e n t  a n d  p r o g r e s s  i n  LDG' s m u s t  be

c o n s i s t e n t  w i t h  t h e i r  c u r r e n t  v i e w s  o f  i n t e r n a t i o n a l  e c o n o m i c

o r g a n i s a t i o n ,  c o - o p e r a t i o n  an d  i n d e e d  o f  t h e i r  b a s i c  e c o n o m i c

p h i l o s o p h i e s .  The p r i n c i p l e  o f  l e v e r a g e  p e r  s e  , i s  n o t

d e n i e d  by  t h e  d e v e l o p i n g  c o u n t r i e s ;  a f t e r  a l l ,  t h e  e x i s t e n c e
1 5o f  a l t e r n a t i v e  q u a n t i t a t i v e  c o u n t r y  m o d e l s  w h i c h  c a n  b e > 

a n d  a r e  u s e d  t o  q u e s t i o n  t h e  b a s i c  a s s u m p t i o n  o f  n a t i o n a l  

P l a n s ,  e v a l u a t e  t h e  p a r a m e t e r s  u s e d  i n  t h e  P l a n  m o d e l s ,  c h e c k  

t h e  o v e r a l l  r e a l i s m  o f  t h e  P l a n  a n d  by  i m p l i c a t i o n  t o  s u g g e s t  

t h e  n e e d  f o r  i m p r o v e d  p e r f o r m a n c e , ^ ^  o r  t o  c a u t i o n  e x a g g 

e r a t e d  o p t i m i s m ,  i s  by a l l  a c c o u n t s  a  h e a l t h y  t h i n g .  How

e v e r  t h e  b a s i c  d a n g e r  i n  l e v e r a g e  l i e s  i n  t h e  p o t e n t i a l  

c o n f l i c t  t h a t  may a r i s e  b e t w e e n  t h e  D o n o r  a n d  r e c i p i e n t

15 .  T h a t  i s ,  t h o s e  b u i l t  by  o f f i c i a l  f o r e i g n  a i d  a g e n c i e s  
l i k e  U . S .  ( a i d ) a n d  t h e  m u l t i l a t e r a l  a g e n c i e s  l i k e  
t h e  IBRD a n d  PAO. C /P  PAO’ s one  f o r  N i g e r i a  i n  a  
p u b l i c a t i o n  e n t i t l e d  " A g r i c u l t u r a l  D e v e l o p m e n t  i n  N i g e r i a  
1 9 6 5 - 8 0 " Rome, 1 966 .

16 .  P o r  e x a m p l e ,  i n  t h e  t a r g e t  r a t e  o f  g r o w t h  o f  e x p o r t s  
o r  t h e  p r o p o r t i o n  o f  f i s c a l  r e v e n u e  t o  G-NP.



Page  83

c o u n t r i e s  a s  t o  how a  p a r t i c u l a r  e c o n o m i c  p r o b l e m  o r  c r i s i s

m i g h t  be  r e s o l v e d ,  o r  on  t h e  q u e s t i o n  o f  t h e  g e n e r a l  s t r a t e g y
17f o r  maximum g r o w t h  a n d  d e v e l o p m e n t .  '' O f f i c i a l  a g r e e m e n t s  

on  i s s u e s  s u c h  a s  t h e s e ,  n e e d  n o t  n e c e s s a r i l y  be  i n  t h e  

b e s t  i n t e r e s t  o f  t h e  m a s s e s  i n  a  d e v e l o p i n g  c o u n t r y .  I t  

may m e r e l y  l e a d  t o  t h e  e n t r e n c h m e n t  o f  t h e  r u l i n g  e l i t e .  

F o r e i g n  a i d  a d v i s o r y  m i s s i o n s  may g e n u i n e l y  s u p p o r t  a  p o l i c y  

p r e s c r i p t i o n ,  l i k e  a  r e d i s t r i b u t i o n  o f  i n c o m e  i n  f a v o u r  o f  

p r o f i t  e a r n e r s  i n  t h e  m ode rn  s e c t o r ,  w h i c h  may h a v e  a n  

a d v e r s e  s o c i a l  w e l f a r e  i m p a c t ,  w h i l e  n o t  s u c c e s s f u l l y  

a c h i e v i n g  t h e  e x p e c t e d  r e s u l t  o f  g r e a t e r  s a v i n g s  a n d  i n v e s t 

m e n t .  "To a  h o s t  G o v e r n m e n t " ,  a  f o r m e r  a i d  a d v i s e r  i n  

P a k i s t a n  i n t i m a t e d ,  " t h e  p o l i t i c a l  v a l u e  i n  t h e  i n t e r n a t i o n a l  

a r e n a  o f  h a v i n g  h i g h l y  q u a l i f i e d ,  s u p p o s e d l y  o b j e c t i v e  o u t 

s i d e r s  p r o v i d i n g  a  s o p h i s t i c a t e d ,  i n t e l l e c t u a l l y  r e s p e c t i b l e  

a n d  ’ i n d e p e n d e n t '  d e f e n c e  o f  i t s  p o l i c i e s  an d  a c h i e v e m e n t s  

i s  e n o r m o u s " .  He g o e s  o n ,  " I n  P a k i s t a n ,  a s  i n  many o t h e r  

c o u n t r i e s ,  i t  i s  d i f f i c u l t  t o  a v o i d  t h e  c o n c l u s i o n  t h a t  

f o r e i g n  ( a d v i s o r y )  e s t a b l i s h m e n t  h a s  u n d e r w r i t t e n  a n d  

c o n t r i b u t e d  t o  a  s o c i o - e c o n o m i c  s y s t e m  an d  a  d e v e l o p m e n t  

s t r a t e g y  w h i c h  h a s  p r o d u c e d  a  m o n o p o l i s t i c  e c o n o m i c  s t r u c t u r e  

w h i c h  i s  n e i t h e r  e f f i c i e n t ,  d y n a m ic  n o r  e q u i t a b l e .  F o r e i g n

a i d  a n d  a d v i c e ..................  h a s  e n c o u r a g e d  a n d  e n a b l e d  a  s m a l l

c l a s s  o f  w e a l t h y  m o n o p o l i s t s  t o  e x t e n d  t h e i r  c o n t r o l  o v e r  

t h e  eco n o m y ,  t h e  G o v e rn m e n t  a n d  t h e  s o c i e t y ,  an d  h a s  a l s o

p r o v i d e d  an  i n t e l l e c t u a l l y  r e s p e c t a b l e  a r g u m e n t  t o  j u s t i f y
1 A

t h i s  p a t t e r n  t o  t h e  r e s t  o f  t h e  w o r l d . "

17 .  F o r  e x a m p l e ,  t h e  c o n t r o v e r s i e s  o v e r  c a p i t a l i s t  o r  
s o c i a l i s t  a l t e r n a t i v e  3X)ads t o  d e v e l o p m e n t ,  o v e r  i n d u s t 
r i a l i z a t i o n ,  o r  o v e r  " p r o d u c t i v e "  o r  " s o c i a l - i m p a c t "  
p r o j e c t s .

18 .  T im o th y  an d  L e s l i e  N u l t y : -  ’’"lAdiat i s  t h e  p r o b l e m  w i t h  
F o r e i g n  A d v i s o r s "  i n  B u l l e t i n  o f  I n s t i t u t e  o f  D e v e l o p m e n t
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19T e r e s a  H a y t e r ' s  c r i t i c a l  s t u d y  o f  t h e  i n f l u e n c e

w h i c h  a g e n c i e s  l i k e  t h e  U n i t e d  S t a t e s  AID, t h e  W orld  Bank

a n d  t h e  IMP e x e r t  on t h e  g e n e r a l  e c o n o m i c  p o l i c i e s  o f

d e v e l o p i n g  L a t i n  A m e r i c a n  c o u n t r i e s  came t o  t h e  c o n c l u s i o n

t h a t  w h i l e ,  a s  a  m a t t e r  o f  t h e  h i g h e s t  p r i o r i t y ,  i n s i s t e n c e

on f i n a n c i a l  an d  m o n e t a r y  s t a b i l i t y  h a s  n o t  c u r e d  t h e

i n f l a t i o n a r y  p r e s s u r e s  p r e v a l e n t  i n  t h e s e  e c o n o m i e s ,  t h e

r i g o r o u s  a p p l i c a t i o n  o f  o r t h o d o x  ( " W e s t e r n " )  r e m e d i a l

m e a s u r e s  h a v e  h a d  d e p r e s s i v e  e f f e c t s  on s u c h  f a c t o r s  a s

g r o w t h ,  p r o d u c t i o n ,  e m p lo y m e n t ,  in c o m e  r e d i s t r i b u t i o n  and

s o c i a l  w e l f a r e  e x p e n d i t u r e s .  The l e v e r a g e  f u n c t i o n  o f

e x t e r n a l  a s s i s t a n c e  h a s  m e a n t  t h e  e n t r e n c h m e n t  o f  t h e  p r e s e n t

s y s t e m s  o f  e co n o m ic  and  s o c i a l  o r g a n i z a t i o n s  i n  L a t i n  A m e r i c a ,

w i t h  m i l i t a r y  r e g i m e s  an d  i n t e r n a t i o n a l  a g e n c i e s  " p u r s u i n g

p o l i c i e s  w h i c h  d i s t r a c t  a t t e n t i o n  f r o m ,  a n d  f r e q u e n t l y

c o n f l i c t  w i t h  a c t i o n  t o  im p r o v e  t h e  c o n d i t i o n s  o f  l i f e  o f
20t h e  m a j o r i t y  o f  L a t i n  A m e r i c a n s . "  I t  h a s  p r e v e n t e d  a n y

p 1
s e r i o u s  e x p e r i m e n t  w i t h  t h e  " S t r u c t u r a l i s t "  a l t e r n a t i v e .

OBJECTIVES OP ASSISTANCE. F o r e i g n  a s s i s t a n c e  s u p p o r t ,  a t ^  

a n y  p e r i o d  i s  t h e  p r o d u c t  o f  a  v a r i e t y  o f  c o m p l e x  and  

i n t e r e s t i n g  m o t i v e s  a n d  o b j e c t i v e s  o f  b o t h  D o n o r  and  r e c i p i e n t

1 8 .  c o n t ' d . . . .  S t u d i e s .  U n i v e r s i t y  o f  S u s s e x .  V o l .  3 N o . 2
J a n .  1971 .

1 9 .  T. H a y t e r : -  A id  a s  I m p e r i a l i s m ,  op c i t

2 0 .  I b i d  P ag e  155

2 1 .  F o r  a n  e x p l a n a t i o n  o f  t h e  " S t r u c t u r a l i s t "  t h e s i s  i n -
c o n t r a s t  t o  t h e  " m o n e t a r i s t "  s t a n c e  o f  t h e  a g e n c i e s ,  
s e e  i b i d  P age  4 2 - 4 3  f o o t n o t e .
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c o u n t r i e s .  M os t  d e v e l o p i n g  c o u n t r i e s '  e c o n o m i c  m o t i v a t i o n

a p p e a r s  c l e a r - c u t  an d  p r e c i s e ;  t h e  o b j e c t i v e  i s  t o  be

a s s i s t e d  i n  a c h i e v i n g  e c o n o m ic  g r o w t h  on a  s u s t a i n a b l e

b a s i s .  P o r  t h e  more  " r a d i c a l "  a n d  " p r o g r e s s i v e "  g o v e r n m e n t s ,

h o w e v e r ,  t h e i r  p o l i c y  o b j e c t i v e s  go b e y o n d  t h e  r e a l m  o f

s t r a i g h t  f o r w a r d  g r o w t h .  They n e e d  e x t e r n a l  s u p p o r t  i n

c h a n g i n g  t h e i r  e co n o m ic  s t r u c t u r e  by m ean s  o f  a  v a r i e t y

o f  o f t e n  u n p o p u l a r  p o l i c y  i n s t r u m e n t s  so  a s  t o  e n a b l e  them

t o  a c h i e v e  s i g n i f i c a n t  e c o n o m ic  a n d  s o c i a l  p r o g r e s s  a s

w e l l .  P o r  th e m  i t  i s  n o t  e n o u g h  t o  a r g u e  t h a t  g r o w t h  o f

t h e  r e a l  p r o d u c t  i s  n e c e s s a r y  f o r  t h e  a c h i e v e m e n t  o f  b e t t e r

w e a l t h  d i s t r i b u t i o n ,  an d  e x p a n d e d  s o c i a l  s e r v i c e s  a n d  a

c l o s e l y  l i n k e d  u r b a n  a n d  r u r a l  c o m m u n i t i e s ,  t h e  g r o w t h  o f

n a t i o n a l  o u t p u t  m u s t  be  c o n d i t i o n e d  t o w a r d s  t h e  a c h i e v e m e n t s

o f  t h e s e  o b j e c t i v e s  o f  a  b r o a d l y  b a s e d  e c o n o m i c  a n d  s o c i a l  
22d e v e l o p m e n t .  The d o n o r ' s  s y m p a t h y  w i t h  t h e  d e v e l o p i n g  

c o u n t r i e s  o b j e c t i v e s  i s  n o t  t h e  o n l y ,  n o r  t h e  m a in  

r a t i o n a l e  f o r  t h e i r  com m itm en t  t o  f o r e i g n  a i d .  P o r  t h e m ,  

t h e  d e s i r e  t o  a s s i s t  i n  r a i s i n g  t h e  l i v i n g  s t a n d a r d s  o f  t h e  

LDC's  i s  o n l y  one  f a c t o r  i n  a n  a i d  p o l i c y  a n d  p rog ram m e t h a t  

i s  d e s i g n e d  t o  s a t i s f y  n o t  o n l y  o t h e r  e c o n o m i c  an d  c o m m e r c i a l  

s e l f - i n t e r e s t ,  a l s o  i d e o l o g i c a l ,  s t r a t e g i c ,  d i p l o m a t i c ,  

c u l t u r a l  a n d  p o l i t i c a l  o b j e c t i v e s .  P r o f e s s o r  H .B.  C k e n e r y ,

2 2 .  Some r e g i m e s  i n  d e v e l o p i n g  c o u n t r i e s  o f t e n  s e e  f o r e i g n  
a i d  a s  more  t h a n  j u s t  a n  e c o n o m i c  s u p p o r t ,  b u t  a  s e a l  
o f  p o l i t i c a l ,  m i l i t a r y  a n d  m o r a l  a p p r o v a l  by  t h e  d o n o r  
c o u n t r i e s .  C /P  N u l t y ' s  q u o t a t i o n  a b o v e .

2 3 .  H .B .  C h e n e r y : -  " O b j e c t i v e s  a n d  C r i t e r i a  o f  F o r e i g n  
A s s i s t a n c e "  i n  G. R a n i s  ( e d ) .  The U n i t e d  S t a t e s  a n d  
t h e  D ev e l o p i n g  E c o n o m i e s . P a g e  81
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who a t  one  t i m e  s e r v e d  a s  a n  o f f i c i a l  o f  ( U . S . )  AID h a s  

s t a t e d  t h a t  " t h e  m a in  o b j e c t i v e  o f  f o r e i g n  a s s i s t a n c e  a s  

o f  many o t h e r  t o o l s  o f  f o r e i g n  p o l i c y ,  i s  t o  p r o d u c e  t h e  

k i n d  o f  p o l i t i c a l  a n d  e co n o m ic  e n v i r o n m e n t  i n  t h e  w o r l d  i n  

w h i c h  t h e  U n i t e d  S t a t e s  c a n  b e s t  p u r s u e  i t s  own s o c i a l  

g o a l s  I'

" R e a l p o l i t i k "  i s  e v i d e n t  t o o  i n  S o v i e t  a i d ,  f o r  e x a m p l e  

t o  I n d i a .  P . J .  E l d r i d g e  h a s  a r g u e d  t h a t  " a l t h o u g h  t h e  S o v i e t  

U n io n  h a s  seem ed  g e n e r a l l y  c o n t e n t  t o  e x p l a i n  i t s  a i d  i n  

i d e o l o g i c a l  o r  a t  l e a s t  a n t i - W e s t e r n  p o l e m i c a l  t e r m s ,  on  

c l o s e r  e x a m i n a t i o n ,  i t s  o b j e c t i v e f p r o v e  t o  h a v e  b e e n  

i n f l u e n c e d  f a r  more  by d i p l o m a t i c  t h a n  i d e o l o g i c a l  c o n s i d e r 

a t i o n s .............  H e r  b a s i c  d i p l o m a t i c  o b j e c t i v e  w ou ld  a p p e a r

t o  be  t h e  m i t i g a t i o n  o f  W e s t e r n  i n f l u e n c e  i n  I n d i a ,  e s p e c i a l l y  

i n  t h e  s p h e r e  o f  f o r e i g n  p o l i c y .  I n  t h i s  s h e  h a s  b e e n  

g e n e r a l l y  s u c c e s s f u l . P a t e r n a l i s m ,  s o c i o - c u l t u r a l  

a f f i n i t y  a n d  t h e  m a i n t e n a n c e  o f  h i s t o r i c a l  t i e s  an d  s p h e r e s  

o f  i n f l u e n c e  i n  t h e i r  f o r m e r  c o l o n i e s ,  d e t e r m i n e  t h e  f o r e i g n

a i d  p o l i c y  a n d  a l l o c a t i v e  c r i t e r i a  o f  B r i t a i n ,  P r a n c e ,
25B e l g iu m  a n d  o t h e r  i m p e r i a l  p o w e r s .

2 4 .  P . J .  E l r i d g e : -  The P o l i t i c s  o f  F o r e i g n  A id  i n  I n d i a
L o n d o n ,  19 6 9 .  P ag e  175 .

2 5 .  N o te  t h e  h i s t o r i c a l  d e v e l o p m e n t  o f  f o r e i g n  a i d  i n  t h e
U n i t e d  S t a t e s .  The p o s t - w a r  M a r s h a l  A id  f o r  E u r o p e a n
r e c o n s t r u c t i o n s  was f o l l o w e d  i n  t h e  1 9 5 0 ' s  by  f o r e i g n
a i d ,  w h i c h  by  m eans  o f  t h e  M u t u a l  S e c u r i t y  A c t  ( 1 9 5 3 )  
was j u s t i f i e d  p r i m a r i l y  a s  a  n a t i o n a l  s e c u r i t y  m e a s u r e  
n e e d e d  t o  s t r e n g t h e n  a l l i e s  a n d  t o  b u i l d  u p  LDC's
so  t h a t  t h e y  c o u l d  be  l e s s  v u l n e r a b l e  t o  " c o m m u n i s t  
i n v a s i o n  o r  t a k e o v e r " .  I n  t h e  1 9 6 0 ' s ,  e c o n o m i c  g r o w t h  
b e g a n  t o  be  g i v e n  h i g h e r ,  b u t  by no  m eans  o v e r r i d i n g  
p r i o r i t y .  The b a s i c  f r a m e w o r k  f o r  f o r e i g n  a i d  s i n c e ,  
h a s  b e e n  t h e  " F o r e i g n  A s s i s t a n c e  A c t .  o f  1 9 6 1 " .
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The m o s t  u n f o r t u n a t e  a s p e c t  o f  f o r e i g n  a i d  p o l i c i e s  i s  t h a t  

t h e  d o n o r s  o b j e c t i v e s  u n d e r l y i n g  them  h a v e  l e d  t o  t h e  e x i s t 

e n c e  o f  a  p rogram m e and  m a c h i n e r y  t h a t  w e r e  d e s i g n e d  f o r  t h e  

p o l i t i c a l  a d v a n t a g e s  an d  i n d i r e c t  e c o n o m i c  b e n e f i t s  o f  t h e  

d o n o r s  t h a n  f o r  t h e  s o c i a l  a n d  e c o n o m i c  d e v e l o p m e n t  o f  t h e  

r e c i p i e n t s . The c r y  f o r  m u l t i l a t e r a l i z a t i o n  a n d  o t h e r  

r e f o r m s  o f  a i d  m e ch a n ism  m u s t  be  s e e n  p a r t l y  a s  a  c a l l  f o r  

d e p o l i t i c i s a t i o n  o f  b i l a t e r a l  a i d  p o l i c y .  P o r  no  e c o n o m i c  

r a t i o n a l i t y  c a n  be  p o s t u l a t e d  t o  j u s t i f y  a  B r i t i s h  p o l i c y  

t h a t  g i v e s  more  a i d  t o  T u r k e y  t h a n  a l l  n o n - c o m m o n w e a l t h  

A f r i c a .  I t  i s  i r o n i c a l  t h a t  w h i l e  d o n o r ' s  n a t i o n a l  

b i l a t e r a l  d i s t r i b u t i o n  o f  a s s i s t a n c e  t h r o u g h o u t  t h e  d e v e l o p i n g  

w o r l d  shows m i n i m a l  e co n o m ic  i n f l u e n c e ,  i t  i s  u s u a l l y  f o r  

e c o n o m i c  d e v e l o p m e n t a l  e f f o r t s  t h a t  t h e  g r e a t e r  p a r t  o f  s u c h
po

i n f l o w s  i n t o  t h e  d e v e l o p i n g  c o u n t r i e s  a r e  e a r m a r k e d .  T h e re  

e x i s t s  a  w i d e s p r e a d  b e l i e f  among " d e v e l o p m e n t "  e c o n o m i s t s  

t h a t  a i d  a s  a  d i r e c t  i n s t r u m e n t  o f  d o n o r ' s  f o r e i g n  p o l i c y  

i s  i n e f f i c i e n t ,  i f  n o t  i n e v i t a b l y  s e l f - d e f e a t i n g .  I f  a i d  

u s e d  p r e s e n t l y  t o  s e r v e  t h e  d o n o r s '  s h o r t - t e r m  c o m m e r c i a l ,  

p o l i t i c a l  a n d  m i l i t a r y  -  s t r a t e g i c  i n t e r e s t s  w e re  d e s i g n e d  

s t r i c t l y  t o  d e v e l o p  t h e  r e c i p i e n t s '  e co n o m y ,  t h e  g r e a t e r  i s  

t h e  p o s s i b i l i t y  t h a t  s u c h  a  s u c c e s s f u l  a i d  p rogram m e w i l l
pq

s e r v e  i n  a  much b e t t e r  way t h e  d o n o r s  L o n g - t e r m  o b j e c t i v e s .

2 6 .  A m ovem ent  i n  t h e  w ro n g  d i r e c t i o n  f o r  B r i t i s h  f o r e i g n  
a i d  p o l i c y  i s  t h e  a b o l i t i o n  i n  w i n t e r  1 9 7 0 / 7 1  o f  t h e  
M i n i s t r y  o f  O v e r s e a s  D e v e l o p m e n t  a n d  t h e  t r a n s f e r  o f  
o v e r s e a s  a i d  t o  t h e  F o r e i g n  a n d  Commonweal th  O f f i c e .

2 8 .  See  t h e  p r o p o r t i o n  o f  " O f f i c i a l  D e v e l o p m e n t  A s s i s t a n c e "  
i n  t o t a l  o f f i c i a l  f l o w s  i n  T a b l e  5 .

2 9 .  C /F  R. R o b i n s o n  ( e d ) : -  I n t e r n a t i o n a l  C o - o p e r a t i o n  i n  
A i d .  op c i t .
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AN INSIGHT INTO THE STATISTICS OF FOREIGN A ID : VOLUME, TREND, 

STRUCTURE, TERMS, SOURCES AND ALLOCATION.

A d e t a i l e d  s t u d y  o f  t h e  s t a t i s t i c s  o f  f o r e i g n  a i d  i s  

a v a i l a b l e  i n  t h e  a n n u a l  r e v i e w s  o f  DAC/OECD.^^ I  s h a l l  o n l y  

be  c o n c e r n e d  h e r e  w i t h  a  g e n e r a l  a n a l y s i s  o f  t h e  " a i d  s c e n e "  

a s  i s  l i k e l y  t o  e x i s t  i n  t h e  S e c o n d  U n i t e d  N a t i o n s  D e v e l o p 

m e n t  D e c a d e .  Any j u d g e m e n t  c o n c e r n i n g  t h e  p e r f o r m a n c e  r e c o r d  

o f  t h e  d o n o r s  c a n  o n l y  be  made a g a i n s t  t h e  b a c k g r o u n d  o f  

w h a t  i n t e r n a t i o n a l  o p i n i o n  c o n s i d e r s  a s  t h e  a d e q u a t e  r e q u i r e 

m e n t s  f o r  t h e  6^  t a r g e t  g r o w t h  r a t e  o f  t h e  " T h i r d  W o r l d " .

The m o s t  w e l l - k n o w n  c r i t e r i o n  i s  t h e  "1^  o f  GNP" r u l e  f i r s t  

p u t  f o r w a r d  by UNCTAD I I  i n  New D e l h i  i n  1968 a n d  w h i c h  was 

r e a f f i r m e d  a t  t h e  t h i r d  c o n f e r e n c e  i n  S a n t i a g o  -  de  -  C h i l e  

i n  May, 19 7 2 .  Y e t  i t  was  t h e  i n a d e q u a c y  o f  t h e  f l o w s  o f  t h e  

l a s t  d e c a d e  i n  r e l a t i o n  t o  t h e  p r e v i o u s  t a r g e t  .and  t h e  n e e d  

o f  t h e  d e v e l o p i n g  c o u n t r i e s  w h i c h  h a s  p r o m p t e d  t h e  P e a r s o n  

C o m m is s io n  t o  u r g e  f o r  a n  a c c e l e r a t e d  i n c r e a s e  d u r i n g  t h e  

" s e c o n d  d e v e l o p m e n t  d e c a d e " .  T h e i r  r e c o m m e n d a t i o n  f o r  vo lum e  

i n c r e a s e  seem s  more  o p t i m i s t i c  a n d  t h e r e f o r e  l e s s  l i k e l y  t o  

be a c h i e v e d  t h a n  t h e  1^ o f  GNP' t a r g e t  b e f o r e  i t .  

" S p e c i f i c a l l y ,  o f f i c i a l  d e v e l o p m e n t  a s s i s t a n c e  s h o u l d  be  

r a i s e d  t o  0 . 7 0 ^  o f  d o n o r  GNP by  1 9 7 5 ,  a n d  i n  no  c a s e  l a t e r  

t h a n  1 9 8 0 .

3 0 .  DAC/OECD:- D e v e l o p m e n t  A s s i s t a n c e :  E f f o r t s  a n d  P o l i c i e s
o f  t h e  Members o f  t h e  D e v e l o p m e n t  A s s i s t a n c e  C o m m i t t e e .  
A n n u a l  R e v i e w s ,  op c i t .

3 1 .  See  U n i t e d  N a t i o n s : -  T o w ard s  A c c e l e r a t e d  D e v e l o p m e n t ;  
P r o p o s a l s  f o r  t h e  2nd Uni t e d  N a t i o n s '  D e v e l o p m e n t  Decade  
1 9 7 1 - 8 0 .  New Y ork  T 9 7 0 .

3 2 .  P e a r s o n  R e p o r t  op c i t  Page 18.
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T h i s  c o m p a r e s  w i t h  a n  a v e r a g e  f l o w  o f  0 .36%  i n  1 9 6 9 .  The

h i g h e s t  p r o p o r t i o n  a c h i e v e d  i n  t h e  ' 6 0 s  was 0 . 5 4 % i n  1 9 6 1 .

P r a n c e  a p a r t ,  n o n e  o f  t h e  m a j o r  d o n o r s '  f l o w s  came n e a r e r  

0 .50%  o f  t h e i r  GNP i n  t h e  l a s t  f i v e  y e a r s  ( 1 9 6 5 - 7 0 ) , t h o u g h  

t h e y  d i d  b e t t e r  i n  t e r m s  o f  t h e i r  t o t a l  n e t  o f f i c i a l  f l o w s  -

i n c l u d i n g  n o n - c o n c e s s i o n a r y  c r e d i t s  -  o r  i n  t e r m s  o f  n e t  f l o w

o f  r e s o u r c e s ,  i n c l u d i n g  p r i v a t e  c a p i t a l ,  r e a c h i n g  d e v e l o p i n g  

c o u n t r i e s .  H o w ev e r ,  i t  i s  t h e  s t a t i s t i c s  o f  o f f i c i a l  d e v e l o p 

m e n t  a s s i s t a n c e ,  w h i c h  m u s t  be  r e c o g n i s e d  a s  g i v i n g  a  f a i r  

p i c t u r e  o f  t h e  d e g r e e  o f  a i d i n g  on c o n c e s s i o n a r y  t e r m s  f o r  

e c o n o m ic  d e v e l o p m e n t .  I t  h a s  i t s  own d r a w b a c k  t o o ,  s i n c e  

d o n o r s  t e n d  t o  i n c l u d e  a l l  c o n c e s s i o n a r y  a s s i s t a n c e  u n d e r  

t h e  t i t l e  o f  " O f f i c i a l  D e v e l o p m e n t  A s s i s t a n c e " ,  e v e n  i f  s u c h  

a s s i s t a n c e  a r e  g l a r i n g l y  f o r  n o n - e c o n o m i c  p u r p o s e s .  F o r  

e x am p le  t h e  h a l f  a  b i l l i o n  d o l l a r s  w h i c h  t h e  U n i t e d  S t a t e s  

h a s  i n  r e c e n t  y e a r s  b e e n  d i s b u r s i n g  a n n u a l l y  i n  S o u t h - E a s t  

A s i a  i n c l u d i n g  S o u t h  V i e t n a m ,  h a s  a l w a y s  b e e n  i n c l u d e d  i n  

h e r  " o f f i c i a l  d e v e l o p m e n t  a s s i s t a n c e "  f i g u r e s .

The f l o w s  o f  o f f i c i a l  a i d  f r o m  DAG c o u n t r i e s  t o  LDCs 

i n  1 9 6 8  was no  h i g h e r  i n  r e a l  t e r m s  t h a n  i n  1 9 6 1  and  

s u b s t a n t i a l l y  l o w e r ,  a s  a  p e r c e n t a g e  o f  t h e  a g g r e g a t e  r e a l  

GNP o f  t h e  d o n o r  c o u n t r i e s .  I n  f a c t  t h e  s t a g n a t i o n  o f  t h e  

'60s  i s  l i k e l y  t o  be  f o l l o w e d  by a  d e c l i n e  i n  r e a l  t e r m s  o f  

v o lu m e  d i s b u r s e d  t o  LDCs a n d  t h e  m u l t i l a t e r a l  a g e n c i e s  i n  t h e  

e a r l y  s e v e n t i e s .  I n  r e a l  t e r m s ,  o f f i c i a l  f l o w s  i n  1969 f e l l

3 3 .  See  T a b l e  6 . O f f i c i a l  d e v e l o p m e n t  a s s i s t a n c e  a r e  f l o w s  
on c o n c e s s i o n a r y  t e r m s  w h i c h  a r e  p r i m a r y  i n t e n d e d  f o r  
e co n o m ic  a n d  s o c i a l  d e v e l o p m e n t  o f  LDCs.

3 4 .  See  T a b l e  14 .

//
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b e l o w  t h e  1968 f i g u r e s  a n d  a s  t h e  C h a i r m a n  o f  DAC/OECD
35w a r n s ,  f u r t h e r  c o n t r a c t i o n s  w e r e  i n  t h e  p i p e l i n e .  The 

f a l l  was due  m a i n l y  t o  t h e  r e d u c t i o n  i n  t h e  f l o w s  o f  t h e  

t h r e e  b i g  d o n o r s ,  n a m e l y  t h e  U n i t e d  S t a t e s ,  F r a n c e  a n d  t h e  

U n i t e d  Kingdom, b u t  more  e s p e c i a l l y  t o  o f f i c i a l  c u t s  by 

t h e  f i r s t  named c o u n t r y .  T o t a l  o f f i c i a l  f l o w s  a s  s h a r e  o f  

GNP f e l l  f ro m  0.43% i n  1968 t o  0 .39%  i n  1 9 6 9 .  I f  we i n c l u d e  

p r i v a t e  c a p i t a l  f l o w s  w h ic h  a s  we h a v e  s e e n ,  h a s  i n c r e a s e d  

s u b s t a n t i a l l y  i n  t h e  l a s t  two y e a r s ,  t o t a l  r e s o u r c e s  f l o w  

f r o m  DAC c o u n t r i e s  t o  LDCs a n d  t h e  m u l t i l a t e r i a l  a g e n c i e s  

f e l l  i n  GNP t e r m s  f r o m  0.79% i n  1968 t o  0 .72%  i n  1 9 6 9 .  How

e v e r ,  i f  we e x c l u d e  t h e  U . S .  t o t a l  o f f i c i a l  and  p r i v a t e  f l o w s  

f r o m  t h e  o v e r a l l  t o t a l ,  we f i n d  t h a t  f l o w s  f r o m  o t h e r  DAC 

members  a c t u a l l y  e x p a n d e d ,  f r o m  0 .92%  o f  GNP t o  0 .97%  i n  

1969 ( n o m i n a l  v a l u e ) .  T h i s  p e r f o r m a n c e  was w i t h i n  t h e  

s t r i k i n g  d i s t a n c e  o f  t h e  1% t a r g e t .  A l l  t h e  E . E . C .  c o u n t r i e s  

show f i g u r e s  a b o v e  1% o f  GNP i n  1 9 6 9 .  West Germany l e d  t h e  

r e s t  w i t h  a  1.3% f i g u r e .  The Germans  h a v e  s u b s t a n t i a l l y  

i n c r e a s e d  t h e i r  p r i v a t e  f l o w s ,  so t o o  h a v e  t h e  J a p a n e s e .  The 

d e c l i n e  o r  s t a g n a t i o n  i n  a i d  f r o m  t h e  m a j o r  d o n o r s  h a s  v a r 

i o u s l y  b e e n  a t t r i b u t e d  among o t h e r s ,  t o  b a l a n c e  o f  p a y m e n t s  

d i f f i c u l t i e s ,  d o m e s t i c  i n f l a t i o n ,  i n t e r n a t i o n a l  p r e s s u r e  on 

g o v e r n m e n t  r e s o u r c e s ,  m o u n t i n g  d e f e n c e  e x p e n d i t u r e s ,  i n t e r 

n a t i o n a l  f i n a n c e  c r i s i s  e s p e c i a l l y  t h e  l i q u i d i t y  p r o b l e m ,  and  

t o  n o n - e c o n o m i c  r e a s o n s  s u c h  a s  a i d  w e a r i n e s s ,  w i d e s p r e a d  

a p a t h y  an d  d i s i l l u s i o n m e n t ,  e s p e c i a l l y  i n  t h e  U n i t e d  S t a t e s  

o v e r  t h e  a i d  p e r f o r m a n c e s ,  a n d  s c e p t i c i s m  o v e r  t h e  c a p a b i l i t y  

o f  t h e s e  p ro g ram m es  t o  a c h i e v e  a n n o u n c e d  o b j e c t i v e s .  F u r t h e r

3 5 .  DAC/OECD:- A n n u a l  R e p o r t  f o r  1 9 6 9 .  P a r i s ,  J u l y  1 9 7 0 .
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m o r e ,  c o r r e c t i v e  m e a s u r e s  i n  t h e  e c o n o m i c  a n d  m o n e t a r y

f i e l d s  h a v e  h a d  s e r i o u s  f a l l - o u t  e f f e c t s  on d e v e l o p i n g

c o u n t r i e s .  I n  v i e w  o f  t h e  i n f l u e n c e  o f  c u r r e n t  e c o n o m i c

s i t u a t i o n s  on  r e s o u r c e  t r a n s f e r  f r o m  t h e  d e v e l o p e d

i n d u s t r i a l  d o n o r s ,  i t  i s  l i k e l y  t h a t / f u t u r e  f l o w  o f  b i l a t e r a l

r e s o u r c e s  t o  LDCs w i l l  be d e t e r m i n e d  t o  a  c o n s i d e r a b l e  e x t e n t ,

n o t  by  t h e  " r i c h n e s s "  o f  a  d o n o r ,  b u t  by t h e  g r o w t h  r a t e  an d

s t r e n g t h  o f  h e r  econom y .  The J a p a n e s e  p rog ram m e o f  a t t a i n i n g

a  t o t a l  f l o w  o f  1% o f  t h e i r  GNP by 1975 a n d  t h u s  become t h e

s e c o n d  l a r g e s t  e x p o r t e r  o f  c a p i t a l  r e s o u r c e s  t o  LDCs, i s

i l l u s t r a t i v e  o f  s u c h  a  t r e n d ? ^  THE AID GAP W i t h o u t  b e i n g

e m b r o i l e d  i n  t h e  q u e s t i o n  o f  how much e x t e r n a l  a s s i s t a n c e

i n d i v i d u a l  d e v e l o p i n g  c o u n t r i e s  r e a l l y  n e e d  i n  t h e  s h o r t - t e r m

t o  r e s t r u c t u r e  t h e i r  e c o n o m i e s  a n d /  o r  a c c e l e r a t e  t h e i r

g r o w t h  r a t e s ,  I  v e n t u r e  t o  make some g e n e r a l  o b s e r v a t i o n s

on  w h a t  m o s t  e c o n o m i s t s  s e e  a s  t h e  g a p  b e t w e e n  t h e  a i d  t h a t
36ai s  p r o v i d e d  a n d  t h e  a m o u n t  t h a t  o u g h t  t o  be  p r o v i d e d .

W ork ing  on  t h e  p r e m i s e  t h a t  a t  l e a s t  a  5% a n n u a l  g r o w t h  r a t e  

f o r  LDCs s h o u l d  be  a c h i e v e d  i f  t h e  minimum i m p r o v e m e n t  i n  t h e

3 6 .  C /E  B a r r y  R i d d e l l : -  The T im es  (L o n d o n )  A p r i l  2 9 ,  1971
"A id  f r o m  J a p a n  h a s  s o a r e d  i n  t h e  p a s t  d e c a d e .  By 1975 ,  
i t  w i l l  be  t h e  w o r l d  s e c o n d  l a r g e s t  d o n o r  -  d e v o t i n g  1 % 
o f  i t s  GNP t o  a i d .  Thus  t h e  o u t f l o w  w i l l  r u n  a t  a b o u t  
^ U . S .  4 b i l l i o n .  J a p a n  h a s  a l r e a d y  o v e r t a k e n  t h e  
v o lu m e  o f  B r i t a i n ' s  o v e r s e a s  a i d ,  a n d  by  1 9 7 5 ,  i t  w i l l  
e x c e e d  t h e  a n n u a l  o u t f l o w  o f  B r i t a i n  an d  F r a n c e  c o m b i n e d . "  
N o te  " a i d "  i n  t h i s  a r t i c l e  r e f e r s  t o  b o t h  o f f i c i a l  and  
p r i v a t e  c a p i t a l .  J a p a n e s e  e x p a n s i o n  i s  c e n t e r e d  m a i n l y  
i n  t h e  p r i v a t e  i n v e s t m e n t  a n d  c r e d i t s  f i e l d s  r a t h e r  t h a n  
i n  t h e  r e a l  o f f i c i a l  d e v e l o p m e n t  a s s i s t a n c e .  The 
J a p a n e s e  l i k e  t h e  Germans  p r o v i d e  f a r  t o o  l i t t l e  o f  
t h e i r  a i d  on  g e n e r o u s  t e r m s ,  t h o u g h  t h e r e  a r e  p l a n s  
i n  J a p a n  t o  i n c r e a s e  o f f i c i a l  c o m p o n e n t  o f  t o t a l  f l o w  
a n d  t o  a b o l i s h  t y i n g .

36 a . F o r  d e t a i l e d  t h e o r e t i c a l  e x p o s i t i o n  s e e  A p p e n d i x  V.
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s t a n d a r d  o f  l i v i n g  o f  t h e i r  c o m m u n i t i e s  i s  t o  he  r e a l i z e d ,

we f i n d  t h a t  " a n  i n c r e a s e  i n  c a p i t a l  i n f l o w  t o  a l l  LDCs

o f  a t  l e a s t  5 % p e r  y e a r  w i l l  p r o b a b l y  b e  r e q u i r e d  t o  s u s t a i n

t h e  e x i s t i n g  g r o w t h  r a t e  o f  s l i g h t l y  o v e r  4%. To r a i s e  t h e

g r o w t h  r a t e  o f  t h e  u n d e r - d e v e l o p e d  w o r l d  t o  5% o r  more  w o u ld

p r o b a b l y  r e q u i r e  a n  a n n u a l  i n c r e a s e  i n  a s s i s t a n c e  o f  1 0 % e v e n
37w i t h  some i m p r o v e m e n t s  o v e r  p a s t  p e r f o r m a n c e . "  B u t  t h e  

r e c o r d  o f  f o r e i g n  a i d  i s  one  o f  t h e  " f a i l u r e  o f  r e a l  n e t  c a p 

i t a l  i n f l o w  t o  show a n y  s i g n i f i c a n t  t e n d e n c y  t o  r i s e  s i n c e  

19 6 1 .  W i th  s u c h  a  s t a g n a n t  l e v e l  o f  f o r e i g n  a i d ,  a n d  no  

s i g n i f i c a n t  r e l a x a t i o n  o f  p r o t e c t i o n i s m  by  t h e  i n d u s t r i a l  

c o u n t r i e s ,  i t  w o u ld  t a k e  a n  a p p r e c i a b l e  n u m b e r  o f  LDCs w e l l  

i n t o  t h e  n e x t  c e n t u r y  b e f o r e  t h e y  w o u ld  be  l i k e l y  t o  a c h i e v e  

e v e n  a  m o d e s t  t a r g e t  o f  a n  a v e r a g e  r e a l  p r o d u c t  p e r  h e a d  o f  

£1 0 0  s t e r l i n g  ( a t  1 9 6 0 -6 1  p r i c e s ) W h a t e v e r  one  may f e e l  

a b o u t  t h e  " r e a s o n a b l e n e s s "  o f  t h e  5 % g r o w t h  r a t e  f o r  a i d  

d i s b u r s e m e n t ,  t h e  f a c t  t h a t  s u c h  a  r a t e  i s  a c t u a l l y  m a t c h e d  

by a d e c a d e  o f  s t a g n a t i o n  a n d  a  f u t u r e  o f  p o t e n t i a l  d e c l i n e ,  

i s  e n o u g h  e v i d e n c e  t o  s u p p o r t  t h e  a s s e r t i o n  t h a t  t h e  g a p  

b e t w e e n  n e e d  a n d  a c t u a l  d i s b u r s e m e n t  i s  w i d e n i n g .  A g r e a t e r  

i n c r e a s e  i n  t h e  s t a n d a r d  o f  l i v i n g  o f  t h e  d e v e l o p e d  c o u n t r i e s ,

r e l a t i v e  t o  LDCs, e n s u r e s  a  s i m i l a r  w i d e n i n g  g a p  b e t w e e n  t h e
39" r i c h "  a n d  t h e  " p o o r " . Some e c o n o m i s t s  b e l i e v e  t h a t  t h e

3 7 .  H .B .  C h e n e r y : -  The E f f e c t i v e n e s s  o f  F o r e i g n  A s s i s t a n c e  
i n  R. R o b i n s o n  ( e d )  -  I n t e r n a t i o n a l  C o o p e r a t i o n  i n  A i d .
Op c i t  P ag e  6 8 . C /F  A. M a i z e l s : -  E x p o r t s  qnd E conom ic
G ro w th  o f  D e v e l o p i n g  C o u n t r i e s  ( C a m b r i d g e ,  1 9 6 8 ) P a g e  
2 7 8  w h e r e  t h e  a u t h o r  p r o j e c t s  t h a t  " t o  a c h i e v e  g r o w t h  
r a t e  t a r g e t s  ( o f  5% GDP o r  2.5% GNP p e r  c a p i t a l ) ,  t h e  
n e t  c a p i t a l  i n f l o w  r e q u i r e m e n t s  o f  LDCs i n  1975 w o u ld
be i n  r e g i o n  o f  3 i  t o  4 & t i m e s  t h e  l e v e l  o f  a i d  t h e s e
c o u n t r i e s  r e c e i v e d  d u r i n g  e a r l y  6 0 s " .

3 8 .  A. M a i z e l : -  i b i d  P a g e s  2 6 6 - 2 6 7 .

3 9 .  The a v e r a g e  a n n u a l  g r o w t h  r a t e s  o f  p e r  c e p i t a  GNP i n  
1 9 6 0 - 6 8  f o r  t h e  a d v a n c e d  a n d  l o w - i n c o m e  d e v e l o p i n g
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q u e s t i o n  w h e t h e r ,  i n  t h e  l o n g - t e r m ,  a  s u b s t a n t i a l  i n c r e a s e  

a b o v e  t h e  c u r r e n t  l e v e l  i s  l i k e l y  t o  be  f o r t h c o m i n g  o r  n o t  , 

i s  " h a r d l y  a n  e c o n o m i c  p r o b l e m ,  s i n c e  a n  i n c r e a s e  i n  a i d  e v e n  

t o  a  l e v e l  o f  2 % o f  n a t i o n a l  in co m e  w o u ld  n o t  be  a  m a j o r  

e c o n o m i c  s a c r i f i c e  f o r  t h e  p r i n c i p l e  i n d u s t r i a l i z e d  c o u n t r i e s .  

I t  i s  m ore  a  q u e s t i o n  o f  p o l i t i c a l  w i l l  ( t o  g i v e ) . " ^ ^  I t  i s  

t h e  a b s e n c e  o f  s u c h  w i l l i n g n e s s  w h i c h  I  f e e l  m u s t  h a v e  l e d  

t h e  C h a i r m a n  o f  DAC/OECD t o  " c o n s i d e r  t h e  d e v e l o p m e n t  e f f o r t s  

o f  t h e  m em bers  o f  DAC t o  be  s t i l l  i n  a  s t a g e  o f  c r i s i s .

Some n o t i c e a b l e  t r e n d s  i n  t h e  s t r u c t u r e  and  c o m p o s i t i o n  

o f  a i d  a r e  l i k e l y  t o  i n f l u e n c e  t h e  c h a r a c t e r  a n d  e f f e c t i v e n e s s  

o f  a i d  i n  t h e  f u t u r e .  The s h a r e  o f  m u l t i l a t e r a l  a g e n c i e s ’ 

r e s o u r c e  t r a n s f e r ,  w h i c h  h a s  shown a  s m a l l  b u t  s t e a d y  i n c r e a s e  

i n  t o t a l  f l o w  -  f ro m  8 % i n  t h e  e a r l y  6 0 s  t o  t h e  p r e s e n t  1 0 %

-  i s  l i k e l y  t o  r i s e  a p p r e c i a b l y  a s  t h e  m a in  d o n o r s  come 

u n d e r  i n c r e a s i n g  p r e s s u r e  t o  c h a n n e l  m ore  o f  t h e i r  a i d  t h r o u g h  

i n s t i t u t i o n s  l i k e  t h e  W orld  Bank ( IB R D ) ,  I n t e r n a t i o n a l  

D e v e l o p m e n t  A s s o c i a t i o n  (IDA) and  t h e  U n i t e d  N a t i o n s  D e v e l o p 

m e n t  Fund (UNDF). The p r o s p e c t s  a n d  i m p l i c a t i o n s  o f  s u c h
42 Vi n c r e a s e s  a r e  d i s c u s s e d  b e l o w .  W i t h i n  t h e  s l o w l i h g  r i s i n g

t o t a l  o f f i c i a l  f l o w s  ( i n  a b s o l u t e ,  t h o u g h  n o t  i n  r e a l  t e r m s ) ,

t h e r e  h a s  b e e n  a  s t e a d y  s h i f t  away f r o m  g r a n t s  a n d  g r a n t - l i k e

3 9 .  C o n t ' d . . . .  c o u n t r i e s  a r e  3 .9% a n d  2 .7% r e s p e c t i v e l y .
B e s i d e s ,  g r e a t e r  i n e q u a l i t y  o f  d i s t r i b u t i o n  i s  l i k e l y  
t o  e x i s t  i n  t h e  l a t t e r  c o u n t r i e s .

4 0 .  A. M a i z e l : -  E x p o r t s  an d  Econom ic  G ro w th  o f  D e v e l o p i n g  
C o u n t r i e s ,  op c i t  P a g e  23 .

4 1 .  DAC/OECD:- D e v e l o p m e n t  A s s i s t a n c e .  1969 R e v i e w  op  c i t  
P a g e  1 7 .

4 2 .  See  b e l o w  P a g e s  1 5 5 - 1 6 2
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l o a n s .  Up t o  1 9 6 7 ,  t h i s  s h i f t  was a t  a  m o d e r a t e  r a t e ,  h u t
43s i n c e  t h e n  i t  a p p e a r s  t o  he  g a t h e r i n g  m o m e n t u m .  Prom a  

p r o p o r t i o n  o f  o v e r  6 5 % i n  t h e  e a r l y  6 0 s ,  i t  h a s  d e c l i n e d  

t o  j u s t  o v e r  h a l f  t h e  t o t a l  o f f i c i a l  f l o w s  by t h e  e n d  o f  t h e  

d e c a d e .  The d i s t i n c t i o n  b e t w e e n  o f f i c i a l  c o n c e s s i o n a r y  f l o w s  

a n d  g o v e r n m e n t - g u a r a n t e e d  c o m m e r c i a l  c r e d i t s  w h i c h  was  

s t a r t e d  i n  1969 s eem s  r a t h e r  i n a d e q u a t e .  P o r  a s  I  h a v e  shown 

w i t h  t h e  U n i t e d  S t a t e s '  e x a m p l e ,  t h e  o f f i c i a l  d e v e l o p m e n t s  

a s s i s t a n c e  d a t a  g i v e s  u s  l i t t l e  i n s i g h t  i n t o  how much o f  

s u c h  f l o w  g o e s  g e n u i n e l y  i n t o  e c o n o m i c a l l y  p r o d u c t i v e  u s e s .  

P e r h a p s  t h e  w o r s t  a n o m a ly  o c c u r s  when t o t a l  o f f i c i a l  a n d  

p r i v a t e  f l o w s  a r e  b r a n d e d  t o g e t h e r  a s  " f o r e i g n  a i d " .  S u c h  

a  p o p u l a r  m i s c o n c e p t i o n  i s  v e r y  s t r o n g  w i t h i n  t h e  p u b l i c -  

a t - l a r g e ,  i n  t h e  d o n o r  c o u n t r i e s ,  a n d  i s ,  t o  a  c o n s i d e r a b l e

d e g r e e  f o s t e r e d  by t h e  m ass  m e d ia  a n d  V  s m a l l  b u t  v o c i f e r o u s
4 4 \o p p o n e n t s  o f  f o r e i g n  a i d .  To r e g a r d  p r i v a t e  i n v e s t m e n t

f o r  p r o f i t  a s  f o r e i g n  a i d  i s  c l e a r l y  u n r e a l i s t i c ,  p e r h a p s

m ore  i m p o r t a n t ,  i t  i s  s u r e l y  an  u n w i t t i n g  d e c e p t i o n  t o

r e c e i v e r s  a n d  a n  o b s t a c l e  t o  g r e a t e r  g e n e r o u s i t y  by  g i v e r s .

One o f  t h e  m o s t  s t r i k i n g  f e a t u r e s  o f  t h e  s t r u c t u r a l  

c o m p o s i t i o n  o f  o f f i c i a l  a i d  i s  t h e  i n c r e a s i n g  a m o u n t  o f  

e x p e n d i t u r e s  on  t e c h n i c a l  a s s i s t a n c e  a t  a  t i m e  when t h e  

t r e n d  o f  t o t a l  o f f i c i a l  f l o w s  i s  p o i n t i n g  i n  a  downward  

d i r e c t i o n  a n d  when t h e  g r a n t s  p e r c e n t a g e  i s  a l s o  d e c r e a s i n g .  

B e t w e e n  1 9 6 2 - 6 8 ,  t e c h n i c a l  a s s i s t a n c e  e x p e n d i t u r e s  i n c r e a s e d

4 3 .  C /P  DAC/OECI):- D e v e l o p m e n t  A s s i s t a n c e  1969 R e v i e w  op c i t  
P ag e  4 4 .

4 4 .  The " T i m e s "  a r t i c l e  on J a p a n e s e  f l o w ,  q u o t e d  a b o v e  i n  
f o o t n o t e  33 ,  i l l u s t r a t e  t h i s  p o i n t .  A l s o  s e e  P a g e  71  
a b o v e .
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by  99% i n  a b s o l u t e  t e r m s .  The p r o p o r t i o n  o f  d e v e l o p m e n t  

a s s i s t a n c e  g i v e n  i n  fo r m  o f  t e c h n i c a l  a s s i s t a n c e  i n c r e a s e d  

f r o m  1 3 . 5 % t o  2 3 . 1 %.^^ S i n c e  i t  i s  c l a s s i f i e d  u n d e r  g r a n t s ,  

i t  m e an s  t h a t  a n  e v e n  g r e a t e r  p r o p o r t i o n  o f  g r a n t s  a n d  

g r a n t - l i k e  d i s b u r s e m e n t  i s  s p e n t  u n d e r  t h e  t e c h n i c a l  a s s i s 

t a n c e  p r o g r a m m e . M ost  o f  i t  i s  b i l a t e r a l .  The i n c r e a s e  

r e f l e c t s  a  b e l a t e d  r e a l i z a t i o n  t h a t  s k i l l  l i m i t a t i o n s  an d  

i n s t i t u t i o n a l  c o n s t r a i n t s  m u s t  be  t a c k l e d ,  w i t h  t h e  same 

u r g e n c y ,  a s  t h e  b u i l d i n g  o f  dams o r  c o m m u n i c a t i o n  n e t w o r k s .

I n  m o s t  c o u n t r i e s ,  i n c r e a s i n g  a b s o r p t i v e  c a p a c i t y  m u s t  t a k e  

p r e c e d e n t  o v e r  i n d u s t r i a l  e x p a n s i o n ,  i f  t h e  l a t t e r  i s  t o  be  

v i a b l e  a n d  e f f i c i e n t .

The i n c r e a s e  i n  t e c h n i c a l  a s s i s t a n c e  p r o g r a m m e s ,  w h i c h  

h a s  b e co m e ,  more a p p r o p r i a t e l y  nam ed ,  t h e  m anpow er  a i d  

p ro g r am m e s  i n t e n d e d  t o  p r o v i d e  o r  p r o d u c e  t h e  human s k i l l  and  

k n o w l e d g e  n e e d e d  f o r  d e v e l o p m e n t ,  i s  b e i n g  e f f e c t e d  by a l l  

t h e  m a j o r  d o n o r s  e s p e c i a l l y  t h e  l a t e - c o m e r s  t o  t h e  a i d  s c e n e .  

J a p a n  a n d  W est  Germany t r i p l e d  t h e i r  t e c h n i c a l  a s s i s t a n c e  

b e t w e e n  1962 an d  1 968 ,  by w h i c h  t i m e ,  h a l f  o f  P r a n c e ' s  o f f i c i a l  

a i d  was b e i n g  a c c o u n t e d  f o r  by  t e c h n i c a l  a s s i s t a n c e .  Among 

t h e  d e v e l o p i n g  c o n t i n e n t s ,  p e r h a p s  no  w h e r e  i s  t e c h n i c a l  

a s s i s t a n c e  m o s t  n e e d e d  t h a n  i n  A f r i c a  w h e re  s k i l l - l i m i t e d  

g r o w t h  i s  m o s t  e v i d e n t .  Thus  i n  some o f  t h e  c o u n t r i e s  t h e r e ,  

t e c h n i c a l  a s s i s t a n c e ,  i n  t h e  fo r m  o f  t r a i n e d  a n d  a p p r o p r i a t e

4 5 . P o r  d e t a i l e d  d a t a ,  s e e  P e a r s o n  R e p o r t ,  op  c i t  s t a t i s t i c a l  
Annex I I  t a b l e  22 a n d  DAC/OECD:- D e v e l o p m e n t  A s s i s t a n c e  
1969 R e v i e w ,  S t a t i s t i c a l  Annex t a b l e  20 P a g e  3 f 9 .  P o r  
a  c r i t i q u e  o f  t h e  p r e s e n t  u n s a t i s f a c t o r y  way o f  m e a s u r i n g  
t h e  r e a l  v a l u e  o f  human c a p i t a l  l o a n s  u n d e r  t h e  t e c h n i c a l  
a s s i s t a n c e  p rogram m e s e e  G. H e l l e i n e r : -  "New Porms o f  
P o r e i g n  I n v e s t m e n t  i n  A f r i c a " .  J . M . A . S .  v o l .  6 , 1 9 6 8  
P a g e s  1 7 - 2 7 .
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k e y  p e r s o n n e l  i s  o f t e n  more  i m p o r t a n t  t h a n  m a c h i n e r y  i m p o r t s  

o r  b a l a n c e  o f  P a y m e n t s  s u p p o r t .  A l m o s t  a  t h i r d  o f  t o t a l  a i d  

t o  A f r i c a ,  S o u t h  o f  t h e  S a h a r a  c o n s i s t s  o f  e x p e n d i t u r e s  on 

a n d  c o n n e c t e d  w i t h  r e l i e v i n g  m anpow er  b o t t l e n e c k s .  I n  g e n e r a l ,  

A f r i c a  r e c e i v e s  a  g r e a t e r  vo lum e  o f  t e c h n i c a l  a s s i s t a n c e  i n  

b o t h  r e l a t i v e  a n d  a b s o l u t e  t e r m s  t h a n  a n y  o t h e r  r e g i o n  o f  

t h e  d e v e l o p i n g  w o r l d .  The c o n t r i b u t i o n  o f  " p r i v a t e "  t e c h 

n i c a l  a s s i s t a n c e ,  a s  e m b o d ie d  i n  f o r e i g n  p r i v a t e  d i r e c t  

i n v e s t m e n t ,  i s  e s t i m a t e d  by  G e r a l d  H e l l e i n e r  t o  be  n e a r l y  

40% o f  t o t a l  p o o l  o f  f o r e i g n  m anpower  s k i l l  s u p p l i e d  t o  t h e  

d e v e l o p i n g  c o u n t r i e s ,

N e a r l y  40% o f  t o t a l  e x p e n d i t u r e  on t e c h n i c a l  a s s i s t a n c e  

p rog ram m e  i s  s p e n t  on p r o v i s i o n  o f  " e x p e r t s "  t o  t h e  d e v e l o p 

i n g  c o u n t r i e s .  The s o u n d n e s s  o f  s u c h  e x p e n d i t u r e s  c o u l d  be  

i m p a i r e d  i f  t h e  e x p e r t i s e  so  t r a n s f e r r e d  i s  u n s u i t a b l e  f o r ,  

o r  i r r e l e v a n t  t o  l o c a l  c i r c u m s t a n c e s .  H . .W .  S i n g e r  h a s  

d raw n  a t t e n t i o n  t o  t h e  i n a p p r o p r i a t e n e s s  o f  some t e c h n o l o g i c a l  

a n d  s c i e n t i f i c  k n o w le d g e  e m b o d ie d  i n  human a n d  p h y s i c a l  

c a p i t a l  t r a n s f e r r e d  t o  LDCs.^^  Even  more  i m p o r t a n t ,  t h e  

C h a i r m a n  o f  D e v e lo p m e n t  A s s i s t a n c e  C o m m i t t e e  (DAC) o f  OECD 

h a s  c o n c e d e d  t h a t  " to \  much by  f a r  o f  t e c h n i c a l  a s s i s t a n c e

4 6 .  G. H e l l e i n e r .  I b i d  P age  18 . H i s  a r t i c l e  i s  a  c r u s a d i n g  
c a l l  f o r  g r e a t e r  e x p a n s i o n  o f  t h e  f l o w  o f  "human c a p i t a l "  
t o  A f r i c a .  I n  t h i s  r e s p e c t ,  he  e m p h a s i z e s  t h e  c r u c i a l  
r o l e  o f  n o n - o f f i c i a l l y  s p o n s o r e d  p e r s o n n e l  f r o m  t h e  
p r i v a t e  s e c t o r :  t h e  t e c h n o c r a t s ,  t h e  b u s i n e s s m e n  o f
e x p e r i e n c e ,  t h e  r i s k  t a k e r s  a n d  i n n o v a t o r s  whose  
p o t e n t i a l s  a r e  n o t  l i m i t e d  t o  a l l e v i a t i n g  a  b o t t l e n e c k ,  
b u t  c o n t r i b u t e  t o  t h e  i m p r o v e m e n t  o f  l o c a l  s k i l l s ,  t o  
p r o d u c t i v i t y  a n d  e c o n o m i c  d e v e l o p m e n t .

4 7 .  H.W. S i n g e r  -  D u a l i s m  R e v i s i t e d ,  op  c i t .
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i s  s t i l l  e n g a g e d  i n  t r a n s f e r r i n g  k n o w l e d g e  an d  s k i l l s  t h a t  may

o r  may n o t  be  c u r r e n t l y  p e r t i n e n t  i n  d e v e l o p e d  c o u n t r i e s ,  b u t  

a r e  c l e a r l y  i r r e l e v a n t  t o  t h e  p r o b l e m s ,  s i t u a t i o n  a n d
/ o

r e s o u r c e s  o f  d e v e l o p i n g  c o u n t r i e s . "  H owever ,  t h e  i m p o r t 

a n t  a d v a n t a g e  o f  t e c h n i c a l  a s s i s t a n c e  t o  d e v e l o p i n g  c o u n t r i e s  

c a n n o t  be  o v e r s t r e s s e d .  The g r a n t - l i k e  t e r m s  on w h i c h  i t  i s  

o f f e r e d  an d  t h e  q u a l i t a t i v e  i m p a c t  i t  m akes  on t h e  p r o d u c t 

i v e  f o r c e s  i n  t h e  d e v e l o p i n g  c o u n t r i e s  a r e  some o f  t h e

go o d  a t t r i b u t e s  t h a t  make f o r e i g n  a i d  so  i m p o r t a n t  i n  i n t e r -
49n a t i o n a l  e c o n o m i c  c o o p e r a t i o n .

The m o s t  i m p o r t a n t  t r e n d  i n  t h e  S o u r c e s  o f  a s s i s t a n c e  

t o  t h e  LDCs i s  t h e  c o n t i n u o u s l y  d e c r e a s i n g  s h a r e  i n  t o t a l  

f l o w  p r o v i d e d  by t h e  t h r e e  m a j o r  d o n o r s  ( t h e  U . S . ,  B r i t a i n  

a n d  F r a n c e ) ,  w h i c h  i s  b e i n g  o f f s e t  by  r a p i d  e x p a n s i o n  i n  

t h e  c a p i t a l  e x p o r t s  o f  t h e  " n e w - c o m e r s "  t o  t h e  " f o r e i g n  a i d *  

i n d u s t r y . "  T o g e t h e r  t h e  c o n t r i b u t i o n s  o f  t h e  t h r e e  h a d ,  

by 1969 s h r u n k  f r o m  a n  h i s t o r i c a l  l e v e l  o f  75 -80%  t o  a b o v e  

55% o f  t o t a l  n e t  f l o w s  f r o m  a l l  DAC c o u n t r i e s .  The new

c o m e r s ,  n o t  o n l y  i n c l u d e  s i z e a b l e  a n d  r e - e m e r g i n g  e c o n o m i e s  

l i k e  J a p a n ,  West Germany a n d  C a n a d a ,  whose  b a s i c  s t r e n g t h

4 8 .  DAC/OECD:- D e v e l o p m e n t  A s s i s t a n c e ,  1969 R e v i e w ,  op  c i t  
P a g e  1 6 .

4 9 .  F o r  a  c o l l e c t i o n  o f  u s e f u l  a r t i c l e s  c o n n e c t e d  w i t h  
t e c h n i c a l  a s s i s t a n c e  a n d  a l l i e d  f i e l d s .  See  B u l l e t i n  
o f  I n s t i t u t e  o f  D e v e l opm en t  S t u d i e s . U n i v e r s i t y  o f  
S u s s e x , V o l .  3f No. 2 J a n u a r y ,  1 9 7 1 .  S ee  e s p e c i a l l y  
A. K u r r e l l : -  "An i n t r o d u c t i o n  t o  Manpower  A id "  w h i c h  
d e a l s  b r i e f l y  w i t h  t h e  p o l i t i c a l  s e n s i t i v i t y  o f  
r e c i p i e n t s  t o  some e l e m e n t s  o f  t e c h n i c a l  a s s i s t a n c e  
p r o g r a m m e s ,  an d  a  s e r i e s  o f  s u g g e s t i o n s  f o r  i m p r o v e 
m e n t s  o f  s u c h  p r o g r a m m e s .  W ith  r e s p e c t  t o  t h e  l a s t  
p o i n t , s e e  a l s o  t h e  s e c t i o n  i n  P e a r s o n  R e p o r t ,  op c i t  
e n t i t l e d  "New D i r e c t i o n s  i n  T e c h n i c a l  A s s i s t a n c e "  and  
t h e  s u p p o r t i n g  r e c o m m e n d a t i o n s ,  P a g e s  1 7 9 - 1 9 0 .  F o r  a  
c o m p r e h e n s i v e  a n a l y s i s  o f  a  m a j o r  d o n o r" : ,  t e c h n i c a l  
a s s i s t a n c e  p rog ram m e s e e  P .  W i l l i a m s : -  "B r i t a i n  A id  -  
No . 4 . T e c h n i c a l  A s s i s t a n c e " O v e r s e a s  D e v e l o p m e n t  
I n s t i t u t e  (ODI) L ondon ,  1 9 6 4 .
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a r e  b e i n g  e n h a n c e d  by  r a p i d  g r o w t h  a n d  good  p e r f o r m a n c e s  i n

t h e  l a s t  d e c a d e ,  b u t  a l s o  r e l a t i v e l y  s m a l l  b u t  w e l l - d e v e l o p e d

E u r o p e a n  c o u n t r i e s  l i k e  Sweden,  D en m ark ,  A u s t r i a  a n d  N o rw ay .

P o r  t h e  l a t t e r  g r o u p ,  m u l t i l a t e r a l  a g e n c i e s  p r o v i d e  s u i t a b l e

c h a n n e l s  f o r  m a k in g  t h e i r  " t o k e n "  a s s i s t a n c e  i n  r e s p o n s e  t o

i n t e r n a t i o n a l  e x h o r t a t i o n  f o r  d e v e l o p m e n t  o f  t h e  T h i r d  W o r l d * .

Dy 1 9 6 9 ,  t h e  f o u r  c o u n t r i e s  h a v e  i n c r e a s e d  t h e i r  a s s i s t a n c e
50t o  n e a r l y  t w e n t y  t i m e s  t h e  a m o u n t  t h e y  p r o v i d e d  i n  1 9 5 6 .

The u p s u r g e  i n  e n t h u s i a s m  f o r  e c o n o m i c  a i d  among t h e s e  "new" 

d o n o r s  i s  t o  be c o n t r a s t e d  w i t h  t h e  a i d  w e a r i n e s s  an d  s e n s e  

o f  f r u s t r a t i o n  n o t i c e a b l e  among t h e  " o l d "  d o n o r s .

ALLOCATION OP ASSISTANCE: I f  t h e r e  i s  a n y  a r e a  o f  a s s i s t 

a n c e  p o l i c y  a n d  a i d  a d m i n i s t r a t i o n  t h a t ,  f r o m  a n  e c o n o m i s t ' s  

v i e w ,  n e e d s  t o  be  o b j e c t i v e l y  r e a p p r a i s e d ,  i t  i s  t h e  

a l l o c a t i o n  a n d  g l o b a l  d i s t r i b u t i o n  o f  a i d  t o  t h e  d e v e l o p i n g  

c o u n t r i e s .  However t h e  c h a n c e s  o f  a n  e c o n o m i c a l l y  n a t i o n a l  

d i s t r i b u t i o n  i n  t h e  n e x t  d e c a d e  o r  two a r e  n o t  so  b r i g h t ,  

n o t  o n l y  b e c a u s e  i t  h a s  t o  a w a i t  a  g r e a t e r  c o o r d i n a t i o n  o f  

t h e  a s s i s t a n c e  p ro g r am m e s  o f  d o n o r  c o u n t r i e s  b u t  a l s o  b e c a u s e  

ec o n o m ic  c o n s i d e r a t i o n  i s  o n l y  one  o f  t h e  many f a c t o r ' s  

t h a t  d e t e r m i n e  t h e  a l l o c a t i o n  s t r a t e g y .  " P o r  c o u n t r i e s  t o  

w h i c h  i t  i s  p o l i t i c a l l y  i m p o r t a n t  t o  s e c u r e  a n  a d e q u a t e  f l o w  

o f  r e s o u r c e s ,  t h e  a l l o c a t i o n  t e n d s  t o  b e  made r e g a r d l e s s  o f

d e v e l o p m e n t  o b j e c t i v e s  o r  c o n t r o l s  w h i c h  a r e  n o r m a l l y
51a p p l i e d  i n  o t h e r  c a s e s . "  I n  o t h e r  w o rd s  t h e  p o l i t i c o  -

5 0 .  W orld  Bank/ IDA A n n u a l  R e p o r t  1970 op c i t .  P a g e  4 7 .

51 .  H .B .  C h e n e r y : -  The E f f e c t i v e n e s s  o f  P o r e i g n  A s s i s t a n c e '
i n  R. R o b i n s o n  ( e d )  I n t e r n a t i o n a l  C o o p e r a t i o n  i n  A i d .
op c i t  P a g e  68 .
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d i p l o m a t i c ,  c o m m e r c i a l ,  m i l i t a r y  -  s t r a t e g i c  a n d  s o c i o 

c u l t u r a l  o b j e c t i v e s  o f  t h e  d o n o r s  v i e  w i t h  e c o n o m ic  o b j e c t i v e  

o f  d e v e l o p m e n t  i n  d e t e r m i n i n g  t h e  a l l o c a t i v e  p a t t e r n  t h a t  

e v e n t u a l l y  e m e r g e d .  I t  i s  t h e  p r o f u s i o n  o f  s u c h  o b j e c t i v e s  

among t h e  d o n o r s  on  one  h a n d  a n d  t h e  e x i s t e n c e  o f  a l t e r n a t i v e  

c r i t e r i a  e m p lo y e d  by  t h e  m u l t i l a t e r a l  a g e n c i e s  an d  t h e  

d i f f e r e n t  p a t t e r n  o f  t h e  S o c i a l i s t  E c o n o m i e s '  a i d ,  t h a t  g i v e s  

t h e  i n t e r n a t i o n a l  a s s i s t a n c e  s y s t e m  o f  t o d a y ,  i t s  l a c k  o f  

d i r e c t i o n  a n d  c o h e r e n c e .  F o r  some o f  t h e  m a j o r  d e v e l o p i n g  

c o u n t r i e s ,  i t  i s  p a r t l y  t h e  d e s i r e  t o  o v e r c o m e  t h e  u n c e r t a i n t y  

an d  i n e f f i c i e n c y  i n h e r e n t  i n  s u c h  h a p h a z a r d  a n d  d i s j o i n t e d  

a l l o c a t i o n  t h a t  t h e y  h a v e  h a d  a i d  c o n s o r t i a  an d  c o n s u l t a t i v e  

g r o u p s  s e t  up  f o r  t h e m .  V.liile some d e g r e e  o f  c o o r d i n a t i o n  

h a v e  b e e n  a c h i e v e d ,  h o w e v e r ,  t h i s  h a s  n o t  a p p a r e n t l y  r e s u l t e d  

i n  s u c h  c o u n t r i e s  b e i n g  t r e a t e d  m ore  g e n e r o u s l y  i n  

c o m p a r i s o n  t o  o t h e r s .  T h i s  i s  h a r d l y  t o  be  e x p e c t e d ,  s i n c e  

g r e a t e r  c o o r d i n a t i o n  a n d  a g r e e m e n t  on some g e n e r a l  p r i n c i p l e s  

o f  a i d - g i v i n g  a r e  l i k e l y  t o  b e  u n f a v o u r a b l y  i n f l u e n c e d  by 

i n d i v i d u a l  d o n o r s '  p o l i t i c a l  a n d  c o m m e r c i a l  i n t e r e s t s .

The p r e s e n t  g e o g r a p h i c a l  d i s t r i b u t i o n  o f  DAC members  

b i l a t e r a l  a i d  b e a r s  a  p r i n t  o f  t h e i r  h i s t o r i c a l l y  a c k n o w l e d g e d  

" s p h e r e s  o f  i n f l u e n c e " .  The b u l k  o f  t h e  U n i t e d  S t a t e s  a i d  

f r o m  a l l  s o u r c e s - m a i n l y  AID, PL480  a n d  E x p o r t - I m p o r t  Bank 

C r e d i t s  -  g o e s  t o  A s i a  an d  h  a t i n  A m e r i c a .  T h i s  d i s b u r s e 

m en t  t o  t h e  f o r m e r ,  i n c l u d i n g  h e a v y  m i l i t a r y  a s s i s t a n c e  i s  

s e e n  e s s e n t i a l l y  a s  a  " b u l w a r k  a g a i n s t  t h e  s p r e a d  o f  

communism".  A h e a v y  p r o p o r t i o n  o f  t h e  f o r m e r  c o l o n i a l  p o w e r s  

( i n  W e s t e r n  E u r o p e )  a i d  i s  d i s t r i b u t e d  i n  a c c o r d a n c e  w i t h  

t h e i r  h i s t o r i c a l ,  p o l i t i c a l  a n d  e c o n o m i c  l i n k s  w i t h  t h e i r  

f o r m e r  e m p i r e s .  I n  t h i s  r e s p e c t ,  A f r i c a  a p p e a r s  t o  b e ^ g o o d
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b e n e f i c i a r y ,  w i t h  s m a l l e r  a m o u n t s  t o  I n d i a  an d  P a k i s t a n .

The U n i t e d  Kingdom, f o r  e x a m p l e ,  d e v o t e s  a b o u t  90% o f  h e r  

b i l a t e r a l  a i d  t o  com m onw ea l th  c o u n t r i e s .  A s s i s t a n c e  f r o m  

t h e  m u l t i l a t e r a l  o r g a n i z a t i o n s  a r e  h e a v i l y  c o n c e n t r a t e d  i n  

A s i a  a n d  L a t i n  A m e r i c a .  P e r  C a p i t a  a s s i s t a n c e  i s  h i g h e s t  

r e l a t i v e l y  s p e a k i n g ,  i n  A f r i c a ,  f o l l o w e d  by L a t i n  A m e r i c a .

I t  i s  i m p o s s i b l e  t o  d i s c o v e r  an y  c o n n e c t i o n  b e t w e e n  a i d  

d i s b u r s e m e n t  a n d  e co n o m ic  c r i t e r i a  s u c h  a s  p e r  c a p i t a  i n c o m e ,  

p e r f o r m a n c e , o r  " s e l f - h e l p "  i n d i c a t o r s .  P o r  e x a m p l e  i n  1964 ,  

C h i l e  r e c e i v e d  a i d  e q u a l  t o  ^16  p e r  c a p i t a ,  w h i l e  I n d i a  and  

N i g e r i a  r e c e i v e d  l e s s  t h a n  ^3  a n d  $2 p e r  c a p i t a  r e s p e c t i v e l y .  

I n  t h e  same y e a r  I s r a e l  r e c e i v e d  o v e r  050  p e r  h e a d .  Y e t  

p e r  c a p i t a  i n c o m e s  i n  I s r a e l  a n d  C h i l e  a r e  more  t h a n  t w e l v e  

a n d  f i v e s  t i m e s  t h a t  o f  I n d i a  ( o r  N i g e r i a )  r e s p e c t i v e l y .

N o r  do t h e  a l l o c a t i o n s  b e t w e e n  c o n c e s s i o n a r y  a n d " h a r d - l o a n "  

a s s i s t a n c e ;  p r o j e c t  a n d  program m e l o a n s  a p p e a r  t o  make 

much s e n s e  e i t h e r ,  A r a n k i n g  o f  82 d e v e l o p i n g  c o u n t r i e s  i n  

a c c o r d a n c e  w i t h  t h e  a n n u a l  a v e r a g e  ( 1 9 6 6 - 6 8 )  o f  n e t  o f f i c i a l  

a i d  r e c e i p t s ,  a s  p e r c e n t a g e s  o f  i m p o r t s ,  GDP, a n d  P e r  C a p i t a ,  

shows t h e  e n o rm o u s  d i s c r e p a n c i e s  w h i c h  o c c u r  i n  s u c h  r a n k i n g ,
C O

when d i f f e r e n t  e co n o m ic  c r i t e r i a  a r e  a l t e r n a t i v e l y  a p p l i e d .  

The l a r g e s t  r e c i p i e n t  i n  a b s o l u t e  t e r r a s ,  I n d i a ,  r a n k s  n i n t h  

a c c o r d i n g  t o  a i d  r e c e i p t s  a s  a  s h a r e  o f  i m p o r t s  o f  g o o d s  

a n d  s e r v i c e s ,  t h i r t y - s e v e n t h ,  a s  a  p e r c e n t a g e  o f  GDP, an d  

s i x t y - n i n t h  on  a  p e r - c a p i t a  b a s i s .  N i g e r i a ' s  p o s i t i o n  was 

4 4 ,  55 a n d  6 0 - 7 0  r e s p e c t i v e l y .  The o n l y  c o u n t r i e s  w h i c h  

showed a  r e a s o n a b l e  d e g r e e  o f  c o n s i s t e n c y  i n  t h e  t h r e e

5 2 .  DAC/OECD:- D e v e lo p m e n t  A s s i s t a n c e ,  1969 R e v i e w . T a b l e  
7 . 1 .  P a g e  1 6 8 - % .  See  a l s o  t a b l e  7 . 2  f o r  e a c h  d o n o r ' s  
d i s t r i b u t i o n  o f  h e r  n e t  a s s i s t a n c e  by c u r r e n c y  a r e a  a n d  
p o l i t i c a l  g r o u p i n g ,  i n  1 9 6 0 - 6 8 .
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r a n k i n g  o r d e r s  and  b e i n g  i n  t h e  t o p  t e n  w e re  w a r - t o r n  L a o s  

( 1 ; 1 ; 8 )  a n d  S o u t h  V ie tn a m  ( 4 ; 2 ; 5 ) .  S u ch  r a n k i n g s  h o w e v e r  

do n o t  r e v e a l  t h e i r  s p e c i a l  c i r c u m s t a n c e s .  W h i le  t h r e e -  

y e a r  d a t a  may n o t  be  i d e a l  f o r  g u a g i n g  a  l o n g - t e r m  a l l o c 

a t i o n  p a t t e r n ,  n e v e r t h e l e s s  t h e  i n e r t i a  e l e m e n t  i n  t h e  

p a t t e r n  m akes  t h e  r a n k i n g  f a i r l y  r e p r e s e n t a t i v e  o f  t h e  f i r s t  

d e v e l o p m e n t  d e c a d e ' s  e x p e r i e n c e .  D onor  -  r e c i p i e n t  r e l a t i o n 

s h i p ,  o n c e  f i r m l y  e s t a b l i s h e d ,  a r e  n o t  e a s i l y  o r  q u i c k l y  

m o d i f i e d .  U n l e s s  t h e  a s s i s t a n c e  f o r  b o t h  " c o l d "  a n d  " h o t "  

w a r  c o n f r o n t a t i o n  i s  s u b s t a n t i a l l y  r e d u c e d ,  e s p e c i a l l y  i n  

t h e  c a s e  o f  t h e  U n i t e d  S t a t e s  a i d  -  t h e r e b y  a l l o w i n g  a n  

e c o n o m i c a l l y  -  o r i e n t e d  b e t t e r  r e d i s t r i b u t i o n  -  t h e  o u t l o o k

f o r  t h e  1970s  i s  n o t  l i k e l y  t o  be  a p p r e c i a b l y  d i f f e r e n t  f r o m
53t h e  e x p e r i e n c e  o f  t h e  l a s t  d e c a d e .

A p r o c e s s  o f  s h i f t i n g  e m p h a s i s  o f  a l l o c a t i o n  c r i t e r i a

seem s  t o  be h i s t o r i c a l l y  d i s c e r n a b l e .  I n  t h e  l a t e  f i f t i e s

a n d  e a r l y  s i x t i e s ,  a l l o c a t i o n  by d o n o r s  t e n d e d  t o  be  g o v e r n e d

by t h e  nu m b er  o f  s u c c e s s f u l l y  a p p r o v e d  p r o j e c t s  w h i c h  w e r e

e x p e c t e d  t o  h a v e  c a t a l y t i c  a n d  m u l t i p l i e r  e f f e c t s  on t h e

r e s t  o f  t h e  econom y.  The i n a d e q u a t e  s u c c e s s  o f  p r o j e c t s  i n

t h e i r  s p r e a d  e f f e c t '  a n d  t h e  d e s i r e  o f  LDCs f o r  a n  a p p r o a c h

t h a t  g i v e s  g r e a t e r  a t t e n t i o n  t o  o v e r a l l  d e v e l o p m e n t  p o l i c i e s

an d  o b j e c t i v e s  a s  r e f l e c t e d  i n  d e v e l o p m e n t  p l a n s ,  l e d  t o
54e m p h a s i s  s h i f t i n g  t o  p rogram m e l o a n s .  W h i le  t h e  p rog ram m e

5 3 .  F o r  a  d e t a i l e d  a n a l y s i s  o f  a l l o c a t i o n  o f  a s s i s t a n c e ,  s e e  
i b i d  C h a p t e r  5 .

5 4 .  F o r  a  u s e f u l  c o m p a r i s o n  o f  t h e  m e r i t s  ( a n d  d e m e r i t s )  o f  
p r o j e c t  v e r s u s  p rogram m e a p p r o a c h e s  t o  a i d  a l l o c a t i o n ,  
a n d  t h e  r e a s o n  f o r  t h e  s u g g e s t e d  s u p e r i o r i t y  o f  t h e  
l a t t e r  a p p r o a c h  s e e  H .B .  C h e n e r y : - " T h e  e f f e c t i v e n e s s
o f  F o r e i g n  A s s i s t a n c e " ,  op c i t  P a g e s  7 0 - 7 1 .
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a p p r o a c h  was b e i n g  c o n s o l i d a t e d  i n  i n d i v i d u a l  c o u n t r i e s ,  t h e  

m i d - s i x t i e s  w i t n e s s e d  a  new i m p e t u s  b e i n g  g i v e n  t o  r e g i o n a l  

d e v e l o p m e n t .  The i m p l i c a t i o n s  was t h a t  p a r t  o f  r e s o u r c e s  

w h i c h  w ou ld  o t h e r w i s e  h a v e  g o n e  t o  i n d i v i d u a l  e c o n o m i e s  was 

b e i n g  e a r m a r k e d  by o f f i c i a l  d o n o r s  ( e s p e c i a l l y  t h e  U n i t e d  

S t a t e s  d u r i n g  t h e  J o h n s o n  A d m i n i s t r a t i o n )  a n d  m u l t i l a t e r a l  

a g e n c i e s  f o r  r e g i o n a l  p r o j e c t s  w h i c h  w o u ld  h a v e  b e n e f i c i a l  

e f f e c t s  on member n a t i o n s  w i t h i n  t h e  r e g i o n ;  a i d i n g  an d  

h a s t e n i n g  g r e a t e r  c o o p e r a t i o n  a n d  j o i n t  a c t i o n  i n  t h e  p r o c e s s .  

The g e o g r a p h i c a l  r e g i o n  a p p r o a c h  t o  a i d  a l l o c a t i o n  c o u l d  be  

p a r t i c u l a r l y  u s e f u l  t o  t h e  e c o n o m i c a l l y  n o n - v i a b l e  " m i n i 

s t a t e s "  o f  A f r i c a ,  f o r  whom p r o s p e c t s  o f  e c o n o m i c  d e v e l o p m e n t  

m u s t  s u r e l y  be w i t h  m u l t i - n a t i o n a l  a p p r o a c h  t o  d e v e l o p m e n t .

The p r e s e n t  e m p h a s i s ,  a t  l e a s t  i n  t h e  U n i t e d  S t a t e s  i s  

on t h e  much e x h o r t e d  " s e l f - h e l p "  c r i t e r i o n .  T h i s  i s  p a r t l y  

t h e  r e s u l t  o f  a f o r e m e n t i o n e d  d i s i l l u s i o n  w i t h  a i d  f o r  f a i l i n g  

t o  p r o d u c e  q u i c k e r  r e s u l t s .  I t  i s  c e r t a i n l y  a  r e f l e c t i o n  on 

t h e  d e v e l o p i n g  c o u n t r i e s  f a i l u r e  t o  " t i g h t e n  t h e i r  b e l t s "  t o  

t h e  e x t e n t  w h e r e b y  e x t e r i a l  a s s i s t a n c e  i s  s e e n  t o  make 

p o s i t i v e  c o n t r i b u t i o n  r a t h e r  t h a n  j u s t  m e r e l y  p e r m i t t i n g  them 

t o  l i v e  b e y o n d  t h e i r  m e a n s .  I f  a s  I  p e r s o n a l l y  b e l i e v e  t h e  

e s s e n c e  o f  a i d  i s  t o  h e l p  t h o s e  who h e l p  t h e m s e l v e s ,  t h e n ,  

t h e r e  i s  much t o  recommend t h i s  new e m p h a s i s .  The s u c c e s s  

o f  a u s t e r i t y  an d  s e l f - h e l p  m e a s u r e s  c a n  be  g a u g e d  f r o m  some 

e co n o m ic  i n d i c a t o r s  s u c h  a s  ( a )  t h e  i n c r e a s i n g  vo lum e  and  

s h a r e  o f  d o m e s t i c  s a v i n g s  i n  g r o s s  i n v e s t m e n t  ( b )  t h e  i n 

c r e a s i n g  v o lu m e  an d  s h a r e  o f  f i s c a l  r e v e n u e  i n  t o t a l  g o v e r n 

m en t  e x p e n d i t u r e s  ( c )  e x p a n d i n g  v o lu m e  o f  s o c i a l  w e l f a r e  

e x p e n d i t u r e s  a n d  com m uni ty  d e v e l o p m e n t  s c h e m e s  ( d )  r e a s o n a b l e  

p r i c e  s t a b i l i t y  and  ( e )  a d e q u a t e  g o l d  an d  c o n v e r t i b l e  c u r r e n c i e s  

r e s e r v e s .  Econom ic  g r o w t h  may be  i m p l i c i t  i n  a  s u c c e s s f u l l y
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a d o p t e d  " s e l f - h e l p "  p o l i c i e s ,  h u t  g r o w t h  p e r  s e  , i s  n o t  a

m e a n i n g f u l  i n d i c a t o r  o f  s e l f - h e l p  s u c c e s s  o r  l a c k  o f  i t .

G ro w th  i s  q u a n t i t a t i v e ;  s e l f - h e l p  i s  b o t h  q u a n t i t a t i v e  a n d

q u a n l i t a t i v e . As a  y a r d s t i c k  f o r  a l l o c a t i n g  a i d ,  i t  p r o v i d e s
55a  p o s i t i v e  i n c e n t i v e  f o r  maximum n a t i o n a l  e f f o r t s .

The m a j o r  c r i t i c i s m  l e v e l l e d  a g a i n s t  b i l a t e r a l  d o n o r ' s  

a l l o c a t i o n  p o l i c y  i s  t h a t  i t  h a r d l y  r e f l e c t s  a n y  r e c o g n i z e d  

e co n o m ic  c r i t e r i a .  The a b o v e  e m p h a s i s  a p p e a r  t o  h a v e  b e e n  

no  more t h a n  c h a n g i n g  t h e o r e t i c a l  o b j e c t i v e s  e m a n a t i n g  f r o m  

a i d  a d m i n i s t r a t o r ' s  a n d  p l a n n i n g  o f f i c i a l s '  m em oranda  w h ic h  

h a v e  n o t  r e a l l y  i n f l u e n c e d  a i d  a l l o c a t i o n  o r  o v e r a l l  vo lum e  

f l o w .  As R . F .  M i k e s e l l  n o t e s ,  " t h e  h i s t o r y  o f  a i d - g i v i n g  

i s  r e p l e t e  w i t h  i n s t a n c e s  i n  w h i c h  more  a i d  h a s  b e e n  p r o v i d e d  

t h a n  c o u l d  be  j u s t i f i e d  i n  t e r m s  o f  s e l f - h e l p  m e a s u r e s  ( o r  

e co n o m ic  p e r f o r m a n c e )  o f  t h e  r e c i p i e n t . I t  i s  f o r  t h i s  

l a c k  o f  o v e r a l l  e c o n o m ic  o b j e c t i v e  c r i t e r i a  a n d  t h e  f a c t  

t h a t  a i d  on p r e s e n t  l e v e l  h a s  t o  be  r a t i o n e d  b e t w e e n  t h e  

d i v e r s e  d e m o n s t r a t e d  n e e d s  o f  t h e  d e v e l o p i n g  c o u n t r i e s  t h a t  

e c o n o m i s t s  h a v e  p u t  f o r w a r d  a m p le  a l t e r n a t i v e  c r i t e r i a  on 

w h ic h  d o n o r  c o u n t r i e s  c o u l d  b a s e  t h e i r  a l l o c a t i o n ,  a t  l e a s t ,  

t o  t h e  " d e v e l o p m e n t  e m p h a s i s "  c o u n t r i e s .  E a c h  o f  t h e s e  

a l t e r n a t i v e  c r i t e r i a  c o u l d  be p o s e d  i n  fo r m  o f  a  q u e s t i o n .

5 5 .  C /F  J . C . H .  F e i  a n d  D. P a a u w : -  " F o r e i g n  A s s i s t a n c e  and  
S e l f - H e l p  -  A R e a p p r a i s a l  o f  D e v e l o p m e n t  F i n a n c e " .
R ev iew  o f  E c o n o m ic s  an d  S t a t i s t i c s  No. 4 7 ,  1 965 .  F o r  
D e t a i l e d  e x p o s i t i o n  o f  t h e  s u b j e c t  s e e  b e l o w  A p p e n d i x  V.

5 6 .  Some o f  t h e  i n d i c a t o r s  o f  d e v e l o p m e n t  p e r f o r m a n c e  a r e
( a )  i n c r e a s e  i n  GNP p e r  c a p i t a  a t  c o n s t a n t  p r i c e s  ( b )  
s a t i s f a c t o r y  r a t e  o f  g r o w t h  i n  a g r i c u l t u r a l  p r o d u c t i o n  
( c )  a  r i s i n g  r a t e  o f  i n v e s t m e n t  i n  GNP ( d )  a d e q u a t e  
f i s c a l  r e v e n u e  f o r  f i n a n c i n g  p u b l i c  s e c t o r  e c o n o m ic  
an d  s o c i a l  p ro g r a m m e s  ( e )  r e a s o n a b l e  p r i c e  s t a b i l i t y  
( f )  b a l a n c e  o f  P a y m e n t s  e q u i l i b r i u m  ( g )  i n c r e a s e  i n  
e l e c t r i c i t y  p r o d u c t i o n  a n d / o r  s t e e l  c o n s u m p t i o n  e t c .
G/F P a g e  102 on " S e l f - H e l p "  i n d i c a t o r s .
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F o r  e x a m p l e :

( 1 )  S h o u l d  a i d  he  i n c r e a s i n g l y  c o n c e n t r a t e d  on t h o s e  

c o u n t r i e s  w h i c h  o f f e r  t h e  g r e a t e s t  p o t e n t i a l  m a r k e t s  t h r o u g h  

t h e i r  r a p i d  d e v e l o p m e n t ?

( 2 )  S h o u l d  a i d  he  a l l o c a t e d  on a  p e r  c a p i t a  b a s i s  t o  t h o s e  

c o u n t r i e s  w h i c h  t h e  d o n o r  w a n t s  t o  a s s i s t ?

( 3 )  S h o u l d  p r e f e r a n c e  be g i v e n  t o  t h o s e  c o u n t r i e s  w i t h  low  

p e r  c a p i t a  i n c o m e ,  e v e n  t h o u g h  t h e i r  d e v e l o p m e n t  o u t l o o k s  

a r e  l e s s  p r o m i s i n g  t h a n  o t h e r s ?

(4 )  S h o u l d  p r i o r i t y  be  g i v e n  t o  t h o s e  c o u n t r i e s  t h a t  a r e

on t h e  t h r e s h o l d  o f ,  o r  h a v e  j u s t  a c h i e v e d ,  a  s e l f - s u s t a i n i n g  

g r o w t h  b u t  whose  r e s o u r c e s  a r e  i n s u f f i c i e n t  f o r  a  f a s t e r  

an d  a c c e l e r a t e d  g r o w t h ?

( 5 )  S h o u l d  a d o p t i o n  o f ,  a n d  s u c c e s s f u l  i m p l e m e n t a t i o n  o f  

s e l f - h e l p  m e a s u r e s  be r e w a r d e d  w i t h  b i g g e r  d i s b u r s e m e n t  

t h a n  b e f o r e ?

( 6 )  S h o u l d  r e l a t i v e  e c o n o m i c  p e r f o r m a n c e  a s  m e a s u r e d  by  

s t a n d a r d i z e d  i n d i c a t o r s ' ^  be t h e  a l l o c a t i v e  y a r d s t i c k ?  o r

( 7 )  S h o u l d  t h e  f l o w  t o  a  p a r t i c u l a r  c o u n t r y  be  l i m i t e d  by 

h e r  d e m o n s t r a t e d  a b s o r p t i v e  c a p a c i t y ?

T h e r e  i s  no  d o u b t  h o w e v e r  t h a t  a t  one  t i m e  o r  a n o t h e r ,  

a i d  d o n o r s  t a k e  some o f  t h e s e  c o n d i t i o n s  i n t o  c o n s i d e r a t i o n  

i n  a n n o u n c i n g  t h e i r  f o r e i g n  a i d  p o l i c i e s ,  f o r  e x a m p le  f o r  

some c o u n t r i e s  i n  E u r o p e  w h e re  p r i v a t e  o u t f l o w s  a r e  i m p o r t 

a n t ,  c r i t e r i o n  (1.) s eem s  t o  be  o f  h i g h e s t  p r i o r i t y  w h i l e  

t h e  U n i t e d  S t a t e s  h a s  l a t e l y  s t a r t e d  t o  r e - e m p h a s i z e  

c r i t e r i o n  ( 5 )  I n d i a ' s  p o s i t i o n  a s  t h e  l a r g e s t  r e c i p i e n t  

i n  a b s o l u t e  t e r m s  o f  a i d  m u s t  p a r t l y  be  due  t o  c r i t e r i a  (2 

an d  3) b e i n g  a p p l i e d .

5 7 .  C /F  DAC/OECD:- D e v e l o p m e n t  A s s i s t a n c e ,  1969 R e p o r t  
op c i t  P a g e  164 .
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W h i le  e c o n o m i s t s  a g r e e  u p o n  t h e  n e e d  t o  b a s e  a i d  

a l l o c a t i o n  on e c o n o m i c  c r i t e r i a ,  t h e y  do n o t  a g r e e  a b o u t  

w h i c h  c r i t e r i o n  o r  c o m b i n a t i o n  i s  l i k e l y  t o  m a x im iz e  t h e  

i m p a c t  o f  f o r e i g n  a i d .  Some h a v e  e m p h a s i z e d  t h e  s e l f - h e l p  

c r i t e r i o n  a s  a  c o n d i t i o n  f o r  a i d .  T hough  i t  o v e r r i d e s  e q u i t y  

c o n s i d e r a t i o n ,  i t s  a p p l i c a t i o n  i s  s u p p o s e d  t o  e n c o u r a g e  f u l l e r  

d o m e s t i c  p a r t i c i p a t i o n  i n  t h e  d e v e l o p m e n t  p r o c e s s . T h e  

F i f t h  C am b r id g e  C o n f e r e n c e  on D e v e l o p m e n t  P r o b l e m s  s t r e s s e s  

t h e  i m p o r t a n c e  o f  some s o r t  o f  e c o n o m i c  p e r f o r m a n c e  c r i t e r i o n  

i f  i n  i t s  v i e w  a i d  i s  t o  be  a l l o c a t e d  m ore  r a t i o n a l l y  an d  

e m p lo y e d  more  e f f e c t i v e l y ,  b u t  a g r e e s  t h a t  t h e  u l t i m a t e  

s t r a t e g y  f o r  a l l o c a t i o n  m u s t  " s t r i k e  a  b a l a n c e  b e t w e e n  

o b j e c t i v e s  o f  human w e l f a r e  a n d  e co n o m ic  g r o w t h ; "  t h a t  i s  a  

c o m b i n a t i o n  o f  e q u i t y  and  p e r f o r m a n c e .  R . F .  M i k e s e l l  

s u g g e s t s  t h a t  " d o n o r s  s h o u l d  p a y  more  a t t e n t i o n  t o  t h e  

a l l o c a t i o n  o f  a i d  f o r  h i g h  p r i o r i t y  a n d  s t r a t e g i c  p u r p o s e s  

w i t h i n  c o u n t r i e s  t h a n  t o  t h e  a l l o c a t i o n  o f  a i d  among 

c o u n t r i e s ,  a s  a  m eans  o f  m a x i m i z i n g  t h e  i m p a c t  o f  a i d . " ^ ^

T h o se  who s e e  t h e  u n d u e  i n f l u e n c e  o f  p o l i t i c a l  c o n s i d e r a t i o n s  

i n  a l l o c a t i o n ,  a d v o c a t e  a  " b e t t e r  r a t i o n a l "  d i s t r i b u t i o n  

t h r o u g h  t h e  e x p a n s i o n  o f  m u l t i l a t e r a l  f l o w s . M y  own v ie w  

i s  t h a t  a  d o u b l e  s t a n d a r d  o r  " c r i t e r i o n - m i x "  c o u l d  be 

e m p lo y e d  i n  r e l a t i o n  t o  t h e  two f u n c t i o n s  o f  a i d .  F o r  t h o s e

5 8 .  F e i  a n d  P a a u w : -  " F o r e i g n  A s s i s t a n c e  a n d  S e l f - H e l p  -  
A r e a p p r a i s a l  o f  D e v e l o p m e n t  F i n a n c e .  op c i t .

59 .  R. R o b i n s o n  ( e d )  I n t e r n a t i o n a l  C o o p e r a t i o n  i n  A id  -  
I m p r e s s i o n  a n d  P a p e r s  o f  t h e  5 t h  C a m b r id g e  C o n f e r e n c e  
on D e v e l o p m e n t  P r o b l e m s .  S e p t .  1 9 6 6 .  op  c i t .

6 0 .  R . F .  M i k e s e l l : -  The E c o n o m i c s  o f  F o r e i g n  A i d .  op c i t  
P a g e  2 7 3 .  --------

61 .  C /F  U n i t e d  N a t i o n s : -  W orld  E conom ic  S u r v e y  f o r  1968 ;  
A l s o  b e l o w  P a g e s  1 5 5 - 1 6 2
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c o u n t r i e s  i n  n e e d  o f  a s s i s t a n c e  f o r  i n f r a s t r u c t u r a l  e x p a n s i o n  

a n d  s t r u c t u r a l  t r a n s f o r m a t i o n ,  s e l f - h e l p  a n d  p e r  c a p i t a  

in c o m e  c r i t e r i a  s h o u l d  he  u s e d ,  w h i l e  f o r  t h o s  c o u n t r i e s  

a l r e a d y  on a  s e l f - s u s t a i n i n g  g r o w t h  p a t h ,  p e r f o r m a n c e  c r i t e r i o n  

a s  i n d i c a t i v e  o f  s o c i o - e c o n o m i c  d e v e l o p m e n t ,  s ee m s  t h e  

o b v i o u s  c h o i c e . T h e  i d e a  t h a t  a i d  s h o u l d  be  c o n c e n t r a t e d  

i n  a  few  m o s t  f a v o u r e d  c o u n t r i e s  w h e r e  t h e y  a r e  l i k e l y  t o

make t h e  m o s t  " p r o d u c t i v e "  i m p a c t  o v e r l o o k s  t h e  u n e n v i a b l e

p o s i t i o n  o f  t h e  s m a l l ,  p o o r  a n d  o b s c u r e . c o u n t r i e s  t h a t  m o s t  

n e e d  o f f i c i a l  s u p p o r t  s i n c e  t h e i r  p o v e r t y  a n d  u n c e r t a i n  

f u t u r e  m i l i t a t e  a g a i n s t  any  i n f l o w  o f  p r i v a t e  e n t e r p r i s e  

c a p i t a l .

TERMS AND CONDITIONS OP ASSISTANCE. I n  d i s c u s s i n g  t h e  f l o w s  

o f  f o r e i g n  a s s i s t a n c e  t o  d e v e l o p i n g  c o u n t r i e s ,  i t  i s  e q u a l l y  

i m p o r t a n t  t o  c o n s i d e r  t h e  n a t u r e  a n d  t e r m s  o f  s u c h  f l o w s  a s  

w e l l  a s  t h e i r  v o lu m e .  The q u a n t i t y  an d  q u a l i t y  o f  a  f l o w  

c a n  be  e n h a n c e d  o r  o t h e r w i s e  d e v a l u e d  by s u c h  f a c t o r s  a s  

t h e  p r o p o r t i o n  o f  o f f i c i a l  a i d  i n  t h e  f o r m  o f  g r a n t s ,  t h e  

i n t e r e s t  r a t e s ,  g r a c e  p e r i o d s  a n d  m a t u r i t y  d a t e s  o f  o f f i c i a l  

l o a n s ,  and  t h e  e x t e n t  t o  w h i c h  a i d  i s  t i e d  t o  s p e c i f i e d  

k i n d s  o f  g o o d s  a n d / o r  p u r c h a s e s  i n  p a r t i c u l a r  d o n o r  c o u n t r i e s .  

The p e s s i m i s m  i n  t h e  o u t l o o k  f o r  t o t a l  v o lu m e  an d  t h e  

d e c l i n i n g  s h a r e  o f  g r a n t s  a n d  g r a n t - l i k e  f l o w s  h a v e  a l r e a d y  

b e e n  d i s c u s s e d .  The q u e s t i o n  o f  t y i n g  a n d  t h e  e f f e c t s  o f

t h e s e  f a c t o r s  on t h e  o v e r a l l  c o s t s  t o ,  t h e  d e b t  b u r d e n  and

d e b t - s e r v i c i n g  c a p a c i t y  o f ,  t h e  d e v e l o p i n g  c o u n t r i e s  a r e  

d e a l t  w i t h  b e l o w .  The t e r m s  o f  o f f i c i a l  d e v e l o p m e n t  a s s i s t 

a n c e  a c q u i r e d  by a  d e v e l o p i n g  c o u n t r y  c a n n o t  be  d i v o r c e d  f r o m

6 2 ,  C/E P e a r s o n  R e p o r t ,  op c i t . Page  17.
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t h e  c o m m e r c i a l  t e r m s  o f  g o v e r n m e n t  o r  g o v e r n m e n t  -  g u a r a n t e e d  

e x p o r t  c r e d i t s ,  W orld  Bank l o a n s ,  a n d  p r i v a t e  e x p o r t  c r e d i t s  

f o r  i t  i s  t h e  o v e r a l l  b l e n d  o f  t h e s e  c r e d i t s  w h i c h  i s  

c o n t i n g e n t  on t h e  d e b t  b u r d e n  s h o u l d e r e d  by a  d e v e l o p i n g  

c o u n t r y . I t  i s  u n r e a l i s t i c  f o r  s u c h  a  c o u n t r y  t o  c o n g r a t 

u l a t e  i t s e l f  f o r  g e t t i n g  o f f i c i a l  l o a n s  on " s o f t "  t e r m s ,  i f  

a t  t h e  same t i m e  i t  i s  u s i n g  t h e  s h o r t - t e r m  r e l i e f  i n h e r e n t  

i n  s u c h  l o a n s  t o  p i l e  up  h i g h  e x p o r t  c r e d i t s  s u c c e s s f u l l y  

p r o m o t e d  by t h e  d o n o r  c o u n t r i e s .  A f t e r  a l l ,  i t  i s ,  

i n v a r i a b l y  t h e s e  s h o r t - t e r m  e x p e n s i v e  c r e d i t s  t h a t  t r i g g e r  

o f f  d e b t  s e r v i c i n g  c r i s e s  an d  t h e  a t t e n d a n t  " r e s c u e  o p e r 

a t i o n s "  a n d  d e b t  r e s c h e d u l e s  m e n t i o n e d  b e f o r e . G i v e n  t h e  

f a c t s  t h a t  ( a )  t h e  vo lu m e  o f  o f f i c i a l  a s s i s t a n c e  h a s  b e e n  

d e c l i n i n g  i n  r e a l  t e r m s ;  ( b )  t h e  i n t e r e s t  r a t e s  on W orld  

Bank l o a n s ,  and  e x p o r t  c r e d i t s  h a v e  i n c r e a s e d  a p p r e c i a b l y  

d u r i n g  t h e  l a s t  d e c a d e ;  ( c )  m o s t  l o a n s  a r e  f i n a n c i n g  

i n f r a s t r u c t u r e  w i t h  l o n g  p a y - o f f ,  a n d  ( d )  d u r i n g  t h e  same 

p e r i o d ,  d e b t  o u t s t a n d i n g  a n d  d e b t  s e r v i c e  p a y m e n t s  h a v e  e a c h  

b e e n  i n c r e a s i n g  a t  t h e  a l a r m i n g  r a t e  o f  1 2 ^ ,  n e a r l y  t w i c e  

t h e  r a t e  o f  g r o w t h  o f  e x p o r t s  e a r n i n g s  an d  t h r e e  t i m e s  t h a t  

o f  t h e i r  c o m b i n a i  GDP,^^ t h e  l e a s t  t h e  d e v e l o p i n g  c o u n t r i e s  

c o u l d  h a v e  h o p e d  f o r  was an  a m e l i o r a t i o n  o f  t h e  f i n a n c i a l  

t e r r a s  o f  o f f i c i a l  d e v e l o p m e n t  a s s i s t a n c e .  H ow ever ,  s u c h  

e x p e c t a t i o n  was n o t  j u s t i f i e d  d u r i n g  t h e  d e c a d e ,  t h o u g h  some 

members  o f  t h e  DAC/OEGD made some i n d i v i d u a l  e f f o r t s  t o w a r d s  

t h e  l a t e  s i x t i e s  t o  l i b e r a l i z e  t h e i r  f i n a n c i a l  t e r m s .  F o r  

t h e  d o n o r  c o u n t r i e s  a s  a  w ho le  t h e  o v e r a l l  a v e r a g e  t e r m s  h a v e

6 3 . A l s o  See  b e l o w  C h a p t e r  7 .

6 4 . World  B a n k / I D A : -  1970 A n n u a l  R e p o r t ,  op c i t  P a g e  50 .  
C /E  U . N . : -  World  E c o n o m ic  S u r v e y  f o r  1968 .  P a r t  I  
C h a p t e r  I I  op c i t .
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w o r s e n e d ,  j u d g i n g  f r o m  t h e  t e r m  i n d i c a t o r s  i n  t a b l e  5 . ^ ^

Prom t h e  d e v e l o p i n g  c o u n t r i e s  v i e w - p o i n t ,  i f  t h e y  i n c l u d e  

n o n - g o v e r n m e n t  l o a n s ,  l i k e  t h e  W orld  Bank an d  IPG d i s b u r s e 

m e n t s  i n  t h e i r  d e b t  p o r t f o l i o ,  t h e  p i c t u r e  t h a t  e m e r g e s  

f o r  r e c e n t  y e a r s  i s  one  o f  'Undue d e t e r i o r a t i o n  i n  t h e  t e r r a s  

o f  a s s i s t a n c e . T h i s  d i s t u r b i n g  v i e w ,  e x p r e s s e d  by t h e

U n i t e d  N a t i o n s  e c o n o m i c s  e x p o r t s  a p p e a r s  t o  be  e q u a l l y
\ 6 V

s h a r e d  by  t h e  P e a r s o n  C o m m is s io n  a n d  t h e  C h a i r m a n  o f  DAC/ 

OECD, who i n  h i s  1969 R e v ie w  c o n s i d e r s  t h e  p r o b l e m  o f  

e x t e r n a l  i n d e b t n e s s  o f  d e v e l o p i n g  c o u n t r i e s  an d  t h e  f i n a n c i a l  

t e r m s  o f  a s s i s t a n c e  a s  " a  m a t t e r  o f  c o n t i n u i n g  c o n c e r n " .

The i n c o n s i s t e n c y  b e t w e e n  t h e  i m p l i c a t i o n s  o f  t h e  f o u r  

f a c t o r s  m e n t i o n e d  a b o v e  a n d  t h e  h a r d e n i n g  i n  f i n a n c i a l  t e r m s  

e s p e c i a l l y  o f  t h e  U n i t e d  S t a t e s  a i d ,  h a s  n o t  g o n e  u n n o t i c e d .  

P r o d d i n g  f r o m  t h e  d e v e l o p i n g  c o u n t r i e s  a n d  t h e  i n t e r n a t i o n a l  

d e v e l o p m e n t  i n s t i t u t i o n  p l u s  t h e  s p e c t r e  o f  d e b t  d e f a u l t ,  

f o r c e d  t h e  D e v e lo p m e n t  A s s i s t a n c e  c o m m i t t e e  (DAC) o f  t h e  

d o n o r  c o u n t r i e s  t o  recommend a  s o f t e n i n g  o f  t h e  t e r m s  o f  

a s s i s t a n c e .  Thus  i n  J u l y  1 9 6 5 ,  t h e  C o m m i t t e e  a d o p t e d  a  

r e s o l u t i o n  c a l l i n g  on member c o u n t r i e s  t o  make t h e  b e s t  

e f f o r t s  t o w a r d s  i n d i v i d u a l  s o f t e n i n g  o f  t e r m s  t o  m e e t  two 

s t a n d a r d s .  A s u p p l e m e n t a r y  r e c o m m e n d a t i o n  was a d o p t e d  i n

6 5 .  C /P  P e a r s o n  R e p o r t  op c i t  S t a t i s t i c a l  Annex I I  T a b l e  21 
P a g e  38 5 .

6 6 .  U . N . : -  W orld  Econom ic  S u r v e y  f o r  1968 op c i t  See  P a g e s  
4 8 = 5 4 .

6 7 .  P e a r s o n  R e p o r t ,  op c i t  P a g e  1 6 3 .  The a v e r a g e  
c o n c e s s i o n a r y  v a l u e  o f  l o a n s  a s  e x p r e s s e d  i n  t h e  
" g r a n t  e l e m e n t "  d e c l i n e d  f r o m  54^  t o  4 8 ^  b e t w e e n  1 9 6 4 -
6 8 .

6 8 .  DAC/OECD:- D e v e l o p m e n t  A s s i s t a n c e  1969 R e v i e w  op c i t  
P a g e  2 2 3 .  --------
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F e b r u a r y  1969 w h i c h  c a l l e d  f o r  f u r t h e r  im p r o v e m e n t  i n  t h e  

t e r r a s  o f  a s s i s t a n c e .  U nder  t h e  " s u p p l e m e n t  t o  t h e  1965 

r e c o m m e n d a t i o n " ,  d o n o r  c o u n t r i e s  c a n  a c h i e v e  i m p r o v e m e n t s  

i n  t h r e e  w a y s :  e i t h e r  ( 1 )  by p r o v i d i n g  a  v e r y  l a r g e  s h a r e

-  7 0 ^  -  o f  d e v e l o p m e n t  a s s i s t a n c e  i n  t h e  f o r m  o f  g r a n t s  o r  

g r a n t - l i k e s ;  o r  ( 2 )  by p r o v i d i n g  a  h i g h  p r o p o r t i o n  o f  g r a n t s  

o r  l o a n s  w h i c h  i n d i v i d u a l l y  c a r r y  a  l a r g e  " c o n c e s s i o n a l  

e l e m e n t " ,  o r  ( 3 )  by p r o v i d i n g  a  m ix  o f  g r a n t s  a n d  l o a n s  on 

v a r i o u s  t e r m s  w h i c h ,  t a k e n  t o g e t h e r ,  c o n t a i n  a  l a r g e  a v e r a g e  

c o n c e s s i o n a l  e l e m e n t . T h e  l a t e r  r e c o m m e n d a t i o n  a l s o  

r e c o g n i s e d  a  new minimum vo lum e  r e q u i r e m e n t .  C o u n t r i e s  whose  

vo lum e  o f  a s s i s t a n c e  m e e t i n g  t h e  new t e r m s  " i s  s i g n i f i c a n t l y  

b e l o w  t h e  DAC a v e r a g e  a s  a  p e r c e n t a g e  o f  GNP -  t h a t  i s ,  0 . 3 0 ^

-  w i l l  n o t  be  c o n s i d e r e d  a s  h a v i n g  m e t  t h e  t e r m s  t a r g e t " .

Thus  an y  a i d  w h i c h  i s  v e r y  c o n c e s s i o n a l  b u t  e q u a l l y  v e r y  

s m a l l  i n  r e l a t i o n  t o  a  d o n o r ' s  GNP w o u ld  n o t  q u a l i f y .  The 

m a in  i m p r o v e m e n t s  o f  t h e  1969 s u p p l e m e n t  o v e r  t h e  1965 

o r i g i n a l  r e c o m m e n d a t i o n  a r e :  ( a )  t h e  n a r r o w i n g  o f  r ecom m ended  

t e r m s  s p e c i f i c a l l y  t o  o f f i c i a l  d e v e l o p m e n t  a s s i s t a n c e ;  ( b )  

i n c r e a s e d  f l e x i b i l i t y  i n  o f f i c i a l  d i s b u r s e m e n t  g e a r e d  t o  m e e t  

t h e  r e c o m m e n d a t i o n ;  ( c )  f u r t h e r  s o f t e n i n g  o f  t e r m s  a n d  ( d )  

minimum vo lum e r e q u i r e m e n t s  i n  o r d e r  t o  com ply  w i t h  t h e  

s p i r i t  o f  t h e  r e c o m m e n d a t i o n .  Thus  t h e  new s o - c a l l e d  DAC 

a v e r a g e ” t e r m  f o r  l o a n  was t o  be ”8 y e a r s  g r a c e ,  30 y e a r s  

m a t u r i t y  an d  2 . 5 ^  i n t e r e s t .

6 9 .  S p e c i f i c a l l y ,  u n d e r  t h e  DAC s u p p l e m e n t a r y  r e c o m m e n d a t i o n ,  
a  c o u n t r y  i s  deemed t o  h a v e  m e t  t h e  t a r g e t  i f  ( a )  i t  
p r o v i d e s  a t  l e a s t  10°/o o f  o f f i c i a l  d e v e l o p m e n t  a s s i s t a n c e  
i n  g r a n t s  a n d  g r a n t - l i k e  a s s i s t a n c e ;  o r  ( b )  p r o v i d e s  
a t  l e a s t  8 5 ^  o f  o f f i c i a l  d e v e l o p m e n t  a s s i s t a n c e  
co m m i tm e n t s  i n  s u c h  a  way t h a t  e a c h  t r a n s a c t i o n  h a s  a  
minimum c o n c e s s i o n a l  e l e m e n t  o f  6 1 ^ ,  o r  ( c )  e n s u r e s  t h a t  
8 5 ^  o f  s u c h  c o m m i tm e n t s  c o n t a i n s  a n  a v e r a g e  c o n c e s s i o n a l  
e l e m e n t  o f  a t  l e a s t  85^*. S ee  W orld  B a n k / I D A : -  A n n u a l  
R e p o r t  f o r  19 6 9 ,  op  c i t  P a g e  3 8 .  The " c o n c e s s i o n a l
e l e m e n t "  a l s o  c a l l e d  " t h e  g r a n t  e l e m e n t "  i s  d e f i n e d  a s
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B u t  t h e  DAC e f f o r t s  t o w a r d s  l i b e r a l i z a t i o n  a n d

u n i f o r m i t y  o f  t e r m s  s t a n d a r d  c a n n o t  be  a n y t h i n g  m ore  t h a n

a  s m a l l  s t e p  t o w a r d  i n  t h e  r i g h t  d i r e c t i o n .  U n f o r t u n a t e l y

i t  d o e s  a p p e a r  f r o m  t h e  d a t a  a v a i l a b l e  t h a t  m e m b e rs '  p l e d g e s

t o  f u l f i l  t h e  r e c o m m e n d a t i o n  h a v e  n o t  b e e n  b o r n e  o u t  ^ so

f a r .  O v e r a l l  t e r m s  h a v e  b e e n  h a r d e n i n g ,  c o n t r a r y  t o  t h e

s p i r i t  o f  t h e  r e c o m m e n d a t i o n  w h i l e  some c o u n t r i e s  n o t a b l y

t h e  U n i t e d  S t a t e s  h a v e  b e e n  h a r d e n i n g  t h e i r  t e r m s  t h o u g h
70r e m a i n i n g  w i t h i n  t h e  q u a l i f y i n g  t e r m .  T h i s  s u g g e s t s  i n  a

way t h a t  t h e  t e r m s  a r e  s t i l l  t o o  " g e n e r o u s "  t o  t h e  d o n o r s .

The i n f l u e n c e  on  t h e  d o n o r  c o u n t r i e s  w i t h  t h e  f a s t e s t  g r o w t h

r a t e  o f  f o r e i g n  r e s o u r c e  t r a n s f e r  h a s  b e e n  m i n i m a l .  T h e r e

a r e  t e c h n i c a l  d e f i c i e n c i e s  a n d  a r g u a b l e  p o i n t s  i n  t h e  c l a u s e s ,

f o r  e x a m p le  t h e  q u e s t i o n  o f  a  p r o p e r  d i s c o u n t  r a t e  and  t h e

a p p r o p r i a t e n e s s  o f  t h e  a l l - e m b r a c i n g  " o f f i c i a l  d e v e l o p m e n t

a s s i s t a n c e , "  a s  t o  r e d u c e  t h e  e f f e c t i v e n e s s  o f  t h e  r e c o m m e n d -  
71a t i o n .  I t  i s  p a r t l y  f o r  t h e  i n a d e q u a c y  o f  DAG recom m end

a t i o n  t h a t  t h e  P e a r s o n  R e p o r t  r e c o m m en d s  " 7 - 1 0  y e a r s  g r a c e ,  

2 5 - 4 0  y e a r s  m a t u r i t y  a n d  2.% i n t e r e s t "  a s  a  s o f t e n i n g  s t r u c t u r e

w i t h i n  w h i c h  t h e  v a r y i n g  c i r c u m s t a n c e s  o f  t h e  r e c i p i e n t
72c o u n t r i e s  c a n  be a c c o m o d a t e d .

6 9 .  C o n t ' d . . . .  t h e  d i f f e r e n c e  b e t w e e n  t h e  f a c e  v a l u e  o f
a  f i n a n c i a l  co m m itm en t  an d  t h e  p r e s e n t  v a l u e  o f  t h e  
p r o s p e c t i v e  s t r e a m  o f  a m o r t i z a t i o n  a n d  i n t e r e s t  p a y m e n t s  
t h e r e o n  d i s c o u n t e d  a t  a  c o n v e n t i o n a l  r a t e  o f  10^

7 0 .  V/hile  i t  may be  t o o  e a r l y  t o  r e l a t e  i n d i v i d u a l  m e m b e r ' s  
t e r m s  t o  t h e  1965 and  1969 r e c o m m e n d a t i o n s ,  i t  may be  
u s e f u l  t o  n o t e  t h e  1969 f i n a n c i a l  t e r m s  o f  o f f i c i a l  
d e v e l o p m e n t  a s s i s t a n c e  (ODA) co m m itm e n t  o f  two " e x t r e m e "  
d o n o r s  a n d  c o m p a r e  them w i t h  t h e  a v e r a g e  a c h i e v e d  by  
a l l  DAC m em b e rs .  Compare th e m  a l s o  w i t h  t h e  recom m ended  
"DAC ave  r a g  e s " .  Thu s
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I t  h a s  b e e n  shown t h a t  t h e r e  i s  a  good  d e a l  o f  v a r y i n g

" s u c c e s s "  among d e v e l o p i n g  c o u n t r i e s  a s  t o  t h e  k i n d  o f

f i n a n c i a l  t e r m s  t h e y  r e c e i v e d .  B u t  s u c h  d i f f e r e n c e s  b e a r

no  p o s i t i v e  r e l a t i o n  t o  t h e  d i f f e r i n g  s i t u a t i o n s  r a i s e d
7 5by t h e i r d e v e l o p m e n t .  L i k e  a l l o c a t i o n ,  t e r m s  c o n t r a c t e d  

a r e  n o t  r e l a t e d  t o  t h e i r  d e b t  s e r v i c e  c a p a c i t i e s .  I n  some 

c a s e s  t h e  h a r d e s t  t e r m s  h a v e  g o n e  t o  w e a k e r  c o u n t r i e s  r a t h e r  

t h a n  t o  t h o s e  b e s t  p l a c e d  i n  r e l a t i o n  t o  t h e i r  e c o n o m i c  

p e r f o r m a n c e  o r  s t a g e  o f  d e v e l o p m e n t .  O n ly  i n  t h e  c a s e  o f  

g r a n t s  and  g r a n t - l i k e s  do c o u n t r i e s  w i t h  t h e  l o w e s t  i n c o m e s ,  

t h e  h e a v i e s t  d e b t  b u r d e n s  an d  t h e  p o o r e s t  e x p o r t  g r o w t h s ,  

a p p e a r  t o  be  s l i g h t l y  b e t t e r  t r e a t e d .  Nobody c a n  d e n y  

t h e  f a c t  t h a t  t h e r e  a r e  many p r a c t i c a l  p r o b l e m s  w h i c h  n e e d  

t o  be s o l v e d  i n  a d j u s t i n g  t e r m  p o l i c i e s  f u l l y  t o  t h e  r e a l  

d i f f e r e n c e s  among d e v e l o p i n g  c o u n t r i e s  i n  t h e i r  n e e d  f o r  

s o f t e r  l o a n s  an d  i n  t h e i r  a b i l i t y  t o  s u s t a i n  h a r d e r  o n e s .  

E f f o r t s  b e i n g  made by d e v e l o p m e n t  -  o r i e n t e d  i n s t i t u t i o n s  

l i k e  BAG, IBRD a n d  t h e  UN E co n o m ic  G o m m iss io n  t o w a r d s  

f u r t h e r  l i b e r a l i z a t i o n  and  h a r m o n i z a t i o n  o f  d o n o r  t e r m s  o f

7 1 .  See  a l s o  P e a r s o n  R e p o r t ,  op c i t  P a g e  16 4 .

7 2 .  I b i d  P a g e  167 ,  F o r  DAG m embers  c o m p l i a n c e  w i t h  1965 
an d  1969 t e r m s  r e c o m m e n d a t i o n s  s e e  DAG/OEGD:- D e v e l o p 
m en t  A s s i s t a n c e  1970 ,  R e v i e w  op c i t  S t a t i s t i c a l  a n n e x e  
T a b l e s  12 & 13 .

73* See  DAG/OEC:- D e v e l o p m e n t  A s s i s t a n c e  1969 r e v i e w  op  c i t  
P a g e s  2 2 7 - 2 3 2 .

7 4 .  O p t i m a l  u s a g e  i n  t h e  s e n s e  o f  maximum s o c i a l  r e t u r n s .

7 5 .  T im o th y  a n d  L e s l i e  N u l t y : -  "What i s  t h e  P r o b l e m  w i t h  
F o r e i g n  a d v i s e r s ? "  B u l l e t i n  o f  I n s t i t u t e  o f  D e v e l o p m e n t  
S t u d i e s ,  op c i t  P a g e  2 6 .
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a s s i s t a n c e  t h o u g h  s l o w ,  a r e  m o v in g  i n  t h e  r i g h t  d i r e c t i o n .

I t  d o e s  a p p e a r  t o  me h o w e v e r  t h a t  u n l e s s  d e v e l o p e d  d o n o r  

c o u n t r i e s  im p o s e  some s o r t  o f  c o l l e c t i v e  q u a s i - j u d i c i a l  

o r  m o r a l  o b l i g a t i o n  on  t h e m s e l v e s  t o  com ply  w i t h  t h e  

s t a n d a r d s  t h e y  s e t  t h e m s e l v e s  o r  w i t h  t a r g e t s  c o n s i d e r e d  

by  o t h e r s  t o  be  more  r e a l i s t i c  a n d  d e s i r a b l e ,  no  s a t i s f a c t o r y  

s o l u t i o n  w i l l  em erge  i n  t h e  s e c o n d  d e v e l o p m e n t  d e c a d e .

The d e s i r e  f o r  f u r t h e r  s o f t e n i n g  o f  r e s o u r c e  f l o w s

i s  n o t  w i t h o u t  an  i n h e r e n t  d a n g e r .  E x p e c t a t i o n  o f  a  l o n g

p e r i o d  o f  f o r e i g n  a s s i s t a n c e  on c o n c e s s i o n a r y  t e r m s  c an

c e r t a i n l y  d u l l  t h e  z e a l  o f  t h e  G o v e r n m e n t s  o f  d e v e l o p i n g

c o u n t r i e s  f o r  p o l i c y  r e f o r m s  a n d  s e l f - h e l p  m e a s u r e s .  A id

a d m i n i s t r a t i o n  on b o t h  s i d e s  m u s t  k e e p  a  w a t c h f u l  eye  on t h e

p o s s i b i l i t y  o f  two a d v e r s e  d e v e l o p m e n t s :  ( 1 )  t h e  e x t e n t

t o  w h ic h  e x t e r n a l  r e s o u r c e s  b o t h  p r i v a t e  a n d  o f f i c i a l  a r e

b e i n g  s u b s t i t u t e d  f o r  d o m e s t i c  r e s o u r c e s ;  a n d  ( 2 )  w h e t h e r

o r  n o t  " lo w  c o s t "  f o r e i g n  c a p i t a l  i n  c o m b i n a t i o n  w i t h  l o c a l

c a p i t a l  i s  b e i n g  u s e d  o p t i m a l l y . T h e  i n f l u e n c e  o f  f o r e i g n

a d v i s e r s  iii^ g u i d i n g  a g a i n s t  s u c h  p o t e n t i a l  d i f f i c u l t i e s  may

h a v e  b e e n  o v e r - r a t e d  i n  t h e  p a s t .  F o r ,  a s  T i m o th y  and

L e s l i e  N u l t y  a l l e g e ,  i n e f f i c i e n c i e s  i n  t h e  u s e  o f  f o r e i g n

e x c h a n g e  a n d  t h e  s u b s t i t u t i o n  o f  f o r e i g n  f o r  d o m e s t i c  r e s o u r c e s

h a v e  b e e n  t h e  ( n e a r l y )  i n e v i t a b l e  o u tc o m e  o f  t h e  v e r y  p o l i c i e s
75r e n d e r e d  by f o r e i g n  a d v i s e r s .

COST AND BENEFIT OF A ID : T h i s  s e c t i o n  i s  l i m i t e d  t o  an  a n a l y s i s  

o f  q u a n t i f i a b l e  c o s t  o f  f o r e i g n  a i d ,  w h i l e  t h e  more  

q u a l i t a t i v e  b e n e f i t  t o  b o t h  d o n o r s  a n d  r e c i p i e n t s  a r e  t r e a t e d  

i n  a  g e n e r a l  way h e r e  a n d  i n  more  d e t a i l  i n  t h e  o v e r a l l  

c r i t i q u e  b e l o w . ^  T h e r e  i s  no  d o u b t  t h a t  c o m p a r e d  w i t h  

b e n e f i t s  i t  r e p a y s ,  t h e  f i n a n c i a l  c o s t  o f  f o r e i g n  a s s i s t a n c e  

t o  b o t h  t h e  d o n o r s  a n d  r e c i p i e n t  i s  s m a l l .  How ever  t h e  r e a l
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c o s t  t o  a  d o n o r  c o u n t r y  i s  a  good  d e a l  l e s s  t h a n  t h e  g r o s s  

n o m i n a l  f i g u r e s  g i v e n  i n  t h e  a n n u a l  a i d  b u d g e t ,  w h i l e  t h e  

f i n a n c i a l  c o s t  b o r n e  by  t h e  r e c i p i e n t  i s  l e s s  a p p r e c i a t e d  

i n  t h e  d o n o r  c o u n t r i e s .

COST OP AID TO DONOR. W h i le  t h e  p u r p o s e  i s  n o t  t o  u n d e r 

e s t i m a t e  t h e  s a c r i f i c e  b e i n g  made by  t h e  d o n o r  c o u n t r i e s  

i n  t h e  d r i v e  f o r  d e v e l o p m e n t  o f  t h e  s o - c a l l e d  " T h i r d  W o r l d " ,  

i t  i s  t h e  c o n t e n t i o n  o f  t h i s  a n a l y s i s  t h a t  t h e  p r e s e n t  

o f f i c i a l  s y s t e m  o f  v a l u i n g  f o r e i g n  a i d  o v e r s t a t e s  t h e  

s u b s i d y ,  g r a n t ,  g i f t  o r  " p u r e "  a i d  i n h e r e n t  i n  t h e  a l t r u i s m  

o f  f o r e i g n  a s s i s t a n c e .  I f  t h e  l a t t e r  i s  s t r i c t l y  d e f i n e d  

a s  t h e  i n t r i n s i c ,  n o n - d i r e c t l y  r e t u r n a b l e  s u b s i d y  o r  " h a n d 

o u t "  f o r  d e v e l o p m e n t  o r  o t h e r  p u r p o s e s ,  t h e  n o m i n a l  d a t a  

o f  d i s b u r s e m e n t  became an  i n a d e q u a t e  m e a s u r e  o f  t h e i r  

s a c r i f i c e .  To e v a l u a t e  t h e  " p u r e "  a i d  c o n t e n t  o r  " g r a n t  

e l e m e n t "  o f  o f f i c i a l  f l o w s ,  a l l  t h e  v a r i o u s  t y p e s  o f  s u c h
7

f l o w s  m u s t  be r e d u c e d  t o  t h e i r  g r a n t - e q u i v a l e n t s . Such

e v a l u a t i o n  o f  p u r e  a i d  w ou ld  i n v o l v e  t h e  e l i m i n a t i o n  o f  

d i r e c t  r e t u r n s  on l o a n s  a n d  o t h e r  c o m m e r c i a l  c r e d i t s .  The 

r e a l  am ount  o f  a i d  b eco m es  t h e  d i f f e r e n c e  b e t w e e n  t h e  n o m i n a l  

v a l u e  and  t h e  d i s c o u n t e d  p r e s e n t  v a l u e  o f  e x p e c t e d  l o a n  

r e p a y m e n t s ,  d i s c o u n t e d  a t  a  r a t e  o f  i n t e r e s t  r e f l e c t i n g  t h e  

a l t e r n a t i v e  e m p lo y m e n t  o f  l o n g - t e r m  p u b l i c  c a p i t a l  o r  t h e  

a v e r a g e  l o n g - t e r m  r a t e  o f  r e t u r n  i n  t h e  economy o f  t h e  d o n o r  

c o u n t r i e s .  The d e g r e e  o f  s u b s i d y  i n v o l v e d  i n  an  o f f i c i a l

7 6 .  G/P J . A .  P i n c u s : -  "The C o s t  o f  F o r e i g n  A id "  i n  R ev iew  
o f  E c o n o m ic s  a n d  S t a t i s t i c s , V o l .  45 No. 4 1963 
P a g e s  3 6 0 - 3 5 7 .
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t r a n s f e r  i s  u s u a l l y  e x p r e s s e d  a s  a  p e r c e n t a g e  o f  t h e  

n o m i n a l  f l o w .  Thus a  " g r a n t  e l e m e n t "  o f  85/^ o f  o f f i c i a l  

d e v e l o p m e n t  a s s i s t a n c e  com m itm en t  -  t h e  DAC a v e r a g e  f o r  

1969 -  m eans  t h a t  t h e  s u b s i d y  o r  p u r e  a i d  a s  d e f i n e d  a b o v e  

i s  o n l y  8 5 ^  o f  t h e  n o m i n a l  a v e r a g e  DAC f l o w  t o  d e v e l o p i n g  

c o u n t r i e s .  A g r a n t  d i s b u r s e m e n t  n e c e s s a r i l y  i m p l i e s  100# 

g r a n t  e l e m e n t ,  w h i l e  t h e  h a r d e r  a  l o a n  b e c o m e s ,  t h e  s m a l l e r  

i s  t h e  g r a n t  e l e m e n t  i n h e r e n t  i n  s u c h  l o a n .  T a b l e  13 shows  

a  c o m p a r i s o n  b e t w e e n  t h e  n o m i n a l  a n d  r e a l  v a l u e  o f  a i d  co m m it 

m e n t  f o r  i n d i v i d u a l  DAC members  i n  s e l e c t e d  y e a r s .  F o r  

DAC a s  a  w h o l e ,  t h e  p r e s e n t  o f f i c i a l  s y s t e m  o v e r s t a t e s  

c o m b in e d  f l o w  t o t a l s  by 4 6 = 5 0 #  c o m p a r e d  w i t h  t h e  r e a l  vo lum e  

o f  p u r e  a i d  i n  t h e  y e a r s  1962 ,  64 a n d  6 5 ,  when n o n - g r a n t

f l o w s  a r e  d i s c o u n t e d  a t  t h e  a v e r a g e  l o n g - t e r m  b o r r o w i n g
77r a t e s  o f  e a c h  c o u n t r y  i n  t h e  a p p r o p r i a t e  y e a r .  The d e g r e e  

o f  o v e r s t a t e m e n t  i s  r e d u c e d  when t h e  r e l a t i v e l y  h i g h  10# 

d i s c o u n t  r a t e  i s  e m p l o y e d .  I f  t h e  r e a l  v o lu m e  o f  s u b s i d y  

i s  t a k e n  t o  r e p r e s e n t  t h e  r e a l  c o s t  o f  a i d  t o  t h e  d o n o r  

c o u n t r i e s ,  t h e  t a b l e  a l s o  shows  a  w id e  d i s c r e p a n c y  b e t w e e n  

t h e  r e a l  c o s t  o f  a i d  a n d  t h e  " n o m i n a l  t o t a l "  a s  r e p o r t  by 

DAC/OECD. The b u i l t - i n  c o r r e l a t i o n  b e t w e e n  g r a n t  p r o p o r t i o n s  

a n d  g r a n t  e l e m e n t s  o f  t o t a l  c o m m i tm e n t  e n s u r e s  t h a t  c o u n t r i e s  

p r o v i d e  a  l a r g e  s h a r e  o f  t h e i r  a s s i s t a n c e  i n  fo r m  o f  g r a n t s  

t e n d  t o  h a v e  a  low  d e g r e e  o f  o v e r s t a t e m e n t ,  w h i l e  c o u n t r i e s  

p r o v i d i n g  t h e i r  a s s i s t a n c e  p r e d o m i n a n t l y  on h a r d  t e r m s ,  n o t  o n l y  

c o n t r i b u t e  i n  r e a l  t e r m s  l e s s  a s  a  p r o p o r t i o n  o f  t h e i r  GNP

7 7 .  To c a l c u l a t e  t h e  " g r a n t  e q u i v a l e n t " ,  t h e  v a r i a b l e s  ' 
i n v o l v e d  i n c l u d e  t h e  i n t e r e s t  r a t e  a c t u a l l y  c h a r g e d ,  
t i m e  p a t t e r n  o f  r e p a y m e n t ,  g r a c e  p e r i o d ,  m a t u r i t y  d a t e ,  
r e p a y m e n t s  i n  " h a r d "  o r  " s o f t "  c u r r e n c y ,  o r  i n  k i n d ,  
t h e  r a t e  o f  r e t u r n  on c a p i t a l  i n v e s t e d  a t  d o n o r ’ s home 
economy.



Page 115

t h a n  t h e y  a p p e a r  t o  he d o i n g ,  h u t  a l s o  o v e r - s t a t e  t h e i r  

" g e n e r o u s i t y " c o n s i d e r a b l y .  I n  t h i s  r e s p e c t ,  s e e  t h e  

p o s i t i o n s  o f  P o r t u g a l ,  I t a l y  a n d  J a p a n  i n  t h e  t a b l e .

Some o t h e r  u s e f u l  d a t a  may be  m e n t i o n e d :  The t o t a l

g r a n t  e l e m e n t  a s  p e r c e n t a g e  o f  t o t a l  DAC o f f i c i a l  c o m m i tm e n t s  

i n  1964 ,  65 an d  o f  o f f i c i a l  d e v e l o p m e n t  a s s i s t a n c e  (ODA) 

com m itm en t  i n  1968 ,  69 d i s c o u n t e d  a t  10#  w e re  8 1 . 6 # ,  7 7 . 1 #

8 0 #  and  8 5 #  r e s p e c t i v e l y  t h o u g h  t h e  u s e  o f  l o n g - t e r m  b o r r o w 

i n g  r a t e s  r e d u c e s  t h e  DAC a v e r a g e  f o r  1964 a n d  1965 t o  6 8 . 6 #  

a n d  6 6 . 2 #  r e s p e c t i v e l y .  The g r a n t  e l e m e n t s  a r e  e v i d e n t l y  

i n f l a t e d  by t h e  i n f l u e n c e  o f  g r a n t s  a n d  g r a n t - l i k e s  f l o w s .

The g r a n t  e l e m e n t  o f  l o a n  c o m m i tm e n t s  i n  1965 a n d  o f  ODA 

l o a n  com m itm en t  i n  19 6 8 ,  69 w e re  4 2 # ,  42#  a n d  45#  r e s p e c t 

i v e l y  -  u s i n g  a  10# d i s c o u n t  r a t e .  T h i s  shows t h a t  t h e  

e l e m e n t  o f  s u b s i d y  i n  l o a n s  i s  n o t  a s  l a r g e  a s  i s  g e n e r a l l y  

s u p p o s e d .  The d e g r e e  o f  o v e r s t a t e m e n t  o f  r e a l  vo lu m e  o f  

s a c r i f i c e  by t h e  d o n o r  c o u n t r i e s  i n e v i t a b l y  m e a n t  a  

r e v a l u a t i o n  o f  o f f i c i a l  f l o w s  a s  p e r c e n t a g e s  o f  GNP. F o r  

DAC a s  a  w h o l e ,  t h e  a v e r a g e  0 . 4 6 #  o f  GNP i s  r e d u c e d  t o  a  g r a n t  

e l e m e n t  o f  0 . 3 5 # .  F o r  d o n o r s  l i k e  A u s t r a l i a  a n d  F r a n c e  t h a t  

g i v e  t h e i r  a s s i s t a n c e  s u b s t a n t i a l l y  i n  f o r m  o f  g r a n t s ,  t h e  

a d j u s t m e n t  i n  t h e i r  p e r c e n t a g e s  i s  m i n i m a l ,  b u t  f o r  " h a r d  

t e r m "  l e n d e r s  l i k e  J a p a n ,  A u s t r i a ,  P o r t u g a l  a n d  I t a l y ,  t h e  

r e a l  c o s t  o f  a i d  i n  t e r m s  o f  GNP i s  a  good  d e a l  l e s s  t h a n  t h e  

n o m i n a l  f i g u r e s .  F o r  e x a m p l e  i n  1 9 6 8 ,  n e t  o f f i c i a l  f l o w  f r o m

J a p a n  was 0 . 4 8 #  o f  GNP w h i l e  t h e  g r a n t  e l e m e n t  i s  o n l y  0 . 2 4 #
7 8

o f  GNP. S i n c e  e x p o r t  c r e d i t s  a n d  p r i v a t e  c a p i t a l  f l o w s  a r e  

c o m m e r c i a l l y  m o t i v a t e d  a n d  h e n c e  l a c k  any  e l e m e n t  o f  c h a r i t y ,  

t h e  e v i d e n c e  a s s e m b l e d  i n  t h i s  s e c t i o n  i s  i n d i c a t i v e  o f  t h e  l o w

7 8 .  See T ab le  12 a ,
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l e v e l  o f  r e a l  l o n g - t e r m  s a c r i f i c e  b e i n g  made by t h e  d e v e l o p e d  

c o u n t r i e s  i n  t h e  h uge  t a s k  o f  d e v e l o p i n g  t h e  l o w - i n c o m e  

c o u n t r i e s .  The f i g u r e  o f  0 . 3 5 #  o f  GNP i n  1968 a n d  1969 i s  

a  f a r  c r y  f r o m  t h e  much p u b l i c i z e d  " 1 #  o f  GNP by  1975"  t a r g e t  

s e t  f o r  t h e  S e c o n d  d e v e l o p m e n t  d e c a d e .  F u r t h e r m o r e  t h e  

g r a n t  e l e m e n t  o f  0 . 3 5 #  o f  GNP may a c t u a l l y  be  o v e r s t a t i n g  

t h e  r e a l  s u b s i d y  s i n c e  i t  i s  b a s e d  on  a  10# d i s c o u n t  r a t e .

The u s e  o f  a  more  r e a l i s t i c  l e n d i n g  c o u n t r i e s '  own i n t e r e s t  

r a t e s ,  f o r  e x am p le  l o n g - t e r m  g o v e r n m e n t  bon d  y i e l d s  w ou ld  

i n e v i t a b l y  r e d u c e  t h e  a v e r a g e  s a c r i f i c e .  I t  m u s t  a l s o  be 

b o r n e  i n  m ind  t h a t  b o t h  t h e  t o t a l  o f f i c i a l  a n d  ODA d i s b u r s e 

m en t  t r a d i t i o n a l l y  a l w a y s  a p p e a r  t o  be  1 5 - 3 0 #  l e s s  t h a n  u s u a l  

co m m itm en t  p l e d g e s .

T h e r e  a r e  a t  l e a s t  f o u r  d i f f e r e n t  w ays  i n  w h i c h  t h e  

g e n u i n e  c o s t  o f  a i d  t o  t h e  d o n o r  c a n  b e  e s t i m a t e d .  F i r s t  

t h e r e  i s  t h e  " o p p o r t u n i t y  c o s t " .  I n  t h e  s h o r t - t e r m  t h e  

o p p o r t u n i t y  c o s t  o f  f o r e g o i n g  t h e  c a p i t a l  t r a n s f e r r e d  i s  

e q u i v a l e n t  t o  t h e  n o m i n a l  vo lum e  o f  a i d  r e p o r t e d  i n  t h e  a i d  

b u d g e t ,  i n  t h e  s e n s e  t h a t  t h e  sum m i g h t  h a v e  b e e n  u s e d  

d o m e s t i c a l l y  f o r  m o d e r n i z a t i o n  o f  t h e  s o c i a l  s e r v i c e s .  

S e c o n d l y  t h e r e  i s  t h e  " r e s o u r c e s  c o s t " .  T h i s  i s  l i k e l y  t o  

be l e s s  b u rd e n s o m e  w h e re  u n u s e d  c a p a c i t i e s  e x i s t  o r  when 

s u r p l u s  f o o d  o r  m a c h i n e r y  i s  t r a n s f e r r e d  a b r o a d .  I f  on  t h e  

o t h e r  h a n d ,  t h e r e  e x i s t s  f u l l  e m p l o y m e n t ,  a i d  d i v e r t s  t o  

e x p o r t  some o f  t h e  p r o d u c t s  f o r  w h i c h  t h e r e  may be  a  d o m e s t i c

demand an d  may t h u s  c o n t r i b u t e  t o  i n f l a t i o n a r y  s i t u a t i o n .
79R e s o u r c e  c o s t  i s  more  a k i n  t o  t h e  r e a l  c o s t  o f  a i d .

7 9 .  G/F F .D .  Holzman i n  "The R e a l  E conom ic  C o s t s  o f  G r a n t i n g  
F o r e i g n  A i d " ; The J o u r n a l  o f  D e v e l o p m e n t  S t u d i e s  V o l . 7 ,  
No. 13 A p r i l  1 9 7 1 .  Holzman a r g u e s  t h a t  a  g r a n t  o r  l o a n  
i n v o l v e s  a  s o c i a l  c o s t  t o  t h e  d o n o r  o n l y  i f  t h e  d o n o r  i s  
d e p r i v e d  t h e r e b y  o f  t h e  u s e  o f  c u r r e n t  o u t p u t  f o r  
d o m e s t i c  ( o r  n o r m a l  t r a d e )  p u r p o s e s .
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B u d g e t a r y  c o s t  i s  t h e  n o m i n a l  a i d  co m m itm e n t  a n n o u n c e d

a n n u a l l y .  I t s  f i s c a l  o r i e n t a t i o n  d i f f e r e n t i a t e s  i t

c o n c e p t u a l l y  f r o m  t h e  o p p o r t u n i t y  c o s t  i n h e r e n t  i n  a i d  f l o w s ,

l a s t l y  t h e r e  i s  t h e  c o s t  o f  a i d  i n  t e r m s  o f  f o r e i g n  e x c h a n g e

t o  t h e  d o n o r .  I  h a v e  a l r e a d y  t o u c h e d  u p o n  t h e  i m p o r t a n c e

o f  t h e  b a l a n c e  o f  p a y m e n t s  i n  r e l a t i o n  t o  f o r e i g n  a i d

p r o g r a m m e .  The r e c e n t  d e c l i n e  i n  t h e  f l o w s  f r o m  i m p o r t a n t

d o n o r s  l i k e  t h e  U n i t e d  S t a t e s  a n d  t h e  U n i t e d  Kingdom h a s

b e e n  p a r t l y  b la m e d  on t h e i r  b a l a n c e  o f  p a y m e n t s  and  r e s e r v e s

d i f f i c u l t i e s .  T y i n g  o f  a i d  h a s  b e e n  s u b s t a n t i a l l y  j u s t i f i e d

a s  a  m eans  o f  r e d u c i n g  t h e  f o r e i g n  e x c h a n g e  c o s t  o f  a i d .

The r e l a t i o n s h i p  b e t w e e n  a i d  t y i n g  a n d  t h e  b a l a n c e  o f  p a y -
ft D

m e n t s  i s  f u l l y  e x p l o r e d  b e l o w .  S u f f i c e  i t  t o  s a y  h e r e  

t h a t  t h e  f o r e i g n  e x c h a n g e  c o s t  o f  a i d  i s  s u b s t a n t i a l l y  l e s s  

t h a n  t h e  g r o s s  n o m i n a l  v a l u e  i n  t h e  a i d  b u d g e t .  S i n c e  on 

a v e r a g e  7 5 #  o f  f o r e i g n  a i d  by DAC members  i s  t i e d  t o  t h e  

d o n o r  c o u n t r i e s ,  t h e  a v e r a g e  e x c h a n g e  c o s t  among DAC members  

i s  a b o u t  a  q u a r t e r  o f  t h e  n o m i n a l  f l o w .  The c a s e  o f  t h e  

U n i t e d  Kingdom i l l u s t r a t e s  t h i s  p o i n t .  A B r i t i s h  L a b o u r  

P a r t y  Docum ent  on  f o r e i g n  a i d  a t t a c k s  t h e  m y th  t h a t  a i d  i s  a

7 9 .  C o n t ' d . . .  To t h e  e x t e n t  t h a t  a i d  i s  p r o v i d e d  by
( i . e .  r e s u l t s  i n )  t h e  e m p lo y m e n t  o f  o t h e r w i s e  u n e m p lo y e d  
l a b o u r  and  o t h e r  p r i m a r y  f a c t o r s ,  i t  may be  v i e w e d  a s  
s o c i a l l y  c o s t l e s s  t o  t h e  a d v a n c e d  n a t i o n s .  I n  f a c t  by 
e l i m i n a t i n g  f u r t h e r  u n e m p l o y m e n t  v i a  t h e  m u l t i p l i e r ,  
t h e  g r a n t i n g  o f  a i d ,  g i v e n  t h e  a p p r o p r i a t e  t i m e  l a g ,
l e a v e  t h e  d o n o r  w i t h  more  o u t p u t  a v a i l a b l e  f o r  u s e  t h a n
b e f o r e .  See  P a g e  2 4 5 .  H ow ever  I  f e e l  t h a t  t h e  c u r r e n t  
s m a l l n e s s  o f  a i d  i n  r e l a t i o n  t o  t o t a l  a n n u a l  p r o d u c t i o n  
m i l i t a t e s  a g a i n s t  i t  h a v i n g  s u c h  a  s t i m u l u s  e f f e c t  on
a g g r e g a t e  p r o d u c t i o n  an d  o u t p u t .

8 0 .  See  a l s o  C hap ter  5 .
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b u r d e n  on t h e  B a l a n c e  o f  P a y m e n t s  a c c o u n t s .  I t  e x p l a i n s  t h a t

" a t  l e a s t  t w o - t h i r d s  o f  t h e  a i d  p rog ram m e  i s  s p e n t  ( i . e .

t i e d )  on  g o o d s  an d  s e r v i c e s  i n  t h e  U n i t e d  K ingdom,  m a k in g

t h e  c o s t  t o  f o r e i g n  e x c h a n g e  o n l y  a b o u t  £70m p e r  annum.  I n

a d d i t i o n ,  a t  l e a s t  £60m a  y e a r  comes  b a c k  t o  B r i t a i n  a s

p a y m e n t s  on c a p i t a l  ( a m o r t i z a t i o n )  a n d  i n t e r e s t  on  o l d  a i d

l o a n s .  A l t h o u g h  B r i t a i n  p r o v i d e s  o n l y  a b o u t  7 . 5 #  o f  a l l  a i d

f l o w  t o  u n d e r - d e v e l o p e d  c o u n t r i e s ,  s h e  r e c e i v e s  a t  l e a s t

1 2 . 5 #  o f  a l l  o r d e r s  f o r  g o o d s  a n d  s e r v i c e s  by LBCs f r o m
81d e v e l o p e d  c o u n t r i e s . "  The i m p l i c a t i o n  o f  t h i s  e s t i m a t e ,  

w h i c h  h a s  b e e n  s u b s t a n t i a t e d  by o t h e r  s t u d i e s  i s  t h a t  f o r  

a  g r o s s  a i d  b u d g e t  o f  a b o u t  £ 2 1 Om, t h e  f o r e i g n  e x c h a n g e
O p

c o s t  i s  o n l y  a b o u t  £50m. The F r e n c h  a i d  p rogram m e t y p i f i e s  

t h e  s u b t l e t y  o f  t h e  r e s o u r c e  a n d  f o r e i g n  e x c h a n g e  c o s t  o f  a i d .  

The g e n e r o u s i t y  o f  t h e  F r e n c h  i n  b u d g e t i n g  d u r i n g  t h e  1 9 6 0 s  

more  t h a n  1# o f  t h e i r  GNP t o  f o r e i g n  a i d  b eco m es  l e s s  

e x c e p t i o n a l l y  o u t s t a n d i n g  i f  i t  r e a l i s e d ,  a s  T e r e s a  H a y t e r  

h a s  shown i n  a  s t u d y  f o r  GDI o f  F r e n c h  a i d  t o  h e r  f o r m e r  

c o l o n i e s ,  t h a t  n e a r l y  a  q u a r t e r  o f  t h i s  was  s p e n t  on s a l a r i e s  

o f  F r e n c h  o p e r a t i o n a l  p e r s o n n e l  who fo r m  t h e  c o r e  o f  h e r  

t e c h n i c a l  a s s i s t a n c e  p ro g r a m m e .  Thus  a  l a r g e r  p r o p o r t i o n  o f  

F r e n c h  a i d  was s p e n t  on  p a y i n g  h e r  own c i v i l  s e r v a n t s ,  o r  t o  

p u t  i t  i n  a n o t h e r  way,  on p r o v i d i n g  c o n t i n u e d  e m p lo y m e n t  f o r  

a  l a r g e  nu m b er  o f  e x - c o l o n i a l  c i v i l  s e r v a n t s .

8 1 .  B r i t i s h  L a b o u r  P a r t y : -  The F i g h t  A g a i n s t  Wor l d  P o v e r t y  
-  L a b o u r  C o m m i tm e n t . T r a n s p o r t  H o u s e ,  London  1 9 6 9 ,

8 2 ,  See  f o r  e x a m p le  B. H o p k in  a n d  A s s o c i a t e s : -  "A id  a n d  t h e  
B a l a n c e  o f  P a y m e n t s " .  E conom ic  J o u r n a l . M arch  1970 ;  
a n d  a l s o  t h e  c a l c u l a t i o n s  by A d r z e i  L r a s s o w s k i  o f  t h e  
GDI, q u o t e d  i n  A.G.  K e m p :-  " L o n g - t e r m  C a p i t a l  Movement"  
S c o t t i s h  J o u r n a l  o f  P o l i t i c a l  Ec o nomy "^ol.  13 ,  1 9 6 6 .
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THE COST TO THE RECIPIENTS: -  W hich  e v e r  way we may l o o k  a t  

t h e  c o s t  o f  a i d  t o  t h e  d o n o r  c o u n t r i e s ,  t h e r e  i s  n o  d o u b t  i t  

i s  a  m i c r o s c o p i c  f r a c t i o n  o f  t h e i r  n a t i o n a l  i n c o m e s ,  b u t  i t  

i s  e c o n o m i c a l l y  c r u c i a l  t o  m o s t  d e v e l o p i n g  c o u n t r i e s .  The 

c o s t  o f  a i d  t o  t a x p a y e r s  t h e r e ,  i s  r e l a t i v e l y  much g r e a t e r ;  

f o r  t h e  b u r d e n  and  r i s k s  o f  d e v e l o p m e n t  l o a n s  b e a r  u p o n  them 

more  h e a v i l y  t h a n  t h e y  do upon  t h e  d o n o r s .  The b i g g e s t  

l o s e r s  o f  i n e f f e c t i v e  o r  m i s a p p l i e d  a i d  a r e  t h e  r e c i p i e n t s  

t h e m s e l v e s .  T h e r e  a r e  t h r e e  p r i n c i p a l  a r e a s  on  w h i c h  t h e  

c o s t  o f  f o r e i g n  a s s i s t a n c e  t o  t h e  r e c i p i e n t s  become w e l l -  

p r o n o u n c e d .  T h e s e  r e l a t e  t o  a i d  t y i n g ,  l o c a l  c o s t  o f  f o r e i g n -  

a s s i s t e d  d e v e l o p m e n t  p r o j e c t s  an d  t h e  q u e s t i o n  o f  d e b t  

s e r v i c i n g .  E a c h  c o n d i t i o n  a t t a c h e d  t o  a i d  b y  t h e  d o n o r  

i n  o r d e r  t o  s e c u r e  some econom ic  o r  p o l i t i c a l  a d v a n t a g e  

o r  l e v e r a g e  i s  l i k e l y  t o  h a v e  a  c o s t  t o  t h e  r e c i p i e n t .  The 

c o s t s  t o  t h e  r e c i p i e n t  o f  t y i n g  i n c l u d e  ( a )  o v e r v a l u a t i o n  o f  

t h e  am oun t  o f  a i d ,  and  i n c r e a s e d  l o a n  r e p a y m e n t s .  F o r  

e x a m p l e ,  P a k i s t a n  was e s t i m a t e d  t o  h a v e  l o s t  a b o u t  #60m f r o m  a 

# 5 0 0 m f o r e i g n  a i d  f o r  1966 t h r o u g h  i n a b i l i t y  t o  p u r c h a s e
o ?

c o m m o d i t i e s  and  e q u i p m e n t s  f r o m  t h e  c h e a p e s t  m a r k e t s ,  and

( b )  b y  i m p l i c a t i o n  r e d u c t i o n  i n  t h e  t o t a l  a s s i s t a n c e  p r o v i d e d ,  

and  ( c )  d i s t o r t i o n  o f  r e s o u r c e  a l l o c a t i o n  o f  t h e  r e c i p i e n t  

c o u n t r i e s .  To a b s o r b  a g r i c u l t u r a l  s u r p l u s e s  a n d  m a c h i n e r y  

t i e d  t o  p r o j e c t s  may a d v e r s e l y  d e p r e s s  i n t e r n a l  p r i c e s  o r  

r e d u c e  i n c e n t i v e  f o r  i n c r e a s e d  l o c a l  p r o d u c t i o n  w h i c h  c o u l d  

o t h e r w i s e  b e  e c o n o m i c a l  i f  a i d  i s  n o t  s o  r e s t r i c t i v e  i n  t h e  

fo rm  and  t y p e  i t  t a k e s .  Such  a  c o s t l y  d e v e l o p m e n t  e x i s t s  

e s p e c i a l l y  " i n ..................

83* See  B e low  P a g e s  1 2 5 -1 2 6

8 4 .  H .B .  C h e n e r y : -  T he  E f f e c t i v e n e s s  o f  F o r e i g n  A s s i s t a n c e  
on c i t  P a g e  7 2 .
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t h e  l a r g e r  c o u n t r i e s ,  s u c h  a s  I n d i a ,  B r a z i l  a n d  T u r k e y  w h e re  

t h e  d e v e l o p m e n t  o f  m a c h i n e r y  a n d  m e t a l  w o r k i n g  i n d u s t r i e s  i s  

c o n s i s t e n t  w i t h  t h e i r  l o n g - t e r m  c o m p a r a t i v e  a d v a n t a g e s ;  

e x c e s s i v e  r e l i a n c e  on t h e  p r o j e c t  a p p r o a c h  w o u ld  f o r c e  t h e  

c o u n t r y  t o  i n h i b i t  t h e  d e v e l o p m e n t  o f  t h e s e  s e c t o r s  a n d  l i m i t  

t h e  t o t a l  a i d  t h e y  c o u l d  r e c e i v e . ( d )  i n a b i l i t y  o f  t h e  

r e c i p i e n t  t o  c h o o s e  a n  a p p r o p r i a t e  t e c h n o l o g y  o r  em p lo y  

i n t e r n a t i o n a l  c o n s u l t a n t s  o f  h e r  own c h o i c e .

F o r  d e v e l o p i n g  c o u n t r i e s  w i t h  p o o r l y  d e v e l o p e d  t a x  b a s e ,  

t h e  n e e d  t o  m e e t  t h e  l o c a l  c o s t s  o f  e x t e r n a l l y  a s s i s t e d  

p r o j e c t s  im p o se  h e a v y  b u r d e n s  on g o v e r n m e n t  r e s o u r c e s  t h a t  

a t  t i m e s  become u n b e a r a b l e .  Thus  t h e r e  a r e  i n s t a n c e s  w h e re  

t h e  g o v e r n m e n t s  o f  some d e v e l o p i n g  c o u n t r i e s  h a v e  n o t  b e e n  

a b l e  t o  make f u l l  u s e  o f  f o r e i g n  e x c h a n g e  c o s t s  o f  p r o j e c t s  

p r o v i d e d  by t h e  d o n o r s  s i m p l y  f o r  l a c k  o f  c o m p l e m e n t a r y  

d o m e s t i c  f u n d s , " D o n o r s " ,  t h e  C a m b r id g e  C o n f e r e n c e  on  

D e v e l o p m e n t  P r o b l e m s  s u g g e s t e d ,  " s h o u l d  be  r e a d i e r  t h a n  t h e y  

a r e  a t  p r e s e n t  t o  m e e t  l o c a l  c o s t s  i n  many i n s t a n c e s ; . . . . . . .

. . .  t h e  p r e c i s e  s h a r e  o f  t h e  r e c i p i e n t  s h o u l d  be  f i x e d  

a c c o r d i n g  t o  h i s  m eans  an d  n o t  by  some a r b i t r a r y  s t a n d a r d  

p r o c e d u r e .

D e b t  s e r v i c e  i s  o u t s t a n d i n g : ^  t h e  h e a v i e s t  b u r d e n  t h a t  

f o r e i g n  a i d  im pose  on LDCs. F o r  many o f  t h e m ,  t h e  c o s t  o f  

i n t e r e s t  an d  a m o r t i z a t i o n  o f  p a s t  l o a n s  i s  i n c r e a s i n g  f a s t e r  

t h a n  t h e i r  e x p o r t  e a r n i n g s  o r  t h e  g r o w t h  o f  t h e i r  GNPs. Some 

L a t i n  A m e r i c a n  c o u n t r i e s  a r e  a c t u a l l y  r e c e i v i n g  n e g a t i v e  n e t  

a i d  i n  t h e  s e n s e  t h a t  t h e  c u r r e n t  g r o s s  d i s b u r s e m e n t  i s  l e s s

8 5 .  I n  t h e  c a s e  o f  N i g e r i a  f o r  e x a m p l e ,  s e e  b e l o w  C h a p t e r  7

8 6 .  R. R o b i n s o n  ( e d ) : -  I n t e r n a t i o n a l  c o o p e r a t i o n  i n  A i d .
op c i t  Page  20 .
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t h a n  t h e  o u t f l o w  o f  a m o r t i z a t i o n  a n d  i n t e r e s t  on p a s t  d e b t .

The s e r v i c i n g  d i f f i c u l t i e s  o f  some c o u n t r i e s  h a v e  a l r e a d y  

b e e n  r e f e r r e d  t o  e a r l i e r  o n .

The i n f e r e n c e  t h a t  c a n  be  made f r o r a ^ a b o v e  a n a l y s i s  i s

t h a t  t h e  e l e m e n t  o f  s u b s i d y  by  t h e  d o n o r s  i s  s m a l l e r ,  a n d  t h e

d i r e c t  an d  i n d i r e c t  c o s t  o f  f o r e i g n  a s s i s t a n c e  f o r  t h e

r e c i p i e n t s  i s  g r e a t e r  t h a n  i s  g e n e r a l l y  p r e s u m e d .  " D e b t

s e r v i c i n g ,  r e p a y m e n t  o f  p r i n c i p a l ,  l o s s  o f  c o s t - e f f e c t i v e n e s s

t h r o u g h  t y i n g ,  i n e f f i c i e n t  t e c h n i c a l  a s s i s t a n c e  a n d  l o c a l

c o s t s  im p o s e  h e a v i e r  b u r d e n  on p o o r  r e c e i p i e n t s  t h a n  on
8 7

w e a l t h i e r  d o n o r s . "

THE BENEFITS OP FOREIGN AID. The e c o n o m i c  b e n e f i t s  t h a t  c a n  

be d e r i v e d  by d e v e l o p i n g  c o u n t r i e s  f r o m  f o r e i g n  a s s i s t a n c e  

c a n n o t  be  o v e r - e m p h a s i z e d .  A d d i t i o n a l  r e s o u r c e s  made 

a v a i l a b l e  f o r  t h e  d e v e l o p m e n t  p r o c e s s ;  t h e  b r e a t h i n g  s p a c e  

p r o v i d e d  t o  a d j u s t  t h e  s t r u c t u r e  o f  r e s o u r c e  u s e ;  t h e  f i l l i n g  

o f  s k i l l ,  s a v i n g  an d  e x c h a n g e  g a p s  t h a t  l i m i t  t h e  g r o w t h  

p o t e n t i a l s ,  t h e  s p r e a d  o f  a p p r o p r i a t e  t e c h n i c a l  know -how ,  

o r g a n i s a t i o n  and  a d m i n i s t r a t i v e  e x p e r t i s e  e s s e n t i a l  f o r  

i n c r e a s i n g  t h e  a b s o r p t i v e  c a p a c i t y ,  an d  t h e  m o r a l  s u p p o r t ,  

e x h o r t a t i o n  an d  c o n s t r u c t i v e  c r i t i c i s m s ,  a r e  some o f  t h e  

b e n e f i c i a l  f a c t o r s  w h i c h  i n  my o p i n i o n  a r e  f u l l y  a p p r e c i a t e d  

by t h e  d e v e l o p i n g  c o u n t r i e s  t h e m s e l v e s .  By f i n a n c i n g  t h e  s o -  

c a l l e d  " G r e e n  R e v o l u t i o n " ,  i n f r a s t r u c t u r a l  e x p a n s i o n  a n d  

s o c i o - e c o n o m i c  a m e n i t i e s  l i k e  w a t e r  s u p p l y ,  e l e c t r i c i t y  and  

r o a d s ,  f o r e i g n  a i d  m ore  o f t e n  t h a n  n o t ,  t h u s  p e n e t r a t e s  down 

t o  t h e  l e v e l  w here  i t s  b e n e f i t s  c a n  be  f e l t  by  t h e  o r d i n a r y  

man. I f  " s u c c e s s  s t o r i e s "  a r e  f e w ,  t h e  i m p l i c a t i o n  t o  be  

drawn i s  t h a t  d e v e l o p m e n t  i s  a  c o m p l e x ,  h a z a r d o u s  a n d  e n d u r i n g

87. l o c  c i t  Page 2 0 .
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p r o c e s s .  Y e t  t h e  s p e c i a l  c i r c u m s t a n c e s  o f  t h e s e  c o u n t r i e s  -  

T a iw a n ,  S o u t h  K o r e a ,  I s r a e l  a n d  I v o r y  C o a s t  -  m u s t  he  h o m e  

i n  m ind  b e f o r e  c a s t i g a t i n g  t h o s e  who h a v e  n o t  y e t  "made i t " .

A t t e m p t s  h a v e  b e e n  made t o  c a l c u l a t e  t h e  q u a n t i f i a b l e

b e n e f i t s  a c c r u i n g  t o  a  r e c i p i e n t  c o u n t r y ,  f o r  e x am p le

t h r o u g h  t h e  n o t i o n  o f  i n c r e m e n t  t o  t h e  GNP. The s t r i k i n g

f a c t  t h a t  e m e r g e s i s  t h e  i m p o r t a n c e  o f / l o n g - t e r m  e f f e c t  o f
A.

d e v e l o p m e n t  a s s i s t a n c e .  T h i s  l o n g - t e r m  e f f e c t ,  t h a t  i s  

t h e  i n d i r e c t  e f f e c t  -  on g r o w t h  a n d  d e v e l o p m e n t  r e s u l t i n g  f r o m  

t h e  p r o d u c t i v e  u s e  made o f  t h e  i n i t i a l  i n c r e m e n t ,  may be  more 

d e c i s i v e  i n  s h a p i n g  t h e  d e v e l o p m e n t  p r o c e s s  o f  t h e  r e c i p i e n t  

c o u n t r y .  ^Aliile t h e  m a r g i n a l  p r o d u c t i v i t y  o f  h u n d r e d  d o l l a r s  

o f  f o r e i g n  e x c h a n g e  -  p r o v i d e d  t o  i m p o r t  c o m p l e m e n t a r y  

i n p u t s  f o r  i d l e  d o m e s t i c  f a c t o r s  an d  t h e r e b y  r e s u l t i n g  i n  

t h e  a d d i t i o n  o f  t h r e e  h u n d r e d  d o l l a r s  w o r t h  o f  g o o d s  t o  t h e  

GNP -  may be  3 ,  t h e  l o n g - t e r m  p r o d u c t i v i t y  o f  t h o s e  o r i g i n a l  

d o l l a r s  t h r o u g h  t h e  u s e  o f  t h e  e x t r a  t h r e e  h u n d r e d  a l o n g  

w i t h  o t h e r  s u r p l u s  t o  b e  g e n e r a t e d ,  i s  n o t  l i m i t e d  t o  a  

m e a s u r a b l e  e x p a n s i o n  o f  GNP b u t  a l s o  t o  q u a l i t a t i v e  b e n e f i t s  

e n g e n d e r e d  i n  t h e  econom y,  s u c h  a s  i n s t i t u t i o n a l  t r a n s f o r m 

a t i o n  i n  a p p r o a c h e s  t o  p l a n n i n g ,  s a v i n g  a n d  i n v e s t i n g .  The 

r e l a t i v e  i m p o r t a n c e  o f  t h e  l o n g - t e r m  i n d i r e c t  e f f e c t s  o f  a i d  

i n  d e t e r m i n i n g  t h e  t o t a l  o u tc o m e  o v e r  a  g i v e n  p e r i o d  i s  

i l l u s t r a t e d  by a  c a s e  s t u d y  o f  G r e e c e .  Of t h e  t o t a l  i n c r e a s e  

i n  GNP b e t w e e n  1950 a n d  1961 ,  15#  w o u ld  h a v e  b e e n  a c h i e v e d  

w i t h o u t  a s s i s t a n c e  f r o m  a b r o a d ;  35# r e p r e s e n t e d  t h e  d i r e c t  

i n i t i a l  e f f e c t  o f  t h e  a s s i s t a n c e  p r o v i d e d ,  an d  5 0 #  was  

a t t r i b u t a b l e  t o  t h e  i n d i r e c t  e f f e c t s  o f  a i d . ^ ^

8 8 .  H .B .  C h e n e r y  and  I .  A d e l m a n : -  " F o r e i g n  a i d  a n d  Econom ic  
D e v e lo p m e n t  -  The C as e  o f  G r e e c e " .  R e v ie w  o f  
E co n o m ics  a n d  S t a t i s t i c s  F e b .  1 9 6 6 .
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F o r  t h e  r u l e r s  o f  a  d e v e l o p i n g  c o u n t r y ,  t h e  b e n e f i t s  

o f  f o r e i g n  a s s i s t a n c e  e x t e n d  b e y o n d  t h e  f i e l d  o f  e c o n o m i c s .  

C o n t i n u e d  a s s i s t a n c e  i s  i n v a r i a b l y  i n t e r p r e t t e d  a s  p o l i t i c a l  

and  d i p l o m a t i c  s u p p o r t  o f  t h e  d o n o r ,  o r  i n  t i m e  o f  p o l i t i c a l  

e m e r g e n c y ,  t a k e s  t h e  fo r m  o f  m i l i t a r y  an d  m o r a l  s u p p o r t .  A 

d o u b l e - e d g e d  d a m a g i n g  c r i t i c i s m  o f  f o r e i g n  a i d  i s  t h e  d a n g e r  

o f  d o n o r  c o u n t r i e s  p r o p p i n g  u p  r e g i m e s  t h a t  a r e  i n c o m p a t i b l e  

w i t h  a  p o l i c y  o f  a c c e l e r a t e d  e c o n o m i c  d e v e l o p m e n t  a n d  g r e a t e r  

s o c i a l  j u s t i c e .  On t h e  o t h e r  h a n d  t h r e a t s  o f  w i t h - h o l d i n g  

a i d ,  e s p e c i a l l y  c o n t i n u i n g  d i s b u r s e m e n t  f o r  w e l l - a d v a n c e d  

p r o j e c t s ,  may be  u s e d  a g a i n s t  a  " r e c a l c i t r a n t '  g o v e r n m e n t ,  

i r r e s p e c t i v e  o f  t h e  d o m e s t i c  s u p p o r t  o r  a p p r o v a l  o f  t h e  

p o l i c y  t h a t  i s  i n c u r r i n g  d o n o r ' s  d i s p l e a s u r e .

The b e n e f i t s  d e r i v e d  f r o m  g i v i n g  a s s i s t a n c e  t o  " n e e d y "  

c o u n t r i e s  a r e  a s  c o m p le x  a n d  v a r i e d  a s  t h e  m o t i v e s  a n d  

o b j e c t i v e s  o f  t h e  d o n o r  c o u n t r i e s .  T h e s e  a d v a n t a g e s  i n c l u d e  

p o l i t i c a l ,  d i p l o m a t i c ,  m i l i t a r y - s t r a t e g i c  a n d  e c o n o m i c  b e n e 

f i t s .  I n  t h e  i n t e r n a t i o n a l  c o n t e x t ,  a  s c h o o l  o f  t h o u g h t  

s e e s  t h e  a i d i n g  o f  t h e  p o o r ,  u n d e r d e v e l o p e d  p a r t s  o f  t h e  

w o r l d  a s  t h e  s a f e s t  i n s u r a n c e  a g a i n s t  s o c i o - p o l i t i c a l  

i n s t a b i l i t y  and  r e v o l t  a g a i n s t  t h e  r i c h  n a t i o n s  w h i c h  

e s c a l a t i n g  a s p i r a t i o n s  m a t c h e d  by  a c c e l e r a t i n g  f r u s t r a t i o n  

m i g h t  d a n g e r o u s l y  e n g e n d e r .  A id  i s  t h e r e f o r e  s e e n  a s  a  

c o n t r i b u t i o n  t o  w o r l d  p e a c e ,  a n d  s e r v e s  t h e  l o n g - t e r m  

i n t e r e s t  o f  t h e  d o n o r s .  S i m i l a r l y  e c o n o m i c  e x p a n s i o n  i n  t h e  

d e v e l o p i n g  c o u n t r i e s  i s  m u t u a l l y  b e n e f i c i a l  t o  a l l  a n d  i s  a  

b o o s t  t o  i n t e r n a t i o n a l  t r a d e  a n d  c o o p e r a t i o n .  P e r h a p s  t h e  

c h i e f  e co n o m ic  b e n e f i t  o f  a i d ,  a c h i e v e d  t h r o u g h  an  a r r a y  o f  

a i d  c o n t r o l s  a n d  a d m i n i s t r a t i v e  a p p a r a t a ,  i s  r e a l i z e d  i n  t h e  

f i e l d  o f  e x p o r t s  a n d  s p e c i a l  t r a d e  a g r e e m e n t s .  A id  t i e d  

t o  s u p p l i e s  f r o m  t h e  d o n o r  c o u n t r i e s  o r  e v e n  more  n a r r o w l y
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t o  c o m m o d i t i e s ,  i s  a  c a s e  i n  p o i n t .  The o b s e r v a t i o n  t h a t  

o v e r a l l  b e n e f i t s  o f  a s s i s t a n c e  t o  b o t h  d o n o r s  a n d  r e c i p i e n t s  

o u t w e i g h  t h e  r e c o g n i z a b l e  c o s t s  t o  b o t h  s i d e s ,  i s  n o t  

n e c e s s a r i l y  a  c a l l  f o r  an  i n d i v i d u a l  d e v e l o p i n g  c o u n t r y  t o  

welcome u n c r i t i c a l l y ,  o r  e v e n  b e g  f o r ,  f o r e i g n  a i d .  C l e a r l y ,  

w h e re  t h e  m e a s u r a b l e  a n d  n o n - q u a n t i f i a b l e  c o s t s  e s p e c i a l l y  

i n  t h e  s o c i a l  f i e l d  e x c e e d  s i g n i f i c a n t l y  t h e  l o n g - t e r m  

b e n e f i t s  t o  t h e  c o u n t r y ,  a  p o l i t e  r e f u s a l  o f  t h a t  k i n d  o f  

a i d  m u s t  be  t h e  l o g i c a l  d e c i s i o n .

AID TYING AED DONORS BENEFITS I  h a v e  s t a t e d  a b o v e  b r i e f l y  

t h e  d i s a d v a n t a g e s  an d  c o s t  o f  a i d  t o  t h e  r e c i p i e n t  d e v e l o p i n g  

c o u n t r i e s .  S i n c e  w h a t  i s  c o s t  t o  t h e  r e c i p i e n t  i s  l i k e l y  t o  

be  t h e  b e n e f i t  t o  t h e  d o n o r .  I  now e x a m i n e  i n  some d e t a i l  

t h e  d o n o r ' s  c a s e  f o r  a t t a c h i n g  p o l i t i c a l ,  e c o n o m i c  a s  w e l l  

a s  c o m m e r c i a l  s t r i n g s  t o  a i d  d i s b u r s e m e n t .  T i e d  a s s i s t a n c e  

come i n  a l l  s o r t s  o f  p a c k a g e s  t o  t h e  d e v e l o p i n g  c o u n t r y .

They a r e  t i e d  t o  t h e  c o u n t r y  o f  o r i g i n ,  t i e d  t o  i n d i v i d u a l  

p r o j e c t s  o r  t o  s p e c i f i c  e n d - u s e s .  A p a r t  f r o m  s p e c i f i c  

p r o j e c t  a i d ,  t h e  com m ones t  f o r m ,  h o w e v e r  i s  t h e  c o u n t r y  t y i n g ,  

w h i c h  d e p r i v e s  t h e  r e c i p i e n t  t h e  o p p o r t u n i t y  o f  p u r c h a s i n g  

f rom  t h e  c h e a p e s t  s o u r c e  o f  s u p p l y  i n  t h e  i n t e r n a t i o n a l  

m a r k e t .  A l l  f o r m s  o f  t y i n g  r e s u l t  i n  one  way o r  t h e  o t h e r  

i n  h i g h e r  p r i c e s ,  o r  r e d u c e d  r e a l  v a l u e  o f  l o a n s .  I f  t h e  

a s s i s t a n c e  t a k e s  t h e  fo rm  o f  a  l o a n ,  t h e  r e c i p i e n t  may be  

o b l i g e d  t o  s e r v i c e  a n  i n f l a t e d  d e b t  a s  i n  t h e  c a s e  o f  

P a k i s t a n  m e n t i o n e d  a b o v e .  F u r t h e r m o r e ,  t h e  r e s t r i c t i o n  on 

p r o c u r e m e n t  t o  s u p p l i e s  f r o m  one  c o u n t r y  may mean t h a t  t h e  

r e c i p i e n t  h a s  t o  be  s a d d l e d  w i t h  e q u i p m e n t ,  t e c h n o l o g y  a n d  

p r o d u c t i o n  t e c h n i q u e  w h i c h  may be  i n a p p r o p r i a t e  f o r  h e r  n e e d s  

and  c i r c u m s t a n c e s .  The n a r r o w e r  t h e  s o u r c e  o f  a s s i s t a n c e  

and  t h e  more  s t r i n g e n t  t h e  a t t a c h e d  c o n d i t i o n s  a r e ,  t h e
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w o r s e  w i l l  be  t h e  e f f e c t s  o f  t y i n g .  Y e t  m o s t  d o n o r s  a s  a  

m a t t e r  o f  p o l i c y ,  c o n t i n u e  t o  t i e  t h e i r  a i d ,  w i t h  v e r y  l i t t l e  

c h a n g e  i n  t h e  d e g r e e  o f  t i e d  a s s i s t a n c e  d u r i n g  t h e  l a s t  

d e v e l o p m e n t  d e c a d e .  The s h a r e  o f  u n t i e d  a s s i s t a n c e  ( a s  

d e f i n e d  by DAC/OEGD, s e e  1969 R e v i e w )  i n  t o t a l  o f f i c i a l  g r o s s  

d i s b u r s e m e n t  d u r i n g  1 9 6 6 - 1 9 6 8  v a r i e d  b e t w e e n  2 2 - 2 6 # .  I n  

1 9 6 8 ,  7 3 . 9 #  o f  o f f i c i a l  d e v e l o p m e n t  a s s i s t a n c e  f r o m  DAC 

m em bers  was c o n t r a c t u a l l y  t i e d .  I t  i s  w o r t h  n o t i n g  h e r e  t h a t  

m o s t  m u l t i l a t e r a l  a s s i s t a n c e  i s  u n t i e d .

T h e r e  i s  a  s c a r c i t y  o f  p u b l i s h e d  s t u d i e s  o f  t h e  m o n e t a r y  

c o s t s  o f  t i e d  r e s o u r c e  f l o w s  t o  t h e  d e v e l o p i n g  c o u n t r i e s .

M. H a q ' s  q u a n t i t a t i v e  a n a l y s i s  o f  P a k i s t a n ' s  e x p e r i e n c e  

d u r i n g  t h e  e a r l y  s i x t i e s  i s  a  p i o n e e r i n g  w o rk  i n  t h i s  f i e l d .  

H i s  s t u d y  o f  P a k i s t a n ' s  e x p e r i e n c e  i n  t h e  p u r c h a s e  o f  p l a n t s  

a n d  e q u i p m e n t s ,  y i e l d s  t h e  f o l l o w i n g  r e s u l t s :  t h e  w e i g h t e d

a v e r a g e  p r i c e  o f  t w e n t y  s e l e c t e d  p r o j e c t s  came o u t  t o  be  

5 1 #  h i g h e r  f r o m  t h e  t i e d  s o u r c e s  c o m p a r e d  t o  t h e  i n t e r n a t i o n a l  

b i d s .  T i e d  s e r v i c e s ,  p a r t i c u l a r l y  s h i p p i n g  a l s o  c o n t r i b u t e d  

t o  t h e  i n f l a t e d  p r i c e s .  The U n i t e d  S t a t e s ,  a  l e a d i n g  d o n o r  

t o  P a k i s t a n  a p p e a r e d  t o  be  t h e  w o r s t  o f f e n d e r  i n  t h i s  

r e s p e c t .  H er  f r e i g h t  c h a r g e s  w e re  o f t e n  t w i c e  t h e  l o w e s t  

q u o t a t i o n  i n  t h e  i n t e r n a t i o n a l  b i d d i n g .  P e r h a p s  much more  

s e r i o u s  t h a n  t h e  u n a v o i d a b l e  o v e r p r i c i n g  t h a t  some h i g h  c o s t  

d o n o r  c o u n t r i e s  w e re  o b l i g e d  t o  o f f e r ,  i s  t h e  k n o w l e d g e  t h a t  

" t h e  q u o t a t i o n s  o f f e r e d  by t h e  s u p p l i e r s  a r e  o f t e n  h i g h e r  

i f  t h e  s u p p l i e r s  know t h a t  i t  i s  a  t i e d  c r e d i t ,  a n d  come 

down c o n s i d e r a b l y  o nce  i t  i s  made c l e a r  t h a t  t h e  s u p p l i e s

8 9 .  M. H a q : -  T i e d  c r e d i t s  -  A q u a n t i t a t i v e  a n a l y s i s  i n  
J . H .  A d l e r  ( e d ) : -  C a p i t a l  Movement a n d  E c o n o m ic  
D e v e lo p m e n t  London 1967 C h a p t e r  9 . '
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w i l l  be  f i n a n c e d  a g a i n s t  c a s h  o r  u n t i e d  c r e d i t s .  T h e r e  i s  

no r e a s o n  why s u c h  l a r g e  d i f f e r e n t i a l s  i n  q u o t a t i o n s  ( so m e 

t i m e s  a s  much a s  4 0 - 5 0 # )  s h o u l d  e x i s t  f r o m  t h e  same s o u r c e  

o f  s u p p l y . H a q  l i s t s  e n o u g h  e x a m p l e s  t o  s u b s t a n t i a t e  

t h i s  p o i n t .

The t y i n g  o f  a s s i s t a n c e  h a s  b e e n  m o t i v a t e d  by a  v a r i e t y  

o f  c o n s i d e r a t i o n s ,  p o l i t i c a l  a s  w e l l  a s  c o m m e r c i a l  a n d  

e c o n o m i c .  The p o l i t i c a l  c o n s i d e r a t i o n  f i n d s  e x p r e s s i o n  i n  

a  p r i m a r y  d e s i r e  t o  p r e s e r v e  t h e  n a t i o n a l  i d e n t i t y  o f  t h e  

a i d - f i n a n c e d  p r o j e c t s  an d  s u p p l i e s ,  f o r  e x a m p le  t h e  Aswan 

Dam ( U . S . S . R . )  o r  t h e  T a n z a n i a - Z a m b i a  R a i l w a y s  a s s o c i a t e d  

w i t h  t h e  P e o p l e s  R e p u b l i c  o f  C h i n a .  T y i n g  i n v a r i a b l y  

b eco m es  t h e  c o n t r o l  m e c h a n i s m  f o r ,  a n d / o r  r e i n f o r c e m e n t  o f ,  

t h e  p o l i t i c a l  and  e co n o m ic  l e v e r a g e  w h i c h  t h e  d o n o r  e x e r c i s e s ,  

o r  w a n t s  t o  e x e r c i s e .  F u r t h e r m o r e ,  t y i n g  i s  s e e n  by t h e  

d o n o r  a u t h o r i t i e s  a s  a  mean o f  g a i n i n g  a n d  s u s t a i n i n g  

d o m e s t i c  p u b l i c  s u p p o r t  f o r  a i d  p r o g r a m m e s .  The e c o n o m ic  

a n d  c o m m e r c i a l  r a t i o n a l e  f o r  t y i n g  i s  t o  r e d u c e  t h e  a i d  

b u r d e n  i n  t e r m s  o f  f o r e i g n  e x c h a n g e  c o s t  a n d  r e s o u r c e  c o s t  

t o  t h e  d o n o r .  S p e c i f i c a l l y  t y i n g  may be  ( 1 )  t o  p r o m o t e  

e x p o r t s  g e n e r a l l y ,  f o r  e x am p le  t h r o u g h  g o v e r n m e n t  -  

g u a r a n t e e d  e x p o r t  c r e d i t s ,  ( 2 )  t o  d i s p o s e  o f  s u r p l u s  a g r i c 

u l t u r e  and  m a n u f a c t u r i n g  c o m m o d i t i e s ,  ( 3 )  t o  u t i l i z e  e x c e s s  

p r o d u c t i v e  c a p a c i t y  i n  some s e c t o r s ,  o r  i n  u n d e r - f u l l  e m p lo y 

m en t  s i t u a t i o n .  A c c o r d i n g  t o  A.G.  Kemp, " S i n c e  1962 ,

B r i t a i n  h a s  b e e n  o f f e r i n g  a d d i t i o n a l  t i e d  a i d  i f  t h e  e x p e c t e d

9 0 .  i b i d  C h a p t e r  9

9 1 .  l o c  c i t  T a b l e s  1 - 3 ,  p a g e s  3 2 8 - 3 3 0  See  a l s o  t h e
s t a t i s t i c a l  a p p e n d i x .
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e x p o r t s  w e re  t o  come f rom  s e c t o r s  w i t h  s u r p l u s  p r o d u c t i v e
Q  2

c a p a c i t i e s  ( 4 )  t o  p r o v i d e  o u t l e t  f o r  l e s s  e f f i c i e n t

h i g h  c o s t  i n d u s t r i e s ,  and  ( 5 )  t o  l i m i t  t h e  i m p a c t  o f  a i d  on 

b a l a n c e  o f  p a y m e n t s  a c c o u n t s .  I t  i s  c e r t a i n l y  t r u e  t h a t  i n  

a  s i t u a t i o n  o f  p e r s i s t e n t  b a l a n c e  o f  p a y m e n t s  d i s e q u i l i b r i u m  

s u c h  a s  t h e  U n i t e d  S t a t e s ,  B r i t a i n  a n d  P r a n c e  w e re  e x p e r 

i e n c i n g  i n  t h e  l a t e  1 9 6 0 s ,  t h e  g r a n t i n g  o f  u n t i e d  a i d  c a n  

a g g r a v a t e  t h e  i m b a l a n c e ;  a n d  i n  s u c h  c i r c u m s t a n c e ,  t h e  t y i n g  

o f  a i d  o r  i t s  c u t - b a c k  may r e d u c e  t h e  s t r a i n  on t h e  r e s e r v e s .  

However  s u c h  l e s s e n i n g  o f  s t r a i n  c o u l d  be  c i r c u m s c r i b e d  by  

s e v e r a l  f a c t o r s .  F i r s t ,  i t  i s  g e n e r a l l y  t r u e  t h a t  p a r t  o f  

t h e  a i d  w ou ld  i n  a n y  c a s e ,  h a v e  b e e n  s p e n t  by  t h e  r e c i p i e n t  

i n  t h e  d o n o r  c o u n t r y ;  s e c o n d l y  a n o t h e r  p a r t  w o u ld  h a v e  

e v e n t u a l l y  r e t u r n e d  t o  t h e  d o n o r  c o u n t r y  t h r o u g h  m u l t i l a t e r a l  

t r a n s a c t i o n s ;  t h i r d l y ,  when a s s i s t a n c e  i s  t i e d ,  t h e  r e c i p i e n t  

may be  a b l e  t o  u s e  some p a r t  o f  t h e  t i e d  c r e d i t s  f o r  t h e  

p u r c h a s e  o f  g o o d s  an d  s e r v i c e s  w h i c h  i t  w o u ld  n o r m a l l y  h a v e  

i m p o r t e d  f r o m  t h e  d o n o r  c o u n t r y  w i t h  i t s  o /̂m f o r e i g n  e x c h a n g e  

e a r n i n g s ,  t h u s  f r e e i n g  t h e  l a t t e r  f o r  t h e  f i n a n c i n g  o f  i m p o r t s  

f rom  o t h e r  s o u r c e s .  I n  t h i s  way, f o r m a l l y  t i e d  a i d  may be  

u n t i e d  i n  p r a c t i c e .  To t h e  e x t e n t  t h a t  s u c h  " s w i t c h i n g "

9 2 .  A l e x  U. Kemp:-  " L o n g e r « t e r m  C a p i t a l  M o v e m e n t s " ,  i n  
S c o t t i s h  J o u r n a l  o f  P o l i t i c a l  Economy,  V o l .  13 1 9 6 6 ,  
op c i t  P a g e  1 53 .

93 .  F o r  e x a m p l e ,  a  B r o o k i n g s  I n s t i t u t i o n ' s  R e p o r t  on t h e  
s u b j e c t  s u g g e s t s  t h a t  i n  t h e  c a s e  o f  L a t i n  A m e r i c a ,  4 0 ^  
o f  a i d  e x p e n d i t u r e s  f o r  c o m m o d i t i e s  d e l i v e r e d  t o  t h a t  
r e g i o n  a r e  s u b s t i t u t e s  f o r  n o r m a l  i m p o r t s  f ro m  t h e
U . S .  and  t h u s  f r e e  e q u i v a l e n t  am o u n t  o f  f o r e i g n  e x c h a n g e  
f o r  o t h e r  u s e s .  I n  t h e  c a s e  o f  b r o a d l y  d e f i n e d  p rog ram m e 
l o a n s ,  t h e  r e p o r t  s u g g e s t s  h i g h  f i g u r e s  o f  90fo f o r  
L a t i n  A m e r i c a ,  a n d  7ü;^ f o r  A f r i c a .  S ee  R . F .  M i k e s e l l : -  
The E c o n o m ic s  o f  F o r e i g n  A i d .  op c i t  P a g e  25 1 .
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h a s  b e e n  p o s s i b l e ,  t h e  t y i n g  o f  a s s i s t a n c e  d o e s  n o t  l e s s e n

i t s  a d v e r s e  e f f e c t  on t h e  b a l a n c e  o f  p a y m e n t s  o f  t h e  d o n o r

c o u n t r y .  " M e a s u r e s  t o  r e d u c e  t h e  p o s s i b i l i t y  o f  s u c h

s u b s t i t u t i o n ,  w h i c h  h av e  b e e n  a p p l i e d  i n  t h e  p a s t  do n o t
94-a p p e a r  t o  h a v e  p r o d u c e d  s i g n i f i c a n t  r e s u l t s . "  T y i n g  d o e s  

n o t  r e d u c e  t h e  d e f i c i t  by t h e  a m o u n t  e q u i v a l e n t  t o  a i d  

g i v e n .  I n  o t h e r  w o r d s ,  t h e  f a c t o r s  d e t e r m i n i n g  t h e  b e h a v i o u r  

o f  e x p o r t  a n d  b a l a n c e  o f  p a y m e n t s  i n  r e l a t i o n  t o  f o r e i g n  

a i d  a p p e a r  t o  be e x o g e n o u s  o f  t y i n g  p r o c e d u r e s .  T h e r e  i s  no  

a  p r i o r i  r e a s o n  t o  s u p p o s e  t h a t  b a l a n c e  o f  p a y m e n t s  d e f i c i t s  

o r  s u r p l u s  n e c e s s a r i l y  e n g e n d e r s  t i e d  o r  u n t i e d  a i d .  The 

c o n v e n t i o n  o f  a i d  t y i n g  a p p e a r s  t o  t h e  u n i v e r s a l l y  s t r o n g  

among t h e  d o n o r s ,  b o t h  DAC members  a n d  t h e  S o c i a l i s t s  

c o u n t r i e s .  A f t e r  a l l ,  t h e r e  a r e  e x a m p l e s  o f  c o u n t r i e s  -  f o r  

e x a m p le  West Germany an d  J a p a n  -  p i l i n g  on r e s e r v e s  w h i l e  

c o n t i n u i n g  t o  t i e  t h e i r  a i d .

T h e r e  i s  am p le  e v i d e n c e  t o  s u g g e s t  t h a t  t h e  i m p a c t  o f  

t y i n g  h a s  i n  p r a c t i c e  b e e n  c o n s i d e r a b l y  l e s s  t h a n  i t s  

a d v o c a t e s  c l a i m .  T y i n g  a n d  o t h e r  r e s t r i c t i v e  m e a s u r e s ,  l i k e  

t a r i f f s  a n d  e x p o r t  s u b s i d i e s  becom e l a r g e l y  s e l f - d e f e a t i n g  

when t h e y  a r e  a d o p t e d  by e v e r y  d o n o r .  What i s  m o r e ,  i t  may 

a l s o  p r o v e  i n a p p r o p r i a t e ,  a s  i t  o f t e n  c o n s t i t u t e a  a  d i s g u i s e d  

s u b s i d y  f o r  t h e i r  n o n - c o m p e t i t i v e  i n d u s t r i e s  a n d  t h u s  h e l p s  

i n  p r o l o n g i n g  a  m i s a l l o c a t i o n  o f  t h e i r  r e s o u r c e s .  C o n s i d e r i n g  

t h e  l i m i t e d  v a l u e  o f  a i d - t y i n g  a s  an  i n s t r u m e n t  f o r  d e a l i n g  

w i t h  p e r s i s t e n t  b a l a n c e  o f  p a y m e n t s  d e f i c i t s  a n d  i t s  n o t -  

s o - i n c o n s i d e r a b l e  d i s a d v a n t a g e s  f o r  t h e  d e v e l o p i n g  c o u n t r y .

9 4 .  U . N . : -  W orld  Econom ic  S u r v e y  f o r  1 9 6 8 .  P a r t  I ,  C h a p t e r
I I I  P ag e  52 .
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t h e r e  i s  a  s t r o n g  c a s e  f o r  d o n o r  c o u n t r i e s  t o  c o n s i d e r

t a k i n g  j o i n t  a c t i o n  on t h e  m a t t e r  w i t h  a  v i e w  t o  i t s  e v e n t u a l

e l i m i n a t i o n . F u r t h e r m o r e ,  t i e d  c r e d i t s  s h o u l d  n o t  he  u s e d

by  d e v e l o p e d  c o u n t r i e s  a s  an  i m p o r t a n t  d o s e a g e  f o r  c u r i n g  t h e i r

m o n e t a r y  p r o b l e m s  a t  t h e  e x p e n s e  o f  t h e  d e v e l o p i n g  c o u n t r i e s .

U n t i l  some m e a n i n g f u l  m e a s u r e s  a r e  t a k e n  by t h e  d o n o r s ,  a

l o g i c a l  way f o r  a  d e v e l o p i n g  c o u n t r y  t o  r e d u c e  t h e  a d v e r s e

e f f e c t s  o f  t i e d  c r e d i t s ,  i s  o b v i o u s l y  t o  d i v e r s i f y  i t s
06

s o u r c e s  o f  a s s i s t a n c e . ^  S u c h  a c t i o n  w i l l  c o n f e r  on h e r  

g r e a t e r  f l e x i b i l i t y  i n  o b t a i n i n g  h e r  s u p p l i e s  f ro m  a l t e r n 

a t i v e  c h e a p e r  s o u r c e s .  I n  v i e w  o f  t h e  a b o v e  d i f f i c u l t i e s  

i n  e s t i m a t i n g  s t a t i s t i c a l l y  t h e  " t r u e "  e f f e c t s  o f  t y i n g  

on e x p o r t s  an d  b a l a n c e  o f  p a y m e n t s ,  t h e  c a l c u l a t e d  d a t a  f o r  

B r i t a i n ,  q u o t e d  a b o v e  m u s t  be  t a k e n  a s  a  f i r s t  a p p r o x i m a t i o n .

BEVELQPMENT DEBT BURDEN M B  SERVICING.

I t  h a s  become a x i o m a t i c  t h e s e  d a y s  t o  c o n s i d e r  t h e  

p r o b l e m s  and  d i f f i c u l t i e s  p o s e d  by t h e  d e b t  b u r d e n  an d  d e b t  

s e r v i c i n g  c a p a c i t y  o f  t h e  d e v e l o p i n g  c o u n t r i e s .  The l i t e r a t u r e  

on f o r e i g n  a i d  i s  f u l l  o f  s u c h  s t u d i e s ,  a l l  p o i n t i n g  t o  t h e  

d a n g e r s  and  s e t b a c k s  t o  t h e  d e v e l o p m e n t  p r o c e s s  w h i c h

9 5 .  F o r  m e a s u r e s  t h a t  c a n  be  t a k e n  t o  l i b e r a l i z e  a i d  t y i n g ,  
s e e  DAC/OECD:- D e v e l o p m e n t  A s s i s t a n c e  1969 R e v ie w  
op c i t  P a g e s  1 3 6 - 1 3 8 .  The 1970 R e v i e w  r e p o r t s  t h a t  
" a t  t h e  C o u n c i l  M e e t i n g  o f  OECD a t  M i n i s t e r i a l  l e v e l  i n  

May, 1970 ,  a  n u m b e r  o f  c o u n t r i e s  e x p r e s s e d  t h e i r  
r e a d i n e s s  t o  move t o w a r d s  a  g e n e r a l  u n t y i n g  o f  a i d ,  
p r o v i d e d  o t h e r  d o n o r s  d i d  t h e  s am e ,  s e e  P a g e  5 1 .

9b^ i b i d ■The 1970 R e v i e w ,  w h i l e  c o n c e e d i n g  t h e  a b s e n c e  o f
any  p r o g r e s s  i n  t h e  f i e l d  o f  g e n e r a l  u n t y i n g ,  e n u m e r a t e s  
t h e  s t e p s  b e i n g  t a k e n  u n i l a t e r a l l y  by  some DAG members  
t o w a r d s  l i b e r a l i z i n g  t h e i r  p r o c u r e m e n t  r e g u l a t i o n s .
See DAG/OECD:- D e v e l o p m e n t  A s s i s t a n c e  1 9 7 0 .  R ev iew  
op c i t  P a g e  5 3 - 5 6 .
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l i a b i l i t i e s  i m p o s e .  The u l t i m a t e  d a n g e r  o f  d e b t  r e p a y m e n t  

f r o m  t h e  LDCs p o i n t  o f  v i e w  i s  t h a t  t h e  n e t  t r a n s f e r ,  t h a t  

i s ,  g r o s s  f l o w  m in u s  b o t h  a m o r t i z a t i o n  a n d  i n t e r e s t ,  may 

become n e g a t i v e  b e f o r e  t h e  f u l l  i m p e t u s  o f  t h e  g r o w t h  

p r o c e s s  h a s  b e e n  s e t  i n  m o t i o n .  B a l a n c e  o f  p a y m e n t s  c r i s i s ,  

i n a b i l i t y  t o  f u l f i l  s e r v i c i n g  o b l i g a t i o n s ,  d e b t  r e l i e f  

o p e r a t i o n s  and  r e s c h e d u l i n g  i n e v i t a b l y  s l o w  down o r  p u t  

b a c k  t h e  d e v e l o p m e n t  e f f o r t s  f o r  some y e a r s .  F o r  t h e  d o n o r  

c o u n t r i e s ,  a  c o n t i n u o u s l y  r i s i n g  d e b t  b u r d e n  n o t  m a t c h e d  by 

a  s i m i l a r l y  i m p r o v i n g  eco n o m ic  p e r f o r m a n c e ,  r e p r e s e n t s  t h e  

a s s u m p t i o n  o f  a n  i n c r e a s i n g l y  m ore  r i s k y  c r e d i t  p o r t f o l i o s .

The c u r r e n t  t r e n d s  i n  a l l  t h e  m a j o r  v a r i a b l e s  t h a t  i n f l u e n c e  

d e v e l o p m e n t  d e b t  an d  i t s  s e r v i c i n g ,  f o r  e x a m p l e  e x p o r t  

e a r n i n g s ;  v o lu m e ,  t y p e  an d  c o s t  o f  c a p i t a l  i n f l o w ;  r a t e  o f  

d e b t  a c c u m u l a t i o n ,  a r e  s u c h  a s  t o  f i l l  b o t h  c r e d i t o r s  an d  

d e b t o r s  w i t h  a  g r e a t e r  s e n s e  o f  u n e a s e .  U n l e s s  m a j o r  i m p r o v e 

m e n t s  a r e  u n d e r t a k i n g  i n  t h o s e  c r i t i c a l  v a r i a b l e s  i n  t h e  

s e c o n d  d e v e l o p m e n t  d e c a d e ,  t h e  s p e c t r e  o f  n e g a t i v e  t r a n s f e r  

w h i c h  h a s  b e e n  h a u n t i n g  some L a t i n  A m e r i c a n  r e p u b l i c s  w i l l
I

become f o r  m o s t  d e v e l o p i n g  c o u n t r i e s  l e s s  an d  l e s s  a  r e m o t e  

p o s s i b i l i t y .  Today b i l a t e r a l  and  m u l t i l a t e r a l  d e b t  r e l i e f  

o p e r a t i o n s  h a v e  become an  a c c e p t e d  ph en o m en o n  -  i f  o n l y  

g r u d g i n g l y  -  o f  t h e  i n t e r n a t i o n a l  f i n a n c e  s c e n e .  A n o t h e r  

c l o s e l y  r e l a t e d  r e a s o n  why t h e  d e b t  b u r d e n  i s  u s u a l l y  

e m p h a s i z e d  i n  f o r e i g n  a i d  d i s c o u r s e ,  I  b e l i e v e ,  i s  t h e  f a c t  

t h a t  i t  r e f l e c t s  p o i g n a n t l y  t h e  i n t e r a c t i n g  r e l a t i o n s h i p  

o f  t h e  f u n d a m e n t a l s  o f  f o r e i g n  a i d  p rog ram m e a n d  o t h e r  

r e s o u r c e s  f l o w s .  By t h i s  I  m ean ,  a  d e t a i l e d  a n d  c o m p r e h e n s i v e  

s t u d y  o f  t h e  d e b t  s i t u a t i o n  a l s o  g i v e s  u s  an  i n s i g h t  i n t o  

s u c h  f a c t o r s  a s  t h e  v o lu m e ,  t e r m s ,  t y p e s  a n d  t r e n d s  o f  

o f f i c i a l  a n d  n o n - o f f i c i a l  f l o w s ;  t h e  e f f i c i e n c y  o f  t h e  a i d  

m a c h i n e r y ;  t h e  p e r f o r m a n c e  a n d  e c o n o m i c  s t a n d i n g s  o f  t h e
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v a r i o u s  r e c i p i e n t  c o u n t r i e s  a n d  t h e  a r e a s  o f  d e v e l o p m e n t  

f i n a n c e  t h a t  a r e  l i k e l y  t o  d o m i n a t e  d i s c u s s i o n s  a n d  t h u s  

become t o p  c a n d i d a t e s  f o r  r e f o r m s  i n  t h e  com ing  d e c a d e .  My 

a n a l y s i s  on t h i s  t o p i c  h o w e v e r  w i l l  be  l i m i t e d  t o  a  few  

c o n s i d e r a t i o n s .

The s t a t i s t i c a l  t r e n d s  i n  t h e  g r o w t h  r a t e s  o f  b o t h

o u t s t a n d i n g  d e b t s  an d  t o t a l  d e b t  s e r v i c i n g  h a v e  b e e n  r e f e r r e d  
97t o ,  a b o v e .  I  h a v e  a l s o  m e n t i o n e d  t h e  a l a r m i n g  d i v e r g e n c e

b e t w e e n  t h e s e  r a t e s  a n d  t h e  r e p a y m e n t  p o t e n t i a l s  o f  t h e

d e v e l o p i n g  c o u n t r i e s .  T o t a l  o u t s t a n d i n g  i n d e b t n e s s  o f

81 r e p o r t i n g  d e v e l o p i n g  c o u n t r i e s  was e s t i m a t e d  t o  b e  a l m o s t

060  b i l l i o n  a s  o f  1 s t  J a n u a r y ,  19 7 0 ,  i n c l u d i n g  a b o u t  a

q u a r t e r  o f  u n d i s b u r s e d  p o r t i o n .  " F o r  t h e  p a s t  t e n  y e a r s

t o t a l  e x t e r n a l  p u b l i c  d e b t  o u t s t a n d i n g  h a s  g row n a t  a n

a v e r a g e  compound r a t e  o f  a l m o s t  15% a  y e a r .  T h i s  r a t e  o f

i n c r e a s e  h a s  d o u b l e d  t h e  t o t a l  d e b t  o u t s t a n d i n g  e v e r y  f i v e
98y e a r s  s i n c e  1 9 5 5 . "  I n  t h e  l a s t  d e v e l o p m e n t  d e c a d e ,  t o t a l

d e b t  s e r v i c e  p a y m e n t s  i n c l u d i n g  a m o r t i z a t i o n  o f  p r i n c i p a l

a n d  p a y m e n t s  o f  i n t e r e s t  h a v e  r i s e n  a t  a  s l i g h t l y  s l o w e r

p a c e  t h a n  t h e  vo lum e  o f  o u t s t a n d i n g  d e b t  -  t h e  o u tc o m e

p a r t l y  o f  a  s u c c e s s f u l  d e b t  r e l i e f  o p e r a t i o n ,  w h i c h  l e d  t o

s l o w e r  g r o w t h  o f  s e r v i c e  p a y m e n t s  t h a n  w o u ld  o t h e r w i s e  b e .

E i g h t  m a j o r  c o u n t r i e s  o u t  o f  t h e  81 r e p o r t i n g  LDCs a c c o u n t
99f o r  a b o u t  h a l f  t h e  t o t a l  d e b t s .  S e r v i c e  p a y m e n t s  h a v e

9 8 .
W orld  B ank / ID A  -  A n n u a l  R e p o r t  f o r  1970 op c i t  P a g e  5 0 .

9 9 .  T h e se  a r e  I n d i a ,  B r a z i l ,  P a k i s t a n ,  M e x i c o ,  I n d o n e s i a ,  
A r g e n t i n a ,  T u r k e y  a n d  I r a n .  They a l s o  c o l l e c t i v e l y  
a c c o u n t  f o r  a b o u t  h a l f  t h e  t o t a l  GNP o f  t h e  d e v e l o p i n g  
c o u n t r i e s .
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b e e n  e s t i m a t e d  a t  r o u g h l y  0 4 . 7  b i l l i o n  f o r  1 9 6 8 .  T h i s  f i g u r e  

c a n  be  c o m p a r e d  w i t h  an  e s t i m a t e d  0 5 . 1  b i l l i o n  n e t  w o r t h  o f  

l o a n s  f r o m  o f f i c i a l  b i l a t e r a l ,  m u l i l a t e r a l  a g e n c i e s  and  

g u a r a n t e e d  p r i v a t e  e x p o r t  c r e d i t s ,  o r  w i t h  a  0 1 2 . 1  b i l l i o n  

g r o s s  i n f l o w  o f  o f f i c i a l  b i l a t e r a l ,  p r i v a t e  e x p o r t  c r e d i t s  

a n d  m u l t i l a t e r a l  a g e n c i e s  r e s o u r c e s  t o  t h e  d e v e l o p i n g  

c o u n t r i e s  i n  t h e  same y e a r .  Of  t h e  0 4 . 7  b i l l i o n  r e p a y m e n t s ,  

a m o r t i z a t i o n  a c c o u n t e d  f o r  0 3 . 3  b i l l i o n .  I n t e r e s t  p a y m e n t ,  

t h e  r e m a i n i n g  0 1 . 4  b i l l i o n .  P e r h a p s  t h e  m o s t  i n t e r e s t i n g  

d i v i s i o n  i s  b e t w e e n  t h e  r e p a y m e n t s  due  t o  n o n - p r i v a t e  

s o u r c e s ,  t h a t  i s ,  t o  g o v e r n m e n t s  a n d  m u l t i l a t e r a l  i n s t i t u t i o n s ,  

a n d  t h o s e  due  t o  p r i v a t e  c r e d i t o r s .  Of  t h e  0 3 . 5  b i l l i o n  

a m o r t i z a t i o n ,  o f f i c i a l  l o a n  a c c o u n t e d  f o r  o n l y  0 0 . 9 5  b i l l i o n ,  

m u l t i l a t e r a l  a g e n c i e s  f o r  0 0 . 3 7  b i l l i o n  t o t a l l i n g  0 1 . 3 2  

b i l l i o n  f o r  n o n = p r i v a t e ,  w h i l e  p r i v a t e  e x p o r t  c r e d i t s  a c c o u n t e d  

f o r  0 1 . 9 8  b i l l i o n .  The t o t a l  s e r v i c e  p a y m e n t s  t o  n o n - p r i v a t e  

s o u r c e s  a m o u n te d  t o  0 1 . 8 2  b i l l i o n  a n d  t o  p r i v a t e  c r e d i t o r s ,  

0 2 . 8 8  b i l l i o n .  Thus more t h a n  h a l f  o f  t o t a l  p u b l i c  o r  

p u b l i c l y  g u a r a n t e e d  d e b t  s e r v i c e  o f  t h e  d e v e l o p i n g  c o u n t r i e s

was p a i d  t o  p r i v a t e  c r e d i t o r s ,  a l t h o u g h  o n l y  a b o u t  a  q u a r t e r

o f  t o t a l  o u t s t a n d i n g  d e b t  o r i g i n a t e d  f r o m  p r i v a t e  s o u r c e s .

I  h a v e  a l r e a d y  r e f e r r e d  t o  t h e  s u b s t a n t i a l  r i s e  i n  g u a r a n t e e d  

e x p o r t  c r e d i t s  i n  t h e  l a s t  t e n  y e a r s .  I n  1 9 6 1 ,  f o r  e x a m p l e ,  

n e t  f l o w  o f  p r i v a t e  e x p o r t  c r e d i t s  was a b o u t  33% o f  t h e

t o t a l  l o a n s  made t o  t h e  d e v e l o p i n g  c o u n t r i e s .  The i m p l i c 

a t i o n  o f  s u c h  i n c r e a s e s  a r e  p a r t l y  r e f l e c t e d  i n  t h e  f i g u r e s  

q u o t e d  a b o v e  an d  t h e  p i c t u r e  f o r  1968 t y p i f i e s  t h e  s i t u a t i o n  

i n  t h e  l a t e r  p a r t  o f  t h e  f i r s t  d e v e l o p m e n t  d e c a d e  a n d  m o s t  

c e r t a i n l y ,  t h e  l i k e l y  s i t u a t i o n  i n  t h e  f i r s t  h a l f  o f  t h e

100 .  F o r  N i g e r i a ’ s a n d  G h a n a ’ s e x p e r i e n c e s  s e e  b e l o w  Chp. 7 .
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p r e s e n t  d e v e l o p m e n t  d e c a d e .  The g r o w t h  o f  e x p o r t  c r e d i t s  

h a s  t o  a  c e r t a i n  d e g r e e ,  c o u n t e r a c t e d  t h e  c u r r e n t  d e c l i n e  

i n  o f f i c i a l  d i s b u r s e m e n t .  I t s  r o l e  i s  t h e r e f o r e  b e c o m i n g  

i n c r e a s i n g l y  more  i m p o r t a n t  a n d  i t s  i n h e r e n t  d r a w b a c k s  a r e  

l i k e w i s e  r e c e i v i n g  g r e a t e r  a t t e n t i o n .  T h a t  h i g h  c o s t  

c o m m e r c i a l  e x p o r t  c r e d i t s  s h o u l d  p a r t i a l l y  r e p l a c e  f a l l i n g  

c o n c e s s i o n a r y  l o a n s  i s  an  u n w e lco m e  d e v e l o p m e n t ,  i f  n o n e 

t h e l e s s  a  l o g i c a l  o n e .  k l i i l e  t o  a  l a r g e  e x t e n t ,  i t  i s  

t h e  d u t y  o f  r e c i p i e n t  c o u n t r i e s  t o  l i m i t  t h e  e x t e n t  o f  t h e i r  

e x p o r t  c r e d i t  o b l i g a t i o n s  t o  t h e i r  d e b t  s e r v i c i n g  c a p a b i l i t i e s ,  

t h e  d e v e l o p e d  c r e d i t o r  c o u n t r i e s  a r e  h o t  e n t i r e l y  b l a m e l e s s  

f o r  t h e  u n s a t i s f a c t o r y  ways  i n  w h i c h  t h e i r  e x p o r t  p r o m o t i o n s  

a r e  b e i n g  p u r s u e d .  I t  i s  t r u e  t h a t  p r e s s u r e  t o  a c c e p t  

e x p o r t  c r e d i t s  become i n e v i t a b l e  when d o n o r s  c a n n o t  o f f e r  

s u f f i c i e n t  vo lum e  o f  g r a n t s  o r  l o a n s  a t  c o n c e s s i o n a r y  t e r m s  

t o  f i n a n c e  c a p i t a l  g o o d s  i m p o r t  n e e d e d  t o  i m p l e m e n t  p l a n n e d  

g r o w t h  r a t e s .  The d i s t u r b i n g  f a c t  i s  t h a t  some o f  t h e s e  

c a p i t a l  i m p o r t s  may be  u s e d  t o  d e v e l o p  l o n g - t e r m  p r o j e c t s  

w hose  d i r e c t ,  o r  s o c i a l  r e t u r n s  come on  s t r e a m  l o n g  a f t e r  

t h e  c r e d i t s  w e re  s c h e d u l e d  t o  b e  r e p a i d .  The i m p l i c a t i o n  

i s  t h a t  g o v e r n m e n t s  a r e  f o r c e d  t o  s e r v i c e  t h e  d e b t s  by 

o t h e r  m e a n s .  F o r  d e v e l o p i n g  c o u n t r i e s  w i t h  w eak  f i s c a l  

b a s e s  a n d  m u l t i t u d e  o f  e x p e n d i t u r e s  p r e s s i n g  on  s c a r c e  

r e s o u r c e s ,  t h e  p r e s s u r e  o f t e n  b e co m e s  u n b e a r a b l e .  I f  s u c h  

s i t u a t i o n  i s  c o u p l e d  w i t h  m i s m a n a g e m e n t ,  e x c e s s i v e  b o r r o w i n g  

a n d  w a s t e f u l  u s e  o f  t h e  e x t e r n a l  r e s o u r c e s  t h a t  a r e  made 

a v a i l a b l e ,  t h e  d a n g e r  o f  l i q u i d i t y  c r i s i s  a n d  t h e  n e e d  f o r  

d e b t  r e l i e f  o p e r a t i o n  b e co m e s  i n e v i t a b l e .  T a b l e  9 c o m p a r e s  

t h e  g r o w t h  o f  p r i v a t e  e x p o r t  c r e d i t s  r e l a t i v e  t o  o f f i c i a l  

b i l a t e r a l  d e v e l o p m e n t  l o a n s  a n d  t h e  c r e d i t s  f r o m  t h e  m u l t i 

l a t e r a l  i n s t i t u t i o n s ,  w h i l e  T a b l e  10 c o m p a r e s  i t  w i t h  o t h e r
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p r i v a t e  c a p i t a l  f l o w s  d u r i n g  t h e  l a s t  d e v e l o p m e n t  d e c a d e .

I n  e i t h e r  c a s e  t h e  g r o w t h  o f  p r i v a t e  e x p o r t  c r e d i t s  o u t p a c e s  

t h e  o t h e r  c o m p o n e n t s .

T h e r e  i s  no s h o r t a g e  o f  p r o j e c t i o n s  p r e d i c t i n g  t h e

p o s s i b l e  e n g u l f m e n t  o f  t h e  d e v e l o p i n g  c o u n t r i e s  by  t h e i r

m o u n t i n g  d e b t  b u r d e n  i n  t h e  c o m in g  d e c a d e s ,  i f  t h e  p r e s e n t
101t r e n d s  i n  t h e  d e t e r m i n i n g  v a r i a b l e s  a r e  n o t  r e v e r s e d .  The

l a t e s t  p r o j e c t i o n ,  t h a t  o f  t h e  P e a r s o n  C o m m is s io n  t r i e s  t o

c o m p ar e  t h e  s i z e  o f  t h e  o u t f l o w  o f  e m o r t i z a t i o n  a n d  i n t e r e s t

w i t h  new l o a n  d i s b u r s e m e n t s .  I  h a v e  shov/n a b o v e  t h a t  g l o b a l l y

i n  1 9 6 8 , t h e  o u t f l o w  o f  0 4 . 7  b i l l i o n  was s l i g h t l y  l e s s  t h a n
1 02l o a n  i n f l o w  o f  0 5 .1  b i l l i o n ,  l e a v i n g  a  n e t  t r a n s f e r  o f

u n d e r  h a l f  a  b i l l i o n  d o l l a r s  on t h e  l o a n  a c c o u n t .  The

C o m m is s io n  e s t i m a t e s  t h e  s i z e  o f  d e b t  s e r v i c e  i n  1 9 6 5 -6 7

i n  p e r c e n t a g e  t e r m s  o f  t h e  i n f l o w  o f  g o v e r n m e n t a l  l o a n s ,

c r e d i t s  f r o m  t h e  m u l t i l a t e r a l  a g e n c i e s  an d  p r i v a t e  e x p o r t

c r e d i t s .  I t  a l s o  m akes  a  p r o j e c t i o n  f o r  1977 p a y m e n t s .  I n

1 9 6 5 - 6 7 , d e b t  s e r v i c e  i n  A f r i c a  a m o u n t e d t o  7 3 ^  o f  new l o a n

d i s b u r s e m e n t ;  i n  L a t i n  A m e r i c a ,  87%; i n  d e v e l o p i n g  c o u n t r i e s

o f  S o u t h e r n  E u r o p e  92%; E a s t  A s i a ,  52% a n d  i n  t h e  r e g i o n  o f

S o u t h  A s i a  and  M i d d l e  E a s t  w h e re  e x p o r t  c r e d i t s  h a v e  b e e n
1 03l e s s  p r e v a l e n t ,  40%. The p r o s p e c t  f o r  t h e  f u t u r e  d e p e n d s

on t h e  t r e n d s  i n  d e t e r m i n i n g  v a r i a b l e s  s u c h  a s  t h e  v o l u m e ,  

t y p e s  a n d  t e r m s  o f  new l e n d i n g .  D e p t  s e r v i c i n g  a s  p e r c e n t a g e

1 0 1 .  See  f o r  e x a m p l e .  P .  L i e f t i n c k : -  E x t e r n a l  D e b t  a n d  D e b t  
-  B e a r i n g  C a p a c i t y  o f  D e v e l o p i n g  C o u n t r i e s . P r i n c e t o n ,
New J e r s e y .  1966; And P e a r s o n  R e p o r t ,  op c i t  P a g e s  7 2 - 7 6

1 0 2 .  C /F  t h e  i n f l o w  an d  o u t f l o w  o f  d i r e c t  i n v e s t m e n t  P ag e  6 3 3  
C h a p t e r  2 .

1 0 3 . P e a r s o n  R e p o r t  op c i t  T a b l e s  3 a n d  4 P a g e  7 4 .
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o f  new l o a n  w i l l  be  l a r g e r  t h e  s m a l l e r  t h e  i n c r e a s e  i n  

v o lu m e ,  t h e  h a r d e r  t h e  t e r m s ,  t h e  m ore  s t r i n g e n t  t h e  t y i n g  

a n d  t h e  b i g g e r  t h e  p r o p o r t i o n  o f  e x p o r t  c r e d i t s  i n  t h e  l o a n  

s t r u c t u r e .  I f  t h e  s t r u c t u r e  a n d  f l o w  o f  new l e n d i n g  w e re  t o  

r e m a i n  a t  t h e  l e v e l  o f  1 9 6 5 -6 7  -  t h e  t r u e  f i g u r e s  f o r  t h e  

l a s t  f o u r  y e a r s  a n d  t h e  e s t i m a t e s  f o r  t h e  n e x t  f e w  y e a r s  

t a l l y  w i t h  t h i s  a s s u m p t i o n  -  P e a r s o n  C o m m is s io n  p r o j e c t i o n  

shows t h a t  by  1977 d e b t  s e r v i c e  w o u ld  c o n s i d e r a b l y  e x c e e d  

new l e n d i n g  e x c e p t  i n  S o u t h  A s i a  -  M i d d l e  E a s t  w h e re  t h e y  

w o u ld  be  a b o u t  e q u a l .  F o r  A f r i c a  t h e  e x c e s s  w o u ld  be  a b o u t  

21%; L a t i n  A m e r i c a ,  30%; E u r o p e ,  9% a n d  E a s t  A s i a  34%.

I f  g r a n t  a n d  g r a n t - l i k e  f l o w s  c o n t i n u e  a t  1 9 6 5 -6 7  l e v e l s  -  

i n  a c t u a l  f a c t  t h e r e  h a s  b e e n  a  s l i g h t  r e d u c t i o n  p o s t  

1 9 6 7 -  t h e r e  w o u ld  s t i l l  be some n e t  t r a n s f e r  o f  r e s o u r c e s  

t o  A f r i c a  an d  S o u t h  A s i a ,  b u t  g l o b a l l y  a n  i n c r e a s i n g  p o r t i o n  

o f  t h e  g r a n t s  w o u ld  be  r e t u r n i n g  t o  t h e  d o n o r  c o u n t r i e s  f o r  

s e r v i c i n g  o l d  l o a n s .  O n ly  i f  new l e n d i n g s  w e re  t o  i n c r e a s e  

a t  more  t h a n  8% p e r  annum -  a n  u n l i k e l y  p r o s p e c t  -  w o u ld  t h e  

r i s i n g  d e b t  s e r v i c e  n o t  c o m p l e t e l y  a b s o r b  t h e  i n c r e a s e  i n  new 

l e n d i n g . I f  t h i s  e x e r c i s e  i n  p r o j e c t i o n  h a s  a n y  m e a n i n g  

a t  a l l ,  i t  i s  t h a t  i t  p r o v i d e s  a  m e a s u r e  o f  t h e  m a g n i t u d e  o f  

t h e  i n t e r n a t i o n a l  e f f o r t s  w h i c h  w o u ld  be  n e e d e d  s i m p l y  t o  

m a i n t a i n  t h e  p r e s e n t  l e v e l  o f  n e t  r e s o u r c e s  t r a n s f e r  t o  

t h e  d e v e l o p i n g  c o u n t r i e s ;  much l e s s  t o  i n c r e a s i n g  i t ,  a s  

t h e i r  t r a d e  a n d  i n v e s t m e n t  r e q u i r e m e n t s  g row  o v e r  t h e  n e x t  

d e c a d e .

1 04 .  UNCTAD S e c r e t a r i a t  p r e d i c t s  t h a t  d e b t  s e r v i c e  a s  %
o f  g r o s s  i n f l o w  f o r  A f r i c a n  c o u n t r i e s  ' w i l l  d o u b l e  f r o m  
i t s  1966 l e v e l  t o  53% i n  1 9 7 5 .

104A.World Bank/IDA -  Annual R e p o r t  f o r  1 970 .  op c i t  Page 8 0
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The o u t l o o k  f o r  t h e  d e v e l o p i n g  c o u n t r i e s ,  j u d g i n g  by

t h e  p r e s e n t  s t a t e  o f  f o r e i g n  a i d  p r o g r a m m e s ,  a p p e a r s  t o  be

a n y t h i n g  b u t  p r o m i s i n g .  The s h a r e  o f  d e b t  s e r v i c e  i n

r e l a t i o n  t o  l o a n  d i s b u r s e d  o r  g r a n t s  g i v e n ,  w i l l  c o n t i n u e

t o  c l i m b .  P e r h a p s  a  f u l l e r  p e r s p e c t i v e  c o u l d  be  g r a s p e d

i f  we r e l a t e  t h e  a b o v e  t r e n d s  t o  t h e  p e r f o r m a n c e s  o f  t h e

d e v e l o p i n g  e c o n o m i e s .  As was s t a t e d  e a l i e r ,  d u r i n g  t h e  l a s t

d e c a d e ,  t h e  r a t e s  o f  g r o w t h  o f  b o t h  d e b t  o u t s t a n d i n g  an d

s e r v i c e  p a y m e n t s  h a v e  b e e n  a b o u t  t w i c e  t h e  r a t e  o f  g r o w t h

o f  e x p o r t  e a r n i n g s  o f  t h e  d e v e l o p i n g  c o u n t r i e s ,  a n d  a l m o s t

t h r e e  t i m e s  t h a t  o f  t h e i r  c o m b in e d  G D P .^ ^ ^ ^  A v i c i o u s  c i r c l e

seem s  d e s t i n e d  t o  em erge  -  i f  i t  h a s n ’ t  a l r e a d y :  a n

i n a d e q u a t e  r e s o u r c e  i n f l o w  a n d  t r a d e  r e s t r i c t i o n s  p a r t l y

r e s p o n s i b l e  f o r  i n s u f f i c i e n t  g r o w t h s  i n  GDPs, e x p o r t s  and

e x c h a n g e  r e s e r v e s ,  w h ic h  i n  t u r n  g r e a t l y  l i m i t  t h e  c a p a c i t y

o f  LDCs t o  s e r v i c e  t h e i r  o u t s t a n d i n g  d e b t s ,  w h i c h  i n  t u r n

r e d u c e s  t h e  w i l l i n g n e s s  o f  c r e d i t o r  n a t i o n s  t o  a d v a n c e

f u r t h e r  l o a n s .  T h i s  a n a l y s i s  h a s  b e e n  c o n d u c t e d  on a

g l o b a l  b a s i s  i t  m u s t  be e m p h a s i z e d  h o w e v e r  t h a t  t h e s e

a g g r e g a t e  d a t a  f o r  t h e  d e v e l o p i n g  c o u n t r i e s  a s  a  w h o le  mask

a  w i d e - r a n g e  o f  d e b t  s i t u a t i o n s  i n  i n d i v i d u a l  r e c i p i e n t

c o u n t r i e s ,  i n c l u d i n g  d i f f e r e n c e s  i n  t h e  s t r u c t u r e s  o f  t h e i r
105d e b t s  a n d  t h e i r  d e b t  s e r v i c i n g  c a p a c i t i e s .  The r e a s o n s

103 .  F o r  a  b r i e f  r e g i o n a l ,  an d  c o u n t r y  by c o u n t r y  a n a l y s i s  
s e e  W orld  B ank / ID A .  A n n u a l  R e p o r t s  1969 & 1 9 7 0 .  op  c i t  
an d  f o r  a  more d e t a i l e d  d i s c u s s i o n  o f  t h e  t e c h n i c a l  
p r o b l e m s  o f  a s s e s s i n g  t h e  e x i s t i n g  d e b t  s i t u a t i o n s  o f  
LDCs a n d  t h e  s t a t i s t i c s  o f  t h e  s t r u c t u r e  o f  i n d i v i d u a l  
o u t s t a n d i n g  d e b t s  ( a s  o f  J u n e  -  Dec 1968)  s e e  DAG/ 
OECD -  D e v e lo p m e n t  A s s i s t a n c e  1969 R e v ie w  op c i t  
Annex IV .
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f o r  t h e  e x p l o s i v e  i n c r e a s e  i n  p u b l i c  d e b t  an d  d e b t  s e r v i c i n g  

a r e  n o t  h a r d  t o  come b y .  A l t h o u g h  a i d  v o lu m e  s t a g n a t e d  i n  

r e a l  t e r m s  d u r i n g  t h e  l a s t  d e c a d e ,  l o a n s  i n c r e a s e d  a t  t h e  

e x p e n s e  o f  g r a n t s  a s  a  p r o p o r t i o n  o f  t o t a l  a i d ,  T h e i r  s h a r e  

o f  b i l a t e r a l  o f f i c i a l  f l o w s  r o s e  f r o m  13% t o  15% i n  t h e  

c o u r s e  o f  t h e  l a s t  d e c a d e .  S e c o n d l y ,  a l t h o u g h  t h e  t e r m s  

o f  o f f i c i a l  l e n d i n g ,  i n  t h e  e a r l y  6 0 s  s t a b i l i z e d  o r  a s  i n  

some i n d i v i d u a l  c a s e s  s l i g h t l y  s o f t e n e d ,  t h e  p h e n o m e n a l  

e x p a n s i o n  o f  e x p o r t  c r e d i t s  l e d  t o  a  s h a r p  h a r d e n i n g  i n  t h e  

o v e r a l l  a v e r a g e  t e r r a s .  T h i r d l y ,  t h e  g e n e r a l  i n c r e a s e  i n  

w o r l d  i n t e r e s t  r a t e s  and  o t h e r  c o s t s  o f  b o r r o w i n g  money i n  

t h e  c a p i t a l  m a r k e t s ,  h a s  c o m p e l l e d  l e n d i n g  m u l t i l a t e r a l  

a g e n c i e s  l i k e  t h e  World  Bank t o  p a s s  on t h e  i n c r e a s e  t o  t h e  

b o r r o w i n g  d e v e l o p i n g  c o u n t r i e s .  F o r  e x a m p l e ,  t h e  r a t e  

c h a r g e d  by t h e  W orld  Bank r o s e  f r o m  a b o u t  4% i n  t h e  e a r l y  

5 0s  t o  o v e r  7% i n  1 9 6 9 / 7 0 .  The h i g h e r  c o s t  o f  c a p i t a l  i s  

a l s o  r e f l e c t e d  i n  b o t h  t h e  p r i c e s  o f  s u p p l i e s  p r o v i d e d  by 

p r i v a t e  c r e d i t o r s  an d  t h e  i n t e r e s t  c h a r g e s  on t h e m .  T y i n g  

i n  a d d i t i o n ,  o f t e n  r e s u l t s  i n  e f f e c t i v e  b o r r o w i n g  c o s t s  

b e i n g  h i g h e r  t h a n  n o m i n a l  i n t e r e s t  r a t e s  on  a c c o u n t  o f  o v e r 

p r i c i n g  p r a c t i c e s .  F i n a l l y ,  t h e  s h a r p  i n c r e a s e  i n  e x t e r n a l  

b o r r o w i n g  i n  t h e  l a t e  5 0 s  a n d  e a r l y  6 0 s  -  i n  e f f e c t  t h e  

s t a r t  o f  t h e  d e v e l o p m e n t  e r a  -  h a s  now g i v e n  r i s e  t o  a  

g r o w i n g  vo lum e  o f  a m o r t i z a t i o n  a n d  i n t e r e s t  p a y m e n t s ,  a s  

g r a c e  p e r i o d s  come t o  an  e n d .

DEBT BURDEN AND DEBT SERVICE CAPACITY; A CONCEPTUAL DIGRESSION

V/hat m e a s u r e s  a r e  m o s t  u s e f u l  f o r  e v a l u a t i n g  t h e  p r o b l e m s  

o f  i n d e b t e d n e s s  o f  t h e  d e v e l o p i n g  c o u n t r i e s ?  S i n c e  t h e s e  

p r o b l e m s  c o n c e p t i o n a l l y  r e v e a l  t h e m s e l v e s  i n  two m a j o r  f o r m s ,  

t h i s  d i g r e s s i o n  d i s c u s s e s  t h e  i m p l i c a t i o n s  an d  u n d e r t a k e s  

a n  a s s e s s m e n t  o f  t h e  p r o b l e m s  p a r t l y  i n  t e r m s  o f  f o r m u l a t e d
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c r i t e r i a  o f  c u m u l a t i v e  d e b t  b u r d e n ;  a n d  i n  t e r m s  o f  t h e  

a n n u a l  d e b t  s e r v i c e  c a p a c i t y .  The two a s p e c t s  a r e  n e c e s s a r i l y  

c o m p l e m e n t a r y ,  s i n c e  d i f f i c u l t y  w i t h  d e b t  s e r v i c i n g  c a n  b e ,  

a n d  o f t e n  i s ,  a  r e f l e c t i o n  o f  t h e  " o p p r e s s i v e n e s s "  o f  t h e  

d e b t  b u r d e n .  L e t  u s  f i r s t  l o o k  a t  t h e  d e b t  s e r v i c e  c a p a c i t y .  

The s t r e n g t h  o r  w e a k n e s s  o f  t h i s  c a p a c i t y  i s  m e a s u r e d  i n  

t e r m s  o f  a  r a t i o ,  a l t h o u g h  t h e  d e f i n i t i o n  o f  s u c h  a n  i n d i c a t o r  

i s  s o m e t i m e s  v a r i e d  t o  m e e t  s p e c i f i c  a n a l y t i c a l  r e q u i r e m e n t s .  

The m o s t  common c o n c e p t  i s  t h e  D e b t  S e r v i c e  R a t i o ,  o r  i n  i t s  

f u l l  v e r s i o n ,  t h e  ( P u b l i c )  D e b t  S e r v i c e  -  E x c h a n g e  E a r n i n g s  

R a t i o .  T h i s  i s  t h e  r a t i o  o f  a n n u a l  d e b t  s e r v i c e  on f o r e i g n  

p u b l i c  l o a n s ,  i n c l u d i n g  p u b l i c l y  g u a r a n t e e d  e x p o r t  c r e d i t s  

t o  t h e  a n n u a l  e x c h a n g e  e a r n i n g s  on g o o d s  a n d  s e r v i c e s .

P e r h a p s  a  l e s s  i n a p p r o p r i a t e  i n d i c a t o r  o f  v u l n e r a b i l i t y  t o  

t o  d e f a u l t  o r  s i m i l a r  r e s e r v e s  c r i s i s  i s  t h e  I n v e s t m e n t  

S e r v i c e  -  E x c h a n g e  E a r n i n g s  R a t i o ,  w h i c h  i n c l u d e s  b o t h  

a m o r t i z a t i o n  a n d  i n t e r e s t  p a y m e n t s  on  d e b t s  ( p u b l i c  a n d  

p r i v a t e )  a s  w e l l  a s  t r a n s f e r  o f  e a r n i n g s  ( i n v e s t m e n t  in c o m e )  

on d i r e c t  f o r e i g n  p r i v a t e  i n v e s t m e n t .  The sum t o t a l  o f  

t h e s e  o u t f l o w s  i s  t h e n  r e l a t e d  t o  t h e  e x p o r t  e a r n i n g s  t o  g i v e  

t h e  r a t i o .  Prom t h e  b a l a n c e  o f  p a y m e n t s  p o s i t i o n ,  l o c a l l y  

made p r o f i t s  t h a t  h a v e  t o  be t r a n s m i t t e d  a b r o a d  i n  f o r m  o f  

i n v e s t m e n t  in co m e  r e p r e s e n t  a  d e b t - b u r d e n  t o  t h e  a c c o u n t s  

an d  t h u s  i t s  i n c l u s i o n  g i v e s  a  t r u e r  p i c t u r e  o f  t h e  way t h e  

r e s e r v e s  l e v e l  i s  a f f e c t e d  by t h e  i n f l o w  a n d  o u t f l o w  o f  

f o r e i g n  e x c h a n g e ,  a t  l e a s t  on t h e  c u r r e n t  a c c o u n t  b a s i s .

The e f f e c t  o f  a  h e a v y  i n v e s t m e n t  i n c o m e  o u t f l o w  f o r  a  c o u n t r y  

w i t h  s u b s t a n t i a l  p r i v a t e  f o r e i g n  i n v e s t m e n t  b u t  a  s m a l l  

p u b l i c  l o a n  p o r t f o l i o ,  i s  more  r e a d i l y  a p p r e c i a t e d  by  t h e  

u s e  o f  t h e  i n v e s t m e n t  s e r v i c e  r a t i o .  The W orld  Bank h a s  

r e p o r t e d l y  e m p lo y e d  t h e  f o r m e r  r a t i o ,  among o t h e r  c r i t e r i a
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i n  a p p r a i s i n g  c r e d i t  w o r t h i n e s s  o f  p r o s p e c t i v e  b o r r o w e r  

on  g r o u n d  t h a t  p u b l i c  d e b t  h a s  p r i o r i t y  o v e r  p r i v a t e  s e c t o r  

p a y m e n t s  i n  p e r i o d  o f  f o r e i g n  e x c h a n g e  d i f f i c u l t i e s .  However  

t h e r e  seem s  l i t t l e  b a s i s  f o r  d i s t i n g u i s h i n g  b e t w e e n  g o v e r n 

m e n t  d e b t s  and  p r i v a t e  d e b t  o b l i g a t i o n  a r i s i n g  o u t  o f  p r i v a t e  

e x t e r n a l  c a p i t a l  i n f l o w .  I n  b o t h  c a s e s  d e f a u l t s  o r  d i f f i 

c u l t i e s  i n  s e r v i c i n g  a r e  l i k e l y  t o  h a v e  s e r i o u s  c o n s e q u e n c i e s .  

D e f a u l t s  o r  d i f f i c u l t i e s  i n  s e r v i c i n g  some s u p p l i e r ’ s c r e d i t s ,  

medium -  t e r m  b a n k  l o a n s  o r  p r i v a t e  d i r e c t  i n v e s t m e n t  c o u l d  

i m p a i r  t h e  c o u n t r y ’ s a b i l i t y  t o  t u r n  o v e r  i t s  s h o r t  -  and  

medium -  t e r m  f o r e i g n  i n d e b t n e s s  o r  e n c o u r a g e  t h e  i n f l o w  

o f  p r i v a t e  i n v e s t m e n t  c a p i t a l .  D i f f i c u l t i e s  on o b l i g a t i o n s  

t o  p u b l i c  a g e n c i e s  w ou ld  j e o p a r d i z e  i t s  c h a n c e s  o f  o b t a i n i n g  

a  c o n t i n u o u s  i n f l o w  o f  d e v e l o p m e n t  c r e d i t s  o r  e m e r g e n c y  

b a l a n c e  o f  p a y m e n t s  " s t a n d - b y "  c r e d i t s .  I t  i s  e v e n  p o s s i b l e  

a s  R . P .  M i k e s e l l  a s s e r t s ,  f o r  d e f a u l t s  o r  r e s t r i c t i o n s  on  

c o m m e r c i a l  o u t w a r d  p a y m e n t s  t o  be r e g a r d e d  by  t h e  i n t e r 

n a t i o n a l  f i n a n c e  c o m m u n i ty ,  b o t h  p u b l i c  a n d  p r i v a t e  a s  

p e r h a p s  "more s e r i o u s  t h a n  t h e  f a i l u r e  t o  m e e t  a n  i n s t a l m e n t  

o r  s c h e d u l e d  d e b t  s e r v i c e  t o  t h e  W o r ld  Bank o r  t h e  ( A m e r i c a n )  

E x p o r t  -  I m p o r t  B an k " .  I n  t h i s  r e s p e c t ,  t h e  i n v e s t m e n t

s e r v i c e  -  e x c h a n g e  r a t i o ,  by  h i g h l i g h t i n g  b o t h  t h e  p u b l i c  

a n d  p r i v a t e  s e r v i c i n g  c a p a c i t y ,  i s  t o  be  p r e f e r r e d  t o  t h e  

o r t h o r d o x  d e b t  s e r v i c e  r a t i o .  A n o t h e r  p o s s i b l e  m e a s u r e  o f

d e b t  s e r v i c i n g  c a p a c i t y ,  s u g g e s t e d  by  DAG/OECD, i s  m ore  a k i n
1 07t o  t h e  f i r s t  r a t i o  t h a n  t h e  s e c o n d .  The d e n o m i n a t o r  u s e d

1 0 6 .  R . F .  M i k e s e l l : -  The E c o n o m i c s  o f  F o r e i g n  A i d .  op  c i t  
P ag e  117 .

1 0 7 .  DAG/OECD:- D e v e l o p m e n t  a s s i s t a n c e ;  1969 R e v i e w  op c i t  
P a g e  2 7 5 .

10 8 .  l o c  c i t .
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u s e d  i s  t h e  e x p o r t  e a r n i n g s  f o r  t h e  m o s t  r e c e n t  a v a i l a b l e

y e a r ,  w h i l e  t h e  n u m e r a t o r  -  t h e  d e b t  s e r v i c e  p a y m e n t s  due

on e x i s t i n g  d e b t  b u r d e n ,  i s  made t o  c o v e r  a  v a r i e t y  o f

c o n s e c u t i v e  m u l t i - y e a r  p e r i o d s .  The r e s u l t i n g  m e a s u r e  c a n
108be t h o u g h t  o f  a s  " m u l t i - y e a r  d e b t  b u r d e n  r a t i o " ,  

p e r h a p s  more  a p p r o p r i a t e l y  a s  " m u l t i - y e a r  d e b t  s e r v i c e  

r a t i o "  a s  t h e  f o r m e r  p h r a s e s  c a n  e a s i l y  be  c o n f u s e d  w i t h  a  

s i m i l a r  c o n c e p t  f o r  c u m u l a t i v e  d e b t  b u r d e n  i n t r o d u c e d  b e l o w .  

I t s  a d v a n t a g e  o v e r  t h e  two p r e v i o u s  r a t i o s ,  i s  t h e  f a c t  

t h a t  by a v e r a g i n g  o u t  t h e  p o s s i b l e  f l u c t u a t i o n  i n  t h e  a n n u a l  

s e r v i c e  r a t i o ,  i t  a v o i d s  p o s s i b l e  u n t r e n d y  i n t e r p r e t a t i o n  

i m p l i c i t  i n  t h e  a n n u a l  d a t a .  I t  a l s o  m akes  f o r  a  b e t t e r  

i n t e r - c o u n t r y  c o m p a r i s o n .

Now l e t  u s  c o n s i d e r  t h e  q u e s t i o n  o f  i n d e b t n e s s  i n  i t s  

o t h e r  m a n i f e s t  fo rm  -  d e b t  o u t s t a n d i n g  and  i t s  t i m e  s t r u c t u r e .  

Among t h e  v a r i o u s  a v a i l a b l e  i n d i c a t o r s  o f  e x i s t i n g  d e b t  

b u r d e n  an d  i t s  s t r u c t u r e ,  t h e  r a t i o s  t h a t  a r e  s e l e c t e d  f o r  

d i s c u s s i o n  a r e  ( a )  t h e  s i m p l e  " a d j u s t e d  t o t a l  d e b t  o u t 

s t a n d i n g "  ( b )  " t h e  1 -5  y e a r  d e b t  b u r d e n  r a t i o "  a n d  ( c )

t h e  1 -15  y e a r  c u m u l a t i v e  d e b t  b u r d e n ,  a d j u s t e d  f o r  r e s e r v e s
109an d  d i v i d e d  by c u r r e n t  e x p o r t s " .  The l a s t  two c o n c e p t s

a r e  a l t e r n a t i v e l y  known a s  " m u l t i - y e a r  a d j u s t e d  d e b t - s e r v i c e  

r a t i o s "  -  a n d  d i f f e r  e s s e n t i a l l y  i n  t h e  t i r a e - s p a n  o f  t h e i r

1 0 9 .  A d j u s t m e n t  f o r  r e s e r v e s  t a k e s  t h e  f o r m  o f  i s o l a t i n g  a  
tw o - m o n t h  i m p o r t  r e q u i r e m e n t s  a s  t h e  minimum r e s e r v e  
n e c e s s a r y  t o  make t h e  economy a n d  c u r r e n c y  o f  a  c o u n t r y  
v i a b l e ,  an d  t r e a t i n g  t h e  r e m a i n d e r  a s  t e c h n i c a l l y  u s a b l e  
t o  l i q u i d a t e  a l l  o r  p a r t  o f  i t s  o u t s t a n d i n g  d e b t s .  I f  
a  c o u n t r y  h a s  a  s u r p l u s  o v e r  t h e  minimum, t h a t  s u r p l u s  
i s  d e d u c t e d  f r o m  i t s  o u t s t a n d i n g  d e b t ,  o r  i f  t r e a t e d  
a s  " n e g a t i v e  d e b t "  i s  a d d e d  t o  t h e  same c u m u l a t i v e  t o t a l  
t o  g i v e  a  " n o r m a l i z e d "  o r  " a d j u s t e d "  t o t a l  d e b t  o u t 
s t a n d i n g .  I f  t h e  r e s e r v e  l e v e l  i s  l e s s  t h a n  t h e  m i n i 
mum, t h e  s h o r t f a l l  o r  " p o s i t i v e  d e b t "  i s  a d d e d  t o  t h e  
" c r u d e "  o u t s t a n d i n g  d e b t  t o  a r r i v e  a t  t h e  same a d j u s t e d  
t o t a l .  F o r  d e t a i l e d  e x p l a n a t i o n  o f  t h i s  s t a t i s t i c a l  
c o n c e p t ,  s e e  DAC/OECD:- D e v e l o p m e n t  A s s i s t a n c e ,  1969
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n u m e r a t o r s .  T h e " a d j u s t e d  t o t a l  d e b t  o u t s t a n d i n g " ,  on i t s  

ov/n, i s ,  l i k e  t h e  o r t h o d o x  d e b t  s e r v i c e  r a t i o ,  n o t  v e r y  

m e a n i n g f u l  i n  a s s e s s i n g  t h e  t r u e  d e b t  b u r d e n ,  s t r u c t u r e  o r  

s e r v i c i n g  c a p a c i t y  o f  a n y  d e v e l o p i n g  econom y .  I m p l i c i t  i n  

i t ,  i s  a  m i x i n g  t o g e t h e r  n o t  o n l y  o f  s h o r t - a n d  medium -  t e r m  

d e b t  s e r v i c e  p a y m e n t s ,  b u t  a l s o  p a y m e n t s  t h a t  a r e  due  w e l l  

i n t o  t h e  f u t u r e .  F u r t h e r m o r e  i t  i s  n o t  e f f e c t i v e  i n  com

p a r i n g  c o u n t r y  d e b t  p r o b l e m s .  The DAG/OECD R e p o r t  s e l e c t s  t h e

"1-15  y e a r  d e b t  b u r d e n  r a t i o "  a s  p e r h a p s  t h e  m o s t  c o n v e n i e n t
110a n d  r e l a t i v e l y  u s e f u l  m e a s u r e .  I t  i s  s u p e r i o r  t o  t h e

1 -5  y e a r  d e b t  b u r d e n  r a t i o  s i n c e  t h e  l a t t e r  c a n  be  r e l a t i v e l y  

h i g h  w h i l e  t h e  d e b t  s e r v i c e  p a y m e n t s  due  a f t e r  f i v e  y e a r s  

c a n  a t  t h e  same t i m e  be  q u i t e  s m a l l .  I n d e e d  t h e  i n t e r e s t  

i n  t h e  1 -5  y e a r  r a t i o  c e n t e r s  on i t s  i m p l i e d  p r o p e r t y  t o  

p i n  p o i n t  t h e  n e x t  c a n d i d a t e  f o r  " b a i l i n g  o u t "  o p e r a t i o n  

i f  s u c h  a  c o u n t r y  h a s  a  r e l a t i v e l y  h i g h  r a t i o  a n d  a t  t h e  same 

t i m e  f a c i n g  l i q u i d i t y  p r o b l e m s .  Many o f  t h e  " c l a s s i c a l "  

d e b t  r e l i e f  o p e r a t i o n s  i n  L a t i n  A m e r i c a  i n v o l v e  v e r y  l a r g e  

a c c u m u l a t i o n  o f  d e b t  s e r v i c e  p a y m e n t s  due  o v e r  a  two -  o r  

t h r e e  -  y e a r  p e r i o d  ( i . e .  s u p p l i e r s  c r e d i t s )  a n d  w i t h  no 

l a r g e  r e p a y m e n t  b u r d e n  t h e r e a f t e r .  I n  s u c h  c a s e s  s u c c e s s f u l  

o p e r a t i o n s  w e re  e f f e c t e d  by  r e l a t i v e l y  s h o r t - t e r m  e x t e n s i o n  

o f  p a y m e n t s  an d  a r e a r s  i n t o  t h e  1 - 1 5  y e a r  s e g m e n t .  The 

a d v a n t a g e  o f  t h e  1 -15  y e a r  r a t i o ,  a p a r t  f r o m  i t s  m e d iu m - te r m

1 0 9 .  G o n t ' d . . .  R ev iew ,  op c i t . Annex  V. F o r  e x a m p l e s
c i t e d  i n  t h i s  t h e s i s  s e e  t a b l e  35 and  t h e  s u p p o r t i n g  
f o o t n o t e .

1 10 .  i b i d  p a g e  2 7 7 .

11 1 .  Loc c i t  p a g e  2 77 .
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i m p l i c a t i o n s ,  i s  t h e  f a c t  t h a t  i f  a n d  when i t  b eco m es  v e r y

h i g h ,  " t h i s  i s  a  c l e a r  i n d i c a t i o n  t h a t  t h e  room f o r

m a n o e u v r e  h a s  become c o n s i d e r a b l y  r e s t r i c t e d  an d  t h a t  s e r v i c e

p a y m e n t s  on new d e b t s ,  o r  a d j u s t m e n t s  i n  t h e  p a t t e r n  o f  o l d
111d e b t  n e e d  t o  s h i f t  b e y o n d  t h e  f i f t e e n - y e a r  f r a m e w o r k . "

The m u l t i - y e a r  a d j u s t e d  d e b t  b u r d e n  r a t i o s  n e e d  t o  be  t r e a t e d  

w i t h  some c a u t i o n .  The s n a g  a b o u t  th em  i s  t h a t  u n l i k e  t h e  

i n v e s t m e n t  o r  d e b t  -  s e r v i c e  r a t i o ,  t h e y  a r e  o b v i o u s l y  

d i f f e r e n t  f ro m  t h e  a c t u a l  d e b t  s e r v i c e  r a t i o  t h a t  w i l l  o c c u r  

i n  t h e  f u t u r e .  They r e l a t e  o n l y  t o  p a r t  o f  t h e  d e b t  w h i c h  

w i l l  a c t u a l l y  be  r e p a i d ,  t h a t  p a r t  w h i c h  i s  a l r e a d y  o u t s t a n d 

i n g .  They a r e  f u r t h e r m o r e  d i f f e r e n t  f r o m  t h e  s e r v i c e  r a t i o s ,  

e x c e p t  t h e  m u l t i - y e a r  o n e ,  i n  t h a t  t h e  n u m e r a t o r s  c o v e r  

s e v e r a l  y e a r s  f i g u r e s  w h i l e  t h e  d e n o m i n a t o r s  r e l a t e  t o  a  

s i n g l e  y e a r .  However a  common f a c t o r  among t h e  v a r i o u s  

c r i t e r i a  e n u m e r a t e d  a b o v e  i s  t h e i r  i m p l i c i t  s h o r t - o r  m ed ium -  

t e r m  r e l a v a n c y .  T h i s  i s  n o t  s u r p r i s i n g ,  a s  i t  i s  c u s t o m a r y  

t o  d i c h o t o m i z e  d i s c u s s i o n  o f  i n d e b t n e s s  a n d  d e b t - s e r v i c i n g  

c a p a c i t y  i n  t e r m s  o f  t h e  s h o r t  p e r i o d  o r  l i q u i d i t y  a s p e c t  

a n d  on t h e  o t h e r  h a n d ,  i n  t e r m s  o f  t h e  l o n g - t e r m  s i t u a t i o n .  

The e m p h a s i s  on t h e  f o r m e r  d e r i v e s  f r o m  t h e  c o n c e r n  o f  t h e  

c r e d i t o r  n a t i o n s  f o r  t h e  a c t u a l  o r  p o t e n t i a l  v u l n e r a b i l i t y  

o f  a  d e b t o r  c o u n t r y  t o  b a l a n c e  o f  p a y m e n t s  f l u c t u a t i o n s  o v e r  

r e l a t i v e l y  s h o r t  p e r i o d s  o f  t i m e  w n ic h  w o u ld  make i t  

d i f f i c u l t  t o  m e e t  d e b t  o b l i g a t i o n s .  P e r h a p s  t h e  a b s e n c e  

o f  s i m i l a r  e m p h a s i s  o r  c o n c e r n  o v e r  t h e  l o n g - t e r m  a s p e c t  o f  

i n d e b t n e s s  i s  due  p a r t l y  t o  t h e  u n w i l l i n g n e s s  o f  b o t h  s i d e s  

t o  f u l l y  a p p r e c i a t e  t h e  i m p l i c a t i o n s  o f  t h e i r  p r e s e n t  a i d  

p o l i c i e s  e s p e c i a l l y  o f  t h e  g loom y p r o j e c t i o n s  o f  f u t u r e  

d i f f i c u l t i e s  an d  p a r t l y  t o  t h e  r e c e n c y  o f  a i d  p ro g r am m e s  a s  

a n  i n s t r u m e n t  f o r  t h e  d e v e l o p m e n t  o f  t h e  " T h i r d  W o r l d " .  The
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l o n g - t e r m  a s p e c t  o u g h t  t o  he  s e e n  a s  e q u a l l y  i m p o r t a n t  

e s p e c i a l l y  s i n c e  a  c o u n t r y  w i t h  a  p o t e n t i a l  f o r ,  o r  r e c o r d  

o f  l o n g - t e r m  g r o w t h  i n  t o t a l  o u t p u t  an d  i n  e x p o r t  v a l u e  

r e l a t i v e  t o  i m p o r t  r e q u i r e m e n t s  i s  g e n e r a l l y  r e c o g n i z e d  

t o  he  a h l e  t o  b o r r o w  f o r  s h o r t - p e r i o d  t o  m e e t  i t s  d e h t -  

s e r v i c e  o b l i g a t i o n s  o r  o t h e r w i s e  t o  r e - f i n a n c e  o r  t u r n o v e r  

i t s  i n d e b t n e s s .  The d i s t r i b u t i o n  b e t w e e n  s h o r t  a n d  l o n g - t e r m  

a s p e c t s  o f  d e b t  s e r v i c i n g  becom es  i n  p r a c t i c e  som ew ha t  

a r t i f i c i a l .

SIGNIFICANCE OP THE INVESTMENT/DEBT SERVICE ADJUSTED DEBT
BURDEN RATIOS

The I n v e s t m e n t / P u b l i c  d e b t  s e r v i c e  r a t i o s . The o r t h o d o x  

r a t i o n a l e  f o r  c a l c u l a t i n g  t h e s e  r a t i o s  i s  t h a t  by p r o v i d i n g  

a  s t r a i g h t  f o r w a r d  r e l a t i o n s h i p  b e t w e e n  two o r  t h r e e  o f  

t h e  m o s t  i m p o r t a n t  v a r i a b l e s  i n  d e b t - s e r v i c e  c a p a c i t y  f u n c t i o n ,  

t h e y  i n d i c a t e  t h e  s t a r t i n g  p o i n t  f o r  a  r e a l  a s s e s s m e n t  o f  

t h e  v a r i o u s  f a c t o r s  t h a t  d e t e r m i n e  a  c o u n t r y ’ s c a p a c i t y  t o  

s e r v i c e  d e b t ,  o r  t o  s h o u l d e r  a  g i v e n  d e b t  b u r d e n .  T h u s  t h e y  

a r e  o f  l i t t l e  s i g n i f i c a n c e  a s  a  m e a s u r e  o f  e i t h e r  v u l n e r 

a b i l i t y  t o  d e f a u l t  o r  o f  d e b t - b u r d e n .  L i k e  t h e  " c l a s s i c a l "  

n o t i o n  t h a t  a  c o u n t r y ’ s  minimum r e s e r v e s  l e v e l  m u s t  be  

e q u i v a l e n t  t o  two o r  t h r e e  m o n th s  i m p o r t  r e q u i r e m e n t s ,  t h e  

n o t i o n  t h a t  a  l e s s  t h a n  10^  d e b t  s e r v i c e  r a t i o  i s  " s a f e " ;  

a  more  t h a n  10^  i s  " u n s a f e " ;  o r  t h a t  20^  r a t i o  i s  a  " d a n g e r  

l e v e l " ,  i s  o f  l i t t l e  u s e  i n  a  m e a n i n g f u l  l o n g - t e r m  a s s e s s 

m e n t  o f  a  c o u n t r y ’ s v i a b i l i t y ,  c r e d i t - w o r t h i n e s s  o r  v u l n e r 

a b i l i t y  t o  d e f a u l t .  A h i g h  v o lu m e  o f  d e b t  s e r v i c e  may 

s i m p l y  mean t h a t  a  c o u n t r y ’ s d e b t  s t r u c t u r e  i s  r e l a t i v e l y

s h o r t - t e r m  o r i e n t e d  and  t h a t  i t  n o r m a l l y  t u r n s  o v e r  i t s
\

i n d e b t & n e s s  e v e r y  f e w  y e a r s ,  w h i l e  i n t e r e s t  p a y m e n t s  may 

c o n s t i t u t e  a  r e l a t i v e l y  s m a l l  p r o p o r t i o n  o f  t o t a l  d e b t



Page  144

s e r v i c e .  S u c h  a  h i g h  d e b t  s e r v i c e  r a t i o  may n o t  be 

p a r t i c u l a r l y  s e r i o u s  i f  t h e  c o u n t r y  i s  i n v e s t i n g  i n  h i g h l y  

p r o d u c t i v e  p r o j e c t s  and  i f  t h e  p r o s p e c t s  f o r  e x p a n d i n g  

e x p o r t s  a n d / o r  r e a l  i m p o r t  s u b s t i t u t i o n ,  a r e  e x c e l l e n t .  

C o n v e r s e l y  a  lo w  d e b t  s e r v i c e  r a t i o  d o e s  n o t  n e c e s s a r i l y  

i m p l y  a  h i g h  c r e d i t  r a t i n g ,  i t  may s i m p l y  be  due  t o  a  low  

l e v e l  o f  i n d e b t n e s s ,  a n d  t h e  c o u n t r y ’ s e c o n o m i c  p e r f o r m a n c e  

and  g r o w t h  p r o s p e c t s  may i n d e e d  be  p o o r .  F u r t h e r m o r e ,  t h e r e  

a r e  h i s t o r i c a l  e v i d e n c e  t o  s u p p o r t  t h e  c o n t e n t i o n  t h a t  t h e  

l e v e l  o f  t h e  d e b t  s e r v i c e  r a t i o ,  on  i t s  own, p r o v i d e s  l i t t l e  

b a s i s  f o r  v u l n e r a b i l i t y  o r  c r e d i t w o r t h i n e s s .  F o r  e x a m p l e ,  

i n  t h e  1 9 3 0 ’ s w h i l e  A u s t r a l i a  an d  C a n a d a  a v o i d e d  d e f a u l t s  

an d  t h e  i m p o s i t i o n  o f  e x c h a n g e  r e s t r i c t i o n s  w i t h  a n  i n v e s t 

m e n t  s e r v i c e  r a t i o  r a n g i n g  f r o m  3 2 ^  t o  44%, c e r t a i n  L a t i n  

A m e r i c a n  c o u n t r i e s ,  i n c l u d i n g  B r a z i l ,  U r u g u a y  an d  P e r u  

d e f a u l t e d  on t h e i r  p u b l i c  d e b t  s e r v i c e  ( d u r i n g  t h e  p e r i o d  

1 9 3 1 - 3 3 )  when t h e  r a t i o s  o f  t h e i r  s c h e d u l e d  p u b l i c  d e b t

s e r v i c e  t o  e x p o r t s  a l o n e  w e r e  s u b s t a n t i a l l y  s m a l l e r  t h a n
112t h e  i n v e s t m e n t  s e r v i c e  r a t i o s  o f  t h e  f o r m e r  c o u n t r i e s .  

P e r h a p s  t h e  s i g n i f i c a n c e  o f  s u c h  h i s t o r i c a l  e v i d e n c e  l i e s  

i n  t h e  c r e d i b i l i t y  i t  g i v e s  t o  t h e  n o t i o n ,  d e v e l o p e d  b e l o w ,  

t h a t  t h e  l o n g - t e r m  t r e n d s  i n  e c o n o m i c  p e r f o r m a n c e  and  t h e  

u n d e r l y i n g  s t r e n g t h  o f  a n  economy -  a s  p r o j e c t e d  by s e l e c t e d  

i n d i c a t o r s  -  a r e  t h e  c r i t i c a l  f a c t o r s  t h a t  d e t e r m i n e  i t s  

d e b t  b u r d e n  and  s e r v i c e  c a p a c i t i e s .

112. R . F .  M i k e s e l l  -  The E c o n o m ic s  o f  F o r e i g n  A id  op c i t  
P a g e  118 .

113.  DAG/OECD -  D e v e l o p m e n t  A s s i s t a n c e ,  1969 R e v ie w  op c i t  
P a g e  2 7 8 .
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M u l t i - y e a r  a d j u s t e d  d e b t  bu r d e n  r a t i o s  T h e s e  r a t i o s  t o  a

c e r t a i n  e x t e n t  c o m p e n s a t e  f o r  t h e  d e f e c t s  i n h e r e n t  i n / d e b t

s e r v i c e  r a t i o  an d  c a n  p r o j e c t  a  b e t t e r  p e r s p e c t i v e  o f  t h e

s h o r t - o r  medium -  t e r m  p o t e n t i a l s  f o r  l i q u i d i t y  c r i s i s

w h i c h  p r e s a g e s  p o s s i b l e  d e f a u l t s  o r  a s  i n  m o d e rn  t i m e s

p o s s i b l e  d e b t  r e l i e f  o p e r a t i o n s .  The " 1 - 5  y e a r " ,  " 1 - 1 5

y e a r "  an d  " p o s t - 1 5  y e a r "  d e b t  b u r d e n  a n d  s e r v i c e  r a t i o s

d e f i n e  i n  a  c l e a r - c u t  m a n n e r  w h e t h e r  a  c o u n t r y ' s  o u t s t a n d i n g

d e b t  a n d  s e r v i c i n g  s t r u c t u r e s  a r e  w e l l - b a l a n c e d  o r  o t h e r w i s e .

An i l l - b a l a n c e d  s t r u c t u r e  n o t  o n l y  i s o l a t e s  t h e  t y p e s  a n d

t e r m s  o f  f u t u r e  b o r r o w i n g  t h a t  m u s t  be  a v o i d e d ,  b u t  a l s o

i n d i c a t e s  t h e  t i m e  f o r  an d  n a t u r e  o f ,  d i f f i c u l t i e s  t h a t

a r e  l i k e l y  t o  d e v e l o p .  I n  t h i s  r e s p e c t  t h e  DAC/OECD 1969

R ev iew  m akes  c e r t a i n  c o n c l u d i n g  r e m a r k s .  "V/hen t h e  a l r e a d y

e x i s t i n g  d e b t  s e r v i c e  b u r d e n  f a l l i n g  due w i t h i n  t h e  n e x t

15 y e a r s  s u b s t a n t i a l l y  e x c e e d s  t h e  v a l u e  o f  p r e s e n t  a n n u a l

e x p o r t s  o f  g o o d s  and  s e r v i c e s ,  t h i s  s h o u l d  n o r m a l l y  be a

w a r n i n g  t h a t  r e a l  d e b t  d i f f i c u l t i e s  c a n  q u i c k l y  a r i s e  i f

u n f a v o u r a b l e  b a l a n c e  o f  p a y m e n t s  t r e n d s  d e v e l o p ,  when t h e

1 -1 5  y e a r  d e b t  b u r d e n  r a t i o  e x c e e d s  2 0 0 ^ ,  t h i s  s eem s  t o  be  a

c l e a r  i n d i c a t o r  t h a t  m a j o r  d e b t  d i f f i c u l t i e s  a r e  i n  m o s t

c a s e s  a l r e a d y  a t  h a n d  -  u n l e s s  t h e  p a r t i c u l a r  d e v e l o p i n g

c o u n t r y  e n j o y s  u n u s u a l l y  f a v o u r a b l e  i m m e d i a t e  e x p o r t
1 1  '5g r o w t h  p r o s p e c t s .  A g l a n c e  a t  t a b l e  35 f o r  e x a m p l e ,

r e v e a l s  K e n y a  t o  h a v e  a  r e l a t i v e l y  w e l l - b a l a n c e d  d e b t

s t r u c t u r e  w h i l e  Ghana a p p e a r s  t o  be  " s t r u c t u r a l l y  o v e r -
111i n d e b t e d "  a t  l e a s t  i n  t h e  medium t e r m  c o n t e n t .  i ^ i l e

t h e s e  r a t i o s  a r e  t h u s  u s e f u l  f o r  s t a t i s t i c a l  a s s e s s m e n t

114 .  S t r u c t u r a l l y  o v e r - i n d e b t e d  c o u n t r i e s ,  n o t  o n l y  g e n e r a l l y  
h a v e  much l a r g e r  p a y m e n t s  due  b e t w e e n  t h e  6 t h  an d  
1 5 t h  y e a r ,  b u t  a l s o  h a v e  f a r  h i g h e r  b u r d e n  f a l l i n g  due  
i n  t h e  f i r s t  f i v e  y e a r s  t h a n  do t h e  b u l k  o f  LDCs.
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o f  t h e  s h o r t  -  o r  medium -  t e r m  v u l n e r a b i l i t y  t o  d e f a u l t ,  

t h e  n e e d  f o r  d e b t  r e l i e f  o p e r a t i o n ,  o r  s h o r t - t e r m  c r e d i t  

w o r t h i n e s s ,  t h e y  do n o t  s h e d  much l i g h t  on t h e  q u e s t i o n s  

o f  l o n g - t e r m  v u l n e r a b i l i t y ,  o f  l o n g - t e r m  c r e d i t  s t r e n g t h ,  

o r  o f  w ha t  c o n s t i t u t e s  a  h e a v y ,  medium o r  l i g h t  d e b t  b u r d e n .

I f  a l l  t h e s e  c r i t e r i a  a r e  t h u s  much l e s s  u s e f u l  f o r  

l o n g - t e r m  v u l n e r a b i l i t y  t e s t ,  we may a s k  t h e  q u e s t i o n  a s  t o  

w h a t  e x t e n t  a r e  t h e y  r e l e v a n t  f o r  t h e  l o n g - t e r m  a s p e c t  o f  

i n d e b t n e s s ,  and  i n  a  w i d e r  c o n t e x t  f o r  e x t e r n a l  r e s o u r c e  

t r a n s f e r  f o r  d e v e l o p m e n t .  I n  t h i s  r e s p e c t ,  t h e  s ' ^ g i f i c a n c e  

o f  a l r e a d y  o u t s t a n d i n g  d e b t ( a n d  i t s  s t r u c t u r e )  e m e r g e s  i n  

t h e  a s s e s s m e n t  o f  t h e  r e l a t i o n s h i p  b e t w e e n  t h e  f u t u r e  a c t u a l  

d e b t  s e r v i c e  r a t i o  w h ic h  t h i s  d e b t  w i l l  g e n e r a t e  a n d  t h e  

f u t u r e  f l o w s  o f  new l o a n s  an d  c r e d i t s .  The i m p o r t a n t  

r e l a t i o n  h e r e  i s  t h e  p e r c e n t a g e  o f  f u t u r e  g r o s s  i n f l o w  

w h i c h  w i l l  be t a k e n  up  by a m o r t i z a t i o n  a n d  i n t e r e s t  p a y m e n t s  

on t h e  o l d  d e b t .  I f  we a ssu m e  a  z e r o  n e t  t r a n s f e r  o f  

r e s o u r c e s  t h r o u g h  b o r r o w i n g ,  t h a t  i s ,  t h a t  t h e  g r o s s  

a m o u n t  b o r r o w e d  i n  f u t u r e  e q u a l s  t h e  d e b t  s e r v i c e  p a y m e n t  

on  e x i s t i n g  d e b t  a s  t h e y  f a l l  d u e ,  we a r e  p l a c e d  i n  a  p o s i t i o n  

t o  p r o j e c t  w h a t  t h a t  g r o s s  i n f l o w ,  i t s  s t r u c t u r e  and  t e r m s  

s h o u l d  b e .  I f  on  t h e  o t h e r  h a n d ,  we a s su m e  t h a t  m o s t  o f  t h e  

d e v e l o p i n g  c o u n t r i e s  w i l l  c o n t i n u e  t o  n e e d  a  p o s i t i v e  n e t  

t r a n s f e r  o f  r e s o u r c e s  f o r  a  l o n g  t i m e  t o  come, we a r e  

s i m i l a r l y  a b l e  t o  p o s t u l a t e  w h a t  t h e  t r e n d s  i n  t h e  d e t e r m i n 

i n g  v a r i a b l e  s h o u l d  be an d  c o n t r a s t  them w i t h  t h e  l i k e l y

o u tcom e  o f  p r e s e n t  f o r e i g n  a i d  p o l i c i e s  a n d  d e c i s i o n s  o f
11 5t h e  d o n o r  c o u n t r i e s .  I  h a v e  a l r e a d y  r e f e r r e d  a b o v e ,  

t o  s i m i l a r  p r o j e c t i o n s  made by t h e  P e a r s o n  C o m m is s io n ,  a n d  

i t s  i m p l i c i t  c a l l  f o r  i n c r e a s e d  v o lu m e  on b e t t e r  t e r m s  i f  

t h e  t h r e a t  o f  z e r o  o r  n e g a t i v e  n e t  t r a n s f e r  f o r  " p r e - v i a b l e "



\
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d e v e l o p i n g  c o u n t r i e s  i s  t o  be a v e r t e d . I t  c a n  h a r d l y  

be  d e n i e d ,  a t  l e a s t  f r o m  g o o d  m a n ag e m e n t  v i e w  p o i n t  t h a t  

t h e  d e v e l o p i n g  c o u n t r i e s ,  e s p e c i a l l y  t h e  s o - c a l l e d  " l o n g -  

h a u l "  e c o n o m i e s  v e r y  much n e e d  t o  s e e  t h e  p r e s e n t  d e b t  

p i c t u r e  i n  i t s  p r o p e r  p e r s p e c t i v e .  T h i s  t h e y  c a n  d o ,  by 

p a r t i t i o n i n g  f u t u r e  b o r r o w i n g  r e q u i r e m e n t s  i n t o  two p a r t s  

( a )  t h a t  am o u n t  r e q u i r e d  t o  s e r v i c e  a l r e a d y  e x i s t i n g  d e b t  

a n d  ( b )  t h a t  n e e d e d  t o  p r o v i d e  a  f u r t h e r  n e t  t r a n s f e r  o f  

d e v e l o p m e n t  r e s o u r c e s .
/ I

P e r h a p s  f r o m  d e v e l o p i n g  c o u n t r i e s  v i e w ,  t h e  s i g n i f i c a n c e  

o f  d e b t  s e r v i c i n g  i n  i t s  l o n g - t e r m  c o n t e x t ,  i s  t h e  o p p o r 

t u n i t y  i t  o f f e r s  t o  a s s e s s  c a p i t a l  i m p o r t  on a  p r o d u c t i v i t y  

b a s i s  -  a  s o r t  o f  c o s t / b e n e f i t  a n a l y s i s ,  by c o n s i d e r i n g  t h e  

c o n s t r u c t i o n  o f  e x t e r n a l  r e s o u r c e s  i n f l o w  t o  l o n g - t e r m  

e c o n o m i c  g r o w t h  i n  g e n e r a l ,  and  t o  s u c h  f a c t o r s  a s  c a p i t a l  

f o r m a t i o n ,  s a v i n g s ,  e x p o r t s  and  l o n g - t e r m  b a l a n c e  o f  p a y m e n t s  

p o s i t i o n ,  i n  p a r t i c u l a r .  The r e a l i s m  o f  s u c h  a n a l y s i s  m u s t  

n o t  be e x a g g e r a t e d  s i n c e  i n v e s t m e n t  a n d  d e b t  s e r v i c e  

o u t f l o w s  i n  t h e m s e l v e s  do n o t  r e p r e s e n t  t h e  w h o le  c o s t  o f  

e x t e r n a l  c a p i t a l ,  w h i l e  t h e  l a t t e r * s  b e n e f i t s  an d  a d v a n t a g e s  

go b e y o n d  q u a n t i t a t i v e  e s t i m a t i o n s .  H ow ever  t h e  c o n d i t i o n s  

f o r  s u c c e s s f u l  g r o w t h  w i t h  t h e  a i d  o f  c a p i t a l  i m p o r t s  a r e  

f a i r l y  s t r a i g h t  f o r w a r d .  The a d d i t i o n a l  c a p i t a l  r e s o u r c e s  

s h o u l d  make p o s s i b l e  an  e x p a n s i o n  o f  n e t  d o m e s t i c  o u t p u t  

c o r r e s p o n d i n g  t o  a  n e t  r e t u r n  on  t h e  i n v e s t m e n t  w e l l  a b o v e  

t h e  a v e r a g e  i n t e r e s t  r a t e  r u l i n g  i n  t h e  i n t e r n a t i o n a l  

c a p i t a l  m a r k e t .  I n  t h e  l o n g - r u n ,  a s  R . P .  M i k e s e l l  p u t s  i t ,

115 .  See a b o v e  P a g e s  134-135 ( t h i s  c h a p t e r )

1 1 6 .  Low-incorae  d e v e l o p i n g  c o u n t r i e s  (LDCs) a r e  ' p r e - v i a b l e *  
i n  t h i s  c o n t e x t ,  i f  t h e i r  e c o n o m i c  d e v e l o p m e n t  h a s
n o t  r e a c h e d  a  s t a g e  t h a t  w i l l  make them  i n d e p e n d a n t  
o f  t h e  n e e d  f o r  c o n c e s s i o n a r y  a i d .
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" d e b t - s e r v i c i n g  c a p a c i t y  s h o u l d  be  c o n s i d e r e d  m a i n l y  i n  

t e r m s  o f  t h e  s u c c e s s f u l  p e r f o r m a n c e s  o f  a n  economy a s  

d e t e r m i n e d  by i t s  p e r  c a p i t a  r a t e  o f  g r o w t h  an d  t h e  e x p a n 

s i o n  o f  i t s  e x p o r t  c a p a c i t y  on t h e  one  h a n d ,  and  t h e  

c o n t r i b u t i o n  o f  f u r t h e r  b o r r o w i n g  t o  t h e  e n h a n c e m e n t  o f  t h i s  

p e r f o r m a n c e ,  on t h e  o t h e r .  I f  f u r t h e r  c a p i t a l  i m p o r t  a r e  

n o t  e x p e c t e d  t o  y i e l d  a  n e t  r e t u r n  i n  t e r m s  o f  a d d i t i o n a l  

g r o s s  d o m e s t i c  p r o d u c t  w e l l  i n  e x c e s s  o f  t h e  c o s t  o f  

b o r r o w i n g  c a p i t a l ,  and  i f  t o t a l  i n v e s t m e n t  i s  n o t  a l l o c a t e d  

i n  a  m a n n e r  w h i c h  w i l l  i n c r e a s e  e x p o r t s  r e l a t i v e  t o  i m p o r t s  

a s s o c i a t e d  w i t h  g r o w t h  by a n  am oun t  a t  l e a s t  s u f f i c i e n t  t o  

c o v e r  i n t e r e s t  p a y m e n t s  on t h e  a d d i t i o n a l  b o r r o w i n g ,  l e n d i n g  

b e c o m e s  b o t h  r i s k y  f o r  t h e  f o r e i g n  l e n d e r  and  u n d e s i r a b l e  f o r  

t h e  b o r r o w i n g  c o u n t r y  a s  w e l l .  The l e v e l  o f  d e b t - e x c h a n g e

e a r n i n g s  r a t i o ,  h a s  no p a r t i c u l a r  r e l e v a n c e  i n  t h i s  t y p e
117o f  a s s e s s m e n t ........................

P o r  a  t h o r o u g h l y  r e a l i s t i c  a n d  m e a n i n g f u l  a s s e s s m e n t  o f  

a  d e v e l o p i n g  c o u n t r y ,  a t  an y  p o i n t  o f  t i m e ,  i n  t e r m s  o f  i t s  

c r e d i t w o r t h i n e s s ,  i t s  c a p a c i t y  t o  s e r v i c e  d e b t ,  i t s  v u l n e r 

a b i l i t y  t o  d e b t  r e l i e f  o p e r a t i o n s  an d  i n d e e d  o f  i t s  u s e  o f  

e x t e r n a l  r e s o u r c e s ,  a  c o m p r e h e n s i v e  a n a l y s i s  o f  i t s  e c o n o m i c  

s i t u a t i o n  a n d  u n d e r l y i n g  s t r a t e g y  w o u ld  be  n e e d e d .  " I n t e r  

a l i a  , d e b t  s e r v i c i n g  c a p a c i t y  d e p e n d s  on  a  c o u n t r y ' s  a b i l i t y  

t o  g e n e r a t e  s a v i n g s ,  t o  p u r s u e  s o u n d  f i s c a l  an d  m o n e t a r y  

p o l i c i e s ,  an d  t o  e a r n  f o r e i g n  e x c h a n g e  t h r o u g h  e x p o r t s  o f  

g o o d s  a n d  s e r v i c e s  t o  m e e t  i t s  i m p o r t  r e q u i r e m e n t s  a s  w e l l

a s  t o  s a t i s f y  i t s  e x t e r n a l  f i n a n c i a l  o b l i g a t i o n  a n d  m a i n t a i n
118a d e q u a t e  l e v e l  o f  r e s e r v e s . "  T h e r e  i s  no  d o u b t  t h a t  m o s t

o f  t h e  a g e n c i e s  e s t a b l i s h e d  by  t h e  m a in  d o n o r  c o u n t r i e s  t o

117 .  R . P .  M i k e s e l l : -  The E c o n o m ic s  o f  P o r e i g n  A id  op cj/b  

P a g e  120.
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a d m i n i s t e r  f o r e i g n  a i d ,  u n d e r t a k e  s u c h  r e g u l a r  c o u n t r y  

a n a l y s é s ,  b e s i d e s  s u c h  s t a t i s t i c a l  e s t i m a t e s  a s  t h e  d e b t  

s e r v i c e  r a t i o  o r  t h e  o u t s t a n d i n g  p u b l i c  d e b t s .  The W orld  

Bank c o n d i t i o n s  p e r t a i n i n g  t o  m a c r o - e c o n o m i c  p e r f o r m a n c e  

w h i c h  a r e  s u p p o s e d  t o  be  t a k e n  i n t o  a c c o u n t  i n  i t s  l e n d i n g  

o p e r a t i o n s  i n c l u d e  s u c h  f a c t o r s  a s  ( a )  t h e  vo lum e o f  

d o m e s t i c  s a v i n g s ,  ( b )  t h e  vo lum e  a n d  e f f e c t i v e n e s s  o f  t o t a l  

i n v e s t m e n t ,  ( c )  i n t e r n a l  p r i c e  s t a b i l i t y ,  ( d )  b a l a n c e  o f  

p a y m e n t s  e q u i l i b r i u m  a s  d e t e r m i n e d  by f o r e i g n  e x c h a n g e  a n d  

t r a d e  p o l i c i e s ,  ( e )  vo lum e o f  p r i v a t e  i n v e s t m e n t  and  t h e  

p r o d u c t i v i t y  o f  t h e  p r i v a t e  s e c t o r ,  ( f )  t h e  c a p a c i t y  t o  

s e r v i c e  d e b t s ,  and  ( g )  t h e  f o r m u l a t i o n  a n d  i m p l e m e n t a t i o n  

o f  good  d e v e l o p m e n t  p l a n s .  T h e s e  c o n d i t i o n s  a r e  b a s i c a l l y  

t h e  same a s  t h o s e  t r a d i t i o n a l l y  u s e d  f o r  e c o n o m i c  p e r f o r m 

a n c e  a p p r a i s a l ,  g i v e  o r  t a k e ,  one  o r  two p r o v i s o s ,  t h o u g h

t h e y  f a l l  s h o r t  o f  w h a t  I  c o n s i d e r  a s  t h e  n e c e s s a r y  c r i t e r i a
119f o r  e c o n o m i c  d e v e l o p m e n t  e v a l u a t i o n .

The e f f e c t s  o f  c o r r e c t  i n t e r p r e t a t i o n  o f  t h e  i n f o r m 

a t i o n  t h u s  made a v a i l a b l e  ( t h r o u g h  c o m p r e h e n s i v e  a n a l y s i s )  

w o u ld  b e ,  among o t h e r s ,  ( 1 )  t o  make t h e  d o n o r  f u l l y  a w a re  o f  

t h e  r i s k  i t  t a k e s  i n  i t s  l e n d i n g  o p e r a t i o n s ,  ( 2 )  e n a b l e  t h e  

d o n o r  g o v e r n m e n t  o r  m u l t i l a t e r a l  l e n d i n g  a g e n c y  t o  i n f l u e n c e  

t h e  e c o n o m ic  p o l i c y  o f  t h e  r e c i p i e n t ,  e s p e c i a l l y  a s  r e g a r d

1 1 8 .  W orld  B a n k / I D A : -  A n n u a l  R e p o r t  1970 ,  op c i t  P a g e  5 2 .

119 .  See  A p p e n d ix  I .
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t h e  e f f i c i e n t  u s e  o f  i t s  a i d  d i s b u r s e m e n t s ,  ( 3 )  make i t  a d j u s t  

i t s  a i d  p o l i c y  i n s t r u m e n t s  a c c o r d i n g  t o  t h e  d i f f e r e n t  

s i t u a t i o n s  o b t a i n a b l e  i n  e a c h  r e c i p i e n t  c o u n t r y ,  (4 )  e n a b l e  

t h e  d o n o r  d i s c r i m i n a t e  among i t s  c l i e n t e l e ;  ( 5 )  e n a b l e  i t  t o  

g i v e  an  e a r l y  w a r n i n g  a d v i c e  t o  t h e  r e c i p i e n t  f a c i n g  i m m i n e n t  

l i q u i d i t y  p r o b l e m s ;  an d  ( 6 )  e n a b l e  t h e  d o n o r  t o  s u g g e s t  

a p p r o p r i a t e  m e a s u r e s  f o r  t h e  p o s t  " b a i l i n g  o u t "  p e r i o d  s h o u l d  

s u c h  d e b t  r e s c h e d u l e  become u n a v o i d a b l e .

However  a s  s u g g e s t e d  b e f o r e ,  e c o n o m i c  p e r f o r a m c n e  i s  

o n l y  one  o f  t h e  s e v e r a l  c r i t e r i a  t h a t  a r e  u s e d  i n  a i d  

a l l o c a t i o n  p o l i c y .  I t  i s  c o n c e i v a b l e  f o r  a  d o n o r  c o u n t r y  

t o  c o n t i n u o u s l y  pump r e s o u r c e s  i n t o  a  c l i e n t  s t a t e  

i r r e s p e c t i v e  o f  t h e  l a t t e r ' s  e c o n o m i c  e f f i c i e n c y ,  i f  s u c h  

a s s i s t a n c e  i s  deemed j u s t i f i a b l e  on s t r a t e g i c ,  s o c i a l ,  o r  

p o l i t i c a l  g r o u n d .  The s u g g e s t i o n  b e i n g  p u t  f o r w a r d  h e r e  i s  

t h a t  w h i l e  c o m p r e h e n s i v e  a n a l y s i s  s e r v e s  a s  a  u s e f u l  r e f 

e r e n c e  g u i d e  f o r  t h e  c r e d i t o r  c o u n t r y  o r  i n s t i t u t i o n  i n  i t s  

d e a l i n g  w i t h  a  d e v e l o p i n g  c o u n t r y ,  t h e  c o n d i t i o n s  u n d e r  

w h i c h  d e f a u l t  c o u l d  be a v o i d e d ,  l o n g - t e r m  e c o n o m i c  g r o w t h  

a s s u r e d ,  a n d  t h e  n e e d  f o r  e x t e r n a l  c a p i t a l  a s s i s t a n c e  

u l t i m a t e l y  t e r m i n a t e d ,  m u s t  be  e x p l i c i t l y  r e c o g n i z e d  by  a l l .

I t  i s  e s s e n t i a l  t h a t  " t h o u g h  t o t a l  i n d e b t n e s s  may c o n t i n u e  

t o  e x p a n d ,  t h e  r a t i o  o f  c a p i t a l  i n f l o w  t o  b o t h  d o m e s t i c  

s a v i n g s  a n d  i m p o r t  o f  g o o d s  a n d  s e r v i c e s ,  s h o u l d  show a  

d e c l i n i n g  t r e n d  o v e r  t i m e .  T h i s  i n  f a c t  h a s  b e e n  t h e  s i t u a t i o n  

i n  c o u n t r i e s  s u c h  a s  C a n a d a  an d  A u s t r a l i a  w h i c h ,  a l t h o u g h

g r o w i n g  a t  s a t i s f a c t o r y  r a t e s  c o n t i n u e  t o  be  n e t  c a p i t a l  
1 20i m p o r t e r s "  H.B . C h e n e r y  i s  e v e n  m ore  e x p l i c i t  a b o u t  t h e

12 0 .  R .B .  M i k e s e l l  -  The E c o n o m ic s  o f  F o r e i g n  A i d ,  op  c i t  
P a g e  120 .
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s t r u c t u r a l  t r a n s f o r m a t i o n  t h a t  m u s t  he  b r o u g h t  a b o u t  i n

o r d e r  t o  a c h i e v e  s e l f - s u s t a i n i n g  g r o w t h ,  a n d  by i m p l i c a t i o n
1 21  1" s o l v e "  t h e  d e b t  p r o b l e m s .  y F o r  a  g i v e n  t a r g e t  r a t e  o f  

g r o w t h  o f  G-NP, he  sums u p  t h r e e  r e q u i r e m e n t s  t h a t  m u s t  be 

s a t i s f i e d  a s  f o l l o w s : -

( 1 )  I n v e s t m e n t  m u s t  be  r a i s e d  u n t i l  i t  e q u a l s  t h e  s h a r e  o f  

GNP r e q u i r e d  by  t h e  t a r g e t  g r o w t h  r a t e  a n d  t h e  c a p i t a l -  

o u t p u t  r a t i o .

( 2 )  The m a r g i n a l  s a v i n g s  r a t e  m u s t  e x c e e d  t h e  r e q u i r e d  

i n v e s t m e n t  r a t i o  i n  o r d e r  t o  e v e n t u a l l y  e l i m i n a t e  t h e  n e e d  

f o r  e x t e r n a l  c a p i t a l ,  and

( 3 )  I f  t h e  r a t i o  o f  i m p o r t s  t o  G-NP i s  c o n s t a n t ,  e x p o r t s  

m u s t  i n c r e a s e  more  r a p i d l y  t h a n  t h e  t a r g e t  g r o w t h  i n  GNP 

i n  o r d e r  t o  c l o s e  t h e  t r a d e  g a p .  A c u t  i n  t h e  m a r g i n a l  

i m p o r t  r a t i o  t h r o u g h  i m p o r t  s u b s t i t u t i o n  w ou ld '  l o w e r  t h e  

r e q u i r e d  e x p o r t  g r o w t h  r a t e .

I t  m u s t  be  r e m e m b e r e d  t h a t  t h e s e  c o n d i t i o n s  w e re  s e t

s p e c i f i c a l l y  w i t h  a  v i e w  t o  o v e r c o m i n g  t h e  s k i l l ,  s a v i n g s  and

e x c h a n g e  r e s e r v e s  ( o r  t r a d e )  c o n t r a i n t s  t o  g r o w t h  r a t h e r  t h a n
1 22i n  o v e r c o m i n g  d e b t ,  d i f f i c u l t i e s .  I n  my v i e w  t h e  two 

p r o b l e m s  n e c e s s a r i l y  m i r r o r  d i f f e r e n t  s i d e s  o f  t h e  same 

d e v e l o p m e n t  c o i n .

DEBT RELIEF The n e e d  f o r  d e b t  r e l i e f  a r r a n g e m e n t  i s  no 

l o n g e r  a  r e m o t e  p o s s i b i l i t y ;  i n d e e d  s i n c e  1 9 5 6 ,  e i g h t  

d e v e l o p i n g  c o u n t r i e s  h a v e  n e g o t i a t e d  18 m u l t i l a t e r a l  d e b t  

r e l i e f  o p e r a t i o n s ,  i n v o l v i n g  t h e  c o n s o l i d a t i o n  and
1 9?

r e s c h e d u l i n g  o f  some 05 b i l l i o n s .  F i v e  o t h e r  c o u n t r i e s

122.  See  b e l o w  A p p e n d i x  V.

123. They a r e  I n d i a ,  B r a z i l ,  I n d o n e s i a ,  A r g e n t i n a ,  C h i l e ,  
T u r k e y ,  P e r u  an d  Ghana .  As o f  1 9 7 0 .
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h a v e  made b i l a t e r a l  r e n e g o t i a t i o n  w i t h  a  n u m b e r  o f  c r e d i t o r s .  

Up t o  1965 m u l t i l a t e r a l  d e b t  r e a r r a n g e m e n t s  w e re  a l m o s t  

e x c l u s i v e l y  c o n c e r n e d  w i t h  p r i v a t e  s u p p l i e r s  c r e d i t s .  S i n c e  

th e m ,  h o w e v e r ,  a  more  r e a l i s t i c  b a s i s  f o r  s u c h  o p e r a t i o n s  h a s  

b e e n  e s t a b l i s h e d  w i t h  t h e  i n c l u s i o n  o f  o f f i c i a l  d e b t  a s  w e l l ,  

i n  o v e r a l l  c o n s o l i d a t i o n .  The new a p p r o a c h  p e r h a p s  j u s t i f y  

my e a r l i e r  c o n t e n t i o n  t h a t  l o n g - t e r m  o f f i c i a l  d e b t  s h o u l d  

i n  no  way be  d i v o r c e d  f r o m  a n y  d e l i b e r a t i o n s  c o n c e r n i n g  

s h o r t - t e r m  d i f f i c u l t i e s  w i t h  p r i v a t e  a n d  c o m m e r c i a l  d e b t s .

The o n l y  o b s e r v a t i o n s  on t h e  s u b j e c t  w h i c h  I  w a n t  t o  make 

h e r e ,  a r e :  f i r s t l y ,  t h e  t e m p o r a r y  low  c r e d i t  r a t i n g  o f  a

d e v e l o p i n g  c o u n t r y  t h a t  i s  b e i n g  " b a i l e d  o u t "  m akes  i t  

d i f f i c u l t  f o r  h e r ,  n o t  o n l y  t o  t u r n - o v e r  s h o r t  o r  m ed ium -  

t e r m  c r e d i t s  e s s e n t i a l  f o r  c o m p l e t i o n  o f  i m p o r t a n t  p r o j e c t s ,  

b u t  a l s o  t o  s e c u r e  g r a n t - l i k e  c o n c e s s i o n a r y  a i d  n e e d e d  t o  

r e i m b u r s e  t h e  p r i v a t e  s e c t o r  i n  a  way a s  t o  make r e l i e f  

r e a r r a n g e m e n t  a  o n c e - f o r - a l l  o p e r a t i o n .  I t  i s  w o r t h  n o t i n g  

t h a t  A r g e n t i n a ’ s d e b t  was r e n e g o t i a t e d  t h r e e  t i m e s  i n  l e s s  

t h a n  a  d e c a d e ,  I n d o n e s i a ’ s d e b t ,  i n  t h r e e  c o n s e c u t i v e  y e a r s  

w h i l e  G h a n a ’ s t h r e e  n e g o t i a t i o n s  w i t h  h e r  m a j o r  c r e d i t o r s  

i n  t h e  l a s t  f o u r  y e a r s  o r  s o ,  h a v e  i n  h e r  v i e w  b e e n  v e r y  

u n s a t i s f a c t o r y .  L i k e  i n a d e q u a t e  d e v a l u a t i o n ,  t h i s  " s h o r t -  

l e a s h "  a p p r o a c h  i n v o l v e s  h e a v y  c o s t s  i n  t e r m s  o f  u n c e r t a i n t y ,  

p r e - e m p t i o n  o f  s c a r c e  m a n ag e m e n t  a n d  p r o f e s s i o n a l  s k i l l s ,  

an d  t h e  i n a b i l i t y  o f  t h e  d e b t o r  c o u n t r y  t o  f o r m u l a t e  l o n g 

t e r m  p le in s  an d  p o l i c i e s .  F u r t h e r m o r e ,  t h e  i n c r e a s e  i n  d e b t  

o u t s t a n d i n g  t h a t  i s  l i k e l y  t o  a r i s e  f r o m  m o r a t o r i u m  i n t e r e s t  

w h ic h  i s  u s u a l l y  c h a r g e d  by t h e  c r e d i t o r s  on  d e f e r r e d  p a y 

m e n t s  o f  b o t h  p r i n c i p a l  a n d  c o n t r a c t u a l  i n t e r e s t ,  w o u ld  be 

s u b s t a n t i a l ,  a v e r a g e ,  o r  s m a l l  d e p e n d i n g  on  t h e  s i z e  o f  t h e  

o r i g i n a l  d e b t  a n d  t h e  t e r m s  o f  r e n e g o t i a t i o n .  The d a n g e r
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i s  t h a t  a  h a r s h  t e r m  b a s e d  on  c o m m e r c i a l  a p p r o a c h  may 

e n g e n d e r  a  h e a v y  i n c r e a s e  an d  t h u s  p a r a d o x i c a l l y  e s t a b l i s h  

a  s i t u a t i o n  o f ’ r e l i e v i n g  d e b t  by  i n c r e a s i n g  i t . ’ G hana  seems 

t o  h a v e  e x p e r i e n c e  s u c h  a  ’’h a r s h "  d e b t  r e p a y m e n t  t e r m s .  H er  

medium -  t e r ra  d e b t  s t a n d s  a t  a b o u t  £ 1 7 3 . 6m now, i n c l u d i n g  

an  i n c r e a s e  o f  £ 3 5 . 6m e x c l u s i v e l y  a c c o u n t e d  f o r  by  m o r a 

t o r i u m  i n t e r e s t  a c c u m u l a t e d  s i n c e  t h e  d e b t  r e s c h e d u l e d  

c o n f e r e n c e s  o f  1 966 ,  1968 an d  1 9 7 0 . ^ ^ ^

The c o r r e c t i v e  m e a s u r e s  o f t e n  a d o p t e d  t o  " s t a b i l i z e "  t h e  

economy a s  a  r e s u l t  o f  t h e  r e s e r v e s  c r i s i s  i n v a r i a b l y  d e p r e s s  

t h e  economy t o  a  l a r g e r  e x t e n t  t h a n  commonly r e c o g n i z e d  by 

t h e  c r e d i t o r  c o u n t r i e s  o r  l e n d i n g  a g e n c i e s .  G e n e r a l l y  s u c h  

p o l i c y  i m p l e m e n t a t i o n  a s  dem an d ed  by c r e d i t o r  n a t i o n s  a n d  

a g e n c i e s  l i k e  t h e  W orld  Bank a n d  IMP i n v o l v e  e m p h a s i s  on  

c u t  b a c k  i n  g o v e r n m e n t  s p e n d i n g  w i t h i n  a  w i d e r  c r e d i t  s q u e e z e  

a n d  g e n e r a l  d e f l a t i o n .  I n v a r i a b l y  s u c h  " d i r e c t i v e s "  n e g l e c t  

t h e  n e e d  t o  m o b i l i z e  d o m e s t i c  r e s o u r c e s  more  e f f e c t i v e l y ,  

g e n e r a t e  new e x p o r t  e a r n i n g s  a n d  s u s t a i n  s o u n d  d e v e l o p m e n t  

o u t l a y s .  I n  t h e  q u e s t  f o r  s t a b i l i z a t i o n ,  g r o w t h  an d  d e v e l o p 

m e n t  a r e  o f  s e c o n d a r y  i m p o r t a n c e .  The a d v e r s e  r e p e r c u s s i o n s ,  

e v e n  i f  o n l y  f o r  a  s h o r t  p e r i o d ,  a r e  f e l t  more  by  t h e  m a s s e s  

i n  fo rm  o f  c u t  b a c k s  i n  s o c i a l  w e l f a r e  e x p e n d i t u r e s ,  d o m e s t i c  

i n f r a s t u c t u r e , em p lo y m e n t  a n d  i n c r e a s e d  p r i c e s  on e s s e n t i a l
IPS

i m p a r t s  l i k e  f o o d ,  p h a r m a c e u t i c a l s  a n d  c l o t h i n g .

12 4 .  F o r  G h a n a ’ s c o n t i n u o u s  c r i t i c i s m  o f  h e r  d e b t  r e p a y m e n t s  
a r r a n g e m e n t s ,  an d  h e r  c a l l  f o r  y e t  a n o t h e r  c o n f e r e n c e ,  
s e e  The T im es  (L o n d o n )  Monday 1 9 t h  J u l y ,  1 9 7 1 .

1 2 5 .  T e r e s a  H a y t e r  h a s  s t r o n g l y ( a s s e t e d  t h i s  c o u r s e  o f  d e v e l o p 
m en t  i n  t h e  c a s e  o f  L a t i n  A m e r i c a ,  See  h e r  b o o k .  A id
a s  I r a p e n a l i s m  op c i t .
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The m o s t  i m p o r t a n t  c o n c l u d i n g  r e m a r k s  t h a t  e m er g e  f r o m
I

t h i s  s t u d y  o f  t h e  p r o b l e m s  o f  i n d e b t n e s s  c a n  be  s u m m e r i z e d  

a s  f o l l o w s  ( a )  t h e  g r o w t h  i n  i n d e b t n e s s  a n d  d e b t  s e r v i c i n g  

w i l l  c o n t i n u e  t o  be  a  s o u r c e  o f  c o n c e r n  t o  b o t h  c r e d i t o r s  

a n d  d e b t o r s  a l i k e  e s p e c i a l l y  i f  v i e w e d  a g a i n s t  t h e  b a c k 

g r o u n d  o f  c u r r e n t  t r a d e  a n d  a i d  p o l i c i e s  o f  t h e  d o n o r s  and  

t h e  g r o w t h  i n  e x p o r t s  a n d  .G O T ^ o f  t h e  d e v e l o p i n g  r e c i p i e n t  

c o u n t r i e s  ( b )  t h e  c o n v e n t i o n a l  c r i t e r i a  f o r  a p p r a i s i n g  t h e  

c r e d i t  s t a n d i n g  o f  a  r e c i p i e n t  c o u n t r y ,  s u c h  a s  t h e  d e b t  

s e r v i c e  r a t i o ,  o r  t h e  m u l t i - y e a r  a d j u s t e d  d e b t  b u r d e n  r a t i o ,  

a r e  o f  l i m i t e d  u s e f u l n e s s  e x c e p t  p e r h a p s  w i t h i n  t h e  c o n t e x t  

o f  s h o r t - t e r m  f l u c t u a t i o n  i n  t h e  b a l a n c e  o f  p a y m e n t s  

p o s i t i o n .  B e s i d e s ,  o t h e r  c o n s t r a i n t s  o f  d e b t  s e r v i c i n g  

c a p a c i t y  may be  o p e r a t i v e  b e f o r e  t h e  d e b t  s e r v i c e  r a t i o  

r i s e s  t o  a  p a r t i c u l a r l y  h i g h  l e v e l .  Where e x p o r t s  r e p r e s e n t  

a  v e r y  h i g h  p r o p o r t i o n  o f  GNP an d  w h e r e  d e b t ,  t o  a  l a r g e  

e x t e n t ,  i s  o f f i c i a l l y  i n c u r r e d ,  t h e  c o n s t r a i n t  t h a t  i s  

l i k e l y  t o  a p p e a r  f i r s t ,  e s p e c i a l l y  i n  c o u n t r i e s  w i t h  p o o r  

t a x  b a s e ,  i s  t h e  d i f f i c u l t y  o f  i n c r e a s i n g  g o v e r n m e n t  r e v e n u e s  

r a p i d l y  e n o u g h  t o  m e e t  t h e  f o r e i g n  e x c h a n g e  p a y m e n t s  when 

t h e y  become d u e .  Thus t h e  n e e d  f o r ' ^ c o m p r e h e n s i v e  c o u n t r y

s t u d y  i n  o r d e r  t o  e s t a b l i s h  a n d  a p p r e c i a t e  t h e  d o m i n e n t
\

c o n s t r a i n t s .  And ( c )  l o n g - t e r m  p r o d u c t i v i t y  o f  c a p i t a l  

i m p o r t  and  e c o n o m i c  g r o w t h  a r e  u l t i m a t e l y  more  i m p o r t a n t  

t h a n  s h o r t - t e r m  c o n s i d e r a t i o n s .  F a m i l i a r i t y  w i t h  t h e  t r e n d s  

i n  s u c h  c r u c i a l  v a r i a b l e s  a s  i n v e s t m e n t  s a v i n g s  a n d  e x p o r t s ,  

i m p o r t s  an d  GNP, an d  t h e i r  s t r u c t u r a l  r e l a t i o n s h i p  w i t h  t h e  

t r e n d  i n  c a p i t a l  i m p o r t ,  i s  o f  p r i m a r y  i m p o r t a n c e ,  r a t h e r  

t h a n  t h e  a n n u a l  r a t i o  b e t w e e n  d e b t  s e r v i c i n g  an d  p r o f i t  

r e m i t t a n c e  on one  h a n d ,  a n d  t h e  r e c i p i e n t ' s  e x p o r t  e a r n i n g s  

on  t h e  o t h e r .  F o r  i f  t h e y  move f a v o u r a b l y  i n  t h e  r i g h t
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d i r e c t i o n ,  t h e  p r o b l e m  o f  d e b t  s e r v i c i n g  w i l l  t e n d  t o  t a k e  

c a r e  o f  i t s e l f .  I f  t h e y  do n o t  t h e  p r o b l e m  o f  s h o r t - t e r m  

a d j u s t m e n t  t o  d e b t  s e r v i c e  c r i s i s  w i l l  h a v e  a  g r e a t e r  

r e s t r i c t i v e  r e p e r c u s s i o n  on t h e  economy t h a n  i s  g e n e r a l l y  

s u p p o s e d .

MULTILATERAL FLOW OP DEVELOPMENT ASSISTANCE

The o t h e r  arm o f  n o n - p r i v a t e  f l o w  o f  r e s o u r c e s  t o  t h e  

d e v e l o p i n g  c o u n t r i e s ,  i s  o f  c o u r s e  t h e  m u l t i l a t e r a l  d i s b u r s e 

m e n t s .  I  h a v e  i n  v a r i o u s  p l a c e s  i n  t h e  p r o c e e d i n g  p a g e s  

r e f e r r e d  t o  t h e  c o n t r i b u t i o n  t o  i n t e r n a t i o n a l  c a p i t a l  

m ovem ent  p r o v i d e d  by  t h e  t h r e e  m a j o r  g r o u p s  o f  i n t e r n a t i o n a l  

o r  m u l t i l a t e r a l  a g e n c i e s .  I  do n o t  i n t e n d  h e r e  t o  g i v e  a  

d e t a i l e d  a n a l y s i s  o f  t h e  w ork  o f  t h e  W o r ld  Bank a n d  i t s  

a f f i l i a t e s  IDA, IF C;  t h e  p ro g r a m m e s  a d m i n i s t e r e d  by t h e  

U n i t e d  N a t i o n s  a g e n c i e s  ( e . g .  UNDP) n o r  o f  t h e  f l o w s  b e i n g  

c h a n n e l l e d  t h r o u g h  t h e  v a r i o u s  r e g i o n a l  d e v e l o p m e n t  b a n k s  

( e . g .  IDB) an d  t h e  s p e c i a l i z e d  i n s t i t u t i o n s  s e t  u p  by  t h e  

E u r o p e a n  Econom ic  Community  ( i . e .  EDF, E I B ) . ^ ^ ^  I  o n l y  w a n t  

t o  c o n c e r n  m y s e l f  w i t h  t h e  i m p o r t a n t  i s s u e  o f  w h e t h e r  a

126 .  T h e s e  a g e n c i e s  a r e  e i t h e r  d e v e l o p m e n t  b a n k s  l e n d i n g  
a t  c o m m e r c i a l  r a t e s  a n d  d r a w i n g  t h e i r  f u n d s  p a r t l y  
f r o m  g o v e r n m e n t  s u b s c r i p t i o n s  an d  p a r t l y  f r o m  f l o a t a t i o n s  
i n  t h e  m a j o r  c a p i t a l  m a r k e t s ;  o r  a g e n c i e s  s p e c i a l 
i z i n g  i n  t h e  p r o v i s i o n  o f  g r a n t s ,  s o f t  l o a n s  and  
t e c h n i c a l  a s s i s t a n c e .  F o r  d e t a i l e d  a n a l y s i s  o f  t h e s e  

i n s t i t u t i o n s ,  whose  n u m b e r  h a s  i n c r e a s e d  f r o m  f o u r ,  
i n  t h e  e a r l y  6 0 s  t o  e l e v e n  by  19 7 0 ,  s e e  e s p e c i a l l y ,  
P e a r s o n  R e p o r t ,  op c i t  c h a p t e r  11; a n d  R. R o b i n s o n  
( e d ) ; -  I n t e r n a t i o n a l  c o o p e r a t i o n  i n  A i d .  op c i t  .
F o r  t h e i r  c o n t r i b u t i o n s  t o  t o t a l  f l o w  an d  r e c e i p t s  
f r o m  member g o v e r n m e n t s  s e e  t a b l e s  4 ,  5 , 8  an d  1 6 - 1 8 ,  
an d  P e a r s o n  R e p o r t ,  s t a t i s t i c a l  A nnex  t a b l e  26 f o r  
i n d i v i d u a l  i n s t i t u t i o n s  f l o w  1 9 6 0 - 6 8 ;  a n d  t h e  g r a n t s  
p l u s  c a p i t a l  s u b s c r i p t i o n s  f r o m  i n d i v i d u a l  DAG m e m b e rs .

127 .  P e a r s o n  R e p o r t  op c i t  page  2 1 .



P a g e  1 5 5 a

g r e a t e r  p r o p o r t i o n  o f  t h e  n o n - p r i v a t e  f l o w s  t o  t h e  d e v e l o p 

i n g  c o u n t r i e s  s h o u l d  he c h a n n e l l e d  t h r o u g h  t h e  m u l t i l a t e r a l  

a g e n c i e s  a s  o p p o s e d  t o  t h e  p r e s e n t  p r e p o n d e r a n c e  o f  o f f i c i a l  

b i l a t e r a l  d i s b u r s e m e n t s .  The c a l l  f o r  g r e a t e r  m u l t i l a t e r a l  

s h a r e  h a s  become one  o f  t h e  m a j o r  r e c o m m e n d a t i o n s  p r o p o s e d  

by  m o s t  a c a d e m i c  and  o f f i c i a l  s t u d i e s  o f  t h e  f o r e i g n  a i d  

q u e s t i o n .  F o r  e x a m p l e ,  t h e  P e a r s o n  C o m m is s io n  recom m ends  

t h a t  t h e  s h a r e  o f  r a u l i l a t e r a l  a i d  s h o u l d  be  r a i s e d  • f r o m  i t s

p r e s e n t  l e v e l  o f  lO^o o f  t o t a l  o f f i c i a l  d e v e l o p m e n t  a s s i s -
1 97t a n c e  t o  a  minimum o f  2 0^  by  1 9 7 5 .  R . E .  A s h e r  e v e n

s u g g e s t s  a  g r e a t e r  r i s e  o f  6 0 ^  b i l a t e r a l  a n d  40^^ m u l t i l a t e r a l
1 28by t h e  same d a t e l i n e .  IVhat a r e  t h e  r e a s o n s  f o r  t h i s  c a l l ?

I  t h i n k  t h e  c l a m o u r  f o r  i n c r e a s e d  m u l t i l a t e r a l i z a t i o n  i s  b o t h  

p o s i t i v e l y  an d  n e g a t i v e l y  m o t i v a t e d .  N e g a t i v e  i n  t h e  s e n s e  

t h a t  i t  i s  a  r e a c t i o n  t o  t h e  d e f e c t s  n o t i c e a b l e  i n  o f f i c i a l  

b i l a t e r a l  f l o w s  an d  p o s i t i v e  b e c a u s e  t h e  m u l t i n a t i o n a l  a n d  

a p o l i t i c a l  o r  " n e u t r a l "  p o s t u r e  c h a r a c t e r i s i n g  m o s t  o f  t h e  

a g e n c i e s  i s  s u p p o s e d  t o  c o n f e r  s p e c i a l  a d v a n t a g e s  f o r  t h e  

t a s k  o f  i n t e r n a t i o n a l  d e v e l o p m e n t *  T h o se  who a d v o c a t e  a  

medium s i z e  i n c r e a s e  i n  t h e  s h a r e  o f  t h e  m u l t i l a t e r a l  

a g e n c i e s  b e l i e v e  s u c h  a  p r o c e s s  o u g h t  t o  be  a c h i e v e d  w i t h 

o u t  a  d i s p l a c e m e n t  o f  d i r e c t  b i l a t e r a l  f l o w ;  r a t h e r  a  

l a r g e r  p r o p o r t i o n  o f  t h e  e x p e c t e d  ( o r  r e co m m en d ed )  i n c r e a s e  

s h o u l d  be c h a n n e l l e d  t h r o u g h  t h e s e  i n s t i t u t i o n s .  On t h e  

o t h e r  h a n d ,  t h o s e  who a d v a n c e  a  r a d i c a l  c h a n g e  i n  t h e .  m ix

1 2 8 .  R . E .  A s h e r : -  D e v e lo p m e n t  A s s i s t a n c e  I n  t h e  1970*8 
A l t e r n a t i v e  f o r  t h e  U n i t e d  S t a t e s . W a s h i n g t o n  D .C .  
19 7 0 .  P a g e  250 C /F  C . E . D . : -  A s s i s t i n g  D e v e l o p m e n t  i n  
L ow - incom e  c o u n t r i e s .  P r i o r i t i e s  f o r  t h e  U . S .  G o v e r n 
m e n t  P o l i c y , New Y o r k .  1969 ;  a n d  R. R o b i n s o n  ( e d )  
I n t e r n a t i o n a l  c o o p e r a t i o n  i n  A i d .  op c i t  They t o o  
a l s o  p l a c e  s i m i l a r  e m p h a s i s  on  t h e  n e e d  t o  i n c r e a s e  
m u l t i l a t e r a l i z a t i o n  o f  a i d .
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i m p l y  a  s u b s t a n t i a l  c u r t a i l m e n t  o f  d i r e c t  d o n o r  g o v e r n m e n t  

i n t e r v e n t i o n  i n  t h e  f l o w  o f  d e v e l o p m e n t  r e s o u r c e s .

Why h a s  t h e  s h a r e  o f  r e s o u r c e s  (human a n d  p h y s i c a l )  

f l o w i n g  t h r o u g h  t h e  i n t e r n a t i o n a l  o r g a n i z a t i o n s  o s c i l l a t e d  

b e t w e e n  7 - 1 2 ^  o f  t o t a l  BAG o f f i c i a l  f l o w s  i n  t h e  l a s t  d e c a d e  

o r  s o ?  T h i s  i s  t a n t a m o u n t  t o  a s k i n g  why b i l a t e r a l  f l o w  h a s  

b e e n  so  p o p u l a r  among t h e  m a in  d o n o r  c o u n t r i e s .  The f a c t  

t h a t  t h e  c h a n n e l l i n g  o f  a i d  t h r o u g h  m u l t i l a t e r a l  a g e n c i e s  

i m p o s e s  e f f e c t i v e  l i m i t a t i o n s  on  t h e  p u r s u i t  o f  n a t i o n a l  

a i d  o b j e c t i v e s  h a s  b e e n  t h e  c h i e f  r e a s o n  f o r  t h e  s m a l l  

s h a r e  o f  m u l t i l a t e r a l  a i d  i n  t h e  t o t a l  r e s o u r c e  f l o w s .

D o n o r ' s  i d e n t i t y ,  s p e c i a l  p o l i t i c a l ,  s o c i o - c u l t u r a l ,  h u m a n i 

t a r i a n  and  h i s t o r i c a l  i n t e r e s t s  m u s t  be  p r o c l a i m e d  and  

p r e s e r v e d .  T h e r e  i s  a l s o  t h e  e c o n o m i c  r a t i o n a l e .  I  h a v e  

a l r e a d y  s t r e s s e d  t h e  i m p o r t a n c e  o f  a i d - t y i n g .  The c o m m e r c i a l  

f r i n g e  b e n e f i t s  a r e  d e s i r a b l e .  E x p o r t s  a r e  o f f i c i a l l y  

proraotea ; ,  s u r p l u s  f o o d  an d  m a n u f a c t u r e s  a r e  t r a n s f e r r e d  t o  

t h e  " n e e d y " .  T h r o u g h  i t s  a i d  a d v i s o r y  m i s s i o n ,  d o n o r  r e t a i n s  

l e v e r a g e  an d  o p e r a t i o n a l  c o n t r o l  o f  i t s  c o n t r i b u t i o n  r a t h e r  

t h a n  l o s e  i t  t h r o u g h  m u l t i l a t e r a l i z a t i o n .  I t  h a s  a l s o  b e e n  

a s s e r t e d  t h a t  " t a x p a y e r s  o p i n i o n "  i n  t h e  d o n o r  c o u n t r i e s  i s  

l i k e l y  t o  be  more  r e c e p t i v e  t o  t h e  c o n t i n u a t i o n  a n d  

e x p a n s i o n  o f  f o r e i g n  a i d  o n l y  i f  i t  was s p e c i f i c a l l y  s e e n  t o  

be d i r e c t e d  t o  a r e a s  o f  s p e c i a l  c o n c e r n  t o  them  o r  t o  t h e  

f o r e i g n  p o l i c y  o f  t h e i r  g o v e r n m e n t s  ( e . g .  C om m onweal th ,  

P r a n c o - p h o n e  A f r i c a ,  an d  L a t i n  A m e r i c a  t o  t h e  U n i t e d  K ingdom, 

P r a n c e  an d  t h e  U n i t e d  S t a t e s  r e s p e c t i v e l y . )  F i n a l l y  b i l a t e r a l  

a i d  i s  s e e n  t o  be  e f f e c t e d  more  s p e e d i l y ,  e a s i l y  a n d  a t  

l e s s  a d m i n i s t r a t i v e  c o s t s  t h a n  t h e  m u l t i l a t e r a l  k i n d  , 

e s p e c i a l l y  i n  t h e  f i e l d  o f  t e c h n i c a l  a s s i s t a n c e .  A f t e r  a l l ,  

m o s t  o f  t h e  l a r g e  a i d - g i v e r s  w i t h  l o n g  h i s t o r i c  a n d  c u l t u r a l
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c o n n e c t i o n s  f e e l  t h a t  t h e y  h a v e  a  b e t t e r  a p p r e c i a t i o n  o f  

l o c a l  c o n d i t i o n s  t h a n  l a t e r - d a y  m u l t i l a t e r a l  o r g a n i z a t i o n s .  

T h e s e  t h e n  a r e  some o f  t h e  m a in  r e a s o n s  why t h e  f l o w  o f  

r e s o u r c e s  b i l a t e r a l l y  d i s b u r s e d  c o n t i n u e s  t o  be  o f  p r i m a r y  

d o m in a n c e  and  why t h e  c a l l  f o r  i n c r e a s e  m u l t i l a t e r a l i z a t i o n  

w i l l  c o n t i n u e  t o  be  r e s i s t e d  by t h e  m a in  d o n o r s .  B u t  some 

o f  t h e  a d v a n t a g e s  t o  t h e  l e n d i n g  c o u n t r i e s  c o n s t i t u t e  

d i s a d v a n t a g e s  a n d  c o s t s  t o  t h e  r e c i p i e n t s .  I t  i s  t o  

a m e l i o r a t e  t h e s e  d i s a d v a n t a g e s ,  r e d u c e  t h e  c o s t s  o f  a i d - t y i n g  

a n d  m a x im iz e  t h e  i n h e r e n t  a d v a n t a g e s  o f  t h e  m u l t i l a t e r a l  

a l t e r n a t i v e  t h a t  r e c i p i e n t  c o u n t r i e s ,  C o m m is s io n s  l i k e  t h e  

one  l e d  by L e s t e r  P e a r s o n  a n d  t h e  i n t e r n a t i o n a l  a g e n c i e s  

t h e m s e l v e s ,  c a l l  f o r  g r e a t e r  w e i g h t  t o  be  g i v e n  t o  m u l t i 

l a t e r a l  f l o w s .  I n  t e r m s  o f  a f f e c t i v e n e s s ,  a  m a j o r  a d v a n t a g e  

o f  m u l t i l a t e r a l  a i d  i s  t h a t  i t  c a n  be  a p p l i e d  more  s i n g l e -  

m i n d e d l y  t o  t h e  c e n t r a l  o b j e c t i v e  o f  e c o n o m i c  an d  s o c i a l  

d e v e l o p m e n t .  T h a t  o b j e c t i v e  h a p p e n s  t o  be  j u s t  o n e  o f  t h e  

f a c t o r s  c o n s i d e r e d  -  t h o u g h  n o t  a l w a y s  -  i n  a n  o f f i c i a l  

a p p r a i s a l ,  t h e  p o l i c y  o u tc o m e  o f  w h i c h ,  i s  a  r e f l e c t i o n  o f  

t h e  many c o m p e t i n g  c o m p le x  f a c t o r s  p r e v i o u s l y  m e n t i o n e d .

I n  t h i s  c o n n e c t i o n ,  a l l o c a t i o n  o f  a i d  on  e c o n o m i c  p e r f o r m 

a n c e  c r i t e r i o n  o r  i n  c o m b i n a t i o n  w i t h  e q u i t y  c o n s i d e r a t i o n ,  

t h e  l a c k  o f  w h i c h  h a s  e n g e n d e r e d  a  b i a s  a g a i n s t  t h e  l a r g e r  

n a t i o n s ,  c a n  be  e n s u r e d  o n l y  i f ,  m u l t i l a t e r a l  a g e n c i e s  a r e  

a l l o w e d  t o  o f f s e t  t h e  d i s t o r t i o n  c a u s e d  by b i l a t e r a l  p r e f 

e r e n c e s .  P r o p o n e n t s  o f  b i g g e r  m u l t i l a t e r a l  f l o w  a l s o  

b e l i e v e  t h a t  t h e  a g e n c i e s  a r e  p o t e n t i a l l y  b e t t e r  p l a c e d  t o  

e x e r t  i n f l u e n c e  an d  l e v e r a g e  t o  i n d u c e  b e t t e r  d e v e l o p m e n t  

p o l i c y  and  p l a n n i n g  t h a n  t h e  i n d i v i d u a l  a i d  a d v i s o r y  m i s s i o n s  

who a r e  more  p r o n e  t o  p o l i t i c a l  a n d  " n e o - c o l o n i a l i s t "  c h a r g e s .  

M u l t i l a t e r a l  a g e n c i e s  a r e  a l s o  i n  f a v o u r a b l e  p o s i t i o n  t o
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p e r s u a d e ,  a r b i t r a t e  and  l i a i z e  b e t w e e n  t h e  d o n o r  a n d  
1 29r e c i p i e n t ,  t o  c o o r d i n a t e  t h e  v a r i o u s  a c t i v i t i e s  i n v o l v e d

i n  i n t e r n a t i o n a l  f i n a n c e  a n d  d e v e l o p m e n t  e s p e c i a l l y  w i t h  t h e

IMP a n d  t h e  c a p i t a l  m a r k e t s  o f  t h e  r i c h  c o u n t r i e s .  They a r e

l e s s  s u s c e p t i b l e  t o  y e a r - t o - y e a r  f i s c a l  p r e s s u r e  a n d  do n o t ,
1 BOby a n d  l a r g e ,  f o r m a l l y  t i e  t h e i r  l o a n s  a n d  g r a n t s .  ^ They 

a l s o  p r o v i d e  o u t l e t s  f o r  t h e  s m a l l e r  a n d  n e w e r  d o n o r s ,  who 

w o u ld  o t h e r w i s e  h av e  h ad  t o  s e t  u p  t h e i r  own n a t i o n a l  m a c h i n 

e r y  f o r  t h e  a d m i n i s t r a t i o n  o f  a i d .  Prom a  p u r e l y  t e c h n i c a l  

s t a n d p o i n t ,  i n t e r n a t i o n a l  a g e n c i e s  a r e  s t r o n g l y  p l a c e d  

when p r o b l e m s  t a k e  on g l o b a l  d i m e n s i o n s ,  a n d  c a n  a c t  a s  

i n t e r n a t i o n a l  c e n t e r s  f o r  d o c u m e n t a t i o n ,  a d v i c e  a n d  g u i d a n c e  

w h i c h  a r e  l i k e l y  t o  be  a v a i l a b l e  a t  l e s s  c o s t  t h a n  i n d i v i d u a l  

e f f o r t s .  F i n a l l y ,  m u l t i l a t e r a l  a g e n c i e s  h a v e  an  i m p o r t a n t  

r o l e  t o  p l a y  i n  f a c i l i t a t i n g  r e g i o n a l  i n t e g r a t i o n  among 

d e v e l o p i n g  c o u n t r i e s .  The r e g i o n a l  a g e n c i e s  and  d e v e l o p m e n t  

b a n k s  a r e ,  i n  many i n s t a n c e s  a t  p r e s e n t ,  t h e  s t a n d a r d -  

b e a r e r s  o f  i n t e g r a t i o n .  T h e s e  t h e n  a r e  t h e  n u m e r o u s  r e a s o n s  

why t h e  c a l l  f o r  b i g g e r  m u l t i l a t e r a l  s h a r e ,  i s  i n c r e a s i n g l y  

b e c o m i n g  more v o c a l .  B u t  i s  t h e  c a s e  f o r  m u l t i l a t e r a l  f l o w  

a s  w a t e r - t i g h t  a s  i s  g e n e r a l l y  c h a m p i o n e d  by i t s  p r o p o n e n t s ?  

Are  t h e  p o s i t i v e  r a t i o n a l e  a n d  t h e  i n d i r e c t  a d v a n t a g e s  

c o n f e r r e d  by  t h e  w e a k n e s s  i n  b i l a t e r a l  f l o w  a s  s o u n d ,  

g e n u i n e  and  b e n e f i c i a l  t o  t h e  d e v e l o p i n g  c o u n t r i e s  a s  one  

w o u ld  e x p e c t ?  T h e r e  a r e  a l s o  r e a s o n s  a s  t o  why one  s h o u l d  

f e e l  l e s s  e n t h u s i a s t i c  a b o u t  t h e  c h a n c e s  a n d  d e s i r a b i l i t y  

o f  s e c u r i n g  s u c h  a n  i n c r e a s e .  A p a r t  f r o m  t h e  p u l l  o f  t h e  

b i l a t e r a l  a d v a n t a g e s ,  an d  t h e  t e c h n i c a l  a n d  a d m i n i s t r a t i v e  

d i f f i c u l t i e s  o f  t h e  m u l t i l a t e r a l  b u r e a u c r a c y  s o  a m p ly  

a n a l y s e d  by t h e  P e a r s o n  C o m m i s s i o n ,  I  t h i n k  t h e r e  a r e  

d e f e c t s  i n  t h e  m u l t i l a t e r a l  s y s t e m  w h i c h  m u s t  be  b o r n e  i n
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m i n d .  L e t  u s  s t a r t  w i t h  one  o f  a n  a d m i n i s t r a t i v e  k i n d .  

M u l t i l a t e r a l  a g e n c i e s ,  l i k e  m o s t  i n t e r n a t i o n a l  i n s t i t u t i o n s  

h a v e  h i s t o r i c a l l y  b e e n  l e s s  f l e x i b l e  a n d  i n n o v a t i v e  i n  

t h e i r  a p p r o a c h  t o  o u t s t a n d i n g  p r o b l e m s  b e c a u s e  o f  t h e  n e e d  

t o  o b t a i n  t h e  a g r e e m e n t  ( a n d  f i n a n c i a l  c o n t r i b u t i o n s )  o f  

member g o v e r n m e n t s  t o  m a j o r  d e c i s i o n s .  T h i s  m i g h t  be  l e s s  

so  i n  t h e  c a s e  o f  E . E . C .  d e v e l o p m e n t  f u n d  o r  t h e  v a r i o u s  

r e g i o n a l  b a n k s ,  b u t  i s  a  m a j o r  s t u m b l i n g  b l o c k  among t h e  

W orld  Bank Group o f  i n s t i t u t i o n s ,  a n d  t h e  U n i t e d  M a t i o n s  

P r o g r a m m e s .  S e c o n d l y ,  t h o u g h  some o f  t h e  a g e n c i e s  l i k e  IDA 

l e n d  on c o n c e s s i o n a r y  t e r m s ,  i t  i s  e q u a l l y  t r u e  t h a t  o v e r  a  

t h i r d  o f  m u l t i l a t e r a l  f l o w s  i s  l e n t  on c o m m e r c i a l  t e r m s  

e s p e c i a l l y  t h o s e  d i s b u r s e d  by t h e  W or ld  B ank ,  an d  t h e  I n t e r -  

A m e r i c a n  D e v e l o p m e n t  Bank (i d  B ) . The W orld  B ank ,  t h e  

m o s t  i m p o r t a n t  an d  o l d e s t  o f  t h e  a g e n c i e s ,  r a i s e s  t h e  g r e a t e r  

p a r t  o f  i t s  f r e s h  f u n d s  on t h e  p r i v a t e  c a p i t a l  m a r k e t s  

o f  t h e  i n d u s t r i a l  and  d e v e l o p e d  c o u n t r i e s .  I t s  a b i l i t y  

t o  l e n d  on m o d e r a t e  o r  s o f t  t e r m  i s  s e v e r e l y  i m p a i r e d  by  

t h e  c u r r e n t l y  h i g h  i n t e r e s t  r a t e  r u l i n g  i n  t h e s e  c a p i t a l i s t  

m a r k e t s .  P r o f e s s o r  Thomas B a l o g h  c o n s i d e r s  t h i s  c u r r e n t l y  

u n a v o i d a b l e  l i n k  w i t h  t h e  c a p i t a l  m a r k e t  a s  a  m a j o r  o b j e c t i o n  

t o  m u l t i l a t e r a l  a g e n c y .  I n  h i s  o p i n i o n  t h e s e  a g e n c i e s  a r e  

t o o  c l o s e l y  a s s o c i a t e d  w i t h  t h e  i n h e r e n t l y  c o n s e r v a t i v e

1 2 9 .  F o r  e x a m p l e ,  i n  s e t t i n g  u p  C o n s o r t i a  and  C o n s u l t a t i v e  
g r o u p s ,  o r  i n  a r r a n g i n g  d e b t  r e s c h e d u l i n g .

1 3 0 . I n  some i n s t a n c e s ,  t h e  U n i t e d  S t a t e s  h a s  t i e d  a  p o r t i o n  
o f  i t s  c o n t r i b u t i o n  t o  IDB t o  p u r c h a s e  i n  t h e  U . S . ;  
a l s o  t h e  E . E . C .  c o u n t r i e s  t i e  t h e i r  c o n t r i b u t i o n s  t o  
EDF t o  p r o c u r e m e n t  i n  m e m b e r -a n d  a s s o c i a t e d - m e m b e r  
c o u n t r i e s .

1 3 1 . See  R. R o b i n s o n  ( e d ) : -  I n t e r n a t i o n a l  c o o p e r a t i o n  i n  
Aid  op c i t  C o n f e r e n c e  p a p e r  VI a n d  d i s c u s s i o n  o f  i t .
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f i n a n c i a l  an d  c o m m e r c i a l  i n s t i t u t i o n s  i n  s a y ,  t h e  c i t y  

o f  London o r  W a l l  S t r e e t  i n  New Y o r k .  F o r  t h i s  r e a s o n ,  t h e  

s t a n d a r d  o f  c r i t e r i a  and  o u t l o o k  t h e y  e s p o u s e  may n o t  he
151

i d e a l  t o  t h e  s p e c i a l  n e e d s  o f  t h e  d e v e l o p i n g  c o u n t r i e s .

The i d e a  o f  p o l i t c a l l y  n e u t r a l  m u l t i l a t e r a l  a g e n c i e s

i s  v e r y  much d o u b t e d  n o t  o n l y  i n  d e v e l o p i n g  an d  E a s t e r n

E u r o p e  S o c i a l i s t  c o u n t r i e s ,  b u t  a l s o  by  " l i b e r a l "  and

" r a d i c a l "  s o c i a l i s t  e c o n o m i s t s  i n  c a p i t a l i s t  W e s t e r n  E u r o p e .

T h e r e  a r e  t h o s e  who f e e l  t h a t  w h i l e  b i l a t e r a l  a i d  i s

d e s i g n e d  t o  s u p p o r t  t h e  p o l i c y  a n d  i n t e r e s t  o f  i n d i v i d u a l

c a p i t a l i s t  c o u n t r i e s ,  ( n o n - U . N . )  i n t e r n a t i o n a l  a i d  i s

d e s i g n e d  t o  s u p p o r t  t h e  b r o a d  p o l i c y  o f  t h e  " i m p e r i a l i s t "
1 52camp i n  a  more  g e n e r a l  way.  T. H a y t e r ' s  s t u d y  o f  L a t i n

A m e r i c a ' s  e x p e r i e n c e  i n  d e a l i n g  w i t h  d e v e l o p m e n t  an d

f i n a n c i a l  a g e n c i e s ,  d i s c o v e r e d  no  b a s i c  d i s t i n c t i o n s  b e t w e e n

IBRD, IMF and  U . S .  (AIL)  i n  t h e i r  a i m s ,  r a t i o n a l e  an d  m e th o d

o f  e x e r c i s i n g  l e v e r a g e . " ................ t h e s e  i n t e r n a t i o n a l  a g e n c i e s

c a n n o t  a c c e p t  c h a n g e s  i n  d e v e l o p i n g  c o u n t r i e s  w h i c h  m i g h t

e n d a n g e r  e x i s t i n g  p a t t e r n s  o f  i n t e r n a t i o n a l  t r a d e ,  f o r e i g n

p r i v a t e  i n v e s t m e n t ,  t h e  r e g u l a r  s e r v i c i n g  a n d  r e p a y m e n t s

o f  d e b t s ,  and  o t h e r  more  o r  l e s s  g e n e r a l  c o n c e r n s  o f  t h e

c a p i t a l i s t  d e v e l o p e d  d o n o r / c r e d i t o r  c o u n t r i e s .  T h e r e  i s

a  s t r o n g  e m p h a s i s  i n  t h e  a g e n c i e s  p o l i c i e s  and  dem ands  on

t h e  p r i n c i p l e  o f  f r e e  e n t e r p r i s e ,  on  r e l i a n c e  on m a r k e t

m e c h a n i s m s  an d  on t h e  r e s p e c t  o f  p r i v a t e  p r o p e r t y ,  d o m e s t i c
1 55a n d  e s p e c i a l l y  f o r e i g n . "  P . J .  E l d r i d g e  ' s  s t u d y  o f  I n d i a

1 32 .  P i e r r e  J a l e e  : -  The P i l l a g e  o f  t h e  T h i r d  World  op c i t .

133 .  T. H a y t e r  : -  A id  a s  I m p e r i a l i s m ,  op c i t  P a g e s  1 5 1 - 1 5 2 .

1 34 .  P . J .  E l d r i d g e ; -  The P o l i t i c s  o f  F o r e i g n  A id  i n  I n d i a  
op c i t .
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i s  f u l l  o f  i n s t a n c e s  t o  s u p p o r t  H a y t e r ' s  c o n t e n t i o n .  The 

W o r ld  B ank ,  a l o n g  w i t h  m a r k e t  e c o n o m i e s  l i k e  t h e  U n i t e d  

S t a t e s  an d  West Germany h a v e  p u t  p r e s s u r e  on I n d i a  t o  o f f e r  

f a v o u r a b l e  c o n d i t i o n s  t o  t h e  p r i v a t e  s e c t o r ,  i n c l u d i n g  

f o r e i g n  p r i v a t e  i n v e s t m e n t  a n d  h a v e  h i n g e d  t h e i r  a s s i s t a n c e  

f o r  t h e  d e v e l o p m e n t  o f  p a r t i c u l a r  s e c t o r s  on  t h e  c o n d i t i o n  

t h a t  t h e y  w ere  p r i v a t e l y  r a t h e r  t h a n  S t a t e  d e v e l o p e d . ^

One m u s t  t h e r e f o r e  be  s c e p t i c a l  a b o u t  t h e  c l a i m  t h a t  t h e  

m u l t i l a t e r a l  a g e n c i e s  a r e  r e a d i l y  a c c e p t a b l e  t o  t h e  d e v e l o p 

i n g  c o u n t r i e s .  The i n t e r f e r e n c e  by an  a g e n c y  i n  a  r e c i p 

i e n t ' s  a f f a i r s ,  e v e n  f o r  t h e  s o u n d e s t  o f  e c o n o m i c  r e a s o n ,  

i s  j u s t  a s  l i k e l y  t o  be  r e s e n t e d  a s  t h o s e  o f  i n d i v i d u a l  

d o n o r s  f o r  p o l i t i c a l  r e a s o n s .  The g e n e r a l  h i s t o r i c a l  

p r a c t i c e  o f  m u l t i l a t e r a l  a g e n c i e s  t y i n g  t h e i r  l o a n  t o  p r o j e c t s  

r a t h e r  t h a n  p r o v i d e  f i n a n c i a l  an d  t e c h n i c a l  s u p p o r t  f o r  

d e v e l o p m e n t  p ro g ram m e s  a l s o  c o n s t i t u t e  a  s e r i o u s  l i m i t a t i o n  

on t h e  e f f e c t i v e n e s s  o f  a i d  c o m p a r a b l e  t o  o f f i c i a l  b i l a t e r a l  

t y i n g  t o  s p e c i f i c  c o u n t r i e s  o r  p u r c h a s e s .  I t  c o u l d  be  a g r e e d  

t h a t  t h i s  a p p r o a c h  i s  t h e  l o g i c a l  r e s p o n s e  t o  t h e  i n f r a 

s t r u c t u r a l  r e q u i r e m e n t s  o f  t h e  d e v e l o p i n g  c o u n t r i e s  a t  t h i s  

s t a g e  o f  t h e i r  d e v e l o p m e n t  p r o c e s s  a n d  t h a t  a  p r o c e s s  o f  

a d a p t a t i o n  c o u l d  e a s i l y  be  s e t  i n  m o t i o n  t o  m e e t  t h e  c h a n g i n g  

n e e d s  o f  t h e  d e v e l o p i n g  c o u n t r i e s .  I  c a n n o t  h e l p  b e i n g  

a n y t h i n g  b u t  s c e p t i c a l  a s  t o  w h e t h e r  t h e  i n h e r e n t  w e a k n e s s e s ,  

i n f l e x i b i l i t y  an d  i n t e r n a l  c o m p e t i t i o n  a n d  p r o l i f e r a t i o n  o f
X'

e f f o r t s  h i t h e r t o  p e r c e i v e d  i n  t h e  m u l t i l a t e r a l  a g e n c i e s  c a n  

e n a b l e  them t o  c o p e  w i t h  r a p i d  c h a n g e s ;  c h a n g e s  t h a t  a r e  

n e c e s s a r y  i n  o r d e r  t o  m e e t  t h e  c h a l l e n g e  o f  d e v e l o p m e n t  a n d  

more  s p e c i f i c a l l y  t o  move t o  a  p o s i t i o n  i n  w h i c h  t h e y  assum e 

t h e  r o l e  o f  d e v e l o p m e n t  a g e n c i e s  w i t h  a  s c o p e  o f  a c t i v i t i e s  

i a r  b e y o n d  t h a t  o f  f i n a n c i a l  i n s t i t u t i o n s . ^ 55
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The a b o v e  a n a l y s i s  o f  t h e  r e l a t i v e  m e r i t s  o f  b i l a t e r a l  

a n d  m u l t i l a t e r a l  m eans  o f  d i s t r i b u t i o n  c o n v i n c e  me t o  a s s e r t  

t h a t  t h e  p r o b a b l e  a d v a n t a g e s  o f  e x p a n d i n g  t h e  s h a r e  o f  m u l t i 

l a t e r a l  a g e n c i e s  a r e  l i k e l y  t o  be m a r g i n a l .  The r e f o r m  

o f  t h e  b i l a t e r a l  s y s t e m ,  r a t h e r  t h a n  a n  u n c o n d i t i o n e d  s w i t c h  

t o  m u l t i l a t e r a l  d i s b u r s e m e n t  may i n  t h e  l o n g - r u n  be  more  

b e n e f i c i a l  and  r e a l i s t i c .  I t  i s  q u e s t i o n a b l e  w h e t h e r  m u l t i 

l a t e r a l  s y s t e m  c o u l d  i n  a l l  c i r c u m s t a n c e s  m i t i g a t e  a g a i n s t  

t h e  s h o r t c o m i n g s  i n  b i l a t e r a l  s y s t e m .  I t  i s  n o t  l i k e l y  t o  

e n c o u r a g e  a  g r e a t e r  c o n t r i b u t i o n  f r o m  i n d i v i d u a l  m a j o r  

d o n o r s .  I t s  p r e s e n t  s e t  up  d o e s  n o t  a u g u r  w e l l  f o r  p o s s i b l e  

f u t u r e  c o l l a b o r a t i o n  an d  c o o r d i n a t i o n  o f  e f f o r t s  b e i n g  made 

by m a r k e t - o r i e n t e d  and  S o c i a l i s t  d o n o r / c r e d i t o r  c o u n t r i e s .  

D e v e l o p i n g  c o u n t r i e s  d i s l i k e  t h e  " e x c e s s i v e "  i n f l u e n c e  t h e  

DAC c o u n t r i e s  e s p e c i a l l y  t h e  U n i t e d  S t a t e s  e x e r c i s e  on t h e  

World B ank .  The r e c e n t  a t t e m p t  by t h e  U n i t e d  Kingdom t o  

p r e v e n t  t h e  Bank  f r o m  m a k in g  a  l o a n  t o  T a n z a n i a  i s  a  c a s e  

i n  p o i n t .  C e r t a i n l y  any  i n c r e a s e  i n  t h e  l e n d i n g  a c t i v i t i e s

o f  t h e  World  Bank on t h e  p r e s e n t  p a t t e r n ,  w i t h o u t  t h e  b u i l t -  

i n  c o n c e s s i o n a r y  e l e m e n t s  o f  b i l a t e r a l  f l o w ,  i s  l i k e l y  t o

1 3 5 . On t h e  q u e s t i o n  o f  e s s e n t i a l  r e f o r m s  now o v e r d u e ,  s e e  
P e a r s o n  R e p o r t ,  op c i t  Ch. 11,  a n d  p a p e r s  by D r .  J .
A d l e r  and  P r o f e s s o r  Thomas B a l o g h  i n  b o o k  r e f e r r e d  t o  
i n  f o o t n o t e  131 ,  a b o v e .

1 3 6 . See  R e p o r t  by  A n thony  Thomas i n  The Times  (L o n d o n )
J a n u a r y ,  28 ,  1972 Q u o t e ; -  "The B r i t i s h  G o v e rn m e n t  a r e  
t a k i n g  a  s t r o n g  an d  c o n t r o v e r s i a l  s t a n d  a g a i n s t  W or ld
Bank g r o u p  p l a n s  t o  l e n d  01 0 .8 m  ( £ 4 . 3m) t o  T a n z a n i a
................ I n  d o i n g  so t h e y  a r e  f o l l o w i n g  t h e  l e a d  o f  t h e
U n i t e d  S t a t e s  w h ic h  l a s t  y e a r  a d o p t e d  a  t o u g h e r  p o l i c y
o f  o p p o s i t i o n  t o  World  Bank l e n d i n g  t o  c o u n t r i e s  -  B o l i v i a  
a n d  Guyana -  w i t h  w h i c h  t h é  U n i t e d  S t a t e s  was i n v o l v e d  
i n  d i s p u t e s  o v e r  t h e  e x p r o p r i a t i o n  o f  A m e r i c a n  p r o p e r t y . "

1 3 7 . C/F C h ap ter  7 .  P a g es  391-592
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157w o r s e n  t h e  b u r d e n  o f  LjjCs a n d  r e d u c e  s i g n i f i c a n t l y  t h e  r o l e  

o f  t h e  Bank a s  a n  a g e n t  f o r  n e t  t r a n s f e r  o f  r e s o u r c e s  f r o m  

t h e  r i c h  e c o n o m i e s  t o  t h e  d e v e l o p i n g  o n e s .

The p r o b l e m  o f  t h e  c h a n n e l  o f  d i s t r i b u t i o n  i s  t h e r e f o r e  

n o t  o f  b i l a t e r a l  v e r s u s  m u l t i l a t e r a l  s y s t e m ,  b u t  one  o f  

i n c o r p o r a t i n g  t h e  b e s t  e l e m e n t s  i n  b o t h .  F o r  e x a m p l e  t h e  

m u l t i l a t e r a l i z a t i o n  o f  a i d  t h r o u g h  t h e  e x p a n s i o n  o f  t h e  

c o n s o r t i u m  t e c h n i q u e  i s  a  h y b r i d  w h i c h  s h o u l d  be  f u l l y  

e x p l o r e d .

STATISTICS OF RESOURCES FLOWS: A SHORT ACCOMPANYING NOTE

T h e se  s e r i e s  o f  d a t a  on r e s o u r c e s  f l o w s  f r o m  t h e  

d e v e l o p e d  d o n o r / c r e d i t o r ,  c o u n t r i e s  t o  t h e  d e v e l o p i n g  

c o u n t r i e s  a n d / o r  m u l t i l a t e r a l  a g e n c i e s  m u s t  be  i n t e r p r e t e d  

w i t h  some c a u t i o n .  I n  o r d e r  t o  a p p r e c i a t e  t h e  " t r u e "  

v a l u e s  o f  g o v e r n m e n t a l  f l o w s ,  some a d j u s t m e n t s  m u s t  be 

made t o  t h e  p u b l i s h e d  f i g u r e s .  S i n c e  t h e y  a r e  i n  t e r m s  o f  

c u r r e n t  p r i c e s ,  c o r t  i n f l a t i o n  i n  t h e  d o n o r  c o u n t r i e s  m u s t  

h a v e  r e d u c e d  t h e  q u a n tu m  o f  g o o d s  a n d  s e r v i c e s  f i n a n c e d  

by th em .  S i m i l a r l y  t h e  p o l i c y  o f  a i d - t y i n g  i s  e s t i m a t e d  

t o  h a v e  r e d u c e d  by 20^  on a v e r a g e ,  t h e  r e a l  p u r c h a s i n g  p o w e r  

o f  d e v e l o p m e n t  f i n a n c e  made a v a i l a b l e  t o  t h e  d e v e l o p i n g  

c o u n t r i e s .  I t  p r e v e n t s  p r o c u r e m e n t  f r o m  t h e  c h e a p e s t  

a v a i l a b l e  s o u r c e .

The v o lu m e s  do n o t  i n  a n y  way r e f l e c t  t h e  " t r u e "  c o s t  

o f  a i d  d i s b u r s e m e n t  t o  t h e  d o n o r  c o u n t r i e s .  I n  t h i s  r e s p e c t  

s e e  t a b l e  13.
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CHAPTER 4

INTERNATIONA! RESOURCES PEOW FOR DEVELOPMENT : OOI^IPARISOH

BETvAEEN MODERN ANN 19TH CENTURY PLOWS 

I  h a v e  a t  v a r i o u s  t i m e s  i n  t h e  p r e c e d i n g  p a g e s  n o t e d  t h e  

c h a n g e s  t h a t  h a v e  r e v o l v e d  a r o u n d  t h e  i n t e r n a t i o n a l  movement 

o f  c a p i t a l  r e s o u r c e s  f r o m  one  c o u n t r y  t o  t h e  o t h e r  f o r  t h e  

p u r p o s e  o f  d e v e l o p m e n t .  The t r a n s f o r m a t i o n s  t h a t  h a v e  t a k e n  

p l a c e  i n  t h e  p a t t e r n , m o t i v e s  a n d  p r o c e s s  o f  P r i v a t e  f l o w s  

a n d  i n  g o v e r n m e n t a l  a t t i t u d e s  a n d  p o l i c i e s  a r e  w e l l  r e f l e c t e d  

i n  my a n a l y s i s  on p r i v a t e  i n v e s t m e n t ,  o f f i c i a l  a s s i s t a n c e ,  and  

by  t h e  e x p e r i e n c e  o f  B r i t a i n  a s  a  m a j o r  c a p i t a l  e x p o r t e r .

The p u r p o s e  o f  t h i s  s h o r t  c h a p t e r  i s  t o  b r i n g  t o g e t h e r  t h e  

v a r i o u s  f a c e t s  o f  t h e  c h a n g e ,  c l a r i f y  n o t a b l e  d i f f e r e n c e s  

b e t w e e n  m o d e rn  an d  1 9 t h  C e n t u r y  f l o w s ,  d ra w  a t t e n t i o n  t o  

e l e m e n t s  o f  c o n t i n u i t y  a n d  u s e  t h e  h i s t o r i c a l  c o m p a r i s o n  a s  a  

b a s i s  f o r  p r o j e c t i n g  p o s s i b l e  c o u r s e  o f  d e v e l o p m e n t .  The 

c e n t r a l  p r e m i s e  i n  any u n d e r s t a n d i n g  o f  t h e  c h a n g e s  a n d  

d e v e l o p m e n t  t h a t  h av e  t a k e n  p l a c e  i n  c a p i t a l  t r a n s f e r  m u s t  

be t h e  r e c o g n i t i o n  o f  t h e  c l o s e  l i n k  a n d  r e l a t i o n s h i p  b e t w e e n  

i n t e r n a t i o n a l  t r a d e ,  c a p i t a l  m o v em en t ,  a n d  i n t e r n a t i o n a l  

i n t e r d e p e n d e n c y  a n d  c o o p e r a t i o n .  At t h e  t u r n  o f  t h e  c e n t u r y  

t h e  c l o s e  a s s o c i a t i o n  a n d  m u t u a l  r e i n f o r c e m e n t  b e t w e e n  t h e  

f i r s t  two f a c t o r s  was t h e  c o r n e r s t o n e  on  w h ic h  t h e  g r o w t h  and  

p r o s p e r i t y  o f  p r e s e n t  n o n - E u r o p e a n  d e v e l o p e d  n a t i o n s  was 

b u i l t ;  w h e r e a s  m o s t  o f  t h e  m o d e rn  f e a t u r e s  o f  c a p i t a l  f l o w s  

c a n  be t r a c e d  t o  t h e  i n t r o d u c t i o n  i n t o  t h i s  c h a i n ,  o f  a  

g r e a t e r  g o v e r n m e n t a l  a n d  i n t e r n a t i o n a l  i n v o l v e m e n t ,  a n d  a  

c l o s e r  e c o n o m i c  i n t e r d e p e n d a n c y . The em ergence  o f  G o v e r n m e n t a l  

a s s i s t a n c e ,  o f  i n t e r n a t i o n a l  e c o n o m i c  i n s t i t u t i o n s  l i k e  t h e  

W orld  B ank ,  t h e  IMP, and  UNCTAD, t h e  d e v e l o p m e n t  o f  a t t i t u d e s  

an d  p o l i c i e s  h o s p i t a b l e  t o  d i r e c t  f o r e i g n  i n v e s t m e n t ;  t h e
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g r o w t h  o f  m u l t i n a t i o n a l  u n i t  o f  b u s i n e s s  o r g a n i z a t i o n ,  t h e  

c o m m itm en t  t o  a c c e l e r a t e d  e co n o m ic  a n d  s o c i a l  d e v e l o p m e n t  i n  

p o l i t i c a l l y  i n d e p e n d e n t  LDCs, a n d  t h e  h i g h e r  c o s t  o f  b o r r o w i n g  

i n v e s t m e n t  c a p i t a l ,  a r e  i n  one  way o r  t h e  o t h e r  s y m b o l s  o f  a  

g r e a t l y  i n t e g r a t e d  g l o b a l  e c o n o m i c  a n d  p o l i t i c a l  a c t i v i t i e s ,  

a n d  t h e  d e m is e  o f  l a i s s e z - f a i r e  i n  t h e  a r e a  o f  i n t e r n a t i o n a l  

c a p i t a l  f l o w s .

T h e r e  i s  a  s e m b l a n c e  o f  u n i q u e n e s s  a b o u t  t h e  c i r c u m s t a n c e s  

s u r r o u n d i n g  c a p i t a l  movement i n  t h e  f i r s t  d e c a d e  o r  so  a f t e r  

t h e  e n d  o f  t h e  2nd W orld  War.  M a r s h a l l  A id  f o r  p o s t - w a r  

r e c o n s t r u c t i o n  i n  E u r o p e ,  f o r e i g n  a i d  d i s b u r s e m e n t  a s  a  

p o s i t i v e  and  c o n c e r t e d  a t t e m p t  t o  h e l p  t h e  T h i r d  W o r ld  d e v e l o p ,  

a n d / o r  a s  t h e  s y m b o l  o f  "Gold  War" c o m p e t i t i o n ;  t h e  f o r m a l  

an d  more  e l a b o r a t e  o r g a n i z a t i o n  o f  t h e  i n t e r n a t i o n a l  m o n e t a r y  

s y s t e m  an d  t r a d e  a r e ,  e x c e p t i o n a l  f a c t o r s  a n a l o g u e s  t o  t h e  

u n i q u e n e s s  o f  t h e  p e r i o d  a f t e r  1870 when s u r p l u s  c a p i t a l ,  

s u r p l u s  l a b o u r ,  em pty  f e r t i l e  t e r r i t o r i e s  i n  t h e  t e m p e r a t e  

z o n e ,  i n d u s t r i a l i z a t i o n  i n  E u r o p e  t h a t  i n c r e a s i n g l y  r e q u i r e d  

i m p o r t  o f  raw  m a t e r i a l s  an d  f o o d ,  c o m b in e d  t o  c r e a t e  a  

" g o l d e n  a g e "  o f  o v e r s e a s  i n v e s t m e n t  t h a t  was o n l y  b r o u g h t  

t o  a n  e n d  by t h e  o u t b r e a k  o f  t h e  G r e a t  War.

The r e v e r s a l  o f  t h e  r e l a t i v e  m a g n i t u d e  a n d  i m p o r t a n c e  

o f  d i r e c t  i n v e s t m e n t  v i s - a - v i s  p o r t f o l i o  i n v e s t m e n t  r e p r e s e n t s  

one  o f  t h e  m a j o r  c h a n g e s  f r o m  t h e  p r e - 1 9 1 4  p a t t e r n .  I  h a v e  

s t r e s s e d  t h i s  p o i n t  b e f o r e  e s p e c i a l l y  when d e a l i n g  w i t h  

p r i v a t e  d i r e c t  i n v e s t m e n t  o v e r s e a s  a n d  b e l o w  when r e l a t i n g  

t h e  B r i t i s h  e x p e r i e n c e .  The m ovem ent  away f r o m  p o r t f o l i o  

i n v e s t m e n t  i s  a  r e f l e c t i o n  p a r t l y  o f  t h e  m o d e rn  a t t i t u d e s  

t o w a r d s  d i r e c t  f o r e i g n  i n v e s t m e n t  e s p e c i a l l y  among t h e  

d e v e l o p e d  O . E . C . D .  members  a n d  o f  t h e  r e l a t i v e  v u l n e r a b i l i t y
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o f  s u c h  o u t f l o w  t o  o f f i c i a l  r e s t r i c t i o n s  i n  t i m e s  o f  b a l a n c e  

o f  p a y m e n t s  c r i s i s .  However  p o r t f o l i o  i n v e s t m e n t  s t i l l  f o r m s  

an  i m p o r t a n t  p a r t  o f  t o t a l  c a p i t a l  m ovem ent  e s p e c i a l l y  w i t h i n  

t h e  l e a d i n g  "G roup  o f  Ten"  c a p i t a l i s t  e c o n o m i e s .  L o n g - t e r m  

p o r t f o l i o  i n v e s t m e n t  s t i l l  a c c o u n t s  f o r  t h e  g r e a t e r  p a r t  o f  

f o r e i g n  c a p i t a l  i n f l o w  i n t o  s u c h  c o u n t r i e s  a s  J a p a n  w h e re  

o f f i c i a l  r e s t r i c t i o n  on d i r e c t  f o r e i g n  i n v e s t m e n t  i s  h e a v y ,  

an d  i n  c o u n t r i e s  l i k e  t h e  U n i t e d  S t a t e s  a n d  West Germany 

w h e r e  m a r k e t  f o r c e s  m i l i t a t e  a g a i n s t  n o t i c a b l e  i n r o a d s  by 

f o r e i g n  d i r e c t  i n v e s t m e n t s .  The f l o w  o f  p o r t f o l i o  c a p i t a l  

i n t o  t h e  c u r r e n t l y  d e v e l o p i n g  c o u n t r i e s  i s  e x p e c t e d  t o  be  

o n l y  a  t r i c k l e ,  i n  v i e w  o f  t h e i r  d e p e n d i n g  on c o n c e s s i o n a r y  

c a p i t a l  f o r  d e v e l o p m e n t .  The p r e p o n d e r a n c e  o f  d i r e c t  i n v e s t 

m e n t  f l o w s  w i t h i n  t h e  d e v e l o p e d  n a t i o n s  t h e m s e l v e s  i s  l e s s  

t o t a l  a s  c o m p a r e d  w i t h  p o r t f o l i o  f l o w s * .  However  an  e l e m e n t  

o f  c o n t i n u i t y  s t i l l  e x i s t s  i n  t h e  t y p e  o f  d i r e c t  i n v e s t m e n t  

t h a t  t a k e  p l a c e  i n  t h e  l o w - i n c o m e  d e v e l o p i n g  c o u n t r i e s .  As 

i n  t h e  l a t e  1 9 t h  c e n t u r y  t h e  g r e a t e r  p a r t  o f  i t  i s  s t i l l  

c o n c e n t r a t e d  i n  t h e  e x t r a c t i v e ,  p l a n t a t i o n  a n d  s e r v i c e s  

s e c t o r s .  Two e x c e p t i o n a l  c i r c u m s t a n c e s  c a n  be  d i s c e r n e d  i n  

t h i s  r e s p e c t .  F i r s t l y ,  t h e  g r o w t h  i n  t h e  e f f e c t i v e  s i z e  o f  

t h e  i n t e r n a l  m a r k e t  an d  t h e  ' p u l i ’ p o l i c y  ( i n c e n t i v e s ,  t a r i f f  

w a l l s ,  i n v i t a t i o n s  e t c . )  p u r s u e d  by  LDGs g o v e r n m e n t  m e a n t  

t h a t  a n  i n c r e a s i n g  p r o p o r t i o n  o f  f o r e i g n  c a p i t a l  i n  t h e s e  

c o u n t r i e s  i s  g o i n g  i n t o  d o m e s t i c  o r i e n t a t e d  m a n u f a c t u r i n g  

i n d u s t r y .  S e c o n d l y ,  e f f o r t s  a r e  b e i n g  made by  t h e s e  c o u n t r i e s  

t o  r e d u c e  t h e  e n c l a v e  a n d  ' c o l o n i a l '  e n v i r o n m e n t  s u r r o u n d i n g  

t h e  e x t r a c t i v e  i n d u s t r i e s .  The e m e r g e n c e  o f  a  m ore  f o r c e f u l  

eco n o m ic  n a t i o n a l i s m  i n  t h e  " T h i r d  W o r l d " , s t e m m in g  p a r t l y

1. See above  G hapter  2 P a g e s  5 7 - 5 8
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f r o m  p o l i t i c a l  i n d e p e n d e n c e  a n d  a  g r e a t e r  c o m m itm en t  t o  

a c c e l e r a t e d  e c o n o m i c  d e v e l o p m e n t ,  h a s  m e a n t  t h e  i n t r o d u c t i o n  

o f  ' r a d i c a l *  e c o n o m i c  and  c o m m e r c i a l  p o l i c i e s  w h i c h  demand 

f ro m  f o r e i g n  i n v e s t o r s  a  new s e t  o f  a t t i t u d e s  and  c o m m i t 

m e n t s  d i f f e r e n t  t o  t h o s e  t h e y  w e r e  n o r m a l l y  a c c u s t o m e d .

F o r e i g n  c a p i t a l  i s  i n v a r i a b l y  e n c o u r a g e d  t o  i n t e g r a t e  a n d  

c o o r d i n a t e  w i t h  t h e  r e s t  o f  t h e  economy i n  i m p l e m e n t i n g  a  

p l a n n e d  d e v e l o p m e n t  program m e w h i c h  m i g h t  i n c l u d e  t a r g e t e d  

l e v e l s  o f  i n d u s t r i a l i z a t i o n ,  i m p o r t  s u b s t i t u t i o n ,  e x p o r t  

e x p a n s i o n ,  i n c r e a s e d  l o c a l  p a r t i c i p a t i o n  i n  o w n e r s h i p  a n d  

c o n t r o l ,  i n c r e a s e d  l o c a l  p r o v i s i o n  o f  i n p u t  r e q u i r e m e n t s ,  

i n c r e a s e d  s h a r e  o f  p r o f i t  t h a t  i s  l o c a l l y  r e t a i n e d  a n d  t h e  

s p r e a d  o f  b e n e f i t s  t o  a n d  g r e a t e r  l i n k a g e  w i t h  t h e  r e s t  o f  

t h e  d o m e s t i c  econom y.  I t  i s  e a s y  t o  s e e  why sueh j^program m e 

may n o t  f i t  i n  s q u a r e l y  w i t h  H e a d - O f f i c e ' s  s u p r a n a t i o n a l  

p l a n s  an d  c o m m i tm e n t s .  U n l i k e  t h e  1 9 t h  c e n t u r y  when f o r e i g n  

i n v e s t o r s  s c a r c e l y  c o n c e r n e d  t h e m s e l v e s  w i t h  t h e  i n t e r e s t s  

an d  d e s i r e s  o f  p e o p l e s  i n  d e p e n d e n t  t e r r i t o r i e s ,  o r  o f  t h e  

weak a n d  c o r r u p t  g o v e r n m e n t s  i n  many n o m i n a l l y  i n d e p e n d e n t  

c o u n t r i e s ,  t h e  s i t u a t i o n  t o d a y  i s  a  l o t  d i f f e r e n t .  T h e s e  

c h a n g e s  - p o l i t i c a l ,  e c o n o m i c , c o m m e r c i a l , s o c i a l  a n d  commun- 

i c a t i o n a l  -  t h a t  h a v e  t a k e n  p l a c e  e s p e c i a l l y  a f t e r  W o r ld  War 

I I  c r e a t e  a  new mode o f  i n t e r n a t i o n a l  r e l a t i o n s h i p  w i t h i n

w h i c h  f o r e i g n  i n v e s t m e n t  a d a p t s  i t s e l f  t o  t h e  c h a n g i n g  n e e d s
2

and  a s p i r a t i o n s  o f  b o t h  i n v e s t o r s  a n d  h o s t  r e c i p i e n t s .  S i n c e  

t h e  l a s t  c e n t u r y  d i r e c t  i n v e s t m e n t  h a s  p a s s e d  b e y o n d  t h e  s t a g e  

when i t  u s e d  t o  be  u n d e r t a k e n  by  m a n u f a c t u r i n g  f i r m s  f r o m  t h e  

I m p e r i a l  S t a t e s  i n  t h e  p r i m a r y  p r o d u c i n g  t e r r i t o r i e s .  I t  h a s  

now s p r e a d  i t s  w in g s  t o  a l l  c o u n t r i e s ,  d e v e l o p e d  a n d  d e v e l o p 

i n g ,  w h e r e v e r  i t  i s  w e lco m e d ,  o f t e n  f o r  d i f f e r i n g  m o t i v e s  b u t

2 .  See a l s o  B. G o o d m an : -  " P o l i t i c a l  Economy o f  P r i v a t e
I n t e r n a t i o n a l  I n v e s t m e n t "  i n  E co n o m ic  D e v e l o p m e n t  a n d
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a l w a y s  i n  l i n e  w i t h  c h a n g i n g  c l i m a t e  a n d  c i r c u m s t a n c e s .  I n  

t h e  d e v e l o p i n g  c o u n t r i e s  f o r e i g n  f i r m s  a r e  e x p e c t e d ,  a s  shown 

a b o v e ,  t o  t a k e  n o t e  o f  s o c i o - e c o n o m i c  a s p i r a t i o n s  o f  t h e  h o s t  

c o m m u n i ty  a n d  t o  b a s e  t h e i r  i n v e s t m e n t  a n d  o t h e r  c r u c i a l  

d e c i s i o n s  on f a c t o r s  o t h e r  t h a n  t h o s e  i n  p u r e  c a p i t a l i s t  

e n t e r p r i s e  s y s t e m .  F a v o u r i n g  t h e  f o r e i g n  i n v e s t o r  h o w e v e r ,  

i s  t h e  r e a l i z a t i o n  t h a t  b e t w e e n  t h e  v a s t  n u m b e r  o f  i n v e s t m e n t  

- e a g e r  d e v e l o p i n g  c o u n t r i e s  -  n o t  t o  m e n t i o n  t h e  a t t r a c t i v e  

p u l l  o f  t h e  d e v e l o p e d  i n d u s t r i a l i z e d  m a r k e t s  -  h e  h a s  a  

c h o i c e  a s  t o  w h e re  t o  p l a n t  h i s  o p e r a t i o n .  H i s  d e c i s i o n  i s  

I i e s s  o f t e n  t h a n  n o t  i n f l u e n c e d  by t h e  a r r a y  o f  i n c e n t i v e s  

 ̂ s p e c i a l l y  c o n s t r u c t e d  t o  woo him i n t o  t h i s  o r  t h a t  c o u n t r y .  

The p a c k a g e  he  b r i n g s  -  h i s  c a p i t a l ,  know -how ,  s k i l l ,  

o r g a n i z a t i o n  an d  p e r h a p s  o v e r s e a s  m a r k e t  - i s  w e l l  a p p r e c 

i a t e d .  The i n v e s t m e n t  c l i m a t e  an d  t h e  p o l i t i c o - e c o n o m i c  

e n v i r o n m e n t  he  i s  o p e r a t i n g  i n  a r e  e x p e c t e d  t o  i m p r o v e  now 

t h a t  t h e  p o s t - w a r  c h a n g e s  a r e  s e t t l i n g  down a n d  t h e  r e l a t i v e  

d e s i r e s  o f  b o t h  s i d e s  i n c r e a s i n g l y  u n d e r s t o o d .  L a i s s e z - f a i r e  

h a s  g i v e n  way t o  a  f r a m e - w o r k  o f  n a t i o n a l  and  i n t e r n a t i o n a l  

e f f o r t s  t o  s a f e g u a r d  h i s  i n v e s t m e n t  an d  t o  e n c o u r a g e  h i s  

com m itm en t  i n  a r e a s  he  w ou ld  n o t  n o r m a l l y  c o n s i d e r .  However  

h i s  ’ d i r e c t  p r e s e n c e ’ -  u n l i k e  h i s  p o r t f o l i o  i n v e s t m e n t  -  

e s p e c i a l l y  when c o u p l e d  w i t h  h i s  s u p e r i o r  e c o n o m i c  p o w er  an d  

a t t r i b u t e s  o f  e x t r a t e r r i t o r i a l i t y  h a s  t r a d i t i o n a l l y  e v o k e  

v a r y i n g  d e g r e e  o f  c r i t i c i s m  a n d  o p p o s i t i o n  f r o m ! h o s t
f\

c o m m u n i t y .

An i m p o r t a n t  b y - p r o d u c t  o f  t h e  e x p a n s i o n  i n  d i r e c t  i n v e s t 

m en t  o v e r s e a s  i s  t h e  e v e r  i n c r e a s i n g  g r o w t h  o f  t h e  m u l t i 

n a t i o n a l  c o m p a n i e s ,  C a p i t a l i s t s  i n  t h e  d e v e l o p e d  r i c h  c r e d i t o r

2 .  C o n t ’ d   C u l t u r a l  Change  V o l .  5 ,  1 9 5 6 -5 7  P a g e  2 7 3 .
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n a t i o n s  h a v e  become a c c u s t o m e d  t o  t h e  i d e a  o f  c h a n n e l l i n g  

t h e i r  c a p i t a l  t h r o u g h  t h e  medium o f  t h e s e  h i g h l y - c a p i t a l i s e d  

c o m p a n i e s  who a r e  b e t t e r  p l a c e d  t o  e x p l o i t  t h e  p o t e n t i a l s  

a v a i l a b l e  o v e r s e a s .  I  h a v e  a n a l y s e d  e l s e w h e r e  t h e  m a in  

f e a t u r e s  o f  t h e i r  o p e r a t i o n s . ^  How ever  i t  i s  w o r t h  r e p e a t i n g  

h e r e  t h a t  p r o d u c t i o n  by s u b s i d i a r i e s / a f f i l i a t e s  a n d  b r a n c h e s  

o f  t h e s e  c o m p a n i e s  h a s  a l r e a d y  r e p l a c e d  t r a d e  a s  t h e  p r i n c i p a l  

v e h i c l e  o f  e c o n o m ic  i n t e r c o u r s e  b e t w e e n  n a t i o n s .  A c c o r d i n g  

t o  G. L e v i n s o n ,  f o r  e x a m p l e ,  t o t a l  s a l e s  o f  t h e s e  s u b 

s i d i a r i e s  ( o f  l e a d i n g  f i r m s  i n  t h e , m a j o r  i n d u s t r i a l  OECD 

c o u n t r i e s )  i s  a l r e a d y  more  t h a n  0100  b i l l i o n  g r e a t e r  t h a n  t h e  

t o t a l  o f  w o r l d  e x p o r t s ,  w h i l e  s a l e s  o f  A m e r i c a n  f i r m s  a b r o a d  

i s  m ore  t h a n  f i v e  t i m e s  t h e  v a l u e  o f  U . S .  e x p o r t s . ^  I n t e r 

n a t i o n a l  t r a d e  w h ic h  d i d  so  much t o  p r o m o t e  w o r l d  e co n o m ic  

d e v e l o p m e n t  a n d  c o o p e r a t i o n  i n  t h e  p e r i o d  b e f o r e  t h e  War 

h a s  now c e a s e d  t o  be  t h e  m a in  m a c h i n e r y  f o r  s p r e a d i n g  g r o w t h  

and  d e v e l o p m e n t .  P a r t l y  d u e  t o  d i r e c t  i n v e s t m e n t ,  a  p o l i c y  

01  a u t a r k y  i n  some c o u n t r i e s ,  t r a d e  b a r r i e r s ,  o f f i c i a l  a i d  

and  o t h e r  t y p e s  o f  c a p i t a l  f l o w ,  a n d  t h e  i n a d e q u a c i e s  o f  

p r e s e n t  m o n e t a r y  s y s t e m ,  i n t e r n a t i o n a l  t r a d e  t o d a y  p l a y s  a 

l e s s  s t i m u l a t i n g  r o l e  t h a n  t h e  d e v e l o p i n g  c o u n t r i e s  w o u ld  

h a v e  w i s h e d .  I t  i s  a  w e l l - k n o w n  f a c t  t h a t  e c o n o m i s t s  d i f f e r  

a s  t o  w h e t h e r  t h e  d e v e l o p i n g  c o u n t r i e s  w o u ld  be  b e t t e r  h e l p e d  

t o  d e v e l o p  t h r o u g h  r e s o u r c e  t r a n s f e r  ( i n c l u d i n g  c o n c e s s i o n a r y  

a i d )  o r  t h r o u g h  t r a d e  i n c e n t i v e s  a n d  l i b e r a l i z a t i o n .

3 .  See  b e l o w  G h a p t e r  5 .

4 .  G, L e v i n s o n : -  C a p i t a l ,  I n f l a t i o n  a n d  t h e  M u l t i n a t i o n a l  
London 1971 ,  1 9 70 /71  e s t i m a t e s .
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W i th  e q u i t y  i n v e s t m e n t  a c c o u n t i n g  f o r  a b o u t  9 0 ^  o f  t o t a l  

p r i v a t e  c a p i t a l  f l o w s ,  i t  i s  n o t  s u r p r i s i n g  t h a t  c a p i t a l  

m ovem en t  t o d a y  h a s  become a  m ore  l u c r a t i v e  e n t e r p r i s e  t h a n  

e v e r  b e f o r e .  I t  i s  t r u e  t h a t  d i r e c t  i n v e s t m e n t  was  t h e  m o s t  

r i s k y  a n d  t h e  m o s t  p r o f i t a b l e  o f  t h e  1 9 t h  C e n t u r y  i n v e s t m e n t ,  

i t s  s i z e  was h o w e v e r  s m a l l  i n  r e l a t i o n  t o  p o r t f o l i o  i n v e s t 

m e n t  w h i c h  a t  b e s t  y e i l d e d  6 - 7 ^ .  Today  e q u i t y  i n v e s t m e n t s  

y i e l d  on a v e r a g e  1 5 - 3 0 ^  b e f o r e  t a x  a n d  1 0 - 2 5 ^  a f t e r ,  i n  

c o n t r a s t  t o  7 - 8 ^  a v e r a g e  r e t u r n  on  f i x e d  i n t e r e s t  i n v e s t m e n t .  

The h i g h e r  r e t u r n  r e f l e c t s  t h e  g r e a t e r  p r o d u c t i v i t y  o f  m o d e rn  

c a p i t a l  a n d  p a r t l y  t h e  d e g r e e  o f  o l i g o p o l i s t i c  p o w e r  e x e r c i s e  

by m u l t i n a t i o n a l  c o m p a n i e s .  I  do n o t  w i s h  t o  e n t e r  i n t o  t h e  

d e b a t e  a s  t o  w h e t h e r  d e v e l o p i n g  c o u n t r i e s ,  i n  o r d e r  t o  

m i n i m i z e  t h e  c o s t  o f  d e v e l o p m e n t  s h o u l d  make more  u s e  o f  

f i x e d - i n t e r e s t  l o a n s  an d  h i r e d  e x p a t r i a t e  e x p e r t s ,  o r  a r e  

b e t t e r - o f f  w i t h  t h e  p a c k a g e  o f  c a p i t a l ,  s k i l l  e x p e r i e n c e  and
5

m a n ag e m e n t  o f f e r e d  by d i r e c t  i n v e s t m e n t ,  A s t r o n g  c a s e  c a n  

be made f o r  e i t h e r  a l t e r n a t i v e ,  o r  f o r  t h a t  m a t t e r ,  f o r  a  

good b l e n d  o f  b o t h .  I n  t r y i n g  t o  e v a l u a t e  a  good  m ix  , 

a l l o w a n c e  m u s t  be  made f o r  c o n c e s s i o n a r y  o f f i c i a l  l o a n s .  I n  

f a c t  t h e  e x p e r i e n c e  o f  m o s t  d e v e l o p i n g  c o u n t r i e s  i s  t h a t  

p r i v a t e  d i r e c t  i n v e s t m e n t  t e n d s  t o  c o m p le m e n t  o f f i c i a l  an d  

m u l t i l a t e r a l  d i s b u r s e m e n t s  w h i c h  i n v a r i a b l y  h a p p e n  t o  be 

t h e  o n l y  o t h e r  s o u r c e s  o f  l o a n  c a p i t a l .  To t h e  l a r g e r  

p r o f i t a b i l i t y  o f  p r i v a t e  c a p i t a l  now m u s t  be a d d e d  t h e  f a c t  

t h a t  c a p i t a l  i n v e s t m e n t  b o t h  a t  home a n d  a b r o a d  t e n d s  t o  

a p p r e c i a t e  a t  a  f a s t e r  r a t e  t h a n  b e f o r e .

5 .  See  f o r  e x a m p l e  W. R o s e n b u r g : -  " C a p i t a l  I m p o r t s  a n d  
G row th  -  t h e  C ase  o f  New Z e a l a n d .  F o r e i g n  I n v e s t m e n t  
i n  New Z e a l a n d  1 8 4 0 - 1 9 5 8 "  E . J .  M arch  1961 P a g e  10 6 .
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I n  the p r e - 1 9 1 4  p e r io d  th e  a u t o m a t ic  a d ju s tm e n t  

m echanism  o f  t h e  b a la n c e  o f  paym en ts  and f l o a t i n g  exch an ge  

r a t e s  e x i s t e d  hand i n  hand w i t h  a d e q u a te  s u p p ly  o f  s t e r l i n g  

s u r p l u s e s  to  l u b r i c a t e  the  m a ch in ery  o f  i n t e r n a t i o n a l  t r a d e  

and c a p i t a l  movement. Today su ch  b u i l t - i n  a d ju s tm e n t  

m echanism s a re  no lo n g e r  r e a d i l y  u s e d ,  a s  th e  m ajor m onetary  

pow ers s t r i v e  to  s t a b i l i s e  t h e i r  e c o n o m ie s  on s t e a d y  grow th  

p a t h s ,  m a i n t a i n ' f u l l  em p lo y m en t' ,  p r e v e n t  or c o n t a i n  i n f l a t i o n  

and m a in ta in  r e l a t i v e l y  f i x e d  ex ch a n g e  r a t e s .  The i n t e r 

n a t i o n a l  paym ents arrangem ent h as  become more com p lex  w h i l e  

th e  i n t e r n a t i o n a l  m onetary s y s te m  s e t  up a t  B r e t t o n  Woods 

a f t e r  th e  v/ar h a s  i n c r e a s i n g l y  d e m o n str a te d  i t s  s h o r tc o m in g s  

i n  c o p in g  w i t h  c u r r e n t  r e q u ir e m e n t s .  P a r  from  b e i n g  th e  o i l j  

t h a t  l u b r i c a t e s  th e  ’’e n g in e  o f  growth" b y  f a c i l i t a t i n g  tr a d e  

and l e n d i n g ,  i t  has  become a g r i t  i n  t h e  e n g in e  and a m ajor
)

o b s t a c l e  to  th e  e x p a n s io n  o f  t r a d e  and c a p i t a l  movement.

The U n i t e d  S t a t e s  d o l l a r  and t o  a l e s s  e x t e n t  th e  B r i t i s h  

pound have  l a t e l y  d e m o n str a te d  t h e i r  i n a b i l i t i e s  t o  f u n c t i o n  

as r e s e r v e  c u r r e n c i e s .  The w o r ld  i s  no l o n g e r  f a c e d  w i t h  a 

s h o r t a g e  o f  U .S .  d o l l a r  w hich  o v e r s e a s  in v e s t m e n t  was 

e x p e c t e d  to  a m e l i o r a t e .  On t h e  c o n t r a r y  a p e r s i s t e n t  d e f i c i t  

on th e  U .S .  b a la n c e  o f  paym ents a c c o u n t  h as  g l u t t e d  th e  m ajor  

c a p i t a l i s t  c o u n t r i e s  w ith  s u r p lu s  d o l l a r s .  A m ajor i n t e r n 

a t i o n a l / m u l t i l a t e r a l  r e a l ig n m e n t  o f  l e a d i n g  c u r r e n c i e s  i s  

e s s e n t i a l  i n  th e  im m ediate  f u t u r e  i f  th e  p r e s e n t  m on etary  

c r i s i s  i s  n o t  t o  have a more th a n  tem p orary  a d v e r s e  e f f e c t s  

on tr a d e  and c a p i t a l  movements e s p e c i a l l y  i n  r e l a t i o n  t o  

th e  d e v e lo p in g  c o u n t r i e s .  The SDR i s  e x p e c t e d  t o  s u p p la n t  

th e  U .S .  D o l l a r  -  i n  th e  same way a s  t h e  l a t t e r  had s u p p la n te d  

s t e r l i n g  -  as  th e  c o r n e r s t o n e  o f  t h e  f u t u r e  m on etary  s y s te m .
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The i n t r o d u c t i o n  o f  c o n c e s s i o n a r y  o f f i c i a l  a s s i s t a n c e  i n 

t o  t h e  m o d e rn  c a p i t a l  movement h a s  m e a n t  t h a t  much o f  t h e  

c a p i t a l  g o i n g  i n t o  t h e  d e v e l o p i n g  c o u n t r i e s  now i s  u n l i k e  

t h e  p e r i o d  b e f o r e  t h e  w a r  l e s s  c l o s e l y  r e l a t e d  t o  p r o f i t 

a b i l i t y .  H ow ever ,  i f  we a l s o  c o n s i d e r  i n t r a - O . E . C . D .  m embers  

f l o w s  we f i n d  t h a t  t h e  i n f l u e n c e  o f  o f f i c i a l  c o n c e s s i o n s  on 

t o t a l  g l o b a l  movement i s  l e s s  s t r i k i n g  t h a n  one  m i g h t  

i n s t i n c t i v e l y  a s s u m e .  C e r t a i n l y  more  c o u n t r i e s  a r e  i n v o l v e d  

i n  c a p i t a l  r e s o u r c e  t r a n s a c t i o n s  t h a n  e v e r  b e f o r e .  The 

g r e a t e r  c o h e s i v e n e s s  o f  m o d e rn  e c o n o m i c  r e l a t i o n s h i p j h a d  l e d  

t o  i n t e r n a t i o n a l  i n s t i t u t i o n a l  a r r a n g e m e n t s  b e i n g  d e v e l o p e d  

e i t h e r  s p e c i f i c a l l y  g e a r e d  t o  e a s e  t h e  p r o b l e m s  t h a t  a r i s e  o u t  

o f  i n t e r n a t i o n a l  c a p i t a l  m o v e m e n t , f o r  e x a m p l e ,  t h e  C e n t r e  f o r  

S e t t l e m e n t  o f  I n v e s t m e n t  I & s p u t e s ,  o r  t o  t a k e  c h a r g e  o f  

d i f f e r e n t  t y p e s  o f  n o n - b i l a t e r a l  a n d  n o n - g o v e r n m e n t a l  f l o w s ,  

n a m e l y  t h e  W orld  Bank ( IBRD),  IF C ,  EBP an d  IME. T h e r e  a r e  

s i g n s  t o  s u g g e s t  t h a t  i n t e r n a t i o n a l  i n f l u e n c e  i n  c a p i t a l  

movement  w i l l  i n c r e a s e  i n  t h e  c o m in g  d e c a d e .  W i t h i n  t h e  

c o u n t r y - t o - c o u n t r y  f l o w ,  o f f i c i a l  i n t e r v e n t i o n  i n  b o t h  t h e  

d e v e l o p e d  d o n o r / c r e d i t o r  c o u n t r i e s  a n d  t h e  d e v e l o p i n g  h o s t  

c o u n t r i e s  h a s  shown a  t e n d e n c y  t o  i n c r e a s e  t o o ;  e i t h e r  t o  

h e l p ,  e n c o u r a g e  o r  i n s u r e  p r i v a t e  c a p i t a l  a g a i n s t  p o l i t i c a l  

r i s k  a b r o a d ,  o r  a s  i n  t h e  c a s e  o f  t h e  l a t t e r  t o  i n s t r u c t ,  c u r b ,  

c a j o l e  a n d  i n d e e d  t a k e  o v e r .  N a t i o n a l i z a t i o n ,  p a r t i a l  o r  

c o m p l e t e ,  a n d  i n  t h e  e x t r e m e  e x p r o p r i a t i o n  h a v e  c e a s e d  t o  be 

p o s s i b l e  t h r e a t s .  They a r e  now e c o n o m i c  f a c t s .  I n  o r d e r  t o  

d e t e r  s u c h  o c c u r a n c e ,  t h e  g o v e r n m e n t  o f  t h e  i n v e s t o r ' s  

c o u n t r y  c a n  t h r e a t e n  e c o n o m ic  s a n c t i o n s  i n c l u d i n g  t h e  c u t t i n g -  

o f f  o f  a i d .  T h e r e  a r e  n u m e r o u s  e x a m p l e s  o f  s u c h  t h r e a t s  

b e i n g  a c t u a l l y  c a r r i e d  o u t . ^  I t  i s  a g a i n s t  t h i s  b a c k g r o u n d
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t h a t  o f f i c i a l  i n s u r a n c e  g u a r a n t e e  a g a i n s t  n o n - c o m m e r c i a l  

r i s k s  i s  b e c o m i n g  an  i n c r e a s i n g l y  m ore  v a l u e d  a s s e t  by 

c o m p a n i e s  a l r e a d y  w i t h  o v e r s e a s  i n v e s t m e n t ,  o r  a n  i m p o r t a n t  

i n c e n t i v e  t o  e n c o u r a g e  o t h e r s  t o  " t u r n  i n t e r n a t i o n a l " .

O f f i c i a l  s o u r c e ^ o f ,  o r  b a c k i n g  f o r  much o f  t h e  l o a n s  and  

g u a r a n t e e d  e x p o r t  c r e d i t s  t o  d e v e l o p i n g  c o u n t r i e s  g o v e r n m e n t s  

( a n d  g o v e r n m e n t  a g e n c i e s )  h a s  l e d  t o  a n  a l m o s t  c o m p l e t e  

a b s e n c e  o f  r e p u d i a t i o n  a n d  d e f a u l t s  a s  c o m p a r e d  w i t h  t h e  

e x p e r i e n c e  o f  p r i v a t e  c a p i t a l  e x p o r t e r s  i n  t h e  p e r i o d  b e f o r e  

1 5 1 4 . T h a t  i s  n o t  t o  s a y  t h e r e  a r e  no  h i t c h e s  o v e r  c a p i t a l  

l e n d i n g , w h a t  i s  common t o d a y  a r e  t h r e a t s  o f  r e p u d i a t i o n  an d  

c o m p l a i n t s  a b o u t  t h e  h a r s h n e s s  o f  t h e  t e r m s  o f f e r e d  by  t h e  

c r e d i t o r s .  The c u r r e n t  o p e r a t i o n a l  m e t h o d  o f  r e s o l v i n g  

t e m p o r a r y  d i f f i c u l t i e s  o v e r  d e b t  s e r v i c e  o b l i g a t i o n s  i s  by  

r e s c h e d u l i n g  t h e  d e b t  p o r t f o l i o .  I  h a v e  a l r e a d y  r e f e r r e d  i n  

t h e  l a s t  c h a p t e r  t o  t h e  i n a d e q u a c i e s  o f  some r e c e n t  d e b t  

r e l i e f  o p e r a t i o n s .  I t  m u s t  be b o r n e  i n  m ind  t h a t  t h e  p o i n t s  

I  h a v e  b e e n  m a k in g  h e r e  a p p l y  i n  t h e  m a in  t o  c a p i t a l  f l o w s  

b e t w e e n  d e v e l o p e d  and  d e v e l o p i n g  c o u n t r i e s .  D e f a u l t s ,  

n a t i o n a l i z a t i o n  and  e x p r o p r i a t i o n  a r e  v e r y  u n l i k e l y  s t e p s  

t o  be  t a k e n  by one  d e v e l o p e d  Û . E . G . D .  c o u n t r y  a g a i n s t  t h e  

o t h e r .  T h e i r  g r e a t e r  i n t e r - l o c k i n g  e c o n o m i c  r e l a t i o n s h i p ,  

and  r e c i p r o c a l  r e c o g n i t i o n  o f  s t r e n g t h  a n d  r e t a l i a t o r y  p o w e r  

e n a b l e  s u c h  t h r e a t s  t o  c a p i t a l l y  t o  be  a l m o s t  m a n d a t o r i l y  

a v o i d e d .

A l a r g e r  p r o p o r t i o n  o f  t o d a y ’ s i n v e s t m e n t  i n  m o s t  o f  t h e  

d e v e l o p i n g  c o u n t r i e s  i s  r e p r e s e n t e d  by d o m e s t i c  c a p i t a l  

t h a n  d u r i n g  t h e  1 9 t h  C e n t u r y .  F o r e i g n  c a p i t a l  i n f l o w ,  i n c l u d 

i n g  d i r e c t  i n v e s t m e n t  i s  no l o n g e r  r e s p o n s i b l e  f o r  t h e  b u l k

6 .  See  b e l o w  c h a p t e r  5 .  And a l s o  D .R .  Mummery;-  The
P r o o e c t i o n  o f  I n t e r n a t i o n a l  P r i v a t e  I n v e s t m e n t ;  N i g e r i a
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o f  d o m e s t i c  c a p i t a l  f o r m a t i o n .  I t s  r o l e  a s  a  c o m p le m e n t  t o  

d o m e s t i c  e f f o r t s  h o w e v e r  i s  s t i l l  i m p o r t a n t  an d  i n  some c a s e s  

a s  v i t a l  a s  e v e r  t o  m a i n t a i n  e c o n o m i c  v i a b i l i t y .  The s t r o n g  

tw o -w a y  c a s u a l  r e l a t i o n s h i p  b e t w e e n  c a p i t a l  e x p o r t  and  

p o p u l a t i o n  movement  i n t o  t h e  s p a c i o u s ,  f e r t i l e  an d  v i r t u a l l y  

e m p ty  t e r r i t o r i e s  i n  t h e  t e m p e r a t e  z o n e ,  w h i c h  s t o o d  o u t  a s  

a  m a in  f e a t u r e  o f  t h e  P r e - 1 9 1 4  d e v e l o p m e n t ,  h a s  l a r g e l y  

d i s a p p e a r e d  now. The u n i q u e  m i g r a t i o n  o f  n e a r l y  60 m i l l i o n  

p e o p l e  d u r i n g ,  t h e  p e r i o d  1 8 5 0 - 1 9 1 4  c o n t r a s t s  s h a r p l y  i n  

vo lu m e  w i t h  p r e s e n t  m o v em en t .  H ow ever  t h e  d i s t r i b u t i o n a l  

p a t t e r n  o f  i n t a k e  o f  m i g r a n t s  a n d  t h e  m o t i v e s  f o r  m o v in g  

b e a r  a  h i g h  d e g r e e  o f  c o n t i n u i t y  w i t h  t h e  e a r l i e r  p e r i o d .  

P e o p l e  s t i l l  l e a v e  E u r o p e  i n  t h e i r  t h o u s a n d s  t o  s e t t l e  i n  

C a n a d a ,  A u s t r a l i a ,  New Z e a l a n d ,  S o u t h  A f r i c a  an d  The U n i t e d  

S t a t e s .  An i n t e r e s t i n g  m i d - 2 0 t h  C e n t u r y  d e v e l o p m e n t  i s  t h e  

a t t e m p t  t h o u g h  on a  s m a l l  s c a l e  by p e o p l e  f r o m  t h e  m o d e rn  

d e v e l o p i n g  w o r l d  t o  m i g r a t e  t o  t h e  d e v e l o p e d  i n d u s t r i a l  

s t a t e s .

O t h e r  c h a r a c t e r i s t i c s  a n d  f e a t u r e s  o f  1 9 t h  C e n t u r y  c a p i t a l  

m ovem ent  may when s e e n  i n  r e l a t i o n  t o  a n a l y s e s  u n d e r t a k e n  

i n  o t h e r  c h a p t e r s  o f  t h i s  s t u d y ,  e l u c i d a t e  o u r  u n d e r s t a n d i n g  

o f  t h e  c h a n g e s  an d  c o n t i n u i t i e s  o f  t h e  l a s t  t e n  d e c a d e s .  The 

e c o n o m i c s  o f  w o r l d  d e v e l o p m e n t  h a s  c e r t a i n l y  t a k e n  a  b i g g e r  

d i m e n s i o n  s i n c e  t h e  l a t e r  p a r t  o f  t h e  l a s t  c e n t u r y  when 

G r e a t  B r i t a i n  was t h e  c e n t e r  o f  w o r l d  p r o d u c t i o n  and  t r a d e ,  

c a p i t a l  an d  p o p u l a t i o n  m o v em en t ,  a n d  t e c h n o l o g i c a l  i n n o v a t i o n .

C o n t ' d . . .  a n d  t h e  W orld  C o m m u n i ty , New Y o rk ,  19 6 8 .  
E s p e c i a l l y  P 6 5 - & 8 . "The H i n c k e n l o o p e r  Amendment" 
i n c o r p o r a t e d  i n  t h e  F o r e i g n  A s s i s t a n c e  A c t  o f  1961 g i v e s  
t h e  U n i t e d  S t a t e s  F e d e r a l  A d m i n i s t r a t i o n  e x e c u t i v e  p o w e r  

t o  t a k e  s u c h  a c t i o n .
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H e r  p r e - e m i n e n c e  i n  t h i s  p o s i t i o n  was  p e r h a p s  a t  i t s  z e n i t h  

d u r i n g  t h e  " g o l d e n  a g e "  o f  i n t e r n a t i o n a l  c a p i t a l  f l o w  ( 1 8 7 0 -  

1 9 1 3 )  when h e r  w e a l t h  e n a b l e d  h e r  t o  i n v e s t  a b r o a d  a  l a r g e  

vo lu m e  o f  f u n d s  w h i c h  a s  a  p r o p o r t i o n  o f  h e r  n a t i o n a l  i n 

come o r  o f  h e r  n a t i o n a l  w e a l t h  was n o t ,  a n d  h a s  s i n c e  n e v e r
7

b e e n ,  s u r p a s s e d  by any  o t h e r  n a t i o n  o r  a n y  o t h e r  p e r i o d .

The r a p i d  g r o w t h  i n  t h e  U n i t e d  S t a t e s  e c o n o m i c  w e a l t h  

e s p e c i a l l y  f o l l o w i n g  h e r  r e c o v e r y  f r o m  t h e  G r e a t  D e p r e s s i o n  

e n a b l e d  h e r  t o  r e p l a c e  G r e a t  B r i t a i n  a s  t h e  l e a d i n g  c r e d i t o r  

n a t i o n ,  b u t  t o  a  l e s s e r  e x t e n t .  Today t h a t  r o l e  i s  b e i n g  

i n c r e a s i n g l y  h a m p e r e d  by h e r  c o n t i n u i n g  b a l a n c e  o f  p a y m e n t s  

p r o b l e m .  W i t h i n  t h e  Aiiaerican c a p i t a l  m ovement  t h e  m o s t  o u t 

s t a n d i n g  f e a t u r e  h a s  b e e n  t h e  c o n t r i b u t i o n  f l o w i n g  t h r o u g h  

o f f i c i a l  c h a n n e l s ;  w h e r e a s  b e f o r e  1914 B r i t a i n ’ s o v e r s e a s  

r e s o u r c e  f l o w  was p r i v a t e l y  o r g a n i z e d  w i t h  o f f i c i a l  i n t e r e s t  

a n d  a c t i o n s  l i m i t e d  t o  m i n o r  g r a n t s - i n - a i d  an d  g u a r a n t e e  o f  

c o l o n i a l  s t o c k s .  Even  t h o u g h  t h e  s i z e  o f  B r i t a i n ’ s p r e s e n t  

o v e r s e a s  p r i v a t e  i n v e s t m e n t  i s  a b o u t  3 - 4  t i m e s  t h e  v a l u e  o f  

h e r  i n v e s t m e n t s  d u r i n g  t h e  " g o l d e n  a g e " ,  t h e r e  c a n  be  no 

d o u b t  w h a t s o e v e r  t h a t  i n  r e a l  t e r m s  an d  i n  t e r m s  o f  n a t i o n a l  

r e s o u r c e s  so d i s p o s e d  t h e  l a t t e r  was  o f  g r e a t e r  m a g n i t u d e  

t h a n  m odern  t r a n s f e r s .  D .T .  H e a l e y  a l s o  s t r e s s e s  t h i s  p o i n t :

.................. .." t h e  f a c t  t h a t  t h e  n e t  a n n u a l  o u t f l o w  o f  p r i v a t e

l o n g - t e r m  c a p i t a l  f r o m  t h e  i n d u s t r i a l i z e d  c o u n t r i e s  was

o v e r  $2 b i l l i o n  i n  t h e  e a r l y  1 9 5 0 ’ s ........... s h o u l d  n o t  b l i n d

u s  t o  t h e  f a c t  t h a t  i t  r e p r e s e n t s  i n  r e a l  t e r m s  o n l y  a b o u t  

h a l f  t h e  1 9 2 0 ’ s a v e r a g e . " ^

7 .  See  J . A .  H o b s o n : -  I m p e r i a l i s m :  A. S t u d y  ( 3 ^ ^ e d i t i o n )  
A p p e n d ix  t o  C h a p t e r  IV P a g e s  6 2 - 6 3  See  a l s o  T a b l e  60A.

8 .  D .T .  H e a l e y : -  "The I m p o r t a n c e  o f  P r i v a t e  C a p i t a l  Move
men t  i n  E c onom ic  D e v e l o p m e n t  w i t h  S p e c i a l  R e f e r e n c e  t o  
A f r i c a " O x f o r d  U n i v e r s i t y  I n s t i t u t e  o f  Commonweal th
S t u d i e s  R e p r i n t  S e r i e s  N o . 24 P a g e  ^8 .  A l s o  c o m p are  t a b l e s  
60A an d  60B
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I  h a v e  e x a m i n e d  i n  C h a p t e r  2 t h e  c a u s e s  o f  a n d  m o t i v e s  

b e h i n d  m o d e rn  p r i v a t e  i n v e s t m e n t  o v e r s e a s .  V/hat a b o u t  t h e  

p e r i o d  b e f o r e  t h e  G r e a t  War? One s c h o o l  o f  t h o u g h t  w h i c h  we
V

may c a l l  t h e  M a r x i s t  - l e n i i ^ s t ,  saw t h e  e x i s t e n c e  d u r i n g  t h e  

p e r i o d  o f  a  t r e m e n d o u s  p r e s s u r e  i n  t h e  c a p i t a l i s t  c r e d i t o r  

n a t i o n s  f o r  i n v e s t i n g  t h e i r  s u r p l u s  c a p i t a l  o v e r s e a s  and  

t h a t  t h i s  was  t h e  m a in  f a c t o r  i n  p r o d u c i n g  f o r m a l  an d  i n f o r m a l

i m p e r i a l i s t  t e r r i t o r i a l  e x p a n s i o n s .  T h i s  v i e w  was f i r s t
9 10e x p r e s s e d  by J . A .  H obson  a n d  l a t e r  by L e n i n ,  t h o u g h  f o r

d i f f e r e n t  r e a s o n s ,  Hobson  t o  p u b l i c i z e  h i s  e x p l a n a t i o n  o f  t h e  

s o c i a l  a n d  e c o n o m ic  p r o b l e m s  f a c e d  by  B r i t a i n  d u r i n g  t h e  

V i c t o r i a n  e r a ,  an d  L e n i n ,  t o  p r o p o u n d  a  t h e o r y  t h a t  t a k e s  

t h e  M a r x i s t  a n a l y s i s  o f  t h e  h i s t o r i c a l  d e v e l o p m e n t  o f  t h e  

c a p i t a l i s t  s y s t e m  t o  i t s  l o g i c a l  c o n c l u s i o n .  A c c o r d i n g  t o  

H o b so n  " o v e r - p r o d u c t i o n  i n  t h e  s e n s e  o f  a n  e x c e s s i v e  manu

f a c t u r i n g  p l a n t  and  s u r p l u s  c a p i t a l  w h i c h  c o u l d  n o t  f i n d  

s o u n d  i n v e s t m e n t  w i t h i n  t h e  c o u n t r y ,  f o r c e d  G r e a t  B r i t a i n ,  

G erm any ,  H o l l a n d  an d  F r a n c e  t o  p l a c e  l a r g e r  an d  l a r g e r  

p o r t i o n s  o f  t h e i r  e c o n o m ic  r e s o u r c e s  o u t s i d e  t h e  a r e a  o f

t h e i r  p r e s e n t  p o l i t i c a l  d o m a in  a n d  t h e n  s t i m u l a t e  a  p o l i c y
11o f  p o l i t i c a l  e x p a n s i o n  so  a s  t o  t a k e  i n  t h e  new a r e a s .

L e n i n  saw t h e  r e s u l t i n g  p o l i t i c a l  a n d  e co n o m ic  i m p e r i a l i s m  

a s  p r o v i d i n g  o n l y  a  t e m p o r a r y  c u r e  f o r  "m o n o p o ly  c a p i t a l i s m ; " 

c o m p e t i n g  e c o n o m ic  e m p i r e s  b r e e d  w a r ,  w ar  b r e e d s  r e v o l u t i o n  

a n d  r e v o l u t i o n  w i l l  f i n a l l y  o v e r t h r o w  c a p i t a l i s m  a n d  

i m p e r i a l i s m .  To him i m p e r i a l i s m  m u s t  p r o v e  t h e  l a s t  s t a g e  o f

9 .  J . A .  H o b s o n : -  I m p e r i a l i s m :  A S tu d y  op c i t

1 0 .  V . 1 .  L e n i n  : -  I m p e r i a l i s m ,  t h e H i g h e s t  S t a g e o f  C a p i t a l i s m  
1 9 4 7 .  Moscow e d i t i o n .

11 . J . A .  H o b s o n : -  I m p e r i a l i s m :  A S t u d y  op c i t  P a g e  80
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c a p i t a l i s m  b e f o r e " l a w  o f  c a p i t a l i s t  c o l l a p s e "  became 

o p e r a t i v e .  I t  i s  a l s o  w o r t h  n o t i n g  two o t h e r  i d e a s ,  e m a n a t i n g  

f r o m  t h e  H o b s o n - L e n i n s t  t h e s i s .  The f i r s t  c o n c e r n s  t h e  

c o n t r o l  a n d  i n f l u e n c e  e x e r c i s e d  by  " f i n a n c e - c a p i t a l i s t s "  

o v e r  o v e r s e a s  i n v e s t m e n t  a n d  t e r r i t o r i a l  e x p a n s i o n .  The o t h e r  

i s  t h e  s u g g e s t i o n  t h a t  i m p e r i a l  p o w e r s  w e re  a l m o s t  c e r t a i n  t o  

e x p l o i t  i n  t h e i r  own i n t e r e s t  t h e i r  c o l o n i a l  p o s s e s s i o n s  and  

t h e  e c o n o m i c a l l y  an d  p o l i t i c a l l y  weak " i n d e p e n d e n t  s e m i 

c o l o n i a l s "  .

O p p o s i n g  t h e  H o b s o n - L e n i n  t h e s i s  i s  w h a t  we may c a l l  t h e  

o r t h o d o x  s c h o o l  who i n s i s t s  t h a t  t h e  e n o r m o u s  spurn i n  l e n d i n g  

m u s t  b e  s e e n  i n  t h e  c o n t e x t  o f  B r i t a i n ' s  ( a n d  o t h ë r  E u r o p e a n  

C r e d i t o r  n a t i o n s )  r o l e  w i t h i n  t h e  e m e r g i n g  p a t t e r n  o f  i n t e r 

n a t i o n a l  i n t e r c o u r s e .  O v e r s e a s  i n v e s t m e n t ,  m i g r a t i o n  a n d  t h e  

t r e m e n d o u s  u p s u r g e  i n  w o r l d  p r o d u c t i o n  an d  t r a d e  w e r e  a l l  

i n t e g r a t e d  t o g e t h e r  i n  t h e  p r o c e s s  o f  i n t e r n a t i o n a l  e x p a n s i o n  

b e f o r e  1 9 1 4 .  C a p i t a l  e x p o r t  was n o t  f o r c e d  o u t  o f  t h e  

B r i t i s h  economy by t h e  m a c h i n a t i o n  o f  s e l f - c e n t e r e d  f i n a n c e -  

c a p i t a l i s t s  a n d  s p e c u l a t o r s ,  b u t  was r a t h e r  a  p o s i t i v e l y  

r a t i o n a l  r e a c t i o n  on t h e  p a r t  o f  B r i t i s h  i n v e s t o r s  who 

c o n s i d e r e d  t h e  d e v e l o p m e n t  o f  t h e  p o t e n t i a l l y  r i c h ,  raw  

m a t e r i a l  p r o d u c i n g  t e r r i t o r i e s  a s  a  m a t t e r  o f  e n l i g h t e n e d  

s e l f - i n t e r e s t .  To i n v e s t  i n  t h e  r e g i o n s  o f  r e c e n t  s e t t l e m e n t ,  

t h a t  i s  t h e  s p a c i o u s  f e r t i l e  an d  v i r t u a l l y  em pty  p l a i n s  o f  

C a n a d a ,  t h e  U n i t e d  S t a t e s ,  A r g e n t i n a ,  A u s t r a l i a ,  New Z e a l a n d ,  

S o u t h  A f r i c a  a n d  o t h e r  "nev/ c o u n t r i e s " ,  was i n  one  s e n s e  t o

i n v e s t  i n  a  p r i m a r y  s e c t o r  o f  an  e n l a r g e d  B r i t i s h  e co n o m y .
\

And t h e  g a i n s  t o  B r i t a i n  was n o t  e n t i r e l y  l i m i t e d  t o  i n v e s t 

m en t  i n c o m e ,  p r o f i t s  a n d  d i v i d e n d s ,  b u t  a l s o  i n c l u d e  c h e a p  

and  p l e n t i f u l  r a w  m a t e r i a l s  a n d  f o o d s t u f f ,  a s  w e l l  a s  o v e r -
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s e a s  m a r k e t  f o r  h e r  i n d u s t r i a l  p r o d u c t i o n .  Thus  c a p i t a l  

e x p o r t  became t h e  m eans  w h e r e b y  v i g o r o u s  p r o c e s s  o f  

e c o n o m i c  g r o w t h  came t o  be t r a n s m i t t e d  f r o m  t h e  c e n t r e  

t o  t h e  o u t l y i n g  a r e a s  o f  t h e  w o r l d ,  w i t h  s t e r l i n g  i n  p a r t 

i c u l a r  f u l f i l l i n g  t h e  r e s e r v e  c u r r e n c y  r o l e .  I t s  f l o w  

l u b r i c a t i n g  i n t e r n a t i o n a l  t r a d e  a n d  c a p i t a l  movement  

m a c h i n e r y .

As a  r e a c t i o n  t o  H o b s o n - L e n i n  a r g u m e n t ,  i t  h a s  b e e n  shown

f o r  e x a m p l e  t h a t  t h e  b u l k  o f  B r i t a i n ’ s i n v e s t m e n t  w a s ,  a n d

c o n t i n u e d  t o  go a s  b e f o r e  t o  c o u n t r i e s  o u t s i d e  t h e  B r i t i s h

E m p i r e  a n d  l a r g e l y  b e y o n d  t h e  d i r e c t  c o n t r o l  o f  B r i t i s h

p o l i c y .  The c o r o l l a r y  b e i n g  t h a t  t h e  " c o l o n i a l  e n c l a v e "  t y p e

o f  f o r e i g n  i n v e s t m e n t  was o f  m i n o r  i m p o r t a n c e  d u r i n g  t h e  
1 2p e r i o d ,  an d  t h a t  t h e r e  was no  c a u s a l  e c o n o m i c  r e l a t i o n s h i p

b e t w e e n  B r i t a i n ' s  t e r r i t o r i a l  a c q u i s i t i o n  a f t e r  1870 a n d  h e r

e x p a n d i n g  o v e r s e a s  i n v e s t m e n t ,  w h i c h  H obson  an d  l a t e r  L e n i n
1 3h a v e  u s e d  t o  j u s t i f y  t h e  r i s e  o f  i m p e r i a l i s m .  S e c o n d l y ,  

t h a t  B r i t a i n  an d  o t h e r  E u r o p e a n  p o w e r s  h a v e  i n v e s t e d  

e n o r m o u s l y  a b r o a d  and  a c q u i r e d  t e r r i t o r i a l  p o s s e s s i o n s  l o n g  

b e f o r e  t h e i r  i n d u s t r i e s  and  c r e d i t  s y s t e m s  showed t h e  l e a s t  

t e n d e n c y  i n  t h e  w o r l d  t o w a r d s  m o n o p o l y . F u r t h e r m o r e  t h o s e  

v/ho h a v e  s o u g h t  t o  e x p l a i n  t h e  f o r c e s  b e h i n d  t h e  r a p i d

12. See  f o r  e x a m p l e  R. H u r s k e : -  " I n t e r n a t i o n a l  I n v e s t m e n t  
Today  i n  t h e  L i g h t  o f  1 9 t h  C e n t u r y  E x p e r i e n c e "  E c o n o m ic  
J o u r n a l  B e e .  1954', R o y a l  I n s t i t u t e  o f  I n t e r n a t i o n a l  
A f f a i r s : -  P r o b l e m s  o f  I n t e r n a t i o n a l  I n v e s t m e n t ,  op c i t  
a n d  A.X. C a i r n c r o s s : -  Home a n d  F o r e i g n  I n v e s t m e n t  op  c i t

13 .  D . a . F i e l d h o u s e : -  " I m p e r i a l i s m :  An H i s t o r i o g r a p h i c a l  
R e v i s i o n " .  The E conom ic  H i s t o r y  R e v i e w ,  2nd S e r i e s  V o l .  
XIV No. 2 1961 P a g e  TS9.

14.  See W.H. C o u r t : -  "The C om m unis t  D o c t r i n e  o f  E m p i r e "  
A p p e n d i x  1 ,  o f  W.H. H a n c o c k : -  S u r v e y  o f  B r i t i s h  Common
w e a l t h  A f f a i r s ,  V o l .  I I  P a r t  I  op c i t , a n d  D.X. 
F i e l d h o u s e  i b i d  P a g e  197 .
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e x t e n s i o n  o f  f o r m a l  c o n t r o l  o v e r  a l i e n  t e r r i t o r i e s  a f t e r  

1870 h ave  a r g u e d  t h a t  p o l i t i c a l  f a c t o r s  i n  e s s e n c e  d e t e r 

m i n e d  s u c h  s c r a m b l e .  The p o l i t i c a l  i m p e r i a l i s m  t h a t  s p r e a d  

o u t  o f  E u r o p e  t o  t h e  r e s t  o f  t h e  w o r l d  was t h e  o u tc o m e  o f  

f e a r  and  r i v a l r i e s  w i t h i n  E u r o p e .  'The o u t s t a n d i n g  f e a t u r e  

o f  t h e  new s i t u a t i o n  ( a t  t h e  t u r n  o f  t h e  c e n t u r y )  was t h e  

s u b o r d i n a t i o n  o f  e c o n o m i c  t o  p o l i t i c a l  c o n s i d e r a t i o n s ,  t h e

p r e o c c u p a t i o n  w i t h  n a t i o n a l  s e c u r i t y ,  m i l i t a r y  p o w e r  a n d  
1 5p r e s t i g e . "  R e a l p o l i t i k  r a t h e r  t h a n  e c o n o m i c  c o n s i d e r a t i o n  

was t h e  r e a l  d r i v i n g  f o r c e  b e h i n d  s u c h  t e r r i t o r i a l  a g g r a n d 

i z e m e n t  . '

The g u l f  b e t w e e n  t h e  two a l t e r n a t i v e  e x p l a n a t i o n s  o f  t h e  

f o r c e s  b e h i n d  B r i t i s h  ( a n d  o t h e r  E u r o p e a n  C o u n t r i e s )  i n v e s t 

m e n t  o v e r s e a s  d u r i n g  t h e  p e r i o d  a p p e a r s  s u p e r f i c i a l l y  w i d e r  

t h a n  r e a l .  T r u e ,  one  v i e w  h o l d s  t h a t  i t  was  a  q u e s t i o n  o f  

demand p u l l ,  an d  t h e  o t h e r ,  a  q u e s t i o n  o f  s u p p l y  p u s h ,  how

e v e r  t h e r e  a r e  c e r t a i n  a r e a s  o f  t h e  c i r c u m s t a n c e s  s u r r o u n d i n g  

t h e  o u t f l o w  i n  w h ic h  a g r e e m e n t ,  c o n s i s t e n c y  o r  r e c o n c i l i a t i o n  

o f  t h e  two s c h o o l s  c a n  b e  e s t a b l i s h e d ,  l e t  u s  e x a m i n e  some 

o f  t h e m .  T h e r e  i s  a  c e r t a i n  am o u n t  o f  a g r e e m e n t  among 

r e s e a r c h e r s  on t h e  s u b j e c t  o f  t h e  a v a i l a b i l i t y  o f  s u r p l u s

c a p i t a l  w i t h i n  t h e  B r i t i s h  economy f o r  e x a m p l e ,  an d  a s  b o t h
17 18C a i r n c r o s s  a n d .  V/.H.B. C o u r t  p o i n t e d  o u t .  She l e n t

c h i e f l y  i n  t i m e s  o f  boom when s h e  was  h e r s e l f  m a k in g  f u l l  c a l l

u p o n  h e r  c a p i t a l  f o r  home d e v e l o p m e n t  an d  a l s o  when n e a r l y

t h e  who le  e m p l o y a b l e  p o p u l a t i o n  was a t  w o r k .  F u r t h e r m o r e

15 .  D . £ .  F i e l d h o u s e  i b i d  P a g e  2 0 4 .

16 .  C /F  B e n i n ' s  e m p h a s i s  on e c o n o m i c  f a c t o r s  a s  t h e  r o o t  o f  
a l l  f e a t u r e s  o f  t h e  I m p e r i a l i s t  S t a t e .  To h im ,  t h e  
p o l i t i c s  o f  I m p e r i a l i s m  c a n n o t  b e  d e t a c h e d  f r o m  i t s  
e c o n o m i c s .  S e e ,  I m p e r i a l i s m :  The H i g h e s t  S t a g e  o f  
C a p i t a l i s m .  op c i t  1947 Moscow e d i t i o n  P a g e s  1 1 1 - 1 1 2 .
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t h e  r a p i d  e co n o m ic  d e v e l o p m e n t  a b r o a d  made p o s s i b l e  by

h e r  l o a n s ,  b r o u g h t  a b o u t  t h e  f u r t h e r  i n c r e a s e s  i n  h e r  w e a l t h

o u t  o f  w h i c h  nev/ i n v e s t m e n t s  w e r e  made a t  an  i n c r e a s i n g  r a t e

u n t i l  t h e  o u t b r e a k  o f  w a r .  P e r h a p s  e v e n  more  i m p o r t a n t  i s

t h e  p r o p o s i t i o n  t h a t  h a d  t h e r e  b e e n  no  o p e n i n g s  a b r o a d  f o r

h e r  c a p i t a l  much o f  t h a t  e x c e s s  c a p i t a l  m i g h t  n e v e r  h a v e  b e e n

s a v e d  a t  a l l .  As C a i r n c r o s s  o b s e r v e s ,  " t h e  e a r n i n g s  o f

C a p i t a l i s t s  w o u ld  p r e s u m a b l y  h a v e  b e e n  l e s s  b e c a u s e  o f  a

l o w e r  r a t e  o f  i n t e r e s t  o r  b e c a u s e  o f  a  c h e c k  t o  a c c u m u l a t i o n

o r  f o r  b o t h  r e a s o n s .  The e a r n i n g s  b e i n g  t h e  m a i n  s o u r c e

f o r  t h e  p r o v i s i o n  o f  f r e s h  c a p i t a l ,  t h e  c h e c k  t o  t h e  N a t i o n a l
19D i v i d e n d  m i g h t  h a v e  b e e n  c u m u l a t i v e . "  T h e s e  v i e w s  a r e  n o t  

p e r h a p s  i n c o n s i s t e n t  w i t h  H o b s o n - L e n i n  c o n t e n t i o n ,  t h a t  

i n v e s t m e n t  a b r o a d  was  n e c e s s a r y  t o  s u s t a i n  V i c t o r i a n  E n g l a n d ’ s 

a c c u m u l a t i o n  o f  c a p i t a l .  T h e i r  p r e d i c t i o n s  o f  s h o r t - t e r m  

c o n s e q u e n c e s  t o  m o n o p o ly  c a p i t a l i s m  w ere  s u c h  o u t l e t s  t o  be  

d e n i e d ,  seem t o  be i n  l i n e  w i t h  t h o s e  o f  t h e  o r t h o d o x  s c h o o l .  

A g a in  t h e  l a t t e r  h a s  c o n c e d e d  t h e  f a c t  t h a t  s u c h  i n v e s t m e n t s  

o f t e n  b r o u g h t  p o l i t i c a l  c o n s e q u e n c e s .  B o th  s i d e s  a g r e e  

t h a t  t h e  q u e s t  f o r  h i g h  p r o f i t s ,  f o r  g r e a t e r  s e c u r i t y  o f  

t h e i r  i n v e s t m e n t s  i n  c o l o n i a l  a n d " s e m i - c o l o n i a l "  t e r r i t o r i e s ,  

and  f o r  m a r k e t s  t o  s u p p l y  r a w  m a t e r i a l s  an d  r e c e i v e  m anu

f a c t u r e r s ,  was a  m a j o r  f a c t o r  i n  a c c e l e r a t i n g  t h e  d r i v e  f o r  

e x p a n s i o n  o v e r s e a s .  The e s s e n c e  o f /  H o b s o n - L e n i n  t h e s i s  i s  

t h e  i m p a c t  o f  e co n o m ic  c o n s i d e r a t i o n s  on t h e  e s t a b l i s h m e n t

16 . C o n t ’d . . . .

See a l s o  L. W oolf  : E m p i r e  a n d  Commerce -  A S t u d y  i n
Economic  I m p e r i a l i s m .

17. A. C a i r n c r o s s ;  Home a n d  F o r e i g n  I n v e s t m e n t .  on c i t  
Page  232 .

18. V/.H.B. C o u r t  op c i t  P a g e  3 0 0 .

19 .  A. C a i r n c r o s s  ( f n  17) l o c  c i t
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o f  fo r m a l  or  In fo r m a l s o v e r e i g n t y  and " s p h e r e s  o f  i n f lu e n c e "  

o v e r  o v e r s e a s  t e r r i t o r i e s .  To me, a t t e m p t s  to  d i s c r e d i t  

Hobson* s l i n k i n g  o f  c a p i t a l  o u t f lo w  and t e r r i t o r i a l  ann ex

a t i o n  a f t e r  1 8 7 0 ,  by  sh ow in g  t h a t  more th a n  t w o - t h i r d s  o f  

B r i t i s h  in v e s t m e n t  w ent to  r e g i o n s  o f  r e c e n t  s e t t l e m e n t  in  

th e  tem p er a te  zon e  and t h a t  th e  b u lk  b y p a s s e d  th e  u n d er 

d e v e lo p e d  p a r t s  o f  t r o p i c a l  A f r i c a  and A s i a  w h ich  w ere

ann exed  d u r in g  th e  p o s t  1870 " i m p e r i a l i s t  g r a b s " ,  i s  o f  l i t t l e  
20s i g n i f i c a n c e .  To L e n in ,  th e  d i v i s i o n  o f  th e  r e s t  o f  th e  

w o r ld  i n t o  f o r e i g n ,  em pire  and c o l o n i a l ,  E u ro p ea n , o r  w h a t

e v e r  c a t e g o r i e s  im a g i n a b le ,  i s  i r r e l e v a n t  when i t  r e l a t e s  to  

in v e s t m e n t .  What d o es  m a t te r  i s  t h a t  t h e  i n f l o w  o f  c a p i t a l  

from  abroad b r i n g s  w i t h  i t  econ om ic  a s  w e l l  a s  p o l i t i c a l  i n 

f l u e n c e  i r r e s p e c t i v e  o f  w h e th e r  su ch  i n f l u e n c e  i s  f o r m a l i z e d  

o r  n o t .  What m ust be b orn e  in  mind h e r e  i s  t h a t  th e  enormous  

o u t f lo w  a f t e r  1870 b r o u g h t  w i t h  i t  a c c e l e r a t e d  e x p l o i t a t i o n

o f ,  and i n t e r c o u r s e  w i t h  th e  u n d e r d e v e lo p e d  p a r t s  o f  th e  
21w o r ld .  The fo r m a l p o s i t i o n  o f  t h e s e  t e r r i t o r i e s  v i s - a - v i s  

th e  l e n d i n g  im p e r ia l  pow ers i s  u n - im p o r t a n t .  I n  f a c t  a l o t  

o f  th e  " in d ep en d en t"  or " fo r e ig n "  d e b t o r  c o u n t r i e s  w ere  in  

r e a l i t y  s e m i - c o l o n i a l  or  " p r o te c te d "  s t a t e s .  What I  am 

s a y in g  h e r e  i s  t h a t  t h e r e  o u gh t n o t  to  b e  much d i f f e r e n c e  

a s  to  where t h e s e  in v e s t m e n t s  w e n t .  I t  b o i l s  down to  th e  

q u e s t io n  o f  one* s i n t e r p r e t a t i o n  o f  th e  s t a t u s  o f  th e  

r e c e i v i n g  c o u n t r i e s .  P erh a p s  more im p o r ta n t

2 0 .  For exam ple  S e e  D .K . F i e l d h o u s e  on c i t  P age 1 9 0 .

2 1 .  C/P H. S in g e r * s  t h e s i s  on th e  s e c u l a r  d e t e r i o r a t i o n  in  
th e  term s o f  t r a d e  o f  th e  d e v e lo p in g  c o u n t r i e s  i n  th e  
seco n d  h a l f  o f  th e  1 9 th  C e n tu r y .
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t h a n  t h e  a r g u m e n t  a b o v e  i s  t h e  p a r t i a l  a c c e p t a n c e  by  t h e  

o r t h o d o x  s c h o o l  o f  t h e  f a c t  t h a t  some o f  t h e  " i m p e r i a l i s t  

g r a b s "  o f  t h e  p e r i o d  t o o k  p l a c e  b e c a u s e  B r i t i s h ,  F r e n c h  and  

German c a p i t a l i s t s  -  t h e  e x p o r t i n g ,  t h e  f i n a n c i a l  a n d  

s p e c u l a t i v e  g r o u p s  -  h a d  a l r e a d y  i n v e s t e d  much o f  t h e i r  

s u r p l u s  c a p i t a l  t h e r e ,  o r  b e c a u s e  t h e y  r e g a r d e d  th em  a s  

p o t e n t i a l  f i e l d s  f o r  f u t u r e  i n v e s t m e n t  a n d  e x p l o i t a t i o n .

A p r i m a f a c i e  c a s e  c o u l d  be made o u t  a b o u t  t h e  i n f l u e n c e  o f  

e c o n o m i c  and  f i n a n c i a l  i n t e r e s t s  i n  t h e  a n n e x a t i o n  o f  S o u t h  

A f r i c a ,  R h o d e s i a s ,  t h e  N i g e r  b a s i n  and  E g y p t  by  G r e a t  B r i t a i n ,  

and  t h e  C am eroons  by B i s m a r c k  i n  1 8 8 5 .  As W.H. C o u r t  r e m a r k s ,  

" t h e r e  i s  f o r c e f u l  p r o o f  i n  t h e  h i s t o r y  o f  t h e  1 9 t h  C e n t u r y

f o r  B e n i n ’ s t h e s i s ................  The m o s t  d i s t i n c t ,  n o t  t o  s a y

g l a r i n g  e x am p le  o f  t h e  i m p a c t  o f  f i n a n c e  u p o n  p o l i t i c s  i n  

B r i t i s h  E x p e r i e n c e  i s  t o  be  f o u n d  i n  t h e  h i s t o r y  o f  S o u t h  

A f r i c a n  w a r ,  when l e a d e r s  o f  i n v e s t m e n t  o f  B r i t i s h  C a p i t a l  

i n  S o u t h  A f r i c a  e x e r t e d  a  r e a l  p e r s o n a l  i n f l u e n c e  o v e r  b o t h  

S o u t h  A f r i c a  an d  B r i t i s h  P o l i t i c s .

P r o p o n e n t s  o f  t h e  o r t h o d o x  e x p l a n a t i o n  do n o t  d e n y  t h e  

e x i s t a n c e  o f  " e c o n o m ic  i m p e r i a l i s m "  a s  an  h i s t o r i c a l  f a c t  

e v e n  i f  t h e y  do n o t  s p e c i f i c a l l y  a s s o c i a t e  i t  w i t h  t h e  m a ss  

movement o f  c a p i t a l  d u r i n g  t h e  p e r i o d .  As B .X .  F i e l d h o u s e ,  

who h a s  c r i t i c a l l y  e x a m i n e d  a n d  r e j e c t e d  H o b s o n ’ s a n d  B é n i n ’s 

h y p o t h e s i s  a b o u t  t h e  r i s e  o f  p o l i t i c a l  i m p e r i a l i s m  a p t l y  p u t s  

i t , " . . .  m o s t  o f  t h e  w o r l d  h a d  b e e n  b r o u g h t  u n d e r  t h e  e c o n o m i c  

c o n t r o l  o f  E u r o p e a n  ( a n d  t h e  i n c r e a s i n g l y  i n f l u e n c i a l  U n i t e d  

S t a t e s )  b u s i n e s s  e n t e r p r i s e  by t h e  e n d  o f  t h e  1 9 t h  C e n t u r y , .  

.............  t h e i r  t r a d e  was o r g a n i z e d  and  c a r r i e d  by f o r e i g n

22 .  W.H. C o u r t ;  "The Communist o f  Empire" op c i t  P age  2 99 .
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m e r c h a n t s ,  t h e i r  r e v e n u e s  m o r t g a g e d  t o  t h e  l o a n s  t h e y  h a d  

r e c e i v e d .  T h i s  i n d e e d  was " e c o n o m ic  i m p e r i a l i s m "  i n  i t s  

p u r e s t  f o r m ;  c o s m o p o l i t a n  i n  o u t l o o k ,  s h o w i n g  no  i n t e r e s t  i n  

t h e  c r e a t i o n  o f  " f o r m a l "  c o l o n i e s  e x c e p t  w h e r e ,  a s  i n ^ h i n a  

t h e  f o r m u l a  f o r  t h e  o p e n  d o o r  p o l i c y  p r o v e d  o t h e r w i s e  u n w o r k 

a b l e .............  The e s s e n t i a l  w e ap o n s  o f  t h e  E u r o p e a n  t r a d e r  o r

f i n a n c i e r  w e re  e c o n o m ic  -  t h e  demand f o r  h i s  g o o d s ,  h i s  

c a p i t a l  o r  h i s  c r e d i t .  The s t r a n g l e h o l d  he  t h u s  o b t a i n e d  

d i f f e r e d  o n l y  i n  d e t a i l  f r o m  t h a t  h e l d  i n  t h e  1 8 t h  C e n t u r y  

by  B r i t i s h  f i r m s  i n  t h e  A m e r i c a n  c o l o n i e s ,  t r a n s f e r r e d  now t o  

t h e  s i m i l a r l y  d e f e n c e l e s s ,  t h o u g h  p o l i t i c a l l y  i n d e p e n d e n t

s t a t e s  o f  S o u t h  A m e r i c a ,  t h e  M i d d l e  and  E a r  E a s t   O n ly

i n  a b s o l u t e  vo lum e o f  i t s  a c t i v i t y ,  a n d  i n  t h e  i n c r e a s i n g  

c o m p e t i t i o n  b e t w e e n  r i v a l s  f r o m  n e w l y  i n d u s t r i a l i z e d  

c o u n t r i e s ,  d i d  t h e  c h a r a c t e r  o f  e c o n o m i c  i m p e r i a l i s m  c h a n g e d  

b e f o r e  1 9 1 4 . " ^ ^

F i n a l l y ,  we may n o t e  t h a t  B e n i n ' s  o b s e r v a t i o n  o f  t h e  

p o l i t i c a l  a n d  m i l i t a r y  c h a o s  t h a t  was t o  f o l l o w  t e r r i t o r i a l  

a c q u i s i t i o n  by t h e  G r e a t  P o w e rs  b e a r s  some s e m b l a n c e  t o  

F i e l d h o u s e ' 8 a n a l y s i s  o f  t h e  e v e n t s  l e a d i n g  t o  t h e  1 s t  W or ld  

War. V/hat t h e  a b o v e  a n a l y s i s  h a s  shov/n a p a r t  f r o m  a n y t h i n g  

e l s e ,  i s  t h a t  t h e r e  i s  much c o n t r o v e r s y  a b o u t  t h e  m o t i v e s  and  

c i r c u m s t a n c e s  s u r r o u n d i n g  o v e r s e a s  i n v e s t m e n t  i n  t h e  P r e - 1 9 1 4  

p e r i o d .  T h i s  i n  a  way r e p r e s e n t s  a  m a j o r  f e a t u r e  o f  t h e  

p e r i o d ,  an a lo g o u s  t o  t h e  e m e r g i n g  d i s c u s s i o n  a b o u t  t h e  r o l e  o f  

m u l t i n a t i o n a l  c o r p o r a t i o n s  i n  m o d e rn  c a p i t a l  m o v e m e n t ,  we 

c an  a l s o  d e t e c t  an  e l e m e n t  o f  c o n t i n u i t y  i n  m o t i v a t i o n .  

C e r t a i n l y  much o f  t h e  v i e w  e x p r e s s e d  by t h e  o r t h o d o x  s c h o o l

23 .  D . F .  F i e l d h o u s e  " I m p e r i a l i s m ;  An H i s t o r i o g r a p h i c a l  
R e v i s i o n "  Op c i t  P age  2 0 8 .
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i s  r e f l e c t e d  i n  t h e  e x p l a n a t i o n  o f  p r e s e n t  day  m o t i v e s  

u n d e r t a k e n  i n  C h a p t e r  two;  w h i l e  f o r  t h e  n e w l y  i n d e p e n d e n t  

d e v e l o p i n g  c o u n t r i e s ,  e s p e c i a l l y  t h o s e  w i t h  p r e f e r e n c e  f o r  

s o c i a l i s t  i d e o l o g y  s u s p i c i o n  an d  c r i t i c i s m  o f  f o r e i g n  

c a p i t a l ’ s m o t i v e  a r e  no l e s s  a s  s t r o n g  a s  t h o s e  i n  t h e  d a y s  

o f  H o b s o n ,  L e n i n  an d  R o sa  L u x e n b u r g .

L e t  u s  move t o  o t h e r  f e a t u r e s .  One i m p o r t a n t  o n e  was  t h e  

S t r u c t u r a l  f l e x i b i l i t y  d i s p l a y e d  by  o v e r s e a s  h o l d i n g s .  T h i s  

c o n t i n u o u s  p r o c e s s  o f  c h a n g e  i s  p a r t l y  i n  r e s p o n s e  t o  

p o t e n t i a l  h i g h  r e t u r n s  and  s e c u r i t y  o f  a s s e t s ,  a n d  p a r t l y  t o  

c h a n g i n g  c i r c u m s t a n c e s .  A g a i n ,  we c a n  u s e  B r i t i s h  e x p e r i e n c e  

a s  an  e x a m p l e .  I n  1370 an d  b e f o r e ,  t h e  g r e a t e r  p a r t  ( 2 / 3 )  

o f  B r i t i s h  I n v e s t m e n t  v/as i n  t h e  b o n d s  o f  U n i t e d  S t a t e s ,  

C o n t i n e n t a l  E u r o p e  and  S o u t h  A m e r i c a n  r e p u b l i c s .  The r e s t  

was i n  t h e  E m p i r e .  By 1885 t h e  d i s t r i b u t i o n  h a d  s t a r t e d  t o  

move s l o w l y  a t  f i r s t  b u t  more r a p i d l y  a t  t h e  t u r n  o f  t h e  

c e n t u r y  i n  f a v o u r  o f  t h e  E m p i re  s u c h  t h a t  by  1930  t h e  s t a k e  

i n  t h e  D o m in io n s  and  C o l o n i e s  a c c o u n t e d  f o r  6 0 ^  o f  B r i t i s h  

o v e r s e a s  i n v e s t m e n t .  W i t h i n  t h e  E m p i r e  g i l t - e d g e  s t o c k s  o f  

g o v e r n m e n t  ( f o r  p u b l i c  u t i l i t i e s  a n d  o t h e r  e c o n o m i c  i n f r a 

s t r u c t u r e )  an d  c o l o n i a l  r a i l w a y s  w e re  t h e  m a in  b e n e f i c i a r i e s .  

S m a l l e r  a m o u n t  w e n t  t o  d i r e c t  i n v e s t m e n t  s u c h  a s  m i n i n g ,  

e x p o r t - i m p o r t  t r a d e ,  p l a n t a t i o n  a g r i c u l t u r e  a n d  s e r v i c e s  i n  

s h i p p i n g ,  b a n k i n g  and  i n s u r a n c e .  The g r o w t h  o f  d i r e c t  

" e n c l a v e "  i n v e s t m e n t  was m o s t  p r o n o u n c e d  b e t w e e n  1900 a n d  

1914 ,  h o w e v e r  r a i l w a y  p o r t f o l i o  b o t h  f o r e i g n  a n d  E m p i r e  was 

t h e  o u t s t a n d i n g  o u t l e t  f o r  B r i t i s h  C a p i t a l  a n d  w i t h  f e w  

e x c e p t i o n s  c o n s i s t e n t l y  p r o f i t a b l e .  T h e r e  was  n o t  much 

c h a n g e  i n  t h e  d i s t r i b u t i o n a l  p a t t e r n  o f  o v e r s e a s  a s s e t s  i n  

t h e  i n t e r - w a r  y e a r s .  The m a in  d e v e l o p m e n t s  w e re  t h e  r e p l a c e 

m en t  o f  A u s t r a l a s i a  by  C an a d a  a s  t h e  l e a d i n g  b o r r o w i n g  n a t i o n
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a n d  t h e  e m e r g e n c e  o f  th e  U n i t e d  S t a t e s  a s  a  n e t  c r e d i t o r  

c o u n t r y .  P o s t  World  War I I  saw t h e  r a p i d  e x p a n s i o n  o f  

d i r e c t  i n v e s t m e n t  a s  an  a l t e r n a t i v e  t o  p o r t f o l i o  h o l d i n g  

e s p e c i a l l y  i n  t h e  d e v e l o p i n g  c o u n t r i e s .  By 1958 i t  a c c o u n t e d  

f o r  43^0 o f  t o t a l  B r i t i s h  i n v e s t m e n t  a n d  g re w  r a p i d l y  ( a s  

p a r t  o f  a  w o r l d  t r e n d )  t o  r e a c h  9 1 ^  o f  t h e  t o t a l  i n  1966 .

S i n c e  t h e  e a r l y  ' 6 0 s ,  d i r e c t  i n v e s t m e n t  ( e x c l u d i n g  o i l )  i n  

o v e r s e a s  s t e r l i n g  a r e a  (hy a n d  l a r g e ,  t h e  o l d  E m p i r e )  h a s  

o s c i l l a t e d  i n  t h e  5 0 - 6 0 ^  r a n g e .  "One r e a s o n  f o r  t h i s  m i g h t  

be t h a t  e a r n i n g s  on i n v e s t m e n t  i n  t h e  s t e r l i n g  a r e a  h a v e  b e e n  

l e s s  b u o y a n t  t h a n  i n  t h e  n o n - s t e r l i n g  a r e a ,  f a l l i n g  f r o m  6 6 ^  

o f  t o t a l  e a r n i n g s  i n  1 9 6 2 -6 4  t o  5 7 ^  i n  1 9 6 5 - 6 7 " . ^ ^  I n  

c o n t r a s t  B r i t i s h  i n v e s t m e n t  r o s e  s h a r p l y  i n  N o r t h  A m e r i c a  and  

W e s te r n  E u r o p e .  A gain  a  r e f l e c t i o n  o f  t h e  r a p i d  g r o w t h  o f  

i n t r a - O E C D  c a p i t a l  f l o w s .  A lo n g  w i t h  t h e  p o s t - w a r  e x p a n s i o n  

o f  d i r e c t  i n v e s t m e n t ,  we may n o t e  t h e  gro w th  o f  t e c h n i c a l  

a s s i s t a n c e  i n c l u d i n g  t h e  movement o f  "human c a p i t a l " ,  a n d  t h e  

p h e n o m e n a l  r i s e  i n  e x p o r t  c r e d i t s  and  c o n t r a c t o r  f i n a n c e  

c r e d i t s  t o  th e  d e v e l o p i n g  c o u n t r i e s .  The c o n t i n u i n g  i m p o r t 

a n c e  o f  e x p o r t  c r e d i t  a s  a  m a j o r  c o m p l e m e n t  t o  p r i v a t e  c a p i t a l  

movement w i l l  l a r g e l y  d e p e n d  on how s u c c e s s f u l l y  d e v e l o p i n g  

c o u n t r i e s  c a n  s h o u l d e r  t h e  h e a v y  d e b t  o b l i g a t i o n  i n v o l v e d .

What o t h e r  c h a n g e s  ( a n d  c o n t i n u a t i o n  o f  t r e n d s )  a r e  l i k e l y  t o  

em erge  i n  a  d e c a d e  o r  two f ro m  now? On t h e  b a s i s  o f  a n a l y s i s  

u n d e r t a k e n  a b o v e  and  i n  o t h e r  c h a p t e r s  a  f e w  p r o j e c t i o n s  c a n  

be made.  The c o s t  o f  b o r r o w i n g  c a p i t a l ,  t h a t  i s  t h e  a v e r a g e  

i n t e r n a t i o n a l  i n t e r e s t  r a t e  i s  l i k e l y  t o  c o n t i n u e  i t s  u p w a rd  

t r e n d  a s  demand k e e p s  a h e a d  o f  s u p p l y .  I n t e r n a t i o n a l  t r a d e ,  

i n  t h e  f a c e  o f  d e c l i n i n g  o f f i c i a l  c o n c e s s i o n a r y  c a p i t a l  

t r a n s f e r ,  a n d  s u c c e s s f u l  p r e s s u r e  f r o m  LDCs f o r  i t s

2 4 . ( B r i t a i n )  D e p t ,  o f  E co n o m ics  A f f a i r s  (D E A ) : -  P r o g r e s s
R e p o r t  No.  53 J u n e  1969 P a g e  1
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l i b e r a l i z a t i o n ,  may r e - e m e r g e  a g a i n  a s  a n  " e n g i n e  o f  g r o w t h " , 

T h i s  i s  l i k e l y  t o  be r e i n f o r c e d  by  t h e  e x p e c t e d  m a t u r i t y  o f  

i n d u s t r i a l / m a n u f a c t u r i n g  s e c t o r  i n  LDCs, w h i c h  w i t h  i t s  

l a b o u r - u s i n g ,  l e s s  t e c h n o l o g i c a l - i n t e n s i v e  p r o d u c t i o n  m e th o d  

may a s su m e  t h e  r o l e  o f  s u p p l i e r  o f  s t a n d a r d i z e d  m a n u f a c t u r e r s  

t o  t h e  d e v e l o p e d  e c o n o m i e s .  The l a t t e r  p r o s p e c t  a g a i n  may 

be  s t r e n g t h e n e d  by i n c r e a s i n g  r e a l  c o s t  d i s a d v a n t a g e s  i n  t h e  

l a t t e r  e c o n o m i e s ,  n e c e s s i t a t i n g  a s  i t  w e re  i n d u s t r i a l  r e 

s t r u c t u r i n g .

D i s i l l u s i o n e d  w i t h  t h e  i n s t a b i l i t y  a n d  u n r e l i a b i l i t y  o f  

b i l a t e r a l  o f f i c i a l  i n f l o w s ,  an d  t h e  o v e r t  p o l i t i c a l  and  

ec o n o m ic  p r e s s u r e  b e i n g  b r o u g h t  t o  b e a r  by  i n d i v i d u a l  d o n o r s ,  

some o f  t h e  d e v e l o p i n g  c o u n t r i e s  w i l l  be  f o r c e d  t o  g r a d u a l l y  

r e d u c e  t h e i r  d ependency  on o f f i c i a l  e x t e r n a l  r e s o u r c e  i n f l o w  

and t o  s e e k  t h e  c h a n e l l i n g  o f  t h e  g r e a t e r  p a r t  o f  f u t u r e  

a s s i s t a n c e  t h r o u g h  a  r e v a m p e d  W o r ld  Bank  G r o u p .  I n  t h e  a r e a  

o f  d i r e c t  i n v e s t m e n t ,  m u l t i n a t i o n a l s  i n d u s t r i a l  e x p a n s i o n  w i l l  

c o n t i n u e  w h i l e  s e r v i c e s  and  d i s t r i b u t i v e  i n v e s t m e n t s  w i l l  

d e c r e a s e  a s  g r e a t e r  l o c a l  p a r t i c i p a t i o n  d e v e l o p s .  F o r e i g n  

d i r e c t  i n v e s t m e n t  i n  d e v e l o p e d  e c o n o m i e s  w i l l  c o n t i n u e  t o  be 

g o v e r n e d  by t e c h n o l o g i c a l  and  m a n a g e m e n t  t e c h n i q u e  a d v a n t a g e s ,  

and  t h e  d e s i r e  o f  " a f c i u e n t "  c o n s u m e r s  i n  t h e s e  c o u n t r i e s  t o  

have  a s  many a l t e r n a t i v e  c h o i c e s  a s  p o s s i b l e ,  f o r  e x am p le  i n  

t h e  p u r c h a s e  o f  m o t o r  v e h i c l e s .

P o r t f o l i o  i n v e s t m e n t  i s  e x p e c t e d  t o  r e s p o n d  f a v o u r a b l y  

t o  e c o n o m i c  d e v e l o p m e n t  o f ,  an d  g r e a t e r  c o n f i d e n c e  i n  t h e  

more " s u c c e s s f u l "  d e v e l o p i n g  c o u n t r i e s .  I t  i s  m ore  d i f f i c u l t  

t o  p r o j e c t  t h e  t r e n d  i n  t h e  o v e r a l l  s i z e  o f  c a p i t a l  r e s o u r c e s  

t r a n s f e r r e d  f o r  e c o n o m ic  e x p a n s i o n  a n d  d e v e l o p m e n t .  A l o t  

d e p e n d s  on t h e  b e h a v i o u r  o f  o f f i c i a l  f l o w s  an d  t h e  o p p o r t u n i t i e s  

a v a i l a b l e  f o r  p r i v a t e  c a p i t a l .  Those o p p o r t u n i t i e s  i n  t u r n
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w i l l  d e p e n d  on how f a r  f o r e i g n  c a p i t a l  a d a p t s  an d  a d j u s t s  t o  

c h a n g i n g  c o n d i t i o n s  and  a t t i t u d e s  i n  t h e  d e v e l o p i n g  c o u n t r i e s .  

I t  i s  l i k e l y  h o w e v e r  t h a t  t h e  s t e a d y  g r o w t h  i n  w o r l d  p r o d u c t i o n  

a n d  h e n c e  i n  r e s o u r c e s  a v a i l a b l e  f o r  t r a n s f e r ,  a n d  t h e  

i n c r e a s i n g  eco n o m ic  i n t e r c o u r s e  b e t w e e n  c o u n t r i e s  a n d  e c o n o m i c  

b l o c k s  o f  d i f f e r e n t  p o l i t i c a l ,  e c o n o m i c  a n d  s o c i a l  o u t l o o k s  

and  a t  d i f f e r e n t  s t a g e s  o f  d e v e l o p m e n t  w i l l  f a v o u r  t h e  s t e a d y  

p o s t - w a r  e x p a n s i o n  i n  s i z e  o f ,  a n d  a r e a  c o v e r e d  by  c a p i t a l  

m o v e m e n t .
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c h a p t e r  3

A CRITIQUE OF INTERNATIONAL RESOURCE PLOW TO THE DEVELOPING

COUNTRIES.

I  h a v e  l o o k e d  a t  b o t h  p r i v a t e  a n d  o f f i c i a l  r e s o u r c e  f l o w s  

t o  t h e  d e v e l o p i n g  c o u n t r i e s  i n  t h e  p r o c e e d i n g  c h a p t e r s  a n d  

h a v e ,  i n  t h e  p r o c e s s ,  p o i n t e d  a t  some o f  t h e  m a in  f l a w s  i n  

s u c h  f l o w s .  I  h av e  a l s o  b r i e f l y  e n u m e r a t e d  some o f  t h e  

a d v a n t a g e s  and  d i s a d v a n t a g e s  -  t h e  " p r o s "  a n d  " c o n s " ,  o r  t h e  

b e n e f i t s  a n d  c o s t s  -  o f  b o t h  p r i v a t e  i n v e s t m e n t  an d  p u b l i c  

a s s i s t a n c e .  The p u r p o s e  o f  t h i s  c h a p t e r  i s  t o  c o l l a t e  some 

o f  t h e  m a j o r  a f o r e m e n t i o n e d  f l a w s  t h a t  a r e  s c a t t e r e d  a b o u t  t h e  

p r e v i o u s  p a g e s  and t o  b u i l d  them  u p  i n t o  a  c o m p r e h e n s i v e  

c r i t i q u e  o f  c a p i t a l  f l o w  . T h i s  i s  done  p r i m a r i l y  f r o m  t h e  

r e c e i v i n g  d e v e l o p i n g  c o u n t r i e s '  v i e w p o i n t .  A p a r t  f r o m  a  

s m a l l  m i n o r i t y  s u c h  a s  P r o f e s s o r s  P e t e r  B a u e r  and  H i l t o n  

F r i e d m a n ,  t h e  g e n e r a l  c o n s e n s u s  among e c o n o m i s t s  i n  t h e  

d e v e l o p e d  d o n o r  c o u n t r i e s  on f o r e i g n  a i d  i s  one  o f  f a v o u r a b l e  

a p p r o v a l ,  t h o u g h  i t s  i m p o r t a n c e  i n  t h e  s u c c e s s  o f  t h e  c o n c e r t e d  

e f f o r t s  a t  r a p i d  d e v e l o p m e n t  i n  t h e  " t h i r d  w o r l d " ,  i s  

v a r i o u s l y  s e e n  a s  " i n d i s p e n s a b l e " ,  " v i t a l " ,  " n e c e s s a r y " ,  

" e s s e n t i a l " ,  " s e c o n d a r y "  o r  " m a r g i n a l " .  T hose  who s e e  i t s  

r o l e  a s  p e r i p h e r a l  e i t h e r  l a y  g r e a t e r  e m p h a s i s  on t h e  

v i r t u e s  o f  p r i v a t e  f l o w s ,  o r  a t t a c h  g r e a t e r  i m p o r t a n c e  t o  t r a d e  

l i b e r a l i z a t i o n .  A g a in  t h e r e  a r e  o t h e r s  who b e l i e v e  t h a t  t h e  

v i t a l  momentum f o r  d e v e l o p m e n t  m u s t  o r i g i n a t e  f r o m  i n t e r n a l  

s a c r i f i c i a l  e f f o r t s  an d  t h e r e f o r e  s e e  e x t e r n a l  a i d  a s  e i t h e r  

g i v i n g  t h e  n e c e s s a r y  b r e a t h i n g  s p a c e  f o r  a d j u s t m e n t ,  o r  a  

h o l d i n g  o p e r a t i o n  t h a t  p r e v e n t s  e a r l y  r e c o g n i t i o n  o f  t h e  n e e d  

f o r  b i g g e r  s e l f - h e l p  e f f o r t s .  M o s t  a n a l y s e s  i n  t h i s  f i e l d  

t e n d  t o  r e a c h  c o n c l u s i o n s  t h a t  a r e  s u p p o s e d  t o  a p p l y  g e n e r 

a l l y  t o  t h e  b u l k  o f  t h e  d e v e l o p i n g  c o u n t r i e s .  R a r e l y  i s  t h e
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p r o p o s i t i o n  a d v a n c e d  t h a t  w h i l e  c o n d i t i o n s  i n  a  p a r t i c u l a r  

d e v e l o p i n g  c o u n t r y  may be  s u c h  a s  t o  make e x t e r n a l  a s s i s t 

a n c e  i n d i s p e n s a b l e ,  i t  i s  p o s s i b l e  f o r  a  n e i g h b o u r i n g  d e v e l o p 

i n g  c o u n t r y  t o  o p e r a t e  u n d e r  a  d i f f e r i n g  s e t  o f  c o n d i t i o n s  

w h i c h  make t h e  b e n e f i t s  i n h e r e n t  i n  e x t e r n a l  r e s o u r c e  u s a g e  

t o  b e  f a r  o u t w e i g h e d  by t h e  e c o n o m i c ,  s o c i a l  and  p o l i t i c a l  

c o s t  i n c u r r e d ,  t h e r e b y  m a k in g  s u c h  u s a g e  u n n e c e s s a r y .  I t  

h a s  a l s o  b e e n  a s s e r t e d  t h a t  t h e  m a i n  r e a s o n  f o r  t h e  d i s 

i l l u s i o n  w i t h  a i d  i n  t h e  o l d - e s t a b l i s h e d  d o n o r  c o u n t r i e s  i s  

b e c a u s e  f o r e i g n  a i d  h a s  so f a r  f a i l e d  t o  r e a c h  i t s  o b j e c t i v e s  

a n d  t h a t  t h e  f a i l u r e  l i e s  s q u a r e l y  w i t h  t h e  r e c i p i e n t s '  

p o o r  p e r f o r m a n c e s .  T h e s e  c r i t i c s  i n v a r i a b l y  n e i t h e r  i n d i c a t e  

w h a t  t h e y  t h i n k  t h e s e  o b j e c t i v e s  a r e ,  n o r  w h a t  t h e y  r e g a r d  

a s  t h e  m e a s u r e s  o f  s u c c e s s .  T h e i r  t i m e - h o r i z o n  s e e m s  t o  be 

u n d u l y  s h o r t .

As I  s a i d  e a r l i e r  o n ,  a n y  c o m p r e h e n s i v e  c r i t i q u e  o f  

f o r e i g n  r e s o u r c e s  t r a n s f e r  f o r  d e v e l o p m e n t  m u s t  r e v o l v e  

a r o u n d  i s s u e s  an d  c o n t e n t i o n s  t h a t  a r e  p o l i t i c a l ,  s o c i o 

c u l t u r a l , c o m m e r c i a l ,  t e c h n o l o g i c a l ,  m o r a l i s t i c  a s  w e l l  a s  

e c o n o m i c .  We m u s t  t h e r e f o r e  s e e  t h e  c o s t s  a n d  d i s a d v a n t a g e s  

i n  t h e s e  t e r r a s  t h o u g h  s o m e t i m e s  t h e  l i n e  o f  d i s t i n c t i o n  i s  

i n d e e d  v e r y  t h i n .  I t  i s  t h e  a b s t r a c t  n a t u r e ,  t h e  i n f o r m a l  

a n d  u n w r i t t e n  e x i s t e n c e  o f  s u c h  i n f l u e n c e s  w h i c h  m akes  f o r  a  

m a j o r  f l a w  i n  t h e  a n a l y s i s  a t t e m p t e d  h e r e .  T h a t  i s ,  i t  m akes  

a  c o m p r e h e n s i v e  c r i t i q u e  o f  r e s o u r c e  f l o w  " s c i e n t i f i c a l l y "  

and  f a c t u a l l y  l e s s  r i g o r o u s  t h a n  i t  s h o u l d  b e .  F o r  e x a m p l e ,  

i t  i s  w e l l - k n o w n  t h a t  c o m m e r c i a l ,  p o l i t i c a l  a n d  d i p l o m a t i c  

c o n d i t i o n s  a r e  r e g u l a r l y  a t t a c h e d  t o  a i d  d i s b u r s e m e n t s  by
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1t i l e  l e a d i n g  d o n o r  p o w e r s .  Y e t  t h e  e x i s t a n c e  o f  s u c h

c o n d i t i o n s  -  l e s s  o p e n l y  a c k n o w l e d g e d  -  i s  o f t e n  t h e r e f o r e

a  m a t t e r  o f  s u s p i c i o n  r a t h e r  t h a n  o f  f a c t u a l  i n f o r m a t i o n  w h ic h

c a n  he  v e r i f i e d  f rom  o f f i c i a l  d o c u m e n t s .  C o m m e r c i a l  " s t r i n g s "

a r e  r e c o g n i s e d  t h r o u g h  t h e  p r a c t i c e  o f  t y i n g  a i d  t o  p u r c h a s e s

f r o m  t h e  d o n o r  c o u n t r y .  Some p o l i t i c o - e c o n o m i c  c o n d i t i o n s

i n v a r i a b l y  come t o  be  r e c o g n i s e d  i n  i n d i r e c t  w a y s .  F o r

e x a m p l e  i t  i s  d i f f i c u l t  t o  f i n d  a n y  U . S .  AID d i s b u r s e m e n t

a g r e e m e n t  w i t h  a  p r e a m b l e  e n j o i n i n g  t h e  r e c i p i e n t  t o  t a k e

n o t e  o f  t h e  " H i c k e n l o o p e r  A m endm ent" ,  y e t  i t  i s  i m p o r t a n t  f o r

an y  d e v e l o p i n g  c o u n t r y  t h a t  h o p e s  f o r  a  c o n t i n u o u s  a n d  s t a b l e

e co n o m ic  ( a n d  m i l i t a r y )  a s s i s t a n c e  f r o m  t h e  U n i t e d  S t a t e s ,  t o
2

be c o n v e r s e n t  w i t h  i t s  p r o v i s i o n s .  The s t r e n g t h  o f  some 

o f  t h e s e  u n w r i t t e n  r u l e s  o n l y  become r e a l  when e f f e c t i v e  

a c t i o n s  a r e  t a k e n  by t h e  d o n o r  a g a i n s t  a n  " o f f e n d i n g "  r e c i p i e n t  

c o u n t r y .  The F r e n c h  c u t  o f f  a i d  t o  G u i n e a  when t h e  l a t t e r  

c h o s e  t o  o p t  o u t  o f  t h e  F r e n c h  C om m uni ty ,  t h e  A m e r i c a n s  

i n s t i t u t e d  eco n o m ic  a n d  p o l i t i c a l  em b a rg o  a g a i n s t  C a s t r o ' s  

Cuba when t h e  U n i t e d  S t a t e s  c o m p a n i e s '  p r o p e r t i e s  w e re  

n a t i o n a l i z e d  an d  e x p r o p r i a t e d ;  t h e  U n i t e d  Kingdom G o v e rn m e n t

1. F o r  e x am p le  t h e  th em e  o f  t h e  " H a l l s t e i n  D o c t r i n e "  w h i c h  
u s e d  t o  g o v e r n  West G e r m a n y ' s  a i d  p o l i c y  was  t h e  r e f u s a l  
o f  t h a t  s t a t e  t o  g i v e  o r  c o n t i n u e  a i d  t o  an y  d e v e l o p i n g  
c o u n t r y  w h i c h  r e c o g n i s e d  E a s t  G e rm any .  U n t i l  r e c e n t l y  
t r a d i n g  w i t h  t h e  l a t t e r  was  a l s o  f r o w n e d  u p o n .

2 .  The " H i c k e n l o o p e r  Amendment"  o f  J a n u a r y  1962 r e q u i r e s  t h e  
P r e s i d e n t  t o  s u s p e n d  a i d  u n d e r  t h e  F o r e i g n  A s s i s t a n c e  A ct  
t o  any  c o u n t r y  t h a t  h a s  ' n a t i o n a l i z e d  o r  e x p r o p r i a t e d  o r  
s e i z e d  o w n e r s h i p  o r  c o n t r o l  o f  U . S .  c i t i z e n s '  p r o p e r t y ;  
o r  h a s  t a k e n  s t e p s  t o  r e p u d i a t e  o r  n u l l i f y  e x i s t i n g
c o n t r a c t s  o r  a g r e e m e n t s  w i t h  U . S .  c i t i z e n s ..................................'
a n d  f a i l i n g  t o  make s p e e d y  a n d  a d e q u a t e  c o m p e n s a t i o n
i n  c o n v e r t i b l e  c u r r e n c y .  A p a r t  f ro m  C uba ,  up  t o  t h e  
l a t e  -  6 0 s ,  t h e r e  h a d  b e e n  f o u r  o t h e r  m a j o r  i n s t a n c e s  i n  
w h i c h  t h e  q u e s t i o n  o f  i n v o k i n g  t h e  am endm en t  h a s  b e e n  i n  
i s s u e .  They c o n c e r n e d  B r a z i l ,  A r g e n t i n a ,  C e y l o n  a n d  
I n d o n e s i a .  F o r  m ore  d e t a i l s  s e e  D .R .  Mummery; The 
P r o t e c t i o n  o f  I n t e r n a t i o n a l  P r i v a t e  I n v e s t m e n t ;  N i g e r i a  
a n d  t h e  World Community  op c i t  P a g e s  6 3 - 6 8 .
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d i s c o n t i n u e d  a i d  t o  T a n z a n i a  i n  1968 o v e r  a  m i n o r  d i s p u t e  

a b o u t  p a y m e n t s  o f  e x - c o l o n i a l  c i v i l  s e r v a n t s ,  p r e s s u r e s  

h a v e  b e e n  p u t  on U . 3 .  s u b s i d i a r i e s  a b r o a d  a g a i n s t  e x p o r t  o f  

" s t r a t e g i c "  m a t e r i a l s  t o  t h e  S o c i a l i s t  c o u n t r i e s ,  a n d  s o  o n .  

T h e s e  a r e  p o l i t i c a l  a n d  e c o n o m ic  s a n c t i o n s  a t  w o rk ,  w h i l e  i n  

r e c e n t  y e a r s ,  t h e  t h r e a t  t o  u s e  s u c h  s a n c t i o n s  an d  p r e s s u r e s  

h a v e  n o t i c e a b l y  b e e n  p u b l i c l y  v o i c e d .  P e r h a p s  t h e  l a c k  o f  

d i r e c t  e v i d e n c e  t o  s u b s t a n t i a t e  o n e ' s  c r i t i c a l  a s s e r t i o n  i s  

more  n o t i c e a b l e  i n  t h e  a n a l y s i s  o f  t r i p a r t i t e  r e l a t i o n s h i p  

b e t w e e n  a  f o r e i g n  f i r m ,  t h e  h o s t  g o v e r n m e n t  an d  t h e  f o r m e r ' s  

home g o v e r n m e n t .  U n d o u b t e d l y  t h i s  i s  a  r i c h  a r e a  f o r  h i g h l y  

c o n t e n t i o u s  p r o p o s i t i o n s .  F o r  e x a m p l e ,  a  s t a t e m e n t  l i k e ,

" . . . .  members  o f  t h e  p o l i t i c a l  c l a s s  f o r m e d  a  s t r o n g  a l l i a n c e  

w i t h  t h e  f o r e i g n  e n t e r p r i s e  s e c t o r ,  w h i c h  by  n a t u r e  o f  i t s  

h i s t o r y ,  p u r p o s e ,  r e s o u r c e f u l n e s s  a n d  s t y l e  o f  o p e r a t i o n  was 

a b l e  t o  w i e l d  p ow er  b e y o n d  a n y  m a g n i t u d e  w h i c h  c a n  be  demon

s t r a t e d  by a p p e a l i n g  t o  c o n v e n t i o n a l  s t a t i s t i c s  o f  i n v e s t 

ment  and  g r o w t h , i s  t o  s ay  t h e  l e a s t  h i g h l y  c o n t r o v e r s i a l  

and  l e s s  l i k e l y  t o  be a c c u r a t e l y  s u b s t a n t i a t e d . T h e  p r e s u m p t i o n  

b e i n g  t h a t  t h e  r e l e v a n t  i n f o r m a t i o n  i s  n o t  n o r m a l l y

3.  N o te  f o r  e x a m p l e s ,  t h e  t r e a t m e n t  o f  P a k i s t a n  -  i n c l u d i n g  
t l i e  s t o p p a g e  o f  a i d  f l o w s  -  o v e r  t h e  " B a n g l a  D e sh "  i s s u e ;  
t h e  U .S .  -  C h i l e  " c o n f r o n t a t i o n "  o v e r  t h e  n a t i o n a l i z a t i o n  
o f  U . u .  -  owned c o p p e r  m i n e s ;  an d  t h e  e a g e r n e s s  o f  t h e  
U . S .  C o n g r e s s  -  and  p u b l i c  o p i n i o n  -  f o r  a  s u b s t a n t i a l  
r e d u c t i o n  i n  t h e  U n i t e d  S t a t e s  d i s b u r s e m e n t  t o  t h e  U n i t e d  
N a t i o n s  O r g a n i s a t i o n  an d  some r e c i p i e n t  member -  s t a t e s  
a f t e r  t h e  r e c e n t  s e t b a c k  t o  U . S .  p o l i c y  on t h e  s o - c a l l e d  
" two c h i n a s  q u e s t i o n " .

4 .  0 .  A b o y a d e : -  ^"The Economy o f  N i g e r i a "  i n  P .  R o b so n  and
E . A .  Bury  ( e d ) ; -  The E c o n o m i e s  o f  A f r i c a  op c i t  D r .  
A boyade  was r e f e r r i n g  t o  t h e  p e r i o d  i m m e d i a t e /  an d  a f t e r  
" I n d e p e n d e n c e "  i n  I 9 6 0 .
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v o l u n t e e r e d  by f i r m s  o r  r e v e a l e d  by t h e  g o v e r n m e n t .  I t  

m i g h t  be t h e  p r o d u c t  o f  i n t u i t i o n ,  s p e c u l a t i o n ,  s u s p i c i o n  

o r  r u m o u r .  Y e t  i t  m i g h t  c o n t a i n  a  l a r g e  e l e m e n t  o f  t r u t h .

To g i v e  g r e a t e r  c r e d e n c e  t o  s u c h  c r i t i c i s m  o f  f o r e i g n  e n t e r 

p r i s e  and  l o c a l  p o l i t i c a l  (cum e c o n o m i c )  l e a d e r s h i p ,  one  h a s  

t o  i n d u l g e  i n  c l e v e r  d e d u c t i o n  and  make i n f e r e n c e s  f r o m  

l o o s e l y  c o n n e c t e d  f a c t o r s .  I n  t h i s  i n s t a n c e ,  some o f  t h e  

p r e m i s e s  on w h i c h  t o  w ork  may i n c l u d e  t h e s e  f a c t o r s ;  F o r e i g n  

f i r m s  d o m i n a t e  t h e  m o d e r n ,  f a s t  g r o w i n g  k e y  s e c t o r s  o f  t h e  

econom y;  m o s t  home g o v e r n m e n t s  l o b b y  f o r ,  and  p r o t e c t  t h e  

i n t e r e s t s  o f  t h e i r  n a t i o n a l ' s  i n v e s t m e n t s  a b r o a d ;  t h e  f i r m s  

h a v e  no h e s i t a t i o n  t o  p e r s u a d e  t h e i r  own g o v e r n m e n t s  t o  u s e  

t h e i r  i n f l u e n c e  w i t h  h o s t  a u t h o r i t i e s  t o  p r e v e n t  i n t e r f e r e n c e  

w i t h  t h e i r  a c t i v i t i e s ;  i n t e r f e r e n c e  w i t h  c o m m e r c i a l  d e c i s i o n s  

o f  m u l t i n a t i o n a l  c o r p o r a t i o n s  by  p a r e n t  g o v e r n m e n t s  o c c u r  f o r  

b o t h  e co n o m ic  a n d  p o l i t i c a l  r e a s o n s ;  w e a k ,  c o r r u p t  and  

" r e a c t i o n a r y "  l e a d e r s h i p  i n  t h e  d e v e l o p i n g  c o u n t r i e s  a l w a y s  

e n l i s t  t h e  s u p p o r t  o f  f o r e i g n  c a p i t a l i s m  by  c r e a t i n g  f a v o u r 

a b l e  i n v e s t m e n t  c l i m a t e  f o r  t h e  l a t t e r .  T h e s e  a r e  t h e  

i n g r e d i e n t s  on w h ic h  t o  b u i l d  o n e ' s  " i d e n t i k i t " o f  w h a t  i s  

a c t u a l l y  h a p p e n i n g .  W r i t i n g  a b o u t  t h e  c o n s i d e r a b l e  i n f l u e n c e  

w h i c h  f o r e i g n  c a p i t a l  e x e r c i s e  i n  I n d i a ,  K i d r o n  e x p r e s s e s  

s i m i l a r  v i e w  a s  a b o v e ;  t h e  movement o f  o f f i c i a l s  b e t w e e n  

g o v e r n m e n t  a n d  p r i v a t e  s e c t o r s ,  " t h e  c e n t e r i n g  o f  h e a d  o f f i c e s  

o r  s t r o n g  ' i n d u s t r i a l  e r a b a s s e s '  i n  t h e  c a p i t a l ,  t h e  d e v e l o p 

m en t  o f  a  D e l h i  ' c o c k t a i l - p a r t y  r o u n d '  e m b r a c i n g  b u s i n e s s ,  

g o v e r n m e n t ,  a n d  f o r e i g n  a i d  m i s s i o n s ,  a r e  s c a r c e l y  a m e n a b l e  

t o  f o r m a l  d e s c r i p t i o n .  And y e t  t h e  c h a n n e l s  o f  i n f l u e n c e s  

embedded i n  them  a r e  a l m o s t  c e r t a i n l y  m ore  i m p o r t a n t  t h a n
5

many o t h e r s  w h ic h  a r e  more  e a s i l y  d e m o n s t r a t e d . "  I n  h i s
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o p i n i o n ,  much more  i m p o r t a n t  t h a n  i n d i v i d u a l  i n s t a n c e s  o f  

s u c c e s s f u l  l o b b y i n g  by f o r e i g n  e c o n o m i c  i n t e r e s t s , "  i s  t h e  

g e n e r a l  t e n o r  o f  t h e  a d v i c e  p r o f f e r e d  t o  d o n o r - a n d  c r e d i t o r  

- g o v e r n m e n t s  by t h e i r  home b u s i n e s s  c o m m u n i t i e s .  When a c t e d  

u p o n ,  i t  can  e x e r t  a  p o w e r f u l  i n f l u e n c e  on I n d i a n  p o l i c y  by 

v i r t u e  o f  t h a t  c o u n t r y ' s  d e p e n d e n c e  on f o r e i g n  a i d . Th i s  

t h e n  i s  t h e  d i lem m a  o f  a  m e a n i n g f u l  c r i t i q u e  o f  f o r e i g n  

r e s o u r c e  t r a n s f e r s .  I t  i s  a  p r o b l e m  o f  r e l e v a n c e  and  

r e l i a b i l i t y .  How r e l i a b l e  and  r e l e v a n t  c a n  a  c o n s t r u c t i v e  

c r i t i c i s m s  b e ,  w i t h o u t  c o p p e r - b o t t o m e d  e v i d e n c e ?

T h i s  c r i t i q u e  i s  c o n d u c t e d  on a  b r o a d e r  l e v e l ,  s i n c e  m o s t  

o f  t h e  s p e c i f i c  d e f e c t s  i n  r e s o u r c e  f l o w s  h a v e  i n d i v i d u a l l y  

b e e n  d e a l t  w i t h  i n  one  s e c t i o n  o r  t h e  o t h e r  o f  t h e  p r e c e d i n g  

p a g e s .  L e t  me b e g i n  by l o o k i n g  a t  some a s p e c t s  o f  t h e  

p o l i t i c a l  c o n t e n t  o f  r e s o u r c e  f l o w s .  T h e r e  i s  a  s t r o n g  

b e l i e f  i n  t h e  d e v e l o p e d  d o n o r / c r e d i t o r  c o u n t r i e s  t h a t  t h e  

a r g u m e n t s  a g a i n s t  e x t e r n a l  r e s o u r c e  i n f l o w  ( t o  LLCs) a r e  

^ e s s e n t i a l l y  p o l i t i c a l .  T h i s  i s  an  e x a g g e r a t i o n ,  b u t  i t  

s h o u l d  n o t  d e t r a c t  f r o m  v ie w  t h e  k e y  p o s i t i o n  t h a t  p o l i t i c a l  

-  d i p l o m a t i c  c o n s i d e r a t i o n s  p l a y  i n  " a i d "  d i s b u r s e m e n t  o r  t h a t  

n a t i o n a l  e co n o m ic  an d  i d e a l o g i c a l  i n t e r e s t s  h a v e  o v e r  p r i v a t e  

i n v e s t m e n t  o v e r s e a s .  A id  h a s  become t h e  m o d e rn  m eans  w h e r e b y  

c o n t i n u o u s  p r e s s u r e  a n d  c o n t r o l  o v e r  t h e  d e v e l o p i n g  w o r l d  c an  

be m a i n t a i n e d .  D i r e c t  c o n t r o l  a n d  " g u n - b o a t "  d i p l o m a c y  h a v e  

become d i s c r e d i t e d  a n d  o b s o l e t e .  O t h e r  f o r m s  o f  i n f l u e n c e  l i k e  

commerce m a n i p u l a t i o n  an d  m o r a l  s a n c t i o n  a r e  l e s s  e f f e c t i v e  

o r  t a k e  t i m e .  The t a p  o f  a i d  c a n  be  t u r n e d  on a n d  o f f ,  a t  a  

s t r o k e .  I t  i s  an  i d e a l  w eapon  f o r  "G o ld  War" c o m p e t i t i o n ;  t o

6. i b i d  Page 2 3 7 .
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p e r s u a d e  i n  a  s u b t l e  way, t h o s e  who a r e  s t i l l  i n  t h e  p r o c e s s  

o f  f o r m u l a t i n g  t h e  b a s i c  t e n e t s  a n d  p h i l o s o p h y  o f  t h e i r  

s o c i e t i e s ,  t n a t  t h i s  o r  t h a t  way w o u ld  s u i t  them  m o s t .  The 

m a in  p o l i t i c a l  c r i t i c i s m  o f  f o r e i g n  a i d  i s  t h a t  i t  h a s  become 

o v e r - p o l i t i c i z e d .  The i m p o r t a n t  a n d  o v e r - r i d i n g  t a s k  o f  

e co n o m ic  an d  s o c i a l  d e v e l o p m e n t  o f  t h r e e - q u a r t e r s  o f  w o r l d  

p o p u l a t i o n  h a s  b e e n  s u b m e r g e d  i n  a  s e a  o f  p o l i t i c a l ,  d i p l o 

m a t i c ,  m i l i t a r y - s t r a t e g i c ,  i d e o l o g i c a l  a n d  f o r e i g n  p o l i c y  

c o n s i d e r a t i o n s .  The d i c h o t o m y  o f  a p p r o a c h  -  w i t h  t h e  d o n o r s  

s e e i n g  a i d  ( a n d  t o  a  c e r t a i n  e x t e n t ,  p r i v a t e  i n v e s t m e n t )  a s  a  

f u l f i l m e n t  o f  a  w i d e r  n a t i o n a l  o b j e c t i v e s ,  a n d  t h e  r e c i p i e n t s  

t h i n k i n g  o f  i t  i n  t e r m s  o f  g l o b a l  e c o n o m i c  e f f o r t s  f o r  t h e i r  

d e v e l o p m e n t  -  r e p r e s e n t s  t h e  g r e a t e s t  s i n g l e  e l e m e n t  o f  

t h r e a t  t o ,  and  i n s t a b i l i t y  i n  r e s o u r c e  t r a n s f e r .  I t  i s  o n l y  

by i n t e r p r e t i n g  d o n o r ' s  p e r c e p t i o n  i n  t h i s  l i g h t  c a n  one  

e x p l a i n  t h e i r  p a s t  r e a c t i o n s .  The c o r o l l a r y  b e i n g  t h a t  t h e  

s h a p e  o f  f u t u r e  a s s i s t a n c e  w i l l  v e r y  much be  d e t e r m i n e d  by 

t h e  f u t u r e  i n t e r p r e t a t i o n s  g i v e n  t o  t h e s e  n a t i o n a l  o b j e c t i v e s .  

Y e t  t h e  s t o r y  o f  a i d  i n  t h e  l a s t  d e c a d e  u n d e r l i n e s  t h e  n e e d  

f o r  " d e p o l i t i c i z a t i o n "  o f  r e s o u r c e  f l o w  a n d  t h e  r e - e m e r g e n c e  

o f  e co n o m ic  f a c t o r s  a t  t h e  f o r e f r o n t  o f  f o r e i g n  a i d  r a t i o n a l -  

i z a t i o n .  We m u s t " ' r e c o g n i s e  a n  i n t e r e s t i n g  p a r a d o x  h e r e ;  t o  

d e p o l i t i c i z e  f o r e i g n  a s s i s t a n c e  w ou ld  re m o v e  t h e  m a i n  j u s t i f 

i c a t i o n  f o r  s u c h  f l o w s .  The r e s u l t  may n o t  be  more  

e c o n o m i c a l l y - o r i e n t a t e d  a i d ,  b e t t e r  t e r m s ,  l e s s  p r e s s u r e  and  

s a n c t i o n s ,  and  a  g r e a t e r  i n t e r n a t i o n a l  c o h e s i v e  a p p r o a c h ,  b u t  

s m a l l e r  d i s b u r s e m e n t s ,  an d  a t  l e s s  c o n c e s s i o n a r y  t e r m s .  How

e v e r  i f  s u c h  a  p e s s i m i s t i c  s i t u a t i o n  c a n  be  a v o i d e d ,  t h e  

o u tc o m e  may be  a  g e n u i n e  and  c o n c e r t e d  a t t e m p t  a t  an  e c o n o m i c  

r a t i o n a l e  f o r  a i d i n g  t h e  d e v e l o p i n g  c o u n t r i e s .  The d i c h o t o m y  

w i l l  d i s a p p e a r ,  w i t h  t h e  p o w e r f u l  d e v e l o p e d  n a t i o n s  h a v i n g
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t o  f i n d  a l t e r n a t i v e  m eans  o f  i n f l u e n c i n g  t h e i r  c l i e n t  s t a t e s  

o t h e r  t h a n  t h r o u g h  i m p e r i a l i s m  o f  t h e  " w e l f a r e  t y p e " .  A g a i n ,  

i t  i s  t h e  p u r s u a n c e  o f  n a t i o n a l  p o l i t i c a l - s t r a t e g i c  an d  

e c o n o m i c  i n t e r e s t s  -  a s  o p p o s e d  t o  a  t h o r o u g h  u n d e r s t a n d i n g  

o f  w h a t  i s  i n  t h e  t e s t  i n t e r e s t  o f  t h e  r e c e i v i n g  com m u n i ty  

i n  t h e  l i g h t  o f  l o c a l  c o n d i t i o n s  -  t h a t  d e t e r m i n e s  t h e  

a l l o c a t i v e  p a t t e r n  o f  b i l a t e r a l  d i s b u r s e m e n t  a n d  t h e  d e g r e e  

o f  f a v o u r i t i s m  s h o w e r e d  on d i f f e r e n t  t y p e s  o f  c l i e n t e l e ,  

a l l o c a t i o n  b e a r s  no d i s c e r n a b l e  r e l a t i o n s h i p  t o  e c o n o m i c  

f a c t o r s .  I n  my o p i n i o n ,  t h e r e  e x i s t s  a  p o s i t i v e  c o r r e l a t i o n  

b e t w e e n  t h e  s i z e  and  p a t t e r n  o f  O . E . C . D .  members  ( e s p .  t h e  

U . S . )  r e s o u r c e  a l l o c a t i o n ,  an d  t h e  d e g r e e  o f  c o n s e r v a t i s m ,  

" r e a c t i o n a r y "  and  " r i g h t - w i n g "  b i a s  o f  t h e  r e g i m e s  i n  t h e  

" T h i r d  W orld"  b e i n g  s u p p o r t e d .  T h i s  b i a s  i n  f a v o u r  o f  t h o s e  

who s t a n d  f o r  t h e  s t a t u s  quo a n d  t h e r e b y  s u s t a i n  t h e  o l d  

d i s t r i b u t i o n  o f  g l o b a l  p o w e r  and  i n f l u e n c e ,  i s  t h e  o n l y  

r e c o g n i s a b l e  s i m i l a r i t y  i n  t h e  a l l o c a t i v e  p a t t e r n  an d  a i d  

p o l i c y  o b j e c t i v e s  o f  t h e  m a j o r  f o r e i g n  a i d  d o n o r s .  B u t  i t  

c r e a t e s  a  c o n t r a d i c t i o n  i n  t h e  a i d  p rog ram m e ; a s  J o a n  

h o b i n s o n  n o t e s ,  " i t s  u n d e r l y i n g  p u r p o s e  i s  t o  p r o p  u p  a  

n u m b e r  o f  c o n s e r v a t i v e ,  f e u d a l  an d  f a s c i s t  g o v e r n m e n t s ,  w h ic h  

c a n  be  r e l i e d  u p o n  t o  r e s p e c t  f o r e i g n  p r o p e r t y .  I n  s h o r t  t h e  

a im  o f  a i d  i s  t o  p e r p e t u a t e  t h e  s y s t e m  t h a t  m ak es  a i d
7

n e c e s s a r y . "  O t h e r  e c o n o m i s t s  h a v e  s i m i l a r l y  e m p h a s i z e d
7At h i s  b a s i c  w e a k n e s s  i n  t h e  a i d  s y s t e m .  As we h a v e  s e e n ,  

t h e  p r i m a r y  f u n c t i o n  o f  a i d  t o  m o s t  d e v e l o p i n g  c o u n t r i e s  i s  

t o  l e s s e n  t h e  d i f f i c u l t i e s  t h a t  e m erg e  d u r i n g  t h e  p r o c e s s  o f

7 .  J .  R o b i n s o n : -  " The New M e r c a n t i l i s m " P r o f e s s o r i a l  
I n a u g u r a l  L e c t u r e . C a m b r id g e  1 9 5 5 .

7a Bee f o r  e x a m p l e s ,  c i t e d  w o rk s  o f  E i d r o n ,  A r r i g h i ,  ^ i k e s e l l  
an d  n a u e r .
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d o m e s t i c  e f f o r t s  a t  e co n o m ic  a n d  s o c i a l  i n f r a s t r u c t u r a l  

e x p a n s i o n  and  t h e  r e s t r u c t u r i n g  o f  t h e  economy away f r o m  

" c o l o n i a l "  o r i e n t a t i o n .  Y e t  t h e  d a n g e r  e x i s t s  t h a t  e x t e r n a l  

r e s o u r c e s  m i g h t  he p u t  a t  t h e  d i s p o s a l  o f  weak a n d  c o r r u p t  

l e a d e r s h i p  whose  c o n c e p t i o n  o f  r e q u i r e d  a c t i o n s  i s  a t  

v a r i a n c e  w i t h  g e n u i n e  communal n e e d s .  Such  l e a d s h i p ’ s 

r e s p o n s e  t o  p r e s s u r e  and  l e v e r a g e  f r o m  t h e  d o n o r  i s  l i ' k  e l y  

t o  he more  i n  l i n e  w i t h  d o n o r s  i n t e r e s t s  t h a n  t h o s e  o f  t h e  

p e o p l e  u n d e r  i t s  r u l e .  E x t e r n a l  c a p i t a l ,  e s p e c i a l l y  f o r e i g n  

a i d  may u n w i t t i n g l y  he  s h i e l d i n g  t h e  " n a t i o n a l  b o u r g e o i s e "  i n  

LECs f ro m  m a k in g  t h e  p a i n f u l  b u t  n e c e s s a r y  s o c i a l  t r a n s 

f o r m a t i o n  a n d  eco n o m ic  r e s t r u c t u r i n g  on w h i c h  a  s u s t a i n a b l e  

e co n o m ic  g r o w t h  and  s o c i a l  d e v e l o p m e n t  c a n  be  b a s e d .  I n  t h i s  

i n s t a n c e  s u c h  a r r a n g e m e n t  c a n  o n l y  be  s e e n  a s  a  s h o r t - t e r m  

s o l u t i o n .  I n  t h e  l o n g  r u n  a  f o r c e  o f  r e a l i s m  w o u ld  h a v e  t o  

e m e r g e ,  s w e e p i n g  away i n  t h e  p r o c e s s  i n e f f i c i e n t  p o l i t i c a l  

a n d  b u r e a u c r a t i c  s y s t e m s .

The c o n c e n t r a t i o n  on t h e  p a r t  o f  d o n o r  c o u n t r i e s  on 

n a t i o n a l  i n t e r e s t s  e s p e c i a l l y  t h e  p o l i t i c o - d i p l o m a t i c ,  e c o n o m ic  

and  c o m m e r c i a l  o n e s ,  h a s  m e a n t  a n  e q u a l  l a c k  o f  a p p r e c i a t i o n  

o f  c r u c i a l  f a c t o r s  t h a t  d e t e r m i n e  t h e  s o c i o - e c o n o m i c  l i f e  i n  

t h e  d e v e l o p i n g  c o u n t r i e s .  T h i s  i n a b i l i t y  t o  f u l l y  u n d e r s t a n d ,  

a p p r e c i a t e  a n d  e v a l u a t e  l o c a l  o p e r a t i v e  i d i o s y n c r a s i e s  h a s  

s a d l y  l e d  t o  v i g o r o u s  e s p o u s a l  a n d  i n d e e d  o f  s u p p o r t e d  

a c t i o n s  t h a t  a r e  n o t  n e c e s s a r i l y  i n  t h e  r e c i p i e n t  c o u n t r i e s '  

i n t e r e s t .  The i d e o l o g y  o f  p r i v a t e  e n t e r p r i s e ,  o r  t h a t  o f  

" s o c i a l i s t i c  way o f  l i f e "  i s  s p o n s o r e d  n o t  on t h e  b a s i s  o f  

i t s  e m p i r i c a l  r e l e v a n c e  t o  t h e  r e c i p i e n t ' s  s o c i e t y ,  b u t  s i m p l y  

on t h e  l o g i c  t h a t  s i n c e  i t  h a s  p r o v e d  s u c c e s s f u l  i n  t h e  

l e n d i n g / d o n o r  c o u n t r y ,  i t  m u s t  e q u a l l y  p r o v i d e  t h e  p a n a c e a
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t o  t h e  p r o b l e m s  o f  d e v e l o p i n g  c o u n t r i e s .  The e v i d e n c e  o f

s u c c e s s f u l  l o c a l  c o n d i t i o n s  m a t c h i n g  i m p o r t e d  i d e o l o g y  i s

s c a n t y  and  i n c o n c l u s i v e .  Most  d e v e l o p i n g  c o u n t r i e s  a r e  i n

f a c t  s t i l l  i n  a  m e l t i n g  p o t ,  s t r u g g l i n g  t o  w o rk  o u t  t h e  .

u n i q u e  s y s t e m s  t h a t  f i t  t h e i r  c o n d i t i o n s ,  e x p e r i m e n t i n g  o f t e n

a t  h e a v y  c o s t  t o  t h e i r  s o c i e t i e s .  A g a i n ,  f r o m  t h e  i d e o l o g i c a l

b a s e  o f  p o l i t i c s  and  e c o n o m i c s  f l o w s  a  l e v e r a g e  a n d  p r e s s u r e

t h a t  i s  b a s e d  on r e s u l t s  t h a t  a r e  d e r i v e d  f r o m  a n  e n t i r e l y

d i f f e r e n t  i n d u s t r i a l ,  s o c i o - c u l t u r a l  e n v i r o n m e n t .  T e r e s a  
7BH a y t e r ,  a b o v e ,  h a s  g i v e n  u s  a n  i n s i g h t  i n t o  why s u c h  

m i s c o n c e p t i o n s  g e n e r a l l y  f a i l  a n d  h a s  a l s o  d ra w n  a t t e n t i o n  

t o  t h e  p l i g h t  o f  t h a t  s e c t i o n  o f  t h e  com m u n i ty  w h i c h  

i n v a r i a b l y  i s  h i t  m o s t  by  s a n c t i o n s  i m p o s e d  t o  make t h e  

l e v e r a g e  w o r k .  We n e e d  n o t  condemn o u t  o f  h a n d  t h e  p r e 

o c c u p a t i o n  among t h e  l e a d i n g  d o n o r s  a n d  t h e  i n t e r n a t i o n a l  

l e n d i n g  a g e n c i e s  l i k e  IBRD and  IPG w i t h  p r i v a t e  e n t e r p r i s e  

a p p r o a c h  t o  d e v e l o p i n g  t h e  LBOs. We m u s t  r e c o g n i s e ,  e s p e c 

i a l l y  i f  we w a n t  t o  s u c c e e d  i n  i n f l u e n c i n g  t h e i r  j u d g e m e n t ,  

t h a t  t o  a  l a r g e  e x t e n t ,  t h e y  g e n u i n e l y  a n d  s t r o n g l y  h o l d  t h i s

v i e w  a n d  recommend them  i n  good  f a i t h  an d  w i t h  t h e  b e s t  o f  
70i n t e n t i o n .  On t h e  o t h e r  h a n d ,  t h i s  m u s t  n o t  h i d e  t h e  f a c t  

t h a t  t h e r e  a r e  among a i d  a d m i n i s t r a t i o n s  a n d  i n  f o r e i g n

7B. See  C h a p t e r  3 an d  h e r  "A id  a s  I m p e r i a l i s m "  op c i t

7 0 .  F o r  e x a m p l e ,  i n  e n a c t i n g  i t s  f o r e i g n  a i d  p r o g r a m m e s ,  t h e  
U . S .  C o n g r e s s  h a s  a l w a y s  l a i d  a  g r e a t e r  s t r e s s  on t h e  
i m p o r t a n c e  o f  p r i v a t e  e n t e r p r i s e  a n d  AID i s  s p e c i f i c a l l y  
e n j o i n e d  t o  t a k e  a c c o u n t  o f  t h e  " p r o g e s s "  b e i n g  made by  
r e c i p i e n t  c o u n t r i e s  t o w a r d s  t h e  r e c o g n i t i o n  o f  t h e  
i m p o r t a n c e  o f  p r i v a t e  e n t e r p r i s e .  N o te  a l s o  t h e  p r o p o s e d  
new i n s t i t u t i o n a l  m a c h i n e r y  t h a t  w o u ld  t a k e  o v e r  and  
e x p a n d  t h e  p r i v a t e  i n v e s t m e n t  p rogram m e o f  AID i n  t h e  
co m in g  ' 7 0 s .  See O .B .O .D .  : -  D e v e l o p m e n t  A s s i s t a n c e  
1969 R ev iew  op c i t .  P a g e  58. See a l s o  f n  10 a b e l o w .
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c o m p a n i e s  t h o s e  who s e e  t h e i r  p o l i c i e s ,  a c t i o n s  an d  a d v i c e  

a s  t h e  o n l y  c o r r e c t  o n e s  a v a i l a b l e  t o  t h e  u n d e r d e v e l o p e d  

c o u n t r i e s  whose  " p r i m i t i v e " s o c i e t i e s  o f f e r  l i t t l e  i d e a s  

an d  p r a c t i c a l  k n o w le d g e  t o  t h e  p r o b l e m s  o f  d e v e l o p m e n t .  To 

my m in d ,  t h i s  i s  t h e  f o u n d a t i o n  o f  t h e  i g n o r a n c e  a b o u t  l o c a l  

p e c u l a r i t i e s  w h ic h  I  r e f e r r e d  t o  e a r l i e r  o n .  The p o t e n t i a l  

c o n f l i c t  a b o u t  a p p r o p r i a t e  s o c i o - e c o n o m i c  s y s t e m  h a s  n o t  y e t  

r i s e n  t o  a  c r u c i a l  l e v e l  f o r  m o s t  o f  t h e  d e v e l o p i n g  c o u n t r i e s  

s i n c e  t h e  g r e a t e r  p a r t  o f  e x t e r n a l  o f f i c i a l  c a p i t a l  i s  s t i l l  

r e s p o n s i b l e  f o r  l a y i n g  i n f r a s t r u c t u r a l  f o u n d a t i o n s .  The t e s t  

f o r  t h e  l o n g - t e r m  s o u r c e  o f  a i d ,  i t s  s i z e  a n d  t y p e ,  a n d  t h e  

a t t i t u d e  o f  t h e  d o n o r  w i l l  come when s o p h i s t i c a t e d  manu

f a c t u r e r s  an d  c a p i t a l  g o o d s  p r o d u c t i o n  come on s t r e a m .  I n  

t h e  c o n t e x t  o f  t h e  a b o v e  a n a l y s i s ,  I  b e l i e v e  a  g r e a t e r  

r e a p p r a i s a l  o f  t h e  p o s i t i o n  o f  t h e  s t a t e  a s  t h e  m a in  e c o n o m i c  

a g e n t  i n  m o s t  LDCs w o u ld  h a v e  t o  be  done  by  t h e  c a p i t a l  

e x p o r t i n g  c o u n t r i e s ,  i f  c o n f l i c t s  an d  d i f f i c u l t i e s  a r o u n d  

r e s o u r c e  movement a s  an  a g e n t  o f  d e v e l o p m e n t  a r e  t o  be 

s u c c e s s f u l l y  m i n i m i z e d .

The p o l i t i c s  o f  f o r e i g n  r e s o u r c e  i n f l o w  i n v o l v e s  m ore  

t h a n  t h e  p o l i c i e s  o f  d o n o r  g o v e r n m e n t s .  I t  a l s o  r e l a t e s  t o  

t h e  i n t e r p r e t a t i o n  o f  t h e  p o l i t i c a l  e n v i r o n m e n t  by  i n v e s t i n g  

c o m p a n i e s  b e f o r e  t h e y  e s t a b l i s h ,  e x p a n d  o r  c l o s e  down t h e i r  

o p e r a t i o n s .  The p o l i t i c a l  s i t u a t i o n  -  a n d  t h e  d i r e c t i o n  i n  

w h i c h  t h e  l o n g - t e r m  p o l i t i c a l  w in d  i s  b l o w i n g  -  i s  an  i m p o r t a n t  

e l e m e n t  i n  t h e  g e n e r a l  i n v e s t m e n t  c l i m a t e .  P u b l i c  s e n t i 

m e n t s  t o w a r d s  f o r e i g n  c a p i t a l  a n d  i n  p a r t i c u l a r  t h e i r  

a t t i t u d e s  on s u c h  i s s u e s  a s  n a t i o n a l i z a t i o n ,  j o i n t - v e n t u r e s ,  

and  v i g o r o u s  l o c a l  p a r t i c i p a t i o n ;  t h e  p o l i t i c a l  s t r e n g t h  a n d  

known p o l i c i e s  o f  l o c a l  t r a d e  u n i o n s  a n d  t h e  b u s i n e s s  c l a s s ,
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t h e  e x i s t e n c e  o f  o f f i c i a l  ' b o y c o t t  an d  t h r e a t s  o v e r  f o r e i g n
1 Q

c o m p a n i e s  t r a d i n g  w i t h  " p o l i t i c a l  e n e m y , "  a n d  g o v e r n m e n t ' s

a c t u a l  p o l i c y  d e c i s i o n s  on  f o r e i g n  i n v e s t m e n t  and  p r i v a t e

e n t e r p r i s e ,  a r e  p o l i t i c a l  f a c t u r e  o f  c r u c i a l  i m p o r t a n c e  i n

p r i v a t e  c a p i t a l  m ovem ent .  As I  h a v e  n o t e d  b e f o r e ,  d o n o r s

o f f i c i a l  p o l i c i e s  a r e  a l s o  g e a r e d  t o  s a f e g u a r d i n g  a n d  e n h a n c i n g

t h e  i n t e r e s t s  o f  t h e i r  n a t i o n a l s ’ p r i v a t e  i n v e s t m e n t s  o v e r s e a s .

We h a v e  a l s o  s e e n  t h a t  t h e  p u r s u a n c e  o f  l e v e r a g e  t o w a r d s  t h a t

en d  c o u l d  be  t o  t h e  d i s a d v a n t a g e s  o f  t h e  l o c a l  e c o n o m y .^

Some e c o n o m i s t s  h a v e  s t r e s s e d  t h e  r e i n f o r c i n g  r o l e  o f  o f f i c i a l

d i s b u r s e m e n t  t o  p r i v a t e  i n v e s t m e n t  p r o j e c t s  i n  t h e  d e v e l o p -  
10i n g  c o u n t r i e s .  The f o r m e r  i s  made a v a i l a b l e  on t h e  b a s i s  

t h a t  p r i v a t e  c a p i t a l  ( i n  some m a j o r  i n s t a n c e s ,  f o r e i g n )  m u s t  

be  f o r t h c o m i n g  t o  make u s e  o f  t h e  i n f r a s t r u c t u r a l  o v e r h e a d s  

t h u s  p r o v i d e d .  F u r t h e r m o r e ,  a  l a r g e  p r o p o r t i o n  o f  b i l a t e r a l  

a s s i s t a n c e  a im s  a t  e a s i n g  t h e  b a l a n c e  o f  p a y m e n t s  p o s i t i o n  

o f  t h e  LDGs ( i . e .  t h e  t r a d e  g a p )  i n  o r d e r  t o  make p o s s i b l e  

b o t h  t h e  i m p o r t a t i o n  o f  c a p i t a l  g o o d s  a n d  t h e  r e p a t r i a t i o n  o f  

c a p i t a l  and  p r o f i t s  an  t h e  p r i v a t e  a c c o u n t .  F o r  t h e s e  r e a s o n s .

8 .  The i m p l i e d  e x t r a t e r r i t o r i a l i t y  o f  t h i s  c o n d i t i o n  i s  
c o m p a r a b l e  t o  t h e  h o s t i l i t y  i n  t h e  U n i t e d  S t a t e s  t o w a r d s  
t r a d e  w i t h  s o c i a l i s t  c o u n t r i e s  an d  t h e  o f f i c i a l  b a n  on 
U . S .  c o m p a n i e s  and  t h e i r  o v e r s e a s  s u b s i d i a r i e s  a g a i n s t  
t r a d i n g  ( e s p e c i a l l y  i n  s t r a t e g i c  c o m m o d i t i e s )  w i t h  s u c h  
c o u n t r i e s  n o t e a b l y ,  w i t h  G h i n a .  O t h e r  e x t r a t e r r i t o r i a l  
l a w s  t h a t  a p p l y  t o  A m e r i c a n  s u b s i d i a r i e s  a b r o a d  i n c l u d e  
l e g a l i s a t i o n s  on t a x  and  a n t i t r u s t  p o l i c y .

9 .  See  a b o v e  G h a p t e r  3 ,  -  an d  f o r  d e t a i l e d  a n a l y s i s ,  T e r e s a  
H a y t e r ' s  A id  As I m p e r i a l i s m  op  c i t .

10 .  See  f o r  e x a m p le  U. A r r i g h i : -  I n t e r n a t i o n a l  G o r p o r a t i o n s , 
L a b o u r  A r i s t o c r a c i e s  an d  E conom ic  D e v e l o p m e n t  i n  T r o p i c a l  
A f r i c a ,  og c i t  P a g e s  28 -  29 .
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o f f i c i a l  r e s o u r c e  t r a n s f e r  c a n n o t ,  e x c e p t  m a r g i n a l l y ,  be  

c o n s i d e r e d  i n d e p e n d e n t  o f  p r i v a t e  p r o f i t  p u r s u i t s .  I t s  

c o n t i n u i n g  a v a i l a b i l i t y  w i l l  u l t i m a t e l y  d e p e n d  on t h e  l e v e l  

a n d  s u c c e s s  o f  f o r e i g n - o w n e d  p r i v a t e  i n v e s t m e n t .

The a c t i v e  p r o m o t i o n  o f  t h e i r  n a t i o n a l  p r i v a t e  i n v e s t 

m e n t  o v e r s e a s  t h a t  way, and  t h r o u g h  t h e  p r o v i s i o n  o f  n u m e r o u s  

i n c e n t i v e s  t o  a c c e l e r a t e  t h e  f l o w  t o  t h e  d e v e l o p i n g  c o u n t r i e s ,

m u s t  n o t  be  s e e n  p u r e l y  i n  t e r m s  o f  e c o n o m i c  r a t i o n a l e .  I t
10Ah a s  a  p o l i t i c o - i a e o l o g i c a l  an d  s o c i o - c u l t u r a l  t i n t  t o  i t .  

F o r e i g n  i n v e s t m e n t  n o t  o n l y  " sh o w s  t h e  f l a g " ,  i t  a l s o  p r o v i d e s
, t

a p r e t e x t  f o r  d i r e c t  i n t e r v e n t i o n - t o  p r o t e c t  f o r e i g n  n a t i o n a l s  

l i f e  and  p r o p e r t y i n  t h e  i n t e r n a l  a f f a i r s  o f  a  c r i s i s - t o r n  

d e v e l o p i n g  c o u n t r y . And p e r h a p s  m ore  i m p o r t a n t  i n  t h e  l o n g -  

r u n  i s  t h e  f a c t  t h a t  f o r e i g n  i n v e s t m e n t  h e l p s  t o  c r e a t e  an  

e n v i r o n m e n t  t h a t  i s  r e c e p t i v e  a n d  c o n d u c t i v e  t o  p r i v a t e  

c a p i t a l i s m .  L e n i n ’ s a s s e r t i o n  t h a t  " t h e  e x p o r t  o f  

( C o m p e t i t i v e )  c a p i t a l  i n f l u e n c e s ,  g r e a t l y  a c c e l e r a t e s  t h e

d e v e l o p m e n t  o f  c a p i t a l i s m  i n  t h o s e  c o u n t r i e s  t o  w h ic h  i t  i s  
11e x p o r t e d  " i s  w e l l  a

d e v e l o p e d  m a r k e t  e c o n o m i e s .

11e x p o r t e d  " i s  w e l l  a p p r e c i a t e d  by  p o l i c y  m a k e r s  i n  t h e

10a . F o r  e x a m p l e ,  " p o s t - w a r  p o l i c y  o f  t h e  U . S .  G o v e r n m e n t s  
h a v e  e m p h a s i s e d  t h e  d e s i r a b i l i t y  o f  p r i v a t e  i n v e s t m e n t  
i n  f o r e i g n  c o u n t r i e s  by A m e r i c a n  c i t i z e n s  a s  a  m ean s  o f  
a c h i e v i n g  b o t h  d o m e s t i c  an d  f o r e i g n  p o l i c y  o b j e c t i v e s . "  
i l . F .  M i k e s e l l  -  P r o m o t i n g  U . S .  P r i v a t e  I n v e s t m e n t  A b ro a d  
N a t i o n a l  p l a n n i n g  A s s o c i a t i o n  W a s h i n g t o n  U .C .  1 9 5 7 .

1 1 . V . I .  L e n i n  -  I m p e r i a l i s m :  t h e  H i g h e s t  S t a g e  o f  C a p i t a l 
ism op c i t  P ag e  107 (1 9 6 4  Moscow e d )
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G o v e r n m e n t s ’ s u p p o r t  f o r  t h e i r  n a t i o n a l s  i n v e s t m e n t

a c t i v i t i e s  o v e r s e a s  i s  m u t u a l l y  b e n e f i c i a l  t o  b o t h .  As we

h a v e  s e e n ,  n o t  o n l y  c a n  p r i v a t e  c a p i t a l  be  m a n i p u l a t e d

d e l i b e r a t e l y  f o r  t h e  p o l i t i c a l  i n t e r e s t  o f  t h e  p a r e n t  c o u n t r y ,

i t  c a n  a l s o  be u s e d  t o  e f f e c t  a  s u c c e s s f u l  e x t e r n a l  e c o n o m i c

p o l i c y .  F o r  e x a m p l e ,  i n  o r d e r  t o  s t r e n g t h e n  t h e i r  b a l a n c e  o f

p a y m e n t s ,  b o t h  t h e  U n i t e d  S t a t e s  a n d  B r i t a i n  h a v e  p u t

p r e s s u r e s  on t h e i r  f i r m s  w i t h  o v e r s e a s  a s s e t s  t o  d i s c r i m i n a t e

i n  t h e  p a r e n t  c o u n t r i e s '  f a v o u r  i n  t h e  c o n d u c t  o f  t h e i r

f i n a n c i a l  a f f a i r s .  I n t e r n a t i o n a l  c o m p a n i e s  h a v e  b e e n  a s k e d

n o t  o n l y  t o  r e d u c e  t h e i r  r a t e  o f  i n v e s t m e n t  a b r o a d ,  b u t  a l s o

t o  r e p a t r i a t e  more  o f  t h e i r  e a r n i n g s  a r i s i n g  f r o m  o v e r s e a s

o p e r a t i o n s .  " S i n c e  t h e  f o r e i g n  in c o m e  w o u ld  h a v e  b e e n  d e r i v e d

f r o m  s a l e s  made i n  f o r e i g n  c o u n t r i e s ,  t h e  demand f r o m  t h e

p a r e n t  g o v e r n m e n t  t h a t  i t  ( c o m p a n y )  s h o u l d  r e p a t r i a t e  i t s

p r o f i t s  i n s t e a d  o f  r e i n v e s t i n g  them  a b r o a d  i n  t h e  n o r m a l

c o u r s e  o f  i n t e r n a t i o n a l  e x p a n s i o n ,  i s  a  way o f  p u t t i n g

p r e s s u r e  on t h e  b a l a n c e  o f  p a y m e n t s  o f  o t h e r  c o u n t r i e s  i n
1 2o r d e r  t o  i m p r o v e  t h a t  o f  t h e  p a r e n t  c o u n t r y . "

w e l l - k n o w n  h a z a r d  w h ic h  f o r e i g n  c o m p a n i e s  f a c e  i n  m o s t  

a r e a s  o f  o p e r a t i o n  e s p e c i a l l y  i n  t h e  d e v e l o p i n g  c o u n t r i e s  i s  

t h e  p o s s i b i l i t y  t h a t  t h e y  may become t h e  t a r g e t  f o r  c r i t i c i s m  

and  a  c o n v e n i e n t  s c a p e g o a t  i n  t h e  wake o f  p o l i t i c a l  and  

e c o n o m ic  u n r e s t  s u b s e q u e n t  t o  a n  u n s u c c e s s f u l  g o v e r n m e n t

12 .  E d i t h  P e n r o s e : -  The L a r g e  I n t e r n a t i o n a l  F i r m s  i n  
D e v e l o p i n g  c o u n t r i e s :  The I n t e r n a t i o n a l  P e t r o l e u m
I n d u s t r y ,  o c i t  P age  2 6 9 .
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e c o n o m ic  p o l i c y .  I n  g e n e r a l  h o w e v e r ,  f o r e i g n  c o m p a n i e s  a r e  

n o t  u n d u l y  d e t e r r e d  f r o m  m a k in g  a d d i t i o n a l  i n v e s t m e n t s  i n  t h e  

f a c e  o f  p o l i t i c a l  u n c e r t a i n t i e s  so  l o n g  a s  t h e r e  i s  a  r e a s o n 

a b l e  p r o s p e c t  f o r  p r o f i t a b l e  o p e r a t i o n s  an d  a  s u p p o r t i n g  

home g o v e r n m e n t .  The a b o v e  v u l n e r a b i l i t y  o f  f o r e i g n  i n v e s t 

m e n t  t o  l o c a l  c r i t i c i s m  an d  h o s t i l i t y  m u s t  n o t  be  a l l o w e d  t o  

u n d u l y  u n d e r m i n e  t h e  f a c t  t h a t  m o s t  c o n f l i c t s  b e t w e e n  i n t e r 

n a t i o n a l  c a p i t a l i s m  an d  h o s t  g o v e r n m e n t s  o f  LDCs g e n e r a l l y  

a r i s e  f r o m  g e n u i n e  g r i e v a n c e s  by t h e  l a t t e r .

T h a t  r e c e i v i n g  c o u n t r i e s  o f t e n  h a v e  l e g i t i m a t e  a n d  

s e r i o u s  g r o u n d s  f o r  c o m p l a i n t s  a b o u t  f o r e i g n  i n v e s t m e n t  -  i n  

f a c t  a t  any  p a r t i c u l a r  t i m e  t h e r e  i s  a l w a y s  some c o n f l i c t  

g o i n g  on b e t w e e n  h o s t  g o v e r n m e n t  a n d  f o r e i g n  i n v e s t o r  i n  

some c o r n e r  o f  t h e  w o r l d  -  i s  a  s o u n d  r e f l e c t i o n  o f  t h e  

d i f f i c u l t i e s ,  d i s a d v a n t a g e s  an d  c o s t s  i n h e r e n t  i n  f o r e i g n  

p r i v a t e  i n v e s t m e n t  w h ic h  h o s t  c o u n t r i e s  m u s t  w e i g h  a g a i n s t  

d e r i v a b l e  b e n e f i t s .  L a r g e  e l e m e n t s  o f  t h e s e  d i s a d v a n t a g e s  

and  c o s t s  a r e  n o n - q u a n t i f i a b l e ,  a n d  n o n - e c o n o m i c  a s  w e l l .

I t  may be  u n w i s e  t o  g e n e r a l i s e  f o r  o r  a g a i n s t  a l l  f o r e i g n  

i n v e s t m e n t s  i n  a  g i v e n  c o u n t r y .  F o r  m o s t  c o u n t r i e s ,  i n c l u d i n g  

t h e  d e v e l o p e d  o n e s ,  t h e  c h o i c e  i s  n o t  b e t w e e n  a l l o w i n g  f o r e i g n  

i n v e s t m e n t  o r  n o n e  a t  a l l ,  r a t h e r  i t  i s  a  q u e s t i o n  o f  a l l o w i n g  

i n  t h e  a p p r o p r i a t e  o n e s .  Once a  p o l i c y  o f  o p e n i n g  t h e  

c o u n t r y  t o  o v e r s e a s  e x p l o i t a t i o n  i s  i n s t i t u t e d ;  -  a n d  m o s t  

d e v e l o p i n g  c o u n t r i e s  h a v e  s u c h  p o l i c y ,  w i t h  i t s  a t t e n d a n t  

p r o s p e c t u s  o f  a v a i l a b l e  i n c e n t i v e s  - t h e  t a s k  o f  t h e  h o s t  

a u t h o r i t i e s  i s  t o  j u d g e  e a c h  i n v e s t m e n t  o r  t y p e  o f  i n v e s t m e n t  

on i t s  m e r i t s .  The t e s t  o f  i t s  a p p r o p r i a t e n e s s  i s  i t s  

c o n f o r m i t y  t o ,  o r  s a t i s f a c t i o n  o f  o f f i c i a l  r e q u i r e m e n t s ,  

i n v e s t m e n t  l a w ,  g u i d e l i n e s  e t c .  The o v e r r i d i n g  o b j e c t i v e  o f
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s u c h  c o n d i t i o n s  -  a g a i n ,  n o t  n e c e s s a r i l y  l i m i t e d  t o  e c o n o m i c

c r i t e r i a  a l o n e  -  m u s t  be  t o  a t t r a c t  i n v e s t m e n t s  w i t h  h i g h

b e n e f i c i a l  i m p a c t ,  a n d  t o  d i s c o u r a g e  o r  r e s t r i c t  t h o s e  w i t h

h e a v y  ( p o l i t i c a l ,  s t r a t e g i c ,  s o c i a l  a n d  e c o n o m i c )  c o s t s .

H a v i n g  s a i d  t h a t ,  one  m u s t  q u i c k l y  add  t h a t  i n  p r a c t i c e ,  t h e

e n l i s t m e n t  o f  f o r e i g n  c a p i t a l  i n t o  m o s t  o f  t h e  d e v e l o p i n g

c o u n t r i e s  h a s ,  i n  t h e  l a s t  d e c a d e ,  n o t  b e e n  s t r i c t l y  r e l a t e d

t o  p l a n  p r i o r i t i e s ,  n o r  h ave  t h e  f o r m a l  c o n d i t i o n s  f o r  g r a n t -
1 5i n g  o p e r a t i o n a l  l i c e n c e s  b e e n  r e g u l a r l y  a d h e r e d  t o .  A 

n o t i c e a b l e  f e a t u r e  o f  p o s t - c o l o n i a l  f o r e i g n  i n v e s t m e n t  h a s  

b e e n  t h e  h a p h a z a r d  way and  ad  h o c  b a s i s  on w h i c h  i t  h a s  b e e n  

t r e a t e d ,  o f t e n  i n  r e s p o n s e  t o  s h o r t - t e r m  c o n s i d e r a t i o n s ,  w h i l e  

t h e  a t t e m p t  t o  r e s t r u c t u r e  t h e  " p r e - i n d e p e n d e n c e "  f o r e i g n  

s e c t o r  away f rom  c o m m e r c i a l  a n d  f i n a n c i a l  o r i e n t a t i o n  h a s  n o t

o f t e n  b e e n  p u r s u e d  i n  p r a c t i c e  w i t h  t h e  s p e e d  and  d e t e r m i n 

a t i o n  p r o m i s e d  i n  o f f i c i a l  p o l i c y  s t a t e m e n t s . ^^ The 

c o n s e q u e n c e  b e i n g  t h a t  t h e  much h o p e d - f o r  c l o s e  c o o r d i n a t i o n  

w i t h  d o m e s t i c  e f f o r t s  t o  a t t a i n  

o b j e c t i v e s ,  i s  r a r e l y  a c h i e v e d .

w i t h  d o m e s t i c  e f f o r t s  t o  a t t a i n  t a r g e t e d  d e v e l o p m e n t

15

15 .  See . . .  E i d r o n .  F o r e i g n  I n v e s t m e n t  i n  I n d i a  op c i t  P a g e  316 ;  
P . J .  E l d r i d g e ; -  The P o l i t i c s  o f  F o r e i g n  A id  i n  I n d i a ,  
op c i t ; an d  on N i g e r i a ,  See  A .A .  A y i d a ;  " C o n t r a c t o r  
F i n a n c e  an d  S u p p l i e r  C r e d i t  i n  E co n o m ic  G row th"  i n  
N i g e r i a n  J o u r n a l  o f  E conom ic  a n d  S o c i a l  S t u d i e s  (NJESS)
V o l .  7 No." 2 1 9 6 5 .

1 4 . R e c e n t  a c t i o n s  t a k e n  by T a n z a n i a n  a u t h o r i t i e s  i n  t h i s  
f i e l d  r e p r e s e n t  one  o f  t h e  f e w  n o t e a b l e  e x c e p t i o n s .

1 5 . F o r  f o r e i g n  i n v e s t m e n t  a c t i v i t i e s  d u r i n g ,  and  c o n t r i b 
u t i o n s  t o  t h e  f i r s t  t h r e e  N a t i o n a l  P l a n s  i n  I n d i a  s e e  
A.H. H a n s o n : -  The P r o c e s s  o f  P l a n n i n g - S t u d y  o f  I n d i a ’ s 
F i v e - Y e a r  P l a n s  See  a l s o  on N i g e r i a ,  t h e  o f f i c i a l  
p u b l i c a t i o n  e n t i t l e d : -  N a t i o n a l  D e v e l o p m e n t  P l a n ,  P r o g r e s s  
R e p o r t  1 9 6 4 , L a g o s  1 9 6 5 . ( 1 6 ) .  F o r  a u s e f u l  a n a l y s i s  o f  
t h e  r e c e n t  t r e n d  i n  t h e  b a r g a i n i n g  s t r e n g t h  i n  LDCs v i s -  
a - v i s  f o r e i g n  c a p i t a l  s e e  c h p .  14 by R . F .  M i k e s e l l  
e n t i t l e d  " U .S .  P r i v a t e  I n v e s t m e n t  i n  t h e  E x t r a c t i v e  
I n d u s t r i e s  o f  t h e  D e v e l o p i n g  C o u n t r i e s :  C h a n g i n g  P a t t e r n s
an d  A t t i t u d e "  i n  L i t v a k  a n d  M aule  ( e d )  F o r e i g n  I n v e s t -  
r a e n t .  The E x p e r i e n c e  o f  H o s t  C o u n t r i e s  op c i t
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A c r i t i c a l  s c r u t i n y  o f  f o r e i g n  c a p i t a l  i n v e s t m e n t  i n  

t e r m s  o f  i t s  r o l e ,  i m p a c t ,  i n f l u e n c e  a n d  p o t e n t i a l  c o n t r i 

b u t i o n s  t o  t h e  e c o n o m ic  g r o w t h  an d  d e v e l o p m e n t  o f  LDCs c a n n o t  

a v o i d  a n  i m m e d i a t e  a w a r e n e s s  o f  t h e  i n f l u e n c e  on f o r e i g n  

i n v e s t o r ^ o f  t h e  same f a c t o r  w h i c h  h a s  b e d e v i l l e d  o f f i c i a l  

p o l i c y  f o r  so l o n g :  n a m e l y  t h e  l a c k  o f  p r o p e r  a p p r e c i a t i o n

o r  u n d e r s t a n d i n g  o f  l o c a l  c o n d i t i o n s ,  so  e s s e n t i a l  t o  t h e  

p o s s i b l e  i n f u s i o n  o f  maximum b e n e f i t s  i n t o  t h e  l o c a l  eco n o m y .  

L i k e  d o n o r  g o v e r n m e n t s ,  i n t e r n a t i o n a l  c o m p a n i e s  s e e  t h e i r
j

p o l i c y  d e c i s i o n s  p r i m a r i l y  f r o m  t h e  s t a n d p o i n t  o f  f u l f i l l i n g /  

own o b j e c t i v e s  and  c a r i n g  f o r  s e l f  i n t e r e s t s .  O t h e r  

c o n s i d e r a t i o n s  a r e  s e c o n d a r y .  T h e i r  s t r o n g  b a r g a i n i n g  

p o s i t i o n  v i s - a - v i s  weak h o s t  a u t h o r i t i e s  i n e v i t a b l y  m e a n t  t h a t  

t h e y  c o u l d ,  and  do o b t a i n  a g r e e m e n t s  t h a t  c o n t a i n  p r o v i s i o n  

w h i c h  a r e  m a n i f e s t l y  i n d e f e n s i b l e  f r o m  t h e  p o i n t  o f  v i e w  o f  

t h o s e  c o u n t r i e s '  w e l f a r e a n d  l o n g - t e r m  d e v e l o p m e n t . ^ ^  F o r e i g n  

i n v e s t o r s  a r e  a l s o  i n  a  f a v o u r a b l e  p o s i t i o n  t o  " c a s h  i n "  on 

l o c a l  p o l i c o - e c o n o m i c  l e a d e r s h i p ' s  e n t h u s i a s m  a n d  a d m i r a t i o n  

f o r  t h e  mode o f  o r g a n i z a t i o n ,  p r o d u c t i o n  t e c h n i q u e ,  m a n a g e m e n t  

a n d  e c o n o m ic  s t r u c t u r e  p r e v a i l i n g  i n  t h e  s o p h i s t i c a t e d  

i n d u s t r i a l  e n v i r o n m e n t  o f  t h e  d e v e l o p e d  "home" c o u n t r i e s .

S u ch  a  p o t e n t i a l l y  a d v e r s e  " d e m o n s t r a t i v e  e f f e c t " ,  w h i c h  

c o l o n i a l i s m  an d  t h e  c o m p a n i e s  t h e m s e l v e s  h a v e  h e l p e d  t o  

f o s t e r ,  h i n d e r s  t h e  p o s s i b i l i t y  o f ,  a n d  r e d u c e s  t h e  p r e s s u r e  

on a d a p t i n g  f o r e i g n  i n v e s t m e n t  t o  s u i t  l o c a l  c o n d i t i o n s  -  

r a t h e r  t h a n  t h e  o t h e r  way r o u n d .  P e r h a p s  more  i m p o r t a n t ,  i t  

f o r c e s  r e c i p i e n t s  l o c a l  e n t r e p r e n e u r s h i p  t o  c o p y  a n d  e m u l a t e  

a  t r a n s p l a n t a t i o n  w h ic h  may be  o u t  o f  t u n e  w i t h  l o n g - t e r m  

d e v e l o p m e n t  n e e d s .  An. e x a m p l e  w i l l  s u f f i c e ;  t h e  r a p i d  

e x p a n s i o n  o f  i m p o r t  s u b s t i t u t i o n  m a n u f a c t u r i n g  i n d u s t r y  i n

L a s t  A f r i c a  d u r i n g  t h e  m i d - s i x t i e s  was  a c c o m p a n i e d  by  a
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n o t i c e a b l e  d r o p  i n  t h e  n u m b e r  o f  l a b o u r  f o r c e  i n  wage

e m p lo y m e n t ,  r e f l e c t i n g  a s  i t  w e re  t h e  c a p i t a l  i n t e n s i v e

t e c h n i q u e  b e i n g  e m p lo y e d  by  f o r e i g n  f i r m s  ( a n d  t h e  r e s t  o f

t h e  m o d e rn  s e c t o r )  an d  t h e  r e i n f o r c i n g  e f f e c t  o f  r a p i d  r i s e
17i n  r e a l  w ages  a s  a  r e s u l t  o f  minimum wage l e g i s l a t i o n .

B e f o r e  l o o k i n g  a t  t h e  d e t a i l e d  i m p l i c a t i o n s  o f  t h e  p r o d u c t i o n

f u n c t i o n  a n d  t e c h n o l o g y  i m p o r t e d  i n t o  t h e  d e v e l o p i n g  c o u n t r i e s

by m u l t i n a t i o n a l  c o r p o r a t i o n ,  I  m u s t  f i r s t  d r a w  a t t e n t i o n  t o

t h e  o b v i o u s  b u t  n o t  g e n e r a l l y  a p p r e c i a t e d  w e a k n e s s  i n h e r e n t

i n  t h e  u s e  o f  o t h e r  p e o p l e s '  a s s e t s  f o r  l o n g - t e r m  g r o w t h  a n d

d e v e l o p m e n t .  T h a t  i s ,  i t  i s  a t  a  c o m m e r c i a l l y - d e t e r m i n e d

f i n a n c i a l  c o s t ,  w h ic h  a  r e c i p i e n t  c o u n t r y  m u s t  be  p r e p a r e d

t o  p a y  i n  o r d e r  t o  m a i n t a i n  t h e  c o n t i n u a l  i n f l o w  o f  f o r e i g n

i n v e s t m e n t .  Such  i n v e s t m e n t  i s  u s u a l l y  p r o f i t a b l e  some

c r i t i c s  w o u ld  e v e n  s a y  i t  i s  e x c e s s i v e l y  p r o f i t a b l e .  We h a v e

s e e n  a b o v e  t h a t  t h o u g h  a v e r a g e  p o s t - t a x  r e t u r n  on o v e r s e a s

i n v e s t m e n t  i n  t h e  d e v e l o p i n g  c o u n t r i e s  i s  n o t  a s  h i g h  a s

g e n e r a l l y  s u p p o s e d ,  i t  i s  h i g h e r  t h a n  a v e r a g e  home y i e l d s  a n d

f o r  some c o m p a n i e s  t h e  p o s s i b i l i t y  o f  h i g h e r  r e t u r n  p r o v i d e s
18t h e  m a in  i n c e n t i v e  f o r  o v e r s e a s  e x p a n s i o n .  The r e t u r n s  i n  

some e x t r a c t i v e  i n d u s t r i e s  a r e  o f t e n  more  t h a n  t w i c e  t h e  

o v e r a l l  a v e r a g e .  The l i t e r a t u r e  on  f o r e i g n  i n v e s t m e n t  i s  f u l l  

o f  s t a t i s t i c s  sh o w in g  t h e  g a p  b e t w e e n  t h e  a g g r e g a t e  p r o f i t  

o u t f l o w s  and  a g g r e g a t e  c a p i t a l  inflows f o r  m a j o r  c o u n t r i e s  

d u r i n g  a  p a r t i c u l a r  p e r i o d .  I f  t h e  c o n c l u s i o n s  d r a w n  f r o m  

s u c h  s t a t i s t i c a l  e v i d e n c e  a r e  s o m e t i m e s  i n a c c u r a t e ,  t h e  f a c t  

r e m a i n s  t h a t  t h e  r e p a t r i a t i o n  o f  l o c a l l y  g e n e r a t e d  s u r p l u s

17.  I n  T a n z a n i a  r e d u c t i o n  o f  l a b o u r  f o r c e  was a l s o  due  t o  
c o n t r a c t i o n  i n  e c o n o m ic  a c t i v i t y  a s  a  r e s u l t  o f  f a l l i n g  
s i s a l  p r i c e s .

18.  See a b o v e  c h a p t e r  2 .
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may h a v e  a  d e t r i m e n t a l  e f f e c t  on b a s i c a l l y - w e a k  b a l a n c e  o f  

p a y m e n t s  p o s i t i o n s  o f  m o s t  LDCs a n d  p e r h a p s  m ore  i m p o r t a n t ,  

s u c h  l e a k a g e s  a b r o a d  r e d u c e  t h e  m u l t i p l i e r  o r  " s p r e a d "  e f f e c t  

on  l o c a l  economy o f  g r o s s  incom e  g e n e r a t e d .  B e s i d e s  t h e  

e x c e p t i o n a l  d i f f i c u l t i e s  w i t h  s u p p l i e r s  ( e x p o r t )  c r e d i t s  

w h i c h  a r e  c u r r e n t l y  p l a g u i n g  a  s i z e a b l e  n u m b e r  o f  d e v e l o p i n g  

c o u n t r i e s ,  t h e  s e r v i c i n g  o f  d i r e c t  i n v e s t m e n t  i s  l i k e l y  t o  

g e t  more  b u rd e n s o m e  i n  t h e  2nd D e v e l o p m e n t  D e c a d e .  F o r  LDCs 

i n t r o p i c a l  A f r i c a ,  t h e  b u r d e n  may be  more  a c u t e ,  a s  e a r n i n g s  

f r o m  m a t u r i n g  i m p o r t  s u b s t i t u t i o n s  o f  t h e  p r e v i o u s  d e c a d e  

come t o  be  t r a n s f e r r e d  a b r o a d .  As was p o i n t e d  o u t  i n  a n  

e a r l i e r  c h a p t e r ,  t h e  f u l l  e f f e c t s  o f  s u c h  o u t f l o w s  c a n n o t  be  

g a u g e d  f r o m  t h e  s t a t i s t i c s  o f  i n v e s t m e n t  s e r v i c e  r a t i o s .  The 

o t h e r  r e a l  b u t  o f t e n  i g n o r e d  f a c t o r  i s  t h a t  f o r e i g n  a s s e t s  

w o u ld  e v e n t u a l l y  h a v e  t o  be  r e t u r n e d ,  i n e v i t a b l y  i n  l a r g e  

m u l t i p l e s  o f  o r i g i n a l  i n v e s t m e n t ,  The p r o b l e m s  o f  l o n g - t e r m  

i n d e b t n e s s  i n h e r e n t  i n  f o r e i g n  p r i v a t e  d i r e c t  i n v e s t m e n t  a r e  

c u r r e n t l y  b e i n g  s w e p t  u n d e r  t h e  c a r p e t  by  m o s t  o f  t h e  n e w l y  

d e v e l o p i n g  c o u n t r i e s ,  p e r h a p s  i n  t h e  b e l i e f  t h a t  f o r e i g n  

i n v e s t m e n t  a s  a n  e c o n o m i c  phen o m en o n  h a s  come t o  s t a y .  The 

p o s s i b i l i t y  o f  c o m p l e t e  r e p a t r i a t i o n s  o f  f o r e i g n  c a p i t a l  may 

be t o o  d i s t a n t  i n t o  t h e  f u t u r e  t o  w o r t h  b o t h e r i n g  a b o u t  a t  

t h e  moment .  H ow ever ,  t h e r e  a r e  two m a j o r  r e a s o n s  why t h e  

n e e d  f o r  a  g r a d u a l  d i m i n u t i o n  o f  f o r e i g n  e q u i t y  may w e l l  be  

i m p e r a t i v e  f o r  m o s t  d e v e l o p i n g  c o u n t r i e s  i n  t h e  n e a r  f u t u r e .
19F i r s t ,  t h e  s i z e  o f  e x t e r n a l  r e p a y m e n t  i s  a p p r e c i a b l y  r e d u c e d .  

S e c o n d l y ,  t h e r e  i s  t h e  s p e c t r e  o f  t h e  d r e a d e d  m i l e s t o n e ,  when 

a  s e l f - f i n a n c i n g  f o r e i g n  i n v e s t m e n t  b eco m es  no  l o n g e r  a  s o u r c e

19.  G/F  V/. R o s e n b u r g : -  C a p i t a l  I m p o r t  and  G ro w th  -  t h e  Case  
o f  New Z e a l a n d .  F o r e i g n  I n v e s t m e n t  i n  New Z e a l a n d  1 8 4 0 -  
1 9 1 8 .  Econom ic  J o u r n a l  ( E J ) M a r c h , 1 9 6 1 .
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o f  f r e s h  c a p i t a l  i n f l o w  f o r  d e v e l o p m e n t ,  h u t  a  d r a i n  f o r  t h e  

t r a n s f e r  a b r o a d  o f  l o c a l l y - g e n e r a t e d  s u r p l u s .  T h i s  p o i n t  i s  

f a r  f r o m  b e i n g  h y p o t h e t i c a l .  The e v i d e n c e  t o d a y  s u g g e s t s  

t h a t  t h e  a c c u m u l a t e d  s t o c k  an d  s i z e  o f  t h e  o u t p u t  o f  o v e r 

s e a s  i n v e s t m e n t s  o f  l o n g - e s t a b l i s h e d  c a p i t a l  e x p o r t i n g  

c o u n t r i e s  l i k e  t h e  U n i t e d  S t a t e s  a n d  G r e a t  B r i t a i n ,  h a v e  

r e a c h e d  s u c h  p r o p o r t i o n s  t h a t  f o r  a l l  p r a c t i c a l  p u r p o s e s  s u c h  

i n v e s t m e n t s  h a v e  become more  t h a n  s e l f - f i n a n c i n g .  The 

a g g r e g a t e  v a l u e s  o f  t h e i r  homeward  r e m i t t a n c e  a r e  n o w a d ay s

more  t h a n  t h e  a g g r e g a t e  a d d i t i o n  t o  t h e i r  c a p i t a l  a s s e t s
20by  t h e  p a r e n t  c o m p a n i e s .  T h i s  i s  t h e  i n f e r e n c e  w h ic h

c r i t i c s  q u o t i n g  s t a t i s t i c s  o f  i n f l o w  an d  o u t f l o w  w i s h  t o

d r a w ,  t h o u g h  a  m i s t a k e n  i m p r e s s i o n  i s  c r e a t e d  t h a t  i m p l i e s
21a n  e x c e s s i v e l y  h i g h  r a t e  o f  r e t u r n  on  f o r e i g n  i n v e s t m e n t .

The a b o v e  d a n g e r  o f  p e r m a n e n t  l e a k a g e s  i n h e r e n t  i n  f o r e i g n  

p r i v a t e  i n v e s t m e n t  i s  c o m p a r a b l e  t o ,  i n d e e d  i s  r e i n f o r c e d  by 

p o t e n t i a l  n e g a t i v e  n e t  t r a n s f e r  e m b o d ie d  i n  a  c o n t i n u a t i o n  o f  

p r e s e n t  t r e n d s  i n  o f f i c i a l  d i s b u r s e m e n t .  As I  h a v e  shown i n  

t h e  c h a p t e r  d e a l i n g  w i t h  p u b l i c  a s s i s t a n c e ,  a  c o m b i n a t i o n  o f  

r a p i d l y  r i s i n g  d e b t  b u r d e n ,  s t a t i c  vo lum e  i n  r e a l  t e r m s  o f  

" O f f i c i a l  D e v e lo p m e n t  A s s i s t a n c e "  d i s b u r s e m e n t ,  and  a n  a b s e n c e  

o f  n o t i c e a b l e  im p r o v e m e n t  i n  t e r m s  o f  a s s i s t a n c e  i s  b o u n d  

t o  l e a d  t o  a  r a p i d l y  n a r r o w i n g  m a r g i n  b e t w e e n  f u t u r e  

c o m m i tm e n t s  and  r e p a y m e n t s  ( w i t h  i n t e r e s t )  o f  m a t u r i n g  l o a n s . 

I n  t h e  a b s e n c e  o f  an  i m m e d i a t e  a n d  d r a m a t i c  r e v e r s a l  o f  

p r e s e n t  t r e n d  i n  f o r e i g n  a i d  -  t h e  c u r r e n t  A m e r i c a n  t h r e a t  

t o  s t o p  d e v e l o p m e n t  a i d  a l t o g e t h e r  e m p h a s i z e s  my p e s s i m i s m  

-  an  i n c r e a s i n g  p r o p o r t i o n  o f  f u t u r e  d i s b u r s e m e n t  w i l l

2 0 .  F o r  e x a m p l e  co m p are  row  1 ( a )  w i t h  row  3 ( b )  i n  t a b l e  6 0 0 .

2 1 .  See  a b o v e  c h a p t e r  2 P a g e s  6 2 - 6 3
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i m m e d i a t e l y  f i n d s  i t s  way b a c k  t o  t h e  a d v a n c e d  c o u n t r i e s  a s

s e r v i c e  a n d  a m o r t i z a t i o n  p a y m e n t s .  T h i s  p o i n t  was s i m i l a r l y

u n d e r l i n e d  by  t h e  P e a r s o n  C o m m is s io n ,  an d  m o s t  p r o j e c t i o n s

i n d i c a t e  t h a t  w i t h i n  t h e  n e x t  two o r  t h r e e  d e c a d e s  f r e s h

d i s b u r s e m e n t  t o  LDCs w i l l  be  i n a d e q u a t e  t o  m a t c h  t h e i r

s e r v i c e  o b l i g a t i o n s .  The s e r i o u s n e s s  o f  t h e  s i t u a t i o n  v a r i e s
22f r o m  one c o u n t r y  t o  t h e  o t h e r .  Of c o u r s e  i t  c o u l d  be  a r g u e d  

t h a t  by  t h a t  t i m e  m o s t  o f  t h e  p r e s e n t  d e v e l o p i n g  c o u n t r i e s  

a r e  l i k e l y  t o  be  i n  an  e c o n o m i c a l l y  s t r o n g  p o s i t i o n  t o  be  

a b l e  t o  s h o u l d e r  s u c h  d e b t  b u r d e n .  H ow ever ,  I  b e l i e v e  t h a t  

t h e  p r o s p e c t s  o f  s e e i n g  l o c a l l y  g e n e r a t e d  in co m e  c o n t i n u o u s l y  

t r a n s f e r r e d  a b r o a d  on a  s e m i - p e r m a n e n t  b a s i s  t o  r e p a y  some 

f o r g o t t e n  l o a n s ,  i s  n o t  l i k e l y  t o  be  v i e w e d  w i t h  r e s i g n a t i o n  

a n d  e q u a n i m i t y  by b o t h  d o n o r  and  r e c i p i e n t  a u t h o r i t i e s .

The n e x t  m a j o r  d i s a d v a n t a g e  -  f r o m  t h e  v i e w p o i n t  o f  h o s t  

c o u n t r i e s  -  o f  f o r e i g n  o w n e r s h i p  o f  p r o d u c t i v e  r e s o u r c e s ,  i s  

t h e  i m p l i c a t i o n s  o f  c o n t r o l  o v e r  a  s e c t i o n ,  an d  i n  some 

c o u n t r i e s  o v e r  a  s u b s t a n t i a l  p r o p o r t i o n  o f  t h e  key  s e c t o r s  

t h u s  e x e r c i s e d  by t h o s e  whose  u l t i m a t e  p o l i t i c a l  an d  e c o n o m i c  

l o y a l t i e s  a r e  t o  f o r e i g n  a u t h o r i t i e s .  The p r a c t i c a l  i m p l i 

c a t i o n s  o f  t h e  c o m b in e d  f o r c e s  o f  o w n e r s h i p ,  m a n a g e m e n t ,  

p o l i c y - m a k i n g  and  c o n t r o l  a r e  f o r  more  c o m p l e x  and  p e r v a s i v e  

t h a n  g e n e r a l l y  s u p p o s e d .  The c o n f l i c t  b e t w e e n  h o s t  G o v e rn m e n t  

a n d  f o r e i g n  i n v e s t o r ,  r e f e r r e d  t o  a b o v e ,  g e n e r a l l y  a r i s e  n o t  

so much o u t  o f  i s s u e s  i n v o l v i n g  f i n a n c i a l  a d v a n t a g e ,  b u t  f r o m  

t h e  a t t e m p t  by  t h e  f o r m e r  t o  d i v e r t  t h e  u t i l i z a t i o n  o f  t h o s e  

f o r c e s  more  i n  t h e  d i r e c t i o n  o f  i t s  own n a t i o n a l  i n t e r e s t .

T h a t  s u c h  i n t e r e s t s  s h o u l d  t a k e  p r e c e d m c e  o v e r  f o r e i g n

22.  See  above  C hap ter  3 Page 135
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p r i v a t e  i n v e s t m e n t  r i g h t s  a n d  o b j e c t i v e ,  i s  s e e n  by h o s t  

a u t h o r i t i e s  a s  an  i n a l i e n a b l e  p r e r o g a t i v e  w h i c h  i n v e s t o r s  m u s t  

r e c o g n i s e  b o t h  i n  s p i r i t  an d  i n  p r a c t i c e .  I  h a v e  a l r e a d y  

d ra w n  a t t e n t i o n  t o  t h e  C a n a d i a n s '  ifear o v e r  t h e  U . S .  c o n t r o l  

and  d i r e c t i o n  o f  a  s i z e a b l e  s l i c e  o f  t h e i r  n a t i o n a l  econom y .

I n  " t h e  A m e r ic a n  C h a l l e n g e " ,  J e a n - J a c q u e s  S e r v a n - S c h r e i b e r  

h a s  s i m i l a r l y  e x p r e s s e d  c u r r e n t  E u r o p e a n  f e a r  o f ,  an d  

d o u b t s  a b o u t  U . S .  o v e r s e a s  i n v e s t m e n t .  I f  p o w e r f u l  d e v e l o p e d  

c o u n t r i e s  l i k e  C a n a d a ,  F r a n c e  a n d  t h e  U n i t e d  Kingdom c an  

e x p r e s s  f e a r  a n d  c o n c e r n  o v e r  f o r e i g n  c o r p o r a t i o n s  i n t e r f e r i n g  

w i t h ,  t h w a r t i n g  o r  s i d e s t e p p i n g  t h e i r  n a t i o n a l  l a w s  an d  

s o v e r e i g n t y ,  how much more  so  f o r  t h e  r e l a t i v e l y  weak  

d e v e l o p i n g  c o u n t r i e s  o f  A s i a ,  A f r i c a  an d  L a t i n  A m e r i c a ?  We 

m u s t  a s su m e  t h e y  a r e  f a r  more  e x p o s e d  t o  " n e o - e c o n o m i c  

i m p e r i a l i s m "  o f  a  s u b t l e r  k i n d  t h a n  i n t e r n a t i o n a l  c a p i t a l i s m  

w ou ld  r e a d i l y  a d m i t .  The q u e s t i o n  o f  c o n t r o l  i s  a  q u e s t i o n  

o f  w h e t h e r  a  c o u n t r y  c a n  h av e  a  m e a n i n g f u l  i n d e p e n d e n t  

e x i s t e n c e  i n  a  s i t u a t i o n  w here  n o n - r e s i d e n t s  own an  i m p o r t 

a n t  p a r t  o f  h e r  b a s i c  r e s o u r c e s  a n d  i n d u s t r y ,  a n d  a r e  t h e r e 

f o r e  i n  a  p o s i t i o n  t o  make i m p o r t a n t  d e c i s i o n s  a f f e c t i n g  t h e  

o p e r a t i o n s  and  d e v e l o p m e n t  o f  t h e  c o u n t r y ' s  e c o n o m y .  The 

a l m o s t  u n i v e r s a l  demand by LDCs f o r  an  i n c r e a s i n g  s h a r e  o f  

o w n e r s h i p  and  c o n t r o l ,  a n d  m a n a g e m e n t  s t e m s  n o t  o n l y  f ro m  

a  d e s i r e  t o  be g r a d u a l l y  b e t t e r - p l a c e d  t o  c o n t r o l  t h e i r  ovm 

s o c i o - e c o n o m i c  d e s t i n y ,  b u t  a l s o  r e f l e c t s  a n  i m p a t i e n c e  w i t h  

t h e  s l o w  p r o g r e s s  i n  i m p a r t i n g  know-how and  e x p e r i e n c e  t o  

h o s t  n a t i o n a l s .  To them  an a c c e l e r a t e d  i m p r o v e m e n t  i n  t h e  

q u a l i t y  o f  human r e s o u r c e s  a v a i l a b l e  f o r  d e v e l o p m e n t  i s  j u s t  

a s  i m p o r t a n t  a s  i n c r e a s e  i n  p h y s i c a l  p r o d u c t i o n .  The m a j o r  

c o n t e n t s  o f  l o c a l  a s p i r a t i o n  f o r  " d o m e s t i c a t e d "  f o r e i g n

i n v e s t m e n t  b o i l  down t o  t h e s e  d e m a n d s :  I n  t h e  p r o c e s s  o f
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l o c a l i z i n g  t h e m s e l v e s ,  t h e y  m u s t  he  i n c o r p o r a t e d  l o c a l l y  a s

a f f i l i a t e s  o r  s u b s i d i a r i e s  o f  b i g g e r  m u l t i n a t i o n a l  f i r m s ,

t h e y  m u s t  a p p o i n t  l o c a l  n a t i o n a l s  t o  t h e i r  b o a r d s  o f  D i r e c t o r s ,

s t a f f  k e y  p o s i t i o n s  w i t h  q u a l i f i e d  l o c a l  c a n d i d a t e s ,  p u b l i s h

a  more  d e t a i l e d  f i n a n c i a l  i n f o r m a t i o n  a b o u t  t h e i r  l o c a l

o p e r a t i o n s ,  p u r c h a s e  f r o m  l o c a l  s u p p l i e r s  w h e r e  f e a s i b l e ,

a g g r e s i v e l y  s e e k  o u t  e x p o r t  m a r k e t s ,  r e i n v e s t  s u b s t a n t i a l

p a r t  o f  l o c a l l y  g e n e r a t e d  p r o f i t s ,  an d  make a v a i l a b l e  t o

l o c a l  c a p i t a l  a  f a i r  s h a r e  o f  t h e i r  e q u i t i e s .  B u t  h i t h e r t o ,

p r i v a t e  e n t e r p r i s e  p r i n c i p l e s  h a v e  h a r d l y  b e e n  g e a r e d  t o

b u i l d i n g  u p  l o c a l  c o n t r o l  o f  a n  e n t e r p r i s e  o r  c o n c e e d i n g

" i n t e r f e r e n c e "  f r o m  o u t s i d e  f o r c e s  i n c l u d i n g  t h e  g o v e r n m e n t .

"Many A m e r i c a n  f i r m s  f o r  e x a m p le  a r e  a p p a r e n t l y  c o n v i n c e d  t h a t

v i r t u a l l y  u n t r a m m e l l e d  p r i v a t e  e n t e r p r i s e ,  a l m o s t  i n  an y

c i r c u m s t a n c e s  w i l l  b r i n g  t h e  b e s t  r e s u l t s  f o r  a l l  c o n c e r n e d .

They i n s i s t  on 100^  o w n e r s h i p  o f  t h e i r  s u b s i d i a r i e s  a n d

r e s i s t  any  r e a l  d i l u t i o n  o f  A m e r i c a n  m a n a g e r i a l  c o n t r o l  i n
2 3t h e  i n t e r e s t  o f  m a n a g e r i a l  e f f i c i e n c y . "  M ost  s u g g e s t i o n s  f o r

i n v e s t m e n t  c h a r t e r s  and  dem ands  f o r  " i d e a l "  i n v e s t m e n t

c l i m a t e  a r e  b a s i c a l l y  t o  p r o t e c t  f o r e i g n  i n v e s t m e n t  a g a i n s t
2 4 -s u c h  c o n t i n g e n c y .  H ow eve r ,  s y m p a t h y  w i t h  l o c a l  o w n e r s h i p ,  

s h a r e  i n  m a n ag em en t  and  o t h e r  a s p i r a t i o n s ,  an d  p r a c t i c a l  

m e a s u r e s  t o  make t h i s  s u c c e s s f u l  may be  more  i m p o r t a n t  i n  

k e e p i n g  d e v e l o p e d  m a r k e t  e c o n o m i e s  a n d  d e v e l o p i n g  c o u n t r i e s  

t o g e t h e r  t h a n  i d e o l o g i c a l  a n x i e t i e s  a b o u t  " c o m m u n i s t  t a k e o v e r "

2 3 .  G/F  E d i t h  P e n r o s e : -  The L a r g e  I n t e r n a t i o n a l  F i r m s  i n  
D e v e l o p i n g  C o u n t r i e s   op c i t  P . 2 6 5 .

2 4 .  See D. M o r g a n : -  B r i t i s h  P r i v a t e  I n v e s t m e n t  i n  E a s t  
A f r i c a  (GDI P u b l i c a t i o n )  L ondon  19 6 7 .
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No d o u b t  some f o r e i g n  c o m p a n i e s  a r e  f a v o u r a b l y  a c c o m o d a t i n g  

t o  some o f  t h e  dem ands  f r o m  h o s t  g o v e r n m e n t s  w h i c h  a  d e c a d e  

o r  two ago  w ou ld  h a v e  b e e n  s t r o n g l y  r e s i s t e d , , b u t  t h e  o v e r a l l  

p r o g r e s s  i s  s lo w  a n d  i s  a p t  t o  be  g e a r e d  t o  p u b l i c  r e l a t i o n s  

e f f o r t s  by f o r e i g n  f i r m s  i n  t h e  f a c e  o f  o f f i c i a l  e x h o r t a t i o n .  

M a i n - w h i l e ,  t h e  p o t e n t i a l  b e n e f i t s  w h i c h  d e v e l o p i n g  c o u n t r i e s  

c o u l d  r e a p  f ro m  f o r e i g n  i n v e s t m e n t  a r e  l i k e l y  t o  r e m a i n  l e s s  

t h a n  f u l l y  e x p l o i t e d .  T h e r e  i s  a  s t r o n g  b o d y  o f  o p i n i o n  

among d e v e l o p m e n t  e c o n o m i s t s  -  a n d  t h i s  i s  a p p r e c i a t e d  by 

some o f  t h e  " p r o g r e s s i v e "  i n t e r n a t i o n a l  c o m p a n i e s  -  t h a t  

i n c r e a s i n g l y ,  t h e  c o n t i n u i n g  m a i n t e n a n c e  o f  h a rm o n y  a n d  

m u t u a l  t r u s t  b e t w e e n  h o s t  a u t h o r i t i e s  an d  f o r e i g n  i n v e s t o r s  

w i l l  d e p e n d  on t h e  l a t t e r  p a y i n g  g r e a t e r  a t t e n t i o n  t o  l o c a l  

dem ands  and  t h e  n e e d  t o  m a t c h  c o m p a n y ' s  d e v e l o p m e n t  p o l i c y  

t o  t h e  p a t t e r n  and  s e q u e n c e  o f  s o c i o - e c o n o m i c  d e v e l o p m e n t  a s  

p l a n n e d  by  t h e  l o c a l  a u t h o r i t i e s .  T h e r e  i s  a  s t r o n g  f e e l i n g  

t h a t  i n  some o f  t h e  n e w ly  i n d e p e n d e n t  d e v e l o p i n g  c o u n t r i e s  

t h e  h i s t o r i c a l  p o s i t i o n  and  i n f l u e n c e  e x e r c i s e d  by f o r e i g n  

i n v e s t o r s  i n  k e y  s e c t o r s ,  when r e i n f o r c e d  w i t h  t h e  l e v e r a g e  

e x e r c i s e d  by t h e  r e s i d e n t  a i d  a d v i s e r s ,  a r r o g a t e  t o  t h e s e  

j o i n t - f o r c e s ,  a n  e f f e c t i v e  p o w e r  t o  d i c t a t e  n a t i o n a l  

p r i o r i t i e s .
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Now l e t  u s  c a s t  a c r i t i c a l  e y e  a t  some o f  t h e  a l l e g e d  

b e n e f i t s  and a d v a n ta g e s  t o  th e  h o s t  c o u n t r y  i n h e r e n t  i n  

p r i v a t e  c a p i t a l  i n f l o w .  I  have  a l r e a d y  q u o te d  from  "the  

T ask F o rce  R e p o r t  on th e  S t r u c t u r e  o f  C anad ian  I n d u s t r y "  some 

i n t e r e s t i n g  c o n t r a s t s  i m p l i c i t  i n  f o r e i g n  in v e s t m e n t  u s a g e ."

The g o ld e n  p a c k a g e  o f  c a p i t a l  im p o r t ,  m a n a g e r ia l  and o r g a n 

i z a t i o n a l  e x p e r t i s e ,  e n t r e p r e n e u r s h i p ,  t e c h n o l o g i c a l  know-how  

p r o d u c t io n  e f f i c i e n c y  and o t h e r  b la n d is h m e n t s  o f  f o r e i g n  

c a p i t a l i s m  w h ich  i s  su p p o se d  t o  be u n i q u e l y  p la c e d  a t  th e  

d i s p o s a l  o f  t h e  h o s t  c o u n t r y ,  i s  n o t  a s  g lo w in g  when u n f o ld e d  

i n  p r a c t i c e  a s  i s  g e n e r a l l y  s u p p o s e d .  Hence t h e  p o s s i b i l i t y  

o f  c o n f l i c t  b e tw e en  th e  f o r e i g n  i n v e s t o r s  and h o s t  a u t h o r i t i e s .  

The a v a i l a b i l i t y  o f  s c a r c e  f o r e i g n  c a p i t a l  a m e l i o r a t e s  t h e  

f o r e i g n  e x ch a n g e  s i t u a t i o n  and may i n c r e a s e  s a v i n g s  f o r  

in v e s t m e n t .  In  o t h e r  w o r d s ,  f o r e i g n  in v e s t m e n t  c o u ld  be 

b o t h  f o r e i g n  ex ch a n g e  -  c r e a t i n g  and e x ch a n g e  -  s a v i n g .  How

e v e r  a s  we h a v e  seen , i t  i s  a l s o  a  s o u r c e  o f  r e s e r v e s  

d e p l e t i o n  th r o u g h  t r a n s f e r  o f  e a r n i n g s  ab road  and b e c a u s e  o f  

th e  d e m o n s tr a te d  "Import b ia s "  o f  i m p o r t - s u b s t i t u t i o n  i n d u s t r i e s .  

I t  seem s p a r a d o x i c a l  t h a t  e x c h a n g e  -  d e p l e t i n g  e f f e c t  o f  

f o r e i g n  -  owned im p o rt -  s u b s t i t u t i o n  m a n u fa c tu r in g  i n d u s t r y  

may be g r e a t e r  th a n  i t s  o b j e c t i v e  e x c h a n g e  -  s a v i n g  r o l e .  T h is  

i s  a phenomenum t o  be e x p e c t e d  i n  d e v e l o p i n g  c o u n t r i e s  w i t h  

no c a p i t a l  g o o d s  i n d u s t r i e s .  As was n o t e d  b e f o r e ,  what i s  

h a p p e n in g  i n  m ost o f  t h e s e  c o u n t r i e s  i s  t h a t  l o c a l  v a l u e -  

added i s  s t i l l  v e r y  s m a l l  t o  make a p p r e c i a b l e  im p a c t  on  

a g g r e g a t e  im p o r t  b i l l s  f o r  consum er g o o d s  and s t a n d a r d i z e d  

in t e r m e d i a t e  p r o d u c t s .  I t  i s  th e  c o m p o s i t i o n  o f  im p o r ts

2 5 .  See ab ove  Chp. 2 P a g e s  2 2 -2 3

2 6 .  See b e lo w  Chp. 8 .
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r a t h e r  th a n  t h e i r  a g g r e g a t e  v a l u e  w h ich  i s  s l i g h t l y  c h a n g in g .  

Of c o u r s e ,  t h e r e  i s  n o t h i n g  wrong w i t h  e x p a n d in g  im p o r t s ;  i f  

m atch ed  w i t h  an e q u a l l y  e x p a n d in g  e x p o r t s ,  and i s  i n c r e a s i n g l y  

b i a s e d  i n  fa v o u r  o f  a p p r o p r ia t e  c a p i t a l  g o o d s  and e s s e n t i a l  

raw m a t e r i a l s ,  i t  in d e e d  r e p r e s e n t s  a  h e a l t h y  d e v e lo p m e n t .

In  s h o r t ,  w h i l e  f o r e i g n  p r i v a t e  c a p i t a l  im p o r t  may r a i s e  a  

c o u n t r y ' s  r e s o u r c e s  l e v e l  ( i n c l u d i n g  c a s h  f l o w ) ,  i t  can  add ,  

and f r e q u e n t l y  h as  added t o  b a la n c e  o f  paym en ts  p r o b le m s .

A g a in  i t  may s im p ly  h e l p  pay f o r  i n c r e a s e d  consum er g ood s
27im p o r t s  and r ed u c e  i n c e n t i v e  f o r  d o m e s t ic  b e l t - t i g h t e n i n g .

I t  i s  g e n e r a l l y  s t r e s s e d  t h a t  t h e  b o o s t  t o  l o c a l  m a n a g e r ia l ,  

o r g a n i z a t i o n a l  and e n t r e p r e n e u r i a l  s k i l l  c r e a t e d  by f o r e i g n  

i n v e s t m e n t  i n  d i r e c t  p r o d u c t io n  and s e r v i c e s  i s  o f  trem en d ou s  

im p o r ta n c e  i n  r a i s i n g  t h e  q u a l i t y  o f  h i g h - l e v e l  b u s i n e s s  man

power and i n  i n c r e a s i n g  th e  e c o n o m y 's  a b s o r p t i v e  c a p a c i t y .  

However t h e  c r e a t i o n  (and  e x p a n s io n )  o f  a  l o c a l  p o o l  o f  

t a l e n t e d  b u s in e s s m e n ,  a d m i n i s t r a t o r s  and t e c h n o c r a t s  i s  

g e n e r a l l y  s lo w e r  th a n  a n t i c i p a t e d .  As we h a v e  s e e n ,  f o r e i g n  

f i r m s  a r e  n o t  a lw a y s  k e e n  t o  " d i l u t e "  t h e i r  t o p  m anagem ent.

The a p p o in tm e n t  o f  l o c a l  p e r s o n n e l  t o  p o s i t i o n s  o f  r e a l  

a u t h o r i t y  -  a s  o p p o se d  t o  s i n e c u r e s  f o r  p u b l i c  r e l a t i o n s  

p u r p o s e s  -  t e n d s  t o  come a b o u t  a s  a  r e s u l t  o f  p r e s s u r e s  from

2 7 . In  "F a l s e  S t a r t  i n  A f r i c a ", Rene Dumont, an e x p e r i e n c e d  
ju d g e  o f  th e  A f r i c a n  s c e n e , o b s e r v e s  t h a t  " th e  u s e  o f  
im p o r te d  c a p i t a l  f o r  lu x u r y  consum er g o o d s  and p r o f i t 
e e r i n g  i n  A d m i n i s t r a t io n  -  t h e  p r i n c i p a l  i n d u s t r y ,  i s  
o b s t r u c t i n g  th e  im p o r t  o f  m a c h in e s  and e s s e n t i a l  raw  
m a t e r i a l s .  Even more i m p o r t a n t ,  i t  i s  c o r r u p t i n g  th e  
s p i r i t  o f  th e  com m unity , d e s t r o y i n g  th e  e f f e c t  o f  any  
a p p e a l  t o  hard work and s a c r i f i c e ,  w h ich  a lo n e  can o v e r 
come t h e  o b s t a c l e s  t o  A f r i c a ' s  " T a k e -o f f"  (P age  2 3 0 ) .
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and " c o n f r o n t a t i o n ” w i t h  h o s t  a u t h o r i t i e s .  As M ic h a e l  K idron  

fo u n d  i n  h i s  s tu d y  o f  I n d i a ,  f o r e i g n  f i r m s  a r e  v e r y  c a r e f u l  

t o  p r e s e r v e  t h e i r  t e c h n i c a l  know-how and h e s i t a t e  t o  e n t r u s t  

t h e i r  l o c a l  c o l l a b o r a t o r s  w i t h  n e c e s s a r y  k n o w le d g e .  "Tech

n o l o g i c a l l y  p r o g r e s s i v e  f i r m s  a r e ,  i n  t h e  w ords o f  one
p Q

m an ag in g  d i r e c t o r ,  "wary o f  s e l l i n g  t h e i r  b i r t h r i g h t "

The im p o r t a n t  p o i n t  h e r e  i s  n o t  so  much th e  f a c t  t h a t  p r o d 

u c t i o n  k n ow led ge  and p r o c e s s e s  ( e s p e c i a l l y  s c i e n c e - b a s e d  o n e s )  

a r e  n o t  r e a d i l y  t r a n s f e r r e d  o r  a l l o w e d  t o  s p r e a d  w i t h i n  t h e  

econom y, b u t  t h a t  f o r  d e v e l o p i n g  c o u n t r i e s  l i k e  I n d i a  w i t h  a  

r e l a t i v e l y  ad van ced  i n d u s t r i a l  s e c t o r ,  r e p e t i t i v e  p u r c h a s e  o f  

same f o r e i g n  t e c h n i c a l  know-how means an u n n e c e s s a r y  d r a in  o f  

e x ch a n g e  r e s e r v e s  by paym ent o f  r o y a l t i e s ,  l i c e n c e  f e e s  e t c .

I t  a l s o  a c t s  a s  a  d i s i n c e n t i v e  t o  i n d i g e n o u s  r e s e a r c h  and 

d e v e lo p m e n t  o f  a p p r o p r ia t e  t e c h n o l o g y .  Por e x a m p le ,  " in  

PVG c a b l e s  and w in d in g  w i r e s ,  t h e r e  a r e  26 c a s e s  o f  f o r e i g n

c o l l a b o r a t i o n ;  f o u r  o f  t h e s e  co m p a n ie s  h ave  c o l l a b o r a t i o n
29a g r e e m e n ts  w i t h  th e  same B r i t i s h  f i r m ."  F u r th e r m o r e ,  on  

t h e  q u e s t i o n  o f  s k i l l e d  manpower s u p p l y ,  i t  i s  w o r th  n o t i n g  

t h a t  g o v ern m en ts  and l o c a l  b u s in e s s m e n  i n  d e v e l o p i n g  c o u n t r i e s  

can  and do o f t e n  h i r e  f o r e i g n  e x p e r t s  -  management consultants, 
e n g i n e e r i n g  and c o n s t r u c t i o n  f i r m s ,  m ark et a n a l y s t s  and

2 8 . M. K i d r o n  -  F o r e i g n  I n v e s t m e n t  i n  I n d i a  op c i t  P a g e  291

2 9 .  " F o re ig n  Know-How i n  I n d i a " .  (L ondon) F i n a n c i a l  T im es  
7 / 1 / 6 9  Page 1 1 . The I n d ia n  Government i s  n o t  b l a m e l e s s  
i n  t h i s  d e v e lo p m e n t .  I t  h a s  b een  t o o  t o l e r a n t  i n  t h e  p a s t  
i n  a l l o w i n g  r e s t r i c t i v e  p r o v i s i o n s  i n  t h e  t r a n s f e r  o f  
know-how. C/F K id ron  op c i t  P . 3 0 3 .

3 0 .  The M anaging A gency sy s te m  r e p r e s e n t s  a w e l l -k n o w n  f e a t u r e  
o f  f o r e i g n  in v e s t m e n t  i n  I n d i a .  For a c r i t i c a l  a n a l y s i s  
o f  i t s  r o l e ,  s e e  K.M. K u r ian  -  Im pact o f  F o r e ig n  C a p i t a l  
on I n d ia n  Economy, op c i t  Chp. I l l
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v a r i o u s  o t h e r  s p e c i a l i s t s .

Though f o r e i g n  i n v e s t m e n t s  c r e a t e  j o b s  and a r e  i n  some 

o f  th e  new d e v e l o p i n g  c o u n t r i e s  o f  A f r i c a  and A s i a  t h e  s e c o n d  

l a r g e s t  e m p lo y e r s  o f  wage la b o u r  ( a f t e r  t h e  S t a t e  and s e m i

o f f i c i a l  c o r p o r a t i o n s ) ,  t h e y  do n o t  p e r c e p t i b l y  i n f l u 

e n c e  th e  l e v e l  and g ro w th  o f  a g g r e g a t e  un em p loym en t, e x c e p t
”51p e r h a p s  t o  en h a n ce  i t s  s i z e  i n  th e  u rb a n  c e n t e r s .  I t  may

w e l l  be t h a t  th e  em ploym ent -  c r e a t i n g  e f f e c t  o f  e x p a n s io n

i n  f o r e ig n - o w n e d  p r o d u c t iv e  a c t i v i t i e s  may n o t  be a b l e  to

o v ersh a d o w  th e  em ploym ent -  d e s t r o y i n g  c a p i t a l  -  i n t e n s i v e

t e c h n iq u e  now commonly em p lo y ed , e v e n  i n  th e  s o - c a l l e d
32" la b o u r - s u r p lu s "  e c o n o m ie s .  P er h a p s  more i m p o r t a n t ,  by 

t h e i r  p r e s e n c e  and i n f l u e n c i a l  p o s i t i o n  i n  th e  econ om y, and 

u n w i l l i n g n e s s  t o  u s e  any p r o c e s s  o r  t e c h n iq u e  o t h e r  th an  

t h e i r  i n t e r n a t i o n a l l - a p p l i e d  m o d el,  t h e y  u n w i t t i n g l y  h in d e r  

o r  c r e a t e  d i s i n c e n t i v e  t o  l o c a l  r e s e a r c h  i n t o  t h e  d e v e lo p m e n t  

o f  p r o d u c t io n  t e c h n iq u e  and e q u ip m e n ts  t h a t  a r e  more r e l e v a n t  

t o  r e a l  f a c t o r  s c a r c i t i e s .

F o r e ig n  in v e s t m e n t s  g e n e r a t e  e x t r a  p r o d u c t i o n ,  incom e and 

t a x a t i o n  r e v e n u e  f o r  th e  l o c a l  economy and i n  some i n s t a n c e s ,  

t h e s e  i n c r e a s e s  a c c o u n t  f o r  t h e  g r e a t e r  p a r t  o f  eco n o m ic  

g r o w t h . .  H ow ever, i n  some o f  th e  d e v e l o p i n g  c o u n t r i e s ,  e s p e c i a l l y  

i n  A f r i c a ,  th e  consum er g o o d s  i m p o r t - s u b s t i t u t i o n  t h e y  en g a g e  

i n ,  o n ly  s t r e n g t h e n s  and g i v e s  r e s p e c t a b i l i t y  t o  t h e  

m a in te n a n c e  o f  a c o n s p ic u o u s  c o n su m p tio n  p a t t e r n  t h a t

3 1 .  See  b e lo w  P a g e s  2 6 5 -2 7 1

3 2 .  See  V/.A. L e w i s : -  "Unemployment i n  D e v e lo p in g  C o u n tr ie s "  
i n  The World T od ay , J a n u a ry  1967 C/F H .¥ .  S i n g e r ,  
"Dualism  R e v i s i t e d "  op c i t  Page 8
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n e c e s s a r i l y  d i s c o u r a g e s  a c c u m u la t io n .  In  t h e s e  c o u n t r i e s ,  

a good d e a l  o f  what t h e y  p ro d u ce  i n  r e s p o n s e  t o  th e  demand 

o f  th e  e l i t e  c l a s s  a r e  o n ly  m a r g i n a l l y  e s s e n t i a l  i n  a  

d e v e lo p m e n t  c o n t e x t .  Of c o u r s e  i t  c o u ld  be a r g u e d  t h a t  t h i s  

i s  o n ly  a tem p orary  c r i t i c i s m  a s  f o r e i g n  i n v e s t o r s  a r e  l i k e l y  

t o  h e lp  d e v e lo p  th e  c a p i t a l  g o o d s  p r o d u c in g  i n d u s t r i e s  when 

th e  n e c e s s a r y  s i z e  o f  th e  m arket and s t a g e  o f  d e v e lo p m e n t  a re  

r e a c h e d .  S u p p o r te r s  o f  t h i s  v ie w  w i l l  p o i n t  t o  th e  r o l e  

p la y e d  by p r i v a t e  o v e r s e a s  i n v e s t o r s  i n  th e  d e v e lo p m e n t  o f  

i n d u s t r i a l  and c a p i t a l  g ood s  s e c t o r  o f  some o f  t h e  r e l a t i v e l y  

ad v a n ced  d e v e l o p i n g  c o u n t r i e s  l i k e  A r g e n t in a ,  B r a z i l ,  Turkey  

and I n d i a .  However I  b e l i e v e  t h i s  i s  an o v e r - o p t i m i s t i c  

e x p e c t a t i o n .  ^

F o r e ig n  c a p i t a l i s t  -  i n v e s t o r s  a r e  l i a b l e  t o  be a c c u s e d  

o f  m o n o p o l i s t i c  and o l i g o p o l i s t i c  p r a c t i c e s ,  e s p e c i a l l y  i n  

t h e  d e v e l o p i n g  c o u n t r i e s . T h e  s o - c a l l e d  "Banana R e p u b l ic s "  

come e a s i l y  to  mind a s  r e p r e s e n t a t i v e  o f  t h e  e x t e n t  io w h ich  a  

m o n o -c u l tu r e  o r  m o n o -p ro d u ct ( e . g .  Copper i n  Zambia) c o u n t r y  

d ep en d s  f o r  i t s  d e v e lo p m e n t  on th e  a c t i v i t i e s  o f  one o r  two 

i n t e r n a t i o n a l  c o r p o r a t i o n s .  I t  i s  i r o n i c a l  t h a t  more o f t e n  

th a n  n o t ,  f o r e i g n  com p an ies  a r e  i n v i t e d  -  e s p e c i a l l y  i n t o  

t h e  d e v e lo p e d  c o u n t r i e s  -  t o  p u t  some c o m p e t i t i v e  e f f i c i e n c y  

and e n f o r c e d  m o d e r n iz a t io n  i n t o  a  d o m e s t ic  m arket d o m in a ted  

by i n e f f i c i e n t  in d ig e n o u s  o p e r a t o r s .  However t h e r e  h a v e  b een  

c a s e s  i n  w h ich  a u t h o r i t i e s ,  e v e n  i n  t h e  a d v a n ced  e c o n o m ie s

3 3 .  S ee  b e lo w  P a g e s  2 5 2 -2 5 8  and 280

3 4 .  See  M. K id r o n : -  F o r e ig n  I n v e s tm e n t  i n  I n d i a  op c i t  
P a g e s  2 2 2 -2 2 3
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h ave  had t o  p r e v e n t  a c o m p le te  ta k e  o v e r  o f  th e  l o c a l  m arket  

by th e  i n t e r n a t i o n a l l y  -  known m ark et l e a d e r s  ( m a in ly  A m erican  

and B r i t i s h  M u l t i - n a t i o n a l s ) .  In  t h e  d e v e l o p i n g  c o u n t r i e s ,  

b r a n c h e s ,  s u b s i d i a r i e s  and a f f i l i a t e s  o f  th e  l e a d i n g  m u l t i 

n a t i o n a l  p r o d u c e r  or  grou p  o f  p r o d u c e r s  d o m in a te  t h e  m a rk e ts  

e i t h e r  th r o u g h  l o c a l  p r o d u c t io n s  o r  e x p o r t  o u t p o s t s .  B ig  

p o w e r f u l  and r e s o u r c e f u l  m u l t i n a t i o n a l s  l i k e  I n t e r n a t i o n a l  

B u s i n e s s  M a ch in es  (IBM), U n i l e v e r ,  Kodak, M assey  F e r g u s o n ,  

t h e  f i v e  o r  s i x  O i l  " m a jo r s ", A lc a n ,  and th e  r u b b e r  p r o d u c t s  

o l i g o p o l i s t s  (G o o d y ea r ,  F i r e s t o n e ,  M i c h e l i n  and D u n lo p -  

P i r r e l l i ) ,  n o t  o n ly  d o m in a te  p r o d u c t  m a r k e ts  i n  i n d i v i d u a l  

LDC, b u t  more im p o r t a n t ,  by p u t t i n g  r e s t r i c t i v e  c l a u s e s  i n  

c o l l a b o r a t i o n  a g r e e m e n ts ,  h in d e r  th e  g r o w th  o f  l o c a l  e x p o r t 

i n g  c a p a c i t y .  Some r e s t r i c t i v e  c l a u s e s  c o n t a i n e d  i n  some 

c o l l a b o r a t i o n  a g r e e m e n ts  ( f o r  j o i n t - v e n t u r e ,  l i c e n c i n g  o f  

p a t e n t  r i g h t s ,  p r o d u c t io n  p r o c e s s  o r  t e c h n o l o g i c a l  know-how)  

p r o h i b i t  e x p o r t s ,  t h e  u s e  o f  t r a d e  m ark s , s p r e a d  o f  know-how, 

o r  c o m p e t i t i o n  a f t e r  t e r m i n a t i o n  o f  an a g r e e m e n t . A g a i n ,  

t h e r e  a r e  s t r o n g  gro u n d s  f o r  l i n k i n g  f o r e i g n  f i r m s  w i t h  

m o n o p o l i s t i c  power i n  m ost o f  th e  i m p o r t - s u b s t i t u t i o n  i n d u s t r i e ^  

i n  th e  new d e v e l o p i n g  c o u n t r i e s .  The m arket i s  j u s t  b i g  

enough o r  e x p e c t e d  t o  be l a r g e  en ou gh  f o r  one l a r g e - s c a l e  

o p e r a t o r  f o r  some t im e  t o  com e. With t a r i f f  w a l l s  and o t h e r  

i n c e n t i v e s  a t  t h e i r  d i s p o s a l ,  f o r e i g n  f i r m s  o p e r a t e  u n d er

c o n d i t i o n s  i n  w h ich  o f f i c i a l  r a t h e r  th a n  m ark et f o r c e s  e x e r c i s e
3 7th e  o n ly  i n f l u e n c e  o v e r  t h e i r  p r i c i n g  and o t h e r  p o l i c i e s .

3 6 . For more d e t a i l e d  a n a l y s i s ,  s e e  M. K id ro n ,  op c i t  C h p .6 
e n t i t l e d  " B eh av iou r  o f  F o r e ig n  C a p i t a l " .

3 7 .  Re I n d ia n  e x p e r i e n c e ,  K idron  q u o t e s  i n s t a n c e s  o f  f o r e i g n  
f i r m s  t h a t  have  b e e n  a b le  t o  e x p l o i t  m o n o p o l i s t i c  p o s i t i o n s  
i n  some i n d u s t r i e s  "the p r i c e s  c h a r g e d  by them h ave  
c o n t a i n e d  a s u f f i c i e n t l y  l a r g e  e le m e n t  o f  m o n o p o l i s t i c  
r e n t  t o  draw o f f i c i a l  n o t i c e  and i n t e r v e n t i o n " ,  i b i d
Page 228=229  For N i g e r i a ’ s  exam p le  s e e  B e lo w  Chp. 8 .
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I t  w ould  be e x p e c t i n g  t o o  much i f  "one s e r i o u s l y  a ssu m es  t h a t  

p r i v a t e  b u s i n e s s  ( d o m e s t i c  and f o r e i g n )  w i l l  n o t  ta k e  a d v a n 

t a g e  o f  m on opoly  p o s i t i o n  t o  " e x p l o i t "  th e  c o u n t r i e s  i n  

w h ich  i t  w o r k s .

F o r e i g n  i n v e s t m e n t s  a r e  su p p o se d  t o  p u t  a t  th e  d i s p o s a l  

o f  e x c h a n g e d - s t a r v e d  d e v e l o p i n g  e c o n o m ie s  f o r e i g n  r e s o u r c e s  

f o r  d e v e lo p m e n t  p u r p o s e s .  Y e t ,  f o r e ig n - o w n e d  banks and  

o t h e r  f i n a n c i a l  i n t e r m e d i a r i e s  a r e  t r a d i t i o n a l l y  c r i t i c i z e d  

n o t  o n ly  f o r  c o l l e c t i n g  l o c a l  a s s e t s  and th e n  l e n d i n g  them  

p r e p o n d e r a n t ly  t o  w e l l - e s t a b l i s h e d  l o c a l  s u b s i d i a r i e s  o f  

f i n a n c i a l l y  w e l l - e n d o w e d  i n t e r n a t i o n a l  f i r m s ,  b u t a l s o  o f  

h e l p i n g  t o  c h a n n e l  s u c h  s c a r c e  c a p i t a l  f o r  u s e  o v e r s e a s ,  

e s p e c i a l l y  from  i n f l a t i o n - t o r n  S o u th  A m e r i c a . T h e r e  i s  a  

s t r o n g  f e e l i n g  i n  d e v e l o p i n g  c o u n t r i e s  a g a i n s t  a l l o w i n g  f o r e i g n

c o m p a n ies  t o  borrow  l o c a l l y  c a p i t a l  w h ich  o f t e n  can  be many

42
t im e s  t h e  s i z e  o f  t h e i r  ovm e q u i t y  c o n t r i b u t i o n s ^ ^  and

when e s p e c i a l l y  th e  p r e s s u r e  on d o m e s t ic  r e s o u r c e s  i s  g r e a t

3 8 .  E. P e n r o s e : -  The la r g e  I n t e r n a t i o n a l  F i r m . . . .  op c i t  P 2 7 0 .

3 9 .  N o t e .  N ot a l l  d e v e l o p i n g  c o u n t r i e s  a r e  g e n e r a l l y  s h o r t  
o f  f o r e i g n  e x c h a n g e .  Some o f  th e  o i l - r i c h  s m a l l  Arab  
s t a t e s  a p p ea r  to  be "too endowed" w i t h  i t .

4 0 .  C/F A r t i c l e  on A r g e n t in e  I n d u s t r y  e n t i t l e d  "A Long Hard
Look a t  F o r e ig n  I n v e s t m e n t ."  F i n a n c i a l  Tim es ( London)
June 6 ,  1 9 6 8 .

4 1 .  C/F The h i g h  g e a r i n g  r a t i o  f o r  f o r e i g n  in v e s t m e n t  i n  
N i g e r i a .  See b e lo w  Chp. 8 .

4 2 .  "T his  i s  e s p e c i a l l y  t r u e  w h e r e ,  b e c a u s e  o f  g o v ern m en t
c o n t r o l s  on n o m in a l  i n t e r e s t  r a t e s  and h i g h  r a t e s  o f  
i n f l a t i o n ,  e f f e c t i v e  r a t e s  o f  i n t e r e s t  a r e  a c t u a l l y  
n e g a t i v e  and im p ly  a s u b s id y  t o  t h e  b o r r o w in g  e n t e r p r i s e "  
P e a r so n  R e p o r t  op c i t  P . 114 .
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I n  t h i s  r e s p e c t ,  I  t h i n k  t h e  o p i n i o n  o f  t h e  P e a r s o n  

c o m m i s s i o n e r s  i s  w o r t h  q u o t i n g  "We r e c o g n i s e  t h e  o c c a s i o n a l
I

n e e d  f o r  a  p o l i c y . . . .  o f  p l a c i n g  l i m i t s  on t h e  f r e e d o m  o f  

f o r e i g n  c o m p a n i e s  t o  b o r r o w  l o c a l l y .  T h i s  w o u l d  n o t  be  

w a r r a n t e d  i n  a  p e r f e c t  c a p i t a l  m a r k e t ,  o r  w h e r e  d o m e s t i c  

r e s o u r c e s  h a d  f e w  a l t e r n a t i v e  u s e s .  B u t  w h e r e  l o c a l  c o m p a n i e s  

! f i n d  t h e m s e l v e s  a t  a  s u b s t a n t i a l  d i s a d v a n t a g e  i n  t h e  c a p i t a l

m a r k e t  v i s - a - v i s  f o r e i g n  c o m p a n i e s  s i m p l y  by  v i r t u e  o f  t h e  

w o r l d - w i d e  r e p u t a t i o n  o f  t h e  l a t t e r ,  some c o u n t e r v a i l i n g  

i n t e r f e r e n c e  w i t h  m a r k e t  m e c h a n i s m  i s  d e s i r a b l e .

N ot  i n f r e q u e n t l y ,  f o r e i g n  i n v e s t o r s  a r e  i n v i t e d  t o  

c o m p le m e n t  i n a d e q u a t e  d o m e s t i c  i n v e s t m e n t  i n  some i n d u s t r i e s .  

B u t  s u c h  g e s t u r e s  a n d  e x p r e s s e d  n e e d s  a r e  n o t  a l w a y s  

r e c i p r o c a t e d  by  f o r e i g n  c a p i t a l i s m .  As we h a v e  s e e n ,  t h e r e  

i s  a  s t r o n g  t e n d e n c y  among them t o  r e s i s t  l o c a l  p a r t i c i p a t i o n  

i n  o w n e r s h i p  a n d  c o n t r o l .  M o r e o v e r ,  c e r t a i n  t y p e s  o f  p r o d u c t s  

f o r  e x a m p l e ,  p h a r m a c e u t i c a l s ,  a r e  p r o t e c t e d  by  p a t e n t s  a n d  

i t  may w e l l  be  t h a t  o n l y  i f  t h e  f o r e i g n  p a t e n t e e  i s  p r e p a r e d  

t o  e s t a b l i s h  i t s  own m a n u f a c t u r i n g  p l a n t  c a n  p r o d u c t i o n  be  

u n d e r t a k e n  a t  a l l .  H ow ever ,  t h e  e v i d e n t  a d v a n t a g e  o f  h a v i n g  

f o r e i g n  i n v e s t m e n t  i n  s u c h  f i e l d s  m u s t  be  b a l a n c e d  a g a i n s t

t h e  f e a r  o f  .m o s t  c o m m u n i ty  t h a t  o n c e  f o r e i g n  c o m p a n i e s  w i t h
/■

t h e i r  v a s t  f i n a n c i a l  a n d  t e c h n i c a l  r e s o u r c e s  a r e  a l l o w e d  t o  

e s t a b l i s h  t h e m s e l v e s  i n  t h e  f i e l d s  n o t  a t  p r e s e n t  c o v e r e d  o r  

f a v o u r e d  by i n d i g e n o u s  e n t e r p r i s e ,  t h e r e  may be  l i t t l e  c h a n c e  

( e x c e p t  by  n a t i o n a l i z a t i o n  o r  e x p r o p r i a t i o n )  f o r  s u c h  e n t e r 

p r i s e  b e i n g  b r o u g h t  i n t o  e x i s t a n c e  a t  a  r e a s o n a b l e  f u t u r e  d a t e

4 3 .  i b i d  Page 113
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F i n a l l y ,  i t  h a s  b e e n  j u s t i f i a b l y  a s s e r t e d  t h a t  f u n d a 

m e n t a l  r e s e a r c h  a n d  m a j o r  d e v e l o p m e n t s  i n  t h e  p r i v a t e  s e c t o r  

o f  t h e  d e v e l o p i n g  c o u n t r i e s  a r e  u n d e r t a k e n  e s s e n t i a l l y  by 

t h e  f o r e i g n  i n t e r n a t i o n a l  c o m p a n i e s .  U n d o u b t e d l y  t h i s  

f a c t o r  w o u l d  h a v e  e n o rm o u s  b e n e f i c i a l  i m p a c t  i f ,  a n d  o n l y  i f ,  

t h e  r e s u l t s  t h u s  a c c u m u l a t e d  a r e  r e l e v a n t  a n d  a p p r o p r i a t e  t o  

t h e  c o n d i t i o n s  i n  t h e  p o w er  c o u n t r i e s .  B u t  a s  we h a v e  s e e n  

v i r t u a l l y  no  r e s e a r c h  a n d  d e v e l o p m e n t  e x p e n d i t u r e  i s  d e v o t e d  

t o  p r o b l e m s  o f  s p e c i a l  c o n c e r n  t o  t h e s e  c o u n t r i e s .  A l t h o u g h ,  

t h e  t o t a l  vo lu m e  o f  a v a i l a b l e  k n o w l e d g e  h a s  r a p i d l y  i n c r e a s e d ,  

a t  t h e  same t i m e  i t s  c o m p o s i t i o n  h a s  c h a n g e d ,  s u c h  t h a t  i t  i s  

b e c o m i n g  i n c r e a s i n g l y  l e s s  r e l e v a n t  t o  t h e  n e e d s  o f  t h e  

u n d e r d e v e l o p e d  c o u n t r i e s .  T h i s  d e v e l o p m e n t  i n  t u r n  i s  due 

t o  i n t e r n a t i o n a l  d u a l i s m ;  t h e  f a c t  t h a t  k n o w l e d g e  i s  

a c c u m u l a t e d  by  t h e  r i c h e r  c o u n t r i e s ,  i n  t h e  r i c h e r  c o u n t r i e s ,  

an d  i n  r e s p e c t  o f  t h e  p r o b l e m s  o f  t h e  r i c h e r  c o u n t r i e s .

I n  c o n t r a s t  t o  t h e  d e v e l o p i n g  c o u n t r i e s ,  i t  i s  t h e  l i k e l i 

h o o d  o f  a p p l y i n g  t h e  l a t e s t  s c i e n t i f i c  know -how ,  s u p e r i o r  

m a n a g e m e n t  t e c h n i q u e ,  a s  much a s  t h e  i n f u s i o n  o f  c a p i t a l  i n t o  

t h e  e x p o r t - o r i e n t a t e d  i n d u s t r i e s  t h a t  a t t r a c t  h o s t  d e v e l o p e d  

c o u n t r i e s  i n t o  s a n c t i o n i n g  f o r e i g n  i n v e s t m e n t s  i n  t h e i r  

e c o n o m i e s . T h e s e  a r e  some o f  t h e  m a j o r  c o n t r a s t i n g  

c h a r a c t e r i s t i c s  a n d  f a c t o r s  i n h e r e n t  i n  t h e  u s e  o f  f o r e i g n  

c a p i t a l  an d  i n v e s t m e n t  f o r  e c o n o m i c  g r o w t h  a n d  d e v e l o p m e n t .

W.H. S i n g e r : -  " D u a l i s m  R e v i s i t e d "  op  c i t  P a g e  4

4 4 .  C /F  J . H .  D u n n i n g : -  A m e r i c a n  I n v e s t m e n t  i n  t h e  B r i t i s h
Econom y.  P o l i t i c a l  a n d  E co n o m ic  P l a n n i n g  B r o a d s h e e t .  No.
506.
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I  now r e t u r n  t o ’d i r e c t ’ -  a s  o p p o s e d  t o  c o n t r a s t i n g  -

c r i t i c i s m  o f  f o r e i g n  i n v e s t m e n t .  T h e r e  a r e  t h e  t r a d i t i o n a l

c r i t i c i s m s  l e v i e d  a g a i n s t  " c o l o n i a l  p a t t e r n "  o f  m e t r o p o l i t a n

i n v e s t m e n t s  i n  t h e  p r e - i n d e p e n d e n t  d a y s .  P e r h a p s  t h e  m o s t

i m p o r t a n t  p o i n t  a b o u t  t h e m ,  a p a r t  f r o m  t h e  f a c t  t h a t  some

a r e  s t i l l  v a l i d  t o d a y  i n  one  f o r m  o r  t h e  o t h e r ,  i s  t h a t  t h e y

c o n d i t i o n e d  some o f  t h e  l a t t e r - d a y  f e e l i n g s  a n d  x e n o p h o b i c

o p p o s i t i o n  t o  f o r e i g n  d i r e c t  i n v e s t m e n t s .  The l o c a l

s u s p i c i o n  o f  f o r e i g n  i n d u s t r i a l i s t s ,  b a n k e r s  a n d  t r a d e r s

i s  b a s e d  p r i n c i p a l l y  on t h e  r e c o r d  o f  t h e  e x t r a c t i v e

i n d u s t r i e s  ( b o t h  a g r i c u l t u r a l  a n d  m i n e r a l )  d u r i n g  t h e  p e r i o d

b e f o r e  t h e  l a s t  w a r .  Many e n g a g e d  i n  f i n d i n g  a n d  e x p l o i t i n g

n a t u r a l  r e s o u r c e s  on a  s h o r t - t e r m  " e n c l a v e "  b a s i s ,  w i t h

l i t t l e  b e n e f i t s  t o  t h e  l o c a l  p e o p l e .  S u c h  a p p l i c a t i o n  o f

c a p i t a l ,  i n  some i n s t a n c e s  h a s  b e e n  d e s c r i b e d  a s
45" R a u b w u r t s c h a f t " . I  h a v e  a l r e a d y  r e f e r r e d  i n  p a s s i n g ,  t o  

s u c h  c r i t i c i s m s  an d  t h e y  a r e  w e l l - a n a l y s e d  i n  t h e  l i t e r a t u r e .  

I n  e s s e n c e ,  f o r e i g n  c a p i t a l  i n v e s t m e n t s  w e re  c r i t i c i z e d  o f  

f o s t e r i n g  d u a l i s m ;  u n b a l a n c e d ,  l o p s i d e d  e c o n o m i c  s t r u c t u r e  

a n d  g r o w t h  t h r o u g h  c o n c e n t r a t i o n  i n  t h e  p r o d u c t i o n  o f  p r i m a r y  

r a w  m a t e r i a l s  f o r  e x p o r t  t o  t h e  d e v e l o p e d  c o u n t r i e s  a n d  t h e  

i m p o r t a t i o n  o f  t h e  l a t t e r ’ s m a n u f a c t u r e s .  N o t  o n l y  d i d  t h e y  

c r e a t e  e c o n o m i c  a n d  s o c i a l  " e n c l a v e s "  i n  t h e  p e r i p h e r y ,  t h e  

t r e n d s  i n  t h e  t e r m s  o f  i n t e r n a t i o n a l  t r a d e  t h e y  f o s t e r e d  a n d

4 5 .  I n  A f r i c a ,  t h e  c o n s e q u e n c e s  o f  a p p l i c a t i o n  o f  f o r e i g n  
c a p i t a l  t o  a p p r o p r i a t e  w e a l t h  a n d  n o t  t o  e s t a b l i s h  
c o n s t r u c t i v e  a c t i v i t i e s ,  a r e  p e r h a p s  b e s t  c a p t u r e d  by
S .H .  F r a n k e l  i n  h i s  b o o k  C a p i t a l  I n v e s t m e n t  -  A f r i c a ,  
1 8 6 7 - 1 9 5 6  op c i t  See  t h e  s e c t i o n  e n t i t l e d  "The E r a  o f  
D e s p o l a t i o n " .
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d e v e l o p e d  w e re  i n h e r e n t l y  s e c u l a r l y  b i a s e d  a g a i n s t  t h e  

p o o r e r  c o u n t r i e s  and  t h e  g a i n s  f r o m  t r a d e  h a d  n o t  b e e n  f a i r l y  

d i s t r i b u t e d . H o w  f a r  h a v e  t h e s e  c r i t i c i s m s  b e e n  a f f e c t e d  

by  c h a n g i n g  c i r c u m s t a n c e s ?  The u n d e r l y i n g  t r e n d  i n  t h e  

t e r m s  o f  t r a d e  o f  p r i m a r y  e x p o r t s  h a s  n o t  b a s i c a l l y  c h a n g e d  

i n s p i t e  o f  t h e  s o p h i s t i c a t e d  m a c h i n e r y  f o r  p r i c e  a n d  c o m m o d i ty  

s t a b i l i z a t i o n  w h i c h  h a s  b e e n  e s t a b l i s h e d  f o r  some o f  t h e  

m a j o r  c o m m o d i t i e s .  N o t w i t h s t a n d i n g  t h e  f i n d i n g s  o f  t h e  

Reddaway S t u d y  t h a t  i n v e s t i n g  c o u n t r i e s  i n  r a w  m a t e r i a l  

p r o d u c t i o n  o v e r s e a s  do n o t  a p p r e c i a b l y  d e r i v e  a n y  s p e c i a l  

c o s t - s a v i n g s  f r o m  t h e m ,  t h e  s i t u a t i o n  i n  t h e  s o - c a l l e d  "W or ld  

M a r k e t "  i s  d e t e r m i n e d  and  i n f l u e n c e d  by  t h e  c o n s u m i n g  a n d  

p r o d u ^ t i n g  c o m p a n i e s  who h a p p e n  t o  come f r o m  t h e  same 

\ c a p i t a l i s t  b l o c k .  T h i s  i s  e s p e c i a l l y  so  i n  t h e  c a s e  o f  

I m i n e r a l s  a n d  p e t r o l e u m  p r o d u c t i o n ,  t h o u g h  i n  t h e  l a t t e r  c a s e ,

I r e c e n t  a t t e m p t s  h a v e  b e e n  made b y  t h e  p r o d u c i n g  c o u n t r i e s  

 ̂ t o  i n f l u e n c e  t h e  t r a d i t i o n a l  a r r a n g e m e n t .  Commitment  t o  

I t h e  r e m o v a l  o f  t h e  l o p s i d e d  a g r i c u l t u r e  b i a s  t h r o u g h  i n d u s t 

r i a l i z a t i o n  w i t h  t h e  h e l p  o f  f o r e i g n  i n v e s t m e n t  a p p e a r  t o  

h a v e  swung t h e  p o l i c y - o r i e n t a t i o n  p e n d u lu m  t o  t h e  o t h e r  e x t r e m e  

p o s i t i o n .  E m p h a s i s  on  i n d u s t r i a l  p r o d u c t i o n  f o r  i m p o r t -  

s u b s t i t u t i o n  ( a n d  p o s s i b l y  e x p o r t  m a r k e t ) ,  an d  a  m a r k e d

4 6 .  See a l s o  B e r n a r d  G oo d m an : -  "The p o l i t i c a l  econom y  o f  
p r i v a t e  i n t e r n a t i o n a l  i n v e s t m e n t "  E conom ic  D e v e l o p m e n t  
a n d  C u l t u r a l  Change  V o l .  5 1 9 3 6 - 5 7  op c i t . P 2 6 ÿ .
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s u b o r d i n a t i o n  o f  a g r i c u l t u r e  m o d e r n i z a t i o n  t o  t h i s ,  h i n d e r s

a  r o u n d l y - b a l a n c e d  s t r u c t u r a l  t r a n s f o r m a t i o n  a n d  p e r p e t u a t e s

i n  a p a r a d o x i c a l  way t h e  d u a l i s m  i n  t h e  econom y.  B e s i d e s ,  t h e

e x c e s s i v e  c o n c e r n  w i t h  c a p i t a l  i m p o r t  f o r  i n d u s t r i a l i z a t i o n

d i v e r t s  a t t e n t i o n  away f rom  t h e  n e e d  t o  c h a n g e  a n d  m o d e r n i z e

t h o s e  s o c i a l  v a l u e s ,  c u l t u r a l  p a t t e r n s  a n d  p s y c o l o g i c a l  f a c t o r s

w h i c h  m os t  p o w e r f u l l y  a f f e c t  e co n o m ic  b e h a v i o u r .  P r o v i s i o n

o f  raw m a t e r i a l s  f o r  f a c t o r i e s  o f  t h e  i n d u s t r i a l  n a t i o n s  i s

s t i l l  t h e  m a in  e x t e r n a l  e co n o m ic  o b l i g a t i o n  o f  m os t  d e v e l o p i n g

c o u n t r i e s .  I f  t h e  m o d e m  t y p e  o f  f o r e i g n  i n v e s t o r  d o e s  n o t

o v e r t l y  s e e k  t o  p e r p e t u a t e  t h i s  r o l e ,  h i s  home g o v e r n m e n t ' s
47c o m m e r c i a l  a n d  t a r i f f  p o l i c y  u n e q u i v o c a l l y  d o e s .  The e n c l a v e  

o r i e n t a t i o n  o f  f o r e i g n  e n t e r p r i s e ,  t h e  l a c k  o f  s p r e a d  e f f e c t  

a n d  l i n k a g e s  w i t h  r e s t  o f  t h e  d o m e s t i c  economy,  i s  b e i n g  

g r a d u a l l y  w e ak e n ed  b y  m a r k e t  f o r c e s  a n d  p o s i t i v e  a c t i o n s  b y  

h o s t  a u t h o r i t i e s  a n d  " p r o g r e s s i v e "  c o m p a n i e s .  How ever  m o s t  o f  

t h e  m i n i n g  a n d  o i l  a c t i v i t i e s  a r e  s t i l l  u n d e r t a k e n  i n  a n  

e n c l a v e  e n v i r o n m e n t .  The e f f e c t  t h e y  h a v e  on t h e  r e s t  o f  t h e  

economy d e r i v e s  e s s e n t i a l l y  f r o m  g o v e r n m e n t  s p e n d i n g  o f  

r e v e n u e  c o l l e c t e d  f r o m  them .  Some h o s t  a u t h o r i t i e s  i n  t h e  

d e v e l o p i n g  c o u n t r i e s  a r e  b e g i n n i n g  t o  e n c o u r a g e ,  t h e  o i l  

c o m p a n i e s  t o  d i v e r s i f y  some o f  t h e  l o c a l l y - g e n e r a t e d  in c o m e  

i n t o  a l l i e d  m a n u f a c t u r i n g  f i e l d s .  As more  v a l u e - a d d e d  i s  

d e r i v e d  l o c a l l y ,  a n d  a  g r e a t e r  p a r t  o f  t h e  e a r n i n g s  i s  r e t a i n e d  

f o r  r e i n v e s t m e n t ,  t h e  l i n k a g e s ,  e x t e r n a l  e c o n o m i e s  a n d  

m u l t i p l i e r  e f f e c t s  e m a n a t i n g  f r o m  t h e  f o r e i g n - o w n e d  s e c t o r  w i l l  

b e  e x p e c t e d  t o  i n c r e a s e  a n d  b r o a d e n  f u r t h e r  i n t o  t h e  econom y .  

T h e r e  i s  a n  i m p o r t a n t  p r o v i s o :  t h e  s p r e a d  o f  i m p o r t e d  know

l e d g e  ( s c i e n t i f i c ,  t e c h n o l o g i c a l ,  m a n a g e r i a l  a n d  c o m m e r c i a l )

4 7 .  S ee  B e l a  B a l a s s a : -  The i m p a c t  o f  t h e  I n d u s t r i a l  C o u n t r i e s *  
T a r i f f  S t r u c t u r e  on t h e i r  I m p o r t s  o f  M a n u f a c t u r e r s  f r o m  
L e s s  D e v e l o p e d  A r e a s .  E c o n o m ic a  N ov .  196?  op  c i t .
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b ey o n d  th e  e n c la v e  o f  m o d ern ity  t o  w h ich  i t  was in t r o d u c e d  

by f o r e i g n  c a p i t a l  w i l l  b e  g r e a t l y  d e te r m in e d  by t h e  r i s e  and  

s t r e n g t h  o f  an in d ig e n o u s  i n f r a s t r u c t u r e  c a p a b le  n o t  o n ly  o f  

p r o v i d i n g  th e  c a p a c i t y  t o  s e l e c t ,  a d a p t  and in t r o d u c e  th e  

a p p r o p r ia t e  know ledge and e x p e r i e n c e  b u t  a l s o  a b l e  t o  p r o p a 

g a t e  and d i s s e m in a t e  th e  ty p e  o f  im provem ent r e q u ir e d  b y  t h e  

l o c a l  s i t u a t i o n .

The c h a r a c t e r  o f  d u a lism  h a s  changed: no lo n g e r  i s  a

s u b s t a n t i a l  d i s t i n c t i o n  b e tw e en  s u b s i s t e n c e  and e x p o r t -  

o r i e n t a t e d  m o n e t iz e d  a g r i c u l t u r e  d i s c e r n a b l e .  Modern d u a l is m  

t e n d s  t o  ta k e  t h e  form o f  an i n c r e a s i n g  c l e a v a g e  b e tw e en  t h e  

i n d u s t r i a l  and a d m i n i s t r a t i v e  urban c e n t e r s ,  and th e  t r a d i t i o n a l  

r u r a l  v i l l a g e s .  The w id e n in g  d i f f e r e n t i a l s  i n  econ om ic  and  

s o c i a l  c o n d i t i o n s  b e tw een  th e  urban and r u r a l  s e c t o r s  a r e  o f  

c o u r s e  n o t  due s o l e l y  to  th e  p o l i c i e s  and a c t i v i t i e s  o f  f o r e i g n  

-ow ned b u s i n e s s e s .  On t h e  c o n t r a r y ,  governm ent p o l i c i e s  

r e i n f o r c i n g  h i s t o r i c a l  f a c t o r s ,  a r e  th e  main d e t e r m i n a n t s ,  w i t h  

f o r e i g n  in v e s tm e n t  in  th e  modern s e c t o r  o f  th e  urban a r e a s  

p l a y i n g  an im p o r ta n t  s u p p o r t in g  r o l e .  T h is  i s  more e v i d e n t  

e s p e c i a l l y  on such  i s s u e s  a s  i n d u s t r i a l i z a t i o n ,  in v e s t m e n t  

p o l i c i e s ,  w ages and s a l a r i e s  and employment p o l i c i e s  and  

d i s t r i b u t i o n  o f  s o c i a l  i n f r a s t r u c t u r e s .

I  s h a l l  l i m i t  m y s e l f  h e r e  to  a c o n s i d e r a t i o n  o f  t h e  

i m p l i c a t i o n s  f o r  th e  h o s t  econom y, o f  th e  i n t e r r e l a t i o n s h i p s  

b e tw e en  t h e s e  p o l i c i e s  in  so  f a r  a s  th e y  a r e  p u rsu e d  by f o r e i g n  

f i r m s .  The w ages and s a l a r i e s  p o l i c y  i n  th e  modern s e c t o r  o f  

d e v e lo p in g  c o u n t r i e s  o f  t r o p i c a l  A f r i c a  r e s p o n d s  t o  th e  p a c e  

s e t  by i n s t i t u t i o n a l l y  -  and p o l i t i c a l l y  -  d e te r m in e d  g o v e r n 

ment s c a l e s  whose d i s c r e t e  jumps i n  th e  l a s t  d eca d e  or s o  b e a r  

l i t t l e  r e l a t i o n s h i p  to  econom ic f o r c e s  l i k e  demand and s u p p ly
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48o f  l a b o u r ,  l a b o u r  p r o d u c t i v i t y  a n d  c o s t  o f  l i v i n g  i n d e x ,

F o r e i g n  f i r m s ,  a l o n g  w i t h  o t h e r  e m p l o y e r s  i n  t h e  m o d e m  

s e c t o r  " S e t  t h e i r  s c a l e s  a t  o r  n e a r  t h o s e  o f  t h e  g o v e r n m e n t  

i n  o r d e r  t o  h o l d  t h e i r  own ( t r a i n e d )  l a b o u r  f o r c e  a n d  t o  be 

i n  a  c o m p e t i t i v e  p o s i t i o n  t o  a t t r a c t  b e t t e r  q u a l i t y  w o r k e r s  

a t  a l l  l e v e l s .  S e c o n d l y  t h e  l a r g e  p r i v a t e  e m p l o y e r s ,  f o r  

p o l i t i c a l  r e a s o n s  w a n t  t o  a c h i e v e  a n d  m a i n t a i n  a  r e p u t a t i o n

a s  " p r o g r e s s i v e  e m p l o y e r s "  a n d  e v e n  i n  some i n s t a n c e s ................

p a y  s u b s t a n t i a l l y  a b o v e  g o v e r n m e n t  r a t e s ..............The

d i s t r i b u t i o n a l  p a t t e r n  o f  p r o d u c t i v e  i n v e s t m e n t  i n  t h e  m o d e r n  

s e c t o r  by  f o r e i g n  f i r m s  i s  e s s e n t i a l l y  c o n c e n t r a t e d  on  l i g h t  

m a n u f a c t u r i n g  i m p o r t - s u b s t i t u t i o n  an d  i s  b i a s e d  a g a i n s t  t h e  

c a p i t a l  g o o d s  i n d u s t r i e s .  The p r o d u c t i o n  p r o c e s s  i s  a n  

e x t e n s i o n  o f  t h a t  u s e d  i n  t h e  i n d u s t r i a l  c e n t e r s  a n d  a p p l i e d  

g l o b a l l y  by  t h e  m u l t i n a t i o n a l s .  As we h a v e  s e e n ,  i t  e m b o d i e s  

c a p i t a l  -  an d  s k i l l  -  i n t e n s i v e  t e c h n o l o g i e s .  T h i s  a b i l i t y  

a n d  f r e e d o m  o f  c h o i c e  o f  c a p i t a l  i n t e n s i v e  t e c h n i q u e  

i r r e s p e c t i v e  o f  l o c a l  r e l a t i v e  f a c t o r  c o a t s  p a r t l y  r e f l e c t s  

t h e  s t r e n g t h  a n d  b a r g a i n i n g  p o w e r  o f  f o r e i g n  c o r p o r a t i o n s  

v i s - a - v i s  h o s t  a u t h o r i t i e s  a n d  p a r t l y  p o i n t s  t o  t h e  c o n n i 

v a n c e  a n d  o f t e n  e x p l i c i t  s a n c t i o n  ( t h r o u g h  j o i n t - v e n t u r e s  a n d  

" t u r n - k e y "  p r o j e c t s )  by  t h e  l a t t e r ,  o f  s u c h  a  b i a s .  B e s i d e s  a s

4 8 .  The t r a d i t i o n a l  m echanism s f o r  r a i s i n g  g overn m en t wage
s c a l e  i n  many p a r t s  o f  t r o p i c a l  A f r i c a  a r e  ( 1 )  by minimum 
wage l e g i s l a t i o n s  and ( 2 )  by c o m m is s io n s  o f  I n q u ir y  i n t o  
wage and em ploym ent c o n d i t i o n s  e v e r y  fe w  y e a r s .  For a 
r a t i o n a l e  o f  s u c h  govern m en t p o l i c y  s e e  f o r  e x a m p le : -  
C. R.  Frank J r . : -  Urban Unem ploym ent and Econom ic Growth  
i n  A f r i c a  O . E . P .  J u ly  1968 op c i t  P a g e s  2 6 4 - 2 6 5

4 9 .  Loc c i t
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T o d a r o  p o i n t s  o u t ,  "G o v e rn m en t  i n d u s t r i a l  d e v e l o p m e n t  

m e a s u r e s  a n d  c o n t r o l s  s u c h  a s  i n v e s t m e n t  l i c e n s i n g ,  e x p o r t  

b o n u s e s ,  i m p o r t  d u t i e s ,  a n d  f o r e i g n  e x c h a n g e  l i c e n c i n g  o f t e n  

r e p r e s e n t  s u b s t a n t i a l  c a p i t a l  s u b s i d i a r i e s  an d  may h a v e  f a r -  

r e a c h i n g  e f f e c t s  on t h e  c a p i t a l  i n t e n s i t y  o f  t e c h n i q u e s  

c h o s e n  by i n d i v i d u a l  f i r m s .

V/hat a r e  t h e  i m p l i c a t i o n s  f o r  d u a l i s m  e t c . ,  o f  t h e  

o p e r a t i o n s  o f  t h e s e  two e x o g e n o u s l y  -  d e t e r m i n e d  p o l i c i e s  

( i . e .  wages  a n d  i n v e s t m e n t  p o l i c i e s  o f  f o r e i g n  -  owned 

b u s i n e s s e s ) ?  F i r s t  l e t  u s  l o o k  a t  t h e  i n f l o w  o f  p r o d u c t i o n  

a n d  t e c h n o l o g i c a l  e x p e r t i s e .  As we h a v e  s e e n  t h e  a p p l i c a t i o n  

i n t e r n a t i o n a l l y  o f  a  c o m p a n y ' s  " s t a n d a r d i z e d "  p r o d u c t i o n  

m e th o d  and  t h e  u s e  o f  i t s  m o s t  u p - t o - d a t e  s c i e n t i f i c  and  

t e c h n o l o g i c a l  know -how  h a s  a n  e c o n o m i c  r a t i o n a l e  b e h i n d  i t .  

Though  i t  may h e l p  t o  i n t r o d u c e  a  much n e e d e d  t e c h n o l o g y  i n t o  

t h e  d e v e l o p i n g  c o u n t r y ,  an d  o b v i a t e  some o f  t h e  c o n s e q u e n c e s  

o f  t h e  c o n c e n t r a t i o n  o f  i n n o v a t i o n  a n d  t e c h n i c a l  p r o g r e s s  i n  

t h e  d e v e l o p e d  c o u n t r i e s ,  i t s  u n s e l f u l n e s s  an d  r e a l  " s p r e a d "  

i m p a c t  d e p e n d s  v e r y  much on i t s  a p p r o p r i a t e n e s s .  More 

i m p o r t a n t  p e r h a p s ,  s u c h  a n  i n t e r n a t i o n a l  company i s  u n l i k e l y ,  

f o r  e c o n o m ic  and  a d m i n i s t r a t i v e  r e a s o n s ,  t o  show any  r e a l  

e n t h u s i a s m  i n  d e v e l o p i n g  l a b o u r - i n t e n s i v e  t e c h n o l o g i e s .

I t  n o r m a l l y  h a s  a  p r e f e r e n c e  f o r  b r i n g i n g  i n  i t s  own s k i l l e d

5 0 A. F o r  r e f e r e n c e  s e e  f n  7 5 ( 1 1 )  b e l o w

5 OB. A c c o r d i n g  t o  S i n g e r ,  t h e  h a n d l i n g  o f  l a r g e  m a s s e s  o f  
l o c a l  l a b o u r  i s  n o t o r i o u s l y  a  d i f f i c u l t ,  p o l i t i c a l l y  
t o u c h y  and  u n r e w a r d i n g  j o b  f o r  s u c h  f o r e i g n  f i r m s .  
H.W. S i n g e r : -  D u a l i s m  R e v i s i t e d ,  op c i t  P a g e  6 .
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m a n ag e m e n t  a n d  s k i l l e d  p r o d u c t i o n  p e r s o n n e l  a s  p a r t  and

p a r c e l  o f  i t s  i n v e s t m e n t ,  r a t h e r  t h a n  go t h r o u g h  t h e  l e n g t h y

a n d  c o s t l y  p r o c e s s  o f  t r a i n i n g  l o c a l  p e o p l e .  T h i s  i s  e v e n

m ore  so  e s p e c i a l l y  when a n d  i f  i t  a s s u m e s  a  l i m i t e d  t i m e

h o r i z o n  a b o u t  i t s  s t a y .  I n d e e d  i t  i s  p a r a d o x i c a l l y  p o s s i b l e

t h a t  a  s h o r t a g e  o f  m a n a g e r i a l  s t a f f  e x p e r i e n c e d  i n  l o c a l

c o n d i t i o n s ,  an d  o f  m an ag em en t  t e c h n i q u e  t h a t  i s  a p p r o p r i a t e

a n d  n o t  t o o  s o p h i s t i c a t e d ,  may a c t u a l l y  c o n s t r a i n  t h e  u s e  o f

l a b o u r - i n t e n s i v e  t e c h n i q u e .  T e c h n o l o g i c a l  f a c t o r s  may a c t  a s

c o n s t r a i n t s ,  f o r  e x am p le  i n  c e r t a i n  t y p e s  o f  m i n i n g  a n d  o i l

e x p l o r a t i o n  an d  p r o d c u t i o n .  H o w ev e r ,  a l t e r n a t i v e  t e c h n i q u e s
51may be  a v a i l a b l e  t h o u g h  w i t h i n  a  r e l a t i v e l y  l i m i t e d  r a n g e .  

C o a l  and  Gold  f o r  e x a m p l e  c o u l d  be m in e d  w i t h  a  r e l a t i v e l y  

l a b o u r - i n t e n s i v e  t e c h n i q u e ,  w h i l e  I n d i a  h a s  s u c c e s s f u l l y  

d e m o n s t r a t e d  t h e  f e a s i b i l i t y  o f  c o n s t r u c t i n g  h y d r o e l e c t r i c  

dams by l a b o u r  i n t e n s i v e  m e t h o d .  An e q u a l l y  i m p o r t a n t  f a c t o r  

s eem s  t o  be t h e  f i n a n c i a l  s t r e n g t h  o f  t h e  i n v e s t i n g  m u l t i 

n a t i o n a l  f i r m s  w h ic h  i s  a c q u i r e d  t h r o u g h  t h e i r *  a c c u m u l a t e d  

r e s e r v e s  and  t h e i r  r e l a t i v e l y  e a s y  a c c e s s  t o  t h e  m a r k e t  f o r  

l o a n a b l e  f u n d .  I t  a p p e a r s  t h a t  t h e r e  i s  a  c l o s e  c o r r e l a t i o n  

b e t w e e n  t h e  i n t e n s i t y  a n d  s p e e d  o f  u p d a t i n g  t h e  t e c h n o l o g i c a l

know-how a p p l i e d  by a  m u l t i n a t i o n a l  f i r m  on on e  h a n d ,  a n d  i t s
52f i n a n c i a l  p r o w e s s .  The d e s i r e  t o  e x p l o i t  t h e  f i n a n c i a l  

s t r e n g t h  t o  t h e  f u l l ,  by  a p p l y i n g  c a p i t a l - i n t e n s i v e  t e c h n i q u e  

n o t  o n l y  i n  t h e  i n d u s t r i a l  c e n t e r s  b u t  a l s o  i n  t h e  p e r i p h e r y

5 1 .  I n  f a c t  t h e  d e g r e e  t o  w h i c h  l a b o u r  c o u l d  be  s u b s t i t u t e d
f o r  c a p i t a l  i n  a  p r o d u c t i o n  p r o c e s s  w i l l  be  u l t i m a t e l y
d e t e r m i n e d  by t e c h n i c a l  ( e n g i n e e r i n g )  f a c t o r s  i r r e s p e c t i v e  
o f  t h e  " v i n t a g e "  o f  c a p i t a l  e q u i p m e n t  u s e d .

5 2 .  See  G. A r r i g h i  a n d  J .  S a u l : -  S o c i a l i s m  a n d  Econom ic
D e v e lo p m e n t  i n  T r o p i c a l  A f r i c a .  J o u r n a l  o f  M odern  A f r i c a  n
S t u d i e s ,  V o l .  6 No. 2 1968 op c i t  P a g e  1 4 6 .
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i r r e s p e c t i v e  o f  t h e  s i t u a t i o n  i n  t h e  l a t t e r  a r e a ,  i s

s y m p t o m a t i c  o f  c a p i t a l i s t s  a t t e m p t  t o  m a x i m i z e  t h e  p r i v a t e
52 \r e t u r n s  t o  c a p i t a l .

I t  h a s  a l s o  b e e n  s u g g e s t e d  t h a t  t h e  " a r t i f i c i a l l y "

d e t e r m i n e d  s a l a r y  a n d  wage p o l i c y  o f  t h e  h o s t  g o v e r n m e n t  w h i c h

t h e  m o d e rn  f o r e i g n  m a n u f a c t u r i n g  a n d  s e r v i c e  s e c t o r s  f e l t

c o m p e l l e d  t o  m a t c h  -  a n d  o v e r  t h e  y e a r s  h e l p e d  t o  s h a p e  -

i n e v i t a b l y  e n c o u r a g e  t h e i r  i n c r e a s i n g  u s e  o f  c a p i t a l - i n t e n s i v e
55p r o d u c t i o n  m e t h o d . ^  The s e q u e n c e  o f  e v e n t s  l e a d i n g  t o  "a  

w a g e - m e c h a n i z a t i o n  s p i r a l  p r o c e s s "  i s  h e l p e d  by  t h e  f a c t  t h a t  

f o r  m o s t  o f  t h e  i n t e r n a t i o n a l  c o r p o r a t i o n s ,  wage b i l l  i s  a  

s m a l l  p a r t  o f  t o t a l  p r o d u c t i o n  c o s t s .  They  a r e  t h e r e f o r e  

more  w i l l i n g  t o  c o n c e e d  wage i n c r e a s e s  i n  c o n t r a s t  t o  t h e  

p o s s i b l e  r e a c t i o n  o f  a  l a b o u r - i n t e n s i v e  m o d e r n  s e c t o r ,  -  

e s p e c i a l l y  i f  a s  f o r e i g n  m o n o p o l i e s / o l i g o p o l i e s ,  t h e y  c a n  

r e a d i l y  p a s s  on  t h e  i n c r e a s e d  c o s t  t o  t h e  c o n s u m e r s .  However  

s u c h  c o n c e s s i o n  r e i n f o r c e s  t h e  t e n d e n c y  t o w a r d s  more  c a p i t a l -  

i n t e n s i v e  ( o r  l a b o u r - s a v i n g )  p r o d u c t i o n  p a t t e r n ,  and  r e d u c e s  

t h e  i n c e n t i v e  f o r  s p e n d i n g  a  l o t  o f  r e s e a r c h  money on d e v e l 

o p i n g  l o c a l l y - c o n d i t i o n e d  p r o d u c t i o n  m e th o d  w h i c h  i s  a n y t h i n g  

b u t  l a b o u r - s a v i n g .  I n  my v i e w  i f  r i s i n g  l a b o u r  c o s t  i s  t o  

h a v e  a n  e f f e c t i v e  i n f l u e n c e  on t h e  d r i v e  t o w a r d s  l a b o u r - s a v i n g  

t e c h n i q u e ,  i t  i s  l e s s  l i k e l y  t o  be  t h e  l a b o u r  c o s t  i n  t h e  

p e r i p h e r y  -  w h i c h  by i m p l i c a t i o n  i s  a  m i n u t e  f r a c t i o n  o f  

p r o d u c t i o n  c o s t s  a n d  c a n  t h e r e f o r e  be  a b s o r b e d  f o r  c o n s i d e r 

a b l e  p e r i o d  w i t h o u t  h a v i n g  t o  a l t e r  f a c t o r  c o m b i n a t i o n  -  b u t

5 3 .  C / F  A r r i g h i  a n d  S a u l ,  op c i t  P . 147 ;  H. S i n g e r  D u a l i s m  
R e v i s i t e d  op c i t  P . 6
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m ore  i n f l u e n c i a l  w o u ld  be  t h e  s o a r i n g  l a b o u t  c o s t  i n  t h e

i n d u s t r i a l  c e n t e r  w h e r e ,  a s  we h a v e  s e e n  t h e  p r o d u c t i o n

m e th o d  i s  e s s e n t i a l l y  d e t e r m i n e d ,  a n d  t h e n c e  t r a n s p o r t e d  t o

t h e  d e v e l o p i n g  p e r i p h e r y .  I n  s h o r t  i t  i s  w h a t  i s  h a p p e n i n g

i n  t h e  home l a b o u r  m a r k e t  o f  t h e  i n v e s t i n g  company  t h a t

e f f e c t i v e l y  d e t e r m i n e s  t h e  d e g r e e  o f  l a b o u r  p a r t i c i p a t i o n

i n  m o d e rn  i n d u s t r i a l  p r o d u c t i o n  i n  t h e  d e v e l o p i n g  c o u n t r i e s

-  a s s u m i n g  o f  c o u r s e ,  c o n t i n u i n g  h o s t  a u t h o r i t i e s  p a s s i v e

o r  i n e f f e c t i v e  a c t i o n  i n  t h i s  f i e l d .  The r e a l  e f f e c t  o f

l o c a l  wage a n d  s a l a r y  i n c r e a s e s  i s  n o t  on p r o d u c t i o n  m e t h o d  b u t

i n  a c c e n t u a t i n g  t h e  d i v e r g e n c e  b e t w e e n  u r b a n  a n d  r u r a l  i n c o m e s .

The i m p l i c a t i o n  o f  a  c o n t i n u i n g  i n c r e a s e s  i n  l a b o u r  c o s t  i n

t h e  i n d u s t r i a l  c e n t e r ,  w h i c h  e n c o u r a g e s  a n d  i s  r e i n f o r c e d  by

l a b o u r - s a v i n g  t e c h n i c a l  p r o g r e s s  i s  t h a t ,  g i v e n  a  f r e e  h a n d ,

f o r e i g n  i n v e s t m e n t  w i l l  e x a c e r b a t e  r a t h e r  t h a n  d i m i n i s h  t h e

u n e m p lo y m e n t  p r o b l e m s  i n  m o s t  o f  LDCs; e v e n  m ore  so  a s

i n d u s t r i a l i z a t i o n  p r o g r e s s e s  t o w a r d s  t h e  i n t e r m e d i a t e  a n d
54c a p i t a l  g o o d s  p r o d u c t i o n  s t a g e s .

5 4 .  The p r a c t i c a b i l i t y  o f  o u r  ( i m p l i e d )  d e s i r e  f o r  a  l a b o u r -  
u s i n g  a n d  c a p i t a l - s a v i n g  p r o d u c t i o n  m e th o d  i n  t h e  m o d e rn  
s e c t o r  ( a s  w e l l  a s  i n  t h e  u r b a n  t r a d i t i o n a l  a n d  a g r i c  
s e c t o r s ) ,  on  t h e  b a s i s  t h a t  s u c h  t e c h n i q u e  w o u l d  be  i n  
k e e p i n g  w i t h  r e l a t i v e  f a c t o r  s c a r c i t i e s ,  an d  i s  more  
l i k e l y  t o  o p t i m i z e  s o c i a l  r e t u r n s ,  s h o u l d  b e  m o d i f i e d  i n  
t h e  l i g h t  o f  t h e s e  c o n s i d e r a t i o n s :  I m p o s i t i o n  o f  " a  
more  l a b o u r - i n t e n s i v e  r e g i m e  i n  t h e  p r i v a t e  s e c t o r  w o u ld  
h a v e  l i m i t e d  i m p a c t  b e c a u s e  o f  t h e  r e l a t i v e l y  s m a l l  
p r o p o r t i o n  o f  l a b o u r  f o r c e  e m p lo y e d  i n  t h o s e  i n d u s t r i e s  
w i t h  a  s i g n i f i c a n t  s c o p e  f o r  c h o i c e  o f  t e c h n i q u e .  I n  an y  
c a s e  a  p o l i c y  o f  more  l a b o u r  -  i n t e n s i v e  p r o d u c t i o n  i n  t h e  
m o d e rn  p r i v a t e  s e c t o r  i s  d i f f i c u l t  t o  i m p l e m e n t .  I t  
r e q u i r e s  e i t h e r  ( a )  d i r e c t  g o v e r n m e n t  c o n t r o l s ,  ( b )  a  
s y s t e m  o f  t a x e s  a n d  s u b s i d i e s  t o  e n c o u r a g e  t h e  u s e  o f  
l a b o u r ,  o r  ( c )  a  p o l i c y  o f  wage r e s t r a i n t .  The f i r s t  two 
a l t e r n a t i v e s  c a r r y  w i t h  them  t h e  d a n g e r  t h a t  p r i v a t e  
i n v e s t m e n t  may be  d i s c o u r a g e d  a n d  r e d u c e d  i n  t h e  p r o c e s s .  
The t h i r d  a l t e r n a t i v e ,  wage r e s t r a i n t ,  i n v o l v e s  some 
f o r m i d a b l e  s o c i a l  a n d  p o l i t i c a l  o b s t a c l e s "  C . R .  F r a n k  J r .  
"U rban  U nem ploym en t  a n d  E conom ic  G ro w th  i n  A f r i c a  o p  c i t  
P a g e  2 6 6 .  As f o r  g o v e r n m e n t  e n t e r p r i s e s ,  t h e  s u p p l y  o f  
m a c h i n e r y  a n d  e q u i p m e n t s  by  f o r e i g n  p a r t n e r s  i n  a  j o i n t
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A n o t h e r  i m p o r t a n t  i m p l i c a t i o n  o f  c a p i t a l - i n t e n s i v e  

p r o d u c t i o n  m e th o d  c o n c e r n s  t h e  r e l a t i v e  s m a l l n e s s  o f  w o r k e r s ’ 

s h a r e  o f  l o c a l  v a l u e - a d d e d .  The u l t i m a t e  l e a k a g e  a b r o a d  o f  

r e t u r n s  on  c a p i t a l ,  i n e v i t a b l y  r e d u c e s  t h e  s i z e  a n d  s p r e a d  o f  

g r o w t h  s t i m u l u s  i n h e r e n t  i n  w o r k e r s  e x p e n d i t u r e s ,  e s p e c i a l l y  

i n  r e l a t i o n  t o  t h e i r  demands  f o r  r u r a l  a n d  u r b a n  t r a d i t i o n a l  

s e c t o r s ’ g o o d s  a n d  s e r v i c e s .

L e t  u s  now e x a m i n e  t h e  i m p l i c a t i o n s  o f  t h e  h i t h e r t o  

s e c t o r a l  d i s t r i b u t i o n  o f  f o r e i g n  i n v e s t m e n t  i n  d e v e l o p i n g  

c o u n t r i e s .  A p a r t  f r o m  a  f e w  o f  t h e  l a r g e  d e v e l o p i n g  c o u n t r i e s  

w i t h  r e l a t i v e l y  d e v e l o p e d  i n d u s t r i a l  b a s e s ,  t h e  p a t t e r n  o f  

i n v e s t m e n t  i n  t h e  o t h e r s  i s  e s s e n t i a l l y  b i a s e d  a g a i n s t  t h e  

h e a v y  a n d  b a s i c  c a p i t a l  g o o d s  i n d u s t r i e s .  E ven  w i t h i n  t h o s e  

f e w ,  d e v e l o p m e n t  o f  t h e  m a n u f a c t u r i n g  a n d  c a p i t a l  g o o d s  s e c t o r  

h a s  e i t h e r  b e e n  a  l o n g  an d  p r o t r a c t e d  p r o c e s s  -  a s  i n  some 

o f  t h e  S o u t h  A m e r i c a n  c o u n t r i e s ,  o r  a  p o s t - w a r  e c o n o m i c  

phenoraenum. The l a t t e r  h a s  b e e n  e f f e c t e d  w i t h  p r e p o n d e r a n t  

s t a t e  g u i d a n c e  a n d  p a r t i c i p a t i o n ,  o f t e n  w i t h  a s s i s t a n c e  f ro m  

s o c i a l i s t  c o u n t r i e s ,  a n d  i n  c i r c u m s t a n c e s  o f  d i f f i c u l t  o f f i c i a l  

n e g o t i a t i o n  w i t h  p r i v a t e  e n t e r p r i s e  ( b o t h  f o r e i g n  a n d  i n d i g e n o u s ) ,  

I n d i a ’ s  e x p e r i e n c e  f i t s  w i t h  t h e  l a t t e r  e x p l a n a t i o n .  P o r

5 4 .  C o n t ’ d . . . .
v e n t u r e  a n d / o r  t h e  u s e  o f  f o r e i g n  t e c h n i c a l  m a n ag e m e n t  
a n d  c o n s u l t a n c y  -  t h e r e b y  e f f e c t i v e l y  d e t e r m i n g  t h e  
p r o d u c t i o n  t e c h n i q u e  -  l i m i t  t h e  l a b o u r - u s i n g  p o t e n t i a l s  
t h a t  may e x i s t  i n  t h i s  s e c t o r .  'On t h e  w h o l e ,  I  do t h i n k  
P r a n k  J r .  h a s  e x a g g e r a t e d  a b o v e ,  t h e  d i f f i c u l t i e s  t h a t  may 
be  e n c o u n t e r e d  by  o f f i c i a l  p o l i c y  i n  e n c o u r a g i n g  t h e  u s e  
o f  l a b o u r - i n t e n s i v e  t e c h n i q u e .

5 5 .  P o r  d e t a i l e d  a n a l y s i s  o f  R u s s i a ’ s h e l p  i n  t h e  d e v e l o p m e n t  
o f  t h e  s t a t e  a n d  h e a v y  i n d u s t r y  s e c t o r s  i n  I n d i a ,  a n d  
o f  t h e  d i f f i c u l t i e s  e x p e r i e n c e d  by t h e  s t a t e  i n  t r y i n g  
t o  s e e k  t h e  a s s i s t a n c e  an d  c o o p e r a t i o n  o f  f o r e i g n  p r i v a t e  
e n t e r p r i s e ,  s e e  M. K i d r o n : -  F o r e i g n  I n v e s t m e n t  i n  I n d i a  
op  c i t  an d  P .  E l d r i d g e : -  The P o l i t i c s  o f  F o r e i g n  A i d  i n  
I n d i a  op  c i t .
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m o s t  o f  t h e  d e v e l o p i n g  c o u n t r i e s  i n  A f r i c a  -  a n d  t h e  a n a l y s i s

i n  t h i s  s e c t i o n  r e l a t e s  e s s e n t i a l l y  t o  t h a t  c o n t i n e n t  -  t h e

p r e s e n t  p a t t e r n  o f  f o r e i g n  i n v e s t m e n t  r e f l e c t s  a  c o m b i n a t i o n

o f  t h e  h i s t o r i c a l  a n d  t h e  c h a n g i n g  m o d e rn  r o l e  b e i n g  p l a y e d

by e x t e r n a l  e co n o m ic  i n t e r e s t s  i n  t h e i r  e c o n o m i c  l i f e  a n d

d e v e l o p m e n t .  The h i s t o r i c a l  i n v e s t m e n t  i n  r a w  m a t e r i a l

e x p l o i t a t i o n  f o r  e x p o r t  i s  c o n t i n u i n g  -  a s  i n  m i n e r a l  a n d

p e t r o l e u m  p r o d u c t i o n ,  o r  i s  b e i n g  e x t e n d e d  t o  l o c a l  p r o c e s s i n g

a n d  o t h e r  v a l u e - a d d e d .  The d e p t h  a n d  p a c e  o f  t h e  l a t t e r  a r e

m ore  o r  l e s s  d e t e r m i n e d  by  e f f e c t i v e  t a r i f f  r a t e s ,  q u o t a s

a n d  o t h e r  c o m m e r c i a l  r e g u l a t i o n s  i n s t i t u t e d  by  t h e  c o n s u m i n g

i n d u s t r i a l  c o u n t r i e s .  F o r e i g n  c o n t r o l  o f  e x p o r t - i m p o r t  t r a d e

( a s  o p p o s e d  t o  p r o d u c t i o n )  i s  g r a d u a l l y  w i t h e r i n g  away a n d

i s  b e i n g  l i m i t e d  t o  s p e c i a l i z e d  f i e l d s . T r a d i t i o n a l

s e r v i c e s  l i k e  b a n k i n g  a n d  i n s u r a n c e  a r e  h a v i n g  m ix e d  f o r t u n e s

i n  d i f f e r e n t  c o u n t r i e s .  They a r e  s i m i l a r l y  b e i n g  n a r r o w e d  t o

s p e c i a l i z e d  a r e a  c o n c e r n e d  w i t h  e x t e r n a l  f i n a n c i a l  a n d

c o m m e r c i a l  t r a n s a c t i o n s .  I n  c o u n t r i e s  w h e r e  t h e y  h a v e  n o t

b e e n  n a t i o n a l i z e d  a l r e a d y ,  t h e y  a p p e a r  t o  be  n e x t  i n  l i n e

f o r  l o c a l  " d o m e s t i c a t i o n "  a s  i n d i g e n o u s  e x p e r t i s e  a n d

e x p e r i e n c e  d e v e l o p  and  m a t u r e .  On t h e  o t h e r  h a n d ,  c e r t a i n

s e r v i c e s  l i k e  t e c h n i c a l  an d  s c i e n t i f i c  c o n s u l t a n c y ,  i n d u s t r i a l

m a n ag em en t  a n d  h i r e - p u r c h a s e  b r o k e r a g e  ( F i n a n c e  H o u s e s )  a p p e a r

t o  be d e v e l o p i n g  r a p i d l y  i n  r e s p o n s e  t o  t h e  r e q u i r e m e n t s  o f
57a n  e x p a n d i n g  m o d e rn  s e c t o r .  The b u l k  o f  f o r e i g n  p r i v a t e

5 6 .  F o r  e x a m p l e s  s e e  b e l o w  C h a p t e r  8 .

5 7 .  F o r  some o f  t h e  d i f f i c u l t i e s  i n v o l v e d  i n  t h i s  d e v e l o p m e n t ,  
s e e  S a y r e  P .  S c h a t z ; -  " C ru d e  P r i v a t e  N e o - I m p e r i a l i s m .
A New P a t t e r n  i n  f r i c a .  J . P . E . v o l .  7 No.  4 1969 op  c i t
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c a p ita l  i s  nov/ in vested  in  more d ir e c t ly  productive e n te r p r ise s  as

opposed to  s e r v ic e s .  Apart from p rocessin g  fo r  exp ort, the modem

s e c to r  i s  an im p o rt-su b stitu tio n , dom estic o r ien ta te d , consumer-

goods producing se c to r . L ight manufacture o f  such consumer demands

as fo o d , b everages, t e x t i l e s ,  footw ear, fu rn itu re  and d etergents

predom inate. In some o f th e  b igger develop ing  c o u n tr ie s , import

su b s t itu t io n  has more r e c e n tly  begun to  move gradually in to  branches

o f m anufacturing in d u str ie s  producing in term ediate goods and l i ^ t

engineering  such as  cement production , in d u s tr ia l  g a ses , assembly

p la n ts  ( fo r  v e h ic le s ,  b ic y c le s ,  rad ios e t c . )  tyre  retread in g , and

p r in tin g . Such productions are however h e a v ily  dependent on import

58of conponent p a r ts . N otw ithstanding th ese  developments medium and 

heavy in d u str ie s  in  tr o p ic a l  A fr ica , the Caribbean and A sia , are e ith e r  

n o n -e x is te n t , or are p urely  exp ort-or ien ted  en c la v es. As en c la v es , 

they are t o t a l l y  u nrelated  to  the in te r lo c k in g  stru ctu re o f  the n a tion a l 

economies -  in  the sense th a t they can hardly c o n s t itu te  th e b a s is  fo r  

the production o f c a p ita l goods required fo r  th e in d u s tr ia lis a t io n  of  

th ese  host c o u n tr ie s . The absence of a d iscern ab le  ca p ita l-g o o d s pro

ducing se c to r  c o n s t itu te s  one o f the main fea tu res  o f  the presen t  

p attern  o f fo re ig n  investm ent in  the d evelop ing  c o u n tr ie s . Various 

reasons have been suggested: In the f i r s t  p la c e , the p resen t stage o f  

economic development and s iz e  o f the market are such as to  l im it  the  

market fo r  c a p ita l goods, thus making any investm ent in  th e ir  lo c a l  

production uneconomic. Foreign c a p i t a l i s t  firm s and fin a n c ie r s  under

standably p r e fe r  to  w ait and see how the estab lishm ent o f l ig h t  manu

fa c tu r in g , p ro v is io n  o f expanded economic in fra stru c tu re  and generation  

o f extra economic surplus in te r -r e a c t  and d evelop , before attem pting to  

sink  th e ir  c a p ita l  in  heavy in d u stry . For them, th ere  must be good

58. See below Chapter 8 fo r  N ig e r ia ’ s ex p erien ce .
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reasons to  b e lie v e  th at the periphery’ s economy vd.ll develop in  such a 

way as to  nourish  a market fo r  c a p ita l goods production , and w ith  such 

s t a b i l i t y  th a t th e ir  confidence in  con tin u in g  p a r tic ip a tio n  i s  not 

Undermined. Again, the very b ia s  in  favour o f c a p ita l- in te n s iv e  tech n i

que d isucssed  above tends to  promote the use o f  h igh ly  s p e c ia lis e d  mach

inery^ embodying the most uptodate s c ie n t i f i c  knowledge and consequently  

re s tr a in  the growth o f demand fo r  c a p ita l goods th a t would be produced 

lo c a l ly .  In turn , t h is  lack  o f investm ent in  ca p ita l-g o o d s  producing 

se c to r  prevents the development o f c a p ita l goods embodying a modem labour- 

in te n s iv e  technology which may reduce the b ia s  in  favour o f c a p ita l  

in te n s ity .  Other reason srela te  more d ir e c t ly  to  the behaviour pattern  

of the modern m u ltin a tion a l corporation . For example, such firm s usua lly  

p refer  to exp>and productive cap acity  in  the Western in d u s tr ia l cen tres  

where they are more secured and whei'e they can take advantage o f  operating  

in  an in d u str ia l environment -  u n less  they are forced  by o th er  fa c to rs  

to e s ta b lish  and expand in  the n o n -in d u str ia l economies o f th e periphery^

In other words, the ex istan ce  of an adequate lo c a l  market fo r  the pro

duction of the fo re ig n  f i im 's  products, though a necessary c o n d itio n , i s

59not s u f f ic ie n t  fo r  the actu a l establishm ent o f a p la n t.

The o l ig o p o l is t ic  structure o f production and d is tr ib u t io n  obtained  

in  the advanced c a p it a l i s t  cou n tr ies  a lso  p lay an important ro le  in  fa v 

ouring the b ia s  o f  investm ent in  the p eripheiy  aga in st the c a p ita l goods 

in d u stry . As we know, o l ig o p o l is t ic  p r a c t ise  im p lies  a rec o g n itio n  o f  

com petitors’ rec ip ro ca l strength  and ’c u t-th r o a t’ r e ta lia to r y  power. This 

means that a manufacturer o f c a p ita l goods, in  d ecid ing  whether to  e s ta b lish  

or to  a s s is t  in  e s ta b lis h in g , a ca p ita l-g o o d s industry’- in  the p er ip h eiy , 

w i l l  genera lly  take in to  account the p o ss ib le  e f f e c t s  of such d e c is io n  not 

only on h is  own and com petitor’ s export in te r e s t s  but a lso  on th ose  o f h is  

domestic custom ers’ export in t e r e s t s .  Thus the im p lica tio n  fo r  th e  p e r i

phery o f an o l ig o p o l i s t ic  p attern  o f  behaviour in  the in d u str ia l cen tres

59. For example see  Chapter 8 belov/ fo r  N ig er ia ’ s experience.
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may be the strengthening o f other fa c to r s  mentioned above in  producing 

in  the developing cou n tr ies  of A frica  and A sia , a s e c to r a l pattern  of 

fo r e ig n  investm ent that i s  b iased a g a in st th e c a p ita l goods producing

.  ̂ 4. ^in d u stry .

I have in  various p la ces  above d iscu ssed  the im p lica tio n s  fo r  the 

dom estic economy of the b ia s  in  favour o f l ig h t  manufacturing and raw 

m ateria l e x p lo ita t io n  fo r  export. Let us now look  at th e  im p lica tion s  

fo r  the growth of the economy in  general and the modem in d u str ia l  

sec to r  in p a r tic u la r , o f fo re ig n  investm ent b ia s  against the c a p ita l  

goods production in d u stry . Such im p lica tio n s  are both  d ir e c t  and in 

d ir e c t .  In d irec t im p lica tio n s concern what would otherw ise have occured 

to  a developing economy in  the absence o f such b ia s .  In o ther words, 

what the op p ortu n ities  are fo r  such economy o f having a c a p ita l goods 

producing s e c to r . The d ire c t  consequence o f not having an appropriate 

c a p ita l goods sector  and in stead  o f having to  re ly  on imports from the  

developed in d u str ia l economies i s  that such a ctio n  i s  not in  the long

term economic in te r e s t  o f  the country. The range o f ch oice  o f product

io n  fu n ctio n s i s  being d ic ta ted  by the te c h n ic a l progress tak in g  p lace in  

the developed cou n tries and tran sferred  to  th e periphery through ’ know

how’ made a v a ila b le  or embodied in  new c a p ita l  equipments in s ta l le d  in  

the modern se c to r . The trend in  techn ical, and s c ie n t i f i c  progress d eter

m ines, and i s  i t s e l f  g rea tly  in flu en ced  by, current as w e ll  as future expe

c ta t io n  o f  r e la t iv e  fa c to r  p r i c e s . A s  we have seen , the trend in  pro

duction techn iques which seems to  be gath erin g  pace in  recen t decades, i s  

towards a more and more c a p ita l- in te n s iv e  one. A developing rec ip ien t  

country i s  forced  not only to  fo llo w  th e  b ia s  inherent in  t h is  technolog

ic a l  p ro cess , but i s  eq u a lly  powerless to  con tro l the d ir e c t io n  and pace

60. C/P A rrigh i and S au l, op c i t  pages 147-148

61. That i s ,  a two-way casu a l r e la tio n sh ip  between te c h n ic a l progress 
and fa c to r  p r ic es  r a t io .
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o f te c h n ic a l progress and c a p ita l- in te n s ity  o f production fu n c tio n s .

Foreign 'e x p e r ts ’ sent to  work the modem tech n o lo g ies  as w e ll as the 

lo c a l  persornel tra in ed  by them are in  fa c t  perpetuating  the dependency 

o f th e  economy on fore ig n  sources o f technology and equipment ratherthan  

reducing i t .  V/hile such im portation o f know-how may be a short-term  

valu e a s s e t ,  i t  does nothing to  equip the rec ip ien t w ith  a c r e a tiv e  cap

a c ity  to  form ulate i t s  future tech n o lo g ica l needs. For a ’labour su rp lu s’ 

and c a p ita l-sc a r c e  econany, with a strong need fo r  la b o u r-in ten siv e  te c h n i

que, the long-term  prosp ects from such tech n o lo g ica l and c a p ita l tr a n sfe r  

are in lieren tly  u n desirab le .

I f  a £1 .000  -  technology i s  too so p h is tic a te d  and harm ful, and a 

£1 -  technology i s  too ’p r im it iv e ’ and in e f f i c i e n t ,  and interm ediate £100- 

technology thus comes to  have much appeal -  i^erhaps as the most product

iv e  la b o u r-in ten siv e  p rocess tlia t i s  a v a ila b le . However, and th is  fa c t  

i s  not u su a lly  emphasised, what i s  in term ediate technology embodied in  a 

used equipment today, was the most c a p ita l- in te n s iv e  and t e c lin ic a lly  most 

advanced process a v a ila b le  a decade or two ago. S im ila r ly  today’ s modem 

equipments would probably beccmie the in term ediate technology o f two decades 

hence. The su ggestion  th a t used equipments might be adop>ted to  a cce lera te  

the process o f labour absorp^tion overlooks the fa c t  th a t as long as such 

equipments are imported from the developed co u n tr ie s , they w i l l  in e v ita b ly  

e x h ib it  d im inish ing labour c o e f f ic ie n t s  over tim e. How fa r  in to  the fu ture  

such a p o ss ib le  development continue to  have unfavourable e f f e c t s  on 

’la b o u r-su rp lu s’ economies l ik e  In d ia , or ’under-employed’ ones l ik e  N ig er ia ,  

v a i l  depend on the pace o f th e ir  economic p rogress. The process w i l l  be 

contained , or may even become d esirab le  when the o v e r a ll growth o f  the  

economy generates in cr ea sin g  demand fo r  labour, thus mopping up those who 

would otherw ise become redundant.

Suppose an appropriate technology could be formulated fo r  producing 

a p a r tic u la r  product. The chances are th a t on ly  the b lu ep r in t in  the  

archives or a model o f the equipment in  the museum, i s  l ik e ly  to  be a v a il-
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able in  the ca p ita l-ex p o r tin g  in d u str ia l cou n tly . The o ld er  labour- 

u sin g  equipment i s  no lon ger being  produced and the o r ig in a l stock  o f  i t  

had e ith e r  been ca n p lete ly  depreciated  or i s  extrem ely hard to  come by. 

More over, given the mechanism o f  technology tr a n s fe r  through Western 

fo re ig n  investm ents and t ie d  o f f i c i a l  c r e d it s ,  and the p^resent p a ttern s  

o f  in tern a tio n a l trade and econcanic development which fea tu re  an almost 

ex c lu siv e  concentration  of c a p ita l goods production in  the developed

co u n tr ie s , the r e la t iv e ly  in s ig n if ic a n t  demands o f  developing co u n tr ies  

fo r  these goods w i l l  continue to  have only a n e g lig ib le  impact on both  

current production d ec is io n s  about the type o f  machine to  be produced 

and on the d ire c tio n  (and speed) that fa c to r -sa v in g  b ia s  w i l l  take in  

fu tu r e . "The h is to r ic a l  dynamics of technow logical tr a n sfe r  are such 

th a t over time one might reasonably expect th a t as long as l e s s  developed  

nations must r e ly  on in d u s tr ia lis e d  cou n tries  fo r  th e ir  techn iques of 

production , a l l  imported equipment both new and used, i s  l i k e ly  to  have
62a lon g-iu n  labour-saving b ia s ."  In ev ita b ly  the goals o f in d u s tr ia l  

expansion w ith  s ig n ifca n t labour absorption w i l l  be in c r e a sin g ly  d i f f i c u l t  

to  r e a l is e .

The im p lica tion  o f the above a n a ly s is  i s  th a t developing co u n tr ies  

must create th e ir  ov/n c a p ita l goods producing in d u str ie s  as a means o f  

escap ing the d ir e c t  consequences o f the b ia s  aga in st such a sec to r  in  the  

periphery, and th ere are p o s it iv e  advantages as w e l l .  The problems o f  

e s ta b lish in g  a dom estic c a p ita l goods sec to r  now are rea l and complex. 

Such action  rep resen ts a ra d ica l rev ersa l o f the present p o lic y , and i s  

u n lik e ly  to  be com patible w ith  the w ishes o f fo r e ig n  p riva te  in v e s to r s .  

D if f ic u l t i e s  too may be experienced from some dcanestic entrepreneurs 

in  the modern s e c to r  who p lace g rea ter  emphasis on short-term  output 

growth. Much, th e r e fo r e , depends on the c r u c ia l i n i t i a l  phase. What 

i s  needed to  be done i s  the r e v iv a l o f an u n sop h istica ted  o ld  technology

62. M.ir. Todaro;- "Some thought on the Transfer o f Technology from
Developed to  l e s s  Developed N ations". East A fr ica  Economics R eview . 
V ol. 22, N o .l June 1970, Page 55.
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65such as the Humphrey pump ; the adaptation  o f a current or recent 

production  technique and equipiient to  th e a v a ila b le  resources and 

s k i l l s ,  or in  the rare circum stances o f no precedent in  the production  

p r o c e ss , the in ven tion  o f a new one. S u ccessfu l adoption , and continued  

growth of a dom estic c a p ita l goods in d u stry  depend very much on the  

cr e a tio n  of appropriate corps o f en gin eers s k i l le d  in  necessary^ convers

io n  c a p a b i l i t ie s .  Over tim e, i t  i s  upon t h is  p oo l o f s k il le d  personnel 

and ’tech n o cra ts’ th a t the task  w i l l  f a l l ;  o f co n sta n tly  adapting, d u p li

ca tin g  and red esign ing  old  technology and equipment in  l in e  w ith  the  

changing needs and fa c to r  sca rc itie s . I f  and when urban unemployment i s  

even tu a lly  e lim inated  in  a p a r tic u la r  develop ing country^ the ex isten ce  

o f a domestic c a p ita l goods producing in d u stry  and the pool o f th ese  

technocrats w i l l  make p o ss ib le  the adoption o f a more recent labour-saving  

techn ique, to  be introduced at a pace determined by changing fa c to r  

a v a i l a b i l i t i e s .  The early  Japanese experience in  adapting fo re ig n  

technology to  d an estic  resource endownments and in  developing the attendant 

conversion c a p a b ility , has o ften  been \ i t e d  as a model fo r  developing

c o u n tr ie s . Japan today has not only managed to  make an economic su ccess
Q,

o f her im portation  , but has a lso  enriched her c a p ita l goods producing  

in d u str ie s  w ith  the most modem tech n o lo g ie s  and production p rocesses th at
65r e la te  to  her resource endov/nment. . She has created  the most s o p h is t i

cated  conversion  technology there i s  -  thereby e lim in a tin g  the labour- 

saving b ia s  o f the o r ig in a l Western technology w ithout lo s s  o f production  

e f f ic ie n c y  -  and has s e t  the d ire c tio n  and speed o f her te c h n ic a l progress

63. See K. Owen:- ’’Third World R evolu tion  -  in  Easy S ta g e s .’’ The Times 
(London) J a n .l4 ,  1972, Page 17.

64. I t  i s  p r iv a te ly  estim ated  th a t about 30/8 o f a l l  Japanese m anufact
uring today i s  based on imported but adapted te c h n o lo g ie s . The 
b ig g e s t  area of U.S. investm ent in  Japan has been the lic e n s in g
of p a ten ts  and tech n ology , see D.E.C.D, -  L ib e r a lisa t io n  o f In te r 
n a tio n a l C apita l Movement .Japan O.E.C.D. P aris  I 968, Page 32.

65. For example, lab ou r-u sin g  e le c tr o n ic s  development.



Page 260

in  l in e  w ith  her fu ture needs. Japan *s tec h n o lo g ic a l experience should  

in  in s tr u c t iv e  to  most developing co u n tr ie s , but her sp e c ia l circum stances 

must be borne in  mind. There e x i s t s  even today a strong ’fo r e ig n  c a p ita l-  

p h obia’ which has made the Japanese h is t o r ic a l ly  h o s t i le  to  d ir e c t  fore ign  

investm ent. Unlike the present developing co u n tr ies  she did not have to  

breakaways from a fo re ig n  dominated modern secto r  w ith  i t s  c a p ita l- in te n s -  

i t y  and c a p ita l goods import b ia s .  Again, Japan has tr a d it io n a l ly  been 

s e l f - s u f f i c i e n t  in  domestic s a v i n g s , s k i l l e d  manpower, and s ta b le  

'lovernment bureaucracy sin ce  the re s to ra tio n  o f the m eiji Empire in  Mid 

19th .  Century^. She has had nearly  a century o f productive con tact w ith  

in d u s tr ia l Western Europe and North America -  more or le s s  on her own teim s  

as an independent and sovereign n a t i o n . W e  must a lso  take note o f the 

favourable s iz e  of her domestic economy, and the heavy export o r ie n ta tio n  

o f  her production which more than o f f s e t s  her la c k  o f  raw m a ter ia l.

The above fa c to r s  show that Japan was in  a fa r  more favourable p o s it io n  

when s e t t in g  up her c a p ita l goods in d u stry , as compared w ith the co n d itio n s  

obtained in m o st  of tod ay’ s developing co u n tr ies . In p ersp ec tiv e , the  

e s t ablisliment process in  the la t t e r  group becomes more d i f f i c u l t ,  l i k e ly  

to  be more .r e tr a c te d , but n e v er th e le ss , remains p r a c tic a b le . I do not 

vdsh here to  go in to  d e ta i l s  o f the p r a c t ic a l i ty  and mechanics o f e s ta b 

l i s h in g  c a p ita l goods producing sec to r  in  the develop ing co u n tr ie s ,

M ichael Todaro has already carried  out th a t ta sk  in  an in c is iv e  manner.

66. Foreign c a p ita l used by Foreign su b s id ia r ie s  and branches has never
exceeded 0 .5^  o f t o t a l  domestic funds used by indigenous Japanese 
in d u s tr ie s .

67. For a b r ie f  and u s e fu l a n a ly s is  o f fo re ig n  investm ent in  Japan see
S. O kita and T. MikL -  "Treatment o f Foreign C ap ita l -  A Case Study
fo r  Japan" in  J.H . Adler (ed) C ap ita l Movement and Economic Develop
ment. op c i t .

68. See K .I . Todaro -  "Seme Thoughts on the T ransfer o f Technology from
the Developed to  L ess Developed N a tio n s. E.A.E.R. V ol2. N o .l June 
1970 op c i t . Rages 53 -  64.
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S p e c if ic a l ly  developing countries should produce t h e ir  own machinely^, 

copying and adapting i n i t i a l l y  the e a r l ie r  more la b o u r-in ten siv e  designs

69o f th e in d u str ia l co u n tr ie s . T his would provide the p o s s ib i l i t y  of 

e lim in a tin g  much o f the c o n f lic t  between output and employment growth 

w hile  avoiding the more onerous ta sk  o f design ing ne?/ labour-using  

m achinely. Such copying w i l l  be c a p ita l-sa v in g  when compared with  

technology^ and equipments currently  imported. Over time the pool o f  

conversion  technocrats would ensure th a t the in flow  o f  used technology  

th a t i s  being  made a v a ila b le  i s  continuously  ’ recond ition ed ’ to  the  

economy's contemporary needs. Like the Japanese th ey  may acquire 

enough experience and ex p ertise  to  introduce new production processes  

which are always re la ted  to  lo c a l fa c to r  s c a r c i t ie s .  Developing countr

i e s  would thus derive the b e n e f its  o f  c o n tr o llin g  both the d ire c tio n  and 

pace o f tech n o lo g ica l changes in  th e ir  own cou n tries and in  e f f e c t  reverse  

th e d ir e c tio n  o f ’t h e ir ’ tech n ica l p rogress, sin ce  the trends towards 

c a p ita l- in te n s ity  in  the developed cou n tr ies  would no longer be the  

d etem in in g  fea tu re o f  th e ir  production p ro cesses . There are o th er  

advantages to  be derived to o . The high import b ia s  o f c a p ita l goods 

requirements i s  elim inated  in  the long-run , and no lon ger does fo re ig n  

exchange weakness con stra in  e ith e r  cap acity  expansion, or aggregate pro- 

dunction le v e l  through in teim ed ia te  imports sh ortage. Leakages abroad 

w i l l  be lim ite d  to  payments o f r o y a lt ie s  fo r  imported technology and import 

o f raw m a ter ia ls . A labour-using c a p ita l goods producing se c to r  w i l l  

a lle v ia te  the unemployment problem in  the modern sec to r  w hile improving 

long-term  growth p rosp ects . I t  could w e ll be a major source o f external 

economies to  th e n on -cap ita l goods s e c to r s , e s p e c ia l ly  in  provid ing them

w ith  s k ille d  w o r k e r s ,a n d  may help  in  slow ing down the d iffe r e n c e s  that 

are developing between the rural and urban communities. The su ccess of

69. Many o f the ’ non- v ia b le ’ underdeveloped cou n tr ies  cannot, i f  and 
when a c tin g  alone be given much chance o f e s ta b lish in g  such a se c to r .  
Their chances must la y  w ith reg ion a l economic groupings such as the 
East A frica  Economic Community, or the much mooted West A frican  one.

70. C/P. the ’low c a p ita l absorptive ca p a c ity ’ t h e s is .
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such a se c to r  would undoubtedly have a ’ demonstrated e f f e c t ’ on the  

a g r ic u ltu r a l s e c to r , v i t i a t in g  any tendency towards m echanisation , and 

supplying i t  w ith  appropriate loca lly -p rod u ced  a g r icu ltu ra l implements.

Some elem ents of c a p ita l goods production have been shovm by scsne o f  

th e  developing cou n tries  to  be w ith in  th e ir  competent reach, and at compet

i t i v e  production c o s ts  v i s - a - v is  the developed co u n tr ies . For example, 

Todaro has poin ted  out that contrary' to  general ex p ecta tio n , machine to o ls  

production " is  in  fa c t  one o f the more la b o u r-in ten siv e  in d u s tr ia l branches 

in  most econom ies Not only i s  the machinery branch not a heavy user

o f  c a p ita l ,  but i t  o f fe r s  the advantage th a t sm all sc a le  production may
"71be r e la t iv e ly  e f f i c i e n t .  With the a id  of h is t o r ic a l  and em pirical

ev idence, he has a lso  drawn our a tte n tio n  to  the fa c t  that b ig  developing  

cou n tr ies  l ik e  B r a z i l ,  A rgentina, India  and P ak istan , and te c h n ic a lly  

so p h istica ted  ones l ik e  I s r a e l ,  have been e x c e p tio n a lly  su c c e ss fu l w ith  

the development o f th e ir  d on estic  machine producing in d u s tr ie s . Further

more, in  some o th er  in s ta n c e s , the r e la t iv e ly  le ss -e x p e n s iv e  s k i l le d  labour

may o f f s e t  o th er  adverse co st con d ition s to  make the developing cou n tries
"72

com petitive "even in  the production o f  th e most modern c a p ita l goods.

Aside from th e  tech n o lo g ica l and q u a lita t iv e  a sp ects  o f c a p ita l goods 

production , there are o ther asp ects -  which one might c a l l  the macro-a sp e cts  

-  whose importance though not o ften  ap p recia ted , deserves s im ila r  emphasis. 

The estab lishm ent o f c a p ita l  goods production in  a developing counti^r 

a lso  p erfo m s the dual fu n ction  o f expanding both the productive capacity^  

and the s iz e  o f  the in te r n a l market. I f  the prosp ects fo r  induced growth 

o f the c a p ita l goods sec to r  through r e lia n ce  on profit-m iaxim ising fore ign  

corporations are poor, autonomous developnent o f the basic  in d u str ie s  may 

w ell turn out to  be the a t tr a c t iv e  a lte r n a t iv e  th a t could make a v a ila b le

the advantages inherent in  th at dual fu n c tio n . In  view o f the i n i t i a l

71. M. Todaro:- "Some Thoughts on the T ransfer o f Technology from
Developed to  Less Developed N ations."  op c i t .  Pages 6O -  63.

72. ib id  page 63.
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d i f f i c u l t i e s  to  be faced subsequent to  a p o lic y  d ec is io n  to  e s ta b lis h  

own c a p ita l  goods production , the le a s t  d isru p tiv e  course to  fo llo w  would 

be to make autonomous investm ent in  imported tech n o lo g ies  and equipments 

th a t are being  converted, w hile a s ta r t  i s  made tov/ards phasing out 

so p h is t ic a te d  c a p ita l- in te n s iv e  p rod u ction s. In such a process (o f  

cre a tin g  an in d u str ia l backbone fo r  a non-agrarian economy) the autonomous 

in je c t io n  would be re in fo r c in g  th a t investm ent induced by noimal market f o 

r c e s , But the proportion o f investm ent needs th at i s  s a t is f ie d  by im pozts 

would gradually  d im inish .

The r o le  o f  domestic c a p ita l goods production  in  expanding the in tern a l  

market was f i r s t  emphasised by Lenin, who argued th a t the expansion o f the  

s iz e  o f the dom estic market was p o ss ib le  d esp ite  r e s tr ic t io n s  on consumption 

by the m asses, because "to expand production i t  i s  f i r s t  o f  a l l  necessary  

to  enlarge th a t department o f so c ia l production which m anufactures means 

o f production; i t  i s  necessary to  draw in to  i t  workers who crea te  a demand 

fo r  a r t ic le s  o f consumption. Hence ’consumption’ develops a f t e r  ’ accumu

lation ." ^ ^  Thus under-develoj_mmt(or la ck  of) in  the c a p ita l goods pro

ducing industry/ r e s tra in s  the expansion not only o f the productive cap acity  

o f developing cou n tr ies in  A frica  and A sia  but a lso  the p o te n t ia l s iz e .

( in  terms of aggregate purchasing power) o f  th e ir  in te r n a l m arkets. Further

more, i t  perpetuates a form o f economic growth that i s  la r g e ly  determined 

by ex tern a l fo r c e s  -  th a t i s ,  the growth of world demand fo r  the periphery’ s 

primary products. In fa c t  the dependence on the developed co u n tr ies  i s  

even grea ter  now than ever before; fo r  the in te g r a tio n  o f th e  a g r ic u ltu r a l  

secto r  w ith  overseas markets i s  accompanied by greater  in te g r a tio n  o f the 

modem se c to r  w ith  the in d u s tr ia l c en tre s . The in ference to  be made from 

the above a n a ly s is  i s  sim ple enough; a su c c e s s fu l re so lu tio n  in  technolog

i c a l  o r ie n ta tio n  link ed  w ith  c a p ita l goods production may very w e ll be an 

e s s e n t ia l  in g red ien t fo r  long-term  economic growth and development.

73 . Quoted in  A rriglii and Sau l, op. c i t  Page 148. C/P. Say’ s Law and 
ii-eynes' ruaxim that the la rg er  tlie m arginal propensity  to  consume, 

the g rea ter  the m u lt ip lie r  e f f e c t  o f an investment o u tla y .
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In view o f above con sid eration s as w e ll as the p o te n t ia l advantages 

inherent in  the emergence of an in d u str ia l environm ent, one wonders 

whether the problems that a r ise  in  a determined e f fo r t  to  cre a te  an 

indigenous tech n o lo g ica l and in d u str ia l base must be viewed e x c lu s iv e ly  

in  terms of market fo rces  or p riva te  p r o f i t a b i l i t y  co n s id era tio n s . I f  

fo re ig n  corporations that dominate the modern s e c to r , along w ith the r e s t  

o f the domestic p r iva te  sec to r  cannot be expected to  expand productive  

cap acity  except only in  response to  market demand, the ta sk  fo r  an 

endogenous generation  o f grov/th stim u li through autonomous cr e a tio n  of 

ca p ita l-good s resou rces, must su rely  f a l l  on the S ta te s ' sh ou ld ers, and 

the S ta te  would have to  devise a s e t  o f soc ia2  c r i t e r ia  to  eva lu a te  such 

m assive o u tla y s . The u ltim ate  j u s t i f ic a t io n  i s  the immeasurable long

term e f f e c t s  on the econcany; of appropriate tech n o logy , productive resources  

expansion and o f  a d om estica lly -con d ition ed  economic growth. The su ccess

fu l  experience o f s o c ia l i s t  economies l ik e  R u ssia , China and North Korea 

e a s i ly  comes to  mind in  t h is  re sp e c t. Again i t  could be argued th at what 

i s  needed i s  a b ig  cap it a l-goods production 'push' which raaŷ  crea te  the  

' t a k e - o f f  fo r  a snowballing of in d u str ia l expansion and te c h n o lo g ic a l  

innovation , as the re in fo rc in g  e f f e c t s  of an autonomous and derived  c a p ita l  

ou tlays p erco la te  througli the economy. I f  in s p ite  o f the d i f f i c u l t i e s  

mentioned above a b ig  push succeeded in  la y in g  a stron g  foundation fo r  

accumulation and extend the s iz e  of the dom estic market, the ga ins frcrn 

subsequent investm ent ou tlays are l ik e ly  to  be p ro^c rb innate ly  greater; 

con versely , subsequent target l e v e l s  could be achieved with r e la t iv e ly  le s s  

c a p ita l ou tla y . I t  i s  in  the l ig h t  of such co n sid era tion s th a t one must 

view the present b ia s  against the c a p ita l goods se c to r  by fo r e ig n  firm s and 

indeed by the r e s t  of the p riva te  sec to r  as a sh o rt-s ig h ted  m isconception .

I t  seems rather ir o n ic  that the ' great c a lc u la t in g  r a t io n a l ity ,  care and 

circum spection in  approaching new developanents which ch a ra cter ise  modem 

coporations ' ,  do not prevent them from making such error o f judgement that 

in e v ita b ly  must im pair the r igh t fu n ction in g  o f in te r n a tio n a l c a p ita lism .  

This co n tra sts , to  a large exten t w ith the experience o f the 19th . Century
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when com petitive entrepreneurs, chartered companies and f in a n c ia l  groups 

"often undertook investm ent which was 'u n ju stif ied *  by market co n d itio n s , 

thereby fo s te r in g  the in d u s tr ia lisa t io n  o f  (the then) l e s s  developed  

economies (o f North America and A u stra lasia )

Let us now engage in  fu rth er  con sid era tion  o f the im p lica tio n s  fo r  

the host economy of the wage and sa lary  p c lic y  operative in  the urban 

modern se c to r . We have already noted the danger o f a ' wage -m echanisation ' 

S p ira l inherent in  the c a p ita l- in te n s iv e  teclin iques now p reva len t in  the 

modem se c to r . I  sh a ll i n i t i a l l y  l im it  m yself to  a co n sid era tion  o f the 

unemployment question  and o f the part fo re ig n  en terp r ise s  are p la y in g  in  

the socioeconom ic gu lf that i s  anerging between the uihan and ru ra l se c to r s .  

The problems connected w ith  unemployment in  tr o p ic a l A frica  and th e re s t  

of the developing world are w e ll d iscu ssed  in  the l i t e r a t u r e . I  sh a ll  

th ere fo re , only draw a tten tio n  to  c e r ta in  e s ta b lish ed  f a c t s ,  tren d s and 

observations which are relevant to  th e present a n a ly s is .

74. A rrighi and Saul, o p .c it  Page 147*

75. In t h is  connection , see fo r  example,
(I) C.R, Prank J r . : -  Urban Unemployment and Economic G-rowth in  

A frica  o p .c i t  .

(II) M.P. Todaro:-'A. î.iodel o f Labour M igration and Urban
Unemployment in  L.D.G. ' A.E.R. V o l.54 March 1969,
Pages 138 -  148.

( i l l )  H.A. Turner:-  'Wage Trends,Wage P o l ic ie s  & C o lle c t iv e
Bargaining. The Problems fo r  Underdeveloped C o u n tr ie s '. 
U n iv ersity  of Cambridge, Dept, o f Applied Economics.
O ccasional Paper N o.6, I 965.

(rV) H.W. S in g er :- Dualism R e v is ite d , o p .c it

(V) W.A. Lewis: -  'Unemploynent in  D eveloping C ou n tr ies'.
The World Today. Jan. 1967.

(VI) R. Robinson and E, Johnson ( e d . ) : -  Prospect fo r  Employment 
O pportunities in  1970. Cambridge U n iversity  S tu d ies  C o,.m ittee/ 
Overseas Aid A dm inistration .
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For example, th e  observations th at (a) the rapid in crease  in  pop ulation  

and labour force  on one hand, and the c a p ita l- in te n s iv e  nature o f  modem 

tech n ology  coupled w ith  the low le v e l  o f  aggregate purchasing power on the 

o th er  hand, have created  an anployraent c r i s i s  in  the underdeveloped countr

i e s .  E stim ates o f  an average o f 2^/o l e v e l  o f unemployment and an annual 

in cr ea se  o f over are not u n c o m m o n .(b )  th a t b esid e  the aggregate r ise  

in  le v e l  o f  unemployment, very high ra te s  o f growth o f urban labour force  

(through m igration  from the rural areas) have not been matched by co rres

ponding high ra te s  of groivth o f uiban labour demanded by the modem large -  

s c a le  estab lish m en ts. The r e su lt  i s  that employed labour i s  becoming an
•7-7

in c r e a s in g ly  sm aller  proportion o f the urban labour p oo l. (c) th at the

flow  to  the urban areas i s  e s s e n t ia l ly  determined by the a ttr a c t io n  o f  high
7R

earning d i f f e r e n t ia l s ,  urban s o c ia l  am enities and inappropriate primary 

79education  system . (d) that manufacturing and p u b lic  u t i l i t i e s  in  the  

modem sec to r  account fo r  a r e la t iv e ly  sm all proportion  o f n o n -a g r icu ltu ra l 

employment (roughly 15-20^) and the ra te  o f job crea tio n  in  the import 

su b s t itu t io n  in d u stry  i s  fa r  lower than the growth rate o f manufacture 

ou tp u t, and to a la rg e  exten t i s  n eg a tiv e ly  in flu en ced  by both c a p ita l
80

in te r n s ity  and labour p ro d u ctiv ity . (e) that in  order to  stem the

76 . See f /n .  75 reference ( iv )  above Page 8 .

77* See f /n .  75 reference ( l )  above Page 252.

78 . See ( l )  and ( l l ) .

79 . See A. C allaw ays- 'Unemployment among A frican  School L ea v ers'.
J.M .A.S. V o l . l ,  N o.3 , 1963.

80. See ( l )  Page 257, and ( l l )  Page I 46. Todaro model e s ta b lis h e s  a 
fu n ctio n a l r e la tio n sh ip  the im p lica tio n  o f  which i s  worth n o tin g .
The fu n ction  r = -  P (where r = rate o f  job c r e a tio n , = ra te
o f growth o f in d u str ia l output; and P = ra te  o f growth o f labour  
p ro d u ctiv ity ) represents the above o b serva tion , and as Todaro n o tes , 
when "we recogn ise the fa c t  th a t in  order to  in crease employment 
growth (r) by 2^, the growth rate o f modern sec to r  output ( ) w i l l  
probably have to  increase by at le a s t  an a d d itio n a l 6fb due to  the  
p o ss ib le  c o r r e la t io n  between output expansion and p ro d u c tiv ity  growth, 
we begin to  appreciate the great d i f f ic u l t y  o f absorbing la r g e r  pro
portion  o f  th e  urban labour fo rce  without a concentrated e f fo r t  
designed to  prevent the fu rth er  widening o f the urban-rural r e a l  
earnings d if f e r e n t ia ls ."  ( l l )  Page I 46.
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unproductive m igration in to  the urban areas -  Arthur Levas has drav/n our

a tten tio n  to  the coex istence of heavy unemployment in  town w ith  shortage

o f labour in  the countryside in  some o f the developing cou n tr ies  l ik e
SiJajnaica and N igeria  -  p o s it iv e  step s must be taken to  reduce the rea l 

earnings and w elfare d if f e r e n t ia ls ;  the education  and tr a in in g  b ia s  in  

favour o f ’w h ite -c o lla r ’ work, and improve the q u a lity  and a ttr a c t iv e n e ss

82o f  rural l i f e .  . (f) that the ra te  of growth o f urban incomes (e s p e c ia lly  

of wages) i s  fa r  greater than the growth ra te s  o f rural incomes; aggregate 

n a tio n a l income; the value-added in  the urban modem se c to r , and fo r  that
O "Z

m atter , o f labour p rod u ctiv ity , (g) th a t th ere  e x is t s  a tendency in  the

urban labour market fo r  supply, and demand to  in te r a c t  in  such a way

"that an in crease  in  employment i s  accompanied by an in crease in  employment. 

That i s ,  in crea se  in  demand fo r  labour by the modern in d u s tr ia l sec to r  a t t 

r a c ts  a fa r  la r g e r  supply to  the urban areas; w ith  the unrequired ’hands’ 

sw e llin g  the pool of unemployed and underemployed in  the urban tr a d it io n a l  

s e c to r , (h) th a t  the problems o f urban unemployment e x is t  in  developing  

cou n tr ies  ir r e sp e c t iv e  of th e ir  d iffe r e n t  ra te s  o f in d u s tr ia lis a t io n  or 

modem sec to r  expansion. In some in s ta n c e s , i t  i s  quite conceivab le fo r  

cou n tr ies  w ith  fa s te r  growth to  su ffe r  more, because o f g rea ter  in flu en ce
85of c a p ita l in t e n s ity ,  labour p ro d u ctiv ity , and expanding in d u s tr ia l incomes.

81. See (V) above Page 17.

8 2 . Todaro’ s remark in  th is  resp ect i s  in s tru c tiv e :-" A s  long as the
urban r e a l income d if f e r e n t ia l  continues to  r is e  s u f f ic ie n t ly  fa s te r  
to  o f f s e t  any sustained in crease  in  the ra te  o f job c r e a tio n , then , 
even in  s p ite  of the long-run sta b ilis in g  e f f e c t  of a low er p ro b a b ility  
o f successfully^ fin d in g  modem secto r  employment; the lu re  o f r e la 
t iv e ly  h igtier permanent incomes w i l l  continue to  a ttr a c t  a steady steam 
of rural m igrants in to  the ever more congested urban slum s. The 
potentiaJL so c ia l p o l i t i c a l  and economic ram ifica tio n s o f t h is  growing 
mass o f urban unemployment should not be taken lig h t ly "  ( l l )  Page 147*

8 3 . See ( l )  Page 2 6 4 - 265, and (17) Page7. The abnormally low s ta r t in g  
le v e l  o f c o lo n ia l wage renumeration has meant th a t in  s p ite  o f recent 
rapid in c r e a se s , the lab ou r's  share o f value-added in  fo re ig n  en ter
p r ise s  i s  s t i l l  su b s ta n tia lly  belov/ earnings o f  such f ir m s’ employees 
at home -  even a fte r  allow ances have been made fo r  ex tra  c o s ts  of 
management and supervisory s t a f f ,  and personnel tra in in g ; and the  
apparent rather than rea l productivity^ d if fe r e n c e s . For em pirical 
evidence th a t labour p ro d u ctiv ity  has been s te a d ily  r is in g  in  tr o p ic a l 
A frica  see  ( l )  Pages257 -262 , and P eter  K ilb y :-  African Labour 
P rod u ctiv ity  Reconsidered. 5 . J . June I 96I
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I t  fo llo w s th a t the outcome o f a p o lic y  o f a cce lera tin g  in d u s tr ia l expansion  

as a means o f e lim in atin g  urban unemployment may not be as su cc e ss fu l and 

productive as planners hoped fo r . And f in a l ly  (g) th at b es id es  the labour 

u sing p o te n t ia ls  of the tr a d it io n a l sm a ll-sc a le  e n te r p r ise s , the only other  

o u tle t  l e f t  fo r  a p o ssib le  la b o u r-in ten siv e  technique i s  the modem la r g e -  

sc a le  manufacturing secto r  -  sin ce  a g r ic u ltu r e , Gove m uent employment and 

s e r v ic e s , and construction  are already labour in te n s iv e . However, as we’ve 

seen the scope fo r  employment op p ortu n ities  in  th is  sec to r  i s  lim ited  and 

a p o lic y  to  enforce a more la b o u r-in ten siv e  production process i s  fraught 

w ith  d i f f ic u l t ie s .^ ^

84 . See ( l )  above Page 266-267, This i s  a key poin t in  th e Todaro 
model (see  ( l l )  ) .  The d ec isio n  o f u n sk illed  rural labour to  
m igrate i s  in fluenced  not ju st by the a ttr a c tio n  o f a wage two or 
three tim es the average obtainable on the faim , but a lso  by the

su b jec tiv e  p ro b a b ility  o f  fin d in g  an urban job. The op erative  
fa c to r , th ere fo re , i s  the urban-rural income d if f e r e n t ia ls  adjusted bŷ  
the p ro b a b ility  ap p ra isa l. The p r a c t ic a l im p lica tion  o f such an 
adjustment i s  in  e f f e c t  to  widen or narrow the ’n o m in a l’ rea l 
income d if f e r e n t ia ls .  Thus an in crease in  in d u str ia l demand fo r  
labour per se c , w i l l  enliance the a p p ra isa l, ’widen’ the d if f e r e n t ia ls  
and a t tr a c t  more m igration . A f a l l  in  demand v i l l  have the opposite  
e f f e c t .  The value o f the ’p ro b a b ility  v a r ia b le ’ i s  i t s e l f  detem ined  
by, the s iz e  of the urban tr a d it io n a l se c to r  and i t s  proportion  th a t  
i s  unemployed or underemployed (see ( l l )  pages 138-139), the growth 
of urban (e s p e c ia lly  modem sector) demand fo r  labour; the in t ia l  
and rate o f increase o f rea l income d i f f e r e n t ia l s ,  and the time la g  
between m igration  in to  tovm and modem se c to r  employment. An 
important reason fo r  tak ing ’ the p ro b a b ility  o f  ob tain ing  an uiban 
job ’ in to  con sid eration  i s  the fa c t  th a t i t  provides a mechanisn 
fo r  long-term  s ta b i l is a t io n  o f the urban labour market (see  I I ) .
I t s  short-run  importance cannot be underestim ated e ith e r . I t  i s  t h is  
p ro b a b ility  con sid eration  which ex^jlains the fa ilu r e  o f Kenya’s  1964 
' t r ip a r t i t e  agreement’ on wages and employment. For the e f f e c t  o f  
the U nions’ w illin g n e ss  to  make no fu rth er wage c la im s, and o f employers 
to  in crease  labour intake by 15/  ̂ per annum, i s  to  accentuate the flow  
of m igrants to  towns, see ib id  ( l l )  T'age 14C.

85 . C/F. W. Baer and M.E, Hen^-e: - ’Emplo^/ment and In d u s tr ia lisa t io n  in  
D eveloping C ountries’ Q.J.E, V o l. 80 N o .l Feb. 1966, Page 89

86. See above f / n . 54 . . I f  th e  host au th ority  cannot a fford  to  
rush the lo c a l  establishm ent o f  labour-using production p ro cess , 
n eith er  should i t  be forced to  to le r a te  in d e f in ite ly  the f a i t  
accompli (o f c a p ita l in te n s ity  and equipnent import) now p revalen t in  
the modem se c to r . B es id es , as we have seen , i t  i s  not the lo c a l  
wage s itu a t io n  th a t e f f e c t iv e ly  determines th e  labour content o f pro
duction tech n iq u e. V/hether wage r e s tr a in t  i s  p o l i t i c a l ly  acceptab le  
or n o t, i t  i s  going to  have v e r y  l i t t l e  in flu en ce  on employment in  
the modern manufacturing se c to r .
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T%at c r it ic ism s  of fore ig n  p r iv a te  en terp r ise  can we make in  the  

l i g h t  of above observations? Foreign f ilm s  might claim  th at in  s p it e  o f  

b ein g  the la rg est employers o f in d u s tr ia l labour ( in  most o f  th e developing  

co u n tr ies  of tr o p ic a l A frica  fo r  example) they have very l i t t l e  say in  the 

wage and salary p o lic y  operating in  th e urban modern se c to r . They are 

faced  w ith a f a i t  accompli o f minimum wage le g is la t io n s ;  p er io d ic  o f f i c i a l  

tr ib u n a ls  in to  wages and l iv in g  c o n d itio n s , and the confirm abion o f a 

c o lo n ia l sa lary  s tru ctu re . However, there are grounds fo r  a s se r t in g  that 

th e  su ccess of modem sec to r  wage and sa lary  p o lic y  and indeed o f  earnings  

determ ination and s t r a t i f ic a t io n  p r o c e sse s , depend to  a large measure on 

th e a c tiv e  co-operation  of the firm s. I t  i s  in  th e ir  economic in te r e s t  

th a t they operate o f f i c i a l l y  determined norms th at in  some cases may be two 

or three tim es the s iz e  o f the average incomes o f  a g r icu ltu ra l households. 

Such an income le v e l  and stru ctu re  s t a b i l i s e  th e  flow  o f labour in to  them. 

They are thus able to  a ttr a c t  the b est s k i l l e d  and p r o fe s s io n a lly -q u a lif ie d  

lo c a l  personnel in to  th e ir  o rg a n isa tio n s. They can absorb th e ex tra  co st  

involved  in  rapid in c r e a se s , sin ce  wages and s a la r ie s  form a sm all proport

ion  o f aggregate production c o s t s ,  and th ey  in v a r ia b ly  are operating a 

monopoly behind the t a r i f f  w a ll.  In some c a s e s , rapid r i s e s  provide a 

j u s t i f ic a t io n  fo r  c a p ita l in te n s ity .  Again, judging from the recent 

experience o f some developing cou n tries  in  tr o p ic a l A fr ica , i t  i s  the 

government now, worried by in f la t io n  and the continuously  expanding inroad  

that v/ages and sa la r ie s  are making in to  i t s  not-so-ezpanding revenue,
0-7

rather than the companies, th at i s  dragging i t s  f e e t  on wage in c r e a se s .

87 . See P. K ilb y :- 'I n d u s tr ia lis a t io n  in  an Open Economy. N ig er ia  1945- 
66 op . c i t  Chp. 9» For an a n a ly s is  o f the I 965-64 'General S tr ik e ' 
in  N ig er ia  see Pages 286-289, The Ghanian Budget fo r  1970/71  
promised a wages and incomes p o lic y  to  combat in f la t io n  and the  
growing s iz e  of Government employees wages and s a la r ie s .  I t  i s  
in te r e s t in g  to  note th a t n e ith er  in  N ig er ia  nor Ghana has wage 
r e s tr a in t  been j u s t i f ie d  on the ground o f narrov/ing the urban-rural 
income d if f e r e n t ia ls  -  ir r e sp e c tiv e  o f whether or not such a p o lic y  
would have any s ig n if ic a n t  e f f e c t  on the flow  to  the urban areas.



Page 270

With the passage o f the la t e  1950 ' s and e a r ly  '6 0 's  period when incoming 

n a t io n a lis t  Governments took step s to  su b s ta n t ia lly  ra ise  th e  minimum 

earnings o f  the low er-paid workers, p r iv a te  sec to r  employers are in crea s

in g ly  brought in to  the urban wage determ ination p ro cess . They cannot 

j u s t i f ia b ly  claim  to  be not resp on sib le  fo r  some of the bad consequences 

of widening urban and ru ral incane d i f f e r e n t ia l s .  Thus, as employers, 

they are p a rtly  resp on sib le  fo r  the continuous m igration to  the towns, though 

un lik e the government, they ca n y  no d ir e c t  responsib ility/- fo r  so lv in g  the  

problems a sso c ia ted  with such phenomenon. They may be c r i t i s iz e d  fo r  

th e ir  con tr ib u tion s to  the many ways in  which s o c ia l  and economic dualism  

operate in  th e host developing co u n tr ies . Dualism between urban employed 

and unemployed, between rural and urban income, and above a l l  between the

incanes and l iv in g  standards o f the b u rea u cra tic /p ro fe ss io n a l e l i t e  and
88the u n sk ille d  labour in  the urban areas. A combination o f  r is in g

unemployment, m echanisation and labour p ro d u ctiv ity  in e v it ia b ly  generate  

the fr ig h te n in g  spectre o f  an in cr ea sin g ly  sm all ( in  r e la t io n  to  to ta l  

labour fo rce) but w ell-rew arded e l i t e  o f  regu larly  employed people co

e x is t in g  w ith an in cr ea sin g ly  larg er  p ool o f poor unemployed and under- 
89

p r iv ile g e d  m asses. The need fo r  c o r r e c tiv e  measures from government 

as w e ll as th e  companies in  respect o f t ie  se problems cannot be more sim ply  

dem onstrated. The above observations a lso  demonstrate the fa c t  th a t  

fo re ig n  investm ent cannot be looked upon to  help  so lve  the unemploy-rnent 

i>roblem. Non-agri c u ltu r a l aiiployment in  th e developing cou n tr ies  o f

A frica  has been s t a t ic  in  the la s t  development decade w hile only a moderate
SOgrovrth ra te  (2-l^a) i s  d iscernab le fo r  modern secto r  labour in ta k e .

88. C/P. C.R. Frank J r . o p .c it  Page 265.

89. C/P. M, Kidron; -  Foreign Investment in  In d ia . o iJ .c it Page 515, and 
Todaro*s comment P /n . 82 above.

90. G/F. C.R. Frank J r . o p .c it  Pages 254 & 266.
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P laced  against a background o f a worsening unaiiployment c r i s i s ,  fo re ig n  p r i

v a te  investm ents con trib u tion  to  the a l le v ia t io n  o f umploymient can only be 

described  as m arginal -  ir r e sp e c t iv e  of the pace o f im^crt su b s t itu t io n .  

Perhaps fore ign  en terp rise  c h ie f  con trib u tion  in  t h i s  respect la y s  not in  

provid ing  employment op p ortu n ities  (modern sec to r  both fore ign  and domestic 

employ on average about 5/- of t o t a l  labour p rice  in  tr o p ic a l A frica) but 

in  spearheading o v e r a ll economic growth. However, the m u lt ip lie r  e f f e c t  

o f  modem secto r  manufacturing i s  l ik e ly  to  be dampened down considerab ly  

by th e su b sta n tia l leakages abroad.

I t  i s  in  the eva luation  o f the l ik e ly  course o f in te r a c tio n  between 

in te r n a tio n a l cap ita lism  and domestic en terp ii.se  th a t a great deal o f  

fo res ig h t i s  required from host a u th o r it ie s  before in v ita t io n s ;  in c e n tiv e s  

and lic e n c e s  are showered on fo re ig n  corp orations. A ll the short and long  

term im p lica tion s fo r  d onestic  en terp r ise  -  both p r iv a te  and p u b lic  -  must 

be taken in to  con sid eration  before making a clio ice as to  which type o f  

fo r e ig n  investment would f i t  the needs o f s o c ia l  and economic development.

I t  i s  w e ll known that fo re ig n  firm s con sid er the absence of any form of 

d iscrim in ation  against them v is - a - v i s  dcm estic c ^ ' i t a l ,  as one required  

m an isfesta tio n  of good investm ent c lim a te . Y et, th ere  are grounds fo r  

b e lie v in g  th at a r ig id  adherence to t h i s  con d ition  by host a u th o r it ie s  

c o n s t itu te s  a de fa c to  t i l t i n g  o f the econ om ic ,fin an cia l and commercial 

balance in  favour o f the la r g e -sc a le  fo re ig n  in te r n a tio n a l corp orations.

A su bsid iary  o f a m u ltin a tio n a l group :as severa l advantages v is - a - v is

i t s  domestic counterpart. I t  has a p r iv ila g ed  access to  f in a n ce , both

91in te r n a lly  and e x te r n a lly . I t  has at i t s  d isp o sa l a tech n ica l and

management ex p ertise  that i s  modem and superior and i s  in te r n a tio n a lly

te s te d  and proven. I f ,  as a m anufacturing concern i t  lin k s  up w ith  a 

lo n g -esta b lish ed  trad in g  o rgan isa tion , i t  n e u tr a lise s  any sp e c ia l advantage 

wMch lo c a l knowledge and experience might confer on d a a estic  entrepreneurs.

91. C/P. M. Kidron oo. c i t  Rage 231.
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I t  can c a p ita l is e  on comuanys in tern ationa lly -b ran d ed  product and good w ill,
I 92

e x p lo it  lo c a l  prejud ice in  favour o f fo re ig n  -  or foreigner's-m ade a r t ic le s ,

93and enjoy economies o f sca le  even when d ea lin g  w ith  lo c a l  bureacracyl 
B esid es  "there have been many in sta n ces  in  L .D .G .'s where the unintended

e f f e c t  of Government regu la tion  and con tro l has depressed lan a ll-sca le  pro

d u ctio n . Foreign exchange c o n tr o l, in  p a r tic u la r , d iscrim in ates in  favour 

o f the la r g e -sc a le  esta b lish ed  (fo re ig n ) p r o c e d u r e s . T h e  r a tio n a le  

fo r  co n stru ctiv e  d iscrim in ation  in  favour of d o n estic  c a p ita l i s  the above 

dem onstration o f the inherent com petitive su p e r io r ity  o f the fo re ig n  sec to r .

B esid es  i t s  su p erior, foreign  investm ent may ad versely  a f fe c t  dom estic 

op eration s in  more than one way. Though the degree of p en etration  o f th ese  

e f f e c t s  va.ry from one L.D.G. to another, de^/ending as i t  were, on the s iz e  

of r e la t iv e  so p h is t ic a t io n  o f dom estic en terp rise  -  th e  pattern  and sequence 

tend to  be u n iv ersa lly  the same. These e f f e c t s  stem e s s e n t ia l ly  from i t s  

fo r e ig n -n e ss  and i t s  ty p ic a l s iz e .  The various dem onstration e f f e c t s  on 

the p a ttern  o f production and consumption may ad versely  in flu en ce  the host 

economy. The e ffe c t  of c a p ita l- in te n s iv e  techniques o f fo re ig n  firm s i s  

am p lified  through the adoption of s im ila r  process by indigenous firm s, 

m ostly  v ia  expanding co lla b o ra tio n . 'Turn-key' p r o je c ts ,  jo in t-v en tu res  

and fo re ig n  management/technical co n tra cts  r e f le c t  the d es ire  to  transp lan t  

Vv'estem in d u str ia l so p h is t ic a t io n  in to  the periphery and a general m is

conception  o f equating maximum e f f ic ie n c y  and output achievements w ith  

automated production p rocess. More over , in  so fa r  as the h igher wage 

standards of the fo re ig n  en terp rise  tend to  spread to  indigenous en terp r ise  

in  the modern secto r  as w e ll ,  the discouragement to  the crea tio n  and spread 

o f appropriate indigenous labour-using technology becomes even more pro

nounced. Medium and large sca le  government-owned manufacturing en terp r ise s  

are the most prone to  fo re ig n  in flu en ce  and w hile they,may be able to

92. G/F, i v . .  K idron's obseivation : -  "An iiuported a r t ic le  i s  ip so  fa c to  
p referab le  to  one made in  India; ' a forei.gn brand manufactured 
lo c a l ly  by a fo re ig n  f i n i  i s  b e t te r  than one made by an Indian firm ; 
and so down the l in e  w ith decreasing value accompanying receding  
fo re ig n -n ess ."  ib id  rage 22$.

93. C.R. Frank J r . o^ucit Mage 269*
94* C.R. Frank J r . lo o  c i t .
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’ afford*the ever r is in g  wage b i l l  by stepping up th e ir  lo s s  crea tio n  

ratherthan reduce the sm all number o f people they employ, the r is e  in  

labour c o s ts  in variab ly  tend to  discourage the r is e  and expansion o f the  

n on -p u b lie , labour using sm a ll-sc a le  and f in a n c ia l ly  weaker en terp r ise s  

who cannot a fford  m echanisation,

W estern-orientated  pattern  o f consumption (and aspired consumption) 

o f the urban dw ellers e s p e c ia l ly  o f the bureaucratic and p ro fess io n a l 

e l i t e  favour a pattern  o f import su b stitu tio n  and new product development 

th a t can in  most in s ta n c e s , only be undertaken by fo re ig n  fiirns and foreign -  

a sso c ia te d  firm s. This i s  a lso  tru e o f the in term ediate and c a p ita l  

goods production that i s  gradually emerging in  some o f the r e la t iv e ly  

advanced developing co u n tr ie s . T his pattern  o f modern demands co n tra sts  

sharp ly  with the low income e l a s t i c i t y  o f demand not only fo r  ru ra l prod

uce but a lso  fo r  some o f the t r a d it io n a l simple consumer and c a p ita l  goods 

the production of v;hich sm a ll-sca le  in d u str ie s  may have a com petitive edge 

and which ai'e appropriate to  the r e la t iv e  poverty o f tbe economy and the  

need fo r  exi.ra e f fo r t s  at resource accum ulation.

Again there e x is t  a general fea r  in  developing cou n tr ies  on the th reeh -  

hold o f  in d u s tr ia l expansion, o f la r g e -sc a le  en terp r ise s  ( fo r  the time 

b ein g , m ostly  fore ign  owned) emerging to  hinder th e growth (and expansion) 

of sm a ll-sc a le  modern lab ou r-u sin g  e n te r p r ise s  in  sec to rs  and l in e s  

cu rrently  under development or are l ik e ly  to  be developed in  the near 

fu tu r e . The p o s s ib i l i t y  i s  r e a l ,  fo r  the emerging ’com p etition ’ between 

la r g e -sc a le  modem estab lishm ents and sm a ll-sca le  urban tr a d it io n a l pro

ducers i s  gradually  d inving the la t t e r  group against the w a ll .  The r e la 

t iv e ly  cheaper production o f t e x t i l e s ,  le a th e r  goods, shoes and san dels, 

and enamel hollow-ware in  the modem sec to r  "may be examples where la r g e -  

sc a le  production has s ig n if ic a n t ly  replaced sm a ll-sc a le  production and has 

le d  to  a net decrease in  employment in  those in d u s tr ie s .

95» C.R. Frank J r . ô  . c i t  Rage 269. Here th e s o c ia l  economic co st of un- 
employnent must be weiglied against the r e la t iv e  cheapness o f  the new 
mass-produced ca m io d itie s .
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Kenneth Owen gave a s p e c if ic  example: "The in trod u ction  o f a h igh ly  auto

mated fa cto ry  producing p la s t ic  sandels in  one A frican  country’ (N igeria?) , 

put seven thousand le a th er  shoemakers out o f work. I t  reduced the incomes 

o f the makers of le a th e r , g lu e , t  lire ad, fa b r ic  l in in g s ,  ta ck s , d ress in g , 

p o lis h e s ,  hand t o o ls ,  v/ooden la s t s  and carton b oxes. The 7,000 shoemaiiers 

were replaced by 40 in jection nn ou ld in g  machine op erators. Dependence
96sw itched to  manufacturers of p la s t ic  machinery and P.V.G, grains abroad.."  

There i s  no doubt whatever that some o f the tr a d it io n a l p ro fe ss io n a l gu ild s  

are coming under great pressure from com petition  o f  modem fa c to r ie s .

I f  sm a ll-sca le  labour-using  e n te r p r ise s  in  the urban tr a d it io n a l  

se c to r  are not to  disappear fa s te r  than i s  s o c ia l ly  d e s ir a b le , and i f  

s im ila r  s ized  ones in  tiie modem se c to r  are not to  become merely sub-con

tr a c to r s  fo r ,  or 'to le r a te d ’ com petitors o f ,  the la r g e -sc a le  fo re ig n  e s ta b 

lish m en ts , i t  becomes a b so lu te ly  e s s e n t ia l  that host government’s in d u s tr ia l  

p o lic y -d e c is io n s  must r e f le c t  both an awareness o f th ese  dangers and o f  

the s te p s  being taken to  combat them. Areas o f p o lic y -d e c iso n  th a t must 

be so conditioned  include fore ign  investm ent ru les  and regu la tion s of  

entry and operation , fo re ig n  exchange l ic e n c in g , in c e n tiv e  and su b s id ie s ,  

import and export lic e n c in g  and employment planning programme. However, 

i t  i s  e s s e n t ia l  that the necessary’ a c t io n s  are taken in  the context o f a 

long-term  harmonisation between large and sm all o rg a n isa tio n s , fore ig n  

and dom estic operators.

M u ltin a tion a l Corporations -  A S p ec ia l C r it ic a l  A n a ly s is . I  have so fa r  

been u sin g  the term ’m u ltin a tio n a l’ and ’ fo re ig n  company' synonymously. 

S t r i c t l y  speaking not a l l  fore ign  investm ents are by m u ltin a tio n a l firm s. 

The l a t t e r ' s  s iz e ,  g lob a l sca le  o f o p era tion , and p o s it io n  in  the in t e r 

n a tio n a l private  c a p ita l movement cre a te  cer ta in  p ercu la r ie s  which are the  

ob ject of a n a ly s is  here. In other words, w hile most o f the c r it ic ism s  

made above apply to  fo re ig n  c a p ita l operating  in  developing co u n tr ie s , 

th ere are other crhticisras which s p e c i f i c a l ly  r e la te  to  m u ltin a tio n a l or

96. K. Owen: -  ' Third World R evolution -  in  Easy S ta g e s ',A r t ic le  in  
The Times (London) Jan .14,1972 o p .c i t .
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tra n sn a tio n a l combines, ir r e sp e c t iv e  o f the areas in  which they  operate.

The m u lt in a ti n a l firm can be defined in  many d iffe r e n t  ways depending

on which o f  i t s  o rg a n isa tio n a l, b eh av iora l, le g a l  and conraercial, or

ownership and con tro l asp ects one w ishes to  emphasise. In theory/-, the

p o lic y  and operation a l outlook o f such a company transcend n a tio n a l

boundaries. Domestic and fo re ig n  b u sin esses  are fu l ly  in teg ra ted  in to

an in te r n a tio n a l and in ter lo ck in g  group o f companies. Ownership,

co n tro l and o b lig a tio n s  are tra n sn a tio n a lly  d iffu se d . A f u l ly  developed

complex i s  no longer B r it is h ,  Anerican or Japanese, but a m u lti-n a tio n

o rg a n isa tio n . In p r a c t is e , however, the u ltim ate  lo y a l t ie s  # f member-

companies (o f a m u ltin ation al ccxnplex) are to  the Parent Company whose

own loy^alties are to  i t s  Rarent country. The number (and importance)

o f m u ltin a tio n a ls  i s  s te a d ily  grov/ing.Business In te rn a tio n a l, which i s  in

a sense the m u ltin a tion a ls' trade a s so c ia t io n , reckons th a t th ere are now

over 300 such orgajriisations, tw o-th irds of them under the U nited S ta tes  

57c o n tr o l. Most of Y/estem Europe and North Americas' lea d in g  companies

are, or are quickly becoming m u ltin a tio n a l. U nilever t y p i f ie s  the modus

operandi o f the leading m u ltin a tio n a ls , w ith  twin headquarters in  London

and Rotterdam, operating over 5C0 separate companies in  over 60 co u n tr ie s ,
58and employing c a p ita l a s se ts  valued at jb l,075M at the end o f I 565.

..-ost m u ltin a tio n a l fiir.is are to  be found in  manufacturing and ex tra c tio n  

in d u s tr ie s .  As was sta ted  b e fo re , the to ta l  value o f s a le s  o f  m u lti

n a tio n a ls ' production ou tsid e th e ir  home co u n tr ies  i s  now g rea ter  than

55the value of world trad e, w hile value of s a le s  o f some o f the lead in g  

companies l ik e  Ford Motor Company, U nilever and Standard O il o f New Jersey  

i s  grea ter  than the G.N.P. o f a large number o f developing co u n tr ies .

97* M. Shanks:- 'Yvhen Companies Span the F ro n tiers ' -  The Tunes (London)
August 20, 1969, Page 21.

98. U nilever -  Report and Accounts I 969*

99* See above Chapter 1 , Page 5*
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L Iultinational en terp r ise  i s  a post-w ar product o f the expansion in  

analpam ation, tak eovers, t r u s ts  and c a r te ls  (as fa r  as the A n ti-tru st  

and Monopoly laws would permit) th at ch a ra c te r ise s  developed market 

economies toda^, and o f th e l ib e r a l ,  'open-door* a t t itu d e s  shown by 

th ese  economies towards each o th er 's  c a p ita l  in flo w . The f i r s t  fa c to r  

r e f l e c t s  a d es ire  to  c a p ita l is e  on the advantages o f b ig n e ss , which 

improved tech n o lo g ica l know-how and management technique are alwaps in c r 

ea s in g . The second fa c to r , open-door p o lic y  i s  helped by the sharp incr

ease in  e f f ic ie n c y  o f tran sp orta tion  and communication, w ith the 

r e s u lt in g  improvement in  the cap acity  to  develop and execute g lo b a l s t r a t -  

egy th a t embraces the a c t iv i t i e s  o f fa r -f lu n g  su b s id ia r ie s  and a f f i l i a t e s .  

The growth o f m u ltin a tio n a l operations i s  the best exp ression  o f the growth 

o f d ir e c t  overseas investm ent, w hile the problems th ey  create and th e  

ways th e se  are or are not resolved  would have far-reach in g  e f f e c t s  on 

fu ture in tern a tio n a l resources movaiient.

The is s u e s  and problems that are ra ised  by th e trend in  world-wide 

inultinat-i.onal expansion derive from three b a s ic  and in te r r e la te d  fa c to r s .  

F ir s t ,  th at there may e x is t  a divergence between the g lobal p lanning of 

m u ltin a tio n a l corporations and the n a tion a l planning o f the various host 

governments. Secondly, that such o rgan isa tion s aim at maximizing th e ir  

g lob a l returns w hile m inim ising th e ir  aggregate ■>ta x  burdens to  the n ation 

s t a t e .  And th ir d ly , th a t the supranational nature o f th e ir  operations  

confer on than cer ta in  powers, r e s p o n s ib i l i t ie s  and o b lic a t io n s  to  the  

in te r n a tio n a l community w ithout a rec ip ro ca l machinery of a c c o u n ta b ility .  

The im p lica tio n s  o f th is  la s t  fa c to r  represent the main dilemma of in te r 

n a tio n a l corporations: how b est  can they harmonise the o ften  c o n f lic t in g  

in t e r e s t s  o f th e ir  sh are-h o ld ers, th e ir  parent cou n tries  and other host 

a u th o r it ie s  they have to  deal w ith , when they them selves have to  d efin e  

what th ese  in te r e s t s  are. Again, they  have to  d efin e the in te r n a tio n a l  

pu blic  ' in t e r e s t '  to  be considered v/hen n a tio n a l in te r e s t s  c o n f l ic t  

or when Governments' p ressures push in  op p osite  d ir e c t io n s . No m atter  

how good and resp on sib le  th ese  firm s are in  e x e r c is in g ’economic stateman
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sh ip ’ ,a  question-iaark would always remain over th e ir  judgement, as long  

as there i s  no h igher au th ority  to  v/hich they are u ltim a te ly  accountable 

and which i s  capable of r e c t ify in g ,  m odifying or r e je c t in g  th e ir  conception  

of the in te r n a tio n a l n e u tr a lity  or in te r n a tio n a l public in te r e s t  they may 

attempt to  observe.

I have drawn a tte n tio n  elsew here to  the fea rs  and concern o f n ation 

s t a t e s ,  both developed and underdeveloped, over the p r a c tic a l im p lica tio n  

of the above fa c to r s .  A reca p itu la tio n  i s  attempted here, in  order to  

crea te  an awareness of the areas o f  m u ltin a tion a l operation  which demand 

h o st-n a tio n ’s v ig ila n c e  and m u lt ila te r a l actio n  over ’c o n tr o ll in g ’

’ su p erv is in g ’ or ’p o lic in g ’ these b ig  octopuses. C r it ic s  o fm u ltin a tion a l 

compardes would p o in t to  th e fa c t  th a t attempt to  minimise g lo b a l ta x  

burden im p lies  the use o f various d e v ic e s , in c lu d in g  in ter-group  charges 

fo r  r o y a lt ie s ,  f e e s  and m ateria l tra n sfers  that are not on ' a im s-length ' 

b a s is ,  as w ell as the establishm ent o f ’tax-haven’ to  avoid ta x a tio n , or 

to  tra n sfer  c a p ita l  from one base to  another. M ultinationals w ith  s iz e 

able liq u id  a s se t s  (working c a p ita l)  may engage in  ’le g itim a te  sp ecu la t

io n ’ by tra n sferr in g  such c a p ita l from weak to  strong cu rren c ies , or to  

take account o f  h igher short-teim  in te r e s t  ra tes  in  d iffe r e n t  m arkets.

Such a c tio n s , w h ile  b e n e f it t in g  th e company, may re in force  pressure on 

weak currencies or add i t s  weigtit to  fa c to r s  making fo r  in te r n a tio n a l  

monetary in s t a b i l i t y .  G-lobad planning and development stra teg y  im p lie s  the 

s h if t in g  o f company's resources from one base to  another, in  the same 

v/ay that co st con sid era tio n s a f fe c t  c a p ita l f lo w s . Thus a m u ltin a tio n a l 

group which i s  able to  provide production fo r  both domestic and export 

m arkets, i s  a lso  capable o f w ithhold ing the export markets or in  extreme 

c a se , o f cu tt in g  o f f  lo c a l production a lto g e th er . The power and p r iv i

le g e s  inlierent in  supranational operation  bring to  the fore the prenn ial 

fea r  that such groups may in ju d u ciou sly  Use th e ir  p o s it io n  to  avoid the 

f u l l  impact of Government p o licy ; to  in te r fe r e  w ith , thwart or s id e s te p  

n ation a l laws and sovereign ty . Em pirical evidence fo r  tris soiij o f  

c r it ic ism  i s  hard to  come by though one would su sp ect that in  many o f the
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develop ing cou n tr ies w ith  r e la t iv e ly  we ale governments and bargaining  

p o s i t i o n s , s u c h  fe a r  maj: be j u s t i f ia b le .  The recen t disclosure^^^  

o f  the In tern a tio n a l Telephone and Telegraph C orporation's (ITT) in te r 

feren ce  in  C h ile 's  in tern a l p o l i t i c s  during the e le c t io n s  that preceded  

Salvador A llen d e's  presidency, and i t s  approach to  the U.S. Government 

(parent Government) fo r  a jo in t economic subversion and sabotage during 

the presidency provide the rare con crete evidence o f the power and in f lu -  

ence exercised  by the m u ltin a tion a l company and underline the fe a r  and

su sp ic io n  f e l t  by the host co u n tr ie s . The circum vention o f monetary
102and f i s c a l  co n tro ls  are not uncommon.

There are o ther areas o f  concern. The in e v ita b le  in tern a tio n a l 

con cen tration  end o lig o p o ly  -  fo r  example in  chem icals, e le c tr o n ic s  and 

u n t i l  r ec en tly  in  petroleum -  ^resent a problem in  the m u ltin a tion a l 

ex p lo s io n . So a lso  i s  the d iscree t support to  parent government's 

ihteign f in a n c ia l and economic p o lic y  v/hich a m u ltin a tio n a l f i m  i s  expe

cted  to g iv e .

Tv/o fundamental p ro p o sitio n s can be in ferred  frcxn above a n a ly s is .

F ir s t ,  th a t g iven  the present in te r n a tio n a l environment in  which they  

operate, m u ltin a tio n a l firm s maj,̂  se r io u s ly  d is to r t  the in te r n a tio n a l 

d is tr ib u tio n  o f the b e n e f its  obtainable from such c a p ita l movement. 

Secondly, th a t sin ce  such en terp r ise s  are beyond the o v e r a ll supervision  

and con tro l o f a n a t io n -s ta te , and that independent a ctio n s taken by such 

government are apt to  be in e f f e c t iv e ,  the continued absence o f an in te r 

n ation al jo in t  e f fo r t s  to  ta ck le  the problems o f m u ltin a tio n a l en terp r ise , 

can only exacerbate the fe a r s  and the c r i t ic is m s .

100. The bargaining stren gth  o f a m u ltin a tio n a l firm  v i s - a - v i s  a 
host au th ority  depends on severa l fa c to r s  in clud ing  (a) the 
s iz e  and importimce o f  i t s  operation  w ith in  the economy as a 
whole or in  a p a r tic u la r  region (b) the importance o f such 
investm ent in  terms o f company's g lo b a l sca le  of o p era tion , and 
(c; the important or unimportant ro le  such econcmiy i s  scheduled  
to  p lay in  company's fu ture development.

101. For exam ple, see a r t ic le  by Anthony Thomas e n t it le d  'How Tight a 
Grip do M u ltin ation a ls have on U .S. fo re ig n  p o lic y ? ',  The Times 
(London) , March 22nd. 1^73

102. For example of how fo re ig n  su b s id ia r ie s  weathered the 1964-66
(Cont’d. on Page 279)»
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vThat C3J1 th e  i n t e r n a t i o n a l  community do to  m in im ise  th e  d e f e c t s  o f

103m u l t in a t io n a l  c a p i t a l i s m ,  w h ile  o p t im is in g  i t s  b e n e f i t s ?  Some r e q u ir e -
I

m ents f o r 'l o n g - te r m  s o lu t io n  w ould , i n  my v iew , in c lu d e  th e  need to  (a )
A

e s t a b l i s h  an i n t e r n a t i o n a l  agreem ent o r  c o n v e n tio n  on m u l t in a t io n a l  

p r iv a t e  in v e s tm e n t, o r  b e t t e r  s t i l l ,  fo rm u la te  a s e t  o f  i n t e r n a t i o n a l  

lav/8 on m u l t in a t io n a l  p o s i t i o n  and o p e r a t io n s  t h a t  can  be e n fo rc e d  by  an 

i n t e r n a t i o n a l  C ourt o f  J u s t i c e .

(b) C re a te  a m u l t i l a t e r a l  agency w ith  an ’ombudsman’ r o l e .

(c) E s t a b l i s h  a  c o n s u l t a t i v e  group- o f m a jo r  h o s t  a u t h o r i t i e s  t h a t  m ust

be b r i e f e d ,  say  a n n u a lly ,  abou t th e  m u l t in a t io n a l  developm ent p la n n in g  ( f o r  

a  s p e c i f i c  p r o d u c t ) .

(d) S e t-u p  a ’t r a d e  u n io n ’ o f le a d in g  h o s t  governm ents ( f o r  a  s p e c i f i c  

p ro d u c t)  n e g o t ia te  w ith  m u l t i n a t i o n a l s ’ r e p r e s e n ta t i v e s  on a l l  a s p e c ts

o f  p ro d u c tio n  and d i s t r i b u t i o n .

F o r th e  tim e  b e in g , and i n  th e  s h o r t - r u n ,  i t  i s  e s s e n t i a l  t h a t  in d iv id u a l  

h o s t  a u t h o r i t i e s ,  e s p e c i a l l y  p a re n t  c o u n try  o f f i c i a l s  sh o u ld

(e) d isc o u ra g e  com panies from  o v e r t  u se  o f  t a x  havens and o th e r  d e v ic e s  

t h a t  e n a b le  them to  s h i r k  away from t h e i r  t a x  o b l ig a t io n s  and t r a n s f e r  

c a p i t a l  around th ro u g h  th e  ’b a c k -d o o r ’ .

( f )  s to p  o f f i c i a l  conn iv an ce  t h a t  e n a b le ^ f irm s  to  engage i n  com m ercial and 

f i n a n c i a l  t r a n s a c t io n s  t h a t  f a v o u r ,  i n  te rm s  o f  f o r e ig n  exchange and 

ex;^x)rts, one h o s t  c o u n try  to  th e  d e tr im e n t  o f  th e  o t h e r ,  and

(g) a s  f a r  as p o s s ib l e ,  d ise n g a g e  i n  ’ ze ro -su m ’ c o m p e ti t io n  to  a t t r a c t  

m u l t in a t io n a l  o r  o th e r  f o r e ig n  in v e s tm e n ts .

102. C o n t’d frrom ta g e  278 . .  B r a z i l i a n  C r e d i t  S q u eeze , se e  S . M orley 
and 'G.Y/. S m ith :-  'Im p o r t  S u b s t i t u t i o n  and F o re ig n  In v e s tm e n t i n  
B r a z i l .  O xford Economic r a p e r s  (O .E .F .)  V o l .23 , No, 1 , M arch

1971. o p .c it  Page 134.

103 . B e s id e s  th e  g e n e ra l  b e n e f i t s  o f  f o r e ig n  in v e s tm e n t w hich have 
already^ been  d is c u s s e d , m u l t in a t io n a l  e n t e r p r i s e s  a re  p a r t i c u l a r l y

w e l l-p la c e d  to  c o l l e c t  and sp re a d  th e  s o r t  o f  in fo rm a tio n  p e r t i n e n t  
t o  th e  b e s t  c h o ice  o f  l o c a t io n  f o r  v a r io u s  g ro u p s o f  p r o d u c ts  and 
to  th e  e s ta b l is h m e n t  o f  o p tim um -size  u n i t s .  They may e x e r t  im
p o r ta n t  in f lu e n c e  i n  n e g o t i a t io n s  on th e  c i e a t i o n  o f l a r g e r  m a rk e ts  
ou t o f th e  p r e s e n t  s m a ll d e v e lo p in g  c o u n t r i e s .

104 . G /F. The m uch-im proved b a rg a in in g  p o s i t i o n  o f  O .P .E .C . v i s - a - v i s  
th e  o i l  'm a jo r s ’ .
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A RBSUiÆ

A P arad o x  o f  F o re ig n  C a p i t a l . I n  th e  l i g h t  o f  above c o n s id e r a t io n s
/
I i n t e r e s t i n g  p a ra d o x  seems to  be  d is c e r n a b le  ab o u t th e  b e h a v io u r  o f  f o re ig n  

in v e s tm e n ts  i n  d e v e lo p in g  c o u n t r i e s .  On one h an d , th e y  a re  c r i t ic iz e d  

f o r  e x e r c i s in g  c o n s id e ra b le  in f lu e n c e  o v e r  t h e  econom ic a c t i v i t i e s  and 

i n  ex trem e c a s e s  o v e r th e  n a t io n a l  p r i o r i t i e s  o f  a  h o s t  c o u n tr y ,  by  v i r t u e  

o f t h e i r  key  ( o f t e n  h i s t o r i c a l )  p o s i t i o n  i n  th e  economy. T h e i r  p o l ic y  

and p r a c t i s e  f o r  exsanple, i n  th e  f i e l d  o f  p ro d u c t io n  te c h n iq u e  and employ

m ent o f  l o c a l  p e rs o n n e l i n  key p o s i t i o n s ,  a re  shown to  be much more d e te r 

m ined by s e l f - i n t e r e s t  r a t h e r  th a n  c o n s id e r a t io n  f o r  lo n g -te rm  developm ent 

o f  t h e  h o s t  country^. Yet on th e  o th e r  han d , th e y  a re  a ls o  c r i t i c i z e d  f o r  

l a c k  o f  c o n s t r u c t iv e  in f lu e n c e  o v e r  ’m i n i s t a t e '  h o s t  G overnm ents on i s s u e  

t h a t  fu n d a m e n ta lly  a f f e c t  th e  lo n g -te rm  developm ent and p r o s p e r i t y  o f  th e s e  

c o m m u n ities . F o r  exam ple, i n  A fr ic a  and e ls e w h e re , th e y  have n o t u sed  t h e i r  

in f lu e n c e  t o  encou rage  g r e a t e r  econom ic c o - o p e r a t io n  and e v e n tu a l  i n t e g r a t 

i o n ,  w hich to  me seen s  a p r e r e q u i s i t e  f o r  th e  c r e a t i o n  o f a  m a rk e t,  p u rc h a s 

in g  power and p o o l o f s k i l l e d  manpower on w hich lo n g -te rm  developm en t m ust 

105depend . '  On th e  c o n t r a r y ,  th e y  se«n q u i te  p re p a re d  f o r  a  c o n t in u a t io n  o f  

th e  s h o r t - te r m  rem e d ia l p o l ic y  o f d o t t i n g  th e  c o n t in e n t  o f  A f r ic a  w ith  h ig h -  

c o s t  s u b -o p tim a l p l a n t  u n i t s ,  i n  w hich th e  u l t im a te  l o s e r  i s  th e  l o c a l  econ

omy. Two f a c t o r s  le n d  s u p p o rt  t o  th e  id e a  o f  t h e  com panies f a v o u r in g  th e  

s ta tu s -  quo -  th o u g h  one would have e x p e c te d  i n t e r n a t i o n a l  c a p i t a l i s m  t o  be 

more a p p r e c ia t iv e  o f  th e  a d v a n ta g e s  in h e r e n t  i n  a  b ig g e r  t r a d i n g  and  p ro 

d u c in g  u n i t .  F i r s t  th e  tim e-h o n o u red  s e c u r i ty  and s t a b i l i t y  o f  e x p o r t in g  

m a n u fa c tu re rs  and i n d u s t r i a l  goods from t h e i r  m ain  c e n t r e s  o f  o p e r a t io n  to  

th e  p e r ip h e r a l  m a rk e ts ,  s im p l i f y  t h e  g lo b a l  p la n n in g  and deve lopm en t s t r a t e g y  

o f th e  i n t e r n a t i o n a l  com pan ies. S e c o n d ly , t h e  s u p e r f i c i a l  s t r u c t u r e  c r e a te d  

by th e  p r e s e n t  'b a lk a n i z a t io n ' g iv e s  to  th e  m u l t in a t io n  c o r p o r a t io n s  an 

e n v ia b le  b a r g a in in g  power v i s - a - v i a  th e  h o s t  n a t io n s  w hich th e y  n a t u r a l l y  

hope to  e x p lo i t  f o r  a s  lo n g  a s  p o s s ib l e .

105 . C/F. Footnote 103.
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The P attern  o f Growth fo s te r e d  by the P resent form o f Foreign Investm ents 

I f  the modem fore ign  invesbnent has been required to  i n i t i a t e  a re

dress o f  the c o lo n ia l a g r icu ltu ra l and primary raw m ateria l b ia s  o f  d evel

oping c o u n tr ie s ’ s tru ctu re , i t  has succeeded in  crea tin g  a modern sec to r  th at 

bears a l l  the trappings o f a r t i f i c i a l i t y  and fo r e ig n -n e ss . I f  fo re ig n  cap i

t a l  was earmarked to  p lay a lea d in g  ro le  in  a growth stra teg y  th a t has been 

based on an expanding im p o rt-su b stitu tin g  and exp ort-crea tin g  m odem -sector, 

i t  has helped to  engender a p attern  o f sh ort- t e im growth and se c to r a l r e la t 

io n sh ip  which undermines, rather than enhances the p o t e n t ia l i t i e s  o f the 

economy fo r  long-term  growth and development. These are the con clu sion s th a t  

emerge frcm the above c r i t iq u e .  The in d u s tr ia l stru ctu re erected  i s  too a r t 

i f i c i a l  in  the sense that i t  i s  a tra n sp la n ta tio n  th a t has not taken root; 

has not been lo c a l ly  m od ified , or induced by natural f o r c e s . T h i s  shaky 

foundation i s  u n lik e ly  to  improve i f  present trends in  c a p ita l  in t e n s ity ,  

dependence on uptodate Western tech n o lo g ica l e x p e r t ise , and absence o f  dcmes- 

t i c  c a p ita l goods secto r  con tin u e. What w i l l  became mors ev id en t i s  th at a 

foreign-dom inated modern sec to r  w i l l  generate grea ter  in te g r a tio n  w ith fo r 

e ign  econom ies, rather than w ith  i t s  dom estic h in ter lan d . Nor could  such a 

p attern  o f investm ent be expected to  crea te  a dom estically-ow ned and operated  

in d u stry  capable o f  competing su c c e s s fu lly  w ith  i t s  fo re ig n  r iv a ls .

For a ty p ic a l developing country in  A fr ica , th e  growth rate o f  th e mod

e m  se c to r  considerab ly  determ ines the aggregate growth rate o f th e economy. 

As we have seen , such expansion i s  attended by m echanisation and automation 

which hold back the growth o f  wage -  employment op p ortu n ities  fo r  u n sk ille d  

labour flo ck in g  in to  the urban a reas, as w e ll as consuming scarce fo re ig n  

exchange through fore ig n  purchase o f  equipments and input components. I t  

f o s t e r s  and ca ter s  fo r  th e absorption o f  modem s e c to r ’ s generated income 

(as w e ll  as the a g r icu ltu ra l income th a t i s  taxed away) by luxury consumption 

o f th e  urban e l i t e  which resembles the p a ttern  o f  consumer expenditure in

+ C/P, Appendix I I .

106. The fa c t  th at import su b st itu tio n  manufacture in  the periphery has been  
the product o f in c e n t iv e s  & t a r i f f  b a r r ie r s , rather than the natural 
sequence o f a development p rocess, h elp s only to  demonstrate the a r t i f 
i c i a l  e lonent in vo lved . I t  does not question  the correctn ess  o f  such 
a p o lic y  in  a long-term  development co n tex t.
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th e  r ich er  c o u n tr ie s . I t  a lso  in v o lv es  the tr a n sfe r  abroad o f an ever  

in crea sin g  le v e l  o f investm ent income and rep atr ia ted  c a p ita l .  I t  fo llo w s  

th a t th e leakage created and fo stered  by such a p attern  o f growth restra in  

th e  expansion o f urban demand fo r  a g r icu ltu ra l produce and hinder the  

cre a tio n  o f b ig g er  development s tim u li to  in crease  p ro d u ctiv ity  o f the rural 

areas. In o th er  words, the id ea  th a t f a s te r  growth o f the urban modem 

se c to r  would induce the advance o f  the re s t o f  the economy, must in  the  

circum stances be considered sh o r t-s ig h te d . The in a b i l i t y  o f modem secto r  

employees to  stim u la te  adequately the productive p o te n t ia ls  o f  th e  a g r icu l

tu r a l and ru ra l sec to r  in e v ita b ly  meant th a t growth o f the l a t t e r  i s  la r g e ly  

l e f t  to  the unpromising behaviour o f the s o -c a lle d  ’world commodity market’ , 

th a t i s ,  to  th e  in e la s t ic  demand o f ,  and the commercial b a rr ier s  imposed by 

the developed in d u s tr ia l c o u n tr ie s . The slow growth o f rural income and 

p r o d u c it iv ity , in  turn, has a dim inished impact on th e growth p o te n t ia ls  

o f the modern se c to r .

Without over-em phasising the importance o f fo re ig n  investm ent in  

shaping the present pattern  o f growth ( o f f i c i a l  p o lic y  p lays a d e c is iv e  

p art) one cannot but conclude that though short-term  growth in  G.D.P. 

might be tak ing  p lace in  developing cou n tr ies  o f  A fr ic a , a strong foundat

ion  fo r  long-term  s e l f  su sta in in g  development as defined  b e l o w , b e c o m e s  
108l e s s  d iscern ab le . I f  the present framework fo r  crea tin g  growth co n tin 

ues and the pace o f  h ig h -co st ’ea sy ’ import su b s titu t io n  su b sid es , aggre

gate growth ta r g e ts  w i l l  in c r e a sin g ly  become d i f f i c u l t  to  a t ta in . Foreign

c a p i t a l i s t s ,  fo r  th e reasons sta ted  b e fo r e , are u n lik e ly  to  in v est in  

in term ediate and c a p ita l goods s e c to r  in  the ’m u lt i-m in i-s ta te ’ periphery . 

The scope and s tra teg y  fo r  growth w i l l  be constrained  by the d iscre tio n a ry

107. See Appendix I .

10S. C/P, A rrighi and S au l, o p .c i t .
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’consumption' o f the e l i t e  and the in crea sin g  leakages abroad, by the

growing cleavages between urban modem secto r  and the rural tr a d it io n a l  

109s o c ie ty ,   ̂ and by the absence o f a lo ca lly -a d a p ted  dcanestic c a p ita l  

goods producing cap acity  on which an in te r n a lly -p u lsa te d  growth and 

development can be grounded.

109 . Ib id .



Page 284

PART I I



Page 285

CliAPTER 6

NIGERIA : EXTEKIiAl RÜ80UEGES BEFORE WORLD WAR I I  186? -  1540

The observation  th a t s c a r c ity  o f s t a t i s t i c a l  inform ation about 

resou rces flow  in to  N ig er ia  p resen ts a major o b sta c le  to  th is  study  

i s  probably more evident in  th is  period than any o th er . And the fa c to r s  

resp o n sib le  fo r  such a dearth emerge in  the process of th is  in v e s t ig a t 

io n . P a rtly  fo r  th is  reason, and p a r tly  fo r  the len g th  o f the p er io d , 

the a n a ly s is  in  th is  chapter i s  more b iased  towards economic histor}'^ 

than m acro-econom ics. However, th e  main economic fea tu res  would be 

matched and lin k ed  w ith  the analyses o f  th e  la t e r  period to  e s ta b lis h  

a continuous trend (or otherw ise) in  the nature and character o f ,  and 

th e  problems posed by, external c a p ita l .  On t h is  b a s is  fo r  exam ple,the 

in flo w s  o f 1905 would be subjected  to  the same c in t i c a l  eva luation  as 

th ose  o f  i 960, or to  g ive a more s p e c if ic  example, th e p ic tu re  o f Debt 

s e r v ic in g  in  the in ter-w ar y ea rs , i s  seen and d iscu ssed  in  the l i g h t  of 

presen t day fo re ig n  aid debt serv ice  s itu a t io n .

The question  may be asked why I 867 and 1940 as demarcation years?

The former represents the tr a n s it io n a l year when the value o f merchan

d ize trade w ith Europe by B r it ish  lAfest A fr ica  f i r s t  passed the jClH. mark.

In  other words th e West Coast trade began fo r  the f i r s t  time to  require 

r e la t iv e ly  su b sta n tia l c a p ita l resou rces. I t  a lso  marked the year when 

r e l ia b le  estim a tes  of c a p ita l in flo w  in to  A frica  f i r s t  began to  be accum

u la te d . The in trod u ction  o f the c o lo n ia l Development and W elfare b i l l  

in  the B r it is h  Parliament in  1940 marked the f i r s t  fundamental reth ink ing  

of the ro le the Im perial G-ovemment ouglit to  p lay  in  a concerted attempt

to  develop the eennemie and s o c ia l  resources o f  the co lo n ie s  fo r  the  

b e n e f it s  o f th e  lo c a l  peop le. The period b efore and a fte r  the Great War, 

th e r e fo r e , rep resen ts a d is t in c t  phase in  in te r n a tio n a l resources movement 

fo r  development. Some o f the main fea tu res  o f  t h is  period have already  

been alluded to  in  Cnpter 4 . The most outstanding one perhaps, was the
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c o l o n i a l  e c o n o m i c  p o l i c y  o f  l a i s s e z - f a i r e  a n d  t h e  p r i iu a C y  o f  t h e  t r a d i t i o n a l

wisdom of the Imp^erial Treasurv'- which had p e r s is te n t ly  demanded th a t each

dependent te r r ito r y  should be f in a n c ia l ly  s e l f - s u f f i c i e n t  and content
2

w ith  the se r v ic e s  i t  could pay fo r . However, the tenure o f Joseph  

Chamberlain at the C olonial O ffice  and h is  v igorous c a l l  fo r  a m assive  

development o f the 'Im perial E sta te s ' (th at i s ,  the co lo n ie s ) marked the 

f i r s t  o f f i c i a l  onslauglit on th is  archaic p r in c ip le  which n e v e r th e le ss ,  

maintained i t s  r e s i l ie n c e  fo r  another h a lf  a cen tu ry . The 1940 Act 

compelled the L nperial adm in istrations to  assume economic and s o c ia l  

fu n ction s feu.' wider than the ta sk s  o f law and ju s t ic e  to  which in  the  

beginning they attempted to  con fin e them selves.

I f  A frica  today looks on fcaeign c a p ita l  as an e s s e n t ia l  complement 

fo r  the development o f her p h ysica l and human resou rces, i t  i s  more than  

ir o n ic  that the f i r s t  for.i of la r g e -sc a le  European cap ita lism  wVdch A fr ica  

experienced was concerned w ith  s lave  tra d e . I f  p r iv a te  c a p ita l from 

abroad i s  needed today to  ex p lo it her raw m a ter ia ls  fo r  exp ort, th e  e a r l

ie r  in cu rsion  of such c a p ita l was a sso c ia ted  w ith  the export o f A fricans  

them selves. V/hen slavery- and s la v e-tra d e  were a b o lish ed , p artly  because 

the former became uneconomic, the immediate o u tle t  fo r  European ca p ita lism  

in  A frica  was marked by a p o lic y  o f d e sp o ila t io n , th a t i s ,  a d es ire  to  

8-lpropriate the e x is t in g  w ealth as quickH.y as j-c ss ib le  rather than esta b 

l i s h  constru-ctive a c t i v i t i e s .  As S.H. Prankel put i t ,  the "terror econ

omy in  the B elg ian  Congo and French d g u ito r ia l A frica  provides one o f the  

most te r r ib le  in sta n ces  o f 'R aubw irtshaft' in  modern history^".

1. C/P. W.H. Hancock: -  Survey of B r it is h  Commonwealth A ffa ir s , V ol. 11
fa r t  2. 0 ; . c i t  fa g es  268 and 324.

2. Alan Mcr'hee: -  Economic R evolution in  B r it is h  VVest A fr ica . O p .c it .

3 . S.H, F rankel:-  C apita l Investment in  A fr ica , o. . c i t  Page 1.
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Not a l l  T ropical A frica  su ffered  fron th e la t t e r  form of con cession a ire  

e x p lo ita t io n . ’B r i t is h ’ Vf e s t  A frica  which bore the brunt o f the s lave  

trade d id  n o t, and that was due e s s e n t ia l ly  to  the philosophy embedded 

in  B r it is h  c o lo n ia l p o lic y  in  the area. P rofessor Prankel has described  

in  d e t a i l s  the economic and so c ia l e f f e c t s  which e a r l ie r  Im perial p o l ic ie s  

had on th e A frican c o lo n ie s .^  The c e n tr a l te n e ts  o f B r it is h  c o lo n ia l  

p o lic y  as i t  a ffec ted  West A frica b efore the la s t  war are w e ll d iscu ssed  

by both P ro fessor  Hancock and Alan hcPhee, Y et, in  g e n e r a l ,’i t  remains 

true to  say th a t u n t i l  the 20th. c en tu iy , foreign  people were a ttra cted  to  

A frica  by the s p o ils  of d estru c tio n ’ . The modem in flow  o f c a p it a l ,  to  

e s ta b lis h  a ju st and equ itab le t r a f f i c  in  A frican raw m ateria ls  and Euro- 

p êan m.anufacnurers compensates fo r  the p ir a t ic a l  p r o f it s  of th e  17th . and 

18th . c e n tu r ie s . Modem in flo w s ought to  be m otivated in  a p r a c t ic a l

way w ith  a m ission  of r e s t itu t io n  and rep aration . But such a sen^^e of 

r eco n stru ctio n , and in  other cases o f i n i t i a l  con stru ction  has never been 

evidenced by th e experience o f T ropical A frica  in  the la s t  seventy y ea rs , 

iru e , A frica  has tiie la r g est  per ca p ita  aid disbursed to  any continent in  

the developing world, but t h is  average conceals a b ig  con trast between 

the r e la t iv e ly  generous disbursement to  some ’Francophone’ cou n tr ies  l ik e  

Gabon and Ivory Coast and meagre r e c e ip ts  by other co u n tr ies .  ̂ T ropical 

A frica  con ta in s the la r g est  number o f  sm all, resource-starved  developing  

s ta te s  Yâth th e  low est (volume; le v e l  e ith e r  o f  a id  or p r iv a te  in v e s t 

ment in f lo w s . 7/ithin i t  are l6  o f the 25 poorest nations recen tly  

id e n t if ie d  by U.K.C.T.A.D, 111 as needing sp e c ia l f in a n c ia l and economical 

con cession s fo r  th e ir  development e f f o r t s .  I t  may not be inappropriate

4 . Ib id  Chapter I I .

5 . W.H. Hancock: -  Survey o f B r it is h  Commonwealth A ffa ir s . V o l .I I ,
Part 2. O p .cit and, A. Kcrhee: -  Economic R veolution  in  B r it is h
West A fr ic a , o p . c i t ,

6. See DAC/OECD: -  Development A ss is ta n ce . 1968,1969 Reviews o u .c it
fo r  developing cou n tries  aid ranking. See a lso  Tables 3 4 ,3 4 4 ,34b and 
34C.
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to  say; here that N ig er ia , the most populous s ta te  in  Afidca has tr a d it io n 

a l l y  received  one o f  the low est per ca p ita  resource tra n sfer  in  the  

w orld. The fa c to r s  making for  t h is  s itu a t io n  are d iscussed  in  t h is  and 

fo llo w in g  chapters.

By m id-lR th. Century, the subsequent fa te  o f  the people of West A frica  

whether in  the la te r  B r it is h  t e r r i t o r ie s  o f N ig er ia , Gold Coast (Ghana), 

Sierra-Leone and Gambia, or in  the French, Spanish and Portuguese t e r r i t*- 

o r ie s ,  were being shaped by the a c t i v i t i e s  of European tra d ers . The 

p o l i t ic ia n s  had to  w ait fo r  another th ir ty  to  fou rty  years before they  

could e s ta b lis h  th e ir  le g a l  hegemony over the continent o f A fr ica . The 

groundworks fo r  the p o litico -econ om ic  p a r t it io n  o f A frica  at the B er lin  

Congress o f 1885 had im perceptib ly begum to  be la id  by the f i r s t  contact  

w ith the Portuguese in  th e 15th . Geiitury. However, the scramble fo r  A frica  

which came to  a climax at the turn o f th e  la s t  century was a phenomunum 

la r g e ly  conditioned by fa c to r s  and events ou tsid e i t .  P o l i t i c a l  and 

m ilita r y  com petition in  Euiope, the d e s ir e  fo r  im peria l ex p a n sio n ,'fo r  a 

place in  th e sun' as an a ttr ib u te  o f n a tion a l greatn ess began to  bear on 

the h-itherto n eg lected  con tin en t. Perhaps more important from an econom

i s t ' s  point o f v iew , the e f f e c t s  of widespread in d u str ia l! .sa tio n  and 

r is in g  l iv in g  standards in  Europe m an isfested  them selves in  th e  demand fo r  

develoxxaent o f new products and th e  s a t is fa c t io n  o f  nev; wants. Suddenly, 

the p o ten tia l w ealth of the tr o p ic s  assumed a new importance. 'The image 

of the West Coast in  M id-l^th. Century as 'x)est h o le s ' ,  a 'v/liiteman’ s 

grave’ , and of an area with l i t t l e  m ercantile va lue was gradually replaced  

w ith  glowing d escr ip tio n s o f i t s  a g r icu ltu ra l and m ineral p o te n t ia ls .

Before the Great War 'r e a l p o l i t ik '  and raw; m a ter ia l needs of Europe swept 

the co a sta l spheres of in flu en ce  and the areas beyond them th at were f i f t y  

y ears before trea ted  with the utmost parsimony and contempt, in to  the  

world economic and p o l i t i c a l  system s. On the economic r a tio n a le  fo r  the  

scramble fo r  A fr ica , Captain P. Lugard, who was to  play an important part 

in  the co lo n iza tio n  of Uganda and N ig er ia  noted in  1893 that i t  was the 

’growing commercial r iv a lr y , which brought home to  c iv i l i s e d  n ation s the
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v i t a l  n e c e s s ity  o f securing  the only re/aaining f i e ld s  fo r  in d u str ia l en ter 

p r ise  and expansion . . .  I t  i s  in  order to  fo s t e r  the growth o f trade o f  

t h i s  cou n tiy  and to  fin d  an o u tle t  fo r  our manufacturers and our surplus 

e ne rgy  that our fa r -se e in g  statesmen and cominercial men advocate c o lo n ia l 

expansion . . .  1 do not b e lie v e  that th ese  day ŝ our n a tio n a l p o lic y  i s  based 

on m otives o f pliilanthropy o n ly ’^. I m p lic it  in  Lugard's a la n y s is  i s  the 

fa c t  th a t tr o p ic a l A frica  was the la s t  p lace  s iz e a b le  European c a p ita l  

sought opportunity fo r  p r o fita b le  u se . A frica  was la t e  in  a ttr a c tin g  

p riva te  c a p ita l  -  as compared with the r e s t  o f  the Empire and the world, 

p a r tly  because i t  presented at f i r s t ,  almost insurmountable d i f f i c u l t i e s  

to  the o u ts id e r . Beyond th e  co a sta l s t r ip ,  co u n tless  d ise a se s  and a f f l i c 

t io n s  l ik e  Malaria fe v e r , th e tro^vical c lim a te , the topographical in a c c e ss 

i b i l i t y ,  poverty and economic backwardness o f the region shut i t  to  a l l  

but the toughest trad ers . However, w ith in  th is  general la te n e s s  and i f  

we ignore the s iz e  o f the c a p ita l in v o lv ed , we fin d  th at th e a tten tio n  o f  

B r it is h  en terp r ise  was concentrated  on the West Coast to  a grea ter  degree 

than elsew here in  the tr o p ic s .  Unlike East /i fr ic a , v/here B r it is h  en ter

p r ise  b efore the second h a lf  o f the 19th . Century was unimportant and 

formed th e periphery of th e  Indian tra d e , the West Coast has been the  

scene o f European m ercantile r iv a lry  ever s in ce  th a t f i r s t  contact w ith  

th e Portuguese explorers and traders.^  The trans-Saharèn trade with North 

A frica  and i..editerranean Europe i s  even dee%)er in  history/ than the c o a s ta l  

one, and the strength  of the la t t e r  v/as o f course emphasised by the s la v e  

tra d e .

Between t h is  early  period of inform al comtfiercial r e la t io n  and the  

turn o f  the century/ when dejure p o l i t c a l  and economic so v ere ig n ity  v/as

7 . Captain P.D. Lugard:- The R ise o f East A frican Empire. Quoted by;
L, Woolf in  h is  Ihipire Commerce: A Study in  Economic Im perialism . 
London 1968 (ed .; Page 26.

8 . See A.P. Newton: -  'B r it is h  E nterprise in  Troxjical A frica  1783-1870.' 
Chapter 18 in  Cambridge History- o f the B r it is h  Empire. V o l. IV, 
Pages 633 -  676.
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esta b lish ed  over the length  and breadth o f West A fr ica , B r it is h  traders  

and merchant seamen had gradually acquired spheres o f  econcmic in te r e s t  -  

sometimes o f e x c lu s iv e  economic in flu en ce  - ,  lin k ed  them to  th e  B r it ish  

economy without the expense of lin k in g  them to  the B r it ish  Grown, Even 

a f te r  the p o l i t ic ia n s  and finance c a p it a l i s t s  had decided to  push the  

in flu en ce  o f the B r it ish  Government beyond the settlem en ts on the coast 

b efore public opinion was ready to  support t e r r i t o r ia l  a c q u is it io n  that 

could not immediately pay- th e ir  way, p r iv a te  en terp r ise  and trad ers in  

the fo m  of chartered companies and co n cess io n a ir s  were employed to  imple

ment such d e c is io n s . B r it is h  t e r r i t o r ia l  expansion in  West A fr ica  was 

o r ig in a lly  and foremost the r e s u lt  o f a c t iv i t i e s  o f traders and not o f  

so ld ie r s  and adm in istrators. The Empire in  th a t part o f the world was 

e s s e n t ia l ly  a traders' Empire.

Nov/here in  West A frica  had the in i t i a t iv e  and in flu en ce  o f trad ers  

been more cru c ia l in  s e t t in g  up lo c a l  B r it ish  in te r e s t  than in  N ig er ia .  

B r it is h  N igeria  was, pure and sim ple the crea tio n  o f B r it is h  commerce and 

B r it is h  shipping. The o ld  Northern N ig er ia , an area o f over tv/o hundred 

thousand square m iles  was carved up and acquired fo r  the Empire by one 

chartered company, namely, the Royal N iger Company.

However, in  those ea r ly  days th e  e f f e c t s  o f European Commerce, 

e s p e c ia l ly  on so c ia l and economic development as v/e know i t  today, was 

not excep tio n a lly  grea t. Though they provided the f i r s t  scoq/e and o u t le t  

fo r  N ig e r ia 's  p a r tic ip a tio n  in  in te r n a tio n a l trade w ith  Europe and America, 

the country had to  await the p o l i t i c a l  takeover by Westminster and the  

a rr iv a l o f Joe Chamberlain at the C olon ia l O ffice  b efore a s ta r t  in  in fr a 

stru ctu ra l development could be made. I t  was th ese  i n i t i a l  in fr a s tr u c t 

ura l build-up o f ra ilv /ays, harbours, roads and other communication networks 

th a t indeed gave greater  impact and w eight to  the economic in flu en ce  o f the  

trad ers' caxdtal in  lo s t-(G r e a t)  War y e a r s . For reasons that w i l l  become 

c le a r e r  in  the course o f th is  a n a ly s is , the trad ers were not to be unduly 

blamed fo r  th e ir  i n i t i a l  poor showing. Not w ithstanding the fa c t  th at  

A frica  represented th e bottom of the b a rre l in  tern s o f  in tern a tio n a l
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op, o r tu n it i e s fo r  p r o fit-se e k in g  p r iv a te  c a p ita l ,  the d i f f i c u l t i e s  faced

by p riva te  en terp r ise  in  a backward peasant economy were tremendous. The

Report o f the Committee on P riva te  E nterprise in  B r it is h  T ropical A frica

noted ’ an in co n tro v er tib le  fa c t  that p riva te  en terp r ise  w i l l  not b u ild  a

development ra ilw ays in  T ropical A frica  . . .  w ithout Government help  and

con cession s in  th e foirn of land con cession , m ineral r ig h ts  or guaranteed 

8areturn in  C a p ita l. Even th en , b ig  and piov/erful cmip/anies w ith  commerc

i a l ,  a d m in istra tive  and p o l i t i c a l  p r iv i le g e s  -  fo r  example th e Royal N iger  

Company were to  fin d  the burden o f  development expenditure almost unbear

able w ithout Government a s s is ta n c e . For the t e r r it o r ie s  to  develop and 

the tr a d e r 's  to  prosper, i t  was in e v ita b le  th a t the Im perial Government 

must step  in .  In N ig er ia , i t  i s  in s tr u c t iv e  to  examine the elem ents of 

the trad ers' f r o n t ie r  before I 9I I ,  the year the railway;s f i r s t  linked  Lagos 

on the coast w ith  Kano on the fr in g e  o f the Sahara D esert. The coming 

of the railway, s o f  course, heralded in  a b ig  way the in i t i a t in g  ro le  which 

o f f i c i a l  c a p ita l  was to  play in  in fr a s tr u c tu r a l development.

The a b o lit io n  of the s la v e  trade and tra n sp orta tion  across the  

A tla n tic  did not s p e l l  the end o f European Merchants' Contract w ith  th e  

V/est C oast. They nuickly adapted th e ir  ex p ertise  to  tra n saction s in  

n atu ra l produces wliich the region could o f fe r .  The most import ant o f  

which were the products o f tlie palm tr e e . The c a p ita l  sunk in to  the new 

commerce was sm all in  comparison v/ith the old  tra d e . But the personnel 

were th e same. The L iverpool o lig a rch s  who had made p ir a t ic a l  p r o f it  

out o f the old  trade now dom inated.the o i l  trade on the Lagos and N iger  

D elta  c o a s t l in e s .  The emergence o f  the trade in  palm p/roducts d id an 

in c a lc u la b le  serv ic e  in  bridging th e  tr a n s it io n a l period betv/een the old  

days o f s la v e  trade and the commercial and in d u s tr ia l re la tio n sh ip  of 

modem tim es. The commerce did not o f course a r ise  out o f nowhere. I t  

had merely been over-shadowed by the more lu c r a tiv e  slave  trad e . But i t s  

tr a n s it io n a l ro le  was greatly; enhanced by the c o in c id en ta l r is e  in  Europe' s

8a. Report o f Committee on K rivate E nterprise in  B r it ish  T ropical 
A fr ica . C.M.D. 2016 Jan. 1924.
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demand fo r  products o f  t h e  palm, e s p e c ia l ly  fo r  f u e l l in g  and lu b r ic a t in g  

her m u ltip ly in g  machinery and to  feed  her soap and margarine fa c to r ie s .

From th e middle o f  the 19th* Century, commerce in  pain  o i l  was to  dcminate 

the export and indeed the economic l i f e  o f  N ig er ia  fo r  a long p eriod .

Even as la t e  as 1920, 6^5 of her export value was s t i l l  derived from palm 

products.

IW  not s t r i c t l y  concerned here w ith  th e ev o lu tio n  o f the tr a d e r s ’ 

fr o n t ie r  in  N iger ia  but more s p e c if ic a l ly  w ith  the in flu en ce  and impact 

which fo re ig n  c a p ita l ,  as represented by trad ers' c a p ita l had on the econ

omic development o f the country;. But s in ce  the ev o lu tio n  of the modern 

economy o f N igeria  was to  a fa r  grea ter  degree than u su a l conditioned by 

the ev o lu tio n  o f fore ig n  cap/ita l p a r t ic ip a t io n , a c e r ta in  amount o f d i

gression  seems in e v ita b le . The h is to r y  o f the evo lu tio n  has been amply 

revealed  and analysed by D ike, Hancock and i-c -^hee. I'erhaps the most 

important fa c t  to  emerge from th e ir  a n a ly ses , i s  th a t the shape o f fo re ig n  

p riv a te  p a r tic ip a tio n  and the c h a r a c te r is t ic s  o f i t s  en terp r ise  have been 

la id  and developed very much in  the e a r ly  daŷ s o f 'le g it im a te ' tra d e , 

when palm o i l  was s t i l l  the king and a decade or two before N ig eria  form

a l ly  became part o f  the B r it is h  Empire. Yet th ese  c h a r a c te r is t ic s  v/ei'e 

to  endure fo r  a lon g  tim e, certain ly; up to  the 1 9 9 0 s , a n d  some elem ents 

of them are s t i l l  p revalen t today;. The reign  o f palm o i l  did mask some 

important c h a r a c te r is t ic s  being developed behind the scene in  the N igerian  

economy. No lon ger were the L iverpool i- ie reliants who had been qu ite con

ten t during 1830-1860 to  monopolise the trade along th e  coast having th in g s  

th e ir  own way;. The p r o f it  le v e l  had been so great as to  a ttra c t  m ultitude  

of o ther tra d ers . The a rr iv a l o f the la t t e r  group and th e ir  com petitive  

fo rce  had the b le s s in g  o f  the Foreign  O ffice  which throughout the middle

9. K.O. D ik e ;- Trade & P o l i t ic s  in  the N iger D e lta . 1830-1839.
Oxford U n iv ers ity  P ress , 1996. W.H. Hancock: -  Survey; o f  
B r it is h  Commonwealth A ffa ir s . O j/.cit and Alan m cihee:- 
Economic R evolution  in  B r it is h  West A fr ica . o . , . c i t .

10 . C/P. P.T. B auer:- West A frican Trade, o y . c i t .



Page 293

decades o f the century/ had d e lib e r a te ly  encouraged fr e e  trade end expans

ion  against monopoly r e s tr ic t io n  in  the D elta  Area and Up R iver. However, 

given  the enormous overhead co st o f the West Coast trad e, the appearance 

o f 'in te r lo p e r s ' in  carefully-m arked and jealously-guarded  economic p osts  

and sphere of in flu en ce  was in e v ita b ly  to  lead  to  a cu t-th roat com petition  

in  which the su rv iv a l o f the most rugged was never guaranteed. And so 

emerged the c ir c u la r  causation  o f w ild  and 'in san e' com petition on one 

hand and am bitious combination and m onopolistic  p r a c tic e s  which were to  

plague the West A frican trade fo r  more than a cen tu ry . I t  gave to  the 

fo r e ig n  se c to r  o f  the N igerian economy -  c e r ta in ly  before the b ig  U.A.C, 

merger o f 1929^^, a m elting-pot atmosphere, in  which m ultitudes o f fiim s  

o ften  manned by one or two agents emerged one day, only to  disappear the  

next and y e t to  be replaced by more trad ers and m iners. The appearance 

and disappearance o f these firri'S was not e n t ir e ly  due to  the severe com

p e t i t io n  and the high overhead c o s t ,  A greater  part o f t h e ir  trou b les  

was due to  th e ir  inadequate grasp o f  the economic and so c ia l environment 

in  which they  op era te , inadequate c a p ita l is a t io n  o f th e ir  b u sin e sse s  and

th e  h ig iily  e l a s t i c  repercussion in  the domestic market to v io le n t  f lu c tu a -
12t io n  in  the world p r ic es  o f N ig e r ia 's  exports b efore World V/ar 11.

The movement in to  the in te r io r ,  e s p e c ia l ly  in to  the region and 

Em irates beyond the N iger and Benue R ivers did much to  in crease N ig e r ia 's  

p a r t ic ip a t io n  in  the w orld 's commerce; but i t  engendered repercussions  

which were o f M s to r ic a l importance. V/hile the aggregate volume o f trade  

in  the North did in c r e a se , e s p e c ia lly  a f t e r  the a r r iv a l o f the ra ilw ays, 

th e volume in  the South before the railw ays and im m ediately a f te r  i t ,  was 

not appreciably increased  because th e  e f f e c t s  of e s ta b lis h in g  ou tp osts in  

th e in te r io r  led  to  d isp en sin g  w ith the se r v ic e s  o f th e  N igerian  Middlemen. 

As we s h a ll  see b e l o w , s u c h  gradual displacem ent o f the middlemen esp ec

i a l l y  th ose o f  th e  entreports o f C alabar, Brass and Bonny on the N iger

11. See below Chapter 8 .

12 . See Vf.H. Hancock: -  Survey of B r it is h  Commonwealth A ffa ir s  . .  o p .c i t .

13 . See Chapter 8 , sec tio n  on c r it iq u e  o f fore ig n  p r iv a te  investm ent.
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D e lta , who had fo r  cen tu r ies  been the recognised  in term ed iaries between 

European trad ers on the Coast and th e people o f th e  h in terland; and the  

gradual e lim in a tio n  o f N igerian entrepreneurs and in c ip ie n t  traders and 

of p r o fe ss io n a l and s k i l le d  a r tisa n s  by th e  com p etitive  fo rce s  o f European 

tra d ers  and th e ir  imported m erchandizes, were h is t o r ic a l  ep isodes which 

were to  b ed ev il th e  N igerian  economic scene w ith  su sp ic io n , accusation  

and grievan ces against fo re ig n  e n te r p r ise .

The i n i t i a l  economic and s o c ia l  im_pact o f moving in to  the in te r io r ,  

buying from and s e l l in g  d ir e c t ly  to  the peasant producers were not w ithout 

mixed b le s s in g  fo r  the A frican . Gradually uprooted from su bsisten ce  

a g r icu ltu re  and encouraged to  produce cash  crops fo r  the world market, 

they in e v ita b ly  f e l l  v ic tim s  o f th e  v io le n t  f lu c tu a t io n  in  the world demand 

fo r  th e ir  produces. As trade slumped, t u m o i l  g en era lly  spreaded in  the  

h in ter la n d . There i s  evidence to  l in k  endemic in t e r - t r ib a l  c o n f l ic t s  

of the 1880s and'90s w ith  stru ggle for  co n tro l o f th e trade r o u t e s ,^  

and fo r  land to  c u lt iv a te  export crops. "The time-honoured bases fo r  ex

change, o f in t e r - t r ib a l  p o l i t i c s ,  o f the r e la t io n s  between producers and 

middlemen were ui/set by the presence o f European, by h is  innovation and by 

the p lay  o f the world market. Instead  o f spreading peace, commerce seemed 

to  have encouraged unrest and corroded t r ib a l  au th ority  . . .  '

N iger D e lta  and i t s  h in ter la n d , the drive and expansion in to  the in te r io r ,  

e s p e c ia l ly  a f te r  the ch arter in g  o f the Royal N iger Company in  1886, brought 

w ith i t  f ie r c e r  com petition  betv/een the L iverpool palm o i l  ' r u ffia n s ' who 

in  the p ast had contented them selves to  monoj-.olising th e trade at the mouth 

and the company agents and other firm s who gradually e s ta b lish e d  upstream.

By 1864, there were twenty-one B r it is h  firm s operating  in  the D elta  a l l  

fe r o c io u s ly  competing aga in st each o th er , b o ls te r in g  the buying price  o f  

palm o i l  in  A frica  even v/hen i t s  s e l l in g  p r ice  was f a l l in g  in  Europe.

14. Ronald Robinson e t a l : -  A frica  and the V ic to r ia n s  : The O f f ic ia l  
Mind o f Im perialism . London 1961, Page 39, and r l^ co ck :-  Survey 
of . . .  o . c i t  Page I 64.

15. R. Robinson, lo c .  c i t .

16 . Hancock, o _ . c i t  Page I 67.
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I t  v/as in e v ita b le  that in  time of slump only a fev/ could su rv iv e . In the  

West Coast trade the poin t was e s ta b lish ed  as ea r ly  as two decades before  

the turn o f the century th at f ie r c e  and rugged ind iv idualism  could not 

confer p ro sp er ity  and secu r ity  to  fore ig n  c a p it a l ,  nor a sence o f  economic 

and s o c ia l  se c u r ity  to  the pea.sant producers and p r in ce ly  middlemen.

'liveipxDol firm s of the D elta  and the A frican middlemen who supplied  them 

s t ir r e d  up t r ib a l  res is ta n ce  against B r it is h  firm s v/ho were tapping the  

trade at some so iree  up r iv e r . The d rive in to  the h in terland  threatened  

to  destroy the p rosp erity  and p restig e  o f  the D elta  c h ie fs .

By the time of the B er lin  Congress, i t  had become s e lf -e v id e n t  to  a l l  

concerned -  the B r it is h  Consuls on the c o a s t , the trad ers and the native  

producers -  th a t peace and se c u r ity  was e s s e n t ia l  i f  p rosp erity  o f the 

area was to  be guaranteed. I f  th e  o f f i c i a l  B r it is h  q n licy  o f encouraging 

the expansion o f  B r it ish  commerce in  West A frica  to  counteract th e  in flu en ce  

o f  th e  s la v e  tra d e , was to  be m eaningful and p rod u ctive , a s h e lt e r ,  a 

pax B ritann ica  must be in s t itu te d . Whatever the ex tern a l fa c to r s  were 

th a t guided o f f i c i a l  B r it ish  in cu rsion  in to  N ig e r ia , the tim ing , the  

pia.ttem and type o f sovereignty  e s ta b lish ed  over i t  were g rea tly  in fluenced  

by economic fa c to r s .

1 have gone in to  perhaps undue d e ta i l s  about the la s t  poin t or two, 

prim arily  to  show th at the structure o f fore ign  p r iv a te  c a p ita l in  N igeria  

and th e m o n o p o lis t ic /o lig o p o lis t ic  ch aracter  i t  f i e r c e ly  d isp la y s  (esp ec

i a l l y  a l t e r  the 1930‘s Great D epression) in  commerce, banking and shixpdng 

are deeply rooted in  h isto iy ;, and why such p r a c tic e s  ccmte to  be accepted  

by a l l  excep;t the /ifr ica n  as trad in g  norms on the West C o a s t . B e f o r e  

the railw ays revo lu tion ized  the export se c to r  of N ig er ia  and w hile palm 

products were s t i l l  the m ainstay o f her fore ig n  trad e , attem pts were being  

made to  reduce her dependence on monoculture and to  d iv e r s ify  her export base,

17 . R, Robinson e t . a l .  o , . c i t  Page 4C. For a n a ly s is  of the d issen sio n  
between Lagos and i t s  h in terland  a f te r  i t s  annexation in  I 86I ,  and 
the unrest and chaos caused by European c a p ita l p en etration  gener
a l ly ,  see  Rages 33 -  42.

18. See Hancock, o p . c i t ;  and R. Bauer; -  Vfest A frican Trade. 0 . c i t .
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The v a st  expanse o f  the t e r r i t o iy ,  w ith  i t s  varying  c lim a tic  and s o c ia l  

co n d itio n s  proved to  be an advantage. But transport co st  precluded any 

e a r ly  attempt in  the north where co n d itio n s  favoured th e  c u lt iv a t io n  o f  

groundnut, c o tto n , b en iseed , e t c .  The attem pts w ere, th e r e fo r e , i n i t i a l l y  

concentrated  in  th e South, e s p e c ia l ly  in  the h in ter lan d  o f Lagos where as 

e a r ly  as m id-19th . Century, Anglican m iss io n a r ie s  had e s ta b lish ed  a strong  

fo o th o ld  among th e Yorubas.

The f i r s t  departure from monoculture centered on c u lt iv a t io n  o f rubber 

and c o tto n . E sp e c ia lly  in  the case o f  th e  la t t e r  the European trad ers  

and m iss io n a r ie s  did more than m erely o ffe r in g  a vent fo r  surplus product

io n . However, the i n i t i a l  com petition o ffered  by rubber was only temporary, 

th a t i s ,  i t  e x is te d  between I 89O and 1905 when world p r ice  was at i t s  peak. 

C areless  e x p lo ita t io n  and ’ slau gh ter tapping' o f w ild  rubber tr e e s  qu ick ly
19k il le d  o f f  the trad e . The most im portant e f f e c t  o f  such d eso la tio n  was 

to  en erg ise  the a u th o r it ie s  in to  propogating a s c ie n t i f i c '  and co n tro lled  

approach to  r>abber c u lt iv a t io n ,  w hile the European tr a d e r s , before th e days 

o f  the Marketing Board, o ffered  in c e n t iv e s  fo r  q u a lity  production . Not 

much would be sa id  about rubber in  t h i s  study, though i t  i s  cu rren tly  the 

fou rth  most important a g r icu ltu ra l exp ort. However, i t  i s  worth n o tin g  

some o f i t s  p e r c u l ia r it ie s  w ith in  the N igerian  a g r ic u ltu r e . I f  the pro

duction  o f  other export crops th a t were developed in  the in ter-w ar y ea rs  were 

to  demand l i t t l e  in  the way o f tec h n o lo g ic a l in n o v a tio n , the same could not 

be sa id  o f  rubber c u ltu r e . Today i t  i s  perhaps the most modern and s c ie n t 

i f i c a l l y  o r ien ta ted  a g r icu ltu re  in d u stiy  in  the country, w ith  a b io lo g ic a l  

and te c h n o lo g ic a l advancement fa r  in  ex ce ss  o f  anything known in  cocoa , 

groundnut or palm o i l  production . I t s  peasant in flu en ce  i s  m inim al, pro

duction  b ein g  based on communal, s ta te  and p riva te  company's e x p lo ita t io n .

I t  i s  the only raw m ateria l production, apart from minor in flu en ce s  in  palm 

o i l  p rod u ction ,in  which p riva te  fo re ig n  en terp rise  has some-how managed to  

e s ta b lis h  a fo o t-h o ld  in  p lan ta tion  c u lt iv a t io n .  Even th en , t h is  i s  on a 

sm all s c a le .

19. See W. Arthur Lewis (ed. )  T rop ical Development 1880-1913. Chpt. 6 . 
by A. Baron Holmes on 'The Gold Coast and N ig er ia ' , Page 156.
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'Cotton has been c u lt iv a te d  in  West A fr ica  fo r  over a thousand y e a r s ' ,

but i t s  export to  England from West A frica  only began in  the '90s of the

la s t  century at a time when the p rice o f  co tto n  in  the world market was

r is in g  and the Lancashire cotton  industry; was f e e l in g  the pinch o f short

su p p lie s . The prime mover in  West A frica  was a Manchester merchant named

Thomas Clegg and the source o f h is  supply was the d is t r ic t  o f Abeokula,

20which l i e s  in land  frcsii L agos.' This supply v/as to  some extent a r e f l e c t 

ion  o f the ' attempt made by C hristian  M issionary S o c ie ty  to  introduce an
21export industry; to  Yorubaland • • . '  The supply con d ition s were a lso

favourably in flu en ced  by the a c t iv i t i e s  o f Sierra-Leonnians who came to

N ig er ia  o r ig in a lly  as middlemen. As e x -s la v e s  from the Southern (U.S.A.)

cotton  f i e l d s ,  th e ir  e x p er tise  came to  the fo re  during th e ear ly  period  
22of development. Other fa c to r s , in te r n a l and ex tern a l were to  a ffe c t  

the c u lt iv a t io n  in  the Western region . The most important in te r n a l fa c to r  

was the high co st o f production , w hile the ex tern a l s itu a t io n  was la r g e ly  

determined by what happened to  L ancash ire's supply; from the United S ta te s .  

The American C iv il  war g r e a tly  stim ulated production fo r  exp ort, so did  

the p er io d ic  ravages of the B oll-Y feevil in  the American co tton  fie ld s*

Frcm the e a r ly  1850/ when the f i r s t  co tton  g in s  reached iibeokula, the  

amount of co tton  exported to  England grew s te a d ily .  In the years 1868-70, 

Lagos exported an annual average o f over 1 m illio n  l b s . ,  valued a t over 

B60,000. This v/as the high-v/ater mark. A fter  1870 the United S ta te s  

gradually; recovered the ground they lo s t  and as su p p lie s  m u ltip lied  the 

p r ic e  of co tton  tumbled. Low y ie ld s  in  the fa ce  o f  low p r ic es  in e v ita b ly  

brought about a temporary; h a lt  in  export in  the decade before 1900. The 

r e v iv a l did not take long and i t  v/as la r g e ly  cond itioned  by; ex tern a l stim 

u lu s . I t  was L ancash ire's anxiety; to  reduce i t s  dependence on American

20. A llen MdPhee, Oj . c i t . Page 45*

21. See A. Baron Holmes ô  . c i t . Page 159*

22. lo c . c i t .
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supply and d iv e r s ify  i t s  sources in to  tlie Empire th at again prompted a 

much more determined r e v iv a l.  And the v e h ic le  was a new in s t i t u t io n  that 

was formed in  1902 : The B r it is h  Cotton Grovdng A ssocia tion  (B.G.G.A.) 

represented  both employers and eaiiployees o f England’s premier export indus

try  and rece iv ed  a royal ch arter  in  1904* In p r a c t is e ,  i t  was not e ssen 

t i a l l y  a p r o f it -o r ie n ta te d  a sso c ia t io n . No in te r e s t  was paid during the 

f i r s t  fou rty  years of i t s  e x is te n c e . I t s  primaiy o b jec tiv e  was to  pro

duce and fu n n el Empire Cotton in to  Lancasliire t e x t i l e  m i l l s .  In 1914 

i t s  authorised  c a p ita l stood  at and i t s  o r ig in a l e ffo i-ts  were concen

tra ted  in  V/est A fr ica . The f u l l  liistory and ro le  of B.C.G.A. in  the

development o f la r g e -sc a le  cotton  c u lt iv a t io n s  have been to ld  and analysed  
23

elsew here. The most important aspect o f i t s  con trib u tion  v/as the much

more p o s it iv e  way i t  tacldLed the problems i t  faced in  N igeria  over }ia lf a 

century . A f le x ib i l i t y ;  in  p o lic y  imbued w ith  a fa r -s ig h te d  horizon makes, 

what in  re tro sp ect v/as an id e a l pragmatism lo o lc^  too ra d ica l when compared 

w ith  the records and experience o f other fo re ig n  e n te r p r ise s . The Assoc

ia t io n  soon abandoned i t s  p lan ta tion  p o lic y  in  N igeria  and adopted a 

programme o f complete co-op eration  v/ibh n a tiv e  c u lt iv a to r s .  I t  in i t ia t e d  

the development and expansion o f peasant c u lt iv a t io n , undertook research  

in to  the most su ita b le  lo c a l  sp ecies; d is tr ib u ted  improved seed lin gs;  

e sta b lish e d  g in n eries at c e n tr a l lo c a tio n s; purchased at guaranteed p r ic es  

and catered  fo r  trarisportation  overseas. //hat v/as exemplary; about i t s  

op eration s was the v/ay i t  abandoned the various sta g es  of production to  

the A fricans as soon as they; proved capable o f undertaking them e f f i c i e n t ly .  

By 1920 annual production c a p a c it ie s  o f the A ssocia tion  g in n er ie s  was 7-8M. 

ton s and i t s  promotional e f f o r t s  were g rea tly  increased  by the a rr iv a l of 

the rallv/ay/s in  the North where the s o i l  and c lim a tic  con d ition s were more 

favourable than in  the South. I t  v/as in  the v a st  and untapped Northern 

N igeria  th at i t s  post -  1930 e f fo r t s  were concentrated , and they were to  

bear grea ter  f r u i t  in  the post-w ar y ea rs . Without i t s  e f f o r t s  in  guaran

te e in g  s ta b le  p r ic e s  in  a f lu c tu a tin g  v/orld market and in  bypassing the

23. See J.C.  A tk in s:- The Stoiy; o f B.C.G.A. (Manchester 1923); Alan 
HcPhee. o p .c it ;  & E icher & Liedholm ( e d . ) : -  Growth à  Development 
o f th e N igerian  Economy o . c i t  Chapter 3 .



Page 299

middlemen who would have depressed p r ic e s  almost to  the p o in t o f rendering  

expoi-t c u lt iv a t io n  u n a ttr a c t iv e , co tton  growing fo r  lo c a l  consumption and 

export could scarce ly  have survived . The A sso c ia tio n ’ s e f f o r t s  were 

supplemented sin ce the Tv/enties by the estab lishm ent in  B r ita in  o f the  

Empire Cotton Growing Corporation as an in s t i t u t io n  fo r  th e promotion o f  

cotton-grow ing w itliin  the Empire. I f  the a c t iv i t i e s  o f  B.C.G.A. were s e l f 

m otivated , there was no doubt about th e ir  mutual b e n e f ic ia l  e f f e c t s .  I t  

was t h i s  harmonisation o f the in te r e s t s  o f  both r e c ip ie n t  and donors -  the  

g rea ter  part o f B.S.G.A. a c t iv i t i e s  encompassed te c h n ic a l a ss is ta n c e  -  th a t  

was to  r e ta in  fo r  B.C.G.A. an in flu en ce  in  the economic development o f  

cotton  in  N ig er ia .

Another in s t i tu t io n  which had l e f t  an in d e lib le  p r in t on the p o l i t i c o -  

economic history; of N igeria  was the Royal N iger Company -  a not-so-ordinary- 

trad in g  company. So much had been w ritten  about i t s  o r ig in , i t s  a c t iv ie s  

and dem ise, th a t 1 sh a ll la r g e ly  concern m yself here v/ith a n a lysin g  and 

ev a lu a tin g  the s o c io - p o l i t ic a l  and economic consequences o f  i t s  op eration s. 

The Roy/al. N iger Company (R.N.C.) was unique in  i t s  character; and in  terms 

o f E m pire-building, i t  was unique in  i t s  su c c e ss . As a company i t  e x is ted  

before the ch arter  in  1886, (as United A fr ica  Company) , and when the 

ch arter was revoked in  1889, i t  continued to  e x i s t  -  as the N iger Company.

I t  s t i l l  e x i s t s  in  N igeria  today/, but as part o f the huge U nited  A frica  

Company; which i t s e l f  i s  a subsidiary/ o f U n ilever  Ltd . ,  but i t  was the  

th ir te e n  y;ears as a chartered company; that earned i t  a p lace in  the p o l i t i c a l  

and economic h is to ry  o f N ig e r ia . I f  i t  e x is te d  b efo re , during and a fte r  

those th ir te e n  years as f i r s t  and foremost a prd.vately;-owned p r o f it -s e e k in g  

trad ing body, i t  was in  no uncerta in  terms a great and pow erful p o l i t i c a l  

and ad m in istra tive  force on th e West Coast o f A fr ica . And i t  was in  the 

l a t t e r  cap acity  that i t  l e f t  a greater  mark on N iger ia  -  ratherthan as a 

trad ing company. Looking at i t  from the angle o f  N ig e r ia ’ s economic 

development, the company’s record was not p a r t ic u la r ly  ou tstan d in g . Indeed, 

i t  provided ample grounds fo r  c r it ic is m . Apart from expanding and d iv e r t

in g  the huge northern surp- l̂us output towards the coast and the European
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m arket, i t s  commercial a c t iv i t i e s  fo llow ed  the fa m ilia r  pattern  of the  

stru g g lin g  and freq u en tly  combining s iu a ll-s iz e  European firm s, and 

e x p lo it in g  to  the f u l l ,  i t s  de fa c to , i f  i l l e g a l  monopoly power in  i t s  

t e r r ito r y  and beyond. The c a p ita l at i t s  d i s i c s a l ,  both fo r  trad in g  and 

fo r  i t s  adm in istrative department was c e r ta in ly  sm all by todays standard, 

or in  terras of the s iz e  o f te r r ito r y  i t  opened up. At i t s  in cep tio n  

as a chartered company, i t  had a subscribed c a p ita l  o f about Elivi., even 

t h is  was reduced to about a th ird  a f te r  i t  lo s t  i t s  charter in  1899* How

ev er , i t s  trad in g  p o s it io n  continued to  be strong and steady fo r  i t  to  be 

valued at E8.5^vl. when taken-over by the Lever B rothers in  1920. How the  

R .F .C , came to  decide the fa te  o f over 10k. people in  an area o f over 370, 

COO sq. m iles  in  West A frica was due to  the work, the determ ination and 

p ers is ten cy  o f one man -  S ir  George Tubman «Goldie. He created  the R.N .C .

He p a r tic u la r ly  fought fo r  the granting o f a roya l ch arter , u sing  a l l  h is  

diplom atic s k i l l  and business connections to  persuade the C olon ia l O ffice  

about the soundness o f h is  p rop osa ls . His m otives were a m ixture o f  

p o l i t i c s  and economics and h is  company’ s a c t iv i t i e s  thoroughly r e f le c te d  

both. Some w r iter s  notably r r o fe sso r  S.H, F rankel, have emphasised the 

^ c l i t i c a l  and p a tr io t ic  o b je c tiv e s  o f  founders o f charteI'ed companies in  

A f r i c a . H o w e v e r ,  in  the case o f R.N.C. ,  I  b e lie v e  that the d es ire  to  

e s ta b lish  and expand the Empire in  the h in terland  o f the N iger -  Benue 

r iv e r s  was a p o l i t i c a l l y  and ad m in istra tive ly  necessary means o f e s ta b lis h 

in g  and m aintaining a ccmmeroiel hegemony. For t h i s  reason i t  b i t t e r ly  

r e s is te d  to  the end the attempt to  v/ithdraw i t s  ch arter  even a f te r  G oldie’ s 

p o l i t i c a l  o b jec tiv e  had been achieved . Apart from the p o l i t i c a l  in te r e s t s  

of the nation  being served , the company a lso  saw i t s  commercial su ccess  

as being in  the n a tio n ’ s economic in t e r e s t .  The aforementioned quotation  

from Frederick Lugard, an important crown servant in  N igeria  and previously  

a company’ s agent, c le a r ly  demonstrates t h is  p o in t . The company’ s argue-  

ment could be put simply th u s:-  to  put trade in to  the h in terland  o f  the

24. See S_.H, F ran k el:- C apital Investment in  A fr ica , op c i t  Chapters 
I  & I I ,  -------
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N iger would in crease B r it is h  ca m erce . I t  would open the way to the

v a s t  markets of the Em irates. I t  would extend the region  of inform al

in f lu e n c e . Moreover, by attacji^ng s la v e -r a id in g , -tra d in g  and -h o ld in g

at i t s  source, i t  would f u l f i l  the t h e s is  of the an ti-slaver^ / in te r e s t s
25

and Lord Palm erston's p o lic y  towards A fr ica . A tr a d e r ’s pax would 

s t a b i l i s e  th e  trading environment, ensure reasonable p r o f it s  and serve as 

w e ll the true in te r e s t  o f the A frican producers. Commerce, law and order,

and phi 1 anthrophy would advance hand in  hand. U nlike the B r it is h  South 

A frica  Company, the B r it is h  East A fr ica  Company and the B r it is h  North 

Borneo Comparŷ  that were chartered in  the same decade, the Royal N iger  

Company was supported by the B r it is h  G-ovemment because in  e f fe c t  i t  was 

a convenient instrument during the tr a n s it io n  period between the abandon

ment o f the o ld , and the not y et wholehearted acceptance o f the new 

c o lo n ia l p o lic y  of forward expansion and assumption o f pem anent respons

i b i l i t i e s  in  the in te r io r  o f A fr ica . O f f ic ia l  c a p ita l was a lso  not 

forthcom ing. For exanple, tlie company was forbidden to  expand more than 

190,000 on governing or adm inistering i t s  t e r r ito r y .  There were two 

in te r -r e la te d  fa c to rs  fo r  the la s t  p ro v iso . F ir s t  i t  im plied a reco g n it

io n  by the Im perial Government of i t s  u ltim a te , i f  long-term  r e sp o n s ib il

i t i e s  fo r  the f in a n c ia l co st of adm in istering  the new te r r ito iy - . Secondly, 

i t  was necessary to  counteract the company’ s argument that a steady flow  

of 'monopoly p r o f i t s ’ was needed from i t s  trad ing department to  su b sid ize  

i t s  adm in istrative department.

The company’s d es ire  fo r  non-com peition -  to  keep in te r lo p e r s  who did  

not have to  bear the enormous overhead c o st  away from i t s  chartered  

te r r ito r y  , and the ex h ib it io n  o f v;hat amounted to c a p it a l i s t  high-handedness 

soon brought i t  in to  c o n f l ic t  w ith the Im perial authority  e a r ly  in  i t s  

chartered l i f e .  As H.B, Koebner, an opponent of the Im perialism  th e s is  

conceeded, "the commercial monopoly which had been planned by Goldie in

23. See Roland Robinson e t  a l : -  A frica  and the V ic to r ia n s  
op c i t , Pages 39 -  41.
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in  h is  t r e a t ie s  w ith the native ch ie fta n  but was d ecid e ly  re jected  by 

S a lisb u ry  (I'rime M inister) was carried  in to  e f f e c t  by h is  managers.

S a lisb u ry  took  offence and authorised  the enquiry/ o f 1889. S ir  Claude 

Macdonald reported that the manner in  which the company d irected  the 

channels o f lo c a l  commerce was to  the u n q u alified  detriment o f n ative  

tr a d e r s , and i t  robbed of t h e ir  m arkets, those o f the Western N iger, 

d ir e c t  su b jec ts  of the Crov/n. N ev erth e less , the Gloverrnent did not 

take any a c t io n . I t  swallowed a lso  the in ju n ctio n  o f the company on i t s

servan ts not to  make p u b lic , any fa c t s  concerning the adm in istration  and
2éb u sin ess  o f th e  company." The la s t  poin t was important in  another

resp ect; fo r  i t  s e t  a precedent which v;as to  become an important featu re

o f fo re ig n  investm ent in  N ig er ia , namely that the fa c t s  and f ig u r e s

r e la t in g  to  th e ir  operations were kept from o f f i c i a l  and p u b lic  gaze to

an unusual degree, even in to  the 1 9 3 0 's .

In th e  f i e l d ,  the c o n f lic t  w ith , and resentment from otlier European

r iv a ls  and the n ative  traders was more fero c io u s and p rotracted . I t

culm inated in  the lo o t in g  and sacking o f the company/' s s ta t io n  at Akassa

in  IB93 by the n ative trad ers of B rass. Tliis sen sa tio n a l re p r isa l ( l ik e

many oth ers unrecorded) was in v estig a ted  again bŷ  a Commission o f In q u iiy

and "play^ed some part in  convincing the Im perial A uthority that chartered
”?7"company government could no longer be to le r a te d . ' As to  the fa c t  o f  

the monopoly there i s  no u n certa in ty . In the Revenue and Expenditure 

account o f 1887, the revenue accruing from the imports and exports o f the 

chartered company was ^38,483 and from those of other trad ers E2,333/w here

as in  the corresponding account fo r  1898 the fig u r e s  were r e sp e c tiv e ly
284111,775 and £ 260." The above a n a ly s is  underlines the fundamental 

economic reason fo r  the temporary nature o f the ta sk  o f a chartered company'-. 

Having succeeded w ith r e la t iv e ly  sm all f in a n c ia l means in  obtain ing  p o l i t i c a l

26 . R .B . K o e b n e r:-  'T he C oncept o f  Econom ic Im p e r ia lis m ' i n  The Economic 
H is to ry  Review 2nd. S e r i e s ,  V o l. 11 No. 1 1949, P ages 11 -  12 .

27. Hancock O j .> .c i t . i'age I 68.

28. A. ivlcihee. o, . c i t . Page 80.
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and economic control over enoirnous nev/ t e r r ito r y ,  i t  was unable, as a 

p riv a te  en terp r ise  to  continue in d e f in ite ly  in  r a is in g  c a p ita l  fo r  lon g

term investm ent in  developing i t s  vast t e r r ito r y .  I t  had sought to  over- 

cane t h is  problem by planning for  immediate flow s o f h igh returns which 

could be ploughed back fo r  expansion. As we^v^ seen , t h i s  p o lic y  was to  

la y  the foundation fo r  the company’s demise as a chartered company, but 

i t  was R.N.G. ' s  p o l i t i c a l  and adm in istrative involvem ents comparable to  

th ose of C e c il Rhodes' B r it is h  South A frica Company that was to  determine 

i t s  f a t e .  I t s  success in  crea tin g  a va st B r it is h  te r r ito r y  with defence  

j-roblems and fr o n t ie r  d isp u tes  w ith fo r e ig n  powers n e c e ss ita te d  a. d ir e c t  

Im perial takeover. The imrnediate cause fo r  B r it is h  Goverrrnent revocation  

of i t s  ch arter  was the th rea t o f French m ilita r y  in cu rsion s in to  i t s  

e s ta b lish e d  terr itory -, and the company was too weak f in a n c ia l ly  and 

unco-operative w ith n 'liitehall to  r e s is t  such in cu rsio n . The s e t t in g  up, 

at the exp/ense o f the Luperial (k^vemment of the T/est A frican  F rontier  

Foiee in  J u ly  1897, was on ly a holding op eration . By November o f the same 

year . Lord Salisbury and Joseph Chamberlain, had agreed in  p r in c ip le  w ith  

the French, that the Charter should be revoked and the company compensated.

I t  i s  not d i f f i c u l t  to  d is c e m  other more fundamental and p'rosaic fa c to rs  

lead in g  to  the in e v i t a b i l i t y  of the revoca tion . ^^WVv^^ above, the  

economic ca u ses. In essence i t  was the i n c o m p a t i b i l i t y ^  between Government 

by' a trad in g  firm and fr e e  trade as s t ip u la te d  by the B e r lin  Conference.

On the p o l i t i c a l  p lan e, the scramble fo r  A frica  had taken a new dimension 

and p u b lic  opinion in  B r ita in  was no lon ger averse^  to  imyrerial expansion. 

Joe Chamberlain had arrived  at the c o lo n ia l o f f ic e  in  1893 and in  h is  view  

the company' had o u tliv ed  i t s  u se fu ln ess . I t  was not a su ita b le  instrument 

of h is  p lan fo r  in v e s tin g  Iriperial c a p ita l  in  West Jifrican 'c o lo n ia l e s ta te s '

"Chamberlain thougiit i t  was time to  expropriate G old ie, lo ck  stock  and 
2bbarrel . . . "  ' On January 1 s t .  1500, the B r it is h  P ro tectora te  o f Northern 

N igeria  was declared over the chartered terr itory-.

29 . Roland Robinson e t  a l . :  -  A frica  Sr. th e V ictor ian s ô  . c i t . Page 403.
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i l l  an Mczhee^^ has analysed in  some d e ta i ls  the impact on* N ig er ia  o f  

the p o l ic ie s  and a c t iv i t i e s  o f the Royal N iger Company. Two fa c to r s  

th a t had subsequently in fluenced  the economic and s o c io - p o l i t ic a l  stru ctu res  

in  th e country/ worth b r ie f  con sid era tion  here. The economic p o in t i s  th is ;  

th e th in  d is t in c t io n  between government and canmeroe, p o l i t i c s  and econom ics, 

and between s ta te  and p r iv a te  sec to rs  in  the day's of a chartered company'’ s 

government e sta b lish ed  a tr a d it io n  which th en ceforth , was to  emphasise s t a 

t e ’ s p a r t ic ip a t io n  in  the economic a c t i v i t i e s  o f the country. That the  

Government must be the hub o f the n a t io n 's  economic l i f e  v/as a legacy  

bequeathed by the Royal N iger Company, lon g  b efore the days of nation a l 

planning or o f 'A frican so c ia lism ’ .

The o th er fa c to r , the p o l i t i c a l  and ad m in istrative  legacy  o f 'in d ir e c t
31

ru le ' has been w e ll expounded upon by' o ther w r ite r s . In the words of  

George G old ie , " if  the w elfare  o f the n ative  races i s  to  be considered , 

i f  dangerous r e v o lts  are to  be obviated , the general p o lic y  o f ru ling  on

32A frican p r in c ip le s  through n ative  ru lers  must be follow ed fo r  the p resen t. 

Frederick  Lugard, f i r s t  as governor o f Northern N ig er ia , and o f the whole 

Gountiy in  1914 carried  the p r in c ip le  to  i t s  p er fec tio n  under h is  admin

i s t r a t io n ,  and h is  su ccessors did not f l in c h  from fo llow in g  h is  example.

Alan r.iclrhee provided the r a t io n a le : -  "The reason fo r  the acceptance o f the  

p r in c ip le  from the company' and i t s  continance under the C o lon ia l O ffice  

regime i s  th a t the fa c to rs  making fo r  In d irec t Rule s t i l l  remain : the 

shortage o f funds necessary to  e s ta b lis h  D irect R ule, the C iv i l is a t io n  o f  

the n a t iv e s ,  the a b ility ' o f the r u le r s ,  the d iv e r s ity  o f languages, and 

the g u lf  f ix e d  by' varying id eas and id e a ls  between the n a tiv es  and the  

E n glish  . . .  what was at f i r s t  p/erhaps somewhat of a measure o f expediency'

has now become a deep-rooted con v ic tion  th a t the p r in c ip le  o f In d irect
32Rule i s  th e b est fo r  Vfest A frica ."  However, advantageous the adm inistra-

30 . A. McPhee. o, . c i t . Pages 90 -  lOp.

31. See e sp e c ia lly  M. Perham:- N ative A dm inistration in  A fr ica  and her  
biograp h ica l works on Lord P. Lugard.

32. A. Mci-'hee. o ^ . c i t . Page 92.
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t i v e  convenience and other v ir tu e s  o f  In d irect R ule, i t  i s  my op in ion  

th a t i t  had bred over the years ari element of conservatism  which N ig eria  

even today has found d i f f i c u l t  to  shake o f f .  By m aintaining in  the fo re 

fro n t o f p o l i t i c a l  and s o c ia l  l i f e  feudal ru lers  and native  a r is to c r a ts  

l e a s t  desirous o f change, the absence o f dynamism had permeated a l l  asp ects  

o f  n a tion a l l i f e .  I t  c e r ta in ly  makes a ra d ica l approach to  economic prob

lems a l l  that more d i f f i c u l t .

OFFICIAL CAilTAL. In N ig er ia , l ik e  in  the re s t  o f 'B r it ish  West A fr ica , 

the coming o f o f f i c i a l  c a p ita l proceeded de jure Im perial ta k e-o v er . This 

was not su rp r is in g  sin ce i t  took th e  form o f T reasury's subsidy to  trad ing  

companies, church m ission s and o th er Em pire-building in s t i tu t io n s  fo r  the 

purpose o f m aintain ing and expanding o ften  d is c r e te ly ,  B r it is h  in flu en ce  and 

sphere o f con tro l in  the area. Even a f te r  formal sovereignity had been d eclared , 

the greater  part o f  'grants—i n - a id ' , 'lo a n s' and o th er  n o n -fin a n c ia l a ss is ta n ce  

to  th e c o lo n ie s  were in  e f f e c t  resources to  e s ta b lis h  e f f e c t iv e  p o l i t i c a l  and 

economic con tro l and la t e r ,  to  lu b r ic a te  the ad m in istra tive  and economic 

machinery. This c e r ta in ly  was the way ea r ly  resources tr a n sfe r s  were seen  

by th e c o lo n ia l people and in  the case o f N ig e r ia , not u n t i l  the P ro jects  

and Schemes undertaken under the Post-w ar C olon ia l Development and 7/e I f  are 

A cts, was the emphasis seen to  be in cr ea sin g ly  p laced on development rat he r -  

than on adm in istrative needs. The theme o f  o f f i c i a l  c a p ita l fo r  develop

ment i s  not so stra igh tforw ard . A c le a r -c u t d is t in c t io n  can hardly be 

made between in fra stru ctu re  expenditures fo r  adm in istra tive  convenience  

and fo r  development purposes. In p r a c t is e ,  such expenditures were made 

w ith  a view to  f u l f i l  both o b je c t iv e s .  Our academic in te r e s t  i s  to  e s ta b lish  

where the emphasis or p r io r ity  la id .  In N ig er ia , large sums o f c a p ita l  

were raised  abroad by the Government to  construct the railw ay network.

In such a vast country the co n stru ction  was an ad m in istra tive  n e c e s s ity ,  

but i t s  economic impact was sp ecta cu la r , and in  the long run o f g rea ter  

s ig n if ic a n c e . In A frica as elsew here in  the developing c o n tin e n ts .
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the part played by the s ta te  in  transport develOj.ment ( e s p e c ia l ly  railw ay  

constn^ction) was not inconsequential.. As the Report o f th e Com/nittee on

P r iv a te  E nterprise in  B r it is h  Tropical A fr ica  noted , the e a r l ie r  railw ays 

were constructed  under co n d ition s o f 'extreme ad m in istrative urgency.

Except in  Kyazaland the whole railw ays in  B r it is h  t e r r i t o r ie s  were b u ilt  

by the S ta te , and in  many ca ses  the railway s were constructed  in  the f i r s t  

in sta n ce  fo r  adm in istrative convenience as much as fo r  commercial advant

age ' They were b u ilt  by' 'departmental c o n str u c tio n ', th a t i s  by Govern

ment departments rather than by/ p r iva te  c a p i t a l . -  P artly  fo r  the reasons 

sta ted  before. "Nor would a p riva te  venture have received  very much co rd ia l 

( o f f i c i a l )  support, sin ce the reaction  from L a is se z -fa ir e  had begun, and 

i t  was being  advocated to  the 1890s that rsllway/s should belong to  the 

s ta t e .

The poin t I have been try in g  to  e s ta b lis h  and emphasise here i s  the  

fa c t  that most o f the o f f i c i a l  estim ates o f c o lo n ia l f in a n c ia l a ss is ta n ce  

or g ra n ts -in -a id  contained a large  e len en t of s e l f - in t e r e s t  expenditures 

whose ' aid' connotation  would certa in ly / be questioned under to d a y 's  c r i t 

i c a l  standards. For exanple, between 1897 and 1901, the Lnperial 'Govern

ment paid £611,000 fo r  the estab lishm ent and maintenance o f the West A frican  

F ro n tier  Force. The bulk o f the £4 ,872 ,000  'a s s is ta n c e ' given to  Northern 

N igeria  between 1900 and 1918 was expended on the same fo r c e , but th e  

F ro n tier  Force was a B r it ish  crea tio n  entrusted  w ith  the ta sk  o f defending  

B r it is h  t e r r i t o r ia l  a cq u is it io n  (and planned a cq u is it io n ) against French 

in cu rsio n . The f ig u r e s  fo r  f in a n c ia l  a ss is ta n c e  during the e n tir e  len g th  

of the period under study must, th ere fo re , be trea ted  w ith  same cau tion .

The economic impact o f such 'aid'  deserves s im ila r  circum spection ,

33 . Report of the Comraittee on F rivate  E nterprise in  B r it is h  T ropical 
A frica . Qmd. 2016 Jan. 1924 Fage 6 .

34. A. LcFhee. oj . c i t  Fage 111. For a d e ta iled  a n a ly s is  of the contro
versy over the high co st o f con stru ction  by/ Government department, 
and the fa c to r s  making fo r  the exc lu sion  o f  p r iv a te  e n te r p r ise .
See Report (F/TH 33) .
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Having sa id  th a t, I must now look  in to  the ev o lu tio n a iy  process of

o f f i c i a l  a ss is ta n c e  and c a p ita l supply. I f  the Im perial Government was

faced  w ith a la rg e  h eritage o f g ra n ts -in -a id  w ith  the assumption of d ire c t

sovereignty  in  B r it is h  West A fr ica , i t  was not a duty the Exchequer v/as

prepared to  discharge in d e f in i t e ly .  I t  may/ be correct to  a sse r t  that

not unuil during the Post-war era,  c e r ta in ly  not before 1929, was generous
3 5

a s s is te n c e , ’hand-out' grants and other ’ s of t '  tr a n sfe r s , g iven  to  the  

c o lo n ie s  other than fo r  the co n so lid a tio n  o f the c o lo n ia l ad m in istration , 

fo r  f ig h t in g  wars, or as amergency help to  those in  d is tr e s s  a f te r  natural 

and/or economic d isa s te r s . Prom m id-19th. Century t i l l  the a r r iv a l o f  

Joseph Chamberlain at the C olon ia l O ffice  in  1895# B r it is h  economic and 

f in a n c ia l p o lic y  to  her dependencies in  Vtest A frica  (and elsew here) was 

based on a p r in c ip le  enunciated by Earl Grey, a prominent member of Lord 

John R u s s e ll 's  Government. He la id  down th a t "the su rest t e s t  o f the 

soundness o f measures fo r  the improvement o f an u n c iv il is e d  p eop le , i s  that 

they should be s e lf - s u f f ic in g ." ^ ^  This p r in c ip le  reigned supreme, though 

i t  was o cca sio n a lly  punctuated by the need to  g ive  a ss is ta n ce  under the  

sp e c ia l con d ition s mentioned above. "Whenever trade slumped and diminished  

the Custom r e c e ip ts ,  whenever n a tiv e  wars caused increased  expense to  the  

adm in istration  as in  the case o f  the Ashanti Wars, a d e f ic i t  resu lted  which 

had to  be met by the Lnperial (R)vemment. But the aim o f each C olonial

Treasurer was to  balance, or generate a surplus in  the C olon ia l Budget.

As th at v/as regu lar ly  achieved and the ta x  base continuously  improved, the  

element o f grants in  aid o f lo c a l  revenue was gradually  withdrav/n or re 

p laced  by loan commitment. Thoigh sane disbursem ents continued to  be 

made under the headings o f 'g r a n ts - in -a id ' they were e f f e c t iv e ly  loans to  

be repaid. Thus the Crown Colony o f Lagos borrowed £20,000 in  1874 and 

repaid the loan two years la t e r .

35 . See below Chapter 7»

36. Quoted in  A. McPhee o j . c i t . Page 208.

37 . ib id  Page 211.
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The c h ie f  drawback to  Lozrd Grey’ s dogma was the obvious fa c t  that i f  

a p p lied  r ig o ro u sly , i t  was p o ss ib le  fo r  a poor economy to  be chained in d e f

i n i t e l y  to  a v ic io u s  c ir c le  o f poverty . In other words, a su cc e ss fu l 

measure was q u ite  com patible w ith what modem econom ists would understand  

as a lo w -le v e l equilibrium  trap . The fa l la c y  in  Lord Grey’ s a s se r t io n  

was not unknown to  m id-V ictorian econom ists and was challenged  by among
■7p

o th e r s . P ro fessor  Alfred ..a rsh a ll . But Grey was m erely a r t ic u la t in g ,  

i f  w ith  an unsound prem ise, the ob servation  noted e a r l ie r ,  namely th a t the 

m id-V ictorian  p u b lic  opinion was aga in st entanglement in  c o lo n ie s  that  

could not pay/ th e ir  waym This was the p re v a ilin g  a tt itu d e  at the time 

Ghanberlain tran sferred  h is  en erg ies from so lv in g  the problems o f Bimingham  

to  th ose o f the C olon ia l O ff ic e . The fundeinentals o f Chamberlain’ s in d e l

ib le  im print on Im perial economic and f in a n c ia l p o lic y  towards the c o lo n ie s  

were born out o f a vigorous campaign in  and out o f Parliament aga in st the  

a p p lica tio n  o f Grey’ s c r ite r io n , and the enunciation  o f a new p o lic y  o f  

’ co n stru c tiv e  Im peria lism '. "He v/as th e  f i r s t  statem en to  r e a l is e  th a t the  

ta sk  o f developing the economic p o s s i b i l i t i e s  o f A fr ica  was so v a s t ,  th a t  

i t  could  no lon ger be l e f t  in  i t s  e n t ir e ty  to  p r iv a te  en terp rise  ( l ik e  

H.H.C.) and to  the sp-'ontaneous advance o f the tr a d e r 's  f r o n t i e r . I n  

h is  speech on the C olon ial O ffice E stim ates o f 1895, Chamberlain sa id  at 

some le n g th :-  "I regard many o f our c o lo n ie s  as being  in  the co n d itio n s  

o f underdeveloped e s ta te s  and e s ta te s  which can never been developed w ith

out Im perial a s s is ta n c e , . . .  ca ses have already come to  my knowledge o f 

c o lo n ie s  which have been B r it is h  c o lo n ie s  ijerhaps fo r  more than a hundred 

years in  which upto the present tim e B r it is h  ru le has done a b so lu te ly  

nothing . . .  1 s h a l l  be prepared . . .  to co n fid en tly  submit to  th e House any 

case which may occur, in  which by the ju d ic iou s investm ent of B r it is h  money 

th ese  e s ta te s  . . .  may be developed fo r  the b e n e f it  o f th e ir  own population  

and fo r  the b e n e f it  of the grea ter  population wiiich i s  o u t s id e .' '^  Some 

important im p lica tio n s  emerge from the q u o ta tio n :- F ir s t ,  Chamberlain 

a sserted  th at la i s s e z - f a ir e  and the p r in c ip le  o f s e l f - s u f f ic in g  have not

33 . ib id . Fage 2C8. F/tL 3.
39» N.K, Hancock, o . . c i t . rage 168.
40. Hansard,August 22nd. 18p3, quoted in  Lcihee O ; . c i t . Fage 19.
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le d  to progress and p rosp erity  in  some o f the c o lo n ie s .  Secondly, th a t  

the chain o f poverty could be broken only by the in je c t io n  o f la p e r is l  

or ex tern a l c a p ita l in to  th ese  c o lo n ie s  fo r  a long-term  development pro

gramme . T hird ly, fo r  the f i r s t  time the question o f c o lo n ia l f in a n c ia l  

support was ra ised  beyond the narrow con fin es  o f b alancing occasion a l 

budget d e f i c i t s ,  in to  the realn  o f co n stru ctiv e  growth. D eliberate econ

omic development in  which the s ta te  had a major ro le  to  play/, as opposed 

to  fr e e  market m anipulation became the watchword o f Chamberlain’s crusade.

Chamberlains con trib u tion  lay  in  the ra d ica l departure o f h is  proposals  

from current a tt itu d e s  and thoughts of fe llo w  parliam entarians and’fin a n ce -  

c a p it a l is t  s ,  ’ In theory’ he pro%x)unded a strong amendment to  the standard 

of judgement as set by Earl Grey and in  p r a c t is e ,  he in i t ia t e d  a drive fo r  

railway and p u b lic  works con stru ction  under the management and ownership 

of the c o lo n ia l government and with the f in a n c ia l  bacid.ng o f the Im perial 

a u t h o r i t y / , I n  the case o f  the Crown c o lo n ie s  in  V/est A fr ica  and the  

West I n d ie s , he had to  summon a l l  h is  in g e n u it ie s  to  ex tra c t from an 

u n w illin g  parliament such Im perial guarantees o f loans as were necessary . 

A fter IB95 and as a re su lt o f Chauberlain’ s e f f o r t s ,  c a p ita l and thought 

were bestowed on the ’undeveloped e s ta te s '  in  a measure never Imown b efo re . 

Naturally , th ese  'e s ta te s '  began to  demonstrate th a t they/ were good in v e s t 

ments. "Instead o f g ra n ts -in -a id  being  grudgingly g iven , loans were ra ised  

and expended productively  in  B r it ish  West A fr ica  and the re su lta n t in crease  

in  commerce and native ijirosperity perm itted revenue to  expand ten ,tw en ty , 

f if ty / and one hundred fold."^'^ Without such c a p ita liz a t io n  o f th e ir  econ

omic prospects the co lo n ies  in  West AMca would not have developed econan- 

ic a lly /. In o ther words, i f  the Im perial Government had continued to  enforce  

Lord Grey’ s p o lic y  in  i t s  most r e s t r ic t iv e  form, th e  forner c o lo n ie s  would 

today have remained in  backwood co n d itio n s .

if l . V/.H. Hancock, o, . c i t . Page I 69

42 . See Ronald Robinson e t a l: -  A frica  & the i^âa-V ictorians : The 
O ff ic ia l  Mind o f Im perialism , o . c i t .  xage 401

43. Lc Phee o .:-.c it. Page 22S .
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We w i l l  r e c a l l  , the con d ition s were favourable fo r  the execution  of 

Chamberlain's p o lic y . His c a l l  fo r  development o f the 'tr o p ic a l A frican  

e s ta t e s '  was the product o f a period in  which the necessaiy- c a p ita l were 

becoming moie abundant. Secondly, by the la t e  1890s the West A frican  

c o lo n ie s ' ta x  and revenue bases were firm ly e s ta b lish e d  and co n so lid a ted .

Thus they gradually reached a p o s it io n  whereby th ey  could generate surplus 

fo r  serv ic in g  intended loans from the London C apita l Market at commercial 

r a te s  or from the Im perial Treasury on 'medium' term s. T h ird ly , the 

demand fo r  th e ir  raw m ateria l products by a rap id ly  in d u s tr ia lis in g  Europe 

and North America was growing by leaps and bounds. F in a l ly ,  the p o l i t i c a l  

scramble fo r  'p la ces  in  the sun' and the acceptance by p u b lic  opinion o f 

im perial expansion helped to  in crease  support and reduce op p osition  to  h is  

p o lic y .

With the b en e fit  o f h in d s ig h t , i t  i s  not d i f f i c u l t  to  d iscern  seme 

l im ita t io n s  to Chamberlain's achievements in  the f i e l d  o f c o lo n ia l fin a n ce . 

Three in te r -r e la te d  p o in ts  would s u f f ic e .  F i r s b ,  he did not p ress f o r ,  

or succeed in  g e tt in g  the supply o f increased  ^ranfcs and g r a n t- lik e  resoour- 

ces  tran sferred  to the c o lo n ie s . Their c o l le c t iv e  need to  la y  the rud i

ments o f th e ir  transport in fra stru ctu re  at th e cheapest _ c s s ib le  c o s ts  was 

not fu l ly  appreciated . Thus, they were saddled in  the in ter-w ar years  

w ith  serv ic in g  charges the proportion  o f which were very much la r g er  than  

those they face  today. Secondly, though in i t ia l ly /  under the C olon ial 

Loans A cts, Chamberlain advanced government money at moderate rate of in 

t e r e s t ,  that i s  at l - ^ t  below market r a te s , the general emphasis was on 

commercialism; comr.iercial c r i t e r ia  fo r  ev a lu a tin g  investm ent expenditures, 

hence ex clu sive  priority/ to 'productive' and ' s e lf -b a la n c in g ’ p r o je c ts ,  

commercial in te r e s t  ra tes on c a p ita l subsequently/ ra ised  on th e  London 

money Market, e s p e c ia lly  a f te r  th e  Great War; and the commercial con d ition s  

to  be s a t is f ie d  before a colony could borrov/. That i s ,  i t  must be in  a
A'4p o s it io n  to  pay/ the in te r e s t  on the projected  loan  out of e x is t in g  revenue, 

i l f .  See below and Chapter 7»
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T h ird ly , from the A frican point of v iew , the need to  develop th e ir  resources  

fo r  th e ir  own b e n e fits  as w ell as fo r  th ose  o f the Im perial S ta te  smacks 

very much # f  e x p lo ita t io n  in  which t h e ir  own in te r e s t s  would be re lega ted  

behind those of ’the greater  population  which i s  o u t s i d e . I t  was not 

su rp r is in g , th ere fo re , to  find  that some of the men who succeeded Chamber- 

la in  used the la s t  po in t to  turn h is  development p o lic y  in to  an e x p lo ita t io n  

p o l i c y . l o s s i b l e  r e s tr ic t io n  to  th e colonies* in te r e s t s  was s t i l l  

ev ident in  the C olon ial development Act o f 1929 (the next major enactment 

in  t h i s  f ie ld  a fte r  the C olonial Loans A cts ), which required that expendi

tu res  from the C olon ial Developmient Fund should aid  and develop a g r icu ltu re  

and in d u stiy  in  the co lo n ie s  and thereby promote ’commerce w ith /or  in d u stly  

in  the United K i n g d o m T h e  e f f e c t s  o f  th ese  l im ita t io n s ,  the general 

w eight of tr a d it io n  in  c o lo n ia l th in k in g , and the la i s s e z - f a ir e  economic 

^liilosophy o f  the p er iod , a l l  canbined to  reduce Chamberlain's con tr ib u tion  

to  c o lo n ia l economics. One could lik e n  h is  in flu en ce  to  a b r ie f  breeze  

rather than a passing b lizza rd  o f change.

1 now turn to  a v a ila b le  s t a t i s t i c s  on o f f i c i a l  flow  fo r  the period  

covered by the chapter. F i r s t , l e t  us con sid er and s im ila r

disbursem ents. The cautionary note sounded e a r l ie r  on the blurred d is t in -  

tio n  between grants and loan s applied ver^ much during t h is  p)eriod fo r  

disbursement to  N ig e r ia .^  P rofessor S. H. Frankel estim ated  the d is 

bursement to  the whole o f  N igeria  between 1870 and 1933 to  be only £ 3 ,7 3 7 ,  

000.^^ This included £ 863,000 paid to  the N iger Company as part o f the

43. See F /n . 43 .

46 . C/B?. Hancock o . . c i t . Pages 168 -  1969

47 . C/F, O .D .l ,: -  B r it is h  Aid 3 •’ C o lon ia l Development, o u .c i t .

if8 . C /F , 3.H. Frankel : -  C apital Investm ent in  A fr ica , op. c i t . Page
171 F/N. (f)  .

49 . ib id  Table 33 Fage I 7I .
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50settlem en t tern s on revocation  of i t s  ch arter in  1859« I t  included

a ls o ,  a la rg e  element of the subsidy given fo r  th e maintenance of the

V/est African. F ron tier  Force. Because th e  North was la t e  in  developing

i t s  tax  base r e la t iv e  to  the South, the bulk o f the grants b efore the

Great War was given to  Northern N ig er ia . The whole terr itory / received

grants t o t a l l in g  £323,453 from th e C olon ia l Development Fund during the
51operation  o f  the 1929 A ct. I f  v/e assume th a t about h a lf  o f  the la t t e r

fund had been disbursed by 1935, and the ta b le  o f annual disbursem ents
52roughly supports t h i s ,  en  ad d ition  o f nearly  £162,000 to  F ran k el’ s 

estim ate  s t i l l  g iv e s  a figu re  o f l e s s  than £ 6in. fo r  the period  1867- 1940. 

T his was not a s izea b le  help  from the Mother country to  an underdeveloped  

country whose population had grown to  nearly  20 m illio n  by 1925* A 

meaningful ap p raisa l would emerge i f  v/e look  at the disbursement in  the 

context o f s im ila r  help given to  other c o lo n ie s . Between 1870 and 1935, 

the B r it is h  C olonies in  A frica  received  nearly  £30M. as g r a n ts - in -a id .  

N igeria  was c le a r ly  one o f the la r g e st  r e c ip ie n ts .  The t o t a l  disbursed  

to  a l l  B r it is h  t e r r ito r ie s  was ju st over £523Vi. I f  th e  purpose o f gran ts-  

in -a id  was to  su b sid ise  lo c a l  adm in istration  u n t i l  enougli lo c a l  revenue 

could be ra ised  to  pay fo r  recurrent ex^jenditures, i t  cou ld , th e r e fo r e , 

be argued th a t the sm allness o f the grant le v e l  was a r e f le c t io n  of the 

su ccess w ith  wMch the c o lo n ie s  quickly achieved f in a n c ia l independence. 

Again i t  could r e f le c t  a w illin g n e s s  to  be l e s s  generous as a means o f  

crea tin g  pressure on c o lo n ia l tr e a su r ie s  to  gather more ta x e s . However,

50. For d e ta i l s  of the compensation arrangement worked out between 
Chamberlain and G old ie, see  A. M cihee:- The Economic R evolution

In West A frrca o ^ .c it . Fage 87

51. A.W, Fim :- 'Public F inance' Ch. 5 in  M. Ferham (ed .) Mining,CoiTimerce 
. .  O r .c i t .Fage 244.

52. See G, H e lle in e r :-  Peasant A g r ic . ,Growth & Boon. Growth in  N ig er ia , 
o p .c i t .  ta b le  54, Page 227 fo r  f ig u r e s  given in  the Reports of the  
Accountant-General.
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i f  we look  at these ea r ly  disbursements in  the context o f development

needs and th e c r i t ic a l  ro le  ’ s o f t ’ aid p la y s  in  development expenditures,

we cannot but conclude th at today’s s c a le  o f development a ss is ta n ce  would

have been much reduced had more generous a tt itu d e s  p reva iled  in  the

Iiit)er ia l c a p ita ls  before the war. This i s  even more so , in  view of the

lim ited  borrowing p o te n t ia ls  o f th ese  t e r r i t o r ie s  during the period under 
53study.

A ssistan ce to  a l l  the c o lo n ie s  frcm the C olon ia l Development Fund 

during the period 1929 to  1940 was nearly £9̂ .1. or 10-15 s h i l l in g s  per 

ca p ita . A frican countries received  only modest aaounts, averaging about 

4 s h i l l in g s  per c a p i t a . N i g e r i a ’ s rece ip t v/orked out at 4 pence per head- 

of population and represented one o f fc’ne lo w est. As v/e s h e ll  see below, 

N ig e r ia ’s experience from th ese  ea r ly  disbursem ents was to  se t a precedent 

fo r  low o f f i c i a l  support from abroad, e s p e c ia l ly  when re la ted  to  her s iz e  

ariu population.

The money received  from the Fund was spent on communication develop

ment and some h ea lth  improvement. £ 114,450 was given  to  defray the ser 

v ic in g  cost o f se c tio n s  o f the railway' network. £51,000 went towards the  

co st of organising the lo c a l ground f a c i l i t i e s  fo r  the a ir  s e r v ic e s .

Among the ’d ir e c t ly  non-productive’ expend itures, a b oost o f £95,000 was 

given to  the scheme fo r  c o n tr o llin g  s le e p in g -s ic k n e ss . In a period when 

the railway was r e v o lu tio n is in g  the economic a c t iv i t i e s  o f the peasant 

fanner, l i t t l e  grant was a v a ilab le  fo r  a g r icu ltu re , th e  mainstay/ o f the  

economy. "So fa r  as the economic and s o c ia l  se r v ic e s  are concerned . .

N ig er ia  has received  l i t t l e  from t h i s  source apart from the grant in  conn-
5 5

e c t io n  with the s le ep in g -s ic k n ess ."  Hard h it  was education on which

the Government was m eeting no more than 10)v  o f the t o t a l  c o s t .  Out o f  a 

t o t a l  Government expenditure o f £5 ,757 ,180  in  1935, only £229,057 was spent

53. O/F, Frankel o . . c i t .  la g e  172

54. O .D .l ,: -  B r it is h  Aid 5 • C olon ia l Develoinmt. o c i t . Table l,F a g e  28 &

5 5 . Alan rim :- ’r u b lic  F inance, Ch.5 in  M.Ferham (ed .) Mining, Comme roe
. . .  o,. . c i t .  Fage 244
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on education . This represented £ l . l s . 2 d .  per head o f ch ildren  in  

school and th erefo re , one of the low est in  B r it is h  West A fr ica . Gold 

Coast (Ghana) was spending about £3 .10s.C d .^ ^  The bulk  o f the remaining 

90/t was being  supplied by European Church M issions. During th e period  

i t  i s  in te r e s t in g  to  note th at nearly £3^4 P.A. was being spent on Europ

ean s t a f f  to  run the Country.

OFFICIAL LCAJS. O f f ic ia l  or public c a p ita l  in flow  here r e fe r s  to  the 

c a p ita l ra ised  abroad by the lo c a l adm in istration  from e ith e r  Im perial 

Government or p riva te  sou rces. The burden of se r v ic in g  such c a p ita l be

comes the r e sp o n s ib ility  o f the S ta te . Before going in to  d e ta ils  about 

lo a n s , i t  may be appropriate here to  make an ob servation . There i s  some 

in co n s is ten cy  between the data a v a ila b le  as to  whether the disbursements

from C.D.F. which 1 analysed above were r e a l grants or th a t the grant ta g

57was m erely a misnomer to  conceal loans th a t must be rep a id , rim and
ISO .D .l," '' o la s s i f /  them as free  grants whereas ta b le  38, column 4 of ta b le s  

attached to Chapter 6 by F, A. Bower in  x. . i erham (ed .) Mining, Commerce 

and Finance in  N ig er ia , i s  supposed to  represent the in ter-w ar years annual 

're^ègmerit o f c o lo n ia l Development Fund Loans'. Since the forner evidence  

im plied  th at no loans were made to  N ig e r ia 's  from the C olon ia l Development 

Fund (C .D .F .),^^  the l i k e l i e s t  exp lanation  fo r  Bower's repayment f ig u r e s ,  

which in c id e n ta l ly ,  t o t a l le d  over £ 187,000 between 1530 -  1538, would be 

th at thep' represent the annual repiayment o f the 1887 N iger Government D e b t?

56, Extracted from Lord Hailey : -  A frican  Survey, 15th . E d itio n ,
Page 1305, Table XI.

57* See above F/Ï'h 35 «

58. See above F/lf. 54.

55 . C/B\ The cautionaiy/ note sounded on t h is  poin t e a r l ie r  in  the  
chapter.

60. See Table 20.
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Table 20 shows in  d e ta i ls  the bulk o f the loans ra ised  in  London 

by N igeria  during the p eriod . The p ra c tise  o f r a is in g  su b sta n tia l  

fo re ig n  loan was the outcome o f Chamberlain's p o lic y  who had, w ith in  a 

year o f tak in g  o f f ic e ,  encouraged the s ta r t  o f the Lagos and S ier ra -  

Leone ra ilw ays. As the ta b le  ex p la in s , the bulk o f the loans was e sse n t

ia l l y  fo r  developing the communication networks, e sp e c ia lly  the railway's, 

roads, bridges and harbours. The l e g is la t iv e  v eh ic le  through which the  

loan s were ra ised  was tw ofold . The C olon ia l Loans Act o f  1855 (and 

subsequent years) gave au th ority  to  the lirp/erial Treasuiy to  advance cap i

t a l  at moderate ra tes  to  su ita b le  c o lo n ie s . The C olonial Stocks Acts 

allowed the Crown Agents to  in sc r ib e  stock s on b eh a lf o f the c o lo n ie s  and 

i t  gave such bonds the stab us o f g ilt -e d g e d  tr u s te e  s e c u r it ie s  w ith  u l t i 

mate Im perial r e s p o n s ib ility . V/ithout t h is  Im perial guarantee the 

c a p ita l would have been d i f f i c u l t  to  r a is e .  However, as we s h a ll  see 

p r e se n tly , the cond ition  required of the c o lo n ie s  by the Im perial 'Govern

ment for  th is  support turned out to  be u n n ecessar ily  r e s t r ic t iv e .  N ig e r ia 's  

experience did not d if f e r  much from those o f her neighbouring s i s t e r  co lon 

i e s  in  V»est A fire  a , except th a t ,  being b igger and more populous, she borrow

ed on a larg er  sc a le . B efore the two p a r ts . Northern N igeria  and Southern 

N ig er ia  were amalgamated in  1514, the d if fe r in g  nature o f th e ir  c a p ita l 

expenditures n ecess ita ted  a d if fe r in g  approach to  c a p ita l- r a is in g .

Southern N igeria  secured the bulk  o f her c a p ita l fo r  railw ay con stru ction  

from the commercial market and unlike the North which was then concentrating  

on adm in istrative ex}.;ansion she made l i t t l e  use of Treasuiy; lo a n s . Even then  

the greater part o f N ig e r ia 's  loans ( l ik e  th e  r e s t  o f Tropical A frica) was 

ra ised  a fte r  the Great War when in te r e s t  ra te s  in  the London C apita l Market 

had increased appreciably r e la t iv e  to  the pre-war p eriod . B efore the war, 

the average e f f e c t iv e  in te r e s t  rate on N ig e r ia 's  debt was 3.84y«, but the  

average fo r  the c a p ita l ra ised  between 1515 and 1536 was 3.17/^* This 

fa c t  represents the f i r s t  c h a r a c te r is t ic  o f th e  c a p ita l jpaised by N igeria  

during the p eriod , namely the in te r e s t s  on the bulk of her loan s were high  

when compared w ith  serv ic in g  burden o f  the re s t  o f the Empire ou tSi.de A frica
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or w ith  the Union o f South Africa* P rofessor  Frankel has d iscussed  in  

some d e ta ils  the disadvantageous p o s it io n  o f the tr o p ic a l A frican c o lo n ie s  

in  t h is  respect* "It was during the e a r l ie r  (pre-war) period that the Cape, 

N atal and other South A frican S ta te s  were able to  borrow e x te n s iv e ly  from 

abroad at low in te r e s t  ra tes  and cou ld , th ere fo re , undertake considerab le  

development* The other A frican t e r r i t o r ie s  entered the world econony/ la t e r ,  

and were not able to  borrow as cheaply* Their economic expansion was thus 

g r e a t ly  c u r ta ile d . " "An o f f i c i a l  Government c a lc u la t io n  in  1939 gave 

4 . 69̂ 0 as the average rate (on N ig e r ia 's  Debt) and ca lcu la ted  at the same 

tim e that the t o t a l  overseas in te r e s t  b i l l  o f N ig er ia  absorbed one-quarter
62o f  the t o t a l  revenue." I s h a ll  return to  a d e ta ile d  look  at the p o in ts  

ra ised  by the la t t e r  part o f  the la s t  quotation* F ir s t  a d e ta iled  look  

at Table 20. There were e s s e n t ia l ly  two sources o f loanable c a p ita l a v a il

ab le to  N ig er ia , but the disbursement from the Exchequer was in  absolute  

terms in s ig n if ic a n t .  An appropriate in ference must be that fo r  N ig er ia , 

o f f i c i a l  backing o f her c a p ita l requirements from the p rivate  market was 

more important to  her than supply emanating frcm th at source. Column 2 

shows th at by and la r g e , loans were ra ised  reg u la r ly  at 3 -4  years in te r v a ls .  

C y c lica l f lu c tu a tio n s  in  world economic a c t i v i t i e s  did not seem to  have 

in flu en ced  d ir e c t ly  the r eg u la r ity  o f  Goverment borrowing, though they  

g rea tly  a ffe c te d  the ex tern a l and in te r n a l trade and th e flow  o f private  

fo re ig n  c a p i t a l . I n  th e o iy  however, f lu c tu a t io n  in  exp^ort and imports 

and th erefo re  in  custom revenue was expected  to  in flu en ce  g rea tly  the 

Governnent's capacity  to  r a ise  c a p ita l and a lso  the s iz e  o f  the c a p ita l
64

ra ised . Few o f the loan s were ra ised  as short- t e m  debentures and in  

any case they  were quickly redeemed by lo n g -te m  fix e d  in t e r e s t  bearing  

bonds. The average m aturity period fo r  th e  long-term  loan s was over 25 

y ea rs , but in  view o f the r e la t iv e  high in te r e s t  ra tes  the o v e r a ll terms

61. S.H. Frankel: -  C ap ita l Investment in  A fr ica , o p .c i t .

62* W.H. Hancock* o p .c i t . Page 169, F /k . 2 . See a lso  Table 21*

63. C/F. Frankel o p .c i t . Page 191.

64. See below Pages 324-325 and F/N. 84 .
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were thereby not appreciably ’ so ften ed ’ . Table 20 shows that the t o t a l  

cum ulative c a p ita l a c tu a lly  r e a lise d  between 1874 and 1935 amounted to  

£2*1,744,014. Since no fu rth er  loan was ra ised  before the outbreak of 

war in  1939, t h i s  figu re  rep resen ts the o v e r a ll amount of ex ter n a l loan  

a v a ila b le  to  N ig eria  before the operation  o f the C olonial Development and 

Welfare (C.D, & W.) A cts. The f lo a ta t io n  c o s t  over the period  amounted 

to  nearly  £2^M -  a high c o s t  r e la t iv e  to  the c a p ita l in vo lved . What ’ s 

more the £ 41‘‘I fig u re  a c tu a lly  represents the amount o f money th a t had 

been tu m ed -over through borrowing to  repay or serv ic e  previous debts and 

not the ’e f f e c t i v e ’ amount th a t N igeria  p rod u ctive ly  employed. Of the  

£ 41, 744,014 r e a lis e d , £ 16, 072,203 was employed to  redeem previous d eb ts, 

lea v in g  only £ 25, 671,811 fo r  e f f e c t iv e  investm ent over the period  1874-  

1940.^^ This f a c t ,  th at a la rg e  part o f th e  loan s ra ised  by N ig er ia  (about 

38^) was e s s e n t ia l ly  fo r  tu rn in g-over and s e r v ic in g  previous loan s r a ise s  

some in te r e s t in g  p o in ts . Not only was such a large sum in t r in s ic a l ly  

unproductive from N ig er ia ’ s poin t o f  v iew , i t  a lso  showed how unwise was 

th e proviso th at N igeria  ( l ik e  other colonies)m ust haæ adequate surplus to service

65. ®/P. A.W, Pirn:-  'P ub lic  F inance’ in  M. Perham (ed .) o p .c i t . Page
255 and S.H. Frankel o p .c i t . Table 33 Page I 7I .  P ro fessor  Frankel 
estim ates the t o t a l  'p u b lic  l i s t e d  c a p it a l ’ disbursed to  N ig er ia  
between I 87O and 1935 to  be £ 3 4 ,7 2 1 ,0 0 0 , of which £26 ,813 ,000  was 
raised  by lo a n s. The £3M odd discrepancy between h is  f ig u r e  and 
mine might be due to  F rankel’ s unawareness at th e  time o f w ritin g  
h is  book th a t the 1935 loan was to  be used purely  fo r  conversion  
purposes. He had otherw ise excluded conversion c a p ita l from h is  
estim ates o f Government c a p ita l .
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a p rosp ective  loan before such loan could be r a ise d . This con d ition  would 

have been prudent in  other circum stances -  a f te r  a l l ,  N ig e r ia 's  export 

earnings we:-re subject to  regular f lu c tu a t io n  fran one year to  another such 

as to  make serv ic in g  d efau lt th e o r e t ic a lly  p o s s ib le .  Furthermore, the  

outflow  o f investm ent income and am ortisation  bore a high proportion to  

Government's revenue. However, sin ce in  p ra ctic e  N igeria  was ab le to  

tu rn -over her debts by ra is in g  fu rth er loan s to  se r v ic e  previous ones, 

rath er than pag' fo r  them e x c lu s iv e ly  from current revenues, the proviso  

in  e f f e c t  became in op erative  fo r  i t s  o r ig in a l purpose. I t  succeeded however 

as a symbol o f  ju d ic iou s f in a n c ia l management in  m aintaining in v e sto r s  

confidence in  c o lo n ia l sto ck s. Because i t  v̂ as o f f i c i a l l y  adhered t o ,  i t  

reduced the capacitp' of N igeria  to  borrow e x te n s iv e ly . Had the colony  

not been able to  avoid the irümediate problem of sem^ice disbursem ents th r -
I
I ough fu rth er  borrowing, i t  would undoubtedly have been a more relevant  

c o n d i t i o n . i t  turned ou t, i t s  e f f e c t  was to  l im it  N igeria  to  an 

amount that fo r  development purposes was g ro ssly  inadequate. The in ference

i s  t h a t  i t  a c te d  as  a check  to  develo_£raent. T h is  in ad eq u acy  o f N i g e r i a 's  

b o rro w in g  a c t i v i t y  was n o t ic e d  a s  e a r ly  a s  1926 by  th e  th e n  J u n io r  m in i s te r  

i n  th e  C o lo n ia l  O f f ic e  when he to u re d  Vfest A f r ic a .  I n  c a l l i n g  f o r  a  l e s s  

r i g i d  and r e s t r i c t i v e  a t t i t u d e  from  th e  l o c a l  a d m in is t r a t io n ,  he com pared 

th e  D.ow f o r e ig n  i u b l i c  d eb t o f  N ig e r ia  ( f l  p e r  c a p i t a )  w ith  th o s e  o f  s im i la r  

c o lo n ie s  (Gold C oast £ 3 * 1 2 s .8 d .,  C eylon :o 2 .1 7 s .6 d .)  He a ls o  drew a t t e n t i o n  

t o  th e  " r a p id ly  a d v a n c in g  developm ent o f th e  t e r r i t o r y "  f o r  w hich " f u r th e r  

lo a n  would be r e q u i r e d ,  and prcn/ided a s u b s t a n t i a l  c a sh  re s e rv e  i s  r e t a in e d ,  

1 f e e l  t h a t  t h e r e  would be no a n x ie ty  abou t u n d e r ta k in g  such  f r e s h  c a p i t a l  

c ommi t ment s . " As th e  t a b l e  shows th e  M i n i s t e r 's  h o p e fu l  c a l l  d id  n o t 

p roduce  much r e s u l t s .

1 now tu r n  to  a  s l i g h t l y  d e ta i l e d  a n a ly s i s  o f th e  ways th e  ' r e a l '  

lo a n  o f n e a r ly  £26M was expended. The f i r s t  p o in t  to  b e a r  i n  mind i s  th e

66* C /^ . R ep o rt o f th e  Hon. V7.G.A. O nnsby-G ore, on h i s  v i s i t  t o  West
A f r i c a . Qmd 2744 1926 Page 131.

67 . Loc c i t .
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fa c t  th a t the f u l l  amount o f each loan Tfas not tran sferred  in to  the colony  

in  th e year in  which i t  v/as r a ise d , but tr ic k le d  in  by sm all instedm ents.

For example, th e  disbursement o f the 1923 and 1930 loans flowed in to  Nig

e r ia  in  a period covering more than a d e c a d e . H o w e v e r ,  there was no 

doubt about the need fo r  and the su c c e ss fu l con tr ib u tion  o f loan expendi

tu re  to  N ig e r ia 's  economic grov/th during the in ter-w ar yea rs . A c h ie f  

fea tu re  o f ex tern a l c a p ita l usage in  the f i r s t  h a lf  o f t l i i s  century was 

th a t the scox^e fo r  expenditure out o f borrowed funds was narrowed almost 

e x c lu s iv e ly  to  d ir e c t ly  productive, canner c ia l ly -v ia b le  in fra stru c tu ra l 

p r o je c ts .  The minimum cond ition  was th a t such schemes, p ro jec ts  and 

sx-ending departments must be ' s e lf -b a la n c in g ' , th a t i s ,  they must w ith in  

a short time be able to  generate income ccmmesurate w ith th e ir  c o s ts  or 

exp en d itu res. This cond ition  aga in , was the product of the economic and 

s o c ia l  philosophy o f the period , and as w ith g r a n ts - in -e id s , ’d ir e c t ly  

non-productive' and/or lo n g -g esta tio n  s o c ia l  and economic in fra stru c tu ra l 

develo_.jment was consequently not catered  fo r  out o f the liig h ly  expensive 

loan  funds. Since the Governnent saw i t s  ro le  in  the a g r ic u ltu r a l f i e ld  

e s s e n t ia l ly  as a provider o f research , advice and ad m in istrative  s e r v ic e s ,  

the va lue o f which could not be e a s i ly  q u a n tif ied , t h is  d ir e c t ly  productive  

bacid)one o f th e  economy was scarce ly  a s s is te d  out of loan funds except 

in d ir e c t ly  through the p ro v is io n  of transj^ort and communication networks.

On the o th er hand, i t  must be a lso  poin ted  out that no commercial loan was 

ra ised  fo r  admin is tr a t iv e  purposes. In th is  re sp ec t, N ig eria  d if fe r s  in  

the in ter-w ar years from other co lo n ies  l ik e  Keny-̂ a and Northern Rhodesia 

(Zambia) where ad m in istration , public b u ild in g s  and other 'd ir e c t ly  unpro

ductive' expenditures accounted fo r  a f a ir  s iz e  o f th e ir  loan  usage.

Another notab le fea tu re o f the period v/as th at cax)ita l expenditures out of 

loan  funds to g eth er  with investm ent in  f ix e d  a s se ts  by fo re ig n  private firm s  

in  comraerce, banking and m ining formed th e bulk o f jTgoss c a p ita l formation  

in  the 'modern' secto r  o f the economy. The p rec ise  s iz e  o f t h is  contr ib -

68. C/F, I/i. Ferham (ed) Iiin ing , Goinraerce & Finance in  N ig er ia , o p .c i t .  
T ables 36 & 37.

69. A. F im :- m b l i e  Fiance in  ib id . Fage 253-236.
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u tio n  i s  not known since the c la s s i f i c a t io n  o f Govemaent expenditures  

at th e time was on departmental b a s is  and no d is tr in c t io n  was drawn be

tween v/hat amounts were fo r  recurrent and in v esta en t exp en d itu res. As 

a p roportion  o f aggi’egate c a p ita l expenditure i t  was alm ost c e r ta in ly  

higlier than any; th ing accomplished today by- fo re ig n  aid and n o n -o il fo re ig n  

p r iv a te  e n te r p r ise ’s contribution .^^

Of the nearly  £23. 3̂ .1 ra ised  fo r  d ire c t in ca n e -y ie ld in g  in f  ra st ructun- 

a i r e je c ts  during the p eriod , e l e c t r ic a l ,  p o s ta l ,  water sup)ply and sewage 

schemes took  n e a iiy  £ 2Ii, ^ o rts , harbours end oth er marine p r o je c ts  absorbed 

£ 4 . 71,1, roads and bridges accounted fo r  41.%  , and more than £17H went to  

the co n stru ction  of the railv/ay network. I  s h a ll  expand on th e la s t  item . 

The railway;- con stru ction  in  N igeria  incurred the h ea v iest c a p ita l  expendi

ture o f a n y  Crown colony railv/ay . I f  v/e add the co st of r a is in g  the r a i l 

way- loan s to  the above r e a lise d  amount, we fin d  that ’t o t a l  c a p ita l  expend

itu r e  stood at £ 22. 930,846 at 3 1 s t . march 1936, on which the annual in te r 

e s t  charges had reached £ 1 .0 4 8 ,7 2 9 , or the very large proportion  o f 33/  ̂ o f
71

the gross r e c e ip ts  o f the railway and i t s  a .uxilia iy  undertakings. ' In 

s p ite  o f  the heavy c o s ts  and charges, the railway; along v/ith o th er tran s

port undertakings was e s s e n t ia l in  many resp ects  fo r  the oy.ening up o f such
72

a v a s t  te r r ito r y  as N ig er ia . ' The main l in e  s ta r ted  in  I 896 from the  

c o s ta l  teim inus at Lagos and reached the great commercial cen tre  of Kano 

on the fr in g e  of Saliara Desert in  I 9I I .  The in fr a s tr u c tu r a l development 

o f th e countly  was o f course not solely;- financed  out o f loan fund. For 

example the con stru ction  o f  part of th e Northern Line was financed  from 

funds advanced by the r e la t iv e ly  w ea lth ier  Southern N igeria  in  the day;s 

b efore amalgamation. Furthermore, the E a ster |r eg io n  railw ay and Port Kar- 

court terminus were b u ilt  at a co st o f  £ 2l.i, e n t ir e ly  financed out o f lo c a l  

revenue and reserv es .

"The m otives fo r  railways b u ild in g  in  N iger ia  have been economic, 

ad m in istra tive  and humanitarian. The su ccess o f the p o lic y  in  eveiy- waŷ "

70. See below Chapters 7 & 8 .

71. S.H. Frankel o, . c i t .  Page 393
72. See A. iucPhee ô  . c i t . Pages 110-113
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has been phénoménal. The export trade in  t in ,  c o a l, co tton  and ground

nut i s  the creation  of th e  ra ilw ays, w hile the export f ig u r e s  of pain o i l

and palm k ern e ls , cocoa and Mdes could not be w'nat they are today apart
73

from the railway;s. ’ ' Northern Nigeria, exported a t o t a l  o f 995 tons o f  

ground-nut in  I 9IO. A fter  the a rr iv a l o f  the railw ays at Kano, the export 

f ig u r e  jumped to  19,288 ton s in  1912, 78 ,000  tons in  1924 and 127,000 ton s  

in  1925. ’This remarkable development i s  almost entirely^ due to  the r a i l 

way's.' '^ The extension  to  the Bauchi T in F ie ld s  enormously reduced the  

co st o f transporting  ore to  the coast fo r  exp ort, thereby; g iv in g  stim ulus 

to  expanded production. Railway'" and road ex^jension combined to  give a 

great boost to  cocoa production , e s p e c ia l ly  a f te r  the great war. Export 

expianded from 3,600 tons in  1913 to  45,000 tons by; 1925. I f  expenditures 

out o f loan  funds catapu lted  N igeria  in to  the world trad in g  arena, and

thereby in i t ia t e d  a period (1911-29) o f rapid economic growth p rev iously  
75unknovm, the b e n e f its  to  her i^easant farmers were not w ithout c o s ts .

Since expenditure on railway^s absorbed more than 7D/5 o f totaJ. loan expend

it u r e s ,  the bulk o f d eb t-se rv ic in g  by N ig er ia  was consequently accounted 

fo r  by the railway account. The C olon ial 'Government' s annual Accounts 

and F inan ces, and Railway Reports gave d e t a i l  inform ation about the f in a n 

c i a l  im p lica tio n s o f the heavy debt s e r v ic e s  faced by the railway; a u th o r it

i e s .  S u ffice  i f  here to  say that in  the pre-war period (and a fter ) the 

annual operations more o ften  than not ended s l ig h t ly  under the break-even  

margin than above i t .  With nearly a m illio n  pounds required every y ea r , 

to  serv ice  the loans ra ised  fo r  i t s  co n stru ctio n , i t  was not su rp risin g  

to  fin d  th at a railway earning about £2il gross income and spending as much 

on i t s  running c o s t ,  had to  be burdened w ith  continuous se r v ic in g  d e f ic it s ? ^  

The railway account was separated from general government accounts 1936/37#  

The attempt to  'un-departm entalise' i t s  operations and su b s titu te  a commerc

i a l  o r ien ta tio n  was eq u ally  matched w ith a r e a lis a t io n  o f the sp ec ia l  

nature o f i t s  f in a n c ia l problems. vVliat v/as e s s e n t ia l ly  a s o c ia l  and econ-

73. ib id . Pages 110-111.

74# Report by the Non. V/.G.A. Ornsby;-Gore. o^ j.c it. Page 123.

75. C / P .  Ct .  H ellein er: -  Peasant Economy . . .  o p .c i t .  Chpt. 1 .
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omic i n f r a s t r u c t u r e  w ith  a  lo n g - g e s ta t io n  p e r io d  co u ld  n o t be e x p e c te d  

to  y i e l d  com m ercial r e tu r n s  i n  a  s h o r t  t im e .  The d e b t - s e r v ic e  problem s 

o f  th e  ra i lw a y  h ig h l ig h te d  th e  o v e r a l l  d e b t s e r v ic e  bu rd en  o f  th e  c o lo n y .

The s o r t  o f d e b t - s e r v ic in g  w hich  u n d e rd e v e lo p e d  c o lo n ie s  o f  A f r ic a  

had to  u n d e rta k e  i n  th e  p e r io d  b e fo r e  th e  Second W orld War was rem ark ab le  

i n  i t s  ap p a re n t bu rdensom eness , when com pared w ith  th e  s i t u a t i o n  today;.

I  say rem arkab le  b ecause  i f  we u se  th e  c u r r e n t ly  f a s h io n a b le  c r i t e r i a  f o r  

e v a lu a t in g  d e b t - s e r v ic in g  and d eb t b u rd en  p r o b l e m s , a n d  make a llo w an ce  

f o r  th e  g r e a t e r  u n c e r ta in ty ;  s u rro u n d in g  th e  c o lo n ie s  e x te r n a l  t r a d e ,  i t  

was a n o ta b le  ach ievem ent t h a t  th e y  d id  n o t d e f a u l t  o r  undergo  r e s c h e d u lin g  

o p e r a t io n s .  I t  was t r u e  t h a t  as  c o lo n ie s ,  w ith  u l t im a te  I m p e r ia l  re s p o o n s -  

i b i l i t i e s  f o r  t h e i r  d e b t ,  t h e i r  s to c k s  w ere more o r  l e s s  g i l t - e d g e d .  A gain 

i t  was t r u e  th a t  th e  c o n d it io n s  im posed Ui>on t h e i r  b o rro w in g  a d v e n tu re s  

p re v e n te d  in ju d ic io u s  lo a n s  b e in g  c o n t r a c te d  and t h a t  a  c o n s e r v a t iv e  f i n 

a n c ia l  management p re c lu d e d  e x te r n a l  l i q u i d i t y  p rob lem s a r i s i n g .  However, 

t h e i r  e x p e r ie n c e s  conform  to  my e a r l i e r  c o n te n t io n  t h a t  th e  fu n d am e n ta ls  

o f  s u c c e s s fu l  d eb t b e a r in g  and s e r v i c in g  l i e  in  th e  b a s ic  s t r e n g th  o f  an 

economy;, i t s  lo n g -te rm  developm ent p r o s p e c ts  and su b seq u e n t e r t e r n a l  con

f id e n c e  g e n e ra te d , r a th e r tb a n  i n  s h o r t - te r m  c o n s id e r a t io n s .  By t h e i r  

r e l a t iv e ly /  s u c c e s s fu l  a b i l i ty ;  to  d is c h a rg e  heavy d e b t o b l ig a t io n s  d u r in g  

t h i s  pre-v70.r p e r io d ,  th e  econom ies o f  t r o p i c a l  A f r ic a ,  in  t h i s  r e s p e c t ,w e re  

in  b e t t e r  sh ap es  a s  com pared w ith  th e  1960s. I t  i s  n o t s u r p r i s i n g ,  t h e r e 

f o r e ,  t h a t  funded  s to c k s  a n d /o r  p o r t f o l i o  in v e s tm e n t form a  n e g l i b ib l e  

X)art o f  c a p i t a l  r e s o u r c e s  f lo w in g  i n t o  th e  c o n t in e n t  today/.

P r o fe s s o r  F ra n k e l h a s  d e a l t  w i th ,  i n  some d e t a i l , th e  p rob lem s a s s o c 

i a t e d  w ith  heavy deb t bu rd en  fac e d  by /v fr ic a n  c o u n tr ie s  in  th e  i n te r - w a r

79y e a rs  and more e s p e c ia l ly  , d u r in g  th e  D e p re s s io n . I  do n o t in te n d  to

76. C/F. S.H, Frankel o, . c i t .  Page 313.

77» See above, Chpt. 3»

78. ib id . Page 67.

79. S.H. Frankel o p .c i t .  Chpt. 3 S ec tio n  1.
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d u p lica te  h is  an a ly sis  in  so fa r  as i t  i s  re la ted  to  N ig e r ia . However,

I  make use of some of h is  data in  pursuing my; own l in e  o f arguement.

T a b le  21 shows th e  f i n a n c i a l  p o s i t i o n  o f  N ig e r ia  a s  r e g a r d s  h e r  d e b t 

o b l i g a t i o n s .  Column 1 shows th e  i n t e r e s t s  p a id  d u r in g  a  decade in  th e  

i n t e r - w a r  y e a r s .  The ra ilw ay /s  a c c o u n te d  f o r  betw een  £0 .9N  and £lin o f 

t h e  a n n u a l t r a n s f e r .  I f  we r e l a t e  th e s e  f ig u r e s  t o  th e  av e rag e  £200 ,000

which th e  Govermient rece ived  as in te r e s t  on i t s  investm ents in  the I.ondon
80m arket, we find  th at the balance o f in te r e s t  payment alone shows an 

ou tflow  o f  about £11;: annually". Column 3 r e f le c t s  th e  ad d ition s o f  

am ortization  con trib u tion  to  the in te r e s t  payments. The peak payments 

were made during the Great D epression, other\"/ise debt s e r v ic in g  was fa ir ly ;  

s ta b le .  Because the c a p ita l ra ised  by; th e  'Governiitent fo r  railw ays and 

oth er p u b lic  works were o f f ix e d - in te r e s t  charges, adverse tern s o f trade  

and d eg ression s in  pa .rticu lar caused such charges to  p lace  a heavy burden 

on a v a ila b le  resources. The d eb t-serv ice /ex p o rt earning r a tio  rose fron  

7.5a  in  the boom year o f  1929 to  19.0/a in  1934, When the e f f e c t s  o f the

d ep ression  were at th e ir  most severe . The most in form ative r a tio  con

cern ing  the weight of f ix e d  debt se r v ic in g  on the economy; was that r e la t in g  

debt charges to  gross government revenue. Apart from the extreme pressure  

o f the depression  y ea rs , column 7 shows th a t on average, between l / 5  and 

1 /4  o f  Government income was somehow made a v a ila b le  fo r  se r v ic e  o b lig a tio n .  

This fa c t  exam plified the cru c ia l p o s it io n  which ex tern a l finance held in  

the pre-war c o lo n ia l economy o f N ig er ia . Other data supports th is  p o in t .

In 1936- 3 7 , a normal f in a n c ia l year, the reserves o f the colony stood at
81£ 3 , 932, 415 , or nearly" a t r ip le  o f th e  debt charges fo r  th a t year. I t  

was only  h a lf  a m illio n  pounds la rg er  than the combined p u b lic  and p r iv a te  

investm ent income tran sferred  in  the same year. The ta b le  o f course d ea ls  

only; w ith  ^Government acquired debt and I have not added the outward rem itt-

80 . The average market value of Govemrient investm ents abroad in  the  
decade 1926/27 -  1937/38 was about £,8M. See II. Perham (ed),M ining
Commerce & F in an ce ., od. c i t .  Table 34.

81. To t h i s  l i q u i d i t y  p o s i t i o n  may be added th e  above a s s e t s .  I n  
1 936 /37  i t  s to o d  a t  £7.Gvi.
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ance o f p r o f i t s  and dividends by p riva te  b u sin ess  because th ese  by and 

la r g e , im m ediately flowed back as reinvestm ents fo r  fu rth er  expansion.

In other words, th is  was a j^ riod  when p r iv a te  fore ig n  f iim s  were taking  

roots and co n so lid a tin g  th e ir  p o s it io n  tlirough m assive ploughing-back  

programme. For the sake o f comparison w ith  modem flo w s, i t  may be apt 

to  record here th at the r a t io  of investm ent income to  merchandise export 

was about 2 1 /, and to  gross government revenue about 5Q/̂ . Column 9 of  

Table 21 shows the growth o f com ulative d eb t. The outstanding amount 

reached a peak in  1930. By 1939 due to  repayments and th e  absence o f f r 

esh borrowing, the to ta l  had dropped to  nearly  £234, and remained so u n t i l  

a fte r  the war.

A comparison of N ig e r ia 's  debt burden and s e r v ic in g  w ith  those o f  

Gold-Coast (Ghana) during the period brings out c e r ta in  important fe a tu r e s . 

The la t t e r ' s  debt charges averaged under £C'. 74 in  the years 1928-35. Her 

debt serv ice /ex p o rt earning rate averaged 8/- and reached a peak o f 9«^^ 

during the D epression. Her average debt-charge/revenue r a tio  was s l ig h t ly  

l e s s  than that of N igeria  and reached a lower peak (29*5/) during the
82D epression . The la s t  r a t io  i l lu s t r a t e s  th e underdeveloped nature of  

both cou n tries' taxab le c a p a c it ie s  and ta x -g a th er in g  a b i l i t i e s .  The 

d ifferen ce  in  the s iz e  o f the debt charges and export r a t io s  were due to  

th ree  factors: ( l )  'lold-Goast ra ised  a sum l e s s  than h a lf  the s iz e  o f  

N ig e r ia 's  fo r  her in f  rast m et ur a l development though the types o f expendi

ture were broadly s im ila r . ( 2) O ffi c i a lly - in sp ir e d  c a p ita l in flo w  formed 

a sm aller part o f the to ta l  ex tern a l resources a v a ila b le  to  her. In o th er-  

words, she a ttra cted  a r e la t iv e ly  la r g er  amount o f  p r iv a te  eq u ity  c a p ita l  

than N igeria . Since the s iz e  of eq u ity  returns v a r ie s  w ith  the p rev a ilin g  

economic c o n d itio n s , she was le s s  burdened w ith  a r ig id  o b lig a tio n  to  

tr a n sfe r  abroad fix e d  in te r e s t  charges. She im p lic it ly  weathered the de

p ression  b e tte r  than N iger ia . ( 3) Because m inerals e s p e c ia l ly  gold  account

ed fo r  a r e la t iv e ly  su b sta n tia l part o f her exports during the p eriod , 

she experienced l e s s  f lu c tu a tio n  in  the ^ r ices  o f her exports as compared 

w ith  N igeria . I f  consider th ese  fa c to rs; the h igh in te r e s t  ra tes  and

82. C/P, S.H. Frankel: o^ ..cit .Table 37 Fage 1^2.
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the proportion which the s e r v ic in g  co st bears to  government income, 

reserv es  and export earn ings, the c y c l ic a l  f lu c tu a t io n  in  the tern s o f t r 

ade o f N ig e r ia 's  exports; the in fr a s tr u c tu r a l and lo n g -g esta tio n  nature 

o f the expend itures, and the fa c t  that th ey  were f ix e d  to  ex tern a l purch

ases e x c lu s iv e ly  from the 'Mother Country ' ; we reach a con clusion  that the 

c a p ita l ra ised  by N igeria  before World War II  were in  retrosp ect on hard 

term s. They compare unfavourably^ w ith what are a v a ila b le  today.

With the above a n a ly s is  in  mind, the reader might wonder whether an 

in co n s is ten cy  does not e x is t  between on one hand my a sse r tio n  -  supported 

by others^^ -  th at the amount ra ised  was in s u f f ic ie n t  fo r  the ta sk  of  

developing the country and on the o th er hand, mŷ  above demonstration of 

the extreme weight of th e  burden o f debt se r v ic in g . herhai-'S the in c o n s is 

tency  can read ily  be resolved  by b lan in g  the hard terms o f the loan s,b u t  

in  the case of N iger ia  a deeper and lore fundamental approach i s  required .

Tr'e have seen how th.e colony; was able to  postpone the onerous e f f e c t s  o f  

debt charges by regularly; turning over her debts. As long as t h i s  type 

of manoeuvre we.s y c s s ib le ,  the weight o f debt charges could be postponed 

to  an in d e f in ite  future d ate , ^erhaps u n t i l  the economy had 'taken o f f  .

In  th a t sense one can, th ere fo re , ta lk  o f inadequate loan c a p ita l .  In  

th e  long ruii however, the problems ra ised  by debt serv ic in g  would have to  

be faced . N ig e r ia 's  long-run came rath er abruptly in  193^ when no 

fu rth er  loans v;ere contracted . Prom th a t ^ear th e d i f f i c u l t i e s  inherent 

in  serv ic e  payments as analy'sed above became o p era tiv e , N ig e r ia 's  exper

ien ce  showed th at the apparent c o n f l ic t  could be reso lved  by s ta t in g  c le a r 

ly what period one was d ea ling  w ith  and th e type o f  fa c to rs  operating  dur

in g  th at p a rticu la r  p eriod . Two other comments on that exp erien ce. One 

asp ect of the co lo n ifd  monetary p o lic y ,  that i s ,  the working of the ' 100;ü 

S te r lin g  exchange standard' accentuated the e f f e c t s  on the econoiiy of 

heavy; external payments. In  period  o f depression  not only did f ix e d  heavy 

pay;ments have to  be tran sferred  abroad out o f dep leted  incomes but such

83 . O/p. Prankel o - . c i t . I'age 1?2; h d h e e  ,0: . c i t . Page 213, and 
Onnsby;-dore Report o u .c i t .
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tr a n sfe r  had to  be accompanied by heavy in te r n a l d e f la t io n . Purtheimore, 

because o f th e  requirement to  back the currency in  c ir c u la t io n  in  West 

A frica  w ith  100^ s te r lin g  a s s e t s ,  the large  sum accumulated by the West 

A frican Currencry Board could not be made a v a ila b le  to  the c o lo n ia l Govern

ment fo r  development purposes. The system in  e f f e c t  forced  the c o lo n ia l 

Government to  f lo a t  loans on the London C apita l Market at an e x c e ss iv e ly  

high co st (o f  f lo a ta tio n )  which could have been avoided or reduced i f  

Government could have borrowed d ir e c t ly  frcm the Board. Furthermore, the  

ra te s  o f in te r e s t  on market loans ra ised  by the N igerian Government were

higher during the period 1870-1939 than the average ra te  o f in te r e s t  on
Bifinvestm ents received  by the currency board.

■PRIVATE CAPITAL I have e a r l ie r  on analysed the opening up o f N igeria  

to  fo re ig n  p r iv a te  ca p ita lism  and traced the h is to r ic a l  foundation o f the  

many s p e c ia l fea tu res  r e la t in g  to  the ro le  and p o s it io n  o f  such resource- 

in flow  w ith in  th e economy. I now want to  quantify  th a t p o s it io n  and 

d iscu ss  b r ie f ly  some other important a sp ects  o f the r e la tio n sh ip  between 

fore ign  p r iv a te  e n te ip r ise  and the N igerian Economy. That re la tio n sh ip  

could be d iv ided  in to  th ree d is t in c t  p h ases, each having i t s  own p a r tic u la r  

fea tu res  and i t s  p a r ticu la r  impact. The f i r s t  phase was the piecem eal 

opening up o f the te r r ito r y  to  external trade o ften  by one or two-man trad 

ing  ’f i lm s ’ . The exceptions were the Royal N iger Company'’ and the B r it is h  

Cotton Growing A sso c ia tio n . The tr a n s it io n a l period between the f i r s t  

and the second phase was th e decade 1919-1929, during which a s e r ie s  of 

amalgamation^that culminated with the fo m a tio n  o f the United A frica  Company. 

(U.A.C.) in  1929, changed the organ isa tio n a l format o f p r iv a te  fore ig n  in v e s t 

ment in  N ig er ia . (This phaëe la s te d  u n t i l  the la te  f i f t i e s  when import-
- . . . V

su b stitu tio n  manufacturing (as opposed to  pure merchandising) began to  assume 

greater  emphasis in  the o r ien ta tio n  and déploiement o f  fore ig n  c a p ita l .  The 

d is t in c t io n  between the f i r s t  two phases was the organ isa tion  refinem ent;

BA. C/P. J , Mars, in  M. Perham (ed .) o p .c i t .  Page 203. For a d e ta iled  
a n a ly s is  o f  the working o f  the 100^ S te r lin g  Exchange Standard and 
the fu n ction s o f the West A frican Currency Board see the same a r t ic le  
e n t it le d  ’Money, P ub lic Finance and E xternal Payments’ Chpt. IV, A 
la t e r  le s s -d e ta i le d  ’Pro and Con’ type a n a ly s is  i s  provided in  an 
a r t ic le  e n t it le d  ’A Fiduciary Issu e  o f West .African Currency’ . U.A.C. 
S t a t i s t i c a l  & Economic Review (S .E .R .) No. 16 Sept. 1955.
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between the second and the th ir d , the fu n ctio n a l realignm ent. The remain

in g  se c tio n  of th is  chapter d ea ls  w ith the la t e r  part o f the f i r s t  phase and 

the e a r l ie r  part o f the second, up to  the outbreak of World War I I .

An e a r l ie r  d e ta ile d  fa c tu a l s u r v e y ^ a n d  h is t o r ic a l  analysis^^  are 

a v a ila b le  fo r  the p eriod , I do not in tend  to  cover the same tra ck s . My 

co n tr ib u tio n  here i s  to  look  at the main featu re in  th e l ig h t  o f present 

day exp erien ce, r e la te  the m ateria l more d ir e c t ly  to  my c r i t i c a l  stance and 

continue the comparative approach wherever e s s e n t ia l .  P riva te  fo re ig n  

ca_vital during th e  period was in vested  in  commerce, m ining, banking and 

sh ip p in g . There were some 'in d u s tr ia l m anufacturing' and te c h n ic a l se r v ic e s

l ik e  motor v e h ic le s  rep a irs . however, they were on a veiy  sm all sca le  and
3"7o fte n  undertaken as peripheral b u sin esses  by the main m erchandising firm s. '

I s h a ll  ignore shipping and banking in  t h is  s e c t io n  as they have been w e ll 

analysed by J . itars in  two chapters (I I  & TV) o f M ining. Commerce and 

Finance in  N ig er ia , and la t e r  by P. Bauer in  h is  West A frican Trade (Chpt.IV) , 

S u ffic e  i t  here to say th a t both are ta in te d  w ith a history' o f c a r te l  and 

m on op olistic  p r a c t is e s .  The Royal Commission on Shipping Rings reported  

in  1506 that w ith the formation o f the West A frican Shipping Ring in  1893, 

West African traders were held by 'one o f  the stron gest and most p r o fita b le
oq

shipping monopolies in  the w orld .' The two works c ite d  above contain  

an a lyses o f the working of the duopoly arrangements between B arclays Bank 

D.C.O, (i'oi't o f the Barclays Bank Grou_r)} and the Bank o f  B r it is h  West A frica  

(standard Bank Group), the two imi'Ortant banks in  B r it is h  b est A frica  d’uring

83 . See J , Mars:- 'E x tr a -te r r ito r ia l E n te r p r ise s ,' Chpt. I I  in  Ji. ir'erham
(ed .) l in in g ,  Commerce and Finance in  N ig er ia , o . c i t .

86. See W.h, Hancock. O; . c i t . Chpt. I I ,  Alan Mcirhee .o c . c i t ; end lord
Harley: -  African Survey.o . c i t .

87 . See J . liars o;. . c i t . I'a.ce 31, G/F. Carl Liedholm: -  'The In fluence of 
C olon ial l o i icy  on the Growth & Development of N ig e r ia 's  In d u str ia l  
S e c to r .' Chp't. 4 in  C. R icher and C. Liedholm (ed .) Growth & Dev. o f  
the N igerian  Economy, O y .c it .

88. A. iviclhee. o, . c i t .  Fage 96
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the p eriod . They a lso  d iscussed  the p eren n ia l A fricans' com plaint of 

b u siness d iscrim in ation  again st them by the banks. I s h a ll  return to  the  

to r ic  in  a la t e r  chapter. However, th ere  i s  enough evidence to  suggest 

that during th is  period fo re ig n  c a p ita l in  banking did not con trib u te in  any 

appreciable to  the b u sin ess development o f the indigenous entreprenuers. 

On the con trary , they acted  as f in a n c ia l channels through whicli in v e s t ib le  

capûtal were regu larly  tran sferred  abroad; " . . .  to  the e x te n ^ th a t  they are 

in te r e ste d  in  the p r o f i t a b i l i t y  of e x is t in g  investm ents in  the United King

dom, they are probably more anxious to  p reserve the present in d u str ia l s tr u 

cture o f Great B r ita in , by re ta in in g  c o lo n ia l markets fo r  B r it is h  goods, than  

to  develop secondary in d u str ie s  in  N ig er ia  and elsew here, when con d itio n s are
QQ

favouracle fo r  th e ir  grov/th . . . "

The s iz e  o f p r iva te  c a p ita l in vested  in  N ig eria  during the period i s

d i f f i c u l t  to  estim ate 'because of conceptual d i f f i c u l t i e s  and pau city  of

s t a t i s t i c a l  data . F igures o f c a p ita l in flov/ derived fm n  balance of piaj'-

ments fig u res  do not provide a f u l l  measure o f  the degree to  which p rivate
90in v esto rs  have increased th e ir  stake in  tr o p ic a l A fri.ca '. P ro fessor

Frankel estim ated the cum ulative t o t a l  o f p r iv a te  c a p ito l in v ested  in

N igeria  between 1870 and 1936 to  be around EpOM or 33«7k̂  o f o v e r a ll  foreign  
91

resources in flo w . Both the fig u re  and the percentage require some

adjustm ents. The figu re in c lu d es about E21u in v ested  in  other West African

t e r r i t o r ie s  by the r e la t iv e ly  b igger  companies l ik e  U .A .C ., but wrongly

91Aincluded in  the N igerian t o t a l .  This was an in e v ita b le  s t a t i s t i c a l

d i f f ic u l t y  fo r  the b ig  companies th at operated in  most of the c o lo n ie s ,  and 

in  West A frica  i t  p ers is ted  w e ll in to  the la t e  1930s. The U.A.C, s t a t i s t i c a l

89 . J . M ars:- 'Money, l i ib l ic  Finance & E xternal Payments' Chpt. IV in
M, Perham (e d .):  M ining,Commerce and Finance . . .  o . - . c i t . Page 208

90. U .A .C .:- S.E.R. No. 21 March 1938, Pages 14-13.

91. S.H. Frankel. o : . c i t . Table 28 & 29.

9IA. See ib id  Table 28 F/n ( d ) .
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and Econojuic Review exp la ins thus: "It i s  d i f f i c u l t  to  estim ate at any

p a r t ic u la r  time the c a p ita l employed in  any one te r r ito r y  . . .  because o f

th e  extreme f lu id i t y  w ith which c a p ita l was tran sferred  from where o ver-
92c a p ita l is e d  to  where u n d er-ca p ita lised ."  The percentage estim ate  rather  

o v ersta te  the con trib u tion  of o f f i c i a l  to  t o t a l  f lo w . As we have seen , 

th e  econom ically e f f e c t iv e  amount was much sm aller than the nominal amount 

r a ise d . Wien we th ink  in  terms o f e f f e c t iv e  co n tr ib u tion  o f p r iv a te  c a p ita l  

to  economic grovfch in  N ig er ia , we must lik ew ise  d iscount fo r  the fa c t  th at  

i'art of th is  c a p ita l was not in vested  in  the country i t s e l f ,  and th a t a

con sid erab le part o f the estim ated amount was accumulated out o f lo c a l ly -
92generated p r o f i t s .  Upto 1936, the cum ulative t o t a l  fo r  N ig er ia  was the

th ird  la r g e st  in  B r it ish  A fr ica , surpassed only by the heavy m ining in v e s t -
93ments in  the Union of South A frica  and th e  R hodesias. A rough estim ate

o f the outstanding c a p ita l being employed by a l l  fo re ig n  en terp r ise s  in

1937 came up to  around .d20M. This was under El per head o f p op u la tion .

i t  was made up of E5.23M employed in  export produce buying, E7.8m fo r  the

merchandising o f imports end E4«70i. in  Mining. The rm ain in g  È2.22M was

in v ested  in  m iscellaneous b u sin esses  l ik e  sh ipping, banking, p la n ta tio n s

and manufacturing. This stock  o f fore ig n  c a p ita l was estim ated by J . Mars

to  be about l / k  o f the whole stock  a v a ila b le  in  the country during the la t e r

part o f the in ter-w ar y e a r s . I  th in k  t h is  share was over-estim ated  by the

mere fa c t of an under-estim ation  o f indigenous c a p ita l  form ation. I f  we

assume that foreign-o-wned en terp r ise s  were as productive as the dom estic

c a p ita l ,  Mar's second estimeite of 11 -13> con tr ib u tion  by fore ign  c a p ita l

95form ation to  G.N._ . during th e same period must weaken the accuracy o f  h is

92. Out o f a to ta l  p r o f it  o f nearly  E2.49M mode in  1936, about E l . 57̂ '̂  or 
more than 60;a o f i t  was reta ined  lo c a l ly  fo r  reinvestm ent. The high  
degreee o f reinvestm ent out o f p r o f it s  i s  an h is to r ic a l  fe a t  ir e  o f  fo r 
eign  investm ent in  N ig er ia . I s h a ll  return to  th e subject in  a la t e r  
chapter.

93. Frpnkel o; . c i t .  Table 28. Cumulative amount here r e fe r s  to  the summa
tio n  o f a l l  annual in flow s over the year referred  to  ir r e s p e c t iv e  o f  
what happened to  c a p ita l r e p a tr ia t io n . I t  i s  not the same th in g  as 
outstandinu amount. This r e fe r s  to  the s iz e  of fo re ig n  c a p ita l resou rc
es being u l t i l i s e d  in  the economy at a p a r tic u la r  p o in t in  tim e. I t  
makes allowance fo r  c a p ita l in flow s and ou tflow s.

94. J . M a r s:- 'E x tr a -te r r ito r ia l E n terp rise' o_ . c i t . Page 57-58
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f i r s t  estim ation . The gross p r o f it s  made by a l l  forei,vn firm s in  1936 was 

E 2 ,486 ,000 or more than 12^o on ca i t a l  employed. This was a h igh  fig u re  

fo r  an inter-w ar year. However, i t  must be s tr e sse d  th at 1936 was a normal 

prosperous year. Such good returns comi^ensate fo r  poor returns in  slump 

y e a r s . The average o f course h id es v a r ia tio n s  in  th e  sc a le  o f  returns be

tween d iffe r e n t u ses . Mining was most p r o f ita b le ,  commerce e s p e c ia l ly  

produce-buying was subjected to  heavy f lu c tu a t io n s . Banking and shipping  

were s ta b le . The narrow gap between the cum ulative t o ta l  upto 1936 and 

the outstanding amount in  1937 exem plified  the r e la t iv e  la te n e s s  o f s iz e 

able p riva te  c a p ita l in  coming to  N ig er ia . Apart from the m ining en terp r ise , 

the great improvement in  the transport system generated l i t t l e  immediate 

a ttr a c tio n  to  medium-size f in i!s . I n i t i a l l y  the Government "had to  do almost 

everytdiing, in  beginning and improving production , in  help ing and sa fe 

guarding marketing and in  providing transport f a c i l i t i e s . B y  the la te  

tw en ties  the grov/th in  ex_^ort production and more p a r t ic u la r ly , the evo lv in g  

organ isa tion a l needs o f commerce hastened the emergence o f b igger  firm s 

w ith  b igger c a p ita l .  They exi-anded th e ir  Oj_erations with annual commitment 

of between E li. -  E2. , mainly out o f u n m uitted  p r o f i t s .

I sh a ll  now undertake a b r ie f anal; s i s  o f the co n tr ib u tion  to  growth 

of fo re ig n  c a p ita l in  each of the tv/o major sec to rs  o f the p eriod , that i s ,  

mining and commerce. NigeitLa’ s m ineral d ep osits  -  t i n .  Gold, Columbite, 

S ilv e r  and lead -  a ttra c ted  foreign  y ros_; ec to rs  to  a le s s e r  e:<tent than say 

the r ich er  endownments o f the Gold G oast, B elgian Congo, the Rhodesias and 

South A fr ica . The i n i t i a l  impetus to  her development was not founded on 

m ineral exp loration  and apart from t in  o re , the d ep o sits  o f the other m iner

a ls  opened to  foreign  in v e sto r s  were not ex ten siv e . Gold, S ilv e r  and lead  

d ep o sits  were exhausted before the la s t  war. European e x p lo ita t io n  of t in  

d ep o sits  was began in  I 906 by the N iger Company, whose agents f i r s t  came in 

to contact with indigenous sinelters during i t s  charter days. By 1918 i t  

had a ttracted , to  the Bauchi N lateau, 82 mining companies w ith a nominal

95. lo c .  c i t .

96. Alan Mc-chee. o. . c i t . Rage ^
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q?
c a p ita l  of £611 and a working c a p ita l o f more than £21'1." Production fo r  

export had r isen  from £23,000 in  190? to  £1.77^'- in  1918, co n tr ib u tin g  18. 

to  export earnings and only 3/- to  'Govermievit revenue. I t  was in  the in te r -  

war years before the Depression th a t t in  minin^ was at i t s  most productive.

In th ese  years the involveaaent of fo re ig n  c a p ita l and personnel was at i t s  

h ig h e s t . For example, in  1928/29 the c a p ita l is a t io n  value o f th e  industry^ 

was about £10M and export to  Europe came to  £2.23M or IJtIÎ ŵ o f  t o t a l  export
98v a lu e . AJ.SO in  1929, there were as mary as 74 comp^aiies and 70 in d iv id u a l 

fo r e ig n  operators. The Great D epression h it  fo r e ig n  prospectors hard, 

production f e l l  by more than h a lf ,  p r o f it s  which in  1926 was nearly  £119, f e l l  

d ram atically  to  about £100,000 in  1931. The fo llo w in g  decade w itnessed  a 

gradual retrenchment o f c a p ita l in v e s te d . By 1936, fo r  example, when 

s t a b i l i t y  had been restored  through N ig e r ia 's  p a r tic ip a tio n  in  the In te r 

n ation a l Tin Control Scheme and p ro fitab ility^  had resumed i t s  buoyancy (l9^; 

c a p ita l employed had shrunk to  an a ll- t im e  low fig u re  of £4 .64^,,. However, 

production fo r  export had returned to  i t s  p re-d ep ression  le v e l  and in  sp ite  

of enforced r a t io n a lisa t io n  and bankruptcies th e  fa m ilia r  ch a o tic  scene of 

sm a ll-sca le  operations predominated. This was evidenced by the continued  

presence of 39 firm s, 47 in d iv id u a l prospectors in  t in  and 31 companies in  

the ^reduction o f Gold.* '̂"  ̂ Their p ro d u ctiv ity  had r isen  con sid erab ly , 

in  part due to  increased  m echanisation . £xcej.>t fo r  the d epression  p eriod , 

the sta b le  but b a sica lly  upward trend in  the production o f m inerals fo r  

export had the important e f f e c t  o f reducing th e in s t a b i l i t y  in  N ig e r ia 's  

extern a l earnings caused by f lu c tu a tio n s  in  a g r ic u ltu r a l tra d e . Another

97* A l l i s t e r  iviacniillan (ed .)  : The Red Book o f West A fr ica . o , : . c i t .

96. S.H. P'rankel. o / . c i t . Table 76

99. The value o f Gold output in  1936 was l e s s  then £25 ,000 . See R.
B ou ler:- 'The ivAning Industry' Chpt. 1 in  Ml. r'erham ( e d . ) : -
Iviining, Commerce . .  o p .c i t .  Rage 29.

100. This com petitive presence o f m ultitud inous operators might be decep
t iv e  ratherthan r e a l ,  fo r  through amalgamations and ta k e-o v ers  a fte r  
the D epression four companies dominated th e t in  in d u stry . In 1939/40, 
one company, the Amalgamated Tin MAnes, accounted for  A?/-* o f  t o t a l  
output, ib id  Rage 23.
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Aaportant con trib u tion  of mining development v;as in  the f i e l d  o f wage 

employment. I t  o ffered  the f i r s t  su b sta n tia l opportunity fo r  the peasants 

to  move out o f su bsisten ce a gricu ltu re  in to  an in d u s t i is l  environment and 

in  the in ter-w ar years the mines were the la r g e s t  s in g le  employer o f wage 

labour. Employment in  the t in  f ie ld s  rose from 12,000 in  1912 to nearly  

40,000 in  1928. Apart frcm the hea\y cut-back during the depression  years -  

to  15,000 in  1933 fo r  example -  an average of w e ll over 30,000 u n sk illed  

and se m i-sk ille d  labourers were employed in  the t in  indust i y  from 1925 on- 

ward.^^^ And in  s p ite  of i t s  r e la t iv e  lov/ share wages provided the p r in c i

p le  channel through v/hich th e value of the ore mined in  N ig er ia  was tran s

m itted  to  N iger ian s. A va ilab le  data suggest th a t from 1926 to  1930 approx

im ately 26/j o f the value o f t in  ore v/on v/as paid out as wages to  the A frican s,

This share dropped to  14<; in  the 1930s and then rose to  about 3 0 / a f te r  the 

102war.

There are grounds fo r  b e lie v in g  that the ex ten t o f dcm estic p a r tic ip a tio n  

in  m ineral production could have been on a b igger  sca le  and at a h igh le v e l  

had govem aent policy^ not only fa i le d  to  encourage such development but in  

fa c t  _'Ositively r e s tr ic te d  i t .  The r e s tr ic t io n s  d ir e c t ly  or in d ir e c t ly
103

caused by various pre-war mining ordinances have been well-docum ented.

"Since the growth of European economic en terp rise  in  N ig er ia , n a tiv e  mining 

has been on the d ec lin e  because o f  the de fa c to  m onopolisation  o f d ep osits  

by Europeans, or on account o f tec h n ic a l (and c a p ita l)  inadequacy or through 

the com petition o f European products w ith  the f in a l  products o f  n a tiv e  min

e r a l in d u str ie s . By 1923 tlie indigenous t in  mining and sm elting  a c t i v i t i e s

101. See Table 21.

102, E.G. Gharle J r .:- 'A n  Appraisal o f B r it ish  Im perial P o licy  w ith  
Respect to  the E xtraction  o f Mineral Resources in  N ig er ia . ’ N iperian  
Journal o f  Economic & S o c ia l S tud ies (N .J .E .S .S .)  V ol. 6, March I 964, 
Page i+O,

103. ib id ; and P. Bower:- 'The Mdning Industry' in  M. Perham (e d .)  o p .c i t . 
Clipt. I .

104, P. Bower, ib id  Page 4»
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had disappeared. I f  one cannot blame fo re ig n  raining companies fo r  the
105com petition  from imported products, one can argue w ith  th e  b en e fit  o f  

M n d sig h t, and in  the l ig h t  o f current tM nking about the r e la tio n sh ip  betw

een fo re ig n  in v esto r  and h ost country in  the ex tr a c tiv e  i n d u s t r i e s , a s  to  

what the Government could have done in  order to  maximise the con trib u tion  o f  

mining e x p lo ita t io n  to  n a tio n a l development. The t in  mines turned out to  

b e, before the o i l  boom of the la te  1960s, the s in g le  important example of 

^ r iv a te , foreign-ov/ned re so u rce -e x p lo itin g  enclave in  the N igerian economy .

I f  fo re ig n  finance and ex p e r tise  were f e l t  to  be necessary fo r  the i n i t i a l  

s c i e n t i f i c  ex p lo ita tio n  o f  the t in  reserves because n e ith er  the Government 

nor the indigenous people possessed  b oth , none the l e s s ,  one could question  

in  a c r i t i c a l  way why a p o lic y  of la i s s e z - f a ir e  and com plete detachment -  

otherthan o f c o l le c t in g  ren ts and r o y a lt ie s  -  was pursued by the c o lo n ia l  

government even a fte r  i t  was in  a p o s it io n  to  pursue\  ̂ s ta te  p a r tic ip a tio n .

I t  i s  a lso  p o ssib le  to  argue that the s ta te  could have su sta in ed  indigenous  

par4;icipation by sh e lte r in g  i t  fran the more e f f ic ie n t  foreign-owned operat

io n s , w hile at the same tim e fo s te r in g  the gradual transm ission  of modem 

s ld .ll and ex p ertise  to  the tr a d it io n a l s e c to r . O f f ic ia l  p o lic y  as regards 

t in  mining contrasted  sharply with the p o lic y  towards co a l m ining. The 

la t t e r  was developed under complete s ta te  monopoly and strenuous e f fo r t s  

were made to  prevent p r iv a te  en terp ii.se p a r t i c i p a t i o n . I t  has been argued 

thatOf^art fran reasons o f expediency, the d if fe r in g  nature o f the two pro

ducts was an ingnrtant con sid era tion  in  th e choice of method of e x p lo ita t io n .  

Tin was b ein g  exp lo ited  fo r  a free  en terp r ise  European m arket, w hile the

105. G/P. above Ghpt.

106. See above Ghapter 2 & R.P, i.iik ese ll:  -  'U .S. P riva te  Investment in  the  
E xtractive  In d u str ie s  o f the Developing G ountries. 'Ghanging P attern  
& A ttitu d es Ghi<t. 4 in  L itrak and Miaule (ed .) Foreign Investm ent: The 
Experience o f  Host G ountries.o ^ .c i t .

107. See A. MicPhee. o . c i t . Page 59, and Report o f Committee on r r iv a te  
E nterprise in  B r it is h  T ropical A fr ica  Q.id 2016 Jan. 1924) o q .c i t .
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market fo r  co a l was e s s e n t ia l ly  in tern a l., the ''Government-ov/ned railway^s 

and power s ta t io n s  being the c h ie f  consumers. However, according to  the

108Repo id o f the Conimittee on P rivate E nterprise in  B r it is h  T rop ica l A fr ica , 

o f f i c i a l  op p osition  to p r iv a te  p a r tic ip a tio n  in  co a l mining was based on the  

b e l i e f  th at "the advent o f  other comployers would in e v ita b ly  crea te  d i f f i c u l 

t i e s  in  connection  vdth the supply o f labour. This i s  a p o l i t i c a l  m atter  

upon which we do not f e e l  competent to  pass judgement."

One could a lso  c r i t i c i s e  the Government fo r  the low le v e l  o f d onestic  

share in  the p r o f it s  from m ineral e x p lo ita t io n  ." N ig er ia ’s Department of 

Mines which ca lcu la ted  mining p r o f it s  as a percentage o f the value of ore 

exported in d ica ted  pjrofits o f 21̂ 3 in  1932 (a depressed year) . . .  and p r o f it s  

varying from 46—5 '̂J in  the years 1933 to  1937*"^^^ Even i f  one doubts the  

m eaningfulness o f a p r o f i ta b i l i t y  ca lc u la tio n  th a t was not r e la te d  to the 

c a p ita l employed -  the r a t io  o f Columns 1 and 2 of Table 22 would be a more 

appropriate measure -  one cannot doubt th e generoL sity  shown to  fo re ig n  min

in g  in v esto rs  before the 1938s in  the area of revenue o b lig a t io n s . Rrlor to  

th e la s t  war the proportion o f the to ta l  value o f m ineral output th a t v/as 

disbursed as lo c a l  p-'ayments was on average estim ated  to  be l e s s  than one 

half^^^. The data fo r  1926, a ty p ic a l normal y ear , i l lu s t r a t e s  the s iz e  of 

(Govemaent income from mining op eration s. Expert o f t in  v/as estim ated  at 

£2,102 ,000; net p r o f it  of producers at £964 ,000 , w hile Government revenue

from rents and r o y a lt ie s  on a l l  m inerals except co a l was only £129,000.^^^

I t  was not u n t i l  1954 was an attempt made to in crease  government share of

the mining su rp lu s.

By the la t e  1960s the importance of t in  m ining and the fo re ig n  in v e s t 

ment in  i t ,  w ith in  the N igerian economy has considerab ly  d ec lin ed . Both

108, ib id . Rage 19

109* E.G. Gharle J r . o ■■.c i t . Page 39* This a r t ic le  con ta in s d e t a i l s  of
the method used to  c a lc u la te  government rent & roya lty  payments in
the in ter-w ar y ea rs .

110. See 1-. Bower:- 'The Ldning Industry' Ghpt. I Table I  in  M. Perham 
( e d . ;  O i ' . c i t .

111. Taken from ib id  Tables I & I I .  The fig u re  o f £129,000 was the
(Government Share (5P/«) o f  the t o t a l  ren ts and r o y a lt ie s  from the
raining operators. The other h a lf  had to  be paid  to U.A.C. (one
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th e productions le v e l  and c a p ita l in v ested  have o f coui’se increased  in  

ab so lu te term s, but are overshadowed by the o i l  in d u stry . In 1978 t in  m etal 

exported was worth £l6 ,3M  or 3*7-  ̂ o f merchandise exp ort. Production i s  

dominated by Amalgamated Tin Manes, a su b sid iary  of London Tin Corporation. 

Another su b sid ia ry , Makeri Sm elting Company: sm elts the ore lo c a l ly  now as 

opposed to  previous methods o f shipping i t  to  L iverpool and V/ales. Local 

share of ’ incomes generated by t in  production has in creased  appreciably r e l 

a t iv e  to  the pre-war p eriod , but production i s  s t i l l  in  th e  hands o f the  

worlds la r g e s t  private en terp rise  producer o f t in  and remains in  an enclave  

s e t t in g .  I t  i s  in  the employment o f lo c a l  labour which in  1958 stood  at 

58,200 rather than in  f in a n c ia l con tr ib u tio n  to  the economy, that t in  and 

colum bite mining re ta in s  sane s ig n if ic a n c e

Commerce, sin ce  the days o f the ea r ly  rortuguese trad ers has been and 

remains the s in g le  most inpurtant foim o f economic r e la tio n sh ip  between the  

«est Coast and the rest o f the world. Gooas traded have changed, cu r io s , 

gin  and gun gave way to  iv o r y , gold and s la v e s .  The la t t e r  were replaced  

by outward trade in  tr o p ic a l produces l ik e  palm o i l  and k ern e l, cocoa, ground

nut and m ineral rav/ m a te r ia ls , l ik e  iron  and t i n ,  and inward trade in  consum

er manufacturers from Europe and North A nerica. Today commerce i s  in crea s

ingly  ca ter in g  fo r  the c a p ita l ,  interm ediate and raw m ateria l goods, required  

by an im ^ ort-su b stitu tion  orien ted  economy and s e l l s i t s  processed  a g r icu ltu ra l

commodities abroad. I t s  organ isation  has changed to o . Prom huks moored

along the C oastlin e  and the r iv e r  banks to  r e ta i l in g  o u t le t s  in  th e in te r io r  

and nowadays to  sa le s  o f the most so p h is tic a te d  goods modern technology could  

produce in  supermarkets dotted  along th e  main s tr e e t s  o f Lagos, Accra, Dakar 

and Abidjan. As fo r  export goods, the most important o rg a n isa tio n a l change 

has been the in cep tion  o f the marketing boards. The s iz e  o f the foreign  

c a p ita l eiiqjloyed in  commerce has increased  in  absolute terms -  in  N iger at 

le a s t ,  though i t s  pre and post -  v/ar predominance has been g r e a tly  reduced.

11] . Contd. o f tlie mining canpanies) as provided fo r  by th e 1899 Agree
ment revo k in g  th e charker o f the Royal Ni^er Company. C/P. IvIcRhee
o u .c i t .  Page 87. The r i j i t  o f the comi-ariy to  rece iv e  one h a lf  of
the r o y a lt ie s  fran m ineral operations in  the former chartered  t e r r i t -  
o r ie s  was abrogated in  1958 v/ith a compensation o f  .

IILB. See Chapter - ,  Page
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I t  was during the years before the wnr, the reriod  covered by th is  Chapter,

th at fo re ig n  c a p ita l in  commerce made, perhaps i t s  g rea te st  con tr ib u tion  to

N ig e r ia 's  economic growth cud development. The d e t a i l s  are w e ll decournen- 
110

te d , ““ and I shol], l im it  m yself here to  illu m in a tin g  one or two areas of 

some im portance. The presumption e x i s t s  in  some q u arters, es_;_ccially in  

some e a r l ie r  th e o r e t ic a l works on in te r n a tio n a l trade and underdeveloped coun

t r i e s  th a t foreign  merchandise c a p ita l and c o lo n ia l adm in istration s somehow 

p ressu r ised  the -easan ts to  u t i l i s e  th e ir  surplus land and labour to  produce

fo r  an export market and thereby generate a process o f domestic economic 

113development. Recent f i e ld  works have shown such ^resumptions to  be o f f

the mark. In N igeria  fo r  example, i t  was true to  say th at the railv/ay to  

the Em irates was in  j^art the outcome o f a campaign by B.C.G.A. and tr o p ic a l  

trad ers to  get the North v/orld.ng in  supplying a steady flow  of co tton  to  

LancashAre But the optimism th a t "almost s u f f ic ie n t  cotton  can be
12 5

grown to  supply the wants o f Lancashire" was no more than a fo r lo rn  hope. 

In the event the main b e n e f ic ia iy  o f  the new transport system v/as not cotton  

but ground-nut. Some cotton  was grown fo r  export, but the Hausa p easan ts, 

f in d in g  ground-nut more p ro fita b le  concentrated th e ir  e f fo r t s  in  th at d ir 

e c t io n . The foreign  trader did no more than o f fe r  the peasant fanners a 

vent fo r  production above su b sisten ce requirements and in d ir e c t ly  su sta ined  

a continuous supply from that source by the sa le s  and demonstrated e f f e c t s  

of h is  Anported m anufacturers. I t  was tlirough such m u tu a lly -re in fo rc in g  

a ction s and the attendant ’spread' o r ’f a l l - o u t ’ e f f e c t  that fo re ig n  c a p ita l  

in  commerce made i t s  b ig g est co n tr ib u tio n . I t  did not introduce palm ,cocoa,

112. See J . M ars;- 'E x tr a -te r r ito r ia l E nterprise' o u .c i t , P. Bauer;-  
West African Trade Oj . c i t .

113* See Appendix IV.

114. See J ,S , Hogendom:- 'The O rigins of the Ground-Nut Trade in  Northern 
N ig er ia ’ , Ghpt. 3 in  E icher & Liedholm ( e d .) : -  Growth & Development 
o f the N igerian Econony. O;. . c i t .

115. John C. A tk in s:-  The S to iy  o f B.C.G .A. op. c i t . Rage 225 quoted in  
ib id .
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c o tto n , ground-nut and rubber t r e e s .  V/ithout i t ,  N ig er ia ’s a g r icu ltu ra l 

export development might have been delayed, but not prevented perhaps for  

tv/o or three decades. To sp ecu la te  on hov/ long N ig er ia ’ s progress towards 

th e ’ta k e - o f f ’ had thereby been hastened i s  unimportant. What i s  Anportant 

i s  the fa c t  th at the " foreigner did next to  noth ing to  a l t e r  the tech n o lo g ic 

a l backwardness o f the economy. When competition from oth er sources

threatened to  undermine N ig e r ia ’ s share o f commodities l ik e  palm produce and 

cocoa in  the world market, i t  was la r g e ly  the Government and dom estic forces  

th a t took remedial action s in  the fo m  o f ex ten sion  se rv ic e s  research s tu d ies  

and propagation o f improved v a r ie t ie s .  I t  was understandable i f  the pro

duce-buying f i n i s  were l e s s  than fu l ly  concerned, fo r  the com p etitive pressure  

was coming from th e ir  p la n ta tio n s and sA nilar operations in  o th er parts o f  

the w o r l d . V / i t i i o u t  doubt the in i t i a t iv e  and persuasive fo rce  of Euro

pean traders during the period had been exaggerated . "As a r e s u lt  of 

studying the economic history o f cocoa growing in  Southern Ghana, I have 

become convinced that the in flu en ce  o f the ex p a tr ia te  traders in  the v i t a l  

f i r s t  f i f t e e n  years or so , I 89O -I905, on commercial cocoa growing was minimal • 

that he merely sa t at (or near) the port re c e iv in g  the produce which was 

brought to  hAn by the f  aimers . . .  and th a t he had no more knowledge than 

air/ other o u tsid er  (in clud ing  the Dept, o f A gricu lture) o f the socio-econom ic  

organ isa tion  of production."^^^ Such la ck  o f knowledge might lead  to  the 

su ggestion  th a t because the m assive development o f production fo r  export was 

not accompanied by any change in  the technique o f c u lt iv a t io n , the same sort 

of s ta tu s  quo might have continued in  other areas o f ^easant l i f e .  This 

was not so , the increiase in  a g r icu ltu ra l export production by more than a 

hundred fo ld  w ith in  tv/o to  three decades generated socio-econom ic and

116. G. I le l le in e r : -  Peasant Agric i . .  Oj . c i t . Page 13.

117. For example the Lever Bros. Ltd. & througli i t s  parent comp any. Uni le v e r ,
has ex ten siv e  paAa o i l  in te r e s t s  in  o th er A frican co u n tr ies  l ik e  B elg 
ian Congo and in  the Far E ast. During th e  in ter-w ar y e a r s , the Company 
through U.A.C, was the b ig g e s t  s in g le  produce-buying organ isa tion  in  
N ig er ia . C/F. VhK, Hancock, or . c i t . ChvA. I I  S ection  I I .

118. Poly H i l l : -  ’Some c h a r a c te r is t ic s  o f Indigenous West A frican  Economic
E n terp r ise ’ in  N igerian I n s t itu te  o f S o c ia l & Economic Research (N .I.
S.E .K .) Conference I'roceedinxis March 1962.
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o rg a n isa tio n a l changes th a t were e s s e n t ia l  to  smooth production. As Sara

Berry found in  a recent f i e l d  work on th e  o r ig in s  o f cocoa production in  
11 q

V/estern N ig er ia , ' changes were not confined  to  u t i l i s a t i o n  o f surplus

land and labour but a lso  occurred in  th e  s o c ia l  b a s is  o f land a c q u is it io n ,

in  th e art o f obta in ing c r e d it s ,  in  the method o f c a p ita l accumulation and

in  the entrepreneurial loiow-how needed fo r  d isp osin g  o f seasonal farm products

Not a l l  th ese  changes were b u i l t  on the r i j i t  foundation . For example, the

system o f advancing c r e d its  to  peasant farmers through the middlemen was

badly organised and ^ave the la t t e r  group an enviab le upperhand in  th e ir

d ea lin g s  with the f a r m e r s . A s  a N igerian  Committee which considered

th e  Repoli; o f  th e  R oyal Commission on th e  M ark e tin g  o f  West A f r ic a n  cocoa

(the Nowell Revert) ' noted, ' . . .  t h i s  fa n ta s t ic  abuse o f cre d it . . .  has

been th e most Apportant fa c to r  in  reducing tlie peasant farmer to  h is  present
120co n d ition  o f indebtedness.

The con trib u tion  of fo re ig n  c a p ita l in  commerce during the period v;as 

devalued to  a great exten t by the o l ig o p o l is t ic  and o lig o p s o n is t ic  of the  

m erchandising and produce-buying f i n i s ,  the exten t o f which are w e ll i l l u s 

tra ted  by Mars, Hancock and Bauer. The impact o f th ese  p r a c t is e s  would be 

fu l ly  appreciated i f  we r e a l is e  th at during the period and a f te r  the war,

about "a th ird  o f the n a tio n a l income o f N ig er ia  and v ir tu a l ly  a l l  i t s  e x te r -
123nal trade" were con tro lled  by these e x tr a - t e r r ito r ia l  e n te r p r ise s . They 

were, th e r e fo r e , in  a strong % osition in  determ ining the d ir e c t io n  and ex ten t  

of economic change and growth in  N ig er ia . As a con trast to  the p o s it iv e  

outcome of p r ice  in c e n tiv e s  o ffered  to  the farmers fo r  export production ,

119. Sara Berry:; -  'Cocoa & Economic Development in  Western N igeria '
Chpt. 2 in  E icher & Liedholm (e d .) ;  -  Grov/th & Development o f  the  
N igerian  Economy, o ; . c i t .

120. See W.K. Hancock, o ;> .c it . Rages 211-212

121. R e v e rt o f th e  Commission on th e  i .a r k e t in g  o f  West A fr ic a n  Cocoa 
Cmd 3843 1938 .

122. Quoted in  Hancock o p . c i t .  Pa c  231.

123. A .J. Bro v̂n: -  'Economic Problems o f a T ropical Dependency'.Concluding
Chapter in  iv>. Perham (ed .) Ivaning, Commerce . . .  O j-.c it. Page 343,
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th ere  i s  evidence to  suggest that the firm s tlirough p r ic e - f ix in g  agreements,

created  d is in c e n t iv e s  to ex ;ort production in  c e r ta in  areas of the country.

For example, in  the la te  1920s the prospects fo r  ground-nut expansion in

th e Ba.ro area seemed e x c e lle n t .  The s o i l  and c l  An ate con d ition s were id e a l ,

but by"the 1930s th ese  prospects dwindled awaj" as a r e su lt  o f the

r e la t iv e ly  lov/ p r ic es  paid by the two fore ign  firm s operating in  th e area.

The la s t  observation  i s  perhaps a sm all r e f le c t io n  on the commercial scene
125during the period . The Nowell Report an alyses in  great d e ta i l s  the  

environment in  which foreign  c a p ita l was working in  commerce, e s p e c ia l ly  in  

produce-buying fo r  export. During the la t e  1930s the atmosphere in  the  

l a t t e r  v/as one o f ch ao tic  v/rangling over c a r te l p r ic e - f ix in g  and the p o s it io n  

o f the innumerable African middlemen; and of a com pletely  eroded goodw ill on 

both s id e s  of the market v/Mch was replaced  by an a tt itu d e  of " intense su s-
126_ic io n  on one sid e  and of injured in te g r i ty  on the o ther."  In re tr o sp ec t,

the 'cocoa hold-up' o f 1937 was an in e v ita b le  ep iso d e^ ^ ^ , and i t  was th is  

unhealthy s ta te  o f the in tern a l m arket in  expert commodities, in  which "the 

A fricans b e lie v e  them selves Aaprisoned in  a ccmmercial order which they
127

f e e l  to  be unjust and d ete s ta b le ,"  ‘ and in  w>iich tlie European firm s in s i s 

ted on the maintenance of a c a r te l as a means of guaranteeing them selves ' a 

reasonable p r o fit  m argin', more than anything e ls e  wliich led  to  th e e s ta b lis h 

ment o f the Marketing Boards in  the Post-war y ea rs .

In N ig er ia , un lik e in  some c o lo n ia l t e r r i t o r ie s  l ik e  B elgian  Congo,

Dutch East In d ies and Malaya, the production of a g r ic u ltu r a l commodities fo r  

export was not developed on the b a s is  o f foreign-owned and co n tro lled  p la n t

a tio n  en claves. The fa c to r s  lead in g  to  the maintenance of the indigenous

124. Hancock ô  . c i t , Page 221 -  222. C/P. J , Mars: -  'Extra t e r r i t o r ia l  
E nterprise' o. . c i t .  Page 124.

125. Report of Commission on the Marketing of West A frican Cocoa Cmd 5845 
ov . c i t .

126. Hancock o; . c i t .  Page 224.
126a . The 'hold-up'' episode was the r e fu sa l o f the peasant farmers to  s e l l  

cocoa to  the European buying houses or th e ir  re x--re sent at iv e  s .  I t  was 
the immediate cause o f the Nowell Commission.

127. ib id .
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peasant system and the absence of a foreign-ov/ned p la n ta tio n  economy were 

economic, so c io -c u ltu r a l and p o l i t i c a l .  One cannot i s o la t e  one fa c to r  from 

the o th ers . They were very much interv/oven and rein forced  each other in  

any o f f i c i a l  ju s t i f ic a t io n  of a p a r tic u la r  p o lic y  d ec is io n , though as betw

een d iffe r e n t  commodities one could d etect the most predominant, xrofessor  

Hancock had made on e a r l ie r  h is to r ic a l  survey o f  the su b jec t, tra c in g  as i t  

were 'the controversy between the champions o f p lan ta tion  production and the  

champ/ions o f peasant production . ' My co n tr ib u tion  here i s  tw o-fold ; to

exp la in  b r ie f ly  whj. fo re ig n  p riva te  c a p ita l did not succeed in  making any: 

n oticea b le  inroad in to  a g r icu lcu ra l production in  s p ite  o f  strenuous e f fo r t s  

to  do so , even when armed w ith  strong em pirical evidence o f th e  economic v i r 

tu es  o f s c ie n t i f i c a l ly  c u lt iv a te d  p la n ta tio n s , and secondly to  comment on the  

resent de^fsenuences o f t t e  are-war d ec is io n  to  exclude p la n ta tio n  o r ie n tâ t-

.o n . ’R —

lu  i s  e s s e n t ia l  to  look  at I lig e r ia ’ s experience in  the w ider context of 

tr o p ic a l c o lo n ie s ' experience, and in  doing so , we n o tice  that th e i-eniod 

b efore t ie  F ir s t  World 'War d iffere d  cru cia lj.y  to  the inter-v/ar y ears with  

resp ect to  the response of the c o lo n ia l powers to  the hurigrj-- demand fo r  trop

i c a l  commodities in  Europe and Forth America. King Leop.cld in  Congo Free 

S ta te  and the Franch in  E quatorial A frica  devised  the con cession a ire  system  

to  plunder the tr o p ic s  o f th e ir  w ild  lubber, p/slm pj’oduce and tin  h e r  as yuiclcly 

as was p o s s ib le . The Dutch in  the East In d ies resorted  to  l o l i t i c a l  Coercion

Icnown as the 'Culture Sy^stem' to  farm s p ic e s , c o ffe e  and sugar from the
12 c

n a tiv e s . x-'rofessor Frankel and otiier w r iter s  have analysed in  d e ta ils  

the s o c ia l and economic consequences o f p r iv a te  cap/i tad con cessio n a ire  appr

oach. The post-w ar change in  p c lic y  was caused l e s s  by the outcry in  Europe 

against th is  "j.olicy o f d e sp c ila tio n  and the r u th le ss  exterm ination  o f the 

n ativ e  p'eople" but more by: the " resu ltin g  ser io u s d eclin e  o f the pop^ulation, 

v/hich eventually: made i t  im possib le to obtain  s u f f ic ie n t  labour w ith  which 

the wealth o f the te r r ito r y  could be apprx)priated" and a lso  by th e  exhaustion  

of 'w ild ' produces.

128. ib id . page 173 -  2C0

129. S.H, F ran k el:- C apital Investment in  A fr ica  o _ .c i t .  C h .i. I I  
129A. lo c  c i t .
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B r it is h  West A frica  was spared the in vasion  of co n cess io n a ires  because, 

b efore and at the turn o f the century/, the geographical and demographical en

vironment o f the area was h o s t i le  and the resource endov/nment u n in v itin g .

The Royal N iger Company, tlie  L iverpool O lig a rc ie s , the in d iv id u a l trad ers  

and sh ipping en terp r ise s  in  N igeria  were in te r e ste d  in  developing a long

term 'le g it im a te  trade' in  tro p ica l commodities and European manufacturers 

w ith  the indigenous ^eople as opposed to  the ' g e t-r ic h -q u ic k  frenzy o f Ring 

L eopold .' As we have seen , in  i t s  ad m in istrative ca p a c ity , the R.N.C, found 

i t  e s s e n t ia l  to  work througli the n ative  systaii and i t  could hai'dly: have 

ra ised  th e resources th a t la r g e -sc a le  e x p lo ita t io n  on the con cession a ire  

model e n tia le d  had i t  wished to  do so . The Impierial adm in istration  th at  

fo llow ed  the R.N.C, had no d esire  in  West A frica  to  emulate the French, the 

B elg ian s and th e  Dutch. Lugard's proclam ation o f I 9OO s p e c i f ic a l ly  guaran

teed  the in a l ie n a b il i ty  of native lands to  ou tsid e in t e r e s t s .  B es id es , 

there was an econo/nic ra tio n a le  fo r  a non -con cession aire approach to  the pro

blem o f supplying Europe and North Anerica w ith tr o p ic a l commodities. Unlike 

in  the Congo and E quatorial A frica , "a d if fe r e n t  and more s o l id ly  grounded 

economic system v/as already in  being as a going concern in  B r it is h  West Africa. 

during th e la s t  q u a iler  o f the 15th. century . A more r a tio n a l and humane 

commercial co llab ora tion  between Europeans and A fricans v/as already bringing  

im pressive q u a n titie s  o f palm o i l  and palm-he m e 1 to  market . , .  In

N ig e r ia , i f  the pre-war period was marked by the absence o f any con cession 

a ire  operator in  a g r ic u ltu r e , i t  v/as a lso  ma rice d by various attem pts by Eur

opean en terp r ise s  to  c u lt iv a te  tr o p ic a l commodities b es id e s  the palm, by: 

p la n ta tio n  method. I t  was a i/eriod when no o f f i c i a l  policy: had been formu

la te d  on the p la n ta tio n  system . These attem pts f a i le d  fo r  economic reasons.

In the 1850s European trad in g  ccmparn.es such as the A frican  A sso c ia tio n , the 

O il R ivers Company: and the Royal N iger ia  Company/, a l l  owned p la n ta tio n s  of 

cocoa t r e e s ,  but not fo r  long, sin ce th ey  were soon fount to  be unrenumena

t iv e  and economically: in e f f ic ie n t  in  r e la t io n  to  n a tive  c u lt iv a t io n .

130. Hancock o. . c i t . Page 181.

131. Alan McPhee o ^ -.c it . Page 44.
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"The B.C. G.A. discovered by experience th a t peasant production was gen era lly
152a more economical, proposition  than p la n ta tio n  production . . . "  S im ilar  

attem pts were u n successfu l w ith ground-nut, ben iseed  and other commodities 

except the palm products. Thus the controversy over the development o f  

p la n ta tio n  agricu ltu re  in  N igeria  was to  be confined  to  the p a lm -o il in d u stry , 

once the su p er io r ity  of sm a ll-sca le  native  hold ings over la r g e -s c a le  fore ign  

owned p lan ta tio n s in  other s ta p le s  was demonstrated. In the case of cocoa, 

^round-nut and co tto n , economic fo rce s  w ere, in  the f i r s t  in stan ce  the d eter

mining fa c to r . However, i t  i s  doubtful whether the s o c io - p o l i t ic a l  con str

a in ts  embodied in  subsequent government p o l ic ie s  and indigenous op p osition  

to  J. la n ta tio n  economy would have perm itted fo re ig n  p la n ters  to  e s ta b lis h  

them selves even i f  i t  was econom ically v ia b le  fo r  them to do so .

In the inter-w ar years other Im perial powers m odified  th e ir  approach to  

the question  of tr o p ic a l coim lOdity supply by a llow ing fo r  a new method o f  

s c ie n t i f i c  c u lt iv a tio n  th ro u ji foreign-ow ned p la n ta tio n s  in  th e ir  c o lo n ie s .  

J ith in  two decades one r e su lt  of the new approach was the rapid emergence o f  

the products o f  yaln  p la n ta tio n s  in  B elg ian  Congo, Sumatra and Malaya on the  

v/orld market in  such a away: as to  th reaten  economic ru ins fo r  tlie ueasant 

producers o f N igeria  and the r e s t  o f West A fr ica . "In the ea r ly  1920s i t  

was no longer p o ss ib le  to  p ictu re B r it is h  West A fr ica  as a m onopolist pro

ducer to  impose i t s  own terms upon the v/orld market fo r  vegeta.ble o i l s .  The 

West A frican pn’oducers f e l t  fo r  the f i r s t  time the pressure o f a com petition

whi.ch was growing at a sen sa tio n a l and menacing speed. I t  was no lon ger a
133

s p ir i t  o f greed, but one o f fea r  which dominated the economic d iscu ssions.'"

I t  was in  the l ig lit  o f the demonstrated in e f f ic ie n c y  o f the n ative  method in  

the face  of h ig h -y ie ld in g  and b e tte r  q u a lity  production in  European-owned 

p la n ta tio n s, that powerful foreign  in t e r e s t s  in  commerce and manufacture o f  

o i l s  and fa ts  demanded from the c o lo n ia l adm inistration  the righ  to  e s ta b lis h  

palm p lan ta tio n s in  the Southern part o f  N ig er ia . The soap; and f a t s  company 

of Lever Brothers was the most inn o r t  ant and p e r s is te n t  seeker o f p la n ta tio n  

concession  r ig h ts . I t  made three attem pts in  1907, 1920 and 1925* l ik e

132. Hancock o , . c i t .  Page 188

133. ib id . Lage 191.
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th ose  o f other companies, they f a i l e d .

ViThy were the requests of fore ign  p la n ta tio n  in t e r e s t s  rejected ?

Though the argument was o sten s ib ly  over th e  fu tu re stru ctu re and develop

ment o f the palm o i l  in d u stry , in  essen ce  i t  was a case  between the e sta b 

lishm ent o f p la n ta tio n  economy in  N ig e r ia  and th e con tin u ation  o f the 

t r a d it io n a l native system of land ownership and c u lt iv a t io n .  Let us look

at th e  Government’ s argument developed over 2^3 decades and b est propounded
133

by Governor Hugh C liffo r d . I t s  economic content was t h is  : v V liy  the

te c h n ic a l effic ien cy / and superior p r o d u c it iv ity  o f th e  p la n ta tio n  system in  

palïïi remained unchallenged, the e s tim a tes  o f i t s  c o s t s  in  the p h y sica l snd 

economic environment obtainable on the West Coast have been wildly: optim iisric. 

Labour' supply, even from a purely economic vievj p o in t would be almost im

p o s s ib le .  i'revious experiences have shown th a t the peasants had no d es ire  

to  work fo r  wa e employment on European p la n ta t io n s . Their in d iv id u a l  

e f f o r t s  were bringing in  monetary rewards, and th e ir  combined ou tp ut, given  

adequate improveiaents was l ik e ly  to  exceed anything th e  p la n ta tio n s  could  

^roduce. Pain o i l  was an import;ant lo c a l  fo o d stu ff  and f u e l .  I t s  product

ion was deeply-rooted in  lo c a l tr a d it io n  and i t  would not cease even i f  the 

export trade was l o s t ,  'Qie peasant producer's c o st  was minimal, he could  

contain  the heavy f lu c tu a tio n  in  world demand fo r  vegetab le  o i l s  and w ith 

stand the s e c ila r  d e ter io ra tio n  in  the tern s  o f  trade o f tr o p ic a l commodities, 

lie would remain on h is  land , feed in g  h im se lf and h is  famiily, s e l l in g  what he 

could fo r  money when broken p la n ters  were f le e in g  to  th e ir  homes in  Europe, 

le a v in g  th e ir  p la n ta tio n s  d e r e lic t  and the lo c a l  economy: in  ru in s,

134. Lord Ireverhulme' s demand, thougln varying from time to  t in e ,  e ssen 
t ia l l y  involved t.hree basic req u ests . Freehold concession  fo r  p la n t
in g , a labour supply: guaranteed by the 'Government and the exS.usive 
r i  j i t  o f purchasing f r u it s  from n ative  s e l l e r s  at a p rice f ix e d  by: 
h is  company ' s m i l l s .

135• See Hancock, o . . c i t . Page 182-194»

136. ib id . Page 193
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The 'Government b e liev ed  in  sh o rt, that economic fa c to r s  in c lu d in g  the 

lon^-tem i p rosp ects favoured the peasant system .

Tliere was a lso  a s o c io - p o l i t ic a l  content to  the o f f i c i a l  p o s it io n .

A fundamental aim o f the c o lo n ia l adm in istration  s in ce  i t s  in ce p tio n , 

had been to  promote the development o f  th e  a g r icu ltu ra l resources o f  

N ig er ia  through the agency o f the indigenous people them selves. Govern

ment supervision  and education would be necessary , but the dynamic fo rces  

in  the economy must be generated from w ith in . The Government was, 

th e r e fo r e , ccmmitted on p o l i t i c a l  and moral grounds to  upholding the  

peasant system . Land a lie n a tio n  v/as out o f the q u estion . In any ca se , 

i t  was im practicable in  the case o f palm o i l  industry- fo r  the palm b e lt  

in  Southern N igeria  was (and s t i l l  i s )  one o f the most densely populated  

areas in  tr o p ic a l A fr ica . Attempts to  create a la n d le ss  p r o le ta r ia te  

or a lt e r  the tr a d it io n a l system fundam entally would cause th e g rea te st  

s o c ia l  and p o l i t i c a l  unrest in  the c o u n t T h e r e  never was any/ doubt 

about the native a tt itu d e  to  the p la n ta tio n  propaganda. "It has been
13 8w ithout any q u a lif ic a t io n  su sp ic io u s and h o s t i le ,"  ' Su sp iciou s not 

only fo r  th e ir  land but a lso  fo r  the danger that foreign-ov/ned p la n ta tio n  

m i;jit take away/ th e ir  ex].>ort trade and perhaps invade the dom estic market 

to o . As com petitors, the p la n ters  would be l e s s  w il l in g  to  impart s k i l l  

and knowledge necessary/ fo r  modem c u lt iv a t io n .  Foreign-ov/ned p la n ta tio n s ,  

l ik e  mines would remain e x tr a c tiv e  en c la v es . These were the grounds on 

v/hich the p la n ta tio n  sy/stem was r e je c te d  in  N ig er ia  in  sp ite  o f i t s  econom

ic  success elsew here. Siruilar arguments were put forward in  other B r it ish

137, G/F, Omisby/-(lore Report o -̂. c i t .

138 . Hancock o ^ ..c it . Rage 198.
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V/est A frican c o lo n ie s  that e f f e c t iv e ly  shut out the p la n te r s . In the

Gold Goast as in  Western N igeria  cocoa p la n ta tio n s  were soon found to

be r e la t iv e ly  in e f f ic ie n t  and uneconomic.

The Government’ s answer to  the th rea t of vegetab le  o i l  com petition

from the East In d ies and Congo v/as to  be in  the form o f a gradual but

e f f e c t iv e  harmonisation o f the good q u a l i t ie s  in  both systems -  in  other

v/ords, 'preserving  what i s  good in  the (indigenous) system v/hile b rin g in g
130

the methods of c u lt iv a t io n  and ex tra c tio n  more uptodate. ' In th is

resj_-ect the Government strengthened i t s  a g r icu ltu ra l research estab lish m en t, 

and on the recommendation o f Ormsby-Gore i t  a lso  granted minor le a s e s  fo r  

the estab lishm ent o f 'nucleus' p l a n t a t i o n s . T h e  purpose of the l a t t e r  

was both to  ensure the regu lar supply o f f r u it s  to  governm ent-inspired  

comp any -ov/ned cen tra l m i l l s ,  and to  act as tra in in g  grounds fo r  n a tiv e  

a^-ricu lturel o f f ic e r s .

liov/ could one espouse the correctn ess o f the p o lic y  o f the ea r ly  

c o lo n ia l adm inistration in  shaping N ig e r ia 's  a g r icu ltu ra l stru ctu re  in  the  

way i t  did by r e je c tin g  fo re ig n  p lan ters?  The question  might be seen as 

a f u t i l e  one sin ce  i t  could be argued th a t had the fo re ig n  p la n ters  r e c e iv 

ed an o f f i c i a l  b le ss in g  in stea d  o f a r e fu s a l,  economic fo rce s  alone would 

have k i l le d  th e ir  p lan ta tion  dreans. As fo r  the palm in d u stry , the  

problems a sso c ia ted  w ith land and labour would have overshadowed any 

p o ss ib le  tech n o lo g ica l advantage.

139" Oimsby-Gore Report o, . c i t ,

I 4G. By 1936, the t o t a l  land area granted fo r  foreign-owned p la n ta tio n s
approximated 22 J  sq. m ile s .
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In  any c a se , had the Government assumed i t s  general la i s s e z - f a ir e  posture on 

t h is  question and remained 'n e u tr a l ' ,  the stru ctu re th at would have emerged 

would  ̂rob ably have been in  no major way d iffe r e n t  fran to d a y 's . Was the  

r e je c t io n  of a sc ien tifica lly -m a n a g ed  p la n ta tio n  sq stem a s a c r if ic e  o f econ

omic progress to  s o c ia l s t a b i l i t y  and peasant tra d itio n a lism ?  That i s  a 

question  1 cannot r i j i t l y  ansv/er -  c e r ta in ly  not without a precedent to  go 

by:, or a démontrable empirai evidence frcra a comparable economy or econoriic 

environment . For the policy/ in  B r it is h  West A frica  to  promote the d evel

opment o f the t e r r it o r ie s  by the n a tiv es  and fo r  th e n a tives  under Govern

m ental superv ision  was at the time ' almost unique, not only in  th e  Empire, 

but a lso  in  th e world at la r g e .

The sustenance o f the peasant system was su c c e ss fu l in  so fa r  as the 

growth o f a g r icu ltu ra l exports m aintained a 5-84' annual rate and a general 

upward trend a fte r  the early  m assive expansion fo llo w in g  the co n stru ction  o f  

the railway: and other transport system s. xalm oil and kernel production  

fo llow ed  the general pattern  o f expansion . The f a l l  over the years o f th e ir  

combined share in  the t o t a l  value o f a g r icu ltu ra l exports -  in  1900,

AO;, in  1936 and 30,q in  1950 -  v/as e s s e n t ia l ly  due to  the r is e  o f o ther comm

o d i t ie s .  The general f lu c tu a tio n s  in  p eriod ic  and annual production can be 

exp la ined  in  terms of the vagaries o f the weat’-.er, ex tern a l fa c to r s  and the 

p r ic in g  p o lic y  o f the marketing boards ratherthan simply: in  terms o f the pro

duction  system . This i s  not to  say a l l  i s  w e ll w ith in  the sy/stem. In fa c t  

the a g r icu ltu ra l sec to r  today/, r e la t iv e  to  other se c t io n s  o f the economy i s
lA-2

seen as the ' stagnating  secto r ' e sp ec ia lly / in  i t s  production fo r  home market.

I 4IA. 'French West A frica ' o ffe r s  no id e a l economic environment fo r  compai'a- 
t iv e  puri'Oses. The Franch ' assim u lation ' p o lic y  reduced to  a minimum 
any: fe e l in g  of separate id e n t ity  on the part o f the indigenous peop les  
of the area. Hence the r e la t iv e  absence o f op p osition  to French-owned 
and -run p la n ta tio n s  which began to  be developed e x te n s iv e ly  in  Ivory/ 
C oast, Gabon e t c .  a f te r  the war. Furthermore, the population  p ress
ure in  N ig er ia , e sp e c ia lly  in  the South, and th e v ia b i l i t y  o f ' in d ir 
ec t r u le ' as a system of Government created a s o c ia l ,  p o l i t i c a l  and 
econ'Oiiic environment d if fe r e n t  frcxn the surrounding French t e r r i t o r i i e s ,

lA lB. Alan Mcrhee o ^ .c i t . Page 27*

142. O/P. V/, Arthur Lewis -  R e fle c tio n s  on N ig e r ia 's  Growth, o u .c i t .
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Palm produce fo r  export has su b s ta n t ia lly  fa l le n  sin ce the early  1900s and

one cannot p in  the change s o le ly  on the d iv ersio n  to  home consumption and

the p r ic e s  o ffered  by the marketing board. I cannot d ig ress  much in to  the

143problems fa c in g  N igerian a g r icu ltu re . I  have alluded to  them elsew here. 

However, i t  i s  worth noting  here th at apart from the b io lo g ic a l  and techno

lo g ic a l  innovation  gradually taking p lace in  th e se c to r , e f f o r t s  to  a l t e r  or  

'modernise' the system through co -op erative  h o ld in gs, indigenous p la n ta t io n s ,  

s ta te  fa m s  and farn se ttlem en ts  bn the Kitbuzzini model, have not been succ

e s s fu l  enough to  make any major impact on the o ld  system.

Follow ing on the la s t  s e c t io n , i t  seems lo g ic a l  to  examine the r e la t io n 

ship  between th e c o lo n ia l adm in istration  and Itrivate fore ign  en terp r ise  in  

N igeria  during the period before World War I I .  Such examination i s  import

ant in  one resp ect; to  throw some h is to r ic a l  l ig h t  on a b e l i e f  th a t was to  

be i,)opular a f te r  the war and d'uring the s tru g g le  fo r  Independence namely 

the ex isten ce  o f  a "close a ssoc ia tion "  amounting to  a "conspiracy" between 

" alien  p o l i t i c a l  con trol and a lie n  economic o lig o p o ly " . In the eXj.lanatory 

words o f James S. Colanan, "the n e a r - to ta li ty  o f  economic j-cwer exercised  by 

a sm all group o f European firm s, to geth er  w ith apparent govem en ta l support 

or to le r a t io n  o f that power, gave r is e  to  a popular inage o f a l ie n  co llu s io n  

and e x p lo ita t io n . A f u l l  a n a ly s is  o f  t h is  b e l i e f  or 'charge' and the

b a s is  fo r  i t  belongs to  a la t e r  chapter. Here i t  i s  enough to  see  whether

th ere were s u f f ic ie n t  grounds to  j u s t i f y  the b e l i e f  at th at tim e. Any reader 

of th is  chapter would fin d  ample evidence to  urove th a t the r e la tio n sh ip  

between the A dm inistration and fo re ig n  b u sin ess in te r e s t s  was fa r  from 

'c o n s p ir a to r ia l'; c er ta in ly  there were areas in  which government p o lic y  or 

lack  of p o lic y  had allowed fo re ig n  c a p it a l is t  in t e r e s t s  to  e s ta b lis h  com

p le te  and e f f e c t iv e  domination through the sheer s iz e  of th e ir  te c h n ic a l and 

fin a n c ia l su p e r io r ity . The fa i lu r e  o f  the government to  safeguard ind igen

ous mining in te r e s t  and to  prevent the d ec lin e  and e lim in ation  o f indigenous 

entrepreneurial c la s s  from commerce are tv/o outstanding exam ples. However,

143" See introductoiy  chapter.

lAij,. J .S . Coleman: -  N igeria  : Background to  N ationalism . U n iversity  of 
C a lifo rn ia  Ire  as Berkeley & Los Angeles I 958 Page 81.
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government did ' in te r fe r e ’ in  other areas, abandoning i t s  la i s s e z - f a ir e  

p o lic y  whenever i t s  own in te r e s t s  or s o c ia l  p o lic y  were d ir e c t ly  involved .

We have seen how i t  had su c c e s s fu lly  opposed p r iv a te  e n te r p r ise s  in  railw ays  

con stru ction  and management, in  coa l m ining and in  planlation. I t  had refused  

to  a lie n a te  n a tiv e  lands. In the 1920s i t  had to  cope w ith  a strong a g it a t -

145ion  from the trad ing companies fo r  reduction  in  ta x a tio n . I t  fa ile d  

before th e  war years to  persuade the two companies -  U.A.C. and John Holt -  

to  redress the economic s itu a t io n  in  Baro which I referred  to  e a r l ie r  on.^^^

A reading o f  the Nowell Report c le a r ly  shows th at a l l  was not w e ll between 

the lo c a l  adm in istrative o f f ic e r s  and the ex p a tr ia te  companies. In o ther  

words, i f  th ere was any h is to r ic a l  foundation fo r  the c o llu s io n  id ea , i t  

c e r ta in ly  was not deep. However, during th e  war and a f te r ,  the r e la tio n sh ip  

between the two improved appreciably to  th e p o in t where the above ’ charge ’ 

became an important plank in  the N a t io n a lis ts  post-w ar p o litico -econ om ic  

campaign.

An important fea tu re o f  the e a r ly  resoiarce flow  in to  N ig er ia  and other  

B r it is h  co lo n ies  in  West A frica  was the absence o f  an acoc«npan2,ln g  s e t t l e r  

community. For cen tu r ie s  the West Coast had remained the ’Wliiteman’ s Grave'. 

Rapid improvement in  tr o p ic a l m edicine e s p e c ia l ly  the development o f a n ti

dote fo r  m alaria fe v e r  did not enhance the a ttr a c t iv e n e ss  o f the N iger c o a s t .  

U nlike the E a st, C entral and Southern A frica which a ttra cted  large  in f lu x  o f  

men and c a p ita l in  the in ter-w ar y e a r s , the co n d itio n s in  N ig er ia  remained 

such as to  make a European’s stay  -  whether as businessm an, adm inistrator or  

m issionary -  a r e la t iv e ly  short 'to u r  o f duty’ . The clim ate was an obvious 

d eterren t, but i t  was not important enough to  prevent an in f lu x  o f  French men 

and women in to  Francophone West A fr ica . In N ig e r ia , the population pressure  

was c r u c ia l and i t  rein forced  o f f i c i a l  p o lic y  o f not a lie n a tin g  communal lands 

or u p se ttin g  the s o c ia l  fa b r ics  o f n a tiv e  s o c ie t i e s .  From the view p o in t o f  

p o te n t ia l im nigrant, N ig er ia  did not o f f e r  anĵ  a t tr a c t iv e  econcmic p u ll  

comparable to  the Kenya highlands or m in era l-r ich  v e ld s  o f Southern A fr ica .

145* See Oirnsby-Gore Report, op .c i t . Page 171.

146. See above Page 33B, C/P. J , M ars;- 'E x tr a te r r ito r ia l E n terp r ice '.
o p .c i t .  Page 124.
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o f f i c i a ]  p o l ic y  o f  no t a l i e n a t i n g  c o m u n e l la n d s  o r  u p s e t t in g  th e  

s o c i a l  f a b r i c s  o f  n a t iv e  s o c i e t i e s .  From th e  vew p o in t  o f  p o t e n t i a l  

im m ig ra n t, N ig e r ia  d id  n o t o f f e r  any a t t r a c t i v e  econom ic p u l l  com

p a ra b le  t o  th e  Kenya h ig h la n d s  o r  m in e r a l - r i c h  v e ld s  o f  S o u th e rn  Afrd-ca.
1
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CHAPTER 7

NIGERIA; OFFICIAI; CAl'IT.AL RESOURCES INFLOW 1940-70

In t h is  Chapter l ik e  in  the p rev iou s one, o f f i c i a l  c a p ita l r e fe r s  to  

o f f ic ia lly - in d u c e d  resource in flow  in to  N ig er ia . That i s ,  ex tern a l c a p it 

a l resources that are acquired by, contracted  or disbursed to  the govern

ments and s e m i-o f f ic ia l  s ta te  corporations and in s t i t u t io n s ,  or th a t are 

guaranteed by the F ederal Government. The sources o f  th ese  fo re ig n  

in -f lo w s  are thus o f f i c i a l ,  p rivate  as w e ll as m u lt ila te r a l a g en c ies. In  

the con tex t o f N ig e r ia 's  exp erien ce, c a p ita l  in -f lo w  can be d a s s if ie d  in to  

f iv e  major forms. These are C.D. & W. disbursem ents, stock  f lo a ta t io n  on 

th e  London C apita l Market, b i la te r a l  o f f ic ia l ,  a id , m u lt ila te r a l agen cies  

c r e d i t s ,  and p r iv a te  su p p liers ' c r e d its  and con tractor fin a n ce . The above 

c la s s i f i c a t io n  i s  h is t o r ic a l ly  induced. For example, C.D. & W, Grant was 

the pre-Independence forerunner o f o f f i c i a l  aid  and fo r  B r ita in  th e  change 

to  Commonwealth Development A ssistan ce was a purely formal change o f  t i t l e  

and not much o f su bstan ce. The c o lo n ia l method o f  r a is in g  p r iv a te  c a p ita l  

fo r  in fr a s tr u c tu r a l development through the London Market has become rare  

s in ce  Independence, w hile  World Bank Loans fo r  s im ila r  purposes and th e  use  

o f p r iv a te  su p p liers  c r e d it s  and con tractor-fin an ce  have come to  th e fo r e .  

With regards to  c a p ita l  in -f lo w , I 96O, the year o f Independence was an 

im portant m ile s to n e , not fo r  any immediate upsurge in  o f f i c i a l  in -f lo w  but 

fo r  th e a b i l i t y  o f th e  lo c a l Government adm in istration  to  d iv e r s ify  i t s  

sou rces o f  a s s is ta n c e  and c r e d it s ,  and to  assume debt o b lig a tio n s  w ithout 

co n s tr a in ts  from and guarantee of the Im perial Exchequer.
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C.D. & W. INinds

The 1940 ra d ica l change in  Im perial a t t itu d e s  towards co lo n ia l

economic and so c ia l development and the means o f  fin an cin g  i t ,  meant the

f in a l  demise o f  Earl Grey’ s philosophy and a r ig id  adherence to la i s s e z -

fa ir e .  I f  the 1929 C olonial Development Act esta b lish ed  the p r in c ip le

that external o f f i c i a l  a ss is ta n c e  was e s s e n t ia l  to development, a decade

o f  experience under i t  drove home the p o in t th a t that a ss is ta n c e  must r is e
1

above a mediocre le v e l  i f  i t  was to make an e f f e c t iv e  impact. The

C olonial Development and Welfare Act o f  1940 (and subsequent A cts o f  1945»

50 & 55) more than aimed a t correctin g  the f in a n c ia l inadequacy o f  the

previous A ct. There were o ther q u a lita t iv e  d e f ic ie n c ie s  to be remedied too .

Investment in  s o c ia l se r v ic e s  such as h ea lth  and education which were

h ith er to  considered ^unproductive’ expenditures and thus excluded, were

e x p l ic i t ly  provided fo r . "Welfare rath er than p h ysica l development was
2

uppermost in  the mind o f  those who adm inistered the A c t . . .  As for  the 

expected b e n e fits  from expenditures out o f  C.D. & W. grants and other  

development p ro jec ts  in  the co lo n ies  the in te r e s t s  o f  lo c a l people rather  

than those o f  the Im perial nation  were to be o f  the f i r s t  con sid era tio n . 

Development Schemes to be a s s is te d  were g iven  a wider meaning' and they were 

to be for  "any purpose l ik e ly  to promote the development o f  resources o f  any 

colony or the w elfare o f  i t s  people".^ The A cts o f  course voted more funds. 

Thus the maximum amount o f  £5M per annum fo r  a l l  the co lo n ie s  envisaged by 

the 1940 Act was subsequently ra ised  to an annual average o f  £121'! by the 

1945 A ct.^  The d ec is io n  on education was o f  p a rticu la r  importance to N igeria ,

1. £1M was the maximum that could be advanced (a s loan  or grant) in  any one 
y ear .

2, See the F ifth  Report o f  the House o f  Commons S e le c t Committee on 
E stim ates. S ession  1947-48 No. 181 Paragraph 10.

4 . See Statement o f  P o licy  on C olon ial Development and W elfare Cmd 6l?5 1940

5 . S e le c t  Committee 5fh Report o p .c i t . Paragraph 10 & 14 .
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for as we have seen in  the la s t  chapter Government e f fo r t s  in  th is  f i e ld  

had h ith er to  been m inim al. The post-war a cc e le r a tio n  in  the crea tion  o f  

education f a c i l i t i e s ,  from primary to u n iv e r s ity  le v e l  has made 

tremendous impact on N ig er ia 's  manpower supply, even then the e f f e c t s  o f  

the la t e  s ta r t  are s t i l l  being f e l t  today in  many Sectors o f  the economy.

I t  has been claimed, j u s t i f ia b ly  so as we s h a ll see below, by those who 

have e ith e r  been in tim a te ly  involved  in  economic management or in  

development policy-m aking process that s k i l le d  manpower shortage 

e s p e c ia l ly  in  s c ie n t i f i c  and tech n o lo g ica l f i e ld s  c o n stitu te  a major 

co n stra in t to a id -a s s is te d  p ro ject planning and execution .^

The vogue id ea  o f  comprehensive development planning as a means o f  

a c c e le r a tin g  economic progress in  the c o lo n ie s  was introduced by the 1940 

p rop osa ls. The C.D. & W. Act o f  1945 required each colony to prepare a 

Ten-year Development P lan, the main p ro jec ts  o f  which were to be financed  

with the aid  o f  C.D. & W. disbursem ents. N igeria  made two P lans before  

Independence, the Ten-year 1945/4^ -  1955/5^ Development P lan and the  

fo llo w in g  7-year 1955/5^ -  1961/62 Plan.*^ I t  i s  in  terms o f  these p lans 

that we sh a ll look a t C.D. & W. Funds con trib u tion  to N ig e r ia 's  economic 

and s o c ia l  p rogress. The Second Plan was overtaken by the d e c is io n  to 

grant p o l i t i c a l  Independence to N igeria  in  I960, and fo r  p r a c tic a l 

purposes the con tr ib u tion  o f  C.D. & W. Funds was superseded by 'Independence' 

f in a n c ia l arrangements w ith N igeria  and by o f f i c i a l  fo re ig n  aid  flow s from 

oth er developed co u n tr ies  b esid es  B r ita in .

6 . , See fo r  example a r t ic le  e n t it le d  'N ig er ia  And U.S. Aid : Some
R e fle c tio n s ' by Dr. 0 . Aboyade in  N igerian Opinion Vol 7» No.2 Feb 1972.
For an a n a ly s is  o f  the r e la tio n sh ip  between Govt, firm s and Church 
M issions in  the fa ilu r e  to develop tech n ica l education before the war 
see  P eter  K ilby. In d u s tr ia liz a t io n  in  An Open Economy N igeria  1945-66 
o p .c i t . pages 258-260.

7 . The 2nd P lan referred  to th at o f  the Central or Federal Government.
Because o f  C o n stitu tio n a l Changes in  1954» two o f  the three reg ion s,
'E ast' and 'West' planned th e ir  development for  a shorter (1955-60j 
p eriod . A ll the four Governments sta rted  the 1962-68 F ir s t  N ational 
plan  to g eth er . Changes in  the in tern a l planning arrangement does not 
in  any s ig n if ic a n t  way a f fe c t  the ex tern a l ca p ita l con tr ib u tion  which 
i s  being analysed h ere.
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Five years a f te r  the end o f  the la s t  war, the C olonial Loans Acts 1949/52  

were passed to enable the co lo n ies  to a fford  them selves o f  the f in a n c ia l  

and tech n ica l f a c i l i t i e s  being- created ly  the new In tern a tio n a l Bank for  

R econstruction  and Development (World Bank). Thus in  1958 N igeria  was 

able to borrow £10M from the Bank for  railw ay expansion. This loan  

represented the f i r s t  major external c a p ita l resources to flow  in to  N igeria
Q

from s o u rc e s  o u ts id e  th e  U n ited  Kingdom,

Out o f  the planned c a p ita l expenditure o f  £55M in  the Ten-year Plan,

C.D. & W. Funds was e x p e c te d  to  and d u ly  c o n tr ib u te d  £23M. T h is  o f f i c i a l

Im perial con trib u tion  amounted to nearly 4 2 / o f  the t o ta l ,  and i f  we include

th e  £6 .8M r a i s e d  i n  th e  London C a p i ta l  M arket f o r  developm ent p u rp o s e s ,^

we find  th at external c a p ita l as a whole financed nearly 5 5 / o f  the ' planned

developm ent p ro g ram m es '. Of c o u rse , a s  a  s h a re  o f  o v e r a l l  o r  a g g re g a te

Government e x p e n d itu re , t h i s  e x te r n a l  c o n t r ib u t io n  was much s m a l le r .  The

d iv is io n  o f  expenditures between 'planned' category and recurrent one was

necessary in  order to f u l f i l  the conceptual and accounting requirem ents o f

the C.D. & W. A cts. I n  p ra ctic e  the P la n  expenditures were no more

than ad d itio n s to the normal, th at i s  recurrent expenditures o f  the

N igerian Government which amounted to some £20M annually during the period .

The sums shown u n d e r th e  v a r io u s  h e a d in g s  -  b u i ld in g ,  w a te r  su p p ly ,

m edical se r v ic e s  e t c .  in  tab le  25 represented  in  e f f e c t  the in te n s if ic a t io n

11o f  expenditures on e x is t in g  s e r v ic e s .

n
8 . See below pages ^

9 . See ta b le  2? and below. During the op eration  o f  the Ten-year Plan, a 
to ta l  o f  £4.25M was a lso  ra ised  from extern a l sources purely for  
conversion purposes. L o .c it .

10. See S e le c t  Com m ittee ^th R e p o rt o p .c i t . C h a p te r 1.

11. Most Post-w ar Annual Reports fo r  N igeria  Contain d e ta i l s  o f  Schemes
completed or in  progress which have b en e fitted  from C.D. & W. Votes.
The 1949 Report Appendix E l i s t s  such schemes as o f  th a t y ea r .



Page 357

The plan and the subsequent 7-year one were not tr u ly  - comprehensive fo r

they involved merely a c o l le c t io n  o f  c a p ita l p ro jec ts  and schemes to be

executed by the p u b lic  sector , in clud ing  the Statutory Corporations and 
12U t i l i t i e s .  The 10-year programme was e s s e n t ia l ly  o f  economic and s o c ia l  

in fra stru c tu ra l development, however u n lik e  the pre-war period the 

emphasis was now on so c ia l and w elfare s e r v ic e s .  As ta b le  23 shows, among 

the major 'd ir e c t ly  non-productive' schemes th at received  su b sta n tia l 

a llo c a t io n s  were h ea lth  se r v ic e s , education, water su p p lies  and b u ild in g  

con stru ction . Other expenditures were on roads, e l e c t r ic i t y  and telephone  

e x p a n s i o n . T h e  succeeding 7-year p lan  o f  the Federal Government and the 

subsid iary ones o f  the three reg ion a l ad m in istration s, in  aggregate  

envisaged a n o ticea b ly  reduced dependence on external support for  

fin an cin g  the Plan ta r g e ts .  This was p a rtly  because the f i s c a l  base o f  the 

economy was being rap id ly  developed and expanded from a very low le v e l ,  and 

for  the fa c t  that by the beginning o f  the P lan period, N igeria , l ik e  o ther

co lo n ies  had accumulated huge S te r lin g  balances in  London. " out o f  a

p o ss ib le  requirement o f  £339»1M to fin an ce the development programmes o f  

the Governments and th e ir  sta tu tory  bodies, i t  i s  an tic ip a ted  that £264M 

or 78 / w i l l  be found from lo c a l resou rces. £23M (7 /)  from C.D. & W. and 

other ex tern a l grants and £25M from loans made by the United Kingdom 

Government and the In tern ation a l Bank fo r  R econstruction and Development."

Let us look a t the con trib u tion  c lo s e ly .  Local resources here included  

a lso  the a s s e t s  held  abroad by the Governments and th e ir  S tatutory bodies  

l ik e  the Marketing Boards. From C.D. & W. Fund the Governments hoped to

rece iv e  a grant o f  £19.4M, w hile the Statutory Corporations hoped to rece iv e

12. c / f  S e le c t  Committee 5'th Report o p .c i t  Paragraphs 64- 6 5 .
13 . For d e ta i l s  see 'A Ten-year Plan o f  Development & Welfare for  N igeria  

1946' .  L e g is la t iv e  Council o f  N igeria , S ession a l paper No.24 o f  1945.
In general no p ro ject l ik e ly  to earn d ir e c t  revenue was e l i g ib l e  for  
grant from C.D. & W. Funds. I f  such a p ro ject was nominated fo r
a ss is ta n c e  i t  was l ik e ly  to be given  in  form o f  a loan .

14 . N ational Economic Council o f  N ig e r ia :-  Economic Survey o f  N igeria  1959. 
o p .c i t .  Page 90,
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£1.8M. The bulk o f  the remaining £1.8M m iscellaneous grants was to come 

from the United S ta te s . As for  the Loans, £15M was to come from the 

United Kingdom (th a t i s  £3M Exchequer Loan, and £1% Commonwealth 

A ssistan ce  Loan) and the remaining £10M was to be the World Bank Loan* 

which I referred  to e a r l ie r  on. The g rea ter  part o f  the remaining 8 /  in  

required finance was to be f i l l e d  by the use o f  external su p p liers c r e d its  

and Contractor fin a n ce . Thus in  the second Development Plan o f  N igeria  

the expected share o f  external con trib u tion  to p ublic  sec to r  c a p ita l 

expenditure was about 20̂ 6. "The small r e lia n c e  on external loams i s  due 

to a w illin g n e ss  to impose ta x a tio n  so as to ensure that N igeria  sh a ll

15finance as much o f  her development as p o ss ib le  from her own resources" .

This attem pt to generate s e lf - r e l ia n c e  in  the p rov ision  o f  c a p ita l resources

for  development was sh o r t-liv e d , for  as the s te r lin g  savings -  on which the

confidence had in  the f i r s t  in stan ce been la r g e ly  b u ilt ,  - became quickly

d ep leted , the government began to recognize the p o s s ib i l i t y  o f  finance

(both dom estic saving and fo re ig n  exchange) becoming the major con stra in in g

fa c to r  in  the development p rocess. The determ ination to tax soon waned and

though the share o f  Government rec e ip t in  GNP rose from 6^ in  the early  ’ 50s

to 12 . 7/0 in  196^ 63 , i t  s t i l l  remains by in tern a tio n a l standard r e la t iv e ly  
16low. Thus by the th ird  planning period or what was the f i r s t  p o s t-

Independence planning' e f fo r t ,  a return was made to greater  dependency on

fo re ig n  o f f i c i a l  support. The expected 43 • 5!/o fore ign  aid  con trib u tion

to p u b lic  sector  c a p ita l form ation programme in  the ’ F ir s t  N ational

17Development Plan o f  1962-68 , was no doubt a lso  conditioned by the

opportunity to widen the sources o f  o f f i c i a l  a ss is ta n c e  and by promises made 

on the attainm ent o f  nationliood. As i t  turned out the exp ecta tion  proved to

15 . Ib id  Page 9.

16 . C /f H.T. Oshima. ’ Share o f  Governments in  GNP fo r  Various Countries' 
Â.K.R. June 1957.

17 . See belov/ ta b le  28.
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be h igh ly  o p tim is t ic  and was not f u l f i l l e d .  There were many fa c to r s  

resp on sib le  for  the S h o r tfa ll in  fore ig n  a id  con trib u tion  to the 1962-68 

Plan and 1 sh a ll deal w ith them la te r  in  th is  chapter. Here I  sh a ll 

concentrate on the pre-Independence p o s it io n .

The ex p ec ted  e x te r n a l  c o n t r ib u t io n  to  th e  1956-62 D evelopm ent P la n  

d id  m a t e r i a l i z e ,  e x c e p t th e  u se  o f  e x p o rt  c r e d i t s  w hich d id  n o t b e g in  in  

e a r n e s t  u n t i l  1962/63. The C.D. & W. A ct o f  1955 a l l o c a t e d  £11.75M to  

N ig e r ia  and £1.:>3M to  S o u th e rn  Cameroons o u t  o f  a  t o t a l  o f  n e a r ly  £30M 

earm arked  f o r  A f r ic a n  D ep en d en c ie s . F u r th e r  a d d i t io n s  were made to  

N ig e r ia ’ s d isb u rse m e n t such t h a t  by th e  end o f  th e  p la n  p e r io d  she had 

r e c e iv e d  o v e r  £15M. The Independence  d e c is io n  a f f e c te d  th e  p r o je c te d  

developm en t programme i n  th e  P la n  e s p e c i a l l y  i n  th e  l a s t  th r e e  y e a r s  o r  

so . R e v is io n s  i n  th e  form  o f  a d d i t io n a l  schem es were made. I  have 

p r e v io u s ly  r e f e r r e d  to  th e  re a r ra n g e m e n ts  i n  th e  G overnm ents p la n n in g  

p e r io d .  Loan commitment from  B r i t a in  was in c r e a s e d  beyond th e  o r i g i n a l  

l e v e l .  ^  th e  end o f  1961 a c tu a l  d isb u rse m e n t from  B r i t a in  to  N i g e r i a 's  

c a p i t a l  re q u ire m e n t s in c e  th e  b e g in n in g  o f  th e  second P la n  i n  1955 had 

r i s e n  to  ab o u t £37M, a lm o s t e q u a lly  d iv id e d  betw een g r a n t s  and lo a n s .

During the 17-year period o f  the f i r s t  and second p lans, th at i s  1945/46  

to 1961/ 62, B r it ish  o f f i c i a l  a id  to N igeria  amounted to over £60M o f  which 

nearly £40M was disbursed as gran ts. The main source o f  grants were o f  

course the C.D. & W. Funds, by I 96O the to ta l  sum made a v a ila b le  for  

d is tr ib u t io n  to the C olonies by the 1945, 55 uhd 59 Acts ha.d r ise n  to over 

£220M. by the time N igeria  exhausted her a llo c a t io n  under the A cts she 

had rece ived  general grants o f  £38 ,322 ,422 , research  grants o f  £397,069  

and a small loan  o f  £31 ,000 . The grand t o ta l  was £38,750,489^^» N igeria  

a lso  must have b en efitted  from nearly £4M a llo c a te d  to West A frica  for

18. See C olonial Development & W elfare A cts; F inal Returns o f  Schemes 
made and o f  Loans approved under the A cts to 3 1 st  March 1970. 
H.M.S.O. Ju ly  1970. For y early  'f lo w s' see tab le  26.
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19research  and other developments that r e la te d  to the reg ion  as a whole.

In absolute terms N ig e r ia 's  share o f  C.D, & W. disbursem ents looks

im pressive. Though she had no a llo c a t io n  from the 1959 Act, the aggregate

amount She received  from the e a r l ie r  Acts was enough to g iv e  her a 1?.6^

share o f  the to ta l  C.D. & W. Funds so fa r  made a v a ila b le  to a l l  the

C olonies by the time She became independent. In terms o f  geographical

d is tr ib u t io n  A frican  t e r r ito r ie s  received  the la r g e s t  share in  cumulative

a llo c a t io n  as o f  1959» that i s  £111 .6m out o f  £220M or ju s t  h a lf  o f  the

t o t a l .  N igeria  was the la r g e s t  s in g le  r e c ip ie n t , alone She received  over
2031/  o f  the o r ig in a l a llo c a t io n s . However i f  we bring her population

s iz e  in to  the p ic tu re  we find  th at her per cap ita  C.D. & W. aid  r e c e ip t

during the whole post-w ar C olonial years amounted to , on average l e s s  than

£0 .1  per annum, by the time She exhausted her a llo c a t io n s  the to ta l  amount

received  worked out at l e s s  than £1 .30  per head o f  population . This rec e ip t

over a 17-year period compared unfavourably w ith disbursement to B r it ish

West In d ies , whose population  on average received  about £2 per head per

year, or with Malta whose ' S p ecia l Circumstances' enabled her 300,000
21in h ab itan ts to rece iv e  more C.D. & W. funds than N igeria . The average

per ca p ita  a llo c a t io n  for  a l l  C olonies during the same period worked out

at about £1 .5  per annum. As a percentage o f  Government revenue, the

C.D. & W, disbursem ents were sm all, more e sp e c ia lly  so a f te r  1955* The flow

for  1946/47 was eq u iva len t to 5.6^o; fo r  195^53» 5 . 7/» and fo r  1957/58» 3 » 1 /.

I f  in  p ra c tic e  the C.D. & W. grants to N igeria  amounted to no more than an

ad d itio n  to government revenue, th e ir  con trib u tion  remained extrem ely low.

This was a sharp con trast to the experience o f  the neighbouring French 

22C olon ies.

19 . That i s  the so -c a lle d  'central schem es'. See ib id
20. See GDI;- B r it ish  Aid 2 . Government Finance Appendix I I  S t a t i s t ic a l  

Table 3, Page 134.
21. Ib id  page 93. Also see ta b le  30 pages 94-95» Gold C oast's (Ghana) per 

ca p ita  aid r e c e ip t  was o f  s im ilar  s iz e  w ith N ig e r ia 's .

22. See T. H ayter:- French Aid. (GDI p u b lica tio n ) London I 966.
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Again before I 96O, the con trib u tion  o f  external o f f i c i a l  resource  

disbursement e ith e r  to N ig er ia 's  c a p ita l form ation or to the economy as 

seen through i t s  r e la t iv e  s iz e  to to ta l  im ports, has been on the low s id e .  

However the annual disbursement formed a r e la t iv e ly  high proportion o f  

p u blic  sector ca p ita l form ation. This fa c t  i s  borne out in  ta b le  24 below. 

The comparisons made above render an in s ig h t  in to  the C.D. & W. 

a llo c a t io n  p o lic y  ab so lu te ly  e s s e n t ia l otherw ise wrong or m islead ing  

conclusions might be drawn from them concerning N ig e r ia 's  exp erien ce.

Formally a l l  fa c to rs  which are known to be relevan t were taken in to  account, 

in c lu d in g  the s iz e  and population  o f  the te r r ito r y , i t s  known economic 

resou rces and p o s s i b i l i t i e s ,  the present s ta te  o f  development, the 

development schemes known to e x is t  or to be under contem plation, and the
23

f in a n c ia l resources l ik e ly  to be a v a ila b le  lo c a l ly ."  Local resources  

included 'su rp lu s balances' as w ell as c a p ita l th at could be ra ised  lo c a l ly  

or in  London Money Market. In short, b esid es  population, the stren gth  o f  i t s  

c a p ita l need, the r e la t iv e  poverty o f  the Colony, i t s  absorptive capacity  

and p ro ject planning a b i l i t y  were the c h ie f  fa c to r s  determ ining i t s  share 

o f  C.D. & W. Funds. In the case o f  N igeria , her sheer p h ysica l s iz e  and 

population  were the c h ie f  con sid erations in  a llo c a t in g  her in  1945/46  

£23M out o f  £54«6M a v a ila b le  to A fr ica . Her claim s on other grounds were 

stron g ly  matched by claim s from other c o lo n ie s  e sp e c ia lly  in  A frica  where 

s im ila r  economic con d ition s obtained . N ig e r ia 's  r e la t iv e ly  sm aller 

a llo c a t io n  in  subsequent years, for  example £11.75M out o f  A fr ic a 's  

£29^M in  1955, could be explained on severa l grounds. F ir s t  and forem ost, 

by the end o f  the f i r s t  plan period N igeria  l ik e  most o th er c o lo n ie s  had 

b u ilt  up a huge le v e l  o f  external savings in  form o f  S te r lin g  balances and 

her a b i l i t y  to generate a r is in g  le v e l  o f  government revenue was proving  

s u c c e s s f u l .F u r t h e r m o r e  during the duration  o f  the Ten-year p lan N igeria

23. S e c re ta r y  o f  S ta te s  f o r  th e  C o lo n ie s . 1945» Quoted in  GDI:- B r i t i s h  
A id 2. Government F inance  o p . c i t . p ag e s  92-93*

24. Government revenues (exclud ing  overseas grants) were £14.3/1, £51 *1M 
and £ 8 1 .3M in  1947, 1953 and 1958 r e s p e c t iv e ly . See Economic Survey 
o f  N igeria  1959 o p .c i t  Page 11.
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TABLE 24

-EXTERNAL OFFICIAL DISBURSEMENT' TO NIGERIA AS /  OF GROSS CAPITAL 
Formation; P ub lic Sector C apital Formation, and Imports o f  Goods 

and S erv ices . 1945-60. Selected  Years.

^ o f  /  o f
G.C.F. Govt. C.F. Imports

1947/48 4 .6  9 .6  2.9

1953/54 5 .1  15 .2  2 .7

1958/59 3 .9  11.1 3 .0

( 1) 1958/59 estim ates include £2.8M ( /  8m) drawn as o f  December 3 1 s t

from the £10M World Bank Loan o f  1958. Otherwise f ig u r e s  r e la te  

to C.D. & V/. grants o n ly .

(2 ) Imports are for  calender years 1947» 53, 58.

(Source:- O ff ic ia l  S t a t i s t i c s ) .

c o n s is te n tly  fa ile d  to reach her targeted  expenditure le v e ls .I n  other words

her * c a p ita l' expenditure lagged behind her a llo c a t io n . She shared th is

experience with the r e s t  o f  B r itish  West A frica  as w ell as most other  

25c o lo n ie s . Table 23 a lso  i l lu s t r a t e s  the underspending in  the early  

years o f  the P lan. Equally important in  her case was the fa ilu r e  o f  actu a l 

government expenditure to fo llo w  those la id  down in  the p lan . The lo c a l  

c o lo n ia l adm in istration  a ttr ib u ted  t h is  underexpenditure to the need fo r  

f l e x i b i l i t y  and because o f  post-war shortages o f  C apital goods e s p e c ia lly
26o f  equipment and m ateria ls  for  c i v i l  engineering, and o f  s k i l le d  manpower. 

The apparent low ca p ita l absorptive cap acity  was due to more than economic 

fa c to r s . There was lack in g  in  the lo c a l  adm in istration  a d es ir e  to 

a c c e le r a te  the tempo o f  economic m odernization and development above a

25. See S e le c t  Committee Report, o p . c i t . Paragraphs 18-20

26. See C olonial Report for  N igeria  1949* o p .c i t . Page 8; Economic Survey 
o f  N igeria  1959. o p .c i t . page 6, and S e le c t  Committee Report,
Chapter 2 paragraphs 23-58.
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le v e l  th at lo c a l con d ition s could cope w ith, otherw ise such development

27'may prove to be s o c ia l ly  d isru p tive ' . R.W. Stopford provides the 

th e o r e t ic a l background to O f f ic ia l  th ink ing on n on -agricu ltu re development 

in  post-war N igeria . W riting in  1945» he had emphasized the d e s ir a b il i ty  

' f o r  so c ia l reasons that in d u s tr ia liz a t io n  a t t h is  stage should take the 

form o f  developing lo c a l c r a f t  in d u str ie s  rather than the crea tio n  o f  a 

few large manufacturing cen tres which would a c c e le r a te  the break-up o f

v i l la g e  l i f e  and weaken the p o s it io n  o f  a g r icu ltu re  which i s  the only
28b a s is  for  a sa t is fy in g  community l i f e '  . Not u n t i l  the la t e  1950s when

in tern a l self-Government had passed to indigenous hands did o f f i c i a l

p o lic y  develop beyond in fra stru c tu a l expansion and experim entation with
29

"the development o f  e x is t in g  c r a fts  and with p rocessin g  in d u str ie s" .

I t  happened th at during the f i r s t  decade or so o f  the C.D, & W. A cts, the 

p r in c ip le s  and id e a ls  o f  acce lerated  economic and w elfare development 

embodied in  those a c ts  were in  th e ir  p r a c tic a l a p p lica tio n  in  N igeria  being  

u n w ittin g ly  devalued by a benign p o lic y  o f  e x c e ss iv e  concern w ith n a tiv e  

s o c ia l order and tr a d it io n . I t  i s  in  the l ig h t  o f  the above a n a ly s is  

th a t we must judge the r e la t iv e  success (or lack  o f  i t )  o f  N igeria  in  

attracting- pre-Independence external o f f i c i a l  a id . No in feren ce should be 

drawn from the above that e x p l ic i t  s e t  o f  c r i t e r ia  had always been applied  

in  a llo c a t in g  C.D. & W. Funds to a l l  c o lo n ie s . Indeed there were 

t e r r i t o r ie s  which could only  have seen th e ir  disbursem ents as being  

haphazardly determined.What the above a n a ly s is  does show i s  th a t in  the 

case o f  N igeria  the a p p lica tio n  o f  some r u le s  was d iscern a b le . I f  t h is  

was not so, then She c e r ta in ly  had no reason to complain about her share,

27. c / f  M Perham (fed ) Mining, Commerce & Finance in  N igeria  o p . c i t .
In troduction  page XVII. For a c r it iq u e  o f  the N igerian Ten-Year plan  
see S e lec t Committee Report Paragraphs 63-68 ,

28. R.W. Stopford - "Some Problems involved  in  the Development o f
Secondary In d u str ie s  in  West A frica" . A frica  1945 Page I6 5 .

29. M. Perham (ed) Mining, Commerce & Finance in  N igeria  o p .c i t .
In troduction  page XVII.
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whatever the method that had been used in  determ ining i t .

The above a n a ly s is  a lso  o f f e r s  the opportunity to r a ise  the d iscu ssio n  

about o f f i c i a l l y  -  given or -  induced c a p ita l in flow  in to  N igeria  beyond the 

le v e l  o f  i t  being adequate or inadequate, s a t is fa c to r y  or u n sa tis fa c to r y .

Was o ff ic ia lly -sp o n so r e d  and approved c a p ita l in flow  before the la t e  50s 

r e a l ly  necessary or not? This question  may not apply to o f f i c i a l  grants l ik e  

C.D. & W. votes since they did not in vo lve  any cost to the economy and one 

could hardly have too much o f  free  grants'. However i t  does in volve o f f i c i a l  

loan  c a p ita l ra ised  in  London C apital Market, and to a cer ta in  degree the 

flow  o f  p r iva te  en terp rise  investm ent c a p ita l .  I  sh a ll concentrate on the 

20-year period 1935-55• Before then we've seen in  the la s t  chapter the 

important r o le  played by o f f i c i a l  ca p ita l in  the in fra stru c tu ra l development 

and o f  P r iv a te  ca p ita l in  the com m ercialization o f  the economy. A fter  1955 

import surplus began to emerge as a r e s u lt  o f  expansion in  both consumption 

and c a p ita l expenditure. Let us look a t the period in  terms o f  Balance o f  

payments estim ates o f  the in flow  and ou tflow  o f  in v e s t ib le  c a p ita l resou rces. 

Since 1935 the Government had c o n s is te n t ly  exported more c a p ita l than i t  

received  e ith e r  as grant or an loan disbursem ent. The country was 

in variab ly  a net exporter o f  c a p ita l and before the war, the ex ten t o f  the 

net ou tflow  was determined by the "inflow" (u su a lly  con tain ing  a large  

element o f  unremitted investm ent income) o f  P riva te  Companies fin a n ce . In  

1936 fo r  example, " . . . . .  i t  was the la rg e  outward tra n sfe r s  on c a p ita l  

account by the Government and the heavy outward rem ittance by fo re ig n ers  

occupied in  N igeria  that turned N igeria  in to  a c a p ita l exporting country, 

fo r  i f  the c a p ita l tra n sfers  due to commerce, industry and m ission s are 

added up, p o s it iv e  or inward tra n sfers  predom inate..."^^ . The average 

pre-war Government net c a p ita l tra n sfer  was around £1.4M or 8-10^ o f  

export v a lu es , and went e ith e r  to in crease  N ig e r ia 's  reserves p o s it io n

3 0 . P . A. Bower: ' The B alance o f  Paym ent i n  1936', chp. VI i n  M.Perham 
(ed ) M ining, Commerce & F in an ce  i n  N ig e r ia ,  o p . c i t . page 29I .
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( s t e r l in g  working ca p ita l)  or invested  in  various forms o f  s e c u r it ie s .  I n  

March 1937 the market value o f  N igeria ’ s investm ents in  London was £7.59M w hile  

her reserves stood a t £3«93M. Table 21 shows th at her to ta l ex tern a l public  

debt amounted to £24.76m. The above annual tra n sfer  did not o f  course include  

the serv ice  co st o f  p u blic  debt and the regu lar rem ittance o f  European c i v i l  

servan ts.

In 1936 for  example the sum o f  in te r e s t  charges (and sink ing  fund 

contribution ) and rem ittances by Government o f f i c i a l s  amounted to over 

£2.53M, that i s ,  15.4>o o f  Export Values or the staggering  fig u re  o f  40.4^  o f  

Government revenue.^^ Thus the net tra n sfer  referred  to surplus 

Government funds a fte r  a l l  expenditures and current l i a b i l i t i e s  had been met.

I t  was a f te r  the war that the process o f  accumulating c a p ita l a s se ts  

abroad gathered pace and by 1935 N ig er ia ’ s S te r lin g  balances had reached a 

record le v e l  o f  £263 .IM. The sharpest r i s e s  were during the ’ boom y e a r s ’ o f  

the Korean War when her good export earnings had to be saved away as a r e s u lt  

o f  continuous post-war import shortages. Table 25 shows the growth o f  N ig eria ’ s 

S te r lin g  a s s e t s  up to 1955 and the subsequent rundown th e r e a fte r . A break

down for 1953 for example g iv e s  the fo llo w in g  d iv is io n  o f  ownership.

(£K)
Central Government £ 47«7
Regional Governments 5»4
Native ( lo c a l)  A u th o r ities  3 .1
West A frican Currency Board

(N ig e r ia 's  share o f )  55*5
Marketing Boards 51.6

Regional Production Development
Board 15.1

Others (semi o f f i c i a l )  11.9
Total O f f ic ia l  190.3
Net Balances o f  commercial Banks in clud ing
P ost O ffice  Saving Bank 16 .4
Total O f f ic ia l  and Banking £ 206.7M

(source IBRD M ission Report: The Economic Development o f  N igeria  o p .c i t .
Page 145)

3 1 . Ib id . Calculated from s t a t i s t i c s  on Balance o f  payment g iven  on page 313 *
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I t  would be seen  from above t h a t  th e  th r e e  m ajo r c h a n n e ls  o f  c a p i t a l

e x p o r t  abroad  were th e  G overnm ents, th e  M a rk e tin g  Jooards and th e  C urrency

B oard. The o u tf lo w  o f  th e  l a s t  named was to  a  l a r g e  e x te n t  s t a t u to r y ,

t h a t  i s ,  to  p ro v id e  100^ S te r l in g -  b ack in g  f o r  th e  l o c a l  c u rre n c y  i s s u e .

The Governments ( c e n t r a l  and l o c a l ) ,  th e  M a rk e tin g  B oards and o th e r  semi

o f f i c i a l  b o d ie s  had accum ula ted  s u b s t a n t i a l  r e s e r v e s  p a r t l y  becau se  rev e n u e s

had c o n s i s t e n t ly  been u n d e re s tim a te d , p a r t l y  because  e x p e n d itu re s  f e l l

behind  e s t im a te s ,  and p a r t l y  d e l i b e r a t e l y  to  red u ce  i n f l a t i o n a r y  p r e s s u r e s

32
caused  by l a r g e  e x p o rt s u rp lu s  , and to  p ro v id e  a  c u sh io n  a g a in s t  a  p o s s ib le  

d e c l in e  i n  f u tu r e  rev e n u e . I n  th e  ab sen ce  o f  a  l o c a l  money m ark e t, th ey  

to g e th e r  w ith  th e  l o c a l  com m ercial banks had to  i n v e s t  th e  enorm ous sa v in g s  

th e  econony th u s  g e n e ra te d  ab road  in  s t e r l i n g  s e c u r i t i e s  where "They s h a l l  

be r e a d i ly  a v a i l a b l e  on demand and s h a l l  e a rn  i n t e r e s t  i n  th e  in te r im ,

I t  m ust be conceded t h a t  some o f  t h i s  money would have to  be k e p t  

ab ro ad  any way, g iv en  th e  r i g i d  and complex Im p e r ia l  c o n tro l  o f  C o lo n ia l  

f in a n c e .  As l a t e  a s  1958» th e  l o c a l  a d m in is t r a t io n  cla im ed  t h a t  ab o u t h a l f  

o f  th e  th e n  e x i s t in g  S t e r l i n g  b a la n c e s . £100M was h e ld  f o r  ' s p e c i f i c  

p u rp o s e s ' -  a s  S te r l in g  w orking  c a p i t a l ,  f o r  s p e c ia l  funds c o n t r ib u t io n s  

and £70M f o r  th e  cu rre n c y  s u p p o rt  w hich I  r e f e r r e d  to  above. The rem a in in g  

fu n d s  o f  Governments and o th e r  o f f i c i a l  b o d ie s , and a  good p r o p o r t io n  o f  

M a rk e tin g  B oards funds were " f r e e ly  a v a i l a b l e  to  f in a n c e  d e v e lo p m en t" ,^ ^

I t  i s  w ith  t h i s  heavy outw ard  in v e s tm e n t i n  mind t h a t  we sh o u ld  judge  

th e  im p o rta n c e  o f  f o re ig n  r e s o u r c e s  f lo w in g  in to  N ig e r ia .  I  have a lr e a d y  

above d e a l t  w ith  th e  f a c t o r s  beh ind  th e  d e m o n s tra te d  u n d e re x p e n d itu re  in  

th e  economy o f  N ig e r ia .  I n  te rm s o f  c a p i t a l  fo rm a tio n , th e  e x te n t  o f  t h i s  

u n d e r in v e s tm e n t can be gauged i f  we exam ine c lo s e ly  a v a i l a b le  d a ta  f o r

32. c/ f  ODI; B r itish  Aid No.5: C olonial Development o p .c i t .  Pages 48-49» 
and The C olonial T e r r ito r ie s ;  Report o f  the Secretary o f  S tate  fo r  the 
C olonies 1 9 5 l/5 2 . cmd 8553» See a lso  Memorandum on the S te r lin g  Ass’e t s  
o f  the B r itish  C olon ies, cmd 298 1953*

33 . Econom ic Survey o f  N ig e r ia  1959 o p . c i t . page 99 .

34. I b id
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period . For example during the three f i s c a l  years to 195^53» the

to ta l  a v a ila b le  in v e s t ib le  resources amounted to £ 2 3 1 ,OM o f  which £ 3 8 ,6M 

represented Capital coming from abroad -  C,D, & W, Grants £?,3M; Loan 

ra ised  from London C apital M a r k e t P r i v a t e  Companies £23M,^^ Thus fore ign  

supplied ca p ita l represented only a small proportion, 16,7^ o f  t o ta l  resources

a v a i l a b l e  f o r  c a p i t a l  fo rm a tio n . The l a t t e r was d isp o se d 37a s  f o l lo w s .

T o ta l Dom estic Abroad (3) as > o f  ( 1 )
(1) (2) (3)

G ross In v es tm en t £231 .CM 134.3 96.7 41.8‘/i

O f f i c i a l  F ixed  In v es tm e n t 142,1 49.6 92.5 65 . 1^

P r iv a t e  F ixed  In v es tm en t 88 .9 8 4 .7 4 .2 4.7^0

The amount o f  to ta l  savings that was being in vested  abroad, a lb e i t  

tem porarily was high by any standard and even more so in  the case o f  a s s e ts  at 

the d isp o sa l o f  Government and other o f f i c i a l  in s t i tu t io n s .  As i t  were, an 

average o f  12-13^o o f  G.D.P, was a v a ila b le  fo r  investm ent purposes during the 

three years but only 7-8^ was a c tu a lly  used to augment the stock o f  c a p ita l  

a v a ila b le  in  the N igerian economy. The bulk o f  domestic c a p ita l form ation  

during the period was undertaken by the p r iv a te  sector  o f  the economy and from 

the above example nearly 27> o f  the £ 8 4 .7M in vested  by the P riva te  sec to r  was 

accounted for  by P rivate  fore ign  companies.

We may again, look a t the s itu a t io n  during the period from the Balance 

o f  Payments an g le . During the three years 1950-52, the to ta l  net o f f i c i a l  

and banking Capital outflow  amounted to about £8 7 .2M or 26^ o f  aggregate exports. 

The corresponding in flow  in  net ad d ition  to f ix e d  investm ent and stock o f  

fore ig n  p riva te  en terp rise  amounted to about £18,8M, This net a d d itio n  o f  

foreign-owned Companies ju s t  about equal the amount cred ited  to them as p r o f it s  

or d ir e c t  Investment income in  the Balance o f  Payments account. They were

35 . See ta b le  27. £ 6 ,8M was fo r  development and the r e s t  fo r  conversion  
purpo s e ,

3 6 . M ostly rein vested  earnings. C/F Table 5I Chapter 8 below,

3 7 . Compiled from data given in  Table 1, page 129 Technical Report 1,
o f  World Bank M ission Report; The Economic Development o f  N igeria  o p ,c i t .
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th erefore p r a c tic a lly  ploughing back a l l  th e ir  earn ings. The only ’ fresh ' 

c a p ita l in flow  o f  th e ir  secto r  would be eq u iva len t to the Value o f  th e ir  

l iq u id  a s s e ts  in  N igeria . The s iz e  o f  th ese  a s se ts  i s  not known, p o ssib ly  

about £5M for each year.^^ I  sh a ll deal w ith  p riva te  c a p ita l in  d e ta i l  in  

the next chapter.

What I have done so far  in  th is  s e c t io n  has been to demonstrate the

p attern  o f  c a p ita l movement in to  and out o f  N igeria  before and a f te r  World

War I I ,  and th e  d eg ree  to  which she had beeR .a  n e t  e x p o r te r  e s p e c i a l l y

d u r in g  th e  decade fo llo w in g  th e  end o f  th e  way. Her s t e r l i n g  b a la n c e s ,

fo re ig n  a s se ts , exchange savings or whatever one may c a l l  them, have been

accumulated a fte r  the war a t ' an ex tra o rd in a r ily  high ra te , which has rarely

39been exceeded in  any country' . In  1953 "They were considerably greater

th a n  th e  in v e s tm e n ts  o f  e x p a t i a t e  com panies i n  N ig e r ia ;  a c tu a l l y  th ey

exceed the to ta l o f  these investm ents and the N igerian public  debt, so that

N ig e r ia  i s  f o r  th e  moment a  n e t  c r e d i t o r . T h e  e x p e r ie n c e s  o f  o th e r

B ritish  C olonies in  West A frica  during the period under d iscu ssio n  were

sim ilar  to that o f  N igeria , and indeed p r a c t ic a lly  a l l  the co lo n ia l

t e r r i t o r i e s  accum ula ted  a s s e t s  in  London a f t e r  th e  w ar. The q u e s t io n  o f  ,

and the controversy surrounding the s te r lin g  balances o f  the C olonies have

been w e ll-d isc u ssed  in  the l i t e r a tu r e .

The above a n a ly s i s  o f f e r s  u s  th e  o p p o r tu n i ty  to  make c e r t a i n

ob servation s about the three main components o f  fo re ig n  resources in flow

which are under d iscu ss io n  in  th is  se c t io n . The grants to N igeria  under

the C.D. & W. A cts were overshadowed by o f f i c i a l  c a p ita l outflow  and in

e f f e c t  were not tran sferred  to the Colony in  accordance with the s p ir i t s  o f

38 . C a lcu la tion s made in  th is  paragraph are based on S t a t i s t ic a l  data on 
Balance o f  Payments Provided by ( l )  IBRD M ission Report ib id  ta b le  7 
page 143. (2) G. H alleiner: Peasant Agriculture,Government and Economic 
Growth in  N igeria  o p .c i t .  S t a t i s t ic a l  Annex ta b le s  IV-C-1, C-2 and C-3.

39* Vforld Bank M ission  Report, o p .c i t .  page 144.
40 . Ib id  p .145.
41. See fo r  example ( l )  Memorandum on the S te r lin g  A ssets  o f  the B r it ish  

C olon ies. Cmd 298 1953 o p .c i t .  (2) A. Hazlewood; 'A Comment on Memorandum' 
R .E .S . Vol 22, 1953-54 p. 72 . (3) A.Hazlewood; 'C o lon ia l External Finance 
Since the War'. R .E .S . Vol 21, 1953-54. (4) Barbu N icu lescu; C olonial 
P l a n n i n g . A  Comparative Study. London 1958.
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th e  C.D. <& W. A cts but m erely  added to  h e r  b a la n ces  in  London. T h is was

so upto 1955 when she was aoc im u la tin g  su r p lu se s . As Barbu N ic u lesc u

has argued, th e  u s e fu ln e s s  o f  th e se  g r a n ts  would come o n ly  when th e y  have

42i n  e f f e c t ,  though not n o m in a lly , been  tr a n sfe r r e d  out o f  the books in to

developm ent p r o j e c t s . I n  e f f e c t  one cou ld  h ard ly  say  th a t C.D. & W.

g r a n ts  to  N ig e r ia  upto 1955 were n e c e ssa r y  and u s e fu l  under th e  c o n d it io n s  

44th en  p r e v a il in g . For the con on ies as a w hole, Haalewood has provided  a  

c r i t i c a l  rev iew  o f  th e  r e la t io n s h ip  upto  1951 between C.D. & W. Funds and 

S t e r l in g  b a la n c e s . In  h i s  o p in io n , "Development and W elfare P o l ic y  im p lie s  

th a t  th e  c o lo n ie s  should  r e c e iv e  g i f t s  and lo a n s , and JC211M has in  f a c t  been  

made a v a ila b le  f o r  t h i s  purpose . . .  betw een 1946 and 1951. But in  r e a l i t y ,  

t h i s  sum has not been e f f e c t i v e l y  tr a n s fe r r e d . In s te a d  o f  th e  e x te r n a l  

cu rren t account d e f i c i t  n ecessa ry  i f  th e y  were to  absorb t h i s  amount, th e  

c o lo n ie s  have been h e a v ily  in  su rp lu s . . .  Thus th e  c o lo n ie s  have been ex p o rt

in g  c a p i t a l  not im p ortin g  i t . . . .  t h e i r  in vestm en t o f  El.OOOM^^ in  

B r ita in  does n ot accord w e ll  w ith  th e  commonly h e ld  id e a s  on th e  d e s ir a b le  

d ir e c t io n  o f  c a p i t a l  flo w  between c o u n tr ie s  a t d i f f e r e n t  l e v e l  o f  econcm ic  

development.**^^ D isbursem ents from th e  lo a n s  raided in  London c a p i t a l  market 

f o r  r a ilw a y  and o th e r  c o n s tr u c t io n s  had been r e sp o n s ib le  f o r  n e t p o s i t iv e

42 .  N om inally  th e  p r o je c t s  f o r  which th e y  were g iv e n , were assumed to  
have been undertaken w ith  them. C /P . T ab les 23 and 26.

4 3 . Bairbu N ic u le s c u . C o lo n ia l P la n n in g . A Comparative S tudy, o p . c i t .

4 4 . Thus, my e a r l i e r  attem pt to  show th e  s ig n if ic a n c e  o f  C.D. & W. d i s 
bursem ents by r e la t in g  them t o  econom ic in d ic a to r s  l ik e  im p o rts , 
revenue and c a p i t a l  fo n n a tio n  m ight now lo o k  t o  be l e s s  m ean ingfu l 
than i t  shou ld  o th erw ise  b e .

45 .  A. Hazlewood: ' C o lo n ia l E x tern a l F inance S in ce  th e  War* o p . c i t .  Page IS*

46 . The t o t a l  S t e r l in g  A sse ts  o f  th e  C o lo n ie s  a t th e  end o f  1956 amounted
t o  E1.454M , an in c r e a se  o f  £6?2M o v er  th e  1950 f ig u r e .

47 .  A. H azlewood. 'C o lo n ia l E x tern a l F inance S in ce  th e  War* o p . c i t .  Page 49«
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in f lo w  on Government C a p ita l account b e fo r e  1935 th e  l a s t  pre-w ar one
48

was f lo a t e d .  Four were f lo a te d  betw een 1949 and 1951; two o f  th e  th ree  

sm a ll ones r a ise d  to  con vert part o f  m atured lo a n s , were l a t e r  jo in te d  t o 

g e th e r  in to  one s to c k  o f  1950. The fo u r th , £6.8M  was r a is e d  in  1951 

f o r  ' (âbrelopnent p u r p o se s '. I t  i s  p la in  from th e  above a n a y ls is  th a t  th e se  

lo a n s  were unn ecessary  and c o s t l y .  I t  i s  more ex tra o rd in a ry  ra th erth an  

p a ra d o x ica l th a t in  1950 w h ile  N ig e r ia  was t r a n s fe r r in g  abroad £25*4^ f o r  

in vestm en t p u rp oses, she was at th e  same tim e r a is in g  £1.5M from London Zieur- 

k et f o r  th e  purpose o f  postpon ing f u l l  redem ption o f  a matured lo a n . At th e  

end o f  1950, th e  o u tsta n d in g  amount o f  th e  v a r io u s  lo a n s  was a t i t s  lo w est  

s in c e  1920. N ig e r ia  cou ld  e a s i l y  have a fford ed  th e  £ 1 4 .5 ^  n e c e ssa r y  to  re 

deem them a l l  w ithout a d v erse ly  a f f e c t in g  her a s s e t s ,p o s i t i o n  or  th a t  o f  

th e  Im p eria l T r e a s u r y . O n  th e  c o n tr a r y , she f lo a t e d  more c a p i t a l  in  th e  

fo llo w in g  y ea r  and pa id  abroad n e a r ly  £1M (eq u iv a le n t to  3^ o f  Government 

revenue) as in t e r e s t  c h a r g e s . A gain , she cou ld  have r a ise d  funds l o c a l l y  

f o r  th e  e x is te n c e  o f  i d l e  c a p ita l  i n  th e  econcany was t e s t i f i e d  by th e  mere

f a c t  th a t  when th e  f i r s t  lo c a l  lo a n  o f  £ 300,000 was launched in  1946 , i t  was

50o v er -su b sc r ib ed  by £ 500 , 00 .

As fo r  fo r e ig n  p r iv a te  e n te r p r is e  d ir e c t  in vestm en t in  N ig e r ia ,  th e  

in fe r e n c e  th a t  can be made from th e  above a n a ly s is  i s  th a t  during th e  p e r io d ,  

i t  was not the c a p i t a l  in f lo w  per se  w hich was im portant and u s e fu l  t o  th e  

economy, but th e  o th e r  e lem en ts in  th e  investm ent package. The l e v e l  o f  f i 

nance was low enough th a t  N ig e r ia  co u ld  e a s i l y  have su b s t iu te d  ber  own r e 

so u r c e s  to  m a in ta in  th e  l e v e l  o f  commerce developm ent, or  even buy out the

48 .  Data used  in  t h i s  paragraph are shown in  T able 27#

49# "The p o s s i b i l i t y  o f  e a r l i e r  redem ption (o f  c o lo n ia l  lo a n s) h as been  
d isc u sse d  in  P a r lia m en t, but no p r a c t ic a l  s o lu t io n  was su g g e ste d ."
A.W. P im :- P u b lic  F inance C hpt. V. M. Perham (e d .)  M ining Ccannerce 
& F inance in  N ig e r ia , o p . c i t . Page 244#

50 . M. Perham. i b id .  In tro d u c tio n  P XIX.
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th en  e x is t in g  in v e stm en ts . But what were c r u c ia l  to  th e  c o n tin u in g  fo r e ig n  

p a r t ic ip a t io n  were th e  e n tre p r e n e u r ia l s k i l l ,  th e  o r g a n isa t io n  and t e c h n ic a l  

know-how and th e  l in k  w ith  fo r e ig n  b u yers and s e l l e r s .  Between th e  end o f  

th e  war and th e  la t e  1950s ,  i t  was th e  human co n ten t and not th e  f in a n c ia l

51co n ten t o f  fo r e ig n  c a p ita l  in vestm en t th a t  was v i t a l  t o  th e  N ig er ia n  ecobomy.

LOAN FROM LONDON CAPITAL MARKET ; FURTHER CONSIDERATIONS

I  have in  th e  p rev io u s  s e c t io n  d e a lt  w ith  bonds is s u e d  in  th e  London 

Market in  th e  1950s in  th e  co n tex t o f  t h e i r  re lev a n ce  a t th a t  p e r io d . T able  

27 g iv e s  more d e t a i l s  o f  th e  p o s i t io n  a f t e r  1940 and i s  a c o n tin u a tio n  o f  

th e  data  f o r  pre-1940 p e r io d  shown in  b oth  T ab les 20 and 21 .  The most im

portant f a c t  to  emerge i s  th a t  N ig e r ia  d id  not make much u se  o f  th e  e x te r n a l  

p r iv a te  c a p ita l  market a f t e r  th e  war a s  she d id  b e fo re  i t .  S in ce  the 1951 

i s s u e ,  th e  Government has not borrowed d i r e c t ly  from th e  market and th e  o u t

sta n d in g  d eb ts have been gra d u a lly  redeem ed, w h ile  t h i s  was ta k in g  p la c e ,  

how ever, th e  Government and o th er  o f f i c i a l  b o d ie s  have been in c r e a s in g  t h e i r  

borrowing from in te r n a l  s o u r c e s . For exam ple, w h ile  by March 1964 th e  e x 

t e r n a l  funded debt had been reduced to  £ 15#3M (in c lu d in g  th e  r e c e n t ly  f lo a t e d
52

£4* 25M f o r  N .P .A .) , th e  in te r n a l  funded debt had r is e n  r a p id ly  to  n e a r ly  £55M.

By e a r ly  1970, the p o s i t io n  o f  th e  F e d e r a tio n , w ith  regard s t o  borrowing  

from o v ersea s  c a p ita l  m arkets has not changed s in c e  th e  m id - s ix t i e s ,  though  

P o s t - C iv i l -  War r e h a b it i ta t io n a l  needs may fo r c e  th e  a u t h o r it ie s  t o  f lo a t  

short-to-m edium  term c a p i t a l  in  th e  e a r ly  S e v e n t ie s .  The absence in  recen t  

y e a r s  o f o f f i c i a l  o verseas bond i s s u e s  comparable to  th o se  o f  p re -1936 p er io d  

i s  due to  s e v e r a l  f a c t o r s .  F i r s t ,  th e  a v a i l a b i l i t y  o f  an in t e r n a l  source  

o f  f in a n c e  which was not p r e v io u s ly  tapped and which does n o t in v o lv e  th e  

payment o f  i n t e r e s t  charges abroad in  sc a rc e  fo r e ig n  exchange. S econ d ly ,

5 1 . C/P. above Chapter 2; and G.K. H e l le in e r  -  ’New Forms o f  F o re ig n  
Investm ent in  A f r ic a ' . J .M .A .S . V o l . 6, 1968 . o p .c i t .

5 2 . See th e  Report of  A ccountant-G enera l, to g e th e r  w ith  F in a n c ia l  S tatem ents  
f o r  th e  F .Y . 19 6 3 /6 4 . The o u tsta n d in g  ^ o u n t  in  1964 co u ld  in  fa c t  be  
£1^.3M in s te a d  o f  £ 1 5 .3M, f o r  £1M was r e p o r te d ly  f lo a t e d  in  1962, p o s s 
i b ly  by a s t a t e  c o l o r a t i o n ,  th e  e x is ta n c e  o f  which co u ld  not be tr a c e d  
in  o f f i c i a l  p u b lic é t io n s .  See O.E.C.D. The Flow o f  F in a n c ia l  R esources 
to  L .D .C . 1961-65 o p . c i t .  Table I I . 5 Page 43 .
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th#  a v a i la b i l i t y  o f  an a l te r n a t iv e  source o f  fo r e ig n  exchange r e so u r c e s .

The post-w ar developm ent o f  o f f i c i a l  a id  and o f  m u lt i la t e r a l  a g e n c ie s ,  

lo a n s  has widened th e  range o f  c h o ic e s  open to  a development economy l ik e  

N ig e r ia  and th e  disbursem ent o f  o f f i c i a l  a s s is ta n c e  a t l e s s  than market 

charges has taken  th e  edge out o f  p r iv a te  market c o n tr ib u t io n . A la rg e  

p rop ortion  o f  p u b lic  u t i l i t y *  s  economic and s o c ia l  in fr a s tr u c tu r e  expansions

which were f i r s t  developed w ith  bond c a p i t a l  in  th e  T w enties and T h ir t ie s ,
53are now undertaken w ith  World Bank lo a n s  and *soft*  o f f i c i a l  development 

a s s is t a n c e .  The th ir d  f a c t o r  has a lread y  been f u l l y  expounded in  Part I  

o f  t h i s  s tu d y , namely th e  r e la t iv e l y  l i t t l e  a t tr a c t io n  which d eve lop in g  

c o u n tr ie s  l i k e  N ig e r ia  o f f e r  f o r  s e c u r ity -c o n c io u s  p r iv a te  bond or  p o r t f o l io  

in v e s to r s  in  th e  developed c o u n tr ie s . A ga in , a s  we have se en  in  e a r l i e r  

c h a p te r s , f o r e ig n  p r iv a te  c a p i t a l  p a r t ic ip a t io n  in  th e  developm ent p ro cess  

in  L .D .C .S i s  now co n cen tra ted  in  th e  form o f  d ir e c t  Investm ent and sh o r t

term export c r e d i t s .

To sim n arise  ,th e  s i t u a t io n  w ith  regard s to  th e  o f f i c i a l  usage o f  bond 

c a p i t a l  re so u rc e s  i s  as fo llo w s  : At Independence, the nom inal v a lu e  o f  such  

c a p i t a l  f lo a t e d  amounted to  over £55M, a l l  excep t £1M from th e  London C a p ita l  

M arket, but th e  s iz e  o f  th e  amount a c tu a l ly  used ’p rod u ctive ly^  came down to  

about £ 3 2 .5M. The b a lan ce  o f  n e a r ly  £23M was la r g e ly  accounted f o r  by  

’ co n v e r sio n  c a p ita l*  and th e  a d n in is tr a t iv e  c o s t  o f  r a is in g  th e  lo a n s . Ten 

y e a r s  l a t e r  th e  nominal amount has r is e n  to  over  £ 60M and th e  ’productive*  

p a r t to  n e a r ly  £37^ .

OFFICIAL BILATERAL FLOWS AND MULTILATERAL AGENCIES COÀiMITMENTS

The a n a ly s is  so f a r  has d e a lt  w ith  B r i t i s h  C o lo n ia l mnd C a p ita l Market

flo w s  to  N ig e r ia .  T h is has been in e v it a b le  s in c e  p r a c t ic a l ly  a l l  N igeria* s  

e x te r n a l c a p i t a l  in flo w  b e fo r e  I9 6 0 , th e  y e a r  o f  Independence came from th a t  

so u r c e . However, th e  U n ited  S ta te s  made seme sm all d isbursem ents to  h er  

t o t a l l i n g  about 525*6M (£9M) p r io r  to  th e  e s ta b lish m e n t o f  a S225M (£80.37M)

53# See T ables 36-3 8 below .
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conmitment f o r  th e  1962-68 Development P la n . The great p a r t o f  the P re-  

A p ril 1962 a id  was in  fo m  o f  t e c h n ic a l  a s s is ta n c e  and g ra n ts  (S22M) d is 

bursed by th e  I n te r n a t io n a l C o-op era tion  A d m in istra tion  ( l .C .A .)  and the  

rem aining S3#6M a s lo a n , by th e  Development Loan Fund (D .L .F .) f o r  ra ilw ay  

and p orts  improvement schm nes. A gain , th e  g r e a te r  p art o f  t h i s  a s s is ta n c e  

was g iven  in  th e  inm ediate y e a r s  b e fo re  and a f t e r  Independence, e s p e c ia l ly  

in  F in a n c ia l y e a r s  60 and 61 . Only about S2M was g iv en  b e fo re  1954.

N ig e r ia  in  common w ith  th e  r e s t  o f  B r i t i s h  ( c o lo n ia l)  A fr ic a  had l i t t l e  

* f a l l - o u t '  from th e  huge funds o f  th e  M arshall P lan  in  th e  f i r s t  decade a f t e r  

th e  war. They r e ce iv ed  a s s is ta n c e  t o t a l l i n g  £24M in  c o n tr a s t  t o  French  

A fr ic a ’ s  £ 1 3 0 .5M, o f  which £ 1 0 6M came through th e  Europ)ean F u n d .^  The 

£10M loan  from th e  World Bank was exhausted  by I 96I ,  and to g e th e r  w ith  th e  

above U .S . f lo w , formed th e  b u lk  o f  th e  ccmplmentary source o f  e x te r n a l  

f in a n c e  f o r  N ig e r ia  b efo re  th e  b eg in n in g  o f  th e  1962-68 p la n  p e r io d . There 

were m inor o f f i c i a l  d isbursem ents from o th e r  D.A.C. c o u n tr ie s ,  b u t th e  a id  

from B r ita in  s t i l l  formed th e  la r g e s t  p art o f  h er  b i la t e r a l  r e c e ip t .  By

196^ 63,  a s  more o th er  fo r e ig n  o f f i c i a l  commitments to  h er  development p lan

55began to  w iden her  sources o f  a id  th e  B r i t i s h  share corresp on d in g ly  began  

to  d e c l in e .

The rem aining part o f  t h i s  ch a p ter  w i l l  co n c e n tr a te  on th e  decade f o l l 

owing Independence, th a t  i s  1 9 6 2 -7 0 , and I  s h a l l  con tin u e  w ith  th e  p rev io u s  

attem pt to  lo o k  a t e x te r n a l o f f i c i a l  a s s is ta n c e  in  term s o f  i t s  aggregate  

c o n tr ib u t io n  to  N ig e r ia 's  developm ent o b je c t iv e s  as l a id  down in  h er  D evel

opment p la n s . I  have e a r l i e r  on e x p la in ed  th e  c ircu m stan ces w hich com pelled

54 .  U .A .G .:-  S t a t i s t i c a l  & Economic R eview . No. 20 , 1957 , Page 34#

55 . F oreign  ' a id ' or  'a s s i s t a n c e '  i s  used h e r e , l i k e  in  p r e v io u s  Chapters 
to  s im p lify  fo r e ig n  o f f i c i a l  and m u lt i la t e r a l  a g en c ie s  f lo w  to  N ig e r ia .  
I t  c o m p rises , g r a n ts , g r a n t - l ik e  d isb u rsem en ts, lo a n s  and o f f ic i f i t l ly  
sponsored export export c r e d i t s  t r a n s a c t io n s .  The l a t t e r  l ik e  World 
Bank lo a n s  and I .F .C . e q u ity  p a r tic ip ja tio n  are com m ercia lly -o r ien ted  
f lo w s .

56.  See T able 33 and Alan S o k o lsk i:  -  The E stab lish m en t o f  M anufacturing  
in  N ig e r ia ,  o p . c i t .  P ages I 78- I 88 .
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a s  w e l l  a s  a t tr a c te d  N ig e r ia  to  p la n  f o r  a 27̂ o fo r e ig n  a id  c o n tr ib u t io n  to  

h er  1962-68 Development P la n . As T able 28 shows th e  exp ected  in f lo w  a lso  

r e p r e se n ts  43*5^ share o f  p u b lic  s e c t o r  f in a n c in g . The p lan  was con ce ived  

and drawn a t th e  in c e p tio n  o f  th e  'Developm ent Decade I I '  th a t  prom ised  

s u c c e s s  f o r  a r e in v ig o r a te d  in te r n a t io n a l  e f f o r t  t o  develop  th e  p oorer  p a r ts  

o f  th e  World. In  I 96O and 1961, th e  L .D .C .s were de t e  m in ed  to  l i f t  them

s e lv e s  up and th e  developed c o u n tr ie s  were w i l l in g  to  h e lp . In d eed , d e v e lo p 

ment reso u rces  were f lo w in g  s t e a d i ly  in  an upward tren d  from th e  l a t t e r .

I t  was in  t h i s  atmosphere th a t  N ig e r ia  co n ce ived  th e  fo r e ig n  f in a n c ia l  con

t r ib u t io n  t o  h er  development programme a s  th e  gap between th e  c o s t  o f  what 

she wanted and th e  c a p ita l  r e so u rces  she h e r s e l f  cou ld  m o b il is e .  Most o f  

th e  ta r g e t s  were not unreasonably h ig h , on th e  c o n tr a r y , h er  developm ent

t a r g e t s  in  th e  1962-68  p lan  have b een  c r i t i c i s e d  in  v a r io u s  q u a rters  a s  b e in g

57r a th e r  c o n s e r v a t iv e . However, a fo r e ig n  exchange gap o f  £ 4 8 0 .5M was pro

j e c t e d ,  to  be f i l l e d  h o p e fu lly  by fo r e ig n  a id  o f  th e  range £300-^327^ and 

f o r e ig n  p r iv a te  investm ent o f  th e  range £185-£200M . In  each ca se  th e  la r g e r

e s t im a te  was con sid ered  more p la u s ib le  and co n seq u en tly  tr e a te d  a s  th e  o p er-  

58a t iv e  f ig u r e .  In  each ca se  t o o ,  th e  e s tim a te  had been made r e s id u a l ly .

L et us lo o k  c lo s e l y  at th e  e s tim a te  f o r  fo r e ig n  o f f i c i a l  a s s is t a n c e .  T his  

o f  cou rse  in c lu d ed  lo a n s  from th e I n te r n a t io n a l I n s t i t u t io n s  l ik e  I .B .R .D . 

and g ra n ts  from th e  U.N. Development Fund (U .N .D .F .) . The r e s id u a l  e s tim a te  

o f  £327M (S915#6M) fo r  th e  s ix -y e a r  p er io d  o f th e  P la n , or  an annual d i s 

bursem ent o f  £53*5M bore no d isc e r n a b le  r e la t io n  to  h er  p rev io u s  r e c e ip t s  

o f  e x te r n a l  o f f i c i a l  a s s is t a n c e .  Between 1954 and I960 out o f  a t o t a l  g ro ss

ex p en d itu re  on f ix e d  c a p ita l  o f  £763M, o n ly  £35* 5M or  4*7^ o f  i t  was ob ta in ed

59from fo r e ig n  a id  so u rces  by th e  p u b lic  s e c t o r .  Furtherm ore, th r e e  y ea rs  

b e fo r e  th e  s t a r t  o f  th e  p lan  N ig e r ia  on average has r e ce iv ed  £10-£11M  p er

57* See f o r  exam ple, Sayre P. S ch atz  : 'N ig e r ia 's  F ir s t  N ational. D evelop
ment P lan  (1962- 68) ,  An A p p r a isa l' ,  N .J .E .S .S .V o l .5 .  N o .2 ,  J u ly  1963, 
and F .A .O .: -  A g r ic u ltu r a l D eveloim ent in  N ig e r ia  1965-1980 . Page 4*

58 .  See N ig e r ia : -  1 s t .  N a tio n a l Development P lan  1962 -68 . o p . c i t . Pages
35- 4 0 .

59 . C .E .C .: -  Commonwealth Development and th e  F in a n c in g , N o .5 : N ig e r ia
H.M.S.O. 1963, Page 16 .
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annum in  gran ts and lo a n s  f o r  h er  C a p ita l Development Fund. The P lan  

o ffe r e d  no ex p la n a tio n  as to  how th e  f ig u r e  o f  £327M was a r r iv e d  a t ,  

c e r t a in ly  no d e ta ile d  e v a lu a tio n  o f  h er  r e la t iv e  p r o sp e c ts  in  th e  co n tex t  

o f  h ig h ly  c o m p etitiv e  c la im s from o th e r  L .D .C ,s was done. The p o l i t i c a l  

le a d e r s  and t h e ir  p lanners must have been  c a r r ie d  away by t e n t a t iv e  prem ises  

o f  a id  a t th e  tim e o f Independence by  r ic h  n a tio n s  in  th e  W estern World 

anxious to  s t a r t  t h e ir  (d ip lo m a tic ) r e la t io n  w ith  the new n a tio n  w ith  a 

b en ev o len t g e s tu r e . N ig e r ia  to o  must have been im pressed by th e  su c c e ss  

w hich h e a v ily  p op u lated  c o u n tr ie s  l i k e  In d ia  and P a k ista n  have had in  

a t tr a c t in g  fo r e ig n  a id  to  support t h e i r  development e f f o r t s ,  b u t she seemed 

not to  have tak en  f u l l  cogn izance o f  th e  fa c t  th a t  th e  r e la t iv e  la r g e  d i s 

bursem ents to  t h e s e  c o u n tr ie s  e s p e c ia l ly  during th e  F ir s t  Development Decade

6owere to  a la r g e  p a r t th e  outcome o f  a ‘Cold war b rok erage’

The advantage and d isadvantage o f  heavy dependence on e x te r n a l o f f i c i a l  

re so u rc e s  are g r e a te r  than th o se  a s s o c ia te d  w ith  a sm a ll r e l ia n c e .  Not o n ly  

does i t  p rov id e  a much needed e x tr a  r e so u rc e s  in  fo r e ig n  exchange a s  w e l l  as  

e a s in g  th e  i n i t i a l  burden o f  g a th er in g  an adequate in v e s t ib le  su r p lu s , i t  

a ls o  does p rov id e  a v a lu a b le  tim e du rin g  which the economy cou ld  in c r e a s in g ly  

m o b il is e  i t s  own r e so u r c e s . M oreover, th e  output fo r e ig n  a id  h elp ed  c r e a te  

when used  in  c a p i t a l  development p r o je c t s  in c re a se  fu r th e r  th e  su rp lu s  a t  

th e  d is p o s a l  o f  th e  economy fo r  fu tu r e  p la n s . On th e  o th e r  hand, because  

o f  th e  u n p red ic ta b le  n atu re  o f  o f f i c i a l  in flo w  from year  to  y e a r , i t s  probabl#  

use f o r  sh ort-term  p o l i t i c a l  or  econom ic purpose even a f t e r  commitment has 

been  m ade, th e  v u n e r a b i li ty  o f  th e  r e c ip i e n t ’ s  econom ic p ro g ress  to  extr###o##  

f a c t o r s  becomes a l l  th e  g r e a te r . In  th e  ca se  where such o f f i c i a l  d isb u r se 

ment i s  sch ed u led  f o r  th e  r e c ip ie n t ’ s  p u b lic  s e c to r  and where th e  r o le  o f  

such s e c t o r  (a s  in  N ig e r ia )  i s  o f  s t r a t e g ic  im portance in  th e  developm ent 

p r o c e s s ,  an u n f u l f i l l e d  prom ise , a f a l l - o f f  or sudden cu t-b a ck  in  fo r e ig n

60. See Nurul I s la m :-  ’F oreign  A s s is ta n c e  & Economic Development : The 
Case o f  P a k ista n  E .J . March 197 2 , and P .J . E ld r id g e  : The P o l i t i c s  
o f  F ore ign  Aid in  In d ia , o p . c i t .



n L. \ ^  i r . j .

JL . .  ■- J ‘V

;;:X.' Ü/.. 'iV

[ ' o . I . n ; X X ( ' i , t  '  f  ■-■ V '  n .  .  .  \  ' X -  ■

Li O'i U . U' .«rirX ;■■ ' j. i.Vx :

: L'l' ' J -X ;,:'.XJ ;Ci ."uX'C ,,

r ;  l U X i .  f i o l X  M '  -, ■, x ,  > ^ v '  " K ' . X w ' - L '

X  ; j j x .  v j X ' :  J: .  _ _  ■•■i .

' :X . : Ji ,ï i; . . Mf .■' ■ ■/! :. ;j _

' UX C-'r. JIK. t"-'! X:'| V ( \

= '.L

' Xl _L

V-. J ' '

X. i'_. Xw j: - -i u ,

I j ■ i; Ĵ.c
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a id  i s  l ik e l y  to  have a cum ulative im pact fa r  beyond th e  nominal v a lu e  

in v o lv e d . Again as a c o r o lla r y  to  th e  a fore-m entioned  advantage, a heavy  

dependency may sim ply r e f l e c t  an econom y's u n w illin g n e ss  to  ta c k le  th e  

problems a s so c ia te d  w ith  accum ulation and what i s  w orse , i t s  r e a d in ess  to  

s u b s t itu te  fo r e ig n  'sa v in g ' fo r  d om estic  o n e . I t  may n o t be in a p p ro p r ia te  

t o  n ote  N ig e r ia 's  recen t exp er ien ce  in  t h i s  c o n n e c tio n . Her g ro ss  n a t io n a l  

sa v in g s  has remained in  th e  range 8 -ll^ é  o f  G.N.P. during  th e  1955-67 decade

though th e  u n d erly in g  tren d  in  th e  more recen t p a s t  has been a gradual up -

62ward movement# Up t i l l  now, N ig e r ia 's  a c tu a l use o f  fo r e ig n  a id  reso u rc e s  

has been  fa r  to o  sh ort a p eriod  and a t to o  low  a l e v e l  f o r  any c o n c lu s iv e  

remarks to  be made. I f  a t e n ta t iv e  one i s  r e q u ire d , i t  i s  th a t  th e  l e v e l  

o f ,  and th e  trend  in  dom estic  sa v in g  have in  no a p p rec ia b le  way been a f fe c te d  

by o f f i c i a l  resou rce in f lo w .

With th e  above d ig r e s s io n  out o f  th e  way, we can now examine th e  a c tu a l  

behaviour o f  fo r e ig n  a id  during th e  1962-68  p lan  p e r io d . The s iz e  o f  firm  

commitments N ig e r ia  r e c e iv e d  during th e  e a r l i e r  p art o f  th e  p la n  p eriod  was 

much below  e x p e c ta t io n , and g iven  th e  tim e la g  between commitment and a c tu a l  

d isbursem ent, th e  in flo w s  in  th e  i n i t i a l  y e a r s  were in  consequence s in g u la r ly  

d isa p p o in tin g . During th e  f i r s t  th ree  y e a r s  o f  o p e r a tio n , when th e  l e v e l  

o f  commitments should be ju s t  about eq u al th e  ta rg e te d  l e v e l ,  we f in d  th a t  

such f i lm  o f f e r s  t o t a l le d  about £217M or  2j'̂  o f  th e  exp ected  fo r e ig n  a id  

component o f  th e  P lan . W ithin t h i s  t o t a l ,  g ra n ts  commitments were r e la t iv e l y  

h ig h er  than th o se  r e la t in g  to  lo a n s  -  £45M or  3 /4  o f  the exp ected  d isb u r se 

m ent. The th r e e  p r in c ip a l d o n o r s /c r e d ito r s  were th e  U n ited  S t a te s  which  

prom ised £80.36lvl, B r ita in  -  £30M and th e  m u lt i la t e r a l  a g e n c ie s  which betw een  

them prom ised £63M. I  s h a l l  l a t e r  a n a ly se  b r i e f l y  th e  a s s is ta n c e  from each  

o f  th e s e  s o u r c e s . As f o r  a c tu a l d isb u rsem en t, th e  r e so u rc e s  r ece iv ed  in  

th e  f i r s t  two y e a r s  o f  th e  P lan reached o n ly  17^ o f  t h e ir  ta r g e t  lev e l^ ^  and 

in  th e  f i r s t  fo u r  y ea r s  o f  th e  s ix -y e a r  p lan  p er io d  h er  r e c e ip t s  had amounted

61. See above Chapter 5 and below  Appendix IV.

62. See World Bank -  World T ab les J a n . 1971 S e c tio n  on N ig e r ia , Table 3 ,  
and Table 346 b elow .

63. F ed era tio n  o f  N ig e r ia : -F ir s t  N a tio n a l Development P la n .P r o g r ess  Report 
1964. o p . c i t .  Pages 3 0 -3 4 .
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to  on ly  21 .3^  o f  th e  t o t a l  £327M exp ected  f o r  th e  p lan  p e r io d . T h is  

se r io u s  s h o r t f a l l  o b v io u s ly  had im portant im p lic a t io n s  f o r  p u b lic  s e c to r  

performance which as we have seen  above h e a v i ly  depended on fo r e ig n  a id  

d isb u rsem en ts. The adverse e f f e c t  o f  th e  impact cou ld  be gauged from 

t h i s  o b serva tion : during th e  f i r s t  two y e a r s  o f  th e  p la n ,t o t a l  p u b lic  c a p i t a l  

exp en d itu res  amounted to  o n ly  £150M, more than £100M below  th e  required
64

amount, assum ing an ev en ly  paced exp en d itu re  programme. D uring th e  same 

p e r io d , o n ly  21^ o f  p u b lic  s e c to r  planned c a p i t a l  exp en d itu re  was fin an ced  

by fo r e ig n  d isbursem ent, in  c o n tr a s t  to  an exp ected  40-45/^ annual c o n tr ib u t

io n . I t  i s  in t e r e s t in g  to  n ote  th a t  th e  "purely d o m e st ic a lly -f in a n c e d  

p o rtio n  o f  th e  p u b lic  exp en d itu re  programme, in  money term s and in  the aggre

g a te  was alm ost e x a c t ly  on t a r g e t ,  . . .  th u s  th e  p r in c ip a l reason  f o r  the  

f a i lu r e  to  approach th e  p r o je c te d  l e v e l  o f  investm en t was th e  u n exp ected ly  

low  fo r e ig n  a id  c o n tr ib u tio n ."  The b eh av iou r o f  e x te r n a l o f f i c i a l  c a p i t a l  

c o n tra ste d  sh arp ly  both  in  th e  i n i t i a l  phase o f  th e  P la n 's  e x e cu tio n  and 

through out th e  period  1962-68  w ith  th a t  o f  fo r e ig n  p r iv a te  e a p i t a l  whose 

in f lo w  a f t e r  a slow  s t a r t  was w e l l  up on th e  ta rg e te d  l e v e l  (due la r g e ly  

to  rapid  r i s e  in  o i l  s e c to r  investm en t) and ccanpleraented th e  r e la t iv e ly  buo

yant dom estic  p r iv a te  s e c t o r  in v e stm en ts .

One d ir e c t  r e s u lt  o f  th e  s h o r t - f a l l  in  fo r e ig n  a id  d isbursem ents as  

w e l l  as o f  a proven u n d erestim a tio n  o f  import requirem ents was th a t  N ig e r ia  

l i k e  most d ev e lo p in g  c o u n tr ie s  in  s im ila r  s i t u a t io n  had to  p la c e  g r e a te r  

r e l ia n c e  on th e  u se o f  r e a d ily - a v a ila b le  h ig h -c o s t  s h o r t-  and medium-termed 

s u p p lie r s  c r e d i t s  and c o n tr a c to r  f in a n c e . Such in f lo w  o f  p u b lic a lly -g u a r -  

an teed  export c r e d it s  from d o n o r /c r e d ito r  c o u n tr ie s  in  p la c e  o f  c o n c e ss io n 

ary  lo a n s  and g r a n ts  had by 1965 reached 'an alarm ing s c a l e . ' I n  th a t  year  

th e  repayment o f  p rev io u s  c r e d it s  and s e r v ic in g  c o s t  a lone exceeded  60>6 o f  

t o t a l  p u b lic  debt s e r v i c e . j  have a lread y  d e a lt  w ith  th e  g en era l a sp e c ts

64.  ib id .  P ages 6-7

65.  G-. H e lle in e r :  -  Peasant A g r ic u ltu r e . Government & Economic Growth in  
N ig e r ia , o p . c i t . Page 343 .

6 6 . N a tio n a l Development P la n , P rogress  Report I 964, o p . c i t . P ages 1 8 -21 .

67 . IBRD/IDA: -  Annual Report 1966 /67  Page 3 2 .
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o f  export c r e d it s  in  an e a r l i e r  c h a p te r , and I  s h a l l  lo o k  c lo s e ly  a t  

N ig e r ia 's  ex p er ien ce  during th e  1960-70 decade in  a l a t e r  s e c t io n .  P er

haps we should n ot read much in to  th e  e a r l i e r  se tb a c k  in  fo r e ig n  a id  con t

r ib u t io n  to  th e  1962-68 p lan; c e r t a in ly  the pace o f  d isbursem ent p icked  up 

68by 1965-66 and in  s p i t e  o f  th e  f a c t  th a t  th e  p lan  i t s e l f  was abandoned 

in  l a t e  I 966 due to  th e  d e te r io r a te d  p o l i t i c a l  s i t u a t io n ,  th e  aggregate  

sum o f  n et d isbursem ents during th e  s ix  ca len d ar  y e a r s  1962-67 (correspond

in g  c lo s e ly  to  th e  s ix  f in a n c ia l  y e a r s  o f  th e  P lan ) was about £143» 3M or  

43*8^ o f  th e  ex p ected  Gross in flo w  in  the plan p e r io d . The P o st-1 9 6 6  

disbursem ents o f  course in c lu d ed  a s s is ta n c e  not o r ig in a l ly  sch ed u led  f o r  

th e  Development P la n , but th e  g r e a te r  o f  th e  in f lo w  rep resen ted  e a r l i e r  

commitments.

The low l e v e l  o f  fo r e ig n  a id  c o n tr ib u tio n  to  N ig e r ia ' s  th ir d  p lan  -  

o r  th e  ' f i r s t  n a t io n a l ' P lan  a s  i s  o f f i c i a l l y  d es ig n a ted  -  e s p e c ia l ly  during  

th e  i n i t i a l  y e a r s  cannot o f  course be ex p la in ed  s o l e l y  in  term s o f  an over

e s t im a t io n  o f  p o te n t ia l  a s s is ta n c e  from fo r e ig n  governm ents. There are  

o th e r  f a c to r s  in v o lv ed  and th ey  have im portant im p lic a t io n s  f o r  N ig e r ia 's  

fu tu r e  a id  programme. Most o f  th e se  f a c to r s  have a t one tim e or th e  o th e r  

been touched  upon in  P art I .  H ere, t h e ir  p r a c t ic a l  a p p lic a t io n  to  N ig e r ia  

are b e in g  d is c u ss e d .

The v a r io u s  r a m if ic a t io n s  in v o lv ed  in  p lan n in g  and e x e c u tin g  th e  d e t a i l s  

o f  Development P lan  and in  a ch iev in g  adequate c o -o r d in a tio n  w ith  te c h n ic a l  

c o n s u lta n ts  and a id  a d m in is tra tio n  from th e  d o n o r /c r e d ito r  c o u n tr ie s  have 

found th e  l o c a l  m achinery w anting and inadequate in  many r e s p e c t s .  Adequate 

and e f f i c i e n t  c a p a c ity  f o r  d e ta ile d  p lan n in g  and e x e cu tio n  o f  p r o j e c t s ,  

vdiether sponsored  w ith  fo r e ig n  a s s is ta n c e  or not has always been a m ajor 

c o n s tr a in t  t o  th e  achievem ent o f  ta r g e t  l e v e l s .  We have seen  t h i s  in  the

68 . See T able 33#

69.  See T ab le 33B.
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p a st  and i s  l i k e l y  to  p e r s i s t  in to  th e  f u tu r e .  I t  i s  a b o t t le n e c k  which  

fo r e ig n  a id  i t s e l f  ( i . e .  t e c h n ic a l  a s s is ta n c e )  h a s , and must con tin u e to  

a l l e v ia t e  and u lt im a te ly  h e lp  in  e r a d ic a t in g .^ ^  In  the o p in io n  o f  P r o fe s s 

or  Arthur Lewis " If N ig e r ia  had had b e t t e r  s t a f f in g  f o r  implement at io n  (o f  

Development P lan ) i t  would have a ls o  got more money from a b r o a d ." ^  T h is  

im p lied  low a b so rp tiv e  c a p a c ity  f o r  fo r e ig n  a id  usage by N ig e r ia  can be 

su b s ta n t ia te d  w ith  one or  two p ie c e s  o f  e v id e n c e . F i r s t ,  as o f  December

1970, N ig e r ia  had not been a b le  to  exhaust th e  £80M earmarked by th e  U nited
72

S ta te s  as i t s  c o n tr ib u tio n  t o  th e  1962-68 P la n . Four y e a r s  a f t e r  th e  

o r ig in a l  g en era l promise o f  th a t  sum, l e s s  than £43^ o f  i t  had been com m itt

ed to  s p e c i f i c  p r o jec t  s .  A ctual d isbursem ents would o f  cou rse  have been

spread over  a lo n g er  p e r io d . S econ d ly , c a s e s  o f  b u r e a u c r a tic  chaos and 

t e c h n ic a l  d e la y s  in  a id -f ia n c e d  road c o n s tr u c t io n s  have been r e p o r ted . For  

exam ple, i t  to o k  a p er iod  o f  t e n  y ea rs  b e fo r e  a m ile  road scheme could  

be c o n c l u d e d . C e r t a i n l y  from th e  above exam ple, th e  f a u l t s  are not 

e x c lu s iv e ly  on th e  s id e  o f  r e c ip ie n t  o f f i c i a l s .  Donor 'e x p e r ts '  l i a i s e  

b a d ly  w ith  t h e i r  lo c a l  c o u n te rp a r ts . Another reason  why lo a n s  are slow  in  

b e in g  committed and in  b e in g  u t i l i s e d  i s  th e  r ig id  d e s ir e  o f  th e  donors to  

t i e  t h e ir  a s s is t a n c e  to  s p e c i f i c  p r o j e c t s .  Such i n f l e x i b i l i t y  has c e r t a in ly  

r e s u lt e d  in  p r o je c t s  b e in g  sh e lv e d , e s p e c ia l ly  in  c a s e s  where co -o p era n t  

l o c a l  reso u rces  ( in c lu d in g  lo c a l  c o s t s )  are not a v a i la b le .  These two f a c t o r s ,  

t y in g  o f  a s s is ta n c e  to  s p e c i f i c  p r o j e c t s  in s te a d  o f  a more f l e x i b l e  programme 

approach and th e  q u estio n  o f  l o c a l  f in a n c in g  o f  a id  p r o je c t s  assume seme 

im portance i f  se en  in  th e  co n tex t o f  N ig e r ia 's  r e la t iv e l y  sh ort ex p er ien ce  

w ith  modem ' com prehensive ' developm ent p la n n in g . F or such in e x p e r ie n c e  

n e c e s s a r i ly  r e q u ir e s  th a t  a c e r ta in  amount o f f l e x i b i l i t y  in  im plem entation

70# See below  T a b les  39B and P ages

71# W.A. L ew is:-  R e f le c t io n s  on N ig e r ia 's  Economic Growth, o p . c i t .  Page 38 .

72 .  G/F» 0 . A boyade:- 'N ig e r ia  and U .S . Aid : Same R e f le c t io n s .  N ig er ia n  
O pin ion . V o l .7 , N o .2 , F eb . 1971# o p . c i t .  A lso  T ab les 33 and 33B.

73# See U .S .A .I .D . (L agos). The U nited  S t a te s  T ech n ica l and C a p ita l
A ss is ta n c e  in  Support o f  Economic Development in  N ig e r ia ;  Report as  
o f  January 1965.

74 . Aboyade. 'N ig e r ia  & U .S . Aid : Some R e f le c t io n s '  o p . c i t .
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i s  desirab le#  and she must be ab le  t o  ca rry  out n ecessa ry  changes w ith  th e  

f in a n c ia l  and te c h n ic a l  b ack in g  o f  h er  b e n e fa c to r s . Poor p lan n in g  machin

ery  im p lies  poor c o s t  e s t im a t io n . There are c a s e s  o f  c o s t s  o f  ex e cu tin g  

development p r o je c ts  so a r in g  above p ro jec te d  l e v e l s  and during th e  f i r s t  

h a l f  cfthel962-68  Plan "the Government have been unable t o  take up some o f f e r s  

o f  fo r e ig n  a id  because th ey  cou ld  not f in a n ce  t h e ir  share o f  l o c a l  currency

costs"7^
Another fa c t o r  which m ight in h ib i t  or  anoothen th e  flo w  o f  a id  d i s 

bursement i s  th e  degreee o f  s im i la r i t y  in  p o lit ic s -e c o n o m ic  p h ilo sop h y  o f  

th e  donor and r e c ip ie n t  c o u n tr ie s . I  have d e a lt  w ith  th e  q u estio n  o f  

lev e r a g e  in  seme depth in  P art I .  The 'b e n e fit*  o r  'c o s t '  o f  th a t  le v e r 

age i s  determ ined by th e  above s im i la r i t y  or d i s s im i la r i t y .  N ig e r ia ' s  

exp er ien ce  in  th e  u se o f  in te r n a t io n a l  fo r e ig n  a id  i s  to o  sh ort f o r  a 

p r a c t ic a l  d ia g n o s is  o f  th e  degreee t o  which her econom ic and s o c ia l  p o l i c i e s  

are b ein g  in flu e n c e d  by th e  ad vice  o f  h er  main a id  g iv e r s .  To a la r g e  e x te n t  

th e  a t t i tu d e s  and o r ie n ta t io n  o f  h e r  le a d e r s  and econcamic p lan n ers in  th e  

p a s t  have not d e v ia ted  from th e e x p e c ta t io n  o f  h er  main b e n e fa c to r s . As a 

m a tter  o f  fa c t  a l l  s id e s  agree th a t  th e  main p r i o r i t i e s  in  her  development 

programme must remain f o r  th e  tim e b e in g  in  econom ic and s o c ia l  in f r a s t r u c t 

u r a l expansion  and in  manpower t r a in in g .  G rants, t e c h n ic a l  a s s is ta n c e  and 

lo a n s  have been co n cen tra ted  on th e s e  p r i o r i t i e s .  However, in  th e  course  

o f  d e ta ile d  n e g o t ia t io n s ,  problem s and d isagreem en ts do a r i s e ,  w ith  a d e t r i 

m en tal e f f e c t  on th e  flo w  o f  a s s is t a n c e .  A case  in  p o in t was when r e c e n t ly  

th e  U nited S ta te s  AID a d m in istra to rs  in  th e  f i e l d  i n s i s t e d  on ch arges b e in g  

made f o r  a id -f in a n c e d  w ater supp ly schemes f o r  th e  two b ig  towns o f  Lagos 

and Ibadan. T r a d it io n a l ly ,  in  N ig e r ia ,  w ater su p p ly  and the l i k e s  have 

alw ays been con sid ered  as s o c ia l  w e lfa r e  a m e n it ie s , ex p en d itu res  on which  

are n ot d ir e c t ly  p rod u ctive  or  s e l f - f in a n c in g .  R ead iin g  a compromised

75# W.A. L ew is:-  R e f le c t io n s  on N ig e r ia ' s  Economic Growth, o p . c i t .  Page
61. See fu r th e r  c o n s id e r a t io n s  on Pages 64- 65.

76 . 0 , Aboyade:-  'N ig e r ia  and U .S . Aid : Some R e f le c t io n s '  N ig e r ia n
O pin ion , V o l .7 , N o .2 ,  F eb . 1971 . o p . c i t .
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s o lu t io n  ona t y p ic a l  example l ik e  above in v o lv e s  sane elem ent o f  d e la y  in  

a id  d isbursem ents. In  th e  absence o f  any a c c ess  to  d e ta ile d  n e g o t ia t io n s  

in v o lv e d  in  s p e c i f i c  a id  p r o j e c t , ^  we caim ot a s s e s s  m ea n in g fu lly  th e  e x te n t  

to  which ’ s t r i n g s ’ and c o n d itio n s  a tta ch ed  -  as opposed to  in te r n a l  lev e r a g e  

on resource a l lo c a t io n  -  have in  th e  p a s t  in h ib ite d  th e  s iz e  and p r o d u c t iv ity  

o f  fo r e ig n  a id  f lo w in g  in to  N ig e r ia . P o s s ib ly  some red u ction  must have 

tak en  p la c e , i n  exp ected  conm itm ents and d isb u rsem en ts, th a t i s ,  i f  we are  

prepared to  tak e t o  i t s  l o g ic a l  c o n c lu s io n  the in form ation  provided  by a 

r e ce n t se n io r  M in is te r  in  th e  N ig e r ia n  Government and who a s  M in is te r  o f  

Finance and econom ic a f f a ir s  ’O verlord ’ must have been in v o lv ed  a t  the h ig h e st  

l e v e l  w ith  f o r e ig n  a id  m a tte r s . A ccording to  C h ie f Awolowo, ’’th e  c o n d it io n s  

and s tr in g s  a tta ch ed  t o  th ose  m u ch -p u b lic ised  fo r e ig n  lo a n s  and a id s  about 

which we hear so o f te n  a r e , fron  our in tim a te  knowledge o f  them, such  as no 

s e l f - r e s p e c t in g  and econ om ica lly  f r e e  and s e l f - r e l i a n t  country would ev er

78c o n s id e r  much l e s s  a c c e p t. ’’

The above fa c to r s  no doubt c o n tr ib u te  to  th e  lon g  g e s ta t io n  p e r io d  be

tween broad aggregate commitment, s p e c i f i c  p r o jec t  commitment and a c tu a l  

disbursem ent o f  a id  r e so u r c e s . In  th e  c a se  o f  N ig e r ia , i t  has o f f i c i a l l y  

been im p lied  th a t  a c e r t a in  amount o f  firm  conm itments f o r  a g iv en  p er io d

79i s  l i k e l y  to  gen erate  a 60^ l e v e l  o f  a c tu a l  disbursem ent during  th a t  p e r io d .

P art o f  th e  d e la y s  i s  no doubt due to  what in  the d ev e lo p in g  c o u n tr ie s  have 

come t o  be seen  as u n n e c e s s a r ily  h igh  and harsh te c h n ic a l  requirem ents by 

th e  d o n o r /c r e d ito r  c o u n tr ie s ,  in v o lv in g  f e a s i b i l i t y  and v i a b i l i t y  s t u d ie s ,  

the q u e stio n  o f  re lev a n cy  and o f  assumed n a tio n a l p r i o r i t i e s .  As I  have 

shown above, th e  consequence o f  s tr in g e n t  o f f i c i a l  a p p r a isa l has not o n ly

been th e  r e d u c tio n  in  goverm ental c o n tr ib u t io n , but a ls o  th e  e s c a la t io n  o f  

th e  use o f  p r iv a te  export c r e d i t s .  I t  h as not prevented  th e  c o n s tr u c t io n  

o f  ’p r e s t i g e ’ p r o j e c t s .

77# The Annual Report o f  th e  A ccountant-G eneral o f  th e  F ed era tio n  does  
g iv e  some in form ation  about ’fo r m a l’ term s and te c h n ic a l  d e t a i l s  o f  
e x te r n a l d eb ts  and lo a n  c o n tr a c te d . Such o f f i c i a l  in form ation  i s  
o f  cou rse  h ard ly  r e v e a lin g . For example se e  1969 R eport.

78 . Obafemi Awolowo:-The P e o p le 's  R ep u b lic . Ibadan 1968. Page 3 10 .

79 . See N ig e r ia :  2nd.N a tio n a l Development r la n  1970 -74 . Lagos 1970.
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Two o th e r  not unim portant reason s f o r  th e  r e la t iv e l y  low  l e v e l  o f  

fo r e ig n  a id  may be c it e d  b r i e f l y .  F i r s t l y ,  f o r  th e  g r e a te r  p art o f  the  

l a s t  decade, she had l im ite d  h e r s e l f  t o  a narrow source o f  e x te r n a l  a s s i s 

ta n c e . No doubt t h is  was p art o f  c o lo n ia l  h e r ita g e  when B r ita in  was f a r  

more than h a l f  a cen tu ry , th e  o n ly  source o f  e x te r n a l c a p i t a l  r e so u r c e s .

A fter  Independence she r e l i e d  e x c lu s iv e ly  on members, indeed  some members
80o f  her C o n su lta tiv e  Group , and i t  was o n ly  th e  p o l i t i c a l  and m il it a r y

p ressu re  o f  th e  C iv i l  War p er io d  th a t  fo rc e d  h er  le a d e r s  to  seek  a id  fro n

C en tra lly -p la n n ed  Econom ies, e s p e c ia l ly  th e  S o v ie t  Union. The amount

81in v o lv ed  has been  a n a ll and i t  i s  d o u b tfu l w hether E astern  Europe w i l l

remain a permanent source o f  a s s is t a n c e .  Aid from th e  r ic h  Commonwealth

c o u n tr ie s  o th erth a n  B r ita in  and Canada, has in  th e  l a s t  decade been  o f  

82minor v a lu e . The second p o in t  concern s th e  e x te n t  o f  u n f u l f i l l e d  pro

m ises  and inadequate commitments. B e s id e s  th e  above e x p la n a t io n s , we may 

r e c a l l  o th e r  f a c t o r s  o u ts id e  th e  c o n tr o l o f  N ig e r ia  which I  r e fe r r e d  to
83

e a r l i e r  o n . F lu c tu a tio n  in  annual commitments and d isbursem ents may 

be caused by econom ic w eekness -  see  f o r  example th e  l e v e l  o f  B r i t i s h  d i s 

bursement to  N ig e r ia  in  1967-69  in  r e la t io n  to  e a r l i e r  y e a r s , w h i l e  th e  

retienchmert tren d  in  the U n ited  S ta te s  fo r e ig n  a id  programme i s  due to  the  

com bination o f  many fa c to r s  a lrea d y  ex p la in ed  in  P art I .  I t  i s  s ig n i f ic a n t

to  n o te  th a t  A fr ic a  and th e  d ev e lo p in g  p art o f  Southern Europe are ta k in g

85the brunt o f  th e  presen t cu tb ack  in  th e  U n ited  S t a te s  a id  f lo w .

80 .  Members o f  th e  C o n su lta tiv e  Group are B elgium , Canada, W.Gemany, 
I t a l y ,  Japan , N ath er lan d s, S w itz er la n d , U n ited  Kingdon, th e  U nited  
S t a t e s ,  I .B .R .D , & I .D .A . Q/F. T ab les 33 & 33B.

8 1 . See below  Table 34#

82.  See T a b le s  33 and 336#

83# See above Pages 378-380

84# See T ab le 39A.

85# See DAC/OECD:- Development A s s is ta n c e . 1970 Review , o p . c i t .
S t a t i s t i c a l  Annex T able 2 1 , Page 198 .
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I t  was in  resp onse to  th e  low in f lo w  in  th e  1962-68 P lan  p er io d  coupled  

w ith  th e  poor p r o sp e c ts  f o r  in te r n a t io n a l  a id  in  th e  immediate fu tu r e  th a t  

N ig e r ia  q u ite  c o r r e c t ly  planned f o r  a sm a ller  c o n tr ib u t io n  from fo r e ig n  

o f f i c i a l  and m u lt i la t e r a l  sou rces f o r  th e  f in a n c in g  o f  h er  Second N a tio n a l  

Development P lan  1970-74* As T able 28 shows th e  drop from 43*5^ in  th e  ea r 

l i e r  p lan  to  19 . 4^ in  th e  secon d , rep resen ted  a s ig n i f ic a n t  change in  o f f i c i a l  

th in k in g . C le a r ly  i t  i s  b e in g  r e a l i s e d  th a t  fo r  th e  a ll- im p o r ta n t p u b lic  

s e c t o r  planned t a r g e t s  to  be accom p lish ed , a heavy dependence on exogenous 

c o n tr ib u t io n  from fo r e ig n  g o v em en ts  m ust be a v o id ed . However, i t  was not 

a movement away from fo r e ig n  f in a n c ia l  in f lu e n c e . An in c re a se  in  th e  share  

o f  p r iv a te  s e c t o r  in  planned G.C.P, was coupled w ith  a more than p ro p o rtio n a te  

in c r e a se  in  th e  c o n tr ib u tio n  exp ected  from fo r e ig n  p r iv a te  c a p i t a l .  The 

movement away from e x te r n a l o f f i c i a l  c a p ita l  was matched or  o f f s e t  by eui 

exp ected  exp an sion  in  p r iv a te  c a p i t a l  c o n tr ib u tio n  -  la r g e ly  f o r  th e  o i l  

in d u s tr y . The o v e r a l l  over-dependence on fo r e ig n  reso u rces  has not changed. 

The 62. ^  share o f  fo r e ig n  p r iv a te  c a p i t a l  in  t o t a l  p r iv a te  s e c to r  in v e s t 

ment i s  a rough e s t im a te . F ootn ote  (d) in  Table 28 g iv e s  an e x p la n a tio n .

But th e  n earer  th a t  e s tim a te  approxim ates to  th e  a c tu a l sh a re , th e  lo n g e r

in to  th e  fu tu r e  goes th a t  d e s ir e  *to g iv e  N ig e r ia  an in c r e a s in g  measure o f

86c o n tr o l  over  h er  (econom ic) d e s t in y ’ and th e  more d i f f i c u l t  becomes the  

ta s k  o f  ’ red u cin g  th e  double d ivergen ce  th a t  e x i s t s  f i r s t l y  between th e  pub

l i c  and p r iv a te  i n t e r e s t s ,  and se c o n d ly , between th e  in t e r e s t s  o f  th e  n a t io n -  

a l s  and th o se  o f  th e  fo r e ig n  in v e s t o r s ’ . I  s h a l l  return  t o  p r iv a te  c a p i t a l  

in  a l a t e r  chapter^

I  now move on from th e  f i e l d  o f  e x p e c ta t io n  to  th a t  o f  r e a l i t y  -  by  

exam ining in  q u an ta tive  term s th e  a c tu a l disbursem ent to  N ig e r ia  during th e  

decade from o f f i c i a l  and m u lt i la t e r a l  a g e n c ie s  so u r c e s . I  s h a l l  d ea l w ith  

p r iv a te  exp ort c r e d it s  in  a l a t e r  s e c t io n .  T ab les 29 and 33 show th e  s iz e  

o f  th e  j o in t  and sep a ra te  annual d isbursem ent to  N ig e r ia .  The l a t t e r  a ls o

8 6 . 1 s t .  N a tio n a l Development P lan  1 9 6 2 -6 8 . o p . c i t .  Page 1 .

87# 2nd. N a tio n a l developm ent P lan  1970-74* o p .c i t .
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shows in  d e t a i l s  th e  r e la t iv e  s iz e  o f  th e  ccmponent p a r t s .  A la r g e  p a r t o f  

g ra n ts  and g r a n t - l ik e  f lo w  took  th e  form o f  t e c h n ic a l  a s s is t a n c e ,  indeed  in

the whole ’non-French’ West A fr ic a , she had th e  h ig h e s t  p rop ortion  o f  her
88a s s is ta n c e  d isb u rsed  in  t h i s  form. Compared w ith  neighbouring Ghana, 

N ig e r ia  did w e ll t o  r e c e iv e  about a th ir d  o f  her a s s is ta n c e  in  th e  fonn o f  

g ra n ts  in  th e  y e a r s  b e fo r e  th e  C iv i l  War. The form er’ s comparable p rop ort

io n  o f  10^ must have und erestim ated  th e  o v e r a ll  co n cess io n a ry  elem ent in

h er  fo r e ig n  a s s is ta n c e  a s  th e  g r e a te r  p a r t  o f  i t  during  th e  Nkrumah a c in in is -

8 9t r a t io n  was coming from S in o -S o v ie t  b lo c  c o u n tr ie s . The h igh  p ro p o rtio n  

o f  gra n ts  a f t e r  196? in  N ig e r ia ’ s  d isbursem ent must be accounted f o r  by 

spending on ’ r e l i e f  o p e r a t io n s ’ during th e  c r i s i s ,  a s o r t  o f  ad hoc a d d it 

io n  to  normal committed f lo w s . The g r e a te r  p art o f  war and p ost-w ar  p er io d  

lo a n s  i s  fo r  r e c o n str u c tio n  and r e h a b i l i t a t io n  programmes, e s p e c ia l ly  in  th e  

f i e l d  o f  communication in fr a s tr u c tu r e .

Disbursem ent p icked-u p  a f t e r  th e  slow  s t a r t  o f  th e  i n i t i a l  y e a r s  o f  th e  

1962-68 P la n , reach in g  th e  SIOOM o r  j239&M mark by 1967* The tren d  i s  gener

a l l y  upward, a s  th e  accompanying t a b le s  b ea r  o u t . I 964/ 6$ was a s o r t  o f  

t r a n s i t io n a l  p e r io d , th e  s i z e  o f  th e  d isbursem ents from 1965 to  1970 more 

J than double th o se  o f  th e  e a r l i e r  y e a r s . I t  i s  su r p r is in g  t o  n ote  th a t  

d e sp ite  th e  u n c e r ta in t ie s  crea ted  by th e  p o l i t i c a l  c r i s i s  o f  1 9 6 6 -7 0 , the  

f lo w  o f  d isbursem ents t o  N ig e r ia  was not s u b s t a n t ia l ly  a f f e c t e d .  What were 

a f fe c te d  were th e  f lo w s  o f  new p r iv a te  f o r e ig n  in vestm en ts and o f  guaranteed  

p r iv a te  exp ort c r e d i t s .  B i la t e r a l  O.D.A. commitment^ during 1967-69  averaged  

S80M p er  annum, s l i g h t l y  above th o se  o f  p r e v io u s  y e a r s . T able 30 shows 

N ig e r ia ’ s  annual r e c e ip t  a s  a share o f  t o t a l  developm ent a s s is t a n c e  d isb u rsed  

by D.A.C. members. As m ight be e x p e c te d , h er  share rose  from a low  l e v e l  

in  e a r ly  1960s to  stea d y  a t  around l.A ^  i n  th e  second h a l f  o f  th e  decade.

A comparison w ith  I n d ia ’ s  share i s  made. In d ia  b e in g  th e  la r g e s t  r e c e iv e r

88 . C /P. DAC/OECD:- Development A s s i s t a n c e .1969. R eview , o p . c i t .  Table  
V .$ Page 180 .

8 9 . See T able 34 .
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o f  a id  and whose share to g e th e r  w ith  th a t  o f  P a k ista n  accounted f o r  about

a q u arter  o f  the t o t a l ,  r e c e iv e d  on average about F i f t e e n  t im e s  th e  s iz e

o f  N ig e r ia ’ s  disbursem ent during th e  d ecad e , though her  p o p u la tio n  was

about n in e  tim es as la r g e .  N ig e r ia ’ s  p e r  c a p ita  a id  r e c e ip t  has always

been one o f  th e  sm a lle s t  in  th e  w orld . T h is  was so during th e  c o lo n ia l

p er io d  a s  w e l l  as a f t e r  i t .  In  t h i s  r e sp e c t  her  p o s i t io n  i s  u n l ik e ly  to

improve in  th e  fo r e se e a b le  fu tu r e . T ab les 31 and 34A and 34C o f f e r  some

s t a t i s t i c a l  in s ig h t s  in to  h er  per c a p ita  r e c e ip t s  during th e  decad e. The

f i r s t  ta b le  shows her b i la t e r a l  and m u lt i la t e r a l  r e c e ip t s  a t d i f f e r e n t

p e r io d s . The o th e r  two compare her r e c e ip t s  w ith  th ose  o f  s e le c te d  West

A fr ican  neighbours; Table 34C in  p a r t ic u la r  shows th e se  ccanparisons in  th e

c o n tex t o f  a l l  d ev e lo p in g  c o u n tr ie s ’ r e c e ip t  o f  a id . In  te r n s  o f  p er  c a p ita

r e c e ip t ,  N ig e r ia  was among th e  te n  lo w est r e c ip ie n t s  out o f  th e  92 L .D .C .s

th a t  b e n e f i t t e d  from D.A.C. c o u n tr ie s  in  1 9 6 8 -7 0 . During th e  decade h er

p er c a p ita  r e c e ip t  was on average about a t h ir d  o f  th e  average f o r  a l l  deid.- 

90oping c o u n tr ie s .  Though Table 34A shows th a t  h er per c a p ita  m u lt i la t e r a l

a g e n c ie s  lo a n  a s s is ta n c e  was ju s t  over h a l f  th e  average fo r  th e  d eve lop in g

c o u n tr ie s  in  A fr ic a , th e  s i z e  o f  her  r e c e ip t  was one o f  th e  la r g e s t  in  th e

C ontinent and during th e  p e r io d  1967 -69 , i t  averaged about 11^  o f  a l l  i n t e r -

91n a t io n a l i n s t i t u t i o n s ’ f in a n c i a l 'a i d ’ to  th e  C o n tin en t. Because o f  th e  

b ig  s i z e  o f  th e  cou n try . World Bank lo a n s  f o r  developm ent o f  her  in fr a s t r u 

c tu r e  have to  be on a r e la t iv e ly  b ig g e r  s c a le  a s  conpared w ith  f in a n c ia l  

support f o r  s im ila r  p r o je c t s  in  m ost o th er  c o u n tr ie s .  However, i f  fo r e ig n  

a id  was to  be a l lo c a te d  among d ev e lo p in g  c o u n tr ie s  on th e  b a s is  o f ,  th a t  i s  

in  in v e r s e  p rop ortion  to  t h e ir  per  c a p ita  n a t io n a l incom e, o r  s im p ly  in  

eq u a l amount p er  head o f  p o p u la t io n , N ig e r ia  would w ithout doubt be r e c e iv 

in g  much more than  she has been h aving s in c e  1945 -  perhaps th r ee  tim es  aa 

m ore. I must sound a word o f  c a u t io n . The g r o s s ly  in a ccu ra te  1963 popu

l a t i o n  cen su s has le d  to  th e  use in  i t s  p la c e  o f  v a r io u s  g u e ss tim a te s  fo r

90 . See OECD/DAC:- Development A s s is ta n c e . 1968 R eview , o p .c i t#  T able  
V II-2  Page 144 .

91 . i b i d .  1970 Review T able 1 9 , Page 194 .
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th e  co m p ila tio n  o f  Per C ap ita  data on N ig e r ia . The O.E.C.D. p er c a p ita  

d a ta  f o r  N ig e r ia  quoted in  t h i s  s e c t io n ,  e s p e c ia l ly  th o se  r e la t in g  t o  a id  

disbursem ent d is p la y  an u n d erestim ation  o f  probable p op u la tion  s i z e  f o r  th e  

p e r io d  1964-68 and an o v e r estim a tio n  s in c e  th e n . They m ust, t h e r e f o r e ,  be

tr e a te d  as approxim ates. Using a probably more r e l ia b le  p o p u la tio n  e s t i -

92m ate , I  have c a lc u la te d  th e  per c a p ita  n et b i l a t e r a l  and m u lt i la t e r a l  

d isb u rsem en ts as f o l l o w s : -  I 96O-64, SO.90; I 964- 67 , S I . 78; 1 9 6 6 -6 8 , S I . 92 , 

1968- 70 , S I .93.  T h is shows an upward tren d  in  sympathy w ith  o th e r  d a ta  as 

opposed to  th e  f lu c t u a t io n  in  Table 31 .

E v a lu a tio n  in  qua t i t  at iv e  te r n s  o f  f o r e ig n  a id ’ s  c o n tr ib u t io n  t o ,  or  

impact on th e  economy o f  N ig e r ia  i s  l im ite d  too  by th e  sh o r tn ess  o f  her  

e x p e r ie n c e . F or N ig e r ia , one cannot examine in  s im ila r  depth th a t c o n tr ib 

u t io n  a s  one can do, say  in  the ca se  o f  G reece or  P a k is ta n . Because th e  

s iz e  o f  d isbursem ents to  h er  has been sm a ll in  r e la t io n  t o  her  aggregate  

r e so u rc e s  and economic a c t i v i t i e s  and a ls o  because th ey  have been co n cen tra ted  

on th e  developm ent o f  econom ic and s o c ia l  in fr a s tr u c tu r e , one would a p r io r i  

ex p ec t t h e i r  ta n g ib le  p r o d u c it iv i ty  to  be sm a ll. In  th e  c a se  o f  in d iv id u a l  

s e c t o r ,  th e  p o s i t io n  may o f  course be d i f f e r e n t .  T able 32A shows the l a t e s t  

mean sûrement o f  f o r e ig n -a s s is ta n c e  in  r e la t io n  to  two param eters -  im ports  

and G .N .P. T able 34C compares N ig e r ia ’ s  l e v e l  w ith  th o se  o f  o th e r  .Vest 

A fr ica n  c o u n tr ie s  and through ranking w ith  th e  r e s t  o f  th e  d eve lop in g  w orld . 

The d a ta  g iv en  in  Table 32A are a f f e c te d  by C iv i l  War econom ic s i t u a t io n .  

G eneral im ports were s ig n i f i c a n t ly  reduced below  t h e i r  normal l e v e l  by I 969, 

and s in c e  1967 th e  G .N .P. d id  not co v er  th e  whole o f  th e  co u n try . For t h i s  

reason  and because 1965 or  1966 rep resen ted  th e  t y p ic a l  or  average y ea r  o f  

th e  d ecad e , I  have measured th e  fo r e ig n  a id  in f lo w s - fo r  th e se  y e a r s  in  term s  

o f  G .D .P . and Im p orts, a s w e l l  as fo u r  o th e r  key econom ic param eters. The 

p e r c en ta g e s  are shown in  Table 32B, and to g e th e r  w ith  Table 32A, we can i n -

92 . Taken from I .M .F .; -  In te r n a t io n a l F in a n c ia l  S t a t i s t i c s .  D ec. 1972. 
S e c t io n  on N ig e r ia .
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f e r  from them th a t  on average fo r e ig n  a s s is t a n c e  was approxim ate to  about 

10^ o f  im port o f  goods and s e r v ic e s  and o n ly  ^  o f  G.D.P. At th e  b e s t  o f  

t im e , i t  was l e s s  than 15^ o f  G ross C a p ita l Form ation and formed a dimin

is h in g  p ro p o r tio n  o f Government reven u es. At th e  aggregate l e v e l  th e  de

pendence o f  th e  n a tio n  on fo r e ig n  a id  as a source o f  fin a n ce  f o r  i t s  

import su r p lu s  was r e la t iv e l y  low; e q u a lly  sm a ll was i t s  p o s s ib le  c o n tr ib 

u t io n  to  G overm ent spending power. Apart from the op p ortu n ity  fo r  com

p a r iso n  o f fe r e d  by Table 34G, we can p la c e  N ig e r ia ’ s  ex p er ien ce  in  th e  

p e r s p e c t iv e  o f  a w ider d ev e lo p in g  world by fu r th e r  comparing h er  r e c e ip ts  

w ith  th ose  o f  a lea d in g  f o r e ig n  a id  r e c ip ie n t .  P a k is ta n ’ s r e c e ip ts  aver

aged S 3 .75  p e r  c a p ita  during th e  d ecade, was in  1964-65 e q u iv a le n t  to

6 . ^  o f  G .N .P ., 37*9^ o f  g r o ss  investm en t and 35 .03^  o f  1967 im ports o f

93goods and s e r v ic e s .  T h is  was indeed  a h ig h  degree o f  fo r e ig n  a id  usage  

and i t  makes th e  e x te r n a l c o n tr ib u t io n  t o  N ig e r ia ’ s  economy lo o k  ra th er  

m arg in a l.

For th e  p u b lic  s e c to r  and th e  n a t io n a l fo r e ig n  exchange r e s e r v e s ,  the  

c o n tr ib u t io n s  in  th e  y e a r s  were c r u c ia l .  We have seen  how th e  s low n ess in  

fo r e ig n  a id  disbursem ent was la r g e ly  r e sp o n s ib le  f o r  th e  dism al s ta r t  to  

th e  1962-68 p lan  p e r io d . By 1965 /66  th e  in f lo w  had in crea sed  s u b s t a n t ia l ly  

as t o  make an im portant impact on p u b lic  secb or c a p i t a l  form ation  though  

s t i l l  below  th e  exp ected  4^  annual average c o n tr ib u tio n .^ ^  I t s  c o n tr ib u t

io n  how ever, was fu r th e r  enhanced by the knowledge th a t  by the end o f  1965 

when r e se r v e s  had reached th e  lo w e st  l e v e l  s in c e  th e  war, fo r e ig n  exchange 

began t o  be a m ajor c o n s tr a in t  to  th e  developm ent p r o c e ss . I t  was during  

th e  1967-70 C iv i l  War th a t  fo r e ig n  econom ic a s s is t a n c e  made perhaps th e  

b ig g e s t  c o n tr ib u t io n  to  N ig e r ia ’ s  w e l l-b e in g . In  so  f a r  as i t  was g iven  

in  form o f  fo r e ig n  currency or  needed c a p i t a l  goods which she would have 

had to  f in d  o th e r  means o f  pay in g  f o r ,  such a s s is t a n c e  was a m ajor c o n tr ib 

u t io n  to  dw indled means o f  f in a n c in g  fo r e ig n  paym ents. I f  th e  reported

93* Nural I s la m : - ’F oreign  A ss is ta n c e  and Economic developm ent2The Case
o f  P a k ista n  ’ . E .J . March 1972 (Supplement) P ages 502-530. Tab l e s  I  & H .

94.  See T able 28 .
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s iz e  o f  1967 d isbursem ents i s  c o r r e c t  -  and th ere  i s  no reason  t o  doubt i t ,  

i t  was e q u iv a len t to  87*9̂ 0 o f  th e  o f f i c i a l  exchange r e s e r v e s ,  whose l e v e l

as th e  C iv i l  War p rogressed  "became som ething o f  an ir r e le v a n c y ," ^ ^  as
began

e x te r n a l f in a n c ia l  o b l ig a t io n s  in  th e  p ip e l in e / t o  exceed  r e se r v e  hold ings*

A comparison o f  T ab les 32B and 24 above r e v e a ls  th a t  th e  c o n tr ib u tio n  

and impact o f  fo r e ig n  a s s is ta n c e  in c re a se d  c o n s id e r a b ly  a f t e r  Independence.

By th e  la te j^ éO s th e  average l e v e l  in  te im s o f  im p o r ts , c a p i t a l  fo m a t io n  

and G.D.P. has ju s t  about tr e b le d  th a t  ob ta in ed  during th e  c o lo n ia l  p e r io d . 

S t i l l  on com parison, Table 34? o f f e r s  u s data th a t  are o n ly  in d ir e c t ly  

r e le v a n t  to  th e  thane in  hand. I  have chosen Ghana because h er  econom ic 

and s o c ia l  e v o lu t io n  during th e  l a s t  60 y ears  o r  so  has been s im i la r  to  

t h a t  o f  N ig e r ia . I  have in c lu d ed  L ib e r ia  because she i s  th e  la r g e s t  r e c ip 

i e n t  o f  American a id  on th e  West C oast; I v o iy  C oast and Gabon, b ecause not 

o n ly  do th ey  rep resen t th e  la r g e s t  r e c ip ie n t  o f  French c a p i t a l  in  B lack  

A fr ic a , t h e ir  economic perform ances have a lso  been o u tsta n d in g  during th e  

d ecad e . To a c e r ta in  e x te n t  the n a t io n a l sa v in g s  r a t io  and th e  l e v e l  o f  

p er  c a p ita  a id  disbursem ent do p rov id e an e m p ir ica l b a s is  f o r  th e  ’m atching  

p r i n c i p l e , ' th a t  i s ,  e x te r n a l a s s is ta n c e  tend to  expand w ith  th e  a v a ila b 

i l i t y  o f  lo c a l  f in a n c e  and c o n tr a c t  w ith  a sh ortage  o f  i t .  However, th e  

a b so lu te  l e v e l  o f  d isbursem ent to  Gabon i s  r e la t iv e l y  low , and f o r  h er  and 

I v o r y  C oast, th e  growth r a te s  o f  economic param eters shown in  th e  t a b le  must 

owe a great d e a l to  th e  heavy p r iv a te  French in vestm en t in  en c la v e  a g r ic u l

t u r e  and m in ing .

The p rop ortion  o f  g r a n ts  to  t o t a l  disbursem ent r e f l e c t s ,  i f  on ly  p a r t

i a l l y ,  th e  economic term s o f  o f f i c i a l  a s s is t a n c e .  As f a r  as lo a n  i s  concerned  

th e  p a tte r n  o f c r e d it s  g iv en  to  N ig e r ia  fo llo w ed  th e  g e n e r a l hardening term s.

d e sc r ib e d  in  P art I ,  though towards th e  end o f  th e  decade a rev erse  tren d  

began to  emerge e s p e c ia l ly  in  con n ection  w ith  th e  le n g th  o f  repayment p e r io d .

95# Standard Bank; Annual Economic R eview . N ig e r ia . June 1971 . o p . c i t .
Page 3 .

96 . C/F. W. Arthur L e w is :-  R e f le c t io n s  on N ig e r ia ’ s  Economic Growth. 
o p . c i t .  Page 64.



Page 389

A good in d ic a t io n  o f  th e  term s o f  p r e v io u s ly  co n tra cted  lo a n s  i s  provided  

by th e  t im e -s tr u c tu r e  o f  o u tsta n d in g  d e b ts . Table 35 exam ines N ig e r ia 's  

and th o se  o f  o th e r  A fr ica n  c o u n tr ie s  t h i s  way. Between 1968 and 1970 th e  

' grant elem ent* o f  N ig e r ia ' s  long-term  o f f i c i a l  and m u lt i la t e r a l  lo a n s  was 

on average 44^. However, th e  g r e a te r  th e  use o f  co m m ercia lly -con tracted  

bond c a p i t a l  and s u p p lie r s  c r e d it s  by N ig e r ia ,  th e  low er would be th e  con

c e ss io n a r y  elem ent in  th e  aggregate  e x te r n a l  c a p i t a l  a v a i la b le  t o  h e r .

Formal term s o f  some m u lt i la t e r a l  lo a n s  are known and are s e t  out in  

T ab les 3 6 -3 8 , whereas l i t t l e  i s  known or  made p u b lic  regard in g  th e  c r u c ia l  

b a rga in in g  and c o n d itio n s  under which most b i la t e r a l  o f f i c i a l  a id  i s  g iv e n .  

As was p o in ted  out e a r l i e r  o n , th e  form al term s and te c h n ic a l  d e t a i l s  are 

p u b lish ed  in  th e  annual R eport o f  th e  A ccountant-G eneral o f  th e  F e d e r a tio n . 

The v e i l  o f  s e c r e c y  comes down most in  r e la t io n  to  ty in g . There are grounds 

f o r  a s s e r t in g  th a t  N ig e r ia  was no b e t te r  o f f  than th e  average d eve lop in g  

country  in  th e  e x te n t  o f  d o n or/cred itor's  t y in g  p r o v iso s  she had to  accommo

d a te .

On th e  c o n tr a r y , th e  narrow ness o f  h er so u r c es  precluded  h er a b i l i t y  

t o  choose betw een a lte r n a t iv e  c r e d i t s .  I  have a lrea d y  r e fe r r e d  above to  

t h e  s t r i c t  t y in g  o f  a id  to  s p e c i f i c  p r o je c ts  and i t s  p o s s ib le  ad verse  con se

q u en ces. Tying o f  cou rse  does o f te n  go beyond th a t  l e v e l .  A ss is ta n c e  i s  

in v a r ia b ly  t i e d  t o  purchases made in  th e  d o n o r /c r e d ito r  country  and in  sane 

in s ta n c e s  to  s p e c i f i c  p ro d u cts , e s p e c ia l ly  where such products happened to  

be in  su rp lu s c a p a c ity . In  196 3 , N ig e r ia  got a B r i t i s h  lo a n  o f  £1M through  

th e  Export C r e d its  Guarantee Department (o f  Board o f  Trade) to  purchase  

su r p lu s  s t e e l  r a i l s .  During th e  g r e a te r  part o f  th e  decade, more than 7 ^  

o f  B r i t i s h  a id  t o  N ig e r ia  was t i e d  to  B r i t i s h  e x p o r ts , w h ile  ' d isb u rsem en t' 

f o r  t e c h n ic a l  a s s is t a n c e  in  f a c t  g e n e r a lly  r e fe r  to  payments made by th e  

donor country t o  i t s  e x p e r ts  se n t out to  h e lp  in  th e  d eve lop in g  co u n try .

The B r i t i s h  exam ple quoted here probably rep resen t the t y p ic a l  p r a c t is e  f o r  

a l l  th e  m ajor d o n o r /c r e d ito r  c o u n tr ie s  a id in g  N ig e r ia .  Another ground f o r  

b e l ie v in g  th a t  a l l  has not been w e l l  w ith  the method o f  p a st  d isbursem ent
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was th e  s t r e s s  la id  by N ig e r ia  in  th e  1970-74  P la n , on th e  need o f  h er  donor/ 

c r e d ito r s  to  approach her a id  requirem ents in  te r n s  o f  a more f l e x i b l e  pro

gramme support a s  opposed to  r ig id  p r o je c t  loans#

I  s h a l l  now an alyse  b r i e f l y  th e  a s s is t a n c e  in  f o m  o f  lo a n s , f in a n ced  

gran ts and te c h n ic a l  a s s is ta n c e  made a v a i la b le  to  N ig e r ia  by h er th ree  le a d 

in g  d o n o r /c r e d ito r s  -  th e  World Bank Group o f  i n s t i t u t i o n s ,  B r ita in  and th e  

U nited S t a te s  o f  Am erica. In  s p i te  o f  t h e i r  p o s i t io n s  on to p  o f  th e  l i s t  

o f  N ig e r ia ’ s  b e n e fa c to r s , th e  s iz e s  o f  t h e i r  camnitments and d isbursem ents

to  her  were during th e  l a s t  decade, n o t la r g e  enough to  put N ig e r ia  among

97the to p  te n  r e c ip ie n ts  o f  t h e i r  gran ts and c r e d i t s .  Among m u lt i la t e r a l  

a g e n c ie s , th e  b u lk  o f  N ig e r ia ’ s  a s s is ta n c e  f o r  eooncmic development come 

from th e  World Bank Group, nam ely, th e  World Bank i t s e l f ,  and i t s  a f f i l i a t e s  -  

I n te r n a t io n a l developm ent A sso c ia t io n  ( l .D .A .)  and I n te r n a t io n a l F inance  

C orporation ( l .F .C , ) .  I  have a lready  d escr ib ed  th e  o r g a n isâ t io n s in  seme 

d e t a i l s  in  Part I .  A nother source o f a s s is t a n c e  i s  through th e  U nited  

N ation s D evelopnent Programme (U .N .D .P .) .  The Programme came in to  e f f e c t  

in  January 1966, b r in g in g  to g e th e r  th e  p r e v io u s  a c t i v i t i e s  o f  th e  U.N. Exp

anded Programme o f  T ech n ica l A ss is ta n c e  and th e  U.N. S p e c ia l  Fund. However, 

U .N .D .P. a s s is ta n c e  i s  l im it e d  to  fu n d in g  t e c h n ic a l  a s s is t a n c e ,  P r e - in v e s t 

ment c o n su lta n cy  works and v a r io u s  form s o f  eooncmic and s o c ia l  su rv ey s.

There e x i s t s  a good l i a i s o n  w ith  th e  World Bank Group and o th e r  U.N. A gen cies  

through which i t s  p r o je c ts  are ex ecu ted . Between 1966-71 U .N .D .P . has been  

in v o lv e d  w ith  28 p r o je c t s  in  N ig e r ia  w ith  an e stim a ted  t o t a l  c o s t  o f  £23#86M 

(B66.81M ). I t s  c o n tr ib u t io n  amounted to  ju s t  under £10M 4S27*55M). I f  we 

add t h i s  to  the a s s is ta n c e  g iv en  p r e v io u s ly  through th e  U .N .S .F . we f in d  

th a t  th e  s i z e  o f  developm ent a id  to  N ig e r ia  from t h i s  source^ between 1959 

and 1971 amounted to  about £11M (S30.66M) -  th e  b ig g e s t  in  Sub-Saharan A fr ic a .  

A sum o f  S30M i s  prem ised f o r  ’programme’ a s s is ta n c e  during th e  p eriod  1972 -  

7658.

97.  C/P. O .E.C.D. : The Plow  o f  F in a n c ia l R esources to  L .D .C .s . 1961-65 . 
o p . c i t .  T able 154 .

98. Europa P u b lic a t io n s ;  -  A fr ic a  South o f  th e  Sahara. I 972 and 1973 
P u b lic a t io n s . London. S e c tio n  on U .N .D .P .
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The World B ank's own a c t i v i t i e s  to o  in  th e  f i e l d s  o f  t e c h n ic a l  a s s i s 

tan ce  and p re-in vestm en t su rveys are s im i la r ly  c r u c ia l  to  N ig e r ia ’ s  p lann ing  

e f f o r t s .  C e r ta in ly  i t  does more f o r  N ig e r ia  than  m erely p ro v id in g  d evelop

ment c r e d i t s ,  and w ith  i t s  a c t i v i t i e s  expanding a l l  th e  t im e , th e  fu tu re  

r o le  and in f lu e n c e  o f  th e  Bank in  N ig e r ia ’ s  econom ic development w i l l  l i k e 

w ise  grow in  s t a t u s .  The Bank h e lp ed  to  se t-u p  th e  C o n su lta tiv e  Group f o r

N ig e r ia  in  1962 and under i t s  C h aim anstiip  a c o -o r d in a t io n  and harm onisation

99o f  Group Members' a id  programmes i s  e f f e c t e d .  In  t h i s  c a p a c ity  t o o ,  one 

would exp ect th e  Bank to  be th e  le a d in g  l i a i s o n  m achinery betw een N ig e r ia  

and her D.A.C. members d o n o r /c r e d ito r s . I t  has now e s ta b lish e d  a r e s id e n t  

m iss io n  in  L agos.

Table 33 in c lu d e s  th e  annual f lo w  from each  o f  th e  World Bank Group 

and a ls o  th e  c o l l e c t i v e  f lo w  from th e  U.N. a g e n c ie s . The d e t a i l s  o f  th e  

World Bank Group’ s  commitments to  N ig e r ia  s in c e  1958 upto June 1972 are s e t  

out in  T ab les 36 t o  3 8 . S in ce  we know th a t  th e  f i r s t  lo a n  o f  1958 was dr

awn down w ith in  th r e e  y e a r s ,  one would ex p ec t th a t  by now th e  tim e la g  would 

even  be s h o r te r , perhaps sh o r te r  than  m ost b i la t e r a l  a s s is t a n c e ,  s in c e  m ost 

o f  th e  p re-in vestm en t su rveys are done b e fo r e  th e  commitment i s  o f f i c i a l l y  

announced and th e  c o n tr a c t  s ig n e d . Most o f  th e  in form ation  con cern in g  th e  

Group’ s  len d in g  to  N ig e r ia  are provided  i n  th e  T ab les and I  s h a l l  l im it  my

s e l f  here to  a few  o b s e r v a tio n s . S in ce  th e  b eg in n in g  o f  th e  1962-68 P la n ,  

th e  Bank has c o n s is t e n t ly  made annual commitments t o  N ig e r ia  excep t f o r  th e  

two F in a n c ia l y ea r s  1966/6 7  and 1 967/68 when p o l i t i c a l  c r i s i s  and th e  b e 

g in n in g  o f  a c i v i l  war th rea ten ed  th e  w hole fu tu re  e x is te n c e  o f  th e  c o u n try .
then

E ven/by I 968/ 69, i t  was back  in  le n d in g  b u s in e ss  a g a in , and i s  p la y in g  a 

le a d in g  r o le  in  th e  e x te r n a l  f in a n c in g  o f  th e  n a t io n 's  r e h a b i l i ta t io n  and 

r e c o n str u c t io n  programme. A ss is ta n c e  g iv e n  by I .D .A . and I .F .C . were con

c e n tr a te d  in  th e  m iddle and l a t e r  y ea r s  o f  th e  decade and as th e  l a t t e r  has

99.  The names o f  members o f  th e  C o n su lta tiv e  Group are g iven  in  fo o tn o te  
80 o f  t h i s  C hapter.
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made no fu r th e r  commitment s in c e  1970 , i t  appears th a t  th e  Group's new

le n d in g  a c t i v i t i e s  are now b e in g  c h a n n e lle d  e x c lu s iv e ly  through th e  Bank*

I .D .A . ' s  c r e d it s  to o  have been l im ite d  t o  th e  two ' s o f t '  lo a n s  o f  1965

(T able 37)* As o f  June 1972 , over  S23^I out o f  a t o t a l  S37M had been d i s -  

100b u rsed . While th e  le n g th  o f  y e a r s  f o r  World Bank lo a n s  to  mature has

not changed much s in c e  1958 , i t  i s  in t e r e s t in g  t o  n o te  th e  gradual upward

r i s e  in  i t s  in t e r e s t  c h a r g e s , from an average o f  5 ^  in  th e  e a r l i e r  y e a r s

o f  th e  decade to  by 1970-71* To a la r g e  e x te n t  t h i s  trend  r e f l e c t s

th e  h ig h e r  charges th e  Bank i t s e l f  has t o  pay when i t  brrows money from th e

in te r n a t io n a l  c a p ita l  m arkets f o r  i t s  le n d in g  o p e r a tio n s . The gap between

th e  com m ercial in te r n a t io n a l  in t e r e s t  r a te  a t which i t  borrows and th e

' c o n c e s s io n a iy ' ra te  o f  i t s  len d in g  i s  ' f i l l e d '  by c o n tr ib u t io n s  from i t s

r ic h e r  members and th e  ' p r o f i t ' i t  d e r iv e s  from i t s  p r e v io u s  o p era tion s#

The Bank a lone has made s ix t e e n  lo a n  commitments to  N ig e r ia  so  f a r ,

th a t  i s ,  upto June 3 0 th . 1 9 7 2 . The cu m u lative  amount o f  th e se  lo a n s

sta n d s a t 2 4 5 8 .^  as o f  th e  same date and i t  has so  f a r  d isb u rsed  2254*36M,

or ju s t  over  h a l f  o f  i t s  c o m m i t m e n t . T o t a l  d isbursem ent to  N ig e r ia  upto

June 30t h ,  1972 , f o r  th e  World Bank Group a s  a whole ( l .B .R .D . ,I .D .A . & I .F .C .)

e q u a ls  alm ost S280M o r  £N100M a t th e  o ld  exchange r a te .  S in ce  1 9 6 2 ,t h e r e fo r e ,
annual

th e  World Bank Group has been  d isb u r s in g  an  average o f  about £N9M to  N ig e r ia .

As T ab les 3 6 -3 8  show, th e  G roup's len d in g  has been con cen tra ted  on in fr a 

s tr u c tu r e  development and expansion  e s p e c i a l ly  tr a n sp o r ta t io n  and e l e c t r i c i t y

g e n e r a tio n , ed u ca tio n  (2 lo a n s )  and su p p ly in g  th e  N ig er ia n  I n d u s t r ia l  D e v e l-  

102opraent Bank w ith  fo r e ig n  exchange r e so u r c e s  -  apart from I .F .C . p a r t ic i 

p a to ry  r o l e .  I t  i s  in t e r e s t in g  to  n o te  th a t  th e  f i r s t  departure from th e

1 0 0 . IBRD/IDA: Annual ^ ep ort 1972. IDA Appendix D, Page 113* The o r ig in a l  
t o t a l  a s  i s  shown in  T able 37 was 235*5^, but because o f  th e  deva lu 
a t io n  o f  U .S . D o lla r  v i s - a - v i s  N ig e r ia n  pound, th e  und isbursed  p o r t
io n  has been u p -va lu ed  by over 2 2 6 i so  as to  make th e  t o t a l  £ 3 7 ,034 ,0 0 0 . 
The und isbu rsed  p o r t io n  as o f  June 1972 was £ 1 3 ,9 6 9 ,0 0 0 .

10 1 . IBRD/IDA: Annual R eport 1972. Appendix 2 , Page 125* The cum ulative  
commitments o f  both  IBRD and IDA stan d  at 2493*9^1 a s  o f  June 1972.

1 0 2 . See fo o tn o te  3 Table 36 .
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t r a d it io n a l  o u t le t s  came a y e a r  a f t e r  th e  end o f  th e  C iv i l  War when in  

A p ril 1971 th e  Bank made a 'programme lo a n ' o f  S80M to  N ig e r ia  f o r  rehab

i l i t a t i o n  p urposes and two months l a t e r  when i t  made th e  G roup's f i r s t  

a g r ic u ltu r a l  lo a n  (Loan No. 12 and 13 , T ab le 3 6 ) ,

The s t a t i s t i c s  o f  B r i t i s h  a id  to  N ig e r ia  are shown in  T ab les 39A and B. 

One’ s  a t te n t io n  i s  im m ediately caught by th e  gap betw een g y o ss  disbursem ent 

and n et t r a n s f e r .  For N ig e r ia , th e  d if fe r e n c e  was p r o p o r tio n a te ly  b ig g e r  

than  f o r  th e  whole o f  Commonwealth A fr ic a . The l i k e l y  e x p la n a tio n  i s  th a t  

fo r  th e  form er, loan  formed a r e la t iv e l y  la r g e r pads of h er to ta l disbursem ent 

and th e  term s, perhaps s l i g h t l y  s t i f f e r .  B r ita in  d isb u rsed  around 5 ^  o f  

h er  b i la t e r a l  a id  to  A frican  c o u n t r ie s ,  and betw een 1964 and 1968 , more than  

93^ o f  th e  A fr ica n  share was g iv e n  to  Commonwealth c o u n t r i e s . I t  i s  

r a th er  s u r p r is in g  however, to  f in d  th a t  N ig e r ia ,  th e  b ig g e s t  commonwealth 

cou n try  on th e  C ontinent w ith  a p o p u la tio n  la r g e r  than th e  r e s t  put to g e th e r  

r e c e iv e d  l e s s  than i  o f  n et d isbursem ent in  I 963, ju s t  over  I /4 0  in  1969, 

and about I / 6  in  1970 due la r g e ly  to  gran ts  and o th e r  disbursem ent f o r  r e l i e f  

and post-w ar r e h a b i l i t a t io n  programme. A lso , during  th e  p er io d  1964-68 , 

th e  la r g e s t  a ggrega te  volume o f  B r i t i s h  a id  went t o  Kenya (£ 5 8 ,8 7 8 ,0 0 0 ) ,  

fo llo w e d  by Malawi (£ 4 4 ,3 4 5 ,0 0 0 ) and N ig e r ia  (£ 3 1 ,3 6 4 ,0 0 0 )

A lo o k  at t a b le s  39A & B r e v e a ls  no p a r t ic u la r  tren d  in  th e  l e v e l s  o f  

g r o ss  and net f lo w s  t o  N ig e r ia  during th e  decade. F or Commonwealth A fr ic a  

as a w h o le , n e t t r a n s f e r  seemed t o  be on th e  d e c lin e  . In  Table 396 , t e c h n i

c a l  a s s is ta n c e  s t a b i l i s e d  in  th e  l a s t  4  y e a r s  o r  so  a t around £1.8M , w h ile  

th e  p ro p o rtio n  o f  th e  t o t a l  d isb u rsed  as f in a n c ia l  g ra n ts  has d im inished  

c o n s id e r a b ly  s in c e  b e fo re  and im m ediately  a f t e r  Independence. The most 

in t e r e s t in g  f a c t  to  emerge i s  th e  sm a ll s i z e  o f  lo a n s  to  N ig e r ia  e s p e c ia l ly  

d u rin g  th e  1962-68  P lan  p e r io d . A m ortisa tion  and i n t e r e s t  charges con

sumed a la r g e  s l i c e  o f  g r o ss  le n d in g . Except f o r  1 9 6 5 , ‘f r e s h ’ len d in g  

betw een I 962/63 and 1969/70  was i n s ig n i f i c a n t .  In  two y e a r s ,  1967 -  th e

103 .  B r ita in  and th e  D evelop ing C ou n tr ies  : A fr ic a . C entral O ff ic e  o f  
In form ation  R eferen ce Pamphlet 94» h.M .S.O . London 1970 Table 2 .

104* lo o  c i t .
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y e a r  o f  S t e r l in g  D ev a lu a tio n , and 1969 -  th e  peak y e a r  o f  th e  C iv i l  War -  

n et t r a n s fe r s  o f  loan  were in  fa c t  n e g a t iv e ,  th ereb y  reducing t o t a l  g ra n ts  

d isbursed * Nom inally g ra n ts  emd g r a n t - l ik e  disbursem ent tended to  be on 

a v era g e , 30-45^ o f  g r o ss  d isbursem ent, but a f t e r  a llow ance has been made 

f o r  s e r v ic in g  o f  p rev io u s  lo a n s , we f in d  th a t th e  b u lk  o f  n e t f lo w s  during  

th e  decade was accounted f o r  by g r a n ts , c h ie f ly  in  form o f  t e c h n ic a l  a s s i s 

ta n c e , A com parison o f  columns 2 and 4  in  Table 396 r e v e a ls  th a t  f o r  th e  

g r e a te r  p art o f  th e  decade ’disbursem ent* on t e c h n ic a l  a s s is ta n c e  was more 

than  h a lf  th e  n e t f lo w  o f  resou rces  t o  N ig e r ia . T h is  o b serv a tio n  i s  s im i-

105l a r  t o  th e  one made by T erre sa  H ayter on Pranch a id  t o  Francophone A fr ic a .

In  o th e r  words, a la r g e  p rop ortion  o f  B r i t i s h  a id  t o  N ig e r ia  was sp en t on

s a la r i e s  o f  B r i t i s h  o p e r a tio n a l p erso n n e l and o th e r  e x p e r ts  sen t out to

. ^ 106 a s s i s t .

The t o t a l  o u tsta n d in g  debt o f  N ig e r ia  t o  o f f i c i a l  B r i t i s h  sou rces  as  

o f  December 3 1 s t .  1970, was £ 5 2 ,o 6 l ,0 0 0 ,  made up o f  £ 3 7 ,4 5 2 ,0 0 0  in  am ortis

a t io n  and £ 14 , 609,000 in  i n t e r e s t .  N ig e r ia ’ s  t o t a l  was ju s t  about tw ice  

th a t  o f  Ghana.

The g ro ss  d isbursem ent shown in  T ab les 39A and B in c lu d ed  a s  from 

1966 onward, th e  flo w  o f  re so u rc e s  b e in g  in v e s te d  in  N ig e r ia  through th e  

Commonwealth Development C orporation  (C .D .C .) , form erly  th e  C o lo n ia l D evel

opment C orporation . I  have a lrea d y  d escr ib ed  e a r l i e r  on th e  p e r c u lia r  

n atu re  o f  th e  C orporation  in  b e in g  a c o m m erc ia lly -o r ien ta ted  e n te r p r is e  o f  

th e  Government o f  a developed d o n o r /c r e d ito r  cou n try  o p era tin g  through d ir 

e c t  e q u ity  in vestm en t in  d ev e lo p in g  (form erly  c o lo n ia l )  c o u n tr ie s .  Setup  

in  1948 ’f o r  th e  purpose o f  a s s i s t in g  c o lo n ia l  t e r r i t o r i e s  . . .  in  the  

developm ent o f  t h e i r  r e s o u r c e s ,’ th e  C.D.C. i s  a 'p rofit-m ak in g*  s t a t e

105* See above Chapter 3 ,  Page 118, a lso  Pages 94-97 o f  th e  same Chapter.

10 6 . A loan  o f  over £5M was made t o  N ig e r ia  in  I 961/62 f o r  th e  payment
o f  P en s io n s  and o th e r  emoluments to  e x -c o lo n ia l  C iv i l  S e r v a n ts . T h is  
c r e d it  was d isb u rsed  over  th e  decade under th e  heading o f  ’t e c h n ic a l  
a s s is t a n c e '  even though most o f  i t  must have been paid  out in  the  
U nited Kingdom.

10 7 . B r it is h  Aid S t a t i s t i c s  1966-70. o p .c i t . Table 14, Page 44 .
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e n te r p r ise  th a t  i s  not p r o fit -m o tiv a te d #  The in c lu s io n  o f  i t s  c a p i t a l  

f lo w  as p art o f  o f f i c i a l  a id  flo w  i s  a r e f l e c t io n  o f  th e  f a c t  t h a t  i t  

r a is e s  p a r t6 f  i t s  fr e s h  c a p i t a l  through T reasury lo a n s  a t c o n c ess io n a ry  

term s and p a s s e s  on t h i s  su b sid y  to  th e  t e r r i t o r i e s  in  which i t  o p e r a te s .  

S econ d ly , a s  we have seen  above, i t s  o v e r r id in g  fu n c tio n  i s  to  h e lp  d evelop  

commer c ia l ly - v ia b l e  p r o je c ts  which m ight o th erw ise  f a i l  t o  ge t ' o f f  th e  

ground*. The e s s e n t ia l  q u a l i ty  o f  C.D.C. i s  th a t  i t  i s  ab le  t o  combine th e  

advantages in h e r en t in  o p e r a tin g  w ith  s t a t e  c a p i t a l  w ith  th ose  in h eren t in  

p r iv a te  d ir e c t  investm ent o v e r s e a s . L ess b u r e a u c r a tic , more c o s t - e f f e c t 

i v e ,  i t  i s  a b le  to  d e l iv e r  in  th e  f i e l d  t e c h n ic a l  and m anageria l e x p e r t i s e ,  

and v o c a tio n a l t r a in in g  programmes which do n ot norm ally come w ith  d ir e c t  

lo a n . As a s t a t e  c o r p o r a tio n , C.D.C, ap p ea ls  s tr o n g ly  (a s  a jo in t -v e n tu r e  

p artn er) to  th o se  Governments in  r e c ip ie n t  c o u n tr ie s  th a t  are determ ined  

to  engage d i r e c t ly  in  in d u s t r ia l  v e n tu r e s . F or th e se  reason s i t  has been

a c t iv e  in  N ig e r ia  s in c e  i t s  e s ta b lish m e n t, h elp ed  to  p io n e e r  some o f  th e

108im port- s u b s t i t u t io n  p r o j e c t s ,  and by Decanber 1963 i t s  ever-expand ing

b u s in e ss  involvem ent had encompassed t h ir t e e n  p r o j e c t s .  The v a lu e  o f  C.DC.

e q u ity  investm en t had by t h i s  tim e r is e n  t o  o v er  and i t s  o v e r a l l

109f in a n c ia l  commitments in  th e  economy was ju s t  under th e  £10M mark. Because  

a la r g e  part o f  i t s  in v estm en ts  were in  c o n ju n c tio n  w ith  th e  F ed era l and 

r e g io n a l Governm ent's developm ent c o r p o r a tio n s , th e  p o l i t i c a l  c r i s i s  o f  th e  

l a t e  ' 60s  a d v e r se ly  a f fe c te d  i t s  o p era tio n s  in  th e  cou n try . Between 1964  

and 1968 i t s  c a p i t a l  r e so u rc e s  ' in f lo w ' was l im ite d  to  £3̂ Î, la r g e ly  in  form 

o f  unrem itted  investm en t incom e. However, th e r e  are every  in d ic a t io n  th a t  

C.D.C. a c t i v i t i e s  w i l l  expand f a s t e r  in  th e  1970s than e v e r  b e fo r e ,  i t s  gr 

owth perhaps b e in g  determ ined by the growth o f  th e  'modem s e c to r '  e s p e c ia l ly  

t h a t  o f  th e  m anufacturing in d u s tr y . C.D.C. has in  th e  p a st op era ted  in  a l l  

s e c t o r s  o f  th e  economy, from p la n ta t io n  a g r ic u l t u r e ,  to  im p o r t -s u b s t itu t io n

1 0 8 . See l .B .R .D .: -  The Economic Development o f  N ig e r ia . M ission  Report 
1954.  04» .c i t .  Page 34 8 .

109 .  C.D.C. : -  Report and A ccounts I 963.  London 1964*
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in  t e x t i l e s  and cem ent, and in  th e  p r o v is io n  o f  f in a n c ia l  s e r v ic e s  through  

investm en t com panies.

The U nited  S t a te s  fo r e ig n  a id  programme t o  N ig e r ia  has her© and th ere  

been  r e ferred  to  above, and in  p a r t ic u la r  I  have b r i e f l y  an alysed  th e  a s s 

i s t a n c e  g iven  b e fo re  1962.^^^ I s h a l l  now co n cen tra te  on the a id  cam nitm ents 

f o r  th e  1962-68 P lan  p e r io d . The commitment o f  S225M by th e  U n ited  S t a te s  

was an im portant c o n tr ib u t io n  t o  th e  exp ected  l e v e l  o f  fo r e ig n  a id  by N ig er

i a  a s  i t  amounted to  ju s t  under a q u a rter  o f  th e  ex p ected  £327M. However, 

a s a percen tage o f  th e  U n ited  S ta te s  b i la t e r a l  a id  progranane r e so u r c e s , i t  

was in s ig n i f i c a n t .  S in ce  th e  comm itted amount a ls o  in c lu d ed  o f f i c i a l  ex

p o r t c r e d it s  through th e  Export-Im port Bank, a s  w e l l  as P .L .48O and Peace  

C oips e x p e n d itu re s , th e  g r o ss  commitment rep resen ted  about 1 .5 ^  o f  n et b i 

l a t e r a l  disbursem ent during 1 9 6 2 -6 8 . A llow ing f o r  th e  lo n g  t im e - la g  b e

tw een commitment and d isb u rsan en t and th e  lea k a g es  through a m o rtisa tio n  and 

i n t e r e s t  charges th e  t o t a l  d isbursem ent t o  N ig e r ia  during  th e  s ix  y ea r  period  

would have amounted to  about o f  g lo b a l U .S . n e t  f lo w . Two im portant

fe a t u r e s  o f  U .S . a id  programme to  N ig e r ia  have been th e  r e la t iv e ly  h ig h  share  

o f  commitment in  form o f  t e c h n ic a l  a s s is t a n c e ,  and th e  slow ness w ith  which  

th e  a id  programme i s  b e in g  im plem ented. We have se en  th e  preponderance o f  

t e c h n ic a l  a s s is ta n c e  and o th e r  g ra n ts  b e fo r e  1962 , and s in c e  th en  th e y  form 

more than IQP/o on average o f  th e  annual ccmmitment and d isbursonent.^ ^ ^  Given 

th e  slow n ess a t which development lo a n s  were b e in g  d isb u rsed  to  s p e c i f i c  

p r o j e c t s ,  i t  i s  not s u r p r is in g  to  f in d  t h i s  preponderance o f  gran ts and 

g r a n t - l ik e  f lo w s  during  th e  p er iod  1 9 6 2 -7 0 . As t h i s  was s im ila r  t o  th e  

p a t te r n  o f  B r i t i s h  a id  d isb u rsem en t, one may again  reason ab ly  in f e r  th a t  

m ost o th er  o f f i c i a l  b i la t e r a l  a s s is ta n c e  fo llo w ed  th e  same l in e  o f  o r ie n t a t 

io n .  The c a p ita l  g r a n ts  and t e c h n ic a l  a s s is ta n c e  o f fe r e d  by th e  U n ited  S ta te s  

d u rin g  th e  l a s t  decade were e s s e n t i a l l y  geared to  improvements and d ev e lo p 

ment in  th e  f i e l d s  o f  s o c ia l  in fr a s tr u c tu r e  p a r t ic u la r ly  e d u c a tio n , and th e

1 1 0 . See above Page 372.

1 1 1 . See Table 3 3 .
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112s ta g n a tin g  a g r ic u ltu r e . I  have b r i e f l y  above r e fe r r e d  t o  th e  f a c t o r s  

making f o r  th e  slow n ess in  moving frcm commitment to  a c tu a l disbursem ent -  

th e  newness o f  th e  U .S . a id  programme t o  N ig e r ia  and th e  tim e i t  ta k e s  to  

e s t a b l i s h  a w e ll- fu n c t io n in g  a id  m iss io n ;  th e  r ig i d i t y  o f commitments to  

s p e c i f i c  p r o je c ts  coupled  w ith  th e  unduly h igh  p re-in v estm en t t e c h n ic a l  

su rveys and f e a s i b i l i t y  s tu d ie s  req u ired  by th e  d o n o r /c r e d ito r  , w hich in  

a s k i l l - c o n s t r a in e d  N ig e r ia n  economy have g e n e r a lly  been tim e-consum ing; 

and th e  tr a c e s  o f  id e o lo g ic a l  c o n f l i c t  in  p ro tra c te d  p r o je c t  n e g o t ia t io n s .

The U .S . o f  course shared sane o f th e s e  d i f f i c u l t i e s  w ith  o th e r  a id  d on or/  

c r e d i t o r s ,  but b ecause o f  th e  r e la t iv e  im portance o f  i t s  a s s is ta n c e  in  

N ig e r ia ' s  a g g reg a te , t h e i r  e f f e c t s  were more pronounced. The data  f o r  U .S . 

annual a id  commitments during  th e  y e a r s  1962-1968 th e  o r ig in a l  P la n  p e r io d ,  

r e f l e c t e d  th e  s low n ess I  have been d is c u s s in g  above. Commitments were b e in g  

made a t a l e v e l  comparable w ith  th a t  o f  exp ected  annual d isbursem ent. Thus 

th e y  were soon two to  th r e e  y ea rs  beh ind  sch e d u le . By May 1965, aggregate  

commitment reached 2 1 2 8 .7M (£42.7^0 or  about 53^ o f  th e  expected  t o t a l  d i s 

bursem ent, w ith  developm ent loan  a cco u n tin g  f o r  254# 7M ( £ 1 9 # Most  o f  

th e  lo a n s  were e s s e n t i a l l y  fo r  in fr a s tr u c tu r e  -  r o a d s , ra ilw a y s e t c .

The 2225M earmarked f o r  th e  p eriod  was o n ly  f u l l y  committed in  1 9 6 8 /6 9 , 

w h ile  th e  annual d isbursem ent in  th e  in te r v e n in g  y e a r s  are shown in  T ab les  

33 and 33B. The l a t t e r  t a b le  shows thet th e  t o t a l  net d isbursem ent during  

1962-67 (correspond ing  c lo s e l y  to  th e  P lan  period ) was in  f a c t  j u s t  under 

2144*5Ĵ U I f  we make a llow an ce fo r  c a p i t a l  a m o rtisa tio n  e t c . ,  we f in d  th a t  

th e  g ro ss  d isb u rsan en t du rin g  th e  s i x  y e a r s  was in  th e  r e g io n  o f  60-70^ o f  

th e  prom ised t a r g e t .  The U .S . a s s is ta n c e  programme in  N ig e r ia  i s  la r g e ly  

ad m in istered  by U .S . Agency f o r  I n te r n a t io n a l  f^velopm ent (U .S . A id ) , through  

th e  lo c a l  r e p r e s e n ta t iv e s  in  Lagos. The low  l e v e l  ach ieved  during the P lan  

p eriod  was la r g e ly  due to  th e  slow  s ta r t  in  1962- 63,^^^ w h ile  by 1966 annual

112 . U .S . (a id ) : -  U .S . T ech n ica l and C a p ita l A ss is ta n c e  in  Support o f
Economic Development in  N ig e r ia . Report as o f  J a n . 196$ . o p .c i t .

113 .  i b id .

114# See f o r  example U .S . (AID) : -  U .S . Economic A ss is ta n c e  Programme 
A dm inistered by th e  AID and P red ecesso r  A g en c ies. Report o f  o f
June 30 , 1964' .  For more d e t a i l s  o f  U .S . o f f i c i a l  f lo w  to  N ig e r ia
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disbursem ent was averag ing  over  S30M f o r  th e  r e s t  o f  th e  decade. I t  i s

in t e r e s t in g  t o  note th a t  th e  C iv i l  War d id  not s ig n i f i c a n t l y  a f f e c t  th e

flo w  o f  U .S . a id ' s d isbursem ents and new commitments to  N ig e r ia . In  th e

F i s c a l  Year 1968/69  more than  h a lf  o f  th e  243*6M com itted  funds was earmarked

115f o r  r e l i e f  and r e h a b i l i t a t io n  programme.

114. Contd.
s e e  p e r io d ic  r e p o r ts  p u b lish ed  by U .S . Aid M ission  in  N ig er ia ;  
and U .S . AID : Annual Report t o  C ongress on F ore ign  A ss is ta n c e  
Programme.

115. See l a t t e r  Report f o r  I 969.
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In Part I  and e a r l ie r  in  t l i i s  Chapter, I have drawn a tte n tio n  to  the 

use bv developing cou n tries of su p p liers c r e d its  and contractor finance more 

o ften  as an a lte r n a t iv e , ratherthan a canplement to  o f f i c i a l  lo a n s .I  have 

a lso  emphasised the dangers inherent in  an e x ce ss iv e  or in ju d ic io u s  use of 

t l i i s  method fo r  fin an cin g  development p r o je c ts .  Transaction o f th is  sort 

o f  fore ign  c a p ita l in flow  i s  e s s e n t ia l ly  between p u b lic  se c to r  in  developing  

cou n tries and p rivate  exporting  companies in  cre d ito r  c o u n tr ie s , though very  

o ften  Governments in  developed cou n tries use export c r e d its  -  ' other o f f i c i a l  

f lo w s’^-^ to  complement or rep lace concessional;^' a s s is ta n c e . P rivate export 

c r e d its  are g en era lly  guaranteed by the Govermient of the exporting  country, 

or where they are extended to  p r iv a te  companies in  the developing cou n tries  

tltey are double-guaranteed by the rec ip ie n t Government. Their e s s e n t ia l  

c h a r a c te r is t ic s  are tlia t they are private  commercial tr a n sa c tio n s , r e la t iv e ly  

ex_^/ensive, easy  to  contract and short-term ed in  t}ie sense th at they mature 

often  "before th e p ro jec ts  they finance have had much impact on the productive  

cap acity  o f th e  economy -  or perhaps even come in to  production.

In N igeria  the in flow  o f export c r e d its  has in  the past g en era lly  taken 

th ree forms, as su p p liers  c r e d it ,  con tractor fin an ce and as guaranteed p riva te  

investm ent c r e d it s .  As might be expected , the econanic c h a r a c te r is t ic s  o f  

th ese  three types are b a s ic a lly  the same, the d is t in c t io n  between them i s  

due to  the nature o f the goods and se r v ic e s  they provide and th e circum stances 

in  which they are u t i l i s e d .  They g ive N iger ia  command over fo re ig n  resources  

-  i f  only temporary' -  whether in  form of imported c a p ita l equipment or a whole 

'turnkey ' factory  i t s e l f ,  or in  the form o f deferred payments fo r  bridges and 

o f f i c e  b lock s, or in  the form of guaranteed lend in g  t o ,  or investm ent in  joint*  

ventures w ith lo c a l  b u sin esses  which might not otherw ise take p la c e . These 

forms o f short-term  c r e d it  arrangement fran fo re ig n  p rivate  sources have been
1 -I o

w e ll c la s s i f i e d  in  so fa r  as they r e la te  to  N ig er ia . My con trib u tion

116. See Table 5 P /n .2 .

117. K.M. Langley^:- 'The External Resource Factor in  N ig e r ia 's  Economic 
Development' in  N .J .E .3 .S . V o l.10 N o.2 Ju ly  I 968 o ^ .c i t . Page I 64.

118. See fo r  example, A.Ayida:—'C ontractor Finance & Supplier C redit in



Page 400

here w i l l  be lim ited  to  an attemp^t to  quantify  the flow  o f  the la s t  decade, 

d isc u ss  t}:e uses to  wliich those c r e d it s  had been app)lied, and in  the p rocess, 

c r i t i c a l ly  examine th e ir  impact and p o ss ib le  fu ture trend.

To quantify comprehensively, the t o t a l  amount o f su p p liers  c r e d its  and 

other short-term  foreign  c r e d its  in flo w  to  N igeria  i s  almost an im possib le  

ta sk , and even fo r  the p u b lic  secto r  w ith  which we are d ea lin g  here the de

t a i l s  and extent of such usage are known only to  in d iv id u a l rec ip ien t Federal 

and Regional Governments, 'Government Departments and s e m i-o f f ic ia l  Corporat

io n s . L i t t l e  i s  loiown about non-guaranteed p riva te  sec to r  cre d it tra n saction s
119

excep)t th a t they must have been determined by normal ccramercial c o n d itio n s .

Data given  in  o f f i c i a l  p u b lica tio n s on fo re ig n  cre d it tra n sa ctio n s and fore ig n  

debt o b lig a tio n s  are re la ted  only to  th o se  o f the Federal Government, even 

then to  some p;arts, not a l l  o f the Govem?tent tr a n sa c t io n s .^ ^  What i s  

included in  fo r  example , s t a t i s t i c s  o f N ig e r ia ’ s ex tern a l p u b lic  debt seemed 

to  be determined by what i s  or was d ir e c t ly  incurred by the Federal Giovemment. 

Su pp liers c r e d its  that are guaranteed to  other b o d ies , even to  p u b lic  u t i l i t 

ie s  l ik e  the Railway/s and E le c tr ic ity  Corporations are not normally directly^  

in clud ed . Noth w ithstanding who pays fo r  what, i t  i s  e s s e n t ia l  that a l l  

fo re ig n  loan tra n sa c tio n s , whether sh o rt, medium or long -  termed, should be 

brought togeth er  in  a comprehensive data so th a t the true l e v e l ,  stru ctu re  

and p attern  o f movement o f  the se c r e d its  and the debt burden they engender 

can be f u l ly  appraised. A fter a l l ,  whatever the typ ê of c r e d its  or the  

id e n t ity  o f the r e c ip ie n ts , tliey  a l l  have to  be repaid out o f the n a tio n ’ s 

fo re ig n  exchange reserv es. The need i s  e s s e n t ia l  in  another re sp ec t, fo r  

the ex ista n ce  o f o f f i c i a l  s t a t i s t i c s  th a t t e l l  h a lf  the story does not on ly  

give a m isleading p ic tu re  of the country’ s re lia n ce  on, and o b lig a tio n s  to

118. Contd.
Economic Growth’ N .J .E .S .S . V ol. 7 I 965 Pages 175-185

119. C /f . ib id . Page 198

12^. C /f . K. L a n le y  ,0 ; . c i t . Page I 64 F /n . l  ; and G. n e lle in e r :  -  Peasant
ig r ic ’o lture . . .  o. . c i t .  Page 228-229.
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121fo re ig n  c r e d ito r s , but a lso  when such data are used fo r  eva luation  pur

poses or fo r  in tern a tio n a l coinparisons a fa].se sense o f the experience or f u t -
122ure trend may be crea ted . For N ig er ia  where in  the past tjie s iz e  o f

fo re ig n  debt o b lig a t io n s , e s p e c ia l ly  o f su p p liers  c r e d its  hod been g ro ss ly  

underestim ated by o f f i c i a l  data and in  view  o f Ghana’ s recent economic 

d i f f i c u l t i e s  w ith  fo re ig n  debt o b lig a t io n , the dangers are r e a l . This r e a l it y  

w i l l  be appreciated as we examine the p attern  o f expenditures out o f loaned  

ca .p ita l, e sp ec ia l.ly  su p p lier s  and the circum stances in  which the la t t e r  are 

resorted  to .

Given the inadequacy o f o f f i c i a l  N igerian  published s t a t i s t i c s  on 

government-induced c a p ita l in flo w , the a lte r n a t iv e  source o f  s t a t i s t i c a l  

and fa c tu a l in fonnation  i s  from d on or/cred itor cou n tries  or m u ltin a tion a l 

organ isa tion s th a t represent them (e .g .  O .E .O .D .), and/or from in tern a tio n a l 

in s t i tu t io n s  l ik e  the World Bank, I.M .F. and the U.N. Economic Department.

As we have seen , I have made ample use o f the w ealth o f  m ateria l provided by 

th ese  sou rces. However, ex tern a l data on su p p lier  c r e d its  and other sh o rt-  

teim cre d it  tra n sa ctio n s  are scarce and d i f f i c u l t  to  get h o ld . Those th a t  

are a v a ila b le  are lim ited  to  movement in  su p p lier  c r e d its  fo r  N igeria  (and 

other develop ing cou n tries) and l i t t l e  inform ation i s  provided on contractor  

finance and guaranteed priva.te investm ent. This i s  because o f the tran s

actio n s concerning the la t t e r  types are contracted  lo c a l ly  w ith  the guarant

eeing machinery o f foreign  governments l i t t l e  in vo lved .

The use o f su p p lier  c r e d its  and con tractor fin an ce  sta rted  at the turn  

o f  th e la s t  decade, but as we have seen , r e a lly  got underway in  the years  

o f  1962 and 1963 when the reserves p o s it io n  was d e ter io ra tin g  and th e  f i r s t  

sign  o f a major fo re ig n  aid sh orfc-fa ll became apparent. Also from 1963, the  

Federal Government began guaranteeing seme short and medium -  termed private  

investm ents and c r e d its  in  an e f fo r t  to  speed up the development p ro cess .

The a cce lera tio n  in  sh o rt-tern  c a p ita l cre d it  usage reached a peak in  1965/66  

by which time the system was becoming a source o f f in a n c ia l concern.

121. Compare Table 4!̂  w ith  Table 42.

122. G/F. a . Ayida: -  Supp lier C red its . . .  o p .c i t .  Pages 184-18 7 ,

123 . See Development Plan 1962-68 .1rogress R ep o rt,I964 o ^ .c i t . Pages 18-2 .
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The tra n sa c tio n s  responded to  the u n c e r ta in tie s  created  by the C iv il War and

the d i f f i c u l t i e s  Ghana was having over her suj^plier c r e d its  se r v ic in g , by an

inimediate and r e la t iv e ly  large  outback in  new len d in g s , w ith  am ortisation

outflow s in  the three years l$67-69  o u tstr ip p in g  gross in flo w s see  (Table iO ),

With the end o f the war in  197C and a good prospect fo r  a booming exchange-

ea.m ing o i l  production fo llo w in g  i t ,  a new upsurge in  lend in g  began to  aiierge
IPIl

in  1970* I f  W.P, S to lp e r ’ s data on ’f lo a t in g  debt' in  h is  estim ation  o f  

N ig e r ia 's  (Federal Government) ex tern a l o f f i c i a l  d eb t, in  fa c t  r e fe r  to  ou t

standing su p p lier  c r e d its  debt as I  im agine, then the l e v e l  o f th a t debt rose

from in  l !;;̂ 60 through C171Î in  1562 to  £)30M in  March I 564» C erta in ly  i t
125was estirnated by the World Bank to  have reached around by December

1261565 and i f  we add an estim ated  £6.5^i fo r  con tractor fin an ce  debt end
127JÙ21. 5M fo r  guarantees to  p r iv a te  fo re ig n  in v e s to r s , the t o t a l  o f  

was about a th ird  o f N ig e r ia ’ s ex tern a l p u b lic  debt (in c lu d in g  th e undisbur

sed p ortion  of contracted  lo a n s ) . See Table 4 2 , However, i f  we assume 

th a t about three-quarters o f  the t o t a l  debt had been disbursed at the tim e -  

and t h is  i s  based on the evidence of years fo r  which data  are availabJ e ,  then  

nearlp 43/̂ ' o f N ig e r ia 's  outstanding lo n g , medium and short -terra ex tern a l
128debts b elon g  to  the short/medium -terra c a te g o r ie s . T his fa c t  i s  r e f le c te d

a lso  in  Table 35- C ertain ly  during the la t e r  part o f the la s t  decade the 

N igerian  a u th o r it ie s  had sound reasons to  worry- about the r e la t iv e  growth 

of short-term  guaranteed c r e d its  in  b o ta l, in tern a tio n a l c a p ita l resources  

in flo w , and the r is in g  le v e l  at which the tu m -overs in  th ose c r e d its  v/as 

being tran sacted . Table if) c le a r ly  r e f l e c t s  th is  poin t and i t  needed the  

p o l i t i c a l  c r i s i s  from I 566 onward to  reverse  th is  tren d . C ontractor finance

124. See W.P. S to lp e r :-  ila n n in g  Without P a cts , o u .c i t .  Table 13 Page 237»

123. l .B .R .D .: -  S u p p lier s ’ c r e d its  from In d u str ia lise d , to  ^eveloping
C ountries. Annex V, Table 2, Page 5 , quoted in  -^angley:-  'External 
Resource Factor in  N igerian  Economic Development’ o; . c i t .  Page I 64.

126. C alculated from data in  Report o f  Accountant -  General 1563 and
inform ation provided in  O f f ic ia l  G azette A pril 6, I 567.

127. P rogress Report I 564, o; . c i t .  Page 27« As o f June 1565, t o t a l  stood
at 221 , 310, 713.

128. c / f .  Ghana, whose to ta l  ex tern a l p u b lic  debt at the end o f  I 568 was
over 22001 o f  which 2130M or 63/  was incurred through Contractor  
Finance & Supp liers c r e d it .  West A fr ica  June 27 , I 570.
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debt o b lig a tio n s  o f the F ederal GkDvemment increased  from 14^ o f the t o t a l  

outstanding ex tern a l ' o f f i c i a l '  debt in  1565 to  JIN in  1566 and by 1565 th ese
I2c

o b lig a tio n s  formed the la r g e s t  item in  th e t o t a l .  " Im iLipnrtant fea tu re  

of short-teiTQ su p p liers c r e d its  in  developing cou n tries in c lu d in g  N igeria  i s  

the reg u la r ity  at wMch such c r e d its  are b ein g  turned-over and as a c o r o lla r y , 

the r e la t iv e  f l e x i b i l i t y  o f same c r e d it  tra n sa ctio n s  to  adjust to  new s itu a 

t io n . We have seen t ld s  in  the case of N ig er ia  during the c r i s i s  and as 

Table if' shows a net outflow  from Ghana was p red ica tiv e  to  her ex terna l 

l iq u id ity  problems. The general Mgh le v e l  o f tum -O ver i s  the product o f  

a d esire  to  postpone as lon g  as p o ss ib le  the ' rea l' repayment period w hile  

at the same tim e f u l f i l l i n g  the short-term  m aturity o b lig a t io n . In th e case  

of N ig e r ia ’s use of su p p liers c r e d it , i f  we take the tv/o 'p o s it iv e '  years o f  

1565 and 1566 and the two ' negative ' years o f I 567 and 1568, we f in d  th at  

during the fou r-year p eriod , the average gross in flow  was around 215. 4*''-*

The average in te r e s t  charge was S';-.5M, le a v in g  N igeria  w ith  a net tra n sfer
130of -S4.3^-. This r e su lt  was o f course due to  the heavy outflow  in  the

la t t e r  years and r e f le c te d  a lso  the higli co st of short-term  c r e d it s .

The higJri c o s t  and short m aturity period were a lso  r e f le c te d  in  the s t r 

ucture of ex tern a l debt serv ic in g  to  O.E.G.D./D.A.C. member co u n tr ies  and 

the m u lt ila te r a l agencies during th e la s t  decade. "Debt s e r v ic in g  payments 

a ttr ib u ta b le  to  su p p liers  c r e d its  were running at something over h a lf  (5 3 .3N) 

of N ig e r ia 's  t o t a l  debt serv ic in g  payments by th e end o f I 565. This r a t io  i s  

a high one; o f 36 cou n tries surveyed by the World Bank, only fou r liv e d  w ith  

a higher r a tio  a t th at tirie."^-^^ The r a t io  was even hig>ier fron I 565 on

ward. I f  we look  at the annual average data f o r  1565-68, we f in d  th a t repay-  

ment to p riva te  cre d ito rs  was n early  6j;j o f N ig e r ia 's  t o ta l  ex tern a l debt
132ser v ic in g  and i f  we add the reported repayments fo r  con tractor-finan ced

125. See O f f ic ia l  G azette, A pril 6 1567, Nage 400, and West A fr ica  
A pril 25, 1570.

130. Vforld E ank/l.D .A . : Annual Report 1570 o > .c i t . S t a t i s t i c a l  Appendix 
Table 5, Nage 76.

131. Bangle: o p .c i t . Rage I 64.

132. World B ank/l.D .A . : Annual -'̂ êport 1570. o p .c i t .  S t a t i s t i c a l  Api^endix 
Table p . .  Rage 76.



Page 404

p r o je c ts , the ercentage increased  to  about 66,,o. The average fo r  Africa, 

as a whole during the same period was about 55N; though N ig e r ia ’ s compared 

unfavourabl.y w ith t h i s ,  i t  was s t i l l  r e la t iv e ly  low er than those of Ghana 

and L i b e r i a . T h e  r e la t iv e ly  low le v e l  o f o f f i c i a l  and m u lt i la te r a l debt 

se r v ic in g  was a lso  due to  the fa c t  that most o f the concessionary loans froii 

th ese  sources were contracted during the I 96O decade and w i l l  beg in  to  mature 

n o ticeab ly  from the second h a lf  o f the 1970s* The lo g ic a l  s te p , th ere fo re , 

i s  to  a ssert th a t i f  the fu ture use o f short-term  c r e d its  fo llow ed  the 1960s 

p attern  and continue to  grow perhaps w ith  the b e l i e f  that expanding o i l  

revenue w il l  provide resources fo r  fu ture repayments, N igeria  then may fin d  

h e r s e lf  faced w ith  a m assive p u b lic  se c to r  debt se r v ic in g  o b lig a tio n  to  both  

ex tern a l p r iv a te  and o f f i c i a l  c re d ito rs  in  the 1980s. I f  we add t h is  to  the  

expected rapid r is e  in  fore ign  p r iv a te  d ire c t investm ent p r o f it  tr a n s fe r , the  

c a l l  which the s e r v ic in g  o f a l l  fo re ig n  resources being used by N ig er ia  w il l  

make on her current fore ign  exchange earnings may prove to  be b ig g er  than 

a n tic ip a ted . This i s  even more l ik e ly  i f  su p p liers  c r e d its  and contractor  

fin an ce continue to  be used fo r  p ro jec ts  th at are not d ir e c t ly  cre a tin g  income 

or s e l f - l iq u id a t in g ,o r  do so a f te r  a long g e s ta tio n  p eriod . The extreme 

examples are in d u s tr ia l p r o je c ts  which in  the 1 a s t , in stead  o f being  resource-  

c re a tin g  proved to  be resource-consum ing. In  t h is  s itu a tio n  resou rces for  

repayment have to  ccme from ou tsid e sources -  from Government revenues and 

th e n a tio n 's  fo re ig n  excliange r e ser v es . Again, i f  N ig e r ia 's  p ast experience  

of inadequate Government revenues being chased by ever in crea sin g  recurrent 

exj.cnditure demands^^^  ̂ i s  to  be any gu ide, then A yida's 1565 observation  i s  

l ik e ly  to  be more relevant and apt in  the coming decade than ever b efore .

"In is o la t in g  the problans o f con tractor  f in a n c e s , su p p lier  c r e d it  and other  

short-term  indebtness fo r  study, . . .  one i s  d ea lin g  w ith one of the p o te n tia l

135sources o f complete p a r a ly s is  in  th e development o f  the N igerian economy,"

153* l o c . c i t ; and Table 10 Page 78 .

134. C/P. v7.A. Lewis; -  R e fle c tio n s  on N ig e r ia 's  Economic Growth.O; . c i t .
Ohpt. IX.

135 . A. .Ayida:- 'C ontractor Finance and S u pp liers Credit in  Economic 
Growth' o p .c i t .  Rage 175*
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Short-term  c r e d its  contracted  by the public  se c to r  of N ig er ia  were during 

the la s t  decade expended in  tv/o broad areas of Government a c t iv i t i e s ,  f i r s t l y  

fo r  the expansion o f economic and s o c ia l  in fra stru c tu res  and secondly fo r  

in d u s tr ia l is a t io n .  A. Ayida, a sen io r  economic o f f i c i a l  o f the Federal 'Gov

ernment , and v;ho must have been involved  a t the h ig h est le v e l  in  economic 

p o lic y -d e c is io n s , provides th e ra tio n a le  fo r  the l a t t e r  usage: "With adequate 

safeguards, the in d u s tr ia lis a t io n  process can be acce lera ted  in  th is  waj . . .  

This i s  a very: import ant to o l  fo r  b rin g in g  about s tr u c tu r a l changes in  the  

method and p attern  o f production in  developing c o u n tr ie s . B es id es , t h i s  

appears to  be the only way open fo r  A frican  cou n tr ies  to  in d u s tr ia lis e  very  

q u ick ly , p a r tic u la r ly  as there are no 's o f t '  loans fo r  in d u str ia l undertakin- 

^^pfl36 C onsequently, a spvate o f Government-ovmed in d u str ia l p ro jec ts  began

to  mu'^hroom by m id-decade, constructed  v/ith con tractor f in a n ce , equipiped w ith  

machinery supplied  on c r e d it  by 'machinery merchants' or by fo re ig n  partner  

in  jo in t  venture p r o je c ts  and managed e s p e c ia l ly  te c h n ic a l-w ise  by the  

foreign  partner or h is  employees. In some cases the p ro ject or _ lan t would 

be d e liv ered  on a 'turn -key' b a s is  to  the relevant Develorment Corporation  

which then proceeded to  run i t  and repays the su p p lier  on the f ix ed  contract 

b a s is  ir r e sp e c t iv e  o f th e  fa te  o f such b u siness undertakings. Ghana la r g e ly  

b u ilt-u p  her p u b lic  in d u s tr ia l sec to r  on 'turn-ke^ ' _r e je c ts  undertaken by 

both 'Western' firm s and s o c ia l i s t  c o u n t r i e s . I n  N iger ia  "by 1363, 

Government-owned con tractor  financed p ro jec ts  were the most important form 

of new indust rip-1 investm ent. In I 366 i t  v/as b e liev ed  that more than 

of the value o f new p la n ts  under con stru ction  v/ere so financed . However,

in  both Ghana and N ig e r ia , th e  performances o f th ese  short-term  ere d i t -f in a n 

ced in d u s tr ia l p r o je c ts  have so fa r  proved d isap p o in tin g . Ratherthan se iz in g  

the advantages inherent in  deferred payment to  j u s t i f y  them selves, most had 

been a drain on scarce p u b lic  funds. I am not concerned here w ith  an a n sly -
139s i s  o f  th e ir  Iritherto f a i lu r e .  T h is has been done elsew here. I t  i s

136. ib id . le g e  182.

137. c / f .  West A fr ic a , August 9 , I 969, Pages 914-915.

138. Langley, o. . c i t .  Page l6 f .

139. See P. K ilb y :In d u s tr ia lisa t io n  in  An Open Economy:Nigeria 1 9 4 5 -6 6 .o o .c i 
d ip t .5 T- Wes t  A fr ica  J u ly  4 1970 Page 729-West A-frlca,D e c .l6 . ' 6?

c i t .
Î S Ï
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in te r e s t in g  to  n o te , however, that the reasons fo r  th e poer perf#rmgn#e 

seem to  be siin ilar  in  both Ghana and N ig er ia  -  improper planning, p o l i t i c a l l y  

m otivated d e c i s i o n s , p o o r  management and general in e f f ic ie n c y .  In Ghana 

perhap)8 the most n p o ita n t  p o l it ic a lly -d e c id e d  p>olicy had been t}.e d e s in  to  

to  ‘solve* the unemploymient problan w ith  the aid o f  th ese  in d u s tr ia l p r o je c ts . 

As we have seen in  Part I ,  th is  was im conqetible w ith  th e c a p ita l in te n s ity  

and technology: embodied in  imported turn-key fa c to r ie s .  I have already  

explained the ease w ith  which sh o rt-tern  c r e d its  could be con tracted , and 

th is  in  i t s e l f  provides a great opportunity fo r  inadequate p re-in ve  stment 

planning and eva lu a tion , and iniproj.er ch oice o f investm ent p r o je c ts . "In 

Nigeria, the d esire  fo r  i t s  'share' o f n a tio n a l industry by each o f the reg ion a l 

governments meant a l l  too frequently  th a t minimal i n i t i a l  p ro ject eva luation  

was carried  out and the ex isten ce  o f m arkets, management and raw m a ter ia ls
in

e a s i ly  acceijted. The resu3.t has been the d u p lica tio n  o f manufacturing

p la n ts , excess capacity  in  some in d u s tr ie s ,  ' and the lo s s  o f  s c a le  economies.

D ealing broadly vdth government e f f o r t s  in  t h is  f i e l d ,  l e  t e r  Kilby^ sums up

the s itu a t io n  as fo llo w s : -  "Import su b s titu tio n  . . .  e ffb c ted  w ith  p u b lic

funds, . . .  because o f the tyx'cs o f p ro jected  s e le c te d , higli c a p ita l c o s t s ,

methods o f  fin an cin g  and subsequent uni) ro f i t  able operations have in  most

"143cases proved a fa r  l e s s  e f f ic ie n t  method fo r  in d u s tr ia lis in g  . . .

Contractor finance in  the n o n -in d u str ia l f i e l d  had been used to  con stru ct  

and impmve roads, bu ild  th e massive N iger bridge at Onitsha and the U nivers

i t y  o f l i e - i f e  Campus, o f f ic e  b locks and suburban luxury acccxnraodation fo r  

to}) c i v i l  ser^/ants and o th er members o f tlxe e l i t e  c l a s s . F o r  econom ic/

140. See Y/est A fr ic a , November 19 and 26, 1966.

141- Langley, on .c i t . Rage 163-

142. C/P. A.N. Hakam: - ' The a c t iv a tio n  to  In vest and the lo c a tio n a l p attern
of Foreign R rivate In d u str ia l Investm ents in  Ni._^eria' or . c i t .  N .J .E .S .S .
V 0 I 8 ,  1966, Page 3 8 .

143. P eter  K Iby : In d u s tr ia lisa t io n  in  An Open Economy, o^^.cit. Rage 79.

liiR.. See Report o f the Accountant-General fo r  P .Y .I964-63 O j-.c it,
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so c ia l/e d u c a tio n a l in fr a s tr u c tu r e , the use of h ig h -co st short-term  commer c ia l  

c r e d its  i s  ev id en tly  most u n su ita b le , and fo r  luxuip^ houses most unnecessary. 

Tlie use o f short-term  c r e d its  fo r  in f roà:ructure development was a p erfec t  

r e f le c t io n  o f the inadequacy o f lo c a l  resources a v a ila b le  to  the 'Government 

fo r  development purposes and th e low le v e l  o f fo re ig n  aid disbursem ent. Since  

th e  la t t e r  was gen era lly  o ffered  fo r  th at kind o f purpose, th e  resort to  supp

l i e r  c r e d its  and contractor fin an ce must have been prompted by e ith e r  a d es ir e  

to  a cce lera te  in frastru ctu re  expansion by supplementing o f f i c i a l  ai-l w ith  

p r iv a te  c r e d its  or the in a b i l i t y  to  provide m atching lo c a l c o s t  or adequate 

pre-investm ent p ro ject p l a n n i n g . A s  i t  tu rn s out in  th e case o f N ig er ia  

during the g rea ter  part o f th e  la s t  decade ad hoc acceptance o f  short-term  

c r e d it  proposals of equipment salesmen had le d  to  some p r o je c ts  being im ple

mented which were not in  the 1962-68 Develoxment H a n . Thus fo r  most poor 

cou n tr ies  engaged in  developing th e ir  resources w ith  the aid  o f  development 

^ Ian s, "the maintenance o f n a tio n a l plan p r io r i t i e s  i s  o ften  than n o t, 

incom patible w ith  short-term  c r e d it  p rop osa ls.

145. c / f .  Ayida o r . c i t . Page 179.

146. ib id  Page I 83.
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NIGERIA : EXT5RI-AL lUBLIQ DE33T BURDEN AH) DEBT SERVICING

Tables 42 and 43 deal w ith the ]o/el o f outstanding debt and debt 

ser v ic in g  r e sp e c t iv e ly . On the b a s is  of my e a r l ie r  a n a ly s is  in  Part I 

of the fundamentals of development d eb t, they j. rovide us w ith l i t t l e  

inform ation about the problems connected w ith  debt management, about the  

cre d it-w o rth in e ss , or l iq u id ity  p o s it io n  o f a r e c ip ie n t  country. I t  can 

e a s i ly  be surmised from Table th a t the outstanding debt fo r  the country  

i s  sm all in  r e la tio n  to  i t s  t o ta l  annual production or exp orts. In  1970 

fo r  example, the disbursed le v e l  was about 3 3 / o f merchandise exports and 

only 8.3> o f G.D.P. Data fo r  commulative disbursed loans and c r e d its  are 

not a v a ilab le  fo r  the e a r l ie r  y ea rs . However, the le v e ls  probably rose 

from about h a lf  the ob ligated  amount to  th ree-q u arters in  the la t e r  y ears,

3y December 1970, nearly  one-th ird  o f the amount already appnoved had y e t  to

be d isbursed, the in flov/ niainlj to  come from fo re ig n  o f f i c i a l  sources and

the ïïorld  Bank Group. Debt owed to  pjrivate c r e d ito r s  was about 27/v o f  the  

estim ated disbursed debt outstanding in  19^3 end I 968, but 18.6/^ and 20,8^i 

in  1969 and 1970. The low ering share in  the la t e r  years was due to  the 

net outward tra n sfer  during the C iv il  War, the increased  inflow  recorded fo r  

o f f i c i a l  and m u lt ila te r a l disbursement in  the la t e r  p:art o f the decade and 

the fa c t  that not a l l  short-term  debt owed to   ̂r iv a te  cred ito rs  are included  

in  the data fo r  Table 42. Some con tractor fin an ce debt incurred at the

lo c a l  le v e l  and guaranteed c r e d its  are most c e r ta in ly  excluded. However i f

we make allowance fo r  t l i i s ,  the le v e l  o f sh ort- and medium- termed debt owed 

to  pi'ivate cre d ito rs  must have been over a tliird  o f  a larg er  outstanding pub

l i c  debt owed to  fo re ig n  sources. Even then , the estim ates given in  Table 

42 must be nearer the true le v e ls  than say the ’o f f i c i a l ’ ones in  Table t .i .  

The underlying trend f  the to ta l  debt outstanding (in clu d in g  the undisbursed  

p ortion ) i s  one of gradual in crea se . Table 33 shows th at most o f N ig e r ia ’ s 

ex tern a l debts we re in  the sh ort- to  medium- term range, w hile among the f iv e  

A frican  co u n tr ies , the ticie-p-^ofile o f Kenya’ s outstanding debt compares 

most favourably and Ghana’ s most unfavourably. Given such a s tru c tu ra l]j
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imbalanced debt l e v e l ,  i t  i s  easy to  understand Ghana’ s p.: re sent s e r v ic in g  

problems.

The s iz e  of annual serv ic e  payments on o f f i c i a l  and o ff ic ia lly -g u a r a n te e d  

debt was probably the most d i f f i c u l t  data to  estim ate fo r  N ig er ia , since no 

o ff ic ia lly -p u b lis h e d  s t a t i s t i c s  on the ou tflow  i s  a v a ila b le  to  me. However, 

i f  ttie published o f f i c i a l  data on the l e v e l  o f outstanding ex tern a l debt i s  

to  be any gu ide, then such s t a t i s t i c s  are l ik e ly  to  m iss some inip/ortant 

component o f the flow  end thus provide l e s s  m eaningful in form ation . %  e s t i 

mates in  Table 43 cover a twenty-two year p eriod , the most important demarcat

ing fea tu re  in  the two decades was the l e v e l  o f  serv ic in g  b efore Independence 

when most c a p ita l in flow s were as grants from G.D. & V/., and a f te r  I 96I .

The pre-independence se r v ic in g  was U n ite d  to  those bonds issu ed  in  the London

143

C ai/ita l Market and whose heyday was in  th e  in ter-w ar y e a r s . M o s t  had

been redeemed by 1955 and th e ir  s e iv ic in g  charges consequently much reduced 

The trends in  servicin^  and debt se r v ic in g  r a t io  are upjward in  resp^onse to  

in creasin g  debt l i a b i l i t i e s .  The estim a tes  fo r  the grea ter  part o f p o st

independence pears are undenn/slued because repayments e s p e c ia l ly  on p u b lic  

sec to r  contractor-financed  p ro jec ts  and o th er short-term  ad hoc l i a b i l i t i e s  

are not included . I f  we include th e se , th e  serv ice  charges r is e  su b sta n tia lly  

in  some c a se s . Let us take two years fo r  which we have a lte r n a tiv e  estim ates

o f debt semrice charges. A. Ayida th e S en ior Government Econom ist, gave a
1A9fig u re  of L l l . 211 fo r  1963 , and the C entral Bank o f N ig e r ia ’ s estim ate o f

serv ice  payments fo r  a l l  p u b lic  sec to r  and o ff ic ia lly -g u a r a n te e d  loans in  
150

1966 was £20.81.: . Ay:ida’ s I 963 estim ate must have included the am ortisat

ion o f 1923 ’funded’ stock  of £ 5 .7 4  w hile the ex tra  £ 4.3616 fo r  1966 must be 

accounted fo r  by con tractor fin a n ce . Again, ’’during 1967 and I 968 repayments 

o f p r in c ip a l and in te r e s t  due on con tractor-finan ced  p r o je c ts  amounted to
151approximately £816. " I f  we add th ese  amounts to  those in  the ta b le  we fin d

11,l7. See above Chapter 6.

148. See Table 43 P /h. 20.

149. A. Ayida. o, . c i t .  Table 3, i'age 187.
150. Quoted in  K. Langley, o u .c i t . Rage I 65.

151. l o c . c i t .
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th a t d eb t-se rv ic in g  co st N ig er ia  an average o f ju st under £20M per annum 

from 1966 to  1970. The debt serv ice r a t io s  should in  theory ri.se s l ig h t ly  

to o . In N ig e r ia ’s case however, the m assive expansion in  o i l  production fo r  

exv)ort s in ce  m id -s ix t ie s ,  has cane to  ’d i s t o r t ’ the s iz e  o f the serv ice  r a t io ,  

g iv in g  a nominal b e tte r  i^erfoimance p ic tu re  than the actu al s itu a t io n . For 

example, in  1970 we fin d  th a t i f  we exclude the con trib u tion  o f o i l  to  t o t a l  

export v a lu e , th e debt serv ice  ra tio  rose to  10 .4^ , and assuming th at only  

h a lf  o f the earnings from the o i l  industry: accm ed to  the lo c a l  economy, the  

serv ice  r a t io  f e l l  to about of n a tio n a l earnings from a l l  exports.

This f ig u re  was s t i l l  h igher than the nominal 4«1/-' in  Table 43* The unexpect

ed o i l  boom and the f a l l - o f f  in  short- t e im c r e d its  during war had prevented  

the debt serv ic e  ra tio s  from approaching the ’perm issib le upper l i m i t ’ of  

10/j.^"^ A comparison w ith  Ghana’ s in  the la s t  h a lf  o f the decade shows th a t  

fo r  N igeria  th e  serv ic in g  burden ( in  r e la t io n  to  export va lu es) was r e la t iv e ly  

l i j . i t .  I ’erhaps the most in te r e s t  poin t about Ghana’s debt serv ice  r a t io s  

i s  th e ir  gross inadequacy as in d ica to rs  o f her debt se r v ic in g  problems.

Except fo r  19^5 end 1968, i t  would have been a ln o st im possib le to  a sso c ia te  

such low le v e l s  w ith an economy that had tw ice devalued her currency sin ce  

1966 large Ip because o f t.Vie ’op p ression ’ of her short-term  debt serv ice  

o b lig a tio n , and has been forced  recen tly  (1972; to  repudiate con tractor f i n 

ance and oth er short/medium terra deots which according to  her new leader
155"are v i t ia t e d  by coriuration, fraud or o th er i l l e g a l i t y ."

Wliether N ig er ia  v / i l l  continue to  avoid d i f f i c u l t i e s  w ith her debt ser

v ic in g  w i l l  depend le s s  on what the debt r a tio  reads, but fundrnnntally on the  

growth and continu ing, d iv e r s i f ic a t io n  o f her exp;ort base  ̂ the success  

of irap^ort-substitution in  in crea sin g  lo c a l  value-added, the continu ing grov.'th 

o f her G.D,I', and the structure o f her fu ture d eb ts, e s p e c ia lly  the ex ten t  

to  which she r e s o r ts  to  sho it-term  c r e d it s .  Most o f th ese  fa c to r s  have already?

152. G/F. The Development i l  an 1962-68 o . c i t . Page 43.

153. Quoted in  Standard Bank Review:- Ghana .Annual Review Nov. 1972.
Page 3 . Consequently debts to  the v /lu e  o f SÿZ.u... were can celled  
v.ith iraraediate e f f e c t  on Febiuar' 7 1972. lo c  c i t .
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been d iscussed  in  d e t a i l  in  Part I ,  N ig e r ia ’ s r e la t iv e ly  low le v e l  of  

o f f i c i a l  debt ser v ic in g  during the la t e r  part of 1960s could be m isleading  

in  two resp ec ts . F ir s t  i f  we r e la te  th e outflow  on debt serv ic in g  to  gross  

in flo w  of foreign  aid  and p rivate c r e d i t s ,  we fin d  th a t fo r  1965-68 an 

annual average of n early  50/  o f the gross in flow  went out as am ortisation  

and in te r e s t  charges, and th a t debt se r v ic e  payments was equ ivalent to  nearly  

o f gross pub]ic and private l e n d i n g . S e c o n d l y ,  the p ic tu re  o f the  

leakages abroad as ’ serv ice  c o s t ’ to  the economy fo r  the use o f fore ign  

c a p ita l  becomes l e s s  sanguine i f  we add the outflow  o f investment incans on 

p r iv a te  d irect investm ent to  cred it rex^ayments. This i s  attemyted below , 

here i t  i s  enough to  poin t out th a t the other h a lf  o f the o i l  earnings th at  

accrued to  fore ign  production companies in  197C was about £12811 -  a fig u re  

th a t cafix>lete],y overshadowed the same y e a r 's  debt s e r v ic e .

154. C alculated from data given in  World Bank/l.D .A . Annual ^e.;ort 1976, 
S t a t i s t ic a l  Annex Table 9 Rage 76 .
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TABLE 26

ANNUAL GRANTS DISBURSEMENT TO NIGERIA UNDER THE COLONIAL DEVELOPMENT ACT. 1929 
AND THE COLONIAL DEVELOPMENT AND WELFARE ACTS. 1945. '50 and '55 . 1930/31 TO

1961/62 ( £ '000)

1930/31 2 2 .6 1946/47 £ 791.0

1931/32 2 28 .0 1947/48 £ 961.4

1932/33 £ 40.9 1948/49 £1 ,810 .4

1933/34 £ 25.4 1949/50 £2 , 292.1

1934/35 £ 14 .5 1950/51 £2 , 270.9

1935/36 £ 17 .7 1951/52 £2 , 499.0

1936/37 £ 17 .3 1952/53 £2 ,902 .7

1937/38 £ 69.5 1953/54 £ 3 , 026.8

1938/39 £ 18.1 1954/55 £2 ,733 .9

1939/40 £ 15 .1 1955/56 £3 ,708 .2

1940/41 £ 12 .6 1956/57 £1 , 816.6

1941/42 £ 18.5 1957/58 £2 ,537 .3

1942/43 £ 57.8 1958/59 £2 ,711 .5

1943/44 £ 76.7 1959/60 £3 , 369.0

1944/45 £265.7 1960/61 £2 , 187.5

1945/46 £349.3 1961/62 £ 306.2

Sources ( l )  T reasurer’s Reports 1928/29 to  1934/35 op. c i t .

(2 ) Reports on Accounts & Finances 1935/36 -  1944/45 op. c i t

( 3 ) Reports o f  Accountant -  General w ith F inan cia l 

Statements for the year ended I 961/62 op. c i t .

(4) C olon ia l Reports for N igeria  -  Annual op. c i t .
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TABLE 28

PLAMŒD GROSS CAPITAL FORMATION : SOURCES OF FINANCE

NATIONAL DEVELOPMENT PLAN 1962-68 SECOND NATIONAL DEVELOPMENT PLAN 1970-7^

TOTAL PUBLIC 
SECTOR 2 7 5 1 .3m

INTERNAL £42U.3m 

EXTERNAL 2327.0m

% OF GCF.

63 .5

3 5 . 9

27 .6

TOTAL PUBLIC SECTOR 2 7 8 0 .Om

INTERNAL 2629.0m 

EXTEREIAL 2 1 5 1 ,Om̂

b

% OF GCF.

48.9

3 9 . 4

9 . 5

TOTAL PRIVATE 
SECTOR________ 2432,0m

INTERNAL 2232.0m  

EXTERNAL 2200.0m

3 6 . 5# TOTAL PRIVATE SECT0R28 l ^ . 8m

1 9 .6  INTERNAL 2303.3m

1 6 .9  EXTERNAL 2 51 2 . 5m̂

d
5 1 . 1%

1 9 . 0

32 .1

(a)  T h is  f i g u r e  r e p r e s e n t s  t h e  more p l a u s i b l e  o f  t h e  two a l t e r n a t i v e  e s t im a te s ,  
The o t h e r ,  a  f i g u r e  o f  2793.8m  was b a se d  on t h e  a ssum ption  o f  a  c o n s e rv 
a t i v e  annual p r i v a t e  in v e s tm e n t  o f  265m. See N a t io n a l  Development P la n  
1962-68  o p . c i t  Pages 35~4o.

(b) The nom inal f i g u r e  f o r  t o t a l  p u b l ic  s e c t o r  c a p i t a l  e x p e n d i tu r e s  i s  
21 .025,4m . A f t e r  a l lo w an ces  have been  made f o r  i n t r a - s e c t o r a l  t r a n s 
f e r  and p ro b ab le  s p i l l - o v e r  t o  t h e  n e x t  p l a n  p e r i o d ,  t h e  o p e r a t i v e  
amount i s  reduced  t o  2780 , 0m.

(c) R e p re se n ts  ex p e c te d  g r o s s  d isb u rse m e n t  f o r  t h e  p la n  p e r i o d .  The e s t i 
mated f i g u r e  f o r  commitments t o  g e n e r a te  t h i s  l e v e l  o f  b isb u rse m e n t
i s  2250m f o r  t h e  same p e r i o d .  In  o t h e r  w ords ,  d i s b u r s e m e n ts ,  be c au se  
o f  t im e  l a g s  e t c .  r e p r e s e n t s  60% o f  commitments. A f t e r  a l low ance  has 
been  made f o r  deb t  s e r v i c i n g ,  th e  n e t  in f lo w  i s  e x p e c te d  t o  be around  
283m o r  5 . 2% o f  p r o j e c t e d  G.C.F.

(d) The o f f i c i a l  c l a s s i f i c a t i o n  f o r  t h e  f i n a n c in g  o f  P r i v a t e  s e c t o r  i n v e s t 
ments i s  d i f f e r e n t  from m ine. A ccord ing  t o  th e  f o rm e r ,  c a p i t a l  in f lo w  
( l a r g e l y  f o r  o i l  i n d u s t r y )  i s  e x p e c te d  t o  be 2 4 1 2 .5m. Non o i l  companies 
a l r e a d y  in c o r p o r a t e d  i n  N ig e r i a  a r e  e x p e c te d  t o  p ro v id e  2307.5m from 
t h e i r  c a p i t a l  r e s e r v e s .  The rem a in in g  295.8m  i s  a c c o u n te d  f o r  by 'h o u s e 
h o ld s  ' s a v in g s  . However, betw een 1 /3  and 1 /2  o f  i n c o r p o r a t e d  n o n - o i l  
b u s in e s s  in v e s tm e n t  e x p e n d i tu re s  i s  a c co u n te d  f o r  by fo re ig n -o w n e d ,  
l o c a l l y  r e g i s t e r e d  com panies. The c o n t r i b u t i o n  o f  f o r e i g n  p r i v a t e  
in v e s tm e n t  c a p i t a l  ( i n c l u d in g  l o c a l l y - h e l d  r e s e r v e s  o r  u n r e m i t t e d  s u r 
p l u s )  t o ' t o t a l  p r i v a t e  s e c t o r  c a p i t a l  f o r m a t io n ,  i s  t h e r e f o r e ,  o f  th e  
o r d e r  62 -  68% -  an a s to n i s h in g  m agn itude . The o b s e r v a t io n  i n  t h e
P la n  and e lsew here  t h a t  " th e  p r o j e c t e d  a rra n g e m e n ts  f o r  f i n a n c in g  th e  
p l a n ' s  e x p e n d i tu re  depend t o  a  l a r g e  de g re e  on i n t e r n a l  s o u r c e s , "  cou ld  
be m is le a d in g .  Q u o ta t io n  from S ta n d a rd  Bank : Annual Economic Review 
N ig e r i a  1971. o p . c i t .  Page 20 . I  must em phasise  how ever, t h a t  t h e  
d i v i s i o n  above o f  P r i v a t e  S e c to r  f in a n c e  betw een  i n t e r n a l  and  e x t e r n a l  
s o u rc e s  i s  o n ly  an a p p ro x im a t io n .



Page 417

ON
CM

H

i

a
c

a
o
H

o
u

i

0

1oo
NO
O N

CO
NOcN

t -
NO
ON

NO
NOCN

LTN
NO
ON
rH

-=)■
NO
ON

NO
OO

t -

o
_a-

ON

OOoo

oot-
oooo

H
CM

O n
H

ON LTN
o o b -  A o o LTN

NO NO
ON LTN < ON NO
H 1—1

O
t -

1
CO
NO

a

OO
CM

ON
OO CM
NO
ON NO
H 1—1

LTN O
CM OO CM H
N O N O
ON o O n LTN
H H 1—1

-P

nJ
A

-P
w
0
U
0

• H
0
l=i

’ s

ê
d

«

0
•H

O
•H

'§

0

•H

-ps
g
0

§rO
0

•H

0
0

S

h I
§ 1

•H  H

d > Ü 0

gÜ «3 
•H O

0 6  
6 -^

o -P 0 A ^ -H
0 Ü Ü 0 «3 r>
a
"Cl H 
Ü o3 cd -p
0 A 
-P «3

UbO •
01 0 0
< A 0 0

0 0 O
A A Ü A •H
< A A cd A  A
O NO P cd
H ON OO A 'O tM

1—1 1—1 0 •H
A 0 0U 0 U 0

w Ü 3 W
A A 0

O 0 o
A A •H
S o Td 0
H NO o o 1—1 0
A NO 0 0
A ON A 0 A
A 1—1 1—1 c d cd A
O 0 o

A OM A A
O nd

% 0 0A cd O
A 1—1 •H

LTN A 0 A
NO >> A A

H ON O A 0 • H
01 H A a cd 0o Jh CJ

W 0
A Ü Aoi o A 0
H • H cd 0
A A •H

CM cd a AA" 1—1 N •H 0
NO •H A A

A ON O A A •H
A H A O A

1 O 0
A A CJ

cdU nd0 d 
"cd
I—1 0

- I

1 I
A  

0 0 
U  !h 
0

rO  H
I g

• cd o  o
<  0

•  0O 0

Td
0
-P

g A
A •
0 O
O oo

V
0 -
H

A

1 O
A CM
1—1 0-
0 1—1 OO

•H NO
0 0 ON

• H 0 1—1
A bO
A 0 o8
O A

b-
0 OO NO
Td > 1
0 NO
A 0 NO
CJ H ON
0 A 1—1

•H .c
A A"
O 0 A NO
0 0

H
•H
O

1
O

O A NO
Td 0

A Â
ON
1—1

0 O
A H
0 0 A
Td CJ

•H
OO
NO g

A A 1 a
0 0 NO OO 0
0 •H LTN oo 0
0 A (ON 0
0 0 1—1 3
< A

U1 0
A A

0
0 •H

0 A • H O A
A •H 0 rH

1—1 0 CJ A
0 A 0 0
O 0 1—1

0 A O A O
0 a O O 0
0 EH A
O A A A

•H cd b- 0 CM A
A A A
0 •H O ON O
A A o8 1—1 1—1 A
•H 0 A- 0
A 0 OO ON !> 0
0 NO 0 o >
0 0 0 A t— O

• i-l 0 1—1 1 H
0 A 0 A

A 0 0 LfN 0 A
cd 0 A NO 0 A

• H 0 ON A 0
CJ > H A •H

• H o OO O 1—1 O
A 0 A 0
A 0 0 o 0 0
O •H A A 0 1—1 0
1 O 0 A • rH

•H A 0 0 O 0 A
a 0 A > 0 EH
0 0 O 0 3 A
0 0 O •H o 1—1 O

0 A 1> 0 o-
A • H 0 0 ON 0
0

A
0 A A rH O

0 0 • rH
0 0 0 H A A

0 O o 0 •iH 0
A 0 • H CJ A

A 0 0 O • H
0 A •H A 0 0
0 O 0 0 0 A A

0 •H 0 O 0
0 bO 0 • H •rH

0 O •H 0 A 0 A
0 < A
> A 0 1—1
O 0 O A O O 0
Ü A A 0 A O

•H 0 0 0 •rH
0 A 0 a > A A
A 0 A A O A
A 0 0 O rH rH 0

O 0 1—1 A 0
O a 0 bC
A A A > 0 0 O

0 •H 0 A 0 0
A O A A < O
0 A
0 M O 1 1 1 1
8 0 CJ
0 Q <
0 0 0 O A A A
0 A 0 H H
0 0 •H O O O
A !> 0 A
0 •H A O A A A

•H 0 s < A
Td A A O H O



Page 418

bO0
g
5

I
o o
NO
Ib-

NO
ON

A-
r—I

00

NO

A-A-0
§>A
OJ
M

A
0

U1 A
A ■65.
A NO OO
A NO CO A
A ON b - •H
H 1—1 1—1 H O
Q

- Â
A O
A
M >
O ■65. 0
A LTV ■65. A -H
A NO A >
Ü o \ ON 0
< 1—1 1—1 1—1 A

A o o
< NO
A ON

o A H
CO A

< ■65.
A A A - ■65. LTN 0
A A NO ON Ü
m A ON ON 0
< A 1—1 O 1—1 0
A A

0•H0
0
<

■65.
CO LfN A

NO CO 0
ON LfN 0

O H o H aM A
A o
A 1—1
O 0

>
EH 0
A Q
A A NO

NO LTN
A ON CM
H 1—1 O H O

3 <
A A
A
A
H ■65. A
A 1—1 ■65. A

NO NO O
A ON CM
O A O 1—1 A
A O

O A
NO o o
ON b -
1---1 o ,—1

m

m

O

Voo A
0 NO NO
bd ON
0 1—1 A
0
0
!>

< OO
NOH 1
NO t -
NO CM

0 ON

§ 1—1 CM

A NO
< NO
EH 1
O o CO
EH NO ON

ON
1—1 O

o
b -

b£ 1
0 OO OO
0 NO CO
0 ON
> H o

<

0 OO
0 NO
0 1

NO ON
NO NO
ON
H o

A
eh
< NO
A NOH 1&HO b -

NO H
ON
H O

O
b -

OO LfN
0 NO CM
b£ ON
cF H H
0
0!>C

OO
H NO
0 1
0 NO OO
0 NO LfN
0 ON< H H

— "

A

3 NO
A NO
EH 1 NO< O b -A NO

EH
0
0
CO

O
CO



Page 419

TABLE 32A

NIGERIA: TOTAL OFFICIAL MD MULTILATERAL RECEIPTS AS % OF G.N.P.
AND IMPORTS.

1966-68 (Annual Average) 1968-70 (Annual Average)

As % o f  1966 
G.N.P.

As % o f  Imports 
o f  goods and 

S ervices 1967

As % o f  
1968 GNP

As % o f Imports 
o f  goods and 

Services 1968

2.02 1 1 . 7 5 2 .3 4 1 3 . 0 7

(Sources for  both Table 31 and 32A: ( l )  O .E.C .D./D .A .C .: 
Development A ssistan ce  I 969 Review op. c i t  S t a t i s t i c a l  
Annex Table 17 P. 315; 1971 Review op. c i t  S t a t i s t ic a l
Annex Table 19 Pages 192-193 .)

TABLE 32B

NIGERIA: FOREIGN ASSISTANCE (OFFICIAL & MULTILATERAL DISBURSEMENT) AS % OF

1965

1966

Imports o f  
goods 
and 

S ervices

9 . 3 9

9 . 1 2

Government 
Revenue3

7 . 7

G.D.P.-

2 . 1 9

2 . 0 7

G.C.F. Public Sector Foreign  
Gross C apital Exchange 
Formation Reserves

14.43  40.31 47.56

1 3 . 6 9  3 6 . 5 3  3 9 . 5 3

(1 ) For F inan cia l year beginning 1 st o f  A p r il.

(2 ) G.C.F. = Gross C apital Formation for  both Public and P rivate  S ec to rs .

( 3 ) T otal Government revenues 1964/65 estim ate . Per Centages for I 965 
and 1966 l ik e ly  to  be sm aller.

(Sources: C alculated  from ( l )  Table 29 above and (2) Data 
Provided in  N ig e r ia :-  D igest o f  S t a t i s t ic s  July  
1969. Federal O ffice  o f  S t a t i s t i c s .  Lagos.)
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TABLE 33

BILATERAL AND MULTILATERAL

Page 420

AGENCIES CAPITAL FLOW

CAPITAL FLOW TO NIGERIA. NET^ ANNUAL DISBURSEMENTS 1960-69($M)

OFFICIAL GRANTS

Annual o f l e a d in g d o n o r / I t a l y Canada N e th e r  Norway S w i t z e r 
T o ta l _which_ _ _ c re d i to r _ la n d s la n d

“ îî7s ."a . West
Germany

i 960 16.31 2.00 14.16 0.09 0 .02 0.04
1961 7 .46 4.00 3.02 0 .01 0 .43
1962 14.26 9.00 4.26 0.09 0.83
1963 18.34 15 .00 2.18 0.34 0.76 0 .03
1964 28.33 23.00 3.18 0.55 0 .1 0 1 .2 7 0.04
1965 30.23 21.77 5.57 0.77 0 .12 1 .61
1966 35.85 25.00 7.28 0.87 0.12 2.05 0 .0 4 0.02
1967 37.71 27.00 7.66 0.78 0.06 1 .67 0 .01 0.06
1968 45.61 25.00 6.33 1.54 0 .1 1 2 .15 6.17 2.32
1969 65.37 30.00 9.05 10.51 0.08 3.72 2 .81 2.26 2.56

OFFICIAL LOANS

i 960 15.86 1 .0 0 l 4 .86
1961 23.58 1 .0 0 22.58
1962 15 .66 3.00 12.66
1963 0 .48 - 0.15 0.48
1964 15.34 3.00 8.31 0.09
1965 37.53 4.62 20.98 3.56 5.81 1 .81 1 .0 6 0.79
1966 36.17 5.00 8.73 9.69 9.69 1.59 0.30
1967 32.85 8.00 5.68 8.74 6.59 0.95 3.01
1968 23.57 4 .00 5.93 9.45 2.02 1 .42 1 .1 3
1969 8.55 5.00 - 0 .83 4 . 4 l - 1 .3 1 1.38 0 .0 1

TOTAL OFFICIAL FLOW: (GRANTS + LOANS)

i 960 32.17 3.00 29.02 0.09 0 .02 0 .0 4
1961 31.04 5.00 25.60 0 .0 1 0 .43
1962 29.92 12.00 16.92 0.09 0 .83
1963 18.82 15.00 2.03 0.82 0.76 0 .0 3
1964 42.67 25.00 11.59 0 .64 3.88 1 .2 7 0 .04 0 .0 1
1965 67.84 26.47 26.55 4.33 5.93 2.67 0.79
1966 72.02 30.00 16 .01 10.56 9.81 3.64 0 .30 0 .04 0 .02
1967 70.57 35.00 13.34 9.52 6 .66 2.62 3.01 0 .0 1 0.06
1968 69.21 29.00 12.27 10.99 2 .13 3.58 1 .1 3 6 .17 2.32
1969 73.92 35.00 8.22 14.92 -1 .2 3 5.10 2.82 2.26 2.56

MULTILATERAL AGENCIES/INSTITUTIONS FLOŴ

Annual from I .B .R .D .  I .F .C . I .D .A . U.N. Afr . D .B .^

i 960

T o ta l

7.57 7.10 0 .4 7
1961 2.38 3.40 - 0 .37 -1 .4 0 0.75
1962 0 .46 - 0.60 - 0 .60 1 .6 6
1963 - 2.60 - 4.50 - 0 .7 0 2.60
1964 11 .10 6.80 2.00 - 0 .70 3.00
1965 26.74 23.20 0 .1 0 3.44
1966 20.95 19.10 3.20 5.13 -6 .4 8
1967 42.79 38.03 0.60 5.51 5.13 -6 .4 8
1968 32.67 22.77 4.66 5.63 -0 .3 9
1969 30.08 19.09 - 0.10 2.45 4 .12
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TABLE 33 (Contd.)

TOTAL OFFICIAL BILATERAL AND 
MULTILATERAL AGENCIES FLOW.

1960  3 9 .7 4
1961 33.42
1962 30.38
1963 16.22
1964 53.77
1965 94.58
1966 92.95
1967 113.36
1968 101.88  
19693  104 .00

(1 ) Net d isb u rse m e n t eq_uals g ro s s  d isb u rse m e n t m inus a m o r t iz a t io n  o n ly .

( 2 ) M u l t i l a t e r a l  a g e n c i e s / i n s t i t u t i o n s  flow  eq_ual g r a n ts  and lo a n s  
d is b u rs e d  l e s s  c a p i t a l  repaym ents and  c a p i t a l  s u b s c r ip t io n  to  them . 
For exam ple, m u l t i l a t e r a l  flow  to  N ig e r ia  e x c lu d in g  h e r  c o n t r i b 
u t io n  to  A fr ic a n  Development Bank t o t a l l e d  S27.43M.

( 3 ) O f f i c i a l  Development A s s is ta n c e  (O .D .A .) o n ly . E xclude o th e r  
o f f i c i a l  flow s l i k e  o f f i c i a l  e x p o rt c r e d i t s  e t c .  I 969 t o t a l  a ls o  
in c lu d e  S2.28M g ra n t  g iv en  by Sweden.

(S ource  -  ( l )  O .E .C .D .:-  G eo g ra p h ic a l D i s t r i b u t io n  o f  F in a n c ia l
Flows to  L .D .C . 's  (D isb u rsem en t) 1960 -64 ; 196 5 ; 1966-67 ; 
1968 ; & 196 9 . P u b l i c a t i o n s ,  op . c i t
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giULATIVE TCTAIj ( ^ i )  & (IIEQ 

CrlLMTTS

o f  which

OFFICIAL LOAMS

OPFIGIAL BILAT :RAI; 
PTQ f\Gr a.iits & Locnc)

TABLE 33B 

1 S' 6C ~ 69 ( lO'-rs )

IhLTILiiTl-IlAL 
AIENOIES FLO,7

:T )

Grand t o t a l %299.Zt.7i
U .S .A . 181.77
U.K. 62.69
M .Gcm any 13.33
I t a l y 0 .39
Canada 14.33

Grand t o t a l %209.39I
" IS .A . 34.62
U.K. 98.73
V.KGcmsny 36.42
I t a l y 26.38
Canada 6 .1 0

Grand t o t a l S308.18&
U .S .A . 216.39
U.i . 161.44
‘ KGeiT.iany 31.57
I t a l y 27.17
Canada 20.93
N e th e r la n d s 8.03
Noir.-ay 8.32
S w itz e r la n d 3 .0 0

Grand to ts . l 1172. Ld

1962-67iéyrs)

B164.7Z:(I:38.8L)
120.77

3 0 .1 3

3 1 3 8 ,0 3 M 
23.62  
3 6 .2 1

I301.U4M(L107.7L) 
W :.3 9  la  31.3711)

86 .33  (a  30. 63%)

I  99.;:^JXa33.3]2î)

OFFICIAL BILrlTJCRy'&L
AID L LTILATLR.lL
AGSi'TOias F im iirF T )  Grcjtxl t o ta l  S680.30U(A243.0II) SifOl.26L(A1Zh3.3.î)

(S ou rce:- Table 33)
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TABLE 4-0

GUARANTEED PRIVATE EXPORT CREDITŜ  EXTEDED BY DAC/OECD IVEMEERS BET

CHANGÊ  1960-70 ($M)

NIGERIA

GHANÂ

i960 ^  yfô 12^  19W 12§  12̂  1968 1969 1970

1.50 5.00 10.11 28.22 51.13 53.61 17.37 18.63 18.46 4.14 1.02

5.55 14.45 40.59 45.29 69.24 21.50 -8.56 -9.35 -31.41 -18.47 -12.69

(1) That is Supplier’s credits to the recipient countries.

(2) Net change equals gross lending minus amortization only.

(3) Totals for Ghana grossly understate the use of foreign 
suppliers credits since the estimates above exclude 
credits from U.S.S.R. China and other Centrally-planned 
economies of Eastern Europe. The Socialist bloc has of 
course been an important source of Capital resources in 
flow in the years before I966 Coup D'etat See table 34 
footnote (3).

(Sources: (l) O.E.C.D. Geographical Distribution of Financial
- Flows to LDCs 1960-64. 1965. 1966-67 op.cit.

(2) DAC/OECD: Development Assistance 1971 Review op.cit.
- Annex Statistical table 21 page I96).

TABLE 41

FEDERAL GOVERNMT OF NIGERIA "OFFICIAL” EXTERNAL PUBLIC DEBT OUTSTANDING
1960-70 (£M)

1961 12&

EXTERlttL FÜHDED 16.75 16.75 16.75 16.75 11.05

UKFUDED̂ 9.00 18.04 26.19 29.41 29.70

TOTAL 25.75 34.79 42.94 . 46.16 40.75

(1) That is, stocks issued in London Capital Market.

(2) Foreign Office and multilateral agencies disbursement, plus 
contractor finance credits

(3) Data relate to Financial year ending 31st March of each year.

(Sources: Various, including (l) Reports of the Accountant - General 
up to 1969 op.cit.

(2) Standard Bank Review Nov. 1971 Page 5I).
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TABLE 43

Debt Service Payments on Export o f  Goods and Debt Service
External public and p u b lic ly -  S erv ices (£M) Ratio4
-guaranteed debt (£M) 1 ,2  (b) (c=a/h)

(a)

1950 £ 0 .6 i6 £91 .7 0 .67%
1951 0.922 116.7 0 . 79%
1952 0.922 131.1 0 . 70%
1953 0.922 133.7 0.69
1954 0.922 160.2 0.58
1955 0.755 134.9 0 .56
1956 0.755 142.6 0 .53
1957 0.755 137.5 0.55
1958 0.755 151.9 0 .50
1959 0.755 179.8 0 .42  Ghana
I960 0.755 182.1 0 .4 l  Debt
196l5 1.74 193.6 0.90 Service
1962 3.59 189.0 1 .9  Ratio
1963 6.26 208.5 3 .0  3.7
1964 7.03 234.2 3.0  7 .8
1965 9.36 292.4 3 .2  19 .3
1966 16.42 309.8 5 .3  6 .1
1967 12.67 264.0 4 .8  4.5
1968 13.92 235.9 5.9 12.2
1969 20.03p 345.4 5 .8  6 .6
1970 19.84 484.0^ 4 .1  4.9

(1) For 1950- 60, in te r e s t payments only on ' funded ' loans from London
C apital Market.

(2) Am ortization o f  previous stocks are excluded from estim a tes . These
c a p ita l repayments amounted to  £2.67M in  1950; £4.18 in  1955; £5.70M
in  1963.

(3) Export o f  goods and se r v ic e s  include fa c to r  income from abroad.

(4) Equals debt serv ice  payments as % o f  Export o f  goods and s e r v ic e s .

(5) From 1961 serv ice  repayment does not in clud e contractor finance and
other short-term  guaranteed c r e d its  for which no d e f in it e  inform ation
i s  a v a ila b le . However i t  appears th at paument on Contractor Finance
averaged about £4M from I 966 onward. See te x t

P: = P r o v is io n a l.

Sources: Export Values: ( l ) 1950- 57: -  P.O. Okigbo: N igerian N ational Accounts
1950- 57 , Lagos 1962.

(2) 1958-59 U.N. Yearbook o f N ational Accounts S t a t is t ic s
1968 Vol. I

(3) 1960- 6 9 : Central Bank o f  N iger ia . Economic And
F inancia l Review. June 1970. o p .c it  Table I 8 , Page 69 .

(4) Debt Service Values for P re-196l years C alculated from
data provided in  N igeria Annual Reports (C olonial
O ffice ) op. c i t .

(5) Debt Service r a t io s :  I .B .R .D ./I .D .A .: -  Annual Reports
1969 -  72 . op. c i t .
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CHAPÆR 8

lilGLRIA: FOREIGN PRIVATE DTVLB'TI.IEIfr 1940-157C

The a n a ly t ic a l framework o f th is  chapter e n ta ils  a con tin u ation  o f

the h is to r ic a l  p ersp ectiv e  and an eva luation  o f  the ro le  and con trib u tion

o f  fo re ig n  investm ents in  form o f  a c r it iq u e . U nlike ti.e  previous chapter

on fo r e ig n  aid in  which the emphasis has been on providing fa c tu a l

in fo m ;.t io n  and in  which the r e la t iv e  shortness o f ' aid experience' has

lim ited  the amount o f em pirical c r it ic ism s  attem pted. liy approach to

p r iv a te  c a p ita l i s  conditioned by severa l fa c to r s .  Foreign investm ents

in  N igeria  have a t  one tim e or ihe other been d e a lt  ?vitii i f  on ly

in d ir e c t ly  in  s tu d ie s  r e la t in g  to  in d u s tr ia liz a t io n  of the economy, in
2

d e ta ile d  a n a ly s is  o f tlie emerging manufacturing secto r; w hile  fo re ig n  

p a r t ic ip a t io n  in  s p e c if ic  se c to r s  l i l : e  commerce,^ banking/*' and o i l  

production^* have been examined in  depth in  the re sp ec tiv e  books referred  

to . VZhat has been ladcin^; and which I try  to  red ress in  th is  study i s  

both the h is to r ic a l  and the c r i t i c a l  approacli. I  have already done th is  

fo r  the period b efore 194tz in  Chapter 6 , For the period  a f te r  th£.t year .

P art of the emphasis w i l l  be on su bjectin g  the investm ents in  N ig eria  

to  die general c r it ic ism s  o f  fo re ig n  investm ent enunciated in  Chapter 5.

1 , P. K ilby: I n d u s tr ia liz a t io n  in  An Open jjconomy: N igeria  19Zi-3 -  66 
op. c i t .

2 . See fo r  example A. Sokol sk i : The Establislm ient o f I'lLnufacturing in
N ig er ia , on. c i t .

p. See fo r  example P eter  Bauer:- N est Iifrican  Trade, on. c i t .

4 .  See fo r  example C.V. Brown:- The N igerian  Banlcing System, on. c i t .

9 . See fo r  example L.H. Schatzh:- Petroleum in  N igeria , Diadan 1969;
and S cott R. Pearson:- Petroleum and the N igerian  Economy. Stanford  
U n iversity  P ress 1970.
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In  the l ig h t  o f  th is  approach i t  w i l l  be p o ss ib le  to  suggest both  

d e s ir a b le  ohcmges in  the present re la tio n s iiip  o f fo re ig n  c a p ita l to  the  

r e s t  o f the eoononiy, as w e ll  as ways o f  avoiding p o te n t ia l c o n f l ic t s  

between fu ture n a tion a l p r io r i t ie s  as s e t  by the Government and the  

investm ent programme o f fo re ig n  coiirpanies. In  some in sta n ces , the s tu d ie s  

c ite d  above and e a r l ie r  on provide the raw m ateria l base fo r  th is  chapter.

The dearth o f s t a t i s t i c a l  inform ation 'chat fea tu res  in  the a n a ly s is  

o f the pre-war years continued u n t i l  about the time o f  Independence.

Since 1961/62 however, the C entral Banlc (Research D iv is io n )  has annually  

undertaken a rudimentair^/' s t a t i s t i c a l  survey o f  the s iz e  and d is p o s it io n  

of fo r e ig n  p r iv a te  c a p ita l investm ent in  N ig er ia . The inform ation gathered  

by th ese  surveys i s  con sta n tly  inproving. Gone were the days when a l l  th a t  

was ionov/n o f anvestment C apita l was th a t i t  formed a su b sta n tia l p art o f  

the annual c a p ita l movement in  ard out o f the country. Thus the s t a t i s 

t ic a l  evidence of the 1990s i s  q u a lita t iv e ly  in fe r io r  to  th at o f  the ’ uOs. 

Ho.,ever as we s h a ll  see  p r e se n tly , th is  sliortcoming of the e a r l ie r  perrlod’ s 

data i s  not o f cru c ia l importance.

Below are severa l ta b le s  r e la t in g  to  fo re ig n  investm ent in  N ig e r ia . 

Tab'.e 44 r e fe r s  to the p r iv a te  in f lo i/s  and th e ir  sources in  the decaaes 

b efore ana a f te r  Independence fo r  which estim ates are a v a ila b le . I t  i s  

important a t th is  stage to  note th a t p r a c t ic a lly  a l l  fo re ig n  p r iv a te  

c a p ita l p a r t ic ip a t io n  in  N igeria  (and the r e s t  o f Black ilfr ic a )  i s ,  and 

lias always been in  the form of d ir e c t  eu ib '  investm ent, w ith  very  lim ited

p o r tfo lio  o v e r s p il l .  The la t t e r  has been in  fo r e ig n  owned companies
6

them selves rather than in  lo c a l  or indigenous firm s and in d u s tr ie s .

6, (I 'm  r ^ e r r in g  here s t r i c t l y  to  the p r iv a te  secoor oi uhe Lconony.
ih u S ^ ex c lu d ed  a r e  lo a n s  r a i s e d  by  th e  S t a te  iro m  ohe London C a p i t a l  
M ark e t. T hese iiave b e e n  d e a l t  m t h  i n  e a r l i e r  c h a p te r s .
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Compared w ith  the data fo r  post-1960 p eriod , the f ig u res  fo r  1990-99 

u m erestim ate  the r e la t iv e  va lu es because they  r e fe r  only to  n et ad d ition  

to f ix ed  c a p ita l investm ent w liile  the former r e la te  to  o v e r a ll n et in 

flow  (a f t e r  allow ance has been made fo r  gross o u tflo w ). Tables 49 and 

4o examine th ese  data in  tern s o f th e ir  con trib u tion s to  c a p ita l form

a tio n  in  N ig e r ia , The la t t e r  d ea ls  e x c lu s iv e ly  v/itii the post-independence  

pv^riod. Let us look f i r s t  a t Table Zf-9. I t  sho\/s fo re ig n  c a p it a l 's  

con trib u tion  to  (n e t)  f ix ed  investm ent in  the economy, I  have separated  

the tv/o periods 1990-99 ard 1969-60 beca.use of the breal: in  a v a ila b le  

data , the e x is te n c e  of q u a lita t iv e  d if fe r e n c e s , and because of an analy

t i c a l  requirement v/hich becomes c le a r e r  p r e se n tly . The co n tr ib u tion  o f  

nearly  to  n et f ix ed  c a p ita l form ation in  the decade 1990-99 was a 

high one by any standard. The s iz e  o f  the co n tr ib u tion  v/as even h igher  

vfith in  the p r iv a te  s e c to r . However i t  must be remembered that th is  was 

the period when  the Govemrment had l e f t  the buJd: o f dom estic non-

in f  ra stru ctu ra l caiDital form ation to p r iv a te  e n te r p iis e  -while i t  v/as
7

in v estin g  i t s  own. 'sur^jlus' c a p ita l abroad. This estim ated co n tr ib u tion  

to  f ix e d  c a p ita l form ation i s  not an adequate measure o f  the exten t to  

which fo re ig n  en terp r ises  had sunJc th e ir  c a p ita l resources in  th e commerce, 

m ining, transport and in d u str ia l ventures during t l i is  p eriod . O utside  

mining, and e s p e c ia lly  fo r  merchandizing firm s v/ho fom ed  the bulk o f  

fo r e ig n  en terp r ise  in  N ig er ia , f ix e d  a s se ts  (and -tiieir increment) form 

a r e la t iv e ly  sm all proportion o f  the to ta l  c a p ita l employed in  the Countiy. 

For companies l i l i e  U.A.G, cind John H olt L-td., v/ho were forcée' by the  

p attern  o f th e ir  trade to cariT.r la rg e  stocic o f  goods and cash b a lan ces, 

a look  at th e ir  f ix e d  a s se ts  data g iv e s  an erroneous p ic tu re  o f th e ir  

f in a n c ia l stalce in  the economy. For example a f te r  the l a s t  war U.A.G. 

had locked up in  i t s  operations both in  N ig er ia  and Gold Coast (Ghana)

7 . See above Oiiapter 7 , Pages 367-368
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a sum o f  n early  o f v/hicli on ly  vms in  f ix e d  a s s e t s .  Gash

balances amounted to  over The fa c t  th a t the fo re ig n  c a p ita l’ s

con tr ib u tion  to  the economy during the period  was larger  than th a t shovm 

in  the s t a t i s t i c s  of balance o f Pajnnents or of f ix ed  c a p ita l  form ation  

was recognized by the World P'anli m ission  o f 1^53. I t s  Report su ggests  

th a t xhe annual va lu e o f other components o f  fo re ig n  companies' c a p ita l  

in flow  -  cash h old ing , fo re ig n  debts cjid h e a d -o ff ic e  l i a b i l i t i e s ,  fo r  

which data were not e a s ily  a v a ila b le , niigîit 'well run in to  sev era l m illio n s  

o f pounds.^ Purtheimoi'e in  the days b efore  n a tio n a l (c e n tr a l)  banlcs, 

n ation a l cu rrencies and exchange c o n tro ls , firm s lilc e  U.A.G. moved 

ca p ita l around g u ite  regulu.rly v /itliin  the -Test A frican currency system  

area, or between ,/est A frica  and the r e s t  o f the S ter lin g  Area a f te r  

by-passing th e  lo c a l  banking system and o f f i c i a l  cliannels Thus not only  

was i t  d i f f i c u l t  to  estim ate b efore  tlie la t e  '30s the amount being  

employed by trading" companies in  a p a r tic u la r  co ntry a t a p a r tic u la r  

tim e. The o f f i c i a l  estim ates "of c a p ita l in flo w  derived from bal;uice o f  

payments f ig u r e  do not provide a f u l l  measure o f  the degree to  which 

p rivate  in v esto rs  have increased th e ir  StaJ:e in  T ropical A frica" .

The conclusion  th a t can be drawn from both the M s s io n 's  observation  and 

.A .G .'s  statem ent i s  that the actu a l con tr ib u tion  o f fo re ig n  p r iv a te  

c a p ita l in  th e decade preceding Independence, to  commerce and economic 

expansions in  R igeria  was b igger  than th at d er iv a b le  from a v a ila b le  

s t a t i s t i c s .

6 . U.A.G. -  S t a t i s t ic a l  And Economic Review (SERj No. 4  Sept. 1949
A r t ic le  e n t it le d  'Some f in a n c ia l A spects o f Trading in  b est A frica' 
Page

9 . I .B . i.D . Report (1931-) on. c i t  Page 144 G/F Chapter 7 Pag.es

10. See Quotation in  Ghapter 6 Page And P . Bauer N est A frican  Trade 
on. c i t . Pages 1&2|.-183.

11. U.A.G. ■- S.B.R , iTo. 21 i.arch 1938 Pages 14-13
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The outstanding fo re ig n  c a p ita l employed in  N igeria  expanded rap id ly  

a fte r  the v/ar e sp e c ia lly  a f te r  the post-w ar shortages in  inported goods 

began to  ease . There i s  no d ir e c t  estim ate o f i t s  s iz e  before the s ix t i e s ,  

but we can make an in d ire c t one. P .J . P ed ler estim ated the va lu e o f  fo r 

eign  c a p ita l in vested  in  the four B r it ish  N est A frican  t e r r it o r ie s  in  

I 'id -f  i f t i e s  to  be about 12001'.^  ̂ Assuming a r a t io  o f  3*3: l i :  i  in  th e  

d isp e r sa l o f t h is  c a p ita l in  h ig e r ia , G-old C oast, Sierra-Leone and Gambia 

r e sp e c t iv e ly , the amount a t stal-ce in  N iger ia  during t i l ls  period was 

th erefore about BIOOH, U.A.G ., the leading B r it ish  trading conpany in  

West A frica  employed a to ta l  o f in  th ese  t e r r i t o r ie s  in  1933/54*"' ^

N ig e r ia 's  share would probably have been in  the region  o f £23M. The f ig . r e  

of £ 100M fo r  1934/33 compares w e ll w ith  the estim ated d20ll employed in

1937."'^ By 1962 however the book va lue o f  outstanding c a p ita l had r ise n
15 _to  -2220.911 , tlia t i s , \^hundred-fol%  in crea se  in  tw en ty -fiv e  yea rs .

Having sa id  a l l  th ese  about the period  b efore Iixlependence, the question

may now be asked: v/as fo re ig n  c a p ita l 's  q u a n tita tiv e  con tr ib u tion  to

N ig e r ia 's  c a p ita l resources a t th a t time o f th e  upmost importance? I'e'vej

seen in  the l a s t  chapter th a t t l i is  s t a t i s t i c a l  importance was the d ir e c t

res i t  o f  a curious Government p o lic y  of in v e s tin g  ' surplus ' c a p ita l

overseas. The a lte r n a t iv e  to  p r iv a te  c a p ita l in flow  would not have been a

c a p ita l vacuum or a severe shortage. 'The e s s e n t ia l  ra ison  d' e tr e  fo r

fo re ig n  en terp r ise  in  N ig er ia  up to  la t e  1930s was not the extra f in a n c ia l

resources i t  made a v a ila b le  -  indeed the economy u/as gen erating  more tlian

i t  v/as consuming and in v estin g  d o m estica lly , but the o ther item s in  the

investm ent package. I t s  major con tr ib u tion  la y  in  the p ro v is io n  o f know-
%

hov/ both tech n ica l and m anagerial, p a ten ts , sources o f imported goods and

12. F .J . P ed ler :“ 'Foreign investm ent in  N est jlfr ica ' In tern a tio n a l A ffa irs  
No. 31 1933 Page 439.

13. See U .A .G .:- S.B.R. No. I 6 Sept. 1933 a r t ic le  e n t it le d  'c a p ita l  
employed’ .

14. See above Ghapter 6 Page 328.

13 . See Table 47
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m a te r ia ls , q u a lity  con tro l and other r e la te d  fa c to rs  th a t make fo r  a 

’modem' economic environment and se c to r , Tliis i s  e s s e n t ia l ly  a r e in -  

te r a t io n  o f the p o in t made e a r lie r  in  the l a s t  c h a p t e r .H o w e v e r  i t  i s  

su rp ris in g  to  fin d  tlia t fore ign  firm s them selves continued to  p la ce  the  

emphasis on th e ir  f in a n c ia l  con trib u tion .^ ' The above observation  meant 

th at th e emphasis should be on q u a lita t iv e  rather than q u a n tita tiv e  

co n tr ib u tio n . During: th is  period tlie sp o tl ig h t  should be on such questions  

as to  v/hat r o le  major fo re ig n  en terp rises d id  p lay in  h elp ing  to  crea te  a 

new breed o f  sm a ll-sc a le  indigenous entrepreneurs, in  bridging the tech n ica l 

backv/ardness o f  the economy and in  d iv e r s ify in g  th e sources o f N ational 

froduct?

The q u a n tita tiv e  con trib u tion  o f fo re ig n  p r iv a te  c a p ita l in  the  

1960s was fa r  more important lian in  the preceeding; decade, e s p e c ia l ly  

so in  years when the exchange reserves were being rap id ly  depleted^^ and 

b efore  earnings from o i l  e:q)ort began to  make su b sta n tia l con tr ib u tio n  to  

the n a tio n 's  exchange and savings resou rces. The s ix  years ^1963-6o) fo r  

which estim ates are made in  both Tables 43 nnd 46 correspond c lo s e ly  to  

the s ix  years ( 1962/ 3  -  1967/6) o f the 1 s t  N ational Development P lan .

Foreign corq^anies contributed  an average o f 21^,2/^ to  net filled  c a p ita l  

form ation during the p lan  T^eriod. I f  we r e la te  the 'nominal' n et annuial 

in flaw  to  gross capited. form ation, we fin d  tliat in  I 962-67 (6  y r s . ) ,

1962-60 (7  y r s .)  and I 963-60 {6 y r s . )  fo re ig n  c a p ita l accounted fo r  22;0, 21 . ^j 

and 22 .4/0 r e sp e c tiv e ly  out o f the t o t a l .  In 1963-60 thei-e was not much 

d iffe r e n c e  in  the percentage con trib u tion s to  net and gross c a p ita l  

form ation though in  Value ter;is f20C.2l.! out o f  an in flow  o f f289.9N  

went to  n et f ix e d  investm ent. In  the same period th is  nominal in flo w

16 . See Chapter 7 P a g e s  370-371

17. G/F U .A .G .:-  NO21 ou. c i t  a r t ic le  e n t it le d  'The Finance .,lnd
Development in  T ropical A frica  -  I I '  .

18. See above Chapter 7 Pages 387-388and Table 23.
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amounted to  nearly  33 / of P riva te  Sector gross c a p ita l form ation ('Table 4 6 ) .

To g e t  an appropriate and meanin^Tul p ic tu r e  of the ex tern a l con trib u tion ,

i t  i s  e s s e i' t ia l  that only appropri;.'.te data should be re la ted  to  each other.

For in  some s tu d ie s  of N igeria  where estim ates and coi.parisons l ik e  tliose

I have attempted here are made, the r e s u lt s  are v i t ia t e d  by the absence o f

19any d is t in c t io n  between gross and net in vestiren t, For example botli Hay 

20and io k o lsk i re la ted  the sm aller estim ates o f net f ix e d  c a p ita l form ation  

(by fo re ig n  en terp r ise s) to  to ta l resources a v a ila b le  for  investm ent. Thus 

fo r  the period  b efore Independence they found r e sp e c t iv e ly  overseas p r iv a te  

en terp r ise s  to  have contributed an average o f 14. 7/  and I 3. 6 /  to  c a p ita l  

form ation. Each o f  tlie two percentages i s  l e s s  tlian h a lf  o f  ny or/n above 

estim ate.

Table 46 g iv e s  us an idea o f the s iz e  o f p r iv a te  c a p ita l flow ing in to

N igeria  in  r e la t io n  to the to ta l  going: to  a l l  L.D.G .s from D.A.G ./O.S.G.D.

co u n tr ies . D .r in g  the period 1363-68 N igeria  received  about 6 .1 2 j of

d ir e c t  investraent c a p ita l ,  tliough v;itliin  A frica  she was one o f the lead ing

r ec ip ien t co u n tr ie s . Indeed in  BlacI: A frica  she liad the la r g e s t  in flow

uuring the g rea ter  part o f the 1360 decade. In  19o3-66 fo r  exaiiple she

received  an average about a quarter of A fr ic a 's  d ir e c t  investm ent c a p ita l .

Ti'iis was no doubt due to  the growing heavy investm ent in  petroleum e:splor-
21a tio n  and production . The same fa c to r  i s  r e f le c te d  in  the s iz e  of outstand

ing fo r e ig n  investm ent in  her in  r e la t io n  to  the r e s t  of L.D.G.s in  Af’r ic a .

In 1366 fo r  example she accounted fo r  about 24.^0 o f to ta l  d ir e c t  investm ent

in  them though w ith in  a l l  L.D.G.s th is  accumulated stock  amounted to  ju s t  

22under 4 / .  However her share o f d ir e c t  investm ent flaw s in  the aggregate

19 . R, Hay; 'D ii-ect Overseas Investrient in  N igeria  1933-63' op« c i t  
Table I I  Page 248

20. A. Sokol sk i:  The Establishm ent o f Nanufacturing in  N igeria  op. c i t  
Table 31 Page I 80

21. See Table 2.

22. These percentages are ca lcu la ted  from Data in  Tables 2 ,3  and 47 .
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going to  a l l  L.D.G.s compares favourably w itli her share o f o f f i c i a l  ajnd 

m u lt ila te r a l agencies disbursem ents. During the same period I 963- 66, the 

la t t e r  as Table 30 shews amounted to  ju s t  over Ifo.

A comparison o f  the ( fo r e ig n  investm ent) con tr ib u tion  a c tu a lly  achieved  

during 1963-60 and the targeted  le v e l  proposed in  the F ir s t  N ational 

Development F lan  revealed in te r e s t in g  f a c t s .  As Table 48 shaws the 

cum ulative le v e l  o f G.D.C.F. was liigher than the planned ta rg et d e sp ite  

the outbreak o f c i v i l  v;ar in  Ju ly  I 967 and th e tra n sfer  o f Government 

resources away from development expenditures to the v/ar e f fo r t .  The la t t e r  

fa c t  i s  revea led  by the s iz e s  o f  p u b lic  s e c to r 's  achievement and the planned 

ta ig e t .  The p r iv a te  s e c to r 's  con trib u tion  n early  doubled targeted  le v e l  

and reversed the expected re sp ec tiv e  co n tr ib u tio n  w ith  the p u b lic  s e c to r .

Thus i t  achieved a 64. A  o f the t o t a l  in stea d  o f th e  planned 3 6 .5 / /  and 

continued the Fre-196ü r a tio  which Govemraent economic p o lic y  had sought
23to change'. The Development P lan  i t s e l f  in tim ated  that the planned p r iv a te  

se c to r  con trib u tion  was a con servative one and some-how ecq^ected the  

aggregate le v e l  to  be liigher, but not as much as the achieved l e v e l .  The 

fo re ig n  p r iv a te  c a p ita l component o f the P r iv a te  se c to r  a lso  surpassed  

exp ectation  -  in  con trast to fo r e ig n  aid; but th is  v/as due la r g e ly  to  

heavy investm ent in  petroleum , 'forced ' investm ent in  o ther se c to r s  tlirough 

in a b i l i t y  to re?;iit c a p ita l and investm ent income, w h ile  foreign-ov/ned  

manufacturing firm s wore enjoying a boom in  consumer goods production in  

response to v/ar-tim e heavy import r e s t r ic t io n .  The aggregate 'in flo w ' in  

fa c t  hid a ser io i:s  slacl: in  n o n -o il c a p ita l in flo w , I  s h a ll  return  to  th is  

poin t p r e se n tly . The r e la t iv e ly  lower percentage o f fo re ig n  p r iv a te  ca p ita l  

to  p r iv a te  se c to r  i s  both a r e f le c t io n  o f  the boom in  indigenous investm ent 

in  food, beverage und t e x t i l e  manufacturing (a s  a r e s u lt  o f th e  import

:3. Annual average r a tio  1951-60: P r iv a te  se c to r  63 .4/%, P u b lic  se c to r  
3 0 . 6 ;  c.
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r e s tr ic t io n s )  and the curtailm ent in  'fr e sh ' c a p ita l in  n o n -o il fo re ig n  

investm ent. S t i l l  the percentage achieved in  r e la t io n  to  G.D.G.F. v/as 

higher than planned.

To summarize, the con tr ib u tion  of fo r e ig n  p r iv a te  resources to  c a p ita l  

form ation, to a broader d iv e r s i f ie d  c a p ita l base o f the economy s in ce  the  

war has been a major fo rce  in  N ig e r ia 's  economic p rogress. I 'h ile  the 

q u a n tita tiv e  con trib u tion  during 193C-3B was r e la t iv e ly  secondary to  i t s  

q u a lita t iv e  impact, i t  s t i l l  helped to  generate a 12,6%  annual se a l growth 

ra te  in  gross investm ent during the p eriod , thus enabling th a t economic 

In d ica tor to  be one o f the f a s t e s t  growing. The same co 'ld be sa id  of 

the Post-136c p eriod . A u.u)? annual growth ra te  was achieved during I 36U- 

67, a ra te  that was greater  than that o f dom estic saving and more than 

double that of

I t  was th is  recogn ition  o f fo r e ig n  p r iv a te  oapitsJ.' s past e f fo r t s  

coupled w ith the in e v ita b le  dearth o f jdomestic development c a p ita l a t  the  

end of a protracted  c i v i l  war th a t prom-^W the authors o f the Second

1 .a tion a l Development _ Ian 1370-74 to  envisage ne, r l y  a th ird  of the p er io d 's

c a p ita l form ation emanating from fo re ig n  e n te ip r ise s  e s p e c ia lly  th ose
25already estab lish ed  in  the co'ontiqr. There were however other fa c to r s  

underlying th is  r e la t iv e ly  liigh (comparable to  pre-independence con trib u tion )  

expected in flow . F ir s t ,  the disappointment w ith  fo r e ig n  aid and i t s  tjring; 

And secondly, the fa c t  th a t o i l  indust iy  investm ent was e>ç)ected to  a c c e l

era te  during the p eriod . C erta in ly  fo re ig n  p r iv a te  c a p ita l tlia t poured in to  

o i l  exp loration , production and marketing has been i'he  most s in g le  fa c to r  

in  l i f t i n g  N igerian  investm ent programme up to a resp ectab le  l e v e l  in  the  

l a s t  decade, end in  allov/ing the le v e l  o f the F ir s t  N ational P lan  ta rg et to

24 . C/F K. Lan^'ley. ' The N:d:ernal Resource F actor in  N igerian  Economic 
Development' IDE..S Ju ly  I 368 on. c i t  Page 171

23. See Table 2o and Pages 383 Chapter 7.

26. C/F H.D. Nelson e t  a l:  Area Handbook fo r  N igeria  1372 op. c i t  Page 378
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be reached d e s p ite  the abandonment of the P lan  i t s e l f  (Table 48) .  Second

to o i l  has been the f l a f  of new câ  i t a l  and the redeploynent of the o ld

ones in to  import -  rep lacing manufacturing induntnr. Thus i t  was p o s s ib le

fo r  mining ( la r g e ly  o i l )  to  grow a t (r e a l)  annual average of <-'̂ 0.4̂  nnd
27m enufactaring production  a t  l .J p  during I 36O-66 . Foreign in v esto rs ' 

e a o ita l has a ls o  been v i t a l  to the fin an cin g  o f o v e r a ll in d u str ia l a c t iv 

i t i e s  in  N igeria  which a lso  grew a t an :uinual average ra te  o f 1 8 .4 .J 

^uring the seme p eriod . How'cvei’ f in a n c ia l co n tr ib u tion  a lso  e n ta ils  

en terp rise  ov.nershi^. end c o n tr o l, according to  the o f f i c i a l  In d u str ia l  

 ̂ rvey o f N iger ia  I t . t ,  6C . of the paid-up share c a p ita l o f p21 lim ite d  

Gom_'anies in v e s tig a te d  was o f  fo r e ig n  o r ig in , imiorp: medium and la r g e -  

sc a le  en terp r ise s  tire ; eroentage was even h igh er, fo r  according to  ...IT. 

hd:am, more than tlir.. e-'g iartcrs by value of the iido is tr ia l  en terp r ise s  

( id e n t if ie d  by n a t io n a lity  o f in v esto rs)  in  the economy in  13(4  were crwTicd 

by fo re ig n e rs , N r it ish  b u sin esses  owned about Isalf the to ta l  and among
28fo r e ig n  companies they o\,ned and con tro lled  over 80; T,"" Ilov/ever as Table 

4.7 sh-O'./s the o r it io h  share o f outstanding stock  o f  fo re ig n  inves'tiaents in  

the countig'- i s  grorlually d ec lin in g  as other cap ita l-e icoortin g  co u n tr ies  

mg'and th e ir  stalze in  the occ.nomy, p a r tic u la r ly  the er ic  ans in  the o i l  

indust j y . The ta b le  a lso  shov/s the continuation  in  tiie growth o f outstand

ing foreT-gn investm ent in  Nig',jria v/hich by 1988 has reached a book va lu e  

of over hbOOk. The estim ates sho,/ the le v e l  t c  have more tlian doubled w itliin  

h a lf  a decade. In  actu al fa c t  t l i is  was not so , fo r  the estim ates a ls o  r e f le c t  

improved coverage both g u a n tita t iv e ly  and q u a lita t iv e ly . For e: amp l e  when 

the annual survey started  in  19og, banlcing, insurance and shipping were 

o r ig in a lly  e;:cluded; -while 'lie  coverage had extended from p88 companies

27 . U .N .:-  World hconomic .r r v e ; 1909-7C. S t a t i s t i c a l  im e:: Table A.p
Pa';e lb  p.

28. À.N. Ilakam: 'The N o tiv a ticn  to Investment And the Io c a tio n a l p a ttern
of fo re ig n  P r iv a te  In d u ssr ia l Investments in  N ig er ia ’ ilJhoS Vo'. 3, I 966 
O'; '. ci t  Table 4. Page op
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in  the e a r l ie r  year to 384 coirqjanies in  1968.^^ Outstanding fo r e ig n

investm ent in  f ix ed  a sse ts  were £34111 and £ 336, 91: in  I 967 and 1968

r e s p e c t iv e ly . D is tr ib u tio n  of ownership fo llow ed  the same p attern  as that

o f to ta l  fo r e ig n  investm ent, w ith  the United Kingdom accounting fo r  £20011
30of the ( f ix e d  a s se ts )  t o t a l .  Table 47 a lso  sho\7s the gap between p a id -  

up c a p ita l (including;: reserv es) and 'o th er  l i a b i l i t i e s '  to be continuously  

narrowing over the decade, i’he im p lica tion  i s  a favourable one fo r  the  

economy; fo r  as im p o rt-su b stitu tio n  in d u s tr ia l en terp rises  e s ta b lis lied  a t  

the beginning o f the decac.e began to fin d  th e ir  f e e t  and show p r o f ita b le  

returns, the tendency on the part o f fo re ig n  in v esto rs  to r isk  le s s  o f  

th e ir  ovm funds and re ly  on borrowed c a p ita l waned. In f a c t  there are  

other fa c to r s  involved in  th is  c a p ita l-g eo r in g  teclinique other than r isk  

avoidance e s p e c ia lly  v/iien we are d ea lin g  w ith  su b s id ia r ie s  and branches o f  

in tern a tio n a l fiim s in  developing countri.es. In  o f f i c i a l  ITigerian surveys 

the c la s s i f i c a t io n  o f coirponents o f  c a p ita l employed by fo r e ig n  firm s and 

su b s id ia r ie s  in to  the two broad ca teg o r ies  o f  owned aid owed c a p ita l i s  

d e fe c t iv e  fo r  econanic a n a ly t ic a l purposes. I t  i s  based more on Acco^Jinting 

needs. In  the above data talcen from the annual fo r e ig n  investm ent s ’-irvey, 

paid-up c a p ita l a lso  included loan c a p ita l ,  w h ile  'Other l i a b i l i t i e s '  

estim ate i s  la r g e ly  ccr.iposed of head o f f ic e  ' loan' and other ex tern a l trade  

and supxilier c r e d it s .  In  ny opinion bo tli lo a n  c a p ita l which could have been  

from lo c a l  or fo r e ig n  bah!': and 'Loan' in jec te d  in to  the su bsid iary  by the

parent company should be in  reverse  c a te g o r ie s . In  N igeria  (and in  o th er

31developing cou n tries) fo r e ig n  conyanies e s p e c ia l4}- the American have 

found i t  convenient, fo r  c a p ita l movement and tax avoidcnce purposes ( in

29 . See C entral Ban]: o f  u ig e r ia :  'F oreign  Investment Survey'; Foreign  
K rivate Investment in  I 967 and I 966' in  Economic imd. _ F in a n c ia l
Review lE .F .R .) June 1964, June 1971 r e sp e c t iv e ly .

30 . Ib id  1971 Review Table 4 Page 10

31 . See C entral Bank o f N igeria ; ’k r iv a te  F oreign  Investment in  I 9 66 '
E.F.R. June 1970 Page 13*
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th e ir  home arrl. host cou n tries) to  tra n sfer  c a p ita l resources to  th e ir

su b s id ia r ie s  in  form of loans and c r e d its  rather than tlirough d ir e c t

equ ity  shares p a r tic ip a tio n . S t r ic t ly  speaking, inter-company s e l f -h e ld

debt cannot be looked upon as 'borniowed' capita.1, P eter  K ilby who has

looked c lo s e ly  a t the f in a n c ia l stru ctu re  of some fo re ig n  manufacturing

film s in  N igeria  has th is  to  say o f the in v esto r  employing s e lf -h e ld  debt

c a p ita l : "ploughing bacîc o f p r o f it s '  in  order to  e f f e c t  the loan repayment

coupled wâ-th only a moderate p r o f i t  rem ittances, i s  more acceptab le to

the N igerian  doveminent and p u b lic  op in ion  than i f  th e  equ ivalent amount

appeared s o le ly  in  the form o f p r o f it  on an a l l - e q u ity  investm ent. Should

th ere be fo re ig n  exchange r e s t r ic t io n s ,  debt serv ic in g  i s  cinllkely to  be

cu rta iled  whereas p r o f it s  are. . . . . b y  providing a s ig n if ic a n t  i^art o f h is

cap ira l in  the forn o f a loan  the entrepreneur can l im it  ii is  lo s s  in  the

event o f  b u sin ess fa ilu r e  -  i f  on ly because c r e d it  lo s s e s  are tax; deductable
32

w hile lo s s e s  on equ ity  investm ent are not."  h in t  we should be concerned 

w ith  i s  iiie  ' true' gearing r a t io ,  tliat i s ,  between the aggregate in tr a 

group c a p ita l employed and that borrowed from o u tsid ers  -  banlcs, equiixient 

su p p liers  and other c r e d ito r s . The movement in  th is  ratio; determ ines the 

exten t o f r isk  being assumed by fo r e ig n  in v esto rs  and M s lo c a l  j o in t -  

XDurtners, the confidence o f the former in  the lo c a l  econcmy, tiie  a v a i la b i l i t y  

of and th e ease in  gaininr; banlc loan  and advances both lo c a l ly  ruid abroad, 

and the performance o f M s ven tu re. S im ila r ly  the exten t o f s e l f - h e ld  debt 

by the parent company r e f le c t s  the grading o f  the lo c a l su bsid iary  betv/een 

the extrane p o s it io n s  o f a robing venture and a lon^q-term investm ent under

tak ing. The form o f a v a ila b le  s t a t i s t i c s  on fo re ig n  investm ent in  N iger ia  

do not make i t  p o ss ib le  to e s ta b lis h  the t r i e  gearing reitio fo r  th e  o v e r a ll 

l e v e l .  However i f  we d iv id e  the aggregate n et a d d itio n  to investm ent in

32. P eter K ilby, Ind u s tr ia liz a t io n  in  An Open Economy N igeria  1943 -  1966 
on. c i t  Page 122
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t-ue b y ears 1963-ue in to  o'. ned and debt c a p ita l oa.i>onents ujxl include  

in  che former ' l i a b i l i t i e s  to head o f f i c e , '  ue fin d  th a t a f i f t h  of the  

inflow (vdiich in  fa c t  inclu.dal unremit ted  p r o f i t s )  was in  form of debt

33f in n ic e .  jhiohcv^r of th e  t\/o estim ates o f g erring -  the one in  Table 

47 which g iv e s  a rati--; o f 3 4 :4 b or the one above uhioli g iv e s  a r a t io  o f  

1:4  fo r  a d d ition a l ca d ta l  -  approximates to  the true p o s it io n  in  N igeria , 

th ere i s  no doubt about the important ro le  gearing p lays in  the s tra teg y  

fo r  achieving a ' correct' c a p ita l stru ctu re  o f  fo re ig n  investm ents*  

h ich a e l Kidron has a lso  dravm a tte n tio n  to  a s im ila r  s tra teg y  in  India  

where fo r e ig n  f ir .is  fea tu re  " excep tion a lly  high" gearing r a t io s .  They are

high not merely in  r e la t io n  to  th e ir  parent f ir n s  but even in  the Indian

34con tex t,

'ITRdlvQITTED PROFIT; The annual in f la . s we have been d ea ling  w ith  above 

o f course include a la rg e  amount o f  earnings and p r o f it s  th a t have not 

been rem itted  co parent coim^anies and fo r  shareholders, but reta ined  lo c a l

ly  fo r  ploughing bad: in to  the b u sin e sse s . As i e 'v e  seen in  an e a r l ie r  

chapter, th is  process of i*etaining a su b sta n tia l part o f p r o f it  fo r  e:-p>an-

s io n  pr ^gramme has been a main fea tu re  o f fo re ig n  investm ent in  N igeria  

35s in c e  I 867. U.A.G. fo r  eicample, lias b. l i t  up i t s  a s se ts  in  N ig er ia  ivhich 

were worth <148.54 in  I 96I , la r g e ly  out o f ploughed bad: p r o f i t s .  R.S. Nay 

reports tliy.t in  195o-uO U.K. companies in  N igeria  retained  on average 

o f  th e ir  earning, and in  I 96I -63  a l l  fo re ig n  conpojiies on average retained  

66lc. ^  Again according to  196b Foreign Investment Survey, overseas comptuiies 

retained lo c a l ly  59/  and 74 . o f  th e ir  p o s t- ta x  earnings in  19b6 and ' 68

33. That i s  £48.811 to  £241 .ON. C alcu lated  from data g iven  in  Table 2 
rage o u .F .R . June 1971.

34. M. K idr:)n : F o re ig n  In v e s tm e n t i n  I n d i a ,  on. c i t  P age  231

35. C/F G .E .C .:- Commonwealth Development Imd i t s  Finauicing No, 5 : 
N igeria  op, c i t  Pago 39

36. R .S . Nay : 'D irec t O verseas  In v e s tm e n t i n  N ig e r ia  1953-63' o ; b i t  
r a g e  2o l
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respectively.^"^ The excep tio n a lly  h igh le v e l  o f i-inremitted p r o f it  in  

the la t t e r  year nuct have been a ffe c te d  by Exchs.nge r e s tr ic t io n s  imposed 

during the war. The d iffe r e n c e  in  the Pre- and Post-l^oÜ  percentages 

r e f l e c t s  the changing p a ttern  o f fo r e ig n  investm ent se c to r a l concentration  

away f  rom the old e s ta b l i s h e d  ' co lo n ia l' e n t e r  c r i s e s  in  commerce, bonld.iig 

and a l l ie d  s e r v ic e s ,  a g r icu ltu re , and tran sporta tion  to  in d u str ia l man

u factu rin g  en '.erx 'ises and petroleum p ro d u c t io n  ('Table 4 9 ) . In  the 

1960s the la t t e r  ly p e  o f  ventures were s t i l l  in  the in fa n t s ta g e . With 

r o s t - c i v i l  war easing o f exchange c o n t r o l s  and the matr^rity o f the 

la t t e r  bu sinesses i t  i s  expected th a t both p r o f it  .and the part o f i t  

rem itted  abroad wi.Ll in crea se  s ig n if ic a n t ly  in  the 1970s and early  ' GOs."^ 

The data below i s  o f the annual in flow  during the 1960s and th a t  

part of i t  which was in  f a c t  unremitted p r o f i t s .

:AB £̂ hi

1961 62 63 6 l  63 66 67 60

Net in flow  1:27.$'1 17 .7  37.9 63.0  55 .2  4 9 .4  4 7 .6  36.7
o f which
Nnremitted p r o f it  £ 2 .7 :  7 .9  1 3 .4  17.8 37.6 59 .5  26.1  16 .7

(S o u rc e : C entral Tanlc o f l i p e r i a :  Foreign Investment Surve2̂ s 
1905, 67, bO. E.F.R . D ec. I 967 & Jn n e  1971)

The s h a re  o f u n re m it ted p r o f i t s  o r  r e t a in e d  e a rn in g s  in  th e  f i r s t  f o u r

years were r e la t iv e ly  sni.-uller than th ose in  the la t e r  years» when

p o l i t i c a l  u n cer ta in tie s  wiiich culminated in  the C iv i l  Tkr I 967-60

reduced f o r e ig n  in v esto rs  confidence in  tlie N ig e r ia n  econoiry. The

e f f e c t  v/as that on one liand tlie flow  of fre sh  c a p i t a l  vms cu r ta ile d

and on the other Itcchange c o n tr o l s  r e s tr ic te d  the outflows of investm ent

income. Table ii4 a lso  shows th a t n et ciggregate in f  la ?  readied a peak

in  1964 and th erea fter  started  to  f a l l .  TM s dowiw/ard turn continued up

37. C e n tra l  Banlc o f  N ig e r ia :  E .F .H . Ju n e  1971 o : . c i t  P age l b .

3b. See below  fag  es 492-499
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to  th e  end  ̂ sp ite  of su b sta n tia l c a p ita l inflovv in to  the

o i l  in d u stry . The la t t e r  inflo-w apart, "the reduction  in  d ir e c t  in v e s t -
59raent in  o th er sec to rs  v/as p a r tic u la r ly  d isq u ietin g"  . In  1966 fo r  th e  

f i r s t  time parent companies witlidrei? c a _ ita l  from th e ir  su b s id ia r ie s  to  

the tune o f £ 1 6 .5 4 . This n egative value o f net ' l i a b i l i t i e s  to  head o f f ic e '  

v/as in d ir e c t ly  talc en out o f unremitted p r o f it  fo r  the year vdiicli as tlie  

data above shows v/as more than tlie net in flov /. O utside o i l ,  fr e sh  eq u ity  

c a p ita l ceased to  flow  during the war, on tlie contrary, parent companies 

continued to  vdthdrav/ t l ie ir  'loan s' to  lo c a l  s u b s id ia r ie s . In I 967,

B r it ish  firm s witlidrew £10.>1, ;.uid those from Western Europe £2.511. The 

corresponding f ig u r e s  fo r  19o6 were £14.4^  and £ 5 .7 4  r e s p e c t iv e ly . These 

v/itlidrav/als were o f f s e t  by U .S. o i l  c a p ita l in f  love and other debt l i a b i l 

i t i e s .^ ^  Though fig u re  fo r  net in flaw  in  I 969 i s  not a v a ila b le , a look  

a t balance o f payments estim ate o f c a p ita l outflov/ fo r  the year, in c lu d in g  

£19.21  from the o i l  sec to r  suggests th a t the le v e l  would be much sm aller  

than th a t o f previous y e a r .^

Data shown in  Tables 49 and 50 g iv e  us an in s ig h t  in to  the changing 

pattern  of fo re ig n  p r iv a te  investm ent in  il ig e r ia  which I  b r ie f ly  referred  

to e a r l ie r  on. 7e have seen  again  in  an e a r l ie r  chapter th a t B r it is h  

c o lo n ia l investm ents before the Second 1/orld War v/ere concentrated in  

eccport-iiT^ort merchandizing, t in  mining and banking s e r v ic e s . A fter  the  

war, co a sta l sh ipp ing, road tran sport, minor p la n ta tio n  a g r icu ltu re  and 

c i v i l  engineering con stru ction  were added. Towards the end o f  the f i f t i e s  

v/hen the malting of economic p o lic y  had passed on to indigenous hands and 

a p o lic y  o f  d iv e r s i f ic a t io n  through in d u s tr ia liz a t io n  v/as being enunciated ,

59. H.D. N elson e t a l ; -  Area Handbook o f  N i g e r i a  1972 op. c i t  Page 375.

40 . C entral Bank Foreign Investment Survey 1968. E .F.R . June 1971 Table 
2 Page 8 .

4 1 . C/F H.D. K elson e t a l : -  Area Handbook o f N ig eria  Q P . c i t  Pages 
375-379.
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old fo re ig n  in v esto rs  responded h '  gradually  redeploying th e ir  c a p ita l  

away from general mercliandi sing and s e iv ic e s  to  the nev/ im p o rt-su b stitu tio n  

manufacturing., o ften  jo in t ly  v/ith th e ir  prev ious fo re ig n  su p p liers  v/hose 

prirruii^' m otive was to p ro tec t th e ir  m arkets. New b u tsid er' in v esto rs  came 

in  too, in  search o f op p ortu n ities in  th e in d u str ia l f i e l d .  Increased  

purchasing power in  a r e la t iv e ly  large and populous market coupled w ith  

generous in c e n tiv e s  were s t im u li to  the new stru ctu re emerging a fte r  

independence. O il production fo r  export which began in  195S sta r ted  to  

boom by Id d -S ix t ie s  and in  e f f e c t  become the most irrportant s in g le  

phenomenon to r a d ic a liz e  the N igerian economy s in ce  the la y in g  o f the  

railw ay l i n e s .  The indec: o f Crude o i l  productions rose from a 1963 base 

( 100) to  1910 by 1971 d e sp ite  war in terrup tion /*^  and i t s  export value  

in  the same year £476. 5]0 more than doubled the aggregate va lue o f th e  

rœ iaining exports put together ( £ 1 7 0 . 2 1 . 1 ) The BM get speech fo r  1973/74  

expects the industry to  "contribute w e ll over 75)6 o f  the Federal Government 

revenue in  the F inan cia l Year".

3y 1966 investm ent in  mining and quaing^ing ( o i l  and t in  production) 

has a ttra c ted  the lc .rgest s l i c e  of fo re ig n  capito.1, fo llow ed  by trading  

and s e r v ic e s ,  and manufacturing and p rocessin g  (Table 4 9 ) .  Sectors whose 

share of fo re ig n  investm ent are e ith e r  d e c lin in g , stagnant or sm.ell are  

a g r ic  I tu r e , bu ild in g  and c o n s tr ic t io n , and” road tran sp orta tion . The 

a b so lu te  va lue o f investm ent in  b i ld in g  and co n stru ction  increased between 

1962 and 1966. Few but la r g e  fo re ig n  c o n s tr ic t io n  and c i v i l  engineering  

companies are verp'-influencial in  th is  important area o f  capite.1 form ation. 

Their r e la t iv e ly  sm all f:k:ed c a p ita l a s se ts  and vrorking c a p ita l b e l i e  th e ir  

con trib u tion  to the value-added and s k i l l  a c q u is it io n  (by A frican s) in

4 2 . I . l . F . : -  I n t e r n a t i o n a l  F in a n c ia l  S t a t i s t i c s  J a n .  1973 rage 274.

A3, Standard Bank Review A p r il 1973 S t a t i s t i c a l  Annex.
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th is  s e c to r . The s t a t i s t i c a l  data do not revea l the ra.ther curious chan^fing 

p attern  in  the o ld e s t  fo re ig n  investm ent sec to r  in  the economy -  th at o f  

'trad ing  and a l l ie d  s e r v ic e s ' ,  A combination o f f a l l in g  p r o f it  margins, 

Government p o lic y  of iix lig en iz in g  commerce and gradual redeployment in to  

in d u str ia l ventures lias led  the b ig  merchant f ilm s  to  concentrate th e ir  

trading a c t i v i t i e s  in  lim ited  sp e c ia liz e d  f i e ld s  where t h e ir .c a p ita l  r e s 

ources and marketing experiences g iv e  them a comparative advantage.

According to  U.A.G. the lead ing  fiim  a ffe c te d  in  th is  in sta n ce , 'so  fajr 

as the la r g e r  in tern a tio n a l firm.s are concerned, the trend o f th e ir  

investm ent a t the present time i s  away from former f i e ld s  o f produce-bu^'-ing 

and genera l merchant trading and in to  in d u s tr ia l development and sp e c ia l

ized  merchandising of modem in d u str ia l products' Thus they concentrated  

on ronning modem department s to res  in  the main c i t i e s  and the s a le  and 

serv ic in g  o f mechanical and e le c t r ic a l  equipments requ iring sp e c ia lis e d  

s k i l l .  "T eclin ically  speaking the much ta lk ed  o f v/itM rawal from r e t a i l

h-5trade in  the 1950s may w e ll liave been reversed  s in c e  the end of the decade". 

The r e la t iv e  d e c lin e  in  the sliare of ' trading and se rv ic e s ' in  to ta l  

investm ent in  1968 r e f le c t s  the above reployment though because o f i t s  

h is to r ic a l  importance and s iz e ,  the sec to r  s t i l l  accounted fo r  nearly  a 

quarter o f fo r e ig n  c a p ita l d is p o s it io n . The r e la t iv e ly  sm all in crea se  in  

the ad d ition  to  th is  s e c to r 's  c a p ita l d u r iig  I 96I -05 (Table 50) r e f le c te d  

also  the fa c t  chat some sm a ll-sca le  fo r e ig n  in v esto rs  vritlidreav th e ir  

ca p ita l from the countiqr in  1962. The d isinvestm ent in  th a t year amounted 

to  £15 .44 . Apart fran  c a p ita l outflow  and redeployment, the o f f i c i a l  survey 

fo r  the year a ttr ib u ted  the s h o r t fa ll  to  ' a sw itcli by a number of inportant 

companies from overseas sources to dom estic banlcing systes.i fo r  the financing

44. U .A .G .:- b.N.R. No, 29 A;,rid I 964 Page 4 1 . C/U Ho. 28 a r t ic le
e n t it le d  ' Redeployment' ,

4 5 . P . K ilb y :-  In d u s tr ia liz a t io n  in  An Open Economy, o >. c i t  Page 65 .
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o f current o p era tion ’ . V ith in  the secto r  i t s e l f  i t  might be r ig h t to

a ttr ib u te  the in crea se  in  ab so lu te  le v e l  o f c a p ita l employed to  g iw t h  in  

se r v ic e s  -  in  banlcing, insurance and s im ila r  p r o fe s s io n s . Apart from 

showing h e  la r g e  exrpeixLlture in  o i l  spending during the troubled years  

o f 196b-6b. Table 5C a lso  revea ls  the growbh in  in craaen ta l expenditures 

o f  th e fo re ig n  -  owned marc:factuning secto r  fro'i a lo\7 le v e l  in  the early  

years of the F i f t i e s .

To summarise, th ere  has been a phenomenal r i s e  in  the s iz e  o f  fo re ig n  

investm ent in  N ig er ia  between the end o f the l a s t  war and the h /o  subsequent 

decades. I t s  se c to r a l deployment too has been undergoing a structural, 

change, w ith the years around Independence in  I 960 being the tr a n s it io n a l  

p eriod . Foreign c a p ita l flowing; in to  petroleum exp loration  find proT.uction 

M s been the m ainstay of th is  c a p ita l movement in to  th e  N igerian  economy, 

iitl'io u t i t ,  the q u a n tita tiv e  p ic tu re  in  the l i d - S i x t i e s  and onward v/oMd 

not have been a sanguine one. C apital redeployment h ides a la g  in  p o s t

independence flav7. In the seven years I 96I - 67, United Kingdom, the b ig g e s t  

in v e s t in g  country adaed only £11 .44  to her n o n -o il investm ent. The grovrbh 

of th is  ad d ition  to  net operating a s se ts  ws.s one o f the slavvest fo r  the  

f i f t e e n  major n ation s in  which B rita in  has fo re ig n  i n v e s t m e n t .T h e r e  

were in  fa c t  n et d isin vestm en ts in  four years 19‘o2 , ' 64, '66 & ' 67 . ^

In tern a l p o l i t i c a l  c r i s i s  culm inating in  c iv il-w a r  was a major fa c to r  in  

the slow down. However v/ith d ie ending of the vrar a p o s s ib le  return to  

' open-door' p o lic y  luid the prospect o f an o il-p r o d u ctio n -led  boom, the  

slaclc in  n o n -o il c a p ita l in flow  may soon disappear -  p o ss ib ly  by Ivlid-Seventies. 

With th a t happening, \,e may p ro ject areas o f continuing fo re ig n  expansion: 

Inflow  in to  o i l  sud a l l ie d  in d u str ies  v / i l l  continue a t a re la 'c ive ly  liigh  

le v e l  u n t il  i t  s t a b i l iz e s  by the la t e  S ev en ties . Other in d u str ia l c a p ita l

4 6 . C entral Banl-: o f  N ig e r ia :-  E.F.R. June 1964 Page 14.

47 . G/F Reddaway Report op. c i t .

48. Boa id  o f Trade Journal No, 5764, 9th Kay 1969. A r t ic le  e n t it le d  
'Overseas Investment in  1967 Table A Page 1
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w i l l  follcrw s im ila r  p attern  v.dth in te m e d ia te  and c a p ita l goods producers

gradually/ d isp lac in g  assem bling firm s. Other sec to rs  id e n t if ie d  in  Table

4949 and 50 w i l l  continue th e ir  r e la t iv e  d e c lin e .

At the beginning o f  t l i is  chapter mention v/as made o f d e ta ile d  a n a ly t ic a l

stu d ies  o f  d if fe r e n t  se c to r s  in  the economy in  which fo r e ig n  p r iv a te  c a p ita l

operate. I  do not intend to  repeat the knowledge thus made a v a ila b le . I

can only r e fe r  the reader to  than as an e s s e n t ia l  compliment to  ny a n a ly s is  

50here.

I iia.ve now and again brought the name of U nited A frica  Company (U.A.G.) 

in to  the a n a ly s is  d ea lin g  w ith  N ig er ia . This in a b i l i t y  to g e t av/ay from 

U.a.G. i s  a r e f le c t io n  o f th e  important and sometimes cru c ia l r o le  the  

company has h is to r ic a l ly  played in  the N igerian economy e s p e c ia lly  w ith in  

the fo re ig n  se c to r . A d e ta ile d  look at th is  company -  I  d e a lt  a t  length  

w ith  i t s  forerunner, the Royal N iger compaiy in  an e a r l ie r  chapter, -  

s in c e  the 1929 amalgamation turned i t  in to  the leading: company in  N igeria , 

g iv e s  an u n paralleled  dimension o f the modus operanti o f  fo r e ig n  c a p ita l
51 52in  N igeria  economic development. : .ars and Bauer iiave looked c lo se ly  

a t the commercial operations o f the company in  the p re- and immediate p o st

war p eriod s, w h ile  i t s  ep itom ization  o f  the redeployment in to  import-

49 . C/F Chapter 5 Pages. 255 -2 5 4

50 . See above Pages 43B -9ilie C entral Banlc o f N ig er ia  annual ’ survey/' o f  
fo r e ig n  investm ent i s  a t present no more than a com pilation  of s t a t i s 
t i c a l  inform ation w ith  hardly any so c io  -  economic in terp re ta tio n  
attem pted, ho./ever I  have used the inform ation made a v a ila b le  fo r  above 
a n a ly s is  anci the in tere ste d  reader sliould co n su lt tlie relevan t Economic 
and F in an cia l Revie.v (E .P .R .) fo r  a d e ta ile d  s t a t i s t i c a l  look  a t fo r 
eign  con trib u tion  to the important mancfacturing s e c to r . Alan Sokolsk i:- 
The Establisiim ent o f lianufacturing in  N igeria , op. c i t . Apijendix 
contains a u sefu l inventory o f major manufacturinp: estab lishm ents up
to middle o f l a s t  decade.

51. J . lia r s :-  'E x tr a -te r r ito r ia l Enterqirise’ . Chapter 2 o f li. lerham (ed ):  
Mining, Commerce and Finance in  N igeria  on. c i t

5 2 . F . Bauer: N est A frican Trade on. c i t .
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su b s t itu t io n  manufacture i s  te c h n ic a lly  w e ll-tr e a te d  by Kilby^^, and

54h is t o r ic a l ly  documented by P ro fesso r  Charles W ilson . U.A.G. represents

the main channel o f U nilever operations in  A frica  and v/ith i t s  a f f i l i a t e s ,

accounted in  196$ fo r  9 .1 /’ (£28310 o f U nilever Global t u r n - o v e r .N i g e r ia

has h is to r ic a l ly  been the leading h ost country. However the con tin en t

represents the area of le a s t  grov/th fo r  the M ultinationo.l, v/itli s a le s  up

by only 10,5%  in  the decade 1956-66 as compared v/ith a g lo b a l average o f

55 . 2/ ;  c a p ita l employed f e l l  by 12 . 4 /  from £137Tî to  £12011 w h ile  during th e

same period i t  increased  g lo b a lly  by A 'good' p o s t-ta x  p r o f it

o f 8 . 2 " in  M id -f if t ie s  (1953/54) v/ns fo llow ed  by a re la tiv e ly / low one {6,^%)

on c a p ita l emplcyed in  A frica  in  !d d -S ix t ie s  ( I 966) ,  p o r t ly  r e f le c t in g  the

long g e s ta t io n  period b efo re  redeployed ca p ita l in  in d u s tr ia l ventures

'began to  show reasonable p r o f it s '  . B efore the end of the decade hov/ever,

57the s itu a t io n  had improved con sid erab ly . S ince id -6 0 s  i t  has not been  

p o ss ib le  to  seperate the s e l le n t  s t a t i s t i c s  o f U .A .G .'s op ore. t  ions in  

N igeria  from tliose o f the r e s t  o f  A fr ica . The Company i s  unv/illing  or

liable to  provide the necessary inform a.tion, however th ere every 

in d ic a tio n  that the s t a t i s t i c a l  trends fo llo w  those enumerated above, 

except in  the s iz e s  o f c a p ita l oimloyed and the annual ad d ition  to opei-^.t- 

ing  a s s e t s .  Table 52 shows tliat c a p ita l axpendiirire has nearly  doubled  

betrveen the early  f i f t i e s  and s ix t i e s ,  emphasis going to  industria l, 

investm ent, specied ized  w holesa ling  and department s to r e s .  In  the f i r s t  

four years o f the la ist decade, the Group in vested  an average o f £34 per  

annum ard by the end o f the decade a le v e l  o f 9̂44 -  £54 ought to  have been 

ach ieved . In  i t s  attempt to  p ro tect i t s  share o f marketing se r v ic e s  which

53 . P. Kilby : -  In d '/s tr ia liz a t io n  in  An ; pen Economy, o'n. c i t  Chapter 3

54 . Charles ’i i ls o n : -  His to n / o f U n ile v e r  1945-45 London I 968 Chapter 9»

55. U nilever Annual Reriort I969 Page 11

56 . U n ilev er :- F acts about U n ilever (L e a fle t)  I 967.

57 . P ost-ta x  P r -.f it  in  I 969 was about 8 .2 /  in  s p it e  o f ser io u s d is lo c a t io n  
in  N igeria . U nilever Ainual Report 1969 op. 0.44 Page 6 ,
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in  ’ c o lo n ia l' days v/as more than t iio se  o f a l l  o t l ie r  firm s and agents put 

togeth er , and in  i t s  endeavoiu' to ad ju st to  changing p o l i t i c a l ,  s o c ia l  end 

economic con d ition  and thus fin d  a "new range o f  l e g i t im a te  o p p ortu n ities  

fo r  p r o f ita b le  investm ents, the U.A.G. Group has d iv e r s if ie d  i t s  b ase , w ith  

emphasis being placed on V e r tic a l S p ec ia lised  development . As the lead 

ing s o u rc e  o f  f o r e ig n  investm ent c a p ita l in  non-o i l  industria l/m anufacturing  

and commercial b u s in e s s e s ,  th e Group's op eration s in  N igeria  are to  be found 

in  a "/ide-ranging f ie ld  that in clud es b rew eries, department s to r e s ,  motor 

sa le s  and a sse m b ly , v/ho le-sa le  engineering and e le c t r ic a l  equipments v/ith  

atten d en t tec lm ica l advisory and a f t e r - s a le  s e r v ic e s , cement and o th er  

b ii ld in g  mate i a l s ,  pharm aceuticals and a l l i e d  paclcaging and m arketing,

food and beverage processing  and packaging, te :c t i le  manufacture, t o i l e t r y

59p reparations, sliipp ing, p l a n t a t i o n ,  and tilmber p ro cess in g . Around the  

time o f  Independence U.A.G. has acquired m ajority c a p ita l in  25 op eration s, 

and a fu rth er  10 in  v/hidi i t  lias sm aller f in a n c ia l stances had come on stream  

betv/een I.;ld-1962 aid the eid o f 1964.^^ Again by I 965, the Group has been  

involved  a lto g e th er  in  23 ird iist r ia l  p ro jec ts  in  the c o u n t r y ,p r o v id in g  

equity  c a p ita l ,  lo c a l  in t e l l ig e n c e  and marketing e x p er tise  to  a 

m anufacturer's tech n ica l Icnow-how. A tyqpical t r i  parte jo in t  ventur'e 

would fea tu re  U.A.G. contributory commercial management, former overseas  

manufacturer, tec lm ica l management and Government corporation  share c a p ita l .

58. For Ocmpany' s recent in te r p r e ta tio n  of th is  process o f  change, see  
the a r t ic le  e n t it le d  -  'C atching the \vind o f Ghange -  the Redeployment 
of the U.A.G.' by A.IT. Smith (Germany Ghedman) in  Progress U M lever  
Q uarterly ITo. 285. I / I 965.

59. See U n ilever  -  The United A frica  Gonrpanv Group % U.A.G. ) L e a fle t  14,
1969.

60. U .K .:- Economic Survey o f A frica  V ol. I  (1967-68) Page 52.

61. P. K ilby; In d u s tr ia liz a t io n  in  An Open Economy 0 0 . c i t  Page 6 0.
62. For example ounership o f Test M rica n  Portland Cement Go. Ltd, 

C onsisted  a t  the sta r t-u p  in  1961 o f  3 9 / VMT.D.G. (G ovt. Corporation) 
I d -  lAA.G. and 5 1 / A ssociated  Portland Cement (U .K .) Ltd.
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The com pany 's p r e s e n t  o b je c t iv e  i s  th e  c o n s o l id a t io n  o f  th e  above a c t i v i t i e s  

v/hich th e m se lv e s  r e f l e c t  a  f o r r - f o l d  o p e r a t io n a l  s t r a t e g y  -  i n d u s t r i a l  

p ro d u c t io n , l i r ic c d  to  a  h i r ^ l y  d ev e lo p ed  ajxL s o p h i s t i c a te d  m a rk e tin g /  

d i s t r i b u t i o n  netrworl: i n  w hich  p rom inence  i s  g iv e n  to  s p e c i a l i s e d  w ho le

s a l i n g ,  and d e p a rtm e n t s to r e s  r e t a i l i n g . T h e  U.A.G. Group v /ith  i t s  

i n t e r e s t s  sp read ing ; in to  n e a r ly  ev ery  c o m e r  o f  th e  m odem  economy i s  a  

m ore p o w e rfu l i n s t i t u t i o n  th a n  e v e r  b e f o r e .  I n  so  f a r  a s  th e  e f f e c t s  o f  

i t s  economic p o l ic y  and b e h a v io u r  p e rm eate  th e  le n g th  and b r e a d th  o f  th e  

economy, th e  a b sen c e  o f a  r e a l  i n t e r n a l  a c c o u n ta b i l i t y  i n  th e  d a i l y  p u r s u i t  

o f  th e  p r o f i t  m o tiv e  r e p r e s e n ts  v/hat th e  c r i t i c s  iTould s e e  a s  th e  u l t im a te  

i n  econom ic d o m in a tio n . T h is  i s  no e x a g g e ra tio n . P e tro le u m  s e c t o r  a p a r t ,  

th e  r o l e  and in f lu e n c e  of th e  company and o th e r  U n ile v e r  a s s o c i a te s  i n  th e  

economy i s  a t  p r e s e n t  second  o n ly  to  t h a t  o f  th e  G overnm ent. I  s h a l l  r e t u r n  

to  th e  q u e s tio n s  th u s  r a i s  d  i n  a  l a t e r  s e c t io n .

The company i s  p roud  o f  i t s  econom ic re c o rd  in  N ig e r ia .  A p a rt ft-om 

i t s  s i z e a b le  c a p i t a l  c o n t r ib u t io n ,  i t  a n p lia s iz e s  i t s  r e l a t i v e l y  good 

employment o p p o r tu n i t i e s  g e n e ra t io n ,  i t s  ach iev em en ts  i n  th e  r a p id  

c r e a t io n  o f  an  in d ig e n o u s  c o rp s  o f  m id d le  and top  com m ercial and te c lm ic a l  

m a n a g e r s , a n d  i t s  co n tin u o u s  f i n a n c i a l  and com m ercial a s s i s t a n c e  to  "majy' 

th o u san d s  o f  A f r ic a n  t r a d e r s  to  b u i ld  up s u c c e s s f u l  b u s in e s s .  The U.A.G. 

a m  i t s  p r e d e c e s s o r s  p io n e e re d  th e  l o c a l  m ech an ica l p ro c e s s in g  o f  a g r i c u l t 

u r a l  e x p o rts  i n c l u d in ;  th e  t im b e r  in d u s try "? '^

63 . A.H. Sm ith:- 'Catching the V/ind o f  Change' o p . c i t

I t s  A f r ic a n  Tim ber and Plywood (N ig e i 'ia )  L td , i s  one o f  th e  W orld ' 3 
l a r g e s t  t r o p i c a l  t im b e r  p ro c e s s in g  u n i t s  and to g e th e r  w i th  i t s  t h r e e  
p l a n t a t i o n s  (2  r fo b e r  and 1 o i l  palm ) ru n  v i a  Pamol ( N ig e r ia )  L td , 
P ro v id e  wage employment f o r  a b o u t 6000 p e o p le  i n  th e  l i d - 6 0 s .

6 5 . C/F U.A.G. ( N ig e r ia )  ' Management D evelopm ent And T ra in in g  N ig e r ia ' . 
L ink  V o l .4 L'o. 2 Ju n e  1970. A cco rd ing  to  T e s t A f r i c a l a y  3 , I 369 . U.AC. 
hopes to  have  in d ig e n iz e d  of^k o f  i t s  management p e rs o n n e l  by  1980 .

6 6 . See U.A.G. 'T h e  F in a n ce  Tmd D evelopm ent i n  T ro p ic a l  A f r ic a  -  I I .  S .B .R . 
No. 21 0 0 . c i t  Page 4 2 -4 4 f And U .A .G . ( N ig e r i a ) .  'O l l i v a n t s  -  The 
G lo M in g  R e v o lu tio n  and N ig e r ia n  B usinessm en ' Lin}: V o l. 4  No. 2 , Jvine 
1970 . 00. c i t .
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Tlie P o l i t i c a l  /Iconomy o f Pefaix l̂euj.i Production

A second v/ay o f illu m in atin g  the e s s e n t ia l  p o s it io n  o f  fo re ig n  p r iv a te  

c a p ita l w ith in  che - .'igcnlan economy i s  through a b r ie f  look at exchange -  

earning petroleum production. Though one oompaiy S h e ll-  P. has tr a d it 

io n a lly  dominated the iixi.ustiy -  i t  co n tro ls  bü-70,k o f exp loration , 

production  and dom estic jiiajrketing, and holds nearly  h a lf  o f the shares in  

the country’ s r e f i n e r y , -  I t  i s  fo r  a n a ly t ic a l s ir .q )lic ity  th a t I  sh a ll  

look a t the industry as a whole. U nlike U.A.G. which i s  e s s e n t ia lly  

domes t ic -o r ie n ta te d , the o i l  industry in  N ig er ia , l ik e  in  most developing  

cou n tries  o f OFEQ i s  geared towards operating in  an external market.

Though about 2 /  o f  i t s  cr^ade o i l  production i s  re fin ed  fo r  the dom estic 

marxet (a  savings of some £ 1>-I2|j. :ai the Nid-oOs on p rev iou sly  imported 

f u e l)  i t  i s  to f u l f i l  the growing o i l  demand o f Western Europe and north  

America th at the N igerian industry owes i t s  eicLstence. The Petroleum  

industry’- i s  d if fe r e n t  from .A .G .'s commerce and se r v ic e s  in  another way.

I t  ep itom izes the new brand of fo re ig n  c a p ita l th at /irrived a f te r  

Inde endence, bringing w ith  i t  a new breed of ' exp atr ia te ' businessmen -  

the teclmocra.ts and s ic ille d  n eg o tia to rs  th at are d if fe r e n t  in  outlook  

and purpose from the o ld  traders and c o lo n ia l c i v i l  servan ts. From my 

/m a ly sis  o f the f in a n c ia l con trib u tion  to  c a p ita l form ation and the growth 

o f i t s  output i t  must be obvious to  the reader by now th at the industry  i s  

o f c r u c ia l importance to  l . ig e r ia 's  economic and s o c ia l  development. In  

the l ig h t  o f th is ,  i t  i s  not th erefore  su rp risin g  to  find, tv/o good books
69-,nd some a r t ic le s  about the industry  w ith in  h a lf  a decade o f  i t s  r e a lly  

g e tt in g  underway. Schatah book i s  h is to r ic a l  and d e sc r ip t iv e  v/ith a tech 

n ic a l b ia s , Fearson 's i s  imformative e s p e c ia lly  on s t a t i s t i c a l  data though

67. As o f I 96G/69 .

68. See L.K. Schatzh:- Petroleum in  N igeria ; and Scott E, Pearson:
PetrxDleim Imd th e  N ig e ria n  Economy, op. c i t .

69 . See for  example:- N est A fr ica . Nov. 1, 19&9; Dec. Ip 1969, Feb. 21 1970.
Also Alulco o; IJEHE 'The Economics o f  Mineral O il' , IT ,J.E .S.S. V ol. 7
1965, M.S. Robinson: 'N igeria  o i l :  P rospects .Ind P e r sp e c tiv e s ’
Vol. 6 , No. 2, July 1964.
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h is  in -u ep th  p r o je c tio n s  of fu ture behaviour o f the main parameters are  

being  rendered o b so le te  by the rapid chan^;es taking p la ce  in  the industry' 

and th e f lu id  na.ture of the interne).tional o i l  scene. U nlike th ese  s t ir l ie s ,  

my con trib u tion  here i s  to ta]:e a c r i t i c a l  look a t the present s ta te  o f  

the industi}^ in  so fa r  as i t  represents ITigeidds use o f fo re ig n  c a p ita l  

o.nd s k i l l  to  develop her natural resou rces.

The search fo r  o i l  in  N igeria  began in  1937 and i t  v/as not u n t i l  a f te r  

the post-v/ar upsurge in  World Demand fo r  petroleum and a l l ie d  products 

did the tempo o f  e;p>loration and te s t  d r i l l in g  r is e  in  eojmiest. Crude

petroleum was struck  in  commercial quantity/ in  1956 in  the N iger D elta  and

irwo years la t e r  N igeria  e^rported 229,000 tons valued a t .CO.9 4 . In I 963 

1.74 to n s, valued, a t  £ 2 0 .‘Ill was exported w hile  ten  years la t e r ,  and in  

s p ite  o f  c i v i l  v/ar in terru p tio n , a le v e l  o f 115 m illio n  tons v/ith a va lu e  

of over £60011 v/as e:çpected to  be r e a c h e d I t  i s  e s s e n t ia l  to  eiGomine 

the bad:ground aga in st v/hich t l i is  sp ectacu lar grov/tri i s  being  achieved . 

F ir s t ly ,  N ig e r ia 's  crude has cer ta in  in t r in s ic  advantages v i s - a - v is  some 

of her com petitors in  the in tern a tio n a l market. I t  i s  o f  l ig h t  g r a v ity , 

v/ith r e la t iv e ly  low sulph’ur content -  a q u a lity  v/iiioh makes i t  ideaJL fo r  

combustion in  a p o llu tio n -co n sc io u s  Europe and North /uncrica. I t  i s  con

s is t e n t ly  v/a%y ( e s s e n t ia l  fo r  motor o i l  production and other sy n th e tic  by 

prod u cts), and g iv en  the current c lo su re  of th e  Sues Canal, i t  i s  o f  r e l 

a t iv e  proxim ity to  the maduots o f Europe and North America, The l a s t  p o in t  

i s  importa.nt owing to  the fa c t  th a t the c o st  o f tro.nsporting crude from  

the o i l  v /e lls  to  th e market i s  a major element in  aggregate landed c o s t

and th erefore in  th e  choice by th e 'Cdl Majors' as to  where to  expand or

con tract. I t  c o s ts  more to  transport crude o i l  from M iddle-East and A frica  

to Western Europe and North America than to produce i t .  In 1963/64 fo r

70 , See 1973  Budget.
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exam ple, p ro d u c t io n  c o s t  f o r  N ig e r ia n  c ru d e  was 10 , 50 p e r  b a r r e l  and th e

71t r a n s p o r t  c o s t  to  Europe v/as 1 0 ,5 3  p e r  b a r r e l .  S econd ly , th e  r a p id  

deve lopm en t o f  th e  IT igerian  f i e l d s  was o f  s t r a t e g i c  im p o rta n c e  to  B r i t a i n  -  

w hich was g e t t i n g  10;j o f  i t s  re q u ire m e n ts  from  t h i s  s o u rc e  i n  M id - s ix t ie s  

and to  S .E .G . c o u n tr ie s  i n  t h e i r  a t te m p ts  to  d i v e r s i f y  t h e i r  s o u rc e s  o f 

o i l .  As compared w ith  p o l i t i c a l l y - v o l a t i l e  M id d le -E a s t and N o rth  A f r ic a ,  

N ig e r ia  o f f e r s  a  r e l a t i v e l y  se c u re d  and s t a b l e ,  and so  f a r  r e l a t i v e l y
72

c h e ap e r  s u p p ly .  T h ird ly  N ig e r ia  somehow i s  f o r tu n a te  to  have  e n te re d  

th e  w orld  o i l  s c e n e  ( s h e  w i l l  p ro b a b ly  ra n k  6 th - 7 th  i n  th e  O .P .E.G. 

p ro d u c t io n  h i e r a r c l y  by M id -S e v e n tie s )  when a  c o m b in a tio n  o f  f a c t o r s  i s  

g r a d u a l ly  t i l t i n g  th e  bargain ing*  s t r e n g th  more :ind m ore i n  fa v o u r  o f  th e  

p ro d u c in g  c o u n tr ie s  v i s - a - v i s  th e  o i l  com panies and th e  'G r e a t  P a v e rs ' 

b e h in d  them , V/ho.t a r e  th e s e  f a c t o r s .  F i r s t ,  th e  10;j annu.al g row th  i n  

demand i n  in d u s  t r i .  a l  E urope and N orth  A a e r ic a  i n  th e  f a c e  o f  a  v /idening  

g u l f  be tw een  consum ption  and d o m es tic  p ro d u c t io n  i n  th e  U .S . i l , , o f  a  q u ic k e r  

rindovm  o f  c o a l  u sage  th e n  a n t i c ip a t e d  and th e  slow  p ro g re s s  i n  n u c le a r  

energy  p r o d u c t io n . The o o n t in t ln g  i n a b i l i t y  to  a d ju s t  to  th e  c lo s u r e  o f 

th e  Suez C an a l and s h o r ta g e  o f  ta n k e r s  and s u p e r ta n lie r s  has  h e ig h te n e d  th e  

r e l a t i v e  s h o r ta g e s  i n  E urope and Aunerica, and le d  to  a  g r e a t e r  dependency  

on s t r a t e g i c  r e s e r v e s  a g a in s t  a  badcground  o f  u n s e t t l e d  id d d le - E a s t .  On 

th e  o th e r  han d , th e  coming to g e th e r  o f th e  m a jo r  o i l - p ro d u c in g  c o u n tr ie s  

i n  p o s t-w a r  ' l o l i t i c a l l y - f r e e '  T liird  Vforld to  b a rg a in  c o l l e c t i v e l y  tiiro u g h  

O .P .E.G . i n s t i t u t i o n  h as  m eant t h a t  no lo n g e r  a r e  th e  m a jo r  d e c is io n s  on 

e x p lo r a t io n ,  p ro d u c t io n , t r a n s p o r t a t i o n ,  r.ia rlce ting , r e f i n e r y ,  p r ic in g  and 

p r o f i t - s h a r i n g  p o l i c i e s  l e f t  to  th e  h ig h ly - in t e g r a t e d  and h e a v i l y - c a p i t a l i z e d  

o i l  o l ig o p o l ie s  from  th e  'I m p e r ia l ' c o u n t r i e s .  Over th e  l a s t  -twenty y e a r s

7 1 , See L .r i. S c h a tz l ; -  P e tre le u m  i n  N ig e r ia  o p. c i t  T a b le s  9 and 20.

7 2 . See be low  r a g e  465 .
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c iro ro n sta n ce s  have  changed enom ouislv , and nor/here  do governm ents i n  th e  

p ro d u c in g  c o u n tr ie s  a c c e p t  th e  r o le  o f  s le e p in g  p a r t n e r s .  They w ant to  

have  a d i r e c t  r o l e  in  th e  management and e ic p lo i ta t io n  o f  t h e i r  n a tu r a l  

r e s o u r c e s ,  so  a s  to  g e t  ' kno\7-how’ and d e v e lo p  n a t io n a l  e x p e r t i s e  i n  th e  

e x p lo r a t io n ,  p ro d u c t io n  and m ark e tin g  o f  o i l / ^  The outcom e o f  t h i s  s h i f t  

i n  stren gth  and n e g o t i a t in g  s k i l l  liave b een  th e  r a p id  in c r e a s e s  i n ,  and 

s t a n d a r d iz a t io n  o f  the ' p o s te d - p r i c e s ' o f  crude o i l  -  t h e  s o - c a l l e d 'O.P.E.G. 

norm s’ ; th e  in c r e a s e d  sh a re  o f  p ro d u c in g  c o u n tr i e s  i n  tlie  incom e g e n e ra te d  

by th e  in d u s t]r.r, and i n  th e  g row ing  t r e n d  tcaTards p a r t i c i p a t i o n  ai-rangem ents, 

However th e  i n d u s t r y  had to  go th ro u g h  th e  c r i s i s  and c o n f r o n ta t io n  o f 

VfjO-11 b e fo re  t h i s  new ap p ro ach  co u ld  em erge.

The boom in  petroleum  production s in c e  l.d d -S ix tie s  lias led  to  an 

exp ectation  in  p u b lic  mind -  o ften  fed  by ill- in fo r m e d  journalism  -  o f  

ITigeria becoming another Taiuait or Libya. Judging by the recent p o s t-  

c i v i l  war expansion and 'die v/ay i t  i s  inooigxirated in to  o f f i c i a l  n a tio n a l 

s t a t i s t i c s ,  the b a s is  fo r  opth.iism i s  not e n t ir e ly  w itliout foundation . 

C erta in ly  a C . D , growth ra te  o f more than l i p  in  the early  S ev en tie s  

i s  a b ig  ste^i forward from the e a r ly -S h c tie s  when l l ig e r ia 's  p e r s is te n t  

balance o f payments d e f i c i t  and economic weaioiesses appeared to  be lead ing  

her inexorably to-./arcLs the same d i f f i c u l t i e s  th at b e se t  host-Illm m ah Ghana. 

•'ov;ever the economic imv>acts o f  t 'e tr o le ”m production in  th e le n t  decade 

were hardly in sp ir in g  enough to v a lid a te  the gradual emergence of an ' o i l  

economy', B esid es, other fa c to rs  operating in  the economy l ik e  her s o l id  

agricudture b ase , and other natural resource endoiTinents th at are cajjable 

of sui^porting a d iv e r s i f ie d  economy, w i l l  ensure th a t a t th e le v e l  o f  

maximum impact the o i l  industry" does remain a major engine of gro^v'th but 

by no means i t s  m ainstay. Data in  Tables 53> 54 Q-nd 55 reveal the s a l ie n t

73. G/P R.P. î.IikeseTl:- U .S. P rivate  Investm ent in  the E xtractive  In d u str ie s  
o f the Developing C ountries: Changing; P attern  and A ttitu d es  Chapter 14 
in  L itv a le  d Uaule (ed ):  Foreign Investm ent; The Hcperionce o f Host
G ountri e s . op , c i t .

74. See The Times (.I-jondon) Feb. 1 1571, Nov. 5, 15/1;
, London) Jan. 21. ;ind Feb. 7 1971.
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fea tu res  of th e Industiy  v i s - a - v i s  the r e s t  o f the economy. The c r u c ia l  

fa c t  to emerge i s  that owing to  some p resen t c h a r a c te r is t ic s  of the  

in d u stry , the gap between the nominal va lu e o f output and i t s  con trib u tion s  

( f in a n c ia l ,  f i s c a l ,  employmont) to the dom estic economy i s  greater  than i s  

g en era lly  supposed. P artly  because o f the stronger bargaining p o s it io n  of 

the Government, fa c to r s  malcing fo r  a narrovTiiy- o f  the gap are beginning  

to op erate, but tlie p.iocess i s  li iz e ly  to  be a protracted  one -  esT )ecially  

in  the absence o f ai"%r rcidicod departure from the p resen t operational s tru c 

ture o f the in d u stiy . That are th ese  c h a r a c te r is t ic s?  Oid production in  

N igeria  l ik e  in  most developing producing co u n tr ies  takes p la ce  in  a iyp -  

ic a l  fo re ig n  enclave fasliion . .ip to  the end o f  the i 960 Decade exp loration , 

production, r e f in e iy  and lo c a l marketing were com pletely in  the hands 

( oivnershlp and con tro l) o f 14 fo r e ig n  o i l  companies led  by the p a r tly  

s ta te  owned ' o h e ll-3 .P . ’ , 'G afrap', ' SNI ' , and the U .S. majors l ik e  ’M obil’ , 

'G I f  and ’Texaco’ . They employ fo re ig n  c a p ita l -  zm estim ated f4501I v/as 

spent in  the decade 193^-69, the most u p -to -d a te  c a p ita l in te n s iv e  tech 

nique which n e c e s s ita te s  the import o f s k i l le d  tech n ica l zind managerial 

manpoz.er, and in  th e absence o f a lo c a l  c a p ita l goods and tech n ica l se r v ic e s  

in d u str ie s , the import a lso  o f the bull: o f  th e ir  p lan t and inachineiy and 

sp e c ia liz e d  lih:<jd s e r v ic e s . D irec t anployment o f lo c a l  labour i s  

r e la t iv e ly  sm all (S ee Table 53} thougli i f  we add the number o f people

employed by fo re ig n  and indigenous supplj/ing con tractors, tlie estim ate

75r is e s  to  about 10,000 a t the end o f  th e  decade. I t  i s  u n lik e ly  however 

that the number o f _'eo%)le d ir e c t ly  and in d ir e c t ly  employed by the industry  

at the sta g e  o f  f u l l  development w i l l  exceed 15-200CO* Up to  the end o f  

the decade, over generous in ce n tiv e  allor/ances and f i s c a l  concessions were 

made a v a ila b le  to the in d u s tr y ,'^

75. See Y/est A frica  Nov. 1 I 969

76 . G/P H. b ch a tz l: ..etroleum :- N igeria  op. c i t  Page 66 .
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Like most fo re ig n  in v esto rs  in  fo re ig n  -  or ien ta ted  ex tra c tiv e  

in d u s tr ie s , o i l  compand es are not constrained  a t  a l l  time by dom estic 

fo r e ig n  exclian^ge con tro l vaiicli might otherw ise impede the smooth movement 

of c a p ita l and investm ent income out o f th e  host economy, UnJ.ike fe llo v f  

in v e s to r s  in , I'or examrde manufacturing or commerce who might otherw ise  

be a ffe c te d , the a b i l i t y  to  export crude o i l  per se  confers thj.s advantage. 

The fo r e ig n  exchange earned by the s a le  abroad i s  thus e f f e c t iv e ly  at the  

d isp o sa l of the companies end not the Government, This im plied a b i l i t y  

to  circumvent o f f i c i a l  fore ig n  exchange p o lic y  g iv e s  the companies enoirnous 

in flu en ce  in  co n tr o llin g  the balance o f payments impact or con tr ib u tion  o f  

th e ir  operations in  ITigeria,

A f in a n c ia l c h a r a c te r is t ic ;  i t  has been claimed by a S h e ll-3 ,P , sen io r

erployee in  ll ig e r ia  that the highly-com plex and ver-'d ca lly -in tegra ted

in  uem ational conpanios '’ma!:s v ir tu a lly  a l l  th e ir  p r o f it s  on the crude
77production priase, not on others'.* Some o f the im p lica tio n s o f th ese  and 

other c h a r a c te r is t ic s  can be summed ip  b r ie f ly .  I t  meant tliat indigenous 

or lo c a l share o f tlie income or w ealth p resen tly  generated by the o i l  

in d u stiy  i s  not only sm aller than that accrudng to  fo r e ig n  fa c to r s , but 

of la v er  o ld er as compared w ith  most O .P.3 .0 .  members in  terms o f per 

b arrel 'take* . For example in  1971 o f f i c i a l  revenue fo r  l l ig e r ia 's  74̂ 1 tons 

ecn^ort. amounted to  about i 3̂22Ivî. In . the sdtie year Indonesia received  133711 

fo r  if4h tons export, vd iile in  1970 A lgeria  n etted  132011 fo r  on ly  47.211. 

Secondly, th a t the value-added to the economy i s  much sm aller tlian the  

'nominal' ezgort value of crude and of lo c a l ly  re fin ed  products. Thirdly, 

th at both tlie trade aid. . 3 . ’-. s t a t i s t i c s  have become d is to r te d  in  recent 

years by the in c lu s io n  of 'nomdnal' production v a lu es  as opposed to tlie  

i*eal con trib u tion  to fore ig n  exchange a v a i la b i l i ty  or to  N ational Product .

77 . M.S. Robinson: 'N igerian o i l :  Prospects find P ersp ectio n s. ' N .J .3 . S .S .
V ol. 2 July 1964 ou. c i t  Page 228.

78 , U ,h ,: -  Norld Nccnon lc Survey f or 1971. Table DIO Page IC l, O/P L.H.
S ch atzl: Petroleum in  '" igeria ou. c i t  Table 41 .
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Another form o f 0 .3 .P. d is to r t io n  not sh am  in  the ta b le s  can e a s i ly  be  

deduced. G.D.P. a t  constant p r ic e s  rose by 3 2 39II form 31955 .9N in  

FYI970/71 to 32254.911 in  1971/ 7 2 . Aggregate m rclm ndize e}S)orts rose  in  

the comparable years (1970,71 ) by 3203 .9M, but l e s s  than the 3221.51' in 

crease in  the value of crede o i l  export. Thus, not ordy d id  oth'Cr non

o i l  a g r ic u ltu r a l ezrport v a lu e f a l l ,  but the 1 1 .9 /  in crease  in  G.D.P, was

79alm ost e n t ir e ly  contributed by the boon in  o i l  production fo r  e^cport. 

A gricu ltu ra l production, v h id i accounts fo r  about 60/  o f G.N.:?. was in  rer

cap ita  terms stationa.rj7. The ecrport s t a t i s t i c s  fo r  I 966 shows th a t o i l

accounted fo r  32.3,- o f  t o t a l  merchandize earnings. In fa c t  very l i t t l e  

meaning should be g iven  to  t l i is  fa c t  as i t  stands, fo r  as a r e s u lt  o f  

the heavy demmd by the industry' fo r  imported s e r v ic e s  (such as fo r e ig n  

con tractors fo r  l%^ing p ip e s , dredging harbours and constructing  term in a ls), 

imported m ateria ls (largelj^  equipment and machinery) und the o u tflo i;  o f  

d iv id en d s, the cu iren t account con tr ib u tion  was on ly  314*6l/Lout o f the  

391. 9M export va lu e . In  fa c t  throughout the la s t  decade the annual 

foreign-exchange earnings from petroleum export was c o n s is te n t ly  below  

those o f the three tr a d it io n a l major a g r icu ltu ra l e%q:orts -  cocoa, ground

nut and palm produce, w h ile  fo r  the industry as a w hole, the in f  l a ;  o f

investm ent c a p ita l uas i t s  main con tr ib u tion  to fo r e ig n  exchange a v a ila b 

i l i t y .  See Tables 54 and 55. How much inqportence we can attach  to  th e  

7 3 . 7/0 con trib u tion  to mercîiaixiize export in  1971 and to  s im ila r  con trib u 

tio n s  in  the immediate fu tu re  uius depends on the trend in  the import 

content o f  the ind'^stiy' s annual investm ent expend itures, on the s i z e  o f  

rem itted investm ent income and c a p ita l in flo w . Data a v a ila b le  so fa r  do 

not in d ic a te  any aggregate damv/'arci drop in  the indu^tog,"' 3 heavy import 

o f  goods and se r v ic e s  ( s e e  Table 54)> though fo r  some o f che o ld er

79, In  1971, ’ output' o f the o i l  sec to r  accounts fo r  1 1 .8 /  o f G.D.P.
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es ta b lish e d  producers lilce  S h ell-B ,P . who have passed the early  phase o f  

heavy con stru ctio n , the iim ort component of th e ir  e^openilitures vra.s already  

fa llin ^ i during the la t e r  part o f th e l a s t  decade. For B h ell-B .b . i t  

decreased from b efore 1939 to  an average o f 3 5 / in  h id -S ix t ie s .

Three fa c to r s  po in t to  a lo n g -te m  f a l l in g  o f f  in  the intport o f  goods 

and s e r v ic e s ,  ( l )  As the phase o f con stru ction  and development g iv e s  v/ay 

to th a t o f m aturity the need fo r  m ater ia ls  and fo re ig n  con stru ction  serv ic e s  

w i l l  be correspondingly reduced. (2 )  th e  continuing é 'h o r ta tio n  and pressure  

from th e  Government on the companies to  reduce th e ir  iraports, v /h ile seek

ing out and encouraging th e  development o f lo c a l  a lte r n a t iv e  sou rces, 

dome p ro v is io n s  in  the Petroleum Decree I 969 represents the f i r s t  e f f e c t iv e  

s te p  in  th is  d ir e c t io n . However i t  must be borne in  mind th at the e f f e c t 

iv en ess  o f  o f f i c i a l  a c tio n  in  th is  resp ect i s  constrained  by o i l  companies 

con tro l o f the necesso.iy fo r e ig n  exchange. ( 5) The gradual emergence erf 

both baclcv/ard and forward 1 iniced indigenous firm s ca ter in g  fo r  matei.'ial 

and se r v ic e  needs o f the lixb ’̂ t iy .  In con trast to  a f a l l in g  import require

ment a t m aturiir/, the le v e l  o f rem itted d iv id en d s, in t e r e s t s ,  p r o f i t s  and 

r o y a lt ie s  w i l l  r i s e  and n et c a p ita l in flo w  become n ega tive  as the industr r̂ 

am ortizes i t s  investment cajp ita l, ligain t'.ds la t t e r  process -w ill be aided  

by the con tro l over n ecessa iy  fo r e ig n  exchange.

Given th e presen t p attern  in  ov/nersiiip, con tro l and in  th e op eration a l 

s tr ic tu r e  o f the in d u stiy , i t s  fu tu re  balance o f payments co n tr ib u tion  to  

the n a tio n a l economy becomes more d i f f i c u l t  to  estim ate  (and c o n tr o l) .
go

The importance o f  th is  p o in t has not in  the p a st been o f f i c i a l l y  recognized.^  

V.hat has been l e s s  d i f f i c u l t  to  fo r e c a st  and on which recen t o f f i c i a l  e f fo r ts  

have been concentrated i s  the share of o i l  income th a t accrues to  the  

Government as revenue. So fa r  the ind'.istiy' s payment to  Government has 

comprised r o y a lt ie s ,  rents and p r o f i t  tosc. Payments to  sta tu to ry

8 0 . G/F VhF. S to lp cr: Planning N it..ou t F acts pu.__cit Page 125
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corporations l i l : e  harbour dues and railw ay charges are included in  the  

categoiyr o f ’ other lo c a l payments' . Together d ir e c t  payments to  the  

Government and to  o th er indigenous fa c to r s  o f production represent aggreg

a te  ' l o c a l  take* from o i l  eiqport proceeds (rows 7 end 8 in  Table 53) end 

i f  v/e su b tract from i t  o i l  companies' income from lo c a l  s a le s  (row l l )  

the remaining amount equals the balance o f  payments contribution ,^^  As 

the ta b le s  show the ab so lu te  le v e l  o f lo c a l  taize and i t s  share in  aggregate  

o i l  proceeds have in  the p a st been r e la t iv e ly  sm all though in crea sin g  over 

tim e. An in d ic a tio n  th a t Government tal:e v / i l l  r i s e  su b s ta n t ia lly  in  the  

second development decade i s  g iven  by the con tr ib u tion  in  1970 and 1971

and the alm ost e x c lu s iv e  re lia n ce  on th is  source by the Federal Government
g9

fo r  i t s  1973/74 revenue, In  concrete terms "Government eoq^orts fo r e c a s t

th a t Government revenue from o i l  production th is  year (1973) v r ill czcceed

HoOOljj which i s  a major in crease  on pent o i l  revenues o f j%450H in  1971 and

K2C0Î. in  1970, w liile  f-urther development of o i l  production i s  the most
"83l ik e ly  fa c to r  to  in crea se  the n ation a l product in  1973*

I’liis  in crea se  in  Gcvernment income from o i l  both in  ab so lu te  terms 

and r e la t iv e  to  t o t a l  o i l  proceeds can be a ttr ib u ted  to  sev era l fa c to r s .  

F ir s t ly ,  Government p o lic y  s in ce  1966 has been lo n g d y  re la ted  to  widening  

the scope o f revenue payabJ.e to  i t .  The Income tax (Amendment) D ecree of  

19o6 aimed a t  reducing: what b ch atz l saw as the "unusually high ra te  of 

i n i t i a l  ( c a p ita l )  allowance and the use of geom etr ica lly  d e c lin in g  ra tes  

of d ep recia tion " , wliich "can hardly be j u s t i f i e d  from the p o in t o f  view o f  

econom ics'/^  The Petroleum ta:: (Amendment) Decree o f 1967 und the Petroleum  

D ecree o f  I 969 aimed a t increasing  Government revenue from o i l  proceeds.

6 1 , C/F S c o t t ,  a, P e a rs o n :  P e tro le u m  And th e  N ig e r ia n  Economy o n . c i t  
P ages 74-79 .

82 , See above Page 453

6 3 . S ta n d a rd  DanI: Pevicw  F e b . 1973 Page 21 . A new N ig e r ia n  c u r re n c y , 
N a ira  (h )  came i n t o  o p e ra t io n  r e c e n t l y ,  2 N a ira  e q u a l to  one o ld  
N ig e r ia n  pound.

8 4 . L.H. S ch atz l: on . c i t  Page 88
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The former d ecree forced  the producing companies to  unclertalce to  convert 

to O.P.E.G. terms in  the c a lc u la t io n  o f r o y a lt ie s  rnd Government p r o f i t  

ta::, and in  the fizzing o f th e ir  ' posted p r ic e s ' . The la t t e r  decree not 

only en jo in s th e coimianies to  supply inform ation  and data in  more d e t a i l s  

to the h ost a u th o r it ie s  than b efo re , i t  a ls o  c a lle d  fo r  su b sta n tia l in c 

rease in  the employment and tra in in g  o f lo c a l  personnel in  a l l  phases o f
85

petroleum  o p era tio n . As I  pointed  out e a r l ie r  on, one e f f e c t  o f  the  

1969 D ecree was not on ly  to  reduce the expenditure on imported v i s ib l e s  

zmd in v is ib le s ,  but a lso  as a co rro la iy , to  in crea se  tlie share o f lo c a l  

fa c to r s  in clu d in g  labour in  petroleum value-added.

Secondly, N ig er ia  b e n e f its  in  general from the strong in te r n a tio n a l 

bargaining p o s it io n  o f o i l  producing cou n tries v/hich I  referred  to above, 

and in  p a r tic u la r  from being a non-Arab producer. Thus siie was not on ly  

able to inpose the more favourable O.P.E.G. terms on th e conpanies b efore  

she even became a member o f th a t orga n isa tio n , she r/as a lso  ab le  to  b e n e f it  

from th e su b sta n tia l a ll-rou n d  in creases  in  crude o i l  i^rices n ego tia ted

betv/een O.P.E.G. and the major conpanies in  th e Winter o f  1971.^^
same time she v/as ab le  to  achieve an a c c e le r a tio n  in  P o s t -C iv il  war produc

t io n . The in crea se  in  Government revenue in  the ’ 70s w i l l  thus r e f l e c t  a 

combination o f  in crea sin g  production l e v e l ,  in creasin g  v/orld p r ic e s  and 

th erefore  o f  her p r o f i t  margin and the disappearance o f p rev iou sly  over-  

generous tax  a lla v a n c e s . I f  v/e combine th is  path o f  development w ith  

p o ss ib le  fu tu re Government p a r tic ip a tio n  in  th e  in d u stry  on an e f f e c t iv e  

and su b sta n tia l s c a le ,  as w e ll  as an in crea sin g  indigenovis p r iv a te  p a rt

ic ip a t io n  in  th e  industrg^, then th e presen t p a ttern  whereby a g rea te r  part 

o f  the petroleum  value-added accrue to  fo re ig n  fa c to r s  vrill be d r a s t ic a l ly

85 . G/F West A frica  Dec. Ipth I 969.

86. The 31. 2/  ( 1971) in crease  in  Posted P r ic e s  o f N igerian  crid e v/as
about average fo r  O.P.^hG. countries but sm aller than L ibya's 545/
World Economic Survey fo r  1971. Table DIO Page 101 C/F West A fr ica  
March 19, 1971 Page jOo.
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reversed . I t  i s  on ly w ith  development along tiiio  l in e  can any rea l 

meaning be given  to  the tag o f  ’ o i l  bonanza' vhich nor/ surrounds eveiy  

d isc u s s io n  on N igerian  economic development, lîy a n a ly s is  so  fa r  should  

not d is t r a c t  us from the immense p o te n t ia l  b e n e f its  o i l  production can 

d ir e c t ly  and in d ir e c t ly  confer on th e  N igerian  economy. That i s  needed 

most i s  a ju d ic io u s o f f i c i a l  p o lic y  th at farms th e  maximum economic 

surplus from the in d u stiy  v /h lle at the same time puts i t  to  tlie b e s t  use 

w ith  enphasis on development a llo c a t io n , I  s h a ll  return to  th is  theme 

iL'.ter on, 7/hat I  want to  ermhasise here i s  tlie p o te n t ia l fo r  the o i l  

indus tip- to  ' unbind the N igerian economy from tlie growth -  a tten u atin g  

and s tr u c tu r a lly  d is to r t in g  r e s tr a in ts ' ty p ic a l in  most developing  

cou n trles.^ ^  Witli a merchandise e:qiort earnings in  1973 th at i s  6-7  

tim es th at of a decade b efore and w ith  o i l  con trib u tin g  th e grea ter  pe. r t  

o f a rap id ly  in crea sin g  n et fo re ig n  exchange a v a i la b i l i ty ,  the fo r e ig n  

exchange and savings b o ttle -n eck s  th at have plagued the economy in  the  

p ast w i l l  be s u f f ic ie n t ly  reduced. Apart from being b e tte r  p laced  to  

import necess.'iry goods and se r v ic e s , a b ig g er  le v e l  o f fo re ig n  exchange 

reserves w i l l  enable the a u th o r it ie s  to  "pursue an optim al tax p o lic y  

fo r  both in tr a  and in te r  se c to r a l grawtli," P eter  K ilby provides the  

exp lanation: "The tendency to in crease t a r i f f s  in  response to balance  

of payments and revenue con sid eration  . . .h a s  tvro powerful adverse e f f e c t s  

on th e  economy's growth. F ir s t  such t a r i f f s  provide ex cess iv e  p ro tec tio n  

to  im p o rt-su b stitu tio n  in d u str ie s  w ith  resu lta n t h igh c o s ts  and truncated  

development o f  the emerging in d u str ia l s e c to r , a t the same tim e, because 

sudi t a r i f f s  beai’ no proportion  to the value-added o f the manufacturing 

a c t iv i t y  th a t they ir u p lic it ly  p r o te c t , a " distorted  in d u s tr ia l stru ctu re  

i s  l ik e ly  to  r e s u lt .  Second, increased t a r i f f s  on consumer goods turn

87. K ilb y :- In d u str ia d iza tio n  in  an Open Economy . .  O'̂ . c i t  Page 13
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in te r -s e c to r a l  te m s-o f-tr c .d e  aga in st a g r ic u ltu r e , th is  tends to  d iscourage  

a g r ic u ltu r a l production and to  promote the exodus to the c i t i e s ,  fu rth er

axld-jjig to  unemplcyment and the need fo r  fu rth er  p u b lic  investm ent in
, . . .  "Gourban a m en itie s .

The in crea sin g  saving capacity  w i l l  certaind]/ a lla v  th e Government 

to put in to  i t s  Development Fund a b ig g er  s l i c e  o f  i t s  income than h ith e r 

to , and w i l l  a lso  enable i t  to  accomodate lo c a l ezqponses o f fo re ig n  aid

p ro jec ts  v/hich as we saw in  the la s t  cliaptor might otherrn.se not masterial- 
89i s e .  B esides f i s c a l  p o te n t ia ls , an expanding o i l  in d u stiy  rep resen ts

one o f  th e  major dynamic sec to rs  w ith in  tlie economy, d ir e c t ly  capable of 

generating su b s ta n tia l in d u str ia l baclcrairl and forr/ard linlcages e s p e c ia l ly  

in to  the f ie ld s  o f petro-ohem ical and f e r t i l i s e r  development, and o f  

providing the economy w ith  s u f f ic ie n t  energy requirem ents. I t s  in f .ir e c t  

'spread' or 'm u lt ip lie r ' e f f e c t s  w i l l  in crea se  v-dtli corresponding expansion  

in  lo c a l fa c to rs ' p a r t ic ip a t io n . I t  a lso  remains a p o te n t ia l source of  

such e x te r n a l it ie s  as a pool o f  si:i l led  labour, technocrats and 

ad m in istrators, and tlie con stru ction  o f roads.

Before moving av/ay fo r  the time being from the petroleum  in d u stiy ,

I  v d l l  l ik e  to  draw a tte n t io n  to  the in d u stry 's  con tr ib u tion  to  fo re ig n  

exchange a v a i la b i l i t y  during h e  c r i t i c a l  c i v i l  war years o f 1967- 7 0 .

Table 53 shows the n et fo r e ig n  exchange con tr ib u tion  by the indu.stiy fo r  

the use o f th e r e s t  o f the econœ y a f te r  a l l  avance has been made fo r  i t s  

am  requii-em ents. The ta b le  rev e a ls  th is  con tr ib u tion  to  have varied 

between 10. 6 ĵ and 1 7 .2 /  in  the tiiree years 1967, 68 and 69. Tliis p ic tu re
90

i s  g ro ss ly  m islead ing fo r  as I have intim ated in  an e a r l ie r  cliapter,

N ig e r ia 's  exchange reserv es  v/as v ir tu a l ly  n i l  in  terms o f  her then cû .’ren t 

external o b lig a t io n s  and her a b i l i t y  to  d is d ia ig e  them. Thus the f ig u r e s

Sb. Ib id  Page 16

89. O/F W. Arthur L a /is  -  R e fle c tio n s  on N ig e r ia 's  Economic Growth oin c i t  
Chapter I I .

90 . See Above, Chapter 7



Page 472

fo r  n o n -o il fo re ig n  exchange a v a i la b i l i t y  in  tliose years represent 

e s s e n t ia l ly  a w ith liold ing in  the 'P ip e lin e ' and in  the economy fo r e ig n  

exchange payments on account o f commercial im ports, d ividends rem ittance
op

and c a p ita l tr a n s fe r , ’̂ In  essence the con trib u tion  frœ i the industry  

both from eX:)ort proceeds and. c a p ita l inflov.r represented a major source  

of ' rea l' fo re ig n  exchange to the economy, along w itli o f f i c i a l  a id  and 

m u lt ila te r a l loan  d isbursem ehts. On the other hand Table 34 rev e a ls  a 

p oin t i. have been a ip lia sis in g  above. For in  s p it e  of s t r i c t  exchange 

con tro l and a stix>ng d e s ir e  to  conserve what she has mid maximise what

ever she could earn or borrow, the country was in  no e f f e c t iv e  p o s it io n  

to  stop the o i l  companies paying abroad fo re ig n  contractors employed 

in  N igeria  su b sta n tia l sum in  fo re ig n  exchange. The sum o f .'Tlf.GM paid  

in  1969 fo r  example, was la r g e r  than N ig e r ia 's  then eczisting ' nominal' 

exchange reserv es .

V/ith those two exaiuples behind us -  U.A.O. representing the p a st and 

p resen t, and the petrolei.im industry the fu tu re , -  we may now look  briefly^  

in to  some other asp ects o f  P riv a te  fo re ig n  investm ent in  N igeria , The 

m otives fo r  in v estin g  in  her are sim ila.r to  those analysed in  the second  

chapter, thougli p a r t ie . la r  em h a s is  should be g iven  to  the _X )teiitially
C'2

a t tr a c t iv e  s iz e  o f the market, 'the general 'Open Door'^ p o lic y  and the 

fr ie n d ly  posture of a u su a lly  con serva tive  Government th a t v/as (and 

s t i l l  i s )  eager to  in d u s tr ia liz e ,  and more rec en tly  the prosp ect o f an 

o i l - l e d  boom. I f  we concentrate on the manufacturing industry in  which 

the number o f fo re ig n  in v esto rs  s in ce  Independence has m u ltip lied  sevei^al 

tim es, we fin d  that there are th ree  main tr,rpes o f fo re ig n  in v e s to r s ,  

th ose merchant firm s li l:e  U.A.O. and John H olts L td ., and fo r e ig n

31 . See West \̂f ri.ca harch 19, 1971 Page 297. According to  i t s  cor
respondent, "payments in  the p ip elin e"  in  early  1971 " is b e lie v e d  ' 
to t o t a l  about 3l60M compared w ith  a published ex tern a l reserves  
of some 33011."

92. G/F K ilb y ;- I n d u s tr ia liz a t io n  in  An iJpen Economy 0 . c i t . In troduction .
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su p p liers  l ik e  ' ly e '  , 'R aleigh' and 'Guinness' who e ith e r  in d iv id u a lly  

or as jo in t-p a r tn crs  sta rted  producing and assem bling beliird th e  lo c a l  

t a r i f f  w a lls  s o le ly  fo r  tlie purpose of p ro tec tin g  or safe-guarding th e ir

marie e t  s liares. For the la t t e r  firm s the sequence of involvanent fo llo w s

93th a t described  in  Gahpter 2. Secondly, th ose in tern a tio n a l companies, 

new to  N igeria  but a ttracted  by generous in c e n tiv e s  and market p o te n t ia ls

94to e x p lo it  new oppoz't uni t i e s  as p art o f th e ir  v/orld-wide ezcpansion d r iv e .

The major m u ltin a tio n a ls  lilze  'i ilc z a i', 'Metal Box', 'P h i l l ip s '  and 'Dunlop'

f a l l  in to  th is  ca tegory . The th ird  group -  the Ilacliinery Manufacturers 

cum equipment salesm en vho have been in  the ' tum -kej/' and jo in t-v en tu re  

p r o je c ts , have in v a r ia b ly  been a ttra c ted  by Government in v ita t io n  and 

the opportunity fo r  alm ost r is k - fr e e  investm ent. i t h in  the l a t t e r  

group are p r iv a te  in d iv id u a l entrepreneurs whose p r iv a te  investm ents 

are guaranteed by the Government or Government Ooig^oration. We have 

seen  in  the la s t  chapter how th ese  p r iv a te  guarantees liave been in crea sin g  

in  the la s t  decade and foitning a n ot-in oon sequ en tia l part o f e f f e c t iv e  

fo re ig n  d eb t. I  have referred  in  an e a r l ie r  chax^ter too to  the c r i t i 

cisms surrounding: the l'o ie  o f raacliinery merchants and süpr)lier cred ito rs  

in  tlie in d u s tr ia liz a t io n  p rocess. This observation  by P eter  ._ilby sums 

up the s itu a t io n  b r i l l ia n t ly  . . ." t h e  rash o f  'm achinery-sale p u b lic  

investm ent' p r o je c ts  i s  p o l i t i c a l :  P r e st ig io u s  c a p ita l- in te n s iv e  p ro jec ts  

can be achieved qu ick ly , they provide w e ll-p a id  d irec to rs liip s  fo r  

p o l i t ic ia n s  as w e ll  as jobs fo r  the unemployed, they are an ir.portant 

source o f  ( P o l i t i c a l )  party  fin a n ce  v ia  the ' x ick -b a c i:', and they do not

95rec]uii-e any money dor.-n -  they are financed on the b a s is  of Supplier credits'.'

93' See Chapter 2 , fn .  20 Page 2 8 ..

94, G/F K ilby; I n d u s tr ia liz a t io n  o ; . c i t  Page 132.

95, Ib id  Page 76 . C/F Sayre P . S o lia tz ;- "Crude P r iv a te  New-Imperialisms ;
A New P attern  in  j ifr ic a  J.Li.A.S. V ol. 7 No. 4 19&9 O;). c i t
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The lo c a tio n a l p attern  o f  fo re ig n  in d u s tr ia l investm ent in  ITigeria, 

l ik e  th e  m otives behind rhern has been stud ied  in  some d e t a i l s  by A.IT. Halcara: 

"Aside from broad recommendations the fo r e ig n  in d u str ia l in v esto r  vras l e f t  

f r e e  to in v e s t ,  vdierever he d esired  and {In')  whatever he wished, (N ation al
O ̂

plan notw ithstanding) V Oonseqiiently lo c a tio n  was determined by the

nearness to  the market in  the case  of food , consumer durables and l i g h t  

m anufacturing, and by nearness to  the raw m ateria l base in  such cases as 

p rocessin g  o f a g r icu ltu ra l e^qjort produces lh : e  o i l - s e e d  m illin g , c o tto n  

ginn ing and rubber p rocessin g , and in  the production o f ’ heavy’ goods lilce  

cement, t in  processing  and netroleura. In  fu tu re , the lo c a tio n  o f hydro 

e l e c t r ic  pover, gas and petroleum  r e f in e r ie s  are expected to  be fo c a l  

p o in ts  fo r  in d u str ia l eccpcunsion. In N ig er ia , i t  thus fo llo w s th a t most 

manufacturing in d u str ie s  (both  foreign-ovm ed and indigenous) are concentrated  

in  and aro^und b ig  c i t i e s  lilc e  Lagos, Ibadan and Mano, and around petroleum  

producing and re fin in g  environs o f  Port-lIarcoLirt. However as ind^ustrial- 

iz a t io n  moves in to  the in term ediate and c a p ita l goods production s ta g e ,  

where the lo c a tio n s  o f power supply and raw m ater ia ls  rather than th e  

market proxim ity are r e la t iv e ly  more irrportant, a grea ter  spread may occur. 

Such d isp e r sa l i s  li lc e ly  to  be enhanced by o f f i c i a l  p o lic y  in  th a t d ir e c 

t io n . A lo c a tio n a l p a ttern  that i s  b iased  to p o l i t i c a l  con sid era tion s  

and l e s s  econom ically-deteim incd has i t s  obvious drawbaclcs, as the  

experience o f N igeria  during the years 1933-<e6 g la r in g ly  dem onstrated.

Then e f f e c t iv e  economic power rested  concurrently w ith  the Federal and 

the th ree  reg ion al governments. And the jea lo u s com petitive d e s ir e  o f  

each region  to  have i t s  ’ f a ir  share’ o f  the mushrooming in d u str ie s  induced  

h asty  in v ita t io n s  to , and approval o f fo re ig n  in d u s tr ia l ventures w ith  

minimal p ro jec t eva luation , and th a t were c le a r ly  o f n o n -e sse n tia l or

96 . A.N. Halram:- ’The M otivation to  In v est ond the Tjocational P attern  o f  
Foreign P riva te  In d u str ia l Investm ent in  N ig er ia ’ IT.J.3 .3 .  V ol. 8 , 
1986 OP. c i t  Page 62.
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s tr a te g ic  and sometlines d u p lico .tive . As fo r  Governments’ own

’ tu r n -k e y a n d  jo in t  ven tures, and guarenteed P r iv a te  investm ents, the

p o lit ic a d ly -o h o se n  lo c a tio n s  and poor tech n ica l consultancy and manage-

97ment agency ensured th e ir  loss-m aking. The la s t  p o in t re in fo rces  v/hat 

I have been saying about m otivation , and according to  Halcjjm, i t  i s  t h is  

reg io n a l p o l i t ic o - in d u s tr ia l  id v a liy  along w ith  the in e v ita b le  absence  

"of o v e r a ll  ind’u s tr ia l  planning and co -ord in ation  th a t v/as la r g e ly  r e s 

p o n sib le  fo r  th e over-capacity  that e x is t s  or sh o rtly  to  e i:is t  (a s  a 

r e s u lt  o f  new p la n ts  under con stru ction ) in  the f o llœ /in g  in d u str ie s ;

b eer , ty r e s , f lo u r , shoes, b is c u it ,  cement, enamelv/are, some phases o f

98the t e x t i l e  in d u stiy , and roofing  m ateria l,"  whether th is  s ta te  o f  

a f fa ir s  v / i l l  continue or not in  a re -stru ctu red  tw e lv e -s ta te  F ederation  

(o f  N igeria ) i s  y e t  to  be seen . The sm aller and f in a n c ia l ly  v'caker s ta t e  

adm in istrations are most cenbainly to be subordinate to  the Federal 

Government in  econor.ic power and are th erefo re  un liicely  to  embark on 

lo c a l ’p r e s t ig e ’ p ro jec ts  v/ithout cen tra l approval and svpport, and the  

co-op eration  o f neighbouring s ta te s .  On the other hand, the a rt o f  

compromising the d e s ir e s  nnd co -ord in a tin g  the p lans o f tw elve s ta te s  i s

li lc e ly  to  prove fa r  more d i f f i c u l t  than in  the case o f a th ree-reg io n

99fe d e r a tio n . The necessity o f avoiding d u p lic a tio n ,, fragm entation and

97» See above Chapter 7) Pages 4 0 5 -6  and Sayre P . Schats -  ’Crude P r iv a te  
Neo-Im perialism ’ o p .c i t

9 8 . A.N. Hakam. ’ The 1,'otivation to  Investm ent’ op. c i t  Page 98

99. C/1? The a r t ic le  e n t it le d  'Ih ich  in d u str ie s  There in  N igeria?’ in
.Test A fr ica Sept. 19 1970. The a r t ic le  diuv/s a tte n tio n  to  t h is  problem  
of in t e r - s ta t e  rivali%,r. Quote; " It i s  not in  N ig er ia ’ s long-term  
in te r e s t s  to a llow  in v esto rs  to  p la y -o f f  s ta te s  aga in st eacli o th er  
in  order to ob tain  the most favourable term s, which i s  what could  
occur i f  the present clamouring continues."  "The a r t ic le  a ls o  r e la te s  
the experience o f  one large B r it is h  company th a t refu ses  to  sa n ctio n  
fu rth er  expansion in  the economy " u n til th is  S ta te  nuestion  i s  c leared

being held ir) because others are demanding
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success capacity  cannot be over-eiiÇ)hasized in  the case  o f  ll ig e r ia .

C ollab oration  w itli d if fe r e n t  fo re ig n  manufacturers by indigenous p r iv a te

companies, S tate  Gozgoorations and m arket-protecting fo r e ig n  merchandise

f ilm s  can only r e s u lt  in  sub-optim al p la n ts  d o ttin g  th e len g th  and breadth

o f the cou n tiy , \rith  scant hope fo r  fu tu re  n a t io n a liz a t io n  and mergers*

:uid no l e s s  important i s  the im plied d u p lica tio n  o f fo r e ig n  payments fo r

r o y a l t ie s ,  lic en c in g  and tech n ica l fees, and management expenses e t c .  As
ICOv/e have seen  above in  the case o f In d ia , ' an unco-o iu inated  import o f  

technology and consultancy could e n ta i l  an enomous but unnecessaiy lo s s  

of fo r e ig n  exchange. The iieddav/ay G conission  on the U nited Kingdom D ir e c t  

Investment Overseas, found th a t during th e  period 1995-64 and excluding  

the o i l  s e c to r , N igeria  and Ghana were the la r g e s t  r o y a lt ie s  and manage

ment f e e s  paying countries amon̂ i the f i f t e e n  lead ing overseas t e r r it o r ie s  

in  v/iiich B r it ish  Companies operate. The pa^rments equalled  40/a aixl 994 

r e sp e c t iv e ly  of th e p o s t-ta x  T )r o fita o ility  o f U.K. Group in  tiiern as 

compared w ith  an average o f  1 0 .d-' for  the other c o u n t r i e s . Y U i t i t  

in te r p r e ta tio n  can we g iv e  to idiis finding;? I t  could mean what i t  sirvply 

im p lies , th at i s ,  payments fo r  imported technology and manager.ient agency 

in  the indus t r i a l !  sa t ion  process i s  becoming; an in creasin g  component of 

the ' co s ts ' o f fo re ig n  inveshnent package; secondly th at conpanies tra n s

mute sane o f th ein  p i o f i t s  in to  the form o f roya lty  and h e a d -o ff ic e

' expenses’ and tra n sfer  then abroad as tax  deductable c o s t  rather than
10 9

as d ividend; “ th ir d ly  th a t because o f th e  process o f  c o n so lid a tio n  and 

gradual expansion through the ploughing back o f reta ined  earnings, the  

proportion  o f r o y a lt ie s  and fe e s  in  t o t a l  overseas payment i s  exaggerated.

100. See above Cliapter 9 Page 236.

101. The Reddaway Report \ in terim ) op. c i t  Pages 91-92

102. See above Chapter 2 Page 33*
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.Tnichever in terp re ta tio n  i s  correct th ere i s  no doubt th a t a movement 

in to  th e  in teim ed ia te  and c a p ita l goods production  vri.th the help  o f  

fo re ig n  c a p ita l and laiow-how i s  going to  generate heavier technology  

and management payments than h ith e r to .

PKOPrr F.iilRFORI/IAI-Cb: V ciy l i t t l e  i s  knov/n about fo re ig n  investm ent p r o f i t 

a b i l i t y  in  N igeria , N eith er o f f i c i a l  s t a t i s t i c s  nor companies' annual 

reports shed much l i ^ i t  on i i i i s  important asp ect of ex tern a l resource  

usage. This dearth of inform ation has an h is to r ic a l  foundation, fo r  

u n t i l  1939 when company tcuiation was in s t itu te d  in  N ig er ia , firm s had 

never been in  the liab it o f  d is c lo s in g  to ou tsid ers  how they fared . Again 

as part o f  in tern a tio n a l group o f  companies, lo c a l su b sid io n ies  and 

branches have alv/ays found i t  prudent not to  d is c lo s e  how mucii they maice 

in  one developing country'" as compared v/ith the le v e l  o f  return in  another. 

ho\ ever as a consequence o f  recen t laws decreed about locaJ. incorporation  

in  N ig er ia  (a s  opposed to  _ revious 'r e g is t r a t io n ')  more inform ation about 

p r o f it  and other m atters should be a v a ila b le  rea d ily  in  fu tu r e . Perhaps 

the most concrete inform ation we have about p r o f it  concerns i t s  l i is to r ic a l  

ro le  as th e major source o f business exi^ansion from th e e a r l ie s t  daj^s up 

to k id -19608 when tlie new group o f ' ou tsid er' in v esto rs  appeared on the  

in d u str ia l scene and began to in je c t  fr e sh  fo r e ig n  c a p ita l in to  the  

economy. I  s h a ll  r e la te  b r ie f ly  the sketchy s t a t i s t i c a l  and n o n - s ta t is t ic a l  

evidence that i s  a v a ila b le . I  have already e:comined the pre-\7ojr performance 

in  Cliapter 6 . In  the immediate post-v/ar period  o.nd early -30s b efore  

manufacturing got unden/ay o.nd v/hen fo re ig n  c a p ita l wo.s s t i l l  concantra.ted 

in  commerce and t in  mining, return on c a p ita l was w e ll  over the 10)j marl:. 

U.A.C.^^^ r e s u lts  could be taken as f a ir ly  rep resen ta tiv e  o f fo r e ig n  

in v esto rs  perfom o.nce in  th e  commerce s e c to r , I  have already referred  

to  the company's p r o f i t a b i l i t y  (6.2)6) in  1933/34? whicli in  1937 s.t the

103. U.A.O. hers re fers  to  the Croup as a whole in  ;lfr ica  and not i t s
N igerian su b s id e r ie s . Havevcr s in ce  N igeria  accounts fo r  the la r g e s t  
part o f the Group’ s o v e r a ll a c t i v i t i e s ,  the f ig u r e s  above must 
approximate to 'those obtained th ere .
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s ta r t  o f  redeployment v/as reduced to  about 7 .0 / .  In l$6o  p o s t- ta x  p r o f it  

v/as again  low er a t ju st  under 6 . 3/; end th e d e c lin e  continued throughout 

the fo llo w in g  f iv e  years o f redeployment u n t i l  th e  re v iv a l mentioned 

e a r l ie r .  By the end o f the I 960 decade the success o f redeployment 

was beginn ing to ar^pear in  th e p r o f it  r e t iu n s . This trend in  the be

haviour o f  p r o f i t  can be confirmed frcx.i o tlier  sources. According to  

(B r it is h )  Board o f Trsde*s data , the earnings o f  B r it ish  n o n -o il companies 

in  N ig er ia  d-^ring the important period 1938-63 v/as estim ated to  have 

averaged 6 . i /  o f th e ir  c a p ita l e m p l o y e d , T h e  average was on one hand 

reduced by very low returns on commerce in  I 96I - 62, the g e s ta t io n  period  

o f redeiiloyed c a p ita l in  manufacturing and p rocessin g , and on th e other  

hc.nd i t  v/as boosted by good returns from banlcing and insurance se r v ic e s .

The aggregate n on -o il earnings f e l l  from B o .61. in  I 96O to  B2.0: in  1962'“'''̂  

when th ere  was a su b sta n tia l c a p ita l f l i g h t  f r x i  th e  sm a ll-sca le  trading  

and se r v ic e  sector’ . Again according to  the Reddaway Report, the n et  

operating a s se ts  o f B r it ish  Companies engage in  manufacturing and t in  

mining during th e 9 year period  ( 1933- 64) average B31 .21 ' and on which a 

p re-ta x  p r o f i t a b i l i t y  o f  7 . 6 /  v/as ach ieved . The comparable fig u r e  fo r  

Ghana v/as 26.0 v/iiile tlie 13 country average v/as about li^.3; . P o st-ta x

ra te  v/as 4 .7 ;g  thus N igeria  v/as t j o l f t h  in  te r e s  of p r o f i t a b i l i t y  among
.107the f i f t e e n  overseas co ia itr ie s  in v e s tig a te d ."  Tlrat barJcing and insurance  

con tr ib u te  s ig n ii ic a n t ty  to  B r it is h  overseas earnings in  N igeria  i s  shov/n 

by a breakdown o f the B7. 6lI made on n o n -o il investm ent in  I 966. According 

to the 1969 Bo rd o f  Trade a r t ic le  c ite d  above, earning from banl'ing and 

a l l ie d  ser^/ices was B2 .8II and second only to  manufacturing income o f  

B3.2N.^^^ From the other end, recent N igerian  o f f i c i a l  attempt to

104. See above rage 437.

103. R .S. May ‘D irec t Overseas Investment in  N igeria  1953“ O' ao. c i t  Page 239

106. Board o f Trade Journal. 9th  May I 969. ^Irticle on 'O verseas Investment 
1967' Table F

107, Reddaway (F in a l) Report 1969 ou. c i t  Table IV .3 Rage 338.
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measure the earninq; power o f  fo re ig n  investm ents has not resu lted  in  

convincing estim a tes . According to  th e C entral Banlcs 'Foreign P r iv a te  

Investm ent Survey I 967 and I 966' ,  the p o s t - t s x  income o f a l l  fo r e ig n  

en terp r ise s  in  I 966 amounted to  £ 65. 6I: hut i t  f e l l  su b s ta n t ia lly  to  

£ 38, 71; in  i 960 as a r e s u lt  of ser io u s d is lo c a t io n  to  the Petroleum industry  

The aggregate income in  I 966, in  terms o f c a p ita l employed (s e e  ta b le  44) 

was 15. 4/ .  This r e la t iv e ly  high p o s t- ta x  return was su b s ta n tia lly  

in f la te d  by o i l  incarne, fo r  according to  idie same Survey, mining and 

quarrying accounted fo r  B55.8M or 8 5 .1 /  o f  the p o s t-ta x  income. R elated  

to the estim ated c a p ita l employed in  the l a t t e r  sec to r , return  was thus 

about 26;4, Perhaps we sliould not a ttach  much importance to  t l i is  d iv is io n  

between mining (mainly o i l )  and non-mining income. Because o f  th e liigh  

l e v e l  o f gearing the p o s t- ta x  aggregate return  in  the same year ( 1966) 

amounted to 3 1 .4 /  o f paid-iro c a p ita l and re ser v es . The estim ated n o n -o il 

income o f £9.811 s t i l l  amounted to about 5,; o f operating a s se ts  even in  

s p it e  o f  an ad d ition  o f B1.21 for t in  production . S ince the book v a lu e  

o f  B r it is h  investment was ju st  over h a lf  o f the t o t a l ,  the I 966 estim ate  

from N igeria  i s  s l ig h t ly  in c o n s is te n t  w itli th a t o f the Board o f  Trade 

referred  to above. Again according to  th e i 9 6 0  Curvey, the p o st-ta x  I 968 

income o f fo re ig n  investm ent o tirer than in  mining was about 10;b o f n et  

operating  a s s e ts ,  doublin^q the le v e l  o f  I 966 and la r g e ly  accounted fo r  

by the 98)0 in crease  in  a f te r - ta x  income o f th e  manufacturing and p rocessin g  

in d u stry . The production (and income) o f  t h is  sec to r  was su b s ta n t ia lly  

ciquanded in  response to  th e v/artime heavy import co n tro l.

108. ( s e e  previous page)
See fn . i  I0 6 . Table 4 o f a r t ic le  c i t e d .

109. C entral Bank o f ITigeria 'F oreign  Investm ent Survey 1967, 68’ E .F.R . 
June 1971 op. c i t  Rage 18
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The p ic tu re  th a t has emerged so fa r  from the above a n ly s is  i s  that  

the 'accounted’ earnings o f  fo re ig n  p r iv a te  investm ent in  Nige::*ia v/as 

'moderate' in  the e a r l ie r  p art of the la s t  two d e c a d e s , r e l a t i v e l y  

' la v ’ during the tr a n s it io n a l period o f la te  ' 50s and early  ' 60s and to  

have sta rted  looking 'good' tov/ards the end o f th e  decade v/ith the b oost  

coming mainly from the petroleum and maturing manufacturing in d u s tr ie s .

There i s  every in d ic a tio n  that the underlying m/ward trend v / i l l  continue  

in to  th e  next decade. Ilov/ever i t  i s  in te r e s t in g  to  compare the above 

'accounting' evidence about aggregate performance o f fo re ig n  investr.ient 

in  N igeria  v.ith n o n -o f f ic ia l  observations about the p r o f it  behaviour o f 

some sec to rs  in  which fo re ig n  in v e s to r s  are stron g ly  represented .

In  h is  d e ta iled  study o f  West A frican  trade, P ro fessor  Peter Bauer

has liigh lig jited  the concentration  o f the commercial l i f e  o f  the econaay

in  the hands of a few NurO 'Can merchant firm s v/lio, as members o f  the

Nerclxi-ndise Agreaaent Group and w e ll in to  th e la t e  '5 0 s , were ab le  to

operate a m arket-sharing agreement th at v/as not in  the b e s t  in t e r e s t  o f

the consuming p u b lic . Given the high returns to  c a p ita l (" the rea l

return on c a p ita l under su ita b le  management in  in tern a l trade and transport

i s  so high th a t borrowers can afford  to pay th ese  12; r-lG)j high in te r e s t

rabes"),^^^ "the occasion a l sp ectacu lar  attem pts to  I;eqo out or destroy
112

p a r ticu la r  com petitors", " and the a b i l i t y  to  secure abnorr.ml p r o f it s  

tlirough conditional, sa le s  o f commodities in  sh ort svugly dvuring and a f te r

the the evidence p o in ts  to  monopoly p r o f i t s  beinj; e a s i ly  made in

110. 0/1? R .3. Nay 'D irect Overseas Investr.ient in  N igeria  1955-65' ouuoit  
Rage 259,

111. R. Bausr West .African Trade o~o« c i t  Rage 17

112. Ib id  Rage 100

113. Re C onditional Dales : Bauer œcpl.ains : "A commodity fo r  which tlie demand 
e>:ceeds s n p ly  a t the con tro lled  p r ic e  i s  made a v a ila b le  a t that p r ic e  
to  those buyers only v/ho undertalce to purchase anotlicr commodity or 
range o f commodities which othein /ise  they would not buy, a t l e a s t  not 
at the u r ico  v/hich tliey now have to  pay. As i s  w e ll  laiown cond ioional 
sa le s  can be used to  d e fe a t the op eration  o f  p r ic e  control" .Dmh wage
455
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trade as w e ll  as in  uanlcing and shiv/ping, "Indeed some of the most 

c h a r a c te r is t ic  fea tu res and methods o f V est A frican trade are the  

expected accompaniments o f  o l i g o p o l y " W i t h o u t  engaging in  a c r it iq u e  

here th ere i s  no doubt about the strong c r it ic is m  in  the country a g a in st  

fo re ig n  firm s fo r  the ’ u n fa ir ’ p r o f it s  thqy were a lleg ed  to  be making 

during th e  1940s and 1950s, Thus U.S. Senator /U lan  A ll end er was ab le, 

in  a Rep>ort on U.S. operations in  A frica  to  d escr ib e  the r e t a i l  and v h o le -  

s a le  trade as being in  tlie "hands o f the B r it is h , the Indians, the  

Lebanese and some Greet:, who togeth er malie unconscionable p r o f i t s  on what 

tliey se ll." ^ ^ ^

In  the f ie ld  o f  modem manufacturing recent case s tu d ies  by P eter  

r.ilby  have revealed  su b sta n tia l p r o f i t s  being made, and as a m atter o f  

fa c t  being expected, in  some o f the key im % )ort-substitution in d u str ie s  

In the manufacture o f c ig a r e t te s ,  the N igerian  Tobacco Oonqiany ( su bsid iary
117

of British-A m erican Tobacco Ücam)any) "has been very  successfu l"  I t s  pre

tax p r o f it  in  the ' bOs average 2 0 / on eq u ity  c a p ita l and r e ser v es . I t  

was even higher in  the ’ 5 s . N igerian  B rew eries, the main producer o f  

b eer in  the countogr achieved an average o f  38/  p re-ta x  p r o f it  ra te  during

1181960- 65, w hile in  tlie f a s t ly  expanding t e x t i l e  industrpy i t  was not 

uncommon fo r  ccnmanios to  in s t i t u t e  a p r ic in g  p o lic y  "which has been su f

f i c i e n t  to  earn a 60 '-plus ra te  o f re barn on issu ed  c a p i t a l " , A s  fo r  

cement production, during the f i r s t  e ig h t years (1959-66) o f  the N igerian  

Cement Company's operation , the "rate o f  return on equity  has averaged

114. rtyd Page 100.

115. A .J. B llen d er:- A Report on U.S. Foreign  Operation in  A i'rica. Page
8 7 . WasliiiV)tonD.C. 1957.

116. P. K ilby: In d u s tr ia lis a t io n , ou. c i t  Chapter 4 .

117. Page 9 5 .

118. Ib id  Page 98.

119. Ib id  Page 129.
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2c/., on eq u ity  and reserves 2ü;o. Two-third3 o f th ese  earnings have been

retained  w ith  the r e s u lt  th at A4.5N o f £6, yd to ta l  c a p ita l employed has

come from p r o f i t s .  . i t l i  i t s  p ioneer s ta tu s  and d ep rec ia tio n  carry-foiU'.^.rd,
120no incom e-taxes wore paid u n t il  the eighth  year,"' K ilby a ttr ib u ted

these high le v e l  o f p r o f i t a b i l i t y  not so much to the strong, almost mon

opoly p o s it io n  held by th ese  companies in  the market, but la r g e ly  to bad 

tariff-m alcing in  the econoiq)' which provides ex ce ss iv e  p ro tec tio n , and to

the demonstrated in a b i l i t y  o f  the a u th o r it ie s  to skim o f f  through appropridte
121

ex c ise  tax  the la te n t  monopoly rent."'
122 125F in a lly ,  in v e s t ig a tio n s  conducted by .0. Aboyade and K.H. Langley

pointed in  the same d ir e c t io n  as K ilby’ s on th is  question  o f p r o f i t a b i l i t y ,

3' examining th e  r e la tio n sh ip  betAveen ’value-added per u n it o f v/ages and

sa la r ie s ' and the p ro d u ctiv ity  o f  labour in  m anufactiring industipg both

Abcyade (v.dth 1958-61 data) and Langley' (v /ith  I 963 data) came up w ith

fin d in gs which suggest r e la t iv e ly  lov/ share fo r  labour in  income generated

tlrovjghout the major in d u str ia l groups, but e sp e c ia lly  in  soap, t o i l e t r i e s ,

cement and brewery (1958-61); and food , beverage, tobacco, chem ical and
12/ ’cheriical products and o i l  ( I 963) .  "Cubout p er person employed i s  r e la t iv e 

ly  high ( in  the la t t e r  group o f in d u str ie s )  v/h ile labo’ur* s sliare of 

value-added i s  r e la t iv e ly  la v . One can h yp othesise  tliat th is  r e f l e c t s  

r e la t iv e  fa c to r  proportions p a r tic u la r ly  c a p ita l usage in  the chem ical and 

cement groups, but probably r e f l e c t s  degree o f p r o f i t a b i l i t y  or monopoly

120. Ib id  Page 106.

121. Ib id  Chapters 2 o.nd 4 .

122. 0 . Aboyade : Foundation o f Axi A frican  Economy: A Study o f  Investm ent 
and Growth in  ll ig e r ia . on. c i t  Chapter 4 Pages 135-137.

123. Kathleen II. Langley 'H ztem al Resources F actor in  N igerian  Economic 
Development’ N .J .E .S .S . V ol. 12, No. 2 July 1968. on. c i t  Appendix 
B Pages 176- 181.

124. Ib id  See Table B3 Page I 8 0 .
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earn ings. Whatever the e::act explanation , i t  i s  obvious th a t the return  

to  c a p ita l (end p o te n t ia l outflow ) i s  not in sign iflean t'.'

■ihat fu rth er  conclusions can be dravm from above a n a ly s is  about the  

p r o f it  performance o f  foreign-ov/ned en terp r ises  in  N igeria? F ir s t ,  that 

some o f the leading impo r t  -  sub s t  i  11: t  ion  manufacturing in d u str ie s  have been  

able to ach ieve su b sta n tia l returns to  c a p ita l ,  which have in v a r ia b ly  been  

ploughed back fo r  rapid expansion. Rarely d id  dividends d eclared  and rem

i t t e d  exceed 5Qo of p o s t-ta x  pr ' ' f it s .  Secondly, tliat the good perforriiance 

o f the manufacturing se c to r  i s  o f f s e t  in  th e  aggregate by r e la t iv e  low 

margins in  d ec lin in g  investm ents such as d is tr ib u t io n , transport and 

communication, and a g r ic u ltu r e . Thirdly, th at compared w ith  Government- 

sponsored in d u str ia l p r o je c ts , foreign-ownecL and con tro lled  la r g e  and 

medium-scale ones have in  th e  la s t  decade or so  been r e la t iv e ly  su c c e ss fu l.  

The underlying; causes o f the form er's fa ilu r e  have been alluded  to  above 

and in  previous chapter. F in a lly  the a n a ly s is  revea ls the need fo r  

fu rth er comprehensive and indepth study o f th is  theme.

Foreign Investm ents' C ontribution to  Nxuort, Foreif;n-lb:chaiu;e Naiiulngs and

Savin  ; Gauaci  ty

One o f the major advantages iidiei'ent in  fo re ig n  c a p ita l usage has been  

i t s  a b i l i t y  to create extra c a p ita l resources fo r  the host econcmy. This 

power -  and some see  i t  as i t s  main ra tio n a le  and j u s t i f ic a t io n  fo r  

continued ex isten ce , i s  w e ll recognised by both  developed and developing  

co u n tr ies . However as I  s h a ll  show p r e se n tly  the emq^hasis i t  r ec e iv es  

v a r ie s  from countr}^ to  country and. under d if fe r e n t  circum stances. I  s h a ll  

l im it  m yself here to  c/ctem al resou rces, th at i s  foreign-exchange crea tion  

and sav in g , and ignore in tern a l generation  l i l : e  corporation  taj{ o b lig a tio n .

125. Ib id  Page 177. 0/^  Aboyade: Foundations o f  /In A frican Econony 
op. c i t  Page lp 6 .
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e x c ise  tax  e tc .  Of course uliere a company's inoom e-gene ra tio n  comes 

alm ost ex c lu s iv e ty  fror.i e::tem al s a le s ,  for  example, petroleum and t in  

productions, i t s  in tern a l f i s c a l  o b lig a tio n s  are discharged in  hard 

currency. In N igeria  fo re ig n  p r iv a te  c a p ita l lias h is t o r ic a l ly  been in  

the cen tre  of exchange generation  and exchange spending, only la t e ly  has 

i t  attended to the purpose of exchange saving. B efore the advent o f  

marketing boards i t  was fo re ig n  merchandise firm s lilc e  U.A.G. and John 

H olts th a t dominated the export-im port trade and lo c a l  brandies o f ' Barclays 

Bank’ and ' St and aid  Bank' that smoothened the tr a n sa c tio n s . The ' Modem 

Hector' o f  today's econony lias of course grown b ig g er , more com%)lex and 

d iv e r s i f ie d ,  so too are the a c t iv i t i e s  o f Vnodem' fo re ig n  in v e s to r s .

The petroleum in d u stiy  i s  o f  course the most important exchange- 

eam er fo r  N igeria , w ith  as we liave seen  above, a f a s t ly  in crea sin g  p o s t-  

c i v i l  war contribution  to  exchange a v a i la b i l i t y .  I t s  Balance o f  Payments 

impact in  the l ig h t  of rising; world p r ic e s  and da.iand fo r  petroleum prod

u cts i s  l ik e ly  to  reach about Ml, COOIt(£5001,1) in  the la t e  '70s.^^^ I t s

steady con tr ib u tion  i s  l ik e ly  to  le s s e n  the irnpact o f d e c lin in g  va lu e o f 

the tr a d it io n a l agidculturod eccport commodities and i t s  f lu c tu a t in g
127

na.ture. An important by-product o f the d isc o v e iy  o i l  in  N iger ia  i s  the 

fa c t  th a t she no lon^;er does liave to  import petroleum products fo r  her 

dom estic needs, ,/itli the opening o f  the Port-1 larcourt r e f in e iy  in  I 965, 

the estim ated s iz e  of the exchange thus saved m n u ally  was about £lij.-15II 

in  the la t e  B ix t ie s .  And i f  projected  estim ates o f fu ture petroleum  

products demand are anything to  go by, th is  d ir e c t  saving on what used to  

be a major item in  the import b i l l ,  i s  d estin ed  to  be g rea ter  in  the  

immediate fu tu r e . Demand is  p rojected  to  in cr ea se  a t m average ra te  of

126. The ' nominal' value o f crude o i l  export i s  1 Neely to be about M l,800- 
2,OCON during the same p eriod .

127. N on-oil merci'iandise export va lu es wore in  19&5 ;8200.3^t; I 966 £171 .t ig  
1970 £187 .a i;  1971 £170.211 -ud. 1972 £129.11,:. The su b sta n tia l f a l l  in
1972 occuiV’ed in  a l l  major ccmmodities.
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12S20,j per annum in  the seoond-half o f  the '70s and p lans fo r  ti/o more

r e f in e r ie s  to  be owned by the S ta te  but managed by the o i l  companies are 

already a t an advanced sta g e .

The tin -oo lu m b ite in d u stiy  represents the o ld e s t  fo r  eign-ovmed d ir e c t  

exchange earning in d u stiy  in  the F ederation . As we have seen  in  Chapter 6 

i t s  heyday was in  the ' 20s and ' 50s; however i t  s t i l l  manages to  con tribute  

60- 70/  o f i t s  crccho-nge earning,s to  the lo c a l  economy c liie f ly  through wage 

pajrments to  i t s  la rg e  labour fo rce  and tax  o b lig a tio n s  incl'uding r o y a lt ie s  

to  the Government. The value o f i t s  t in  m etal export in  I968 was £ 1 5 .7N, 

v/hile the main producing, and sm elting  ccmrjany ( ' limalgamated Tin N in es')  

paid nearly £0 .o 6],I in  r o y a lt ie s  to  the Fedoi-al Government in  1968/ 69 . Un- 

l i l:e  petroleum in d u stiy , t in  production i s  no longer a p erce p tib le  source 

o f ca p ita l in flow .

Next to irm/ort-subs t i tu t io n  m anufacturing, p rocessin g  of N ig e r ia 's  

tr a d it io n a l rav/ m ater ia ls  both fo r  dom estic consuruption and e x .o r t  i s  the  

most important area o f in d u str ia l development. Unlilce th e former however, 

fo re ig n  c a p ita l 's  p a r tic ip a tio n  i s  not su b sta n tia l except in  a few com

m odities lilce Ground-nut o i l  ex tra c tio n  (dominated by Lebanese and Greel: 

C yprio ts), plywood and sawm illing (U .A .C ,), rubber crepin^g and cotton  

ginn ing. U.A.G. Group aided the p ioneering o f  cheap and e f f i c i e n t  method 

o f palm o i l  p rocessin g  v ii i le  th e reader v / i l l  r e c a l l  s im ila r  important 

r o le  the B r it ish  Cotton Growing A sso c ia tio n  played in  r e la t io n  to  cotton
129growing and ginning Except in  a few cases lilce  palm o i l ,  and timber 

and plywood m illin g  v/here a minimum amount o f p rocessin g  i s  e s s e n t ia l  

b efore they could be exported, the rather b p tion a l' attem pts to  v a lo r iz e  

other export commodities have so fa r  been hampered by high c o s t  o f  lo c a l

128. See Standard Banl::- .Innual Economic Review; N igeria  June 1970.

129. See above. Cliapter 6.
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p rocessin g , q u a lity  problcns and the p ro g ressiv e  t a r i f f  h a rr iers  ir.iposed

130by oonsuraing cou n tr ies o f Western EuTope and North Ameiu.ca. Processed  

component o f  aggregate agricu ltiural canmodity e%^)orts f e l l  below e:^)co t

a tio n  during the grea ter  , 'art of l^GOs, though th ere  are in d ica tio n s  that  

w ith a grea ter  government ern^diasis on the ccçpansion o f  agro-based in d u str ies  

during the presen t (1970-74) and subsequent p lan  p eriod s, pre-exnort 

value-added w i l l  r i s e  appreciably; so \? i l l  fo r e ig n  c a p ita l 's  r o le  to\7aids 

that end. There i s  no d e f in it e  estim ate o f the s iz e  o f the extra  fo re ig n  

exchange accruing: from lo c a l p rocessin g  fo r  ejroort. However fo r  seme 

commodities there arc in d ica tio n s  that i t  d id  not amount to much in  the  

p a st. The crushing of ground-nut in to  calce and o i l  added betv/een 2,5f^ 

and 8y to  i t s  esrport value in  the early  ' oOs, vdiile fo r  cocoa i t  was 

about On tlie vdiole the trend in  a g r ic u ltu r a l production  su ggests

that the c r u c ia l question  to  be asked about export cœ im odities l ik e  

groiJind-nut, palm o i l ,  co tton  and rubber i s  not how much processing  could  

be added b efore  export, but e s s e n t ia l ly  about hov/ much d iv e r s io n  to  home 

consuïïption w i l l  be t-^king p la ce  in  the next decade or so in  the fa c e  

of stagnant p ro d u ctiv ity , in creasin g  lo c a l  demand, r is in g  dom estic p r ices  

r e la t iv e  to exte..-na.l v/orld market p r ic e s , and the concomitant s h i f t  of
132production from c:rport commodities to  lo c a l  fo o d stu ff  .

As was shovm e a r l ie r ,  i t  i s  in  im p o rt-su b stitu tio n  manufacturing and 

assem bling t in t  fo re ig n  p r iv a te  investm ents are concentrated, and dominate. 

Together w ith  o f f i c i a l  investm ents and m ultitude o f indigenous sm a ll-sca le  

en terp r ise s , they developed the secto r  p r a c t ic a l ly  from scra tch , achieving  

an annual average gm yth  ra te  o f 19/c d m in g  the decade 193o-67 and ra ised

130. 0/P N ilb y :- In d u s tr ia liz a t io n  op. o i t  Chapter 5 and Table p4. Page loO.

131. To id  Table p2. Page 171 and Page 176.

132 . C/P foo tn o te  127 Page 4 8 4 above.
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i t s  con trib u tion  to ' '- ,2 , '^  from under Z '  in  su rly  ' 0O3 to  8 . 5;' a t the

crd o f i 960 d e c a d e . T h e  main area o f fo re ig n  p a r tic ip a tio n  are in

uurable and non-aurable consumer goods, l ig h t  manufacturing, pad'aging

and assem bling. In more concrete terms and according to the In tern a tio n a l

standard o f In d u str ia l C la s s if ic a t io n  ( l . S . I .C . ) ,  tl'cse  investm ents were

up to  the end of the decade in  f iv e  main gm u p in gs. I 968 estim ates of

c a p ita l employed shows th at they were in  food , beverage and tobacco ( 1 3̂2. j2.î) ;

chem ical and products derived from chem icals, co a l, rubber, petroleum

and p la s t ic s  («322.Oil) ; t e x t i l e s  (dlp.OZÎl) ; n on -m cta llic  mineral, products

(d ll.p N );  and meted products (£ 6 . 9l l ) .  Aggregate c a p ita l employed in  the
1 3^ 'Bmanufacturing secto r  v/as A102.07

N ig er ia 's  manufacturing in d u stiy  has been the su b ject o f in te n s iv e  

study in  the p a st and I  have referred  about s p e c ia l ly  to  the 'works o f  

r e te r  Kilby and /dan  dokolski.^^'' I can only summarize the fin d in g s  and 

what amounts to  a general consensus on how fa r  the industr,'" in  the la s t  

decade or so has been instrim iental in  reducing; imports or saving fo re ig n  

o::change. Table p6 shows th a t the value o f imports has increased  by 

143* between 1962 and 1972. To a cer ta in  degree, th is  i s  to  be expected  

in  a dynamic economy, ‘..liat i s  more important i s  the fa c t  th a t th e  undei'- 

ly in g  structure o f irm)orts has been changing s in c e  the commencement o f  

in d u str ia l production in  tlic K id-30s . The movement i s  e s s e n t ia l ly  av;ay 

fran  consumer goods to greater in te im ed ia te  end c a p ita l goods im port.

Apart from some (unJaiovrn) components of 'm anifactured goods and a r t i c l e s ’ 

vrcw 6) which were not defined  as d estin ed  fo r  f in a l  demand and might 

th erefore be included in  the in term e d ia te -ca p ita l goods category, the

I 33A Nor S ectora l con trib u tion  to O.D.P. and ra te  o f growth during th e  1960 
decade, see  J .L . Odufalu ' Indigenous E nterprise in  N igerian  Itu iu fact-  
uring' J . .A .S. V ol. /  No. 4  1971 Table 1 Page 393.

1^33 Central Banlc of N igeria; -  T'oreign P r iv a te  Investm ent in  19&7 and 
1968' N .IM . June 1971 ouy p i t  Table 6 Page I4 .

134. , e ter  jd lb y :-  In d u s tr ia liz a t io n  in  An Dp en Economy, op . c i t  Alan 
Sokolski: The Establishm ent o f  , anufacturing in  N ig er ia , owj-^plit
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eh'ii'O o f  'Imown' ra\7 iriatei'ials, iiite im ed ia te  and c a p ita l goods, tlia t i s ,  

the imported inputs rose from po.O.b to  5 3 . 2,  ̂ in  1972. M l the components 

( rows 2 ,3 ,5 )  except Petroleum products (row 4) increased  th e ir  r e la t iv e  

sh ares. I t  i s  in te r e s t in g  to note that th e sliare o f 'fo o d , beverage and 

tobacco' (row l )  in  which the la r g e s t  amount o f both fo re ig n  and dom estic 

c a p ita l i s  invested  fo r  ' replacem ent’ purposes has not droi-ped s u b s ta n t ia lly ,  

and in  va lu e tern s, food has in  fa c t  more than doubled. The shore o f  

'm anufacturers' lias shovm s im ila r  tendency to  f a l l  grad u ally , w h ile  in c 

reasing in  absolu te term s. I t  can now be p ostu lated  tlia t tlie o v e r a ll  

e f f e c t  of lo c a l ir% JOrt-substitution has been to reduce the growth o f  

tr a d it io n a l imports l i c e  food and manufact’ored a r t ic le s  but not to rep la ce  

them su b sta n tia lly  v/ith lo c a l output. The la t t e r  o b je c t iv e  must be vie;red 

as the long-term  o.im. Apart from c lia n ica ls , iiiport o f  raw m ateria ls  has 

not been r e la t iv e ly  su b s ta n t ia l.  V.liat lo c a l  production o f  consumer goods 

has generated i s  the import of in term ediate imd c a p ita l goods inputs and 

some manufactures fo r  la s t  sta g e  packaging, assem bling and fabrnca.tion.

In the absence of lo c a l  cap ita l-good s producing in d u stry , tech n ica l know-hov;, 

a corps o f s k i l le d  personnel as w e ll as f in a n c ia l  resou rces, the p rocess  

of producing fo r  f in a l  demand a t  home lias recpiired heavy import o f  neces

sary inputs. " It i s  c lea r  th a t N igeria  spends more fo r e ig n  eicchange (on

135 \machines, rav/ m a ter ia ls , œ çpatriate s a lc x ie s  and p r o f i t s )  on making 

some products a t home tlran she would spend i f  she -were to  import the
156manufactured product i t s e l f . "  In q u a n tita tiv e  terms 'one i s  in c lin e d  

to  estim ate that import s u b s t itu t io n  has resu lted  in  a s l ig h t  in cr ea se  in

155. According to  the 19&3 In d u str ia l Survey, S a la r ie s  e tc .  o f fo re ig n
managers and tec lm ic ia n s accounted fo r  about 3Q j o f t o ta l  labour co st  
in  la r g e -sc a le  m anufacturing.

136 . W. Arthur' L ew is;- R e fle c tio n s  on N ig e r ia 's  Economic Groi/th 00 . c i t
Page 26 G/F K ilby. I n d u s tr ia liz a t io n  . . .  00 . c i t  Page 29 , and Ilalcam;- 
'The m otivation  to In v e s t’ on. c i t  Page 6I .
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im p o rts  p er u n it o f c o n s u m p t i o n , and in  immediate personal ne.lfare  

term s, "Nigeria i s  s t i l l  in  the s ta g e  where to  m an u fa c tu re  some p ro d u c ts  

at home i s  t o  reduce the current s ta n d a rd  o f l iv in g  in  'die hope o f a 

fut'ure gain."^^^ U n til lo c a l  fa c to r s  o f  p r o d u c t io n  -  c a p ita l goods, 

ccæerienced raanaga;ient and s k i l le d  tec h n ic ia n s , and f in a n c ia l r e s o u r c e s ,  

are ab le  to  rep lace imported in p u ts, the advantages o f  lo c a l  production  

are not going to  be r e f le c te d  in  th e  Balance o f i'ay.ients accounts. Not 

u n t il  then w i l l  'tru e' o r  'r e a l' import su b s titu tio n  oe evident in  the  

econony.

The observation  above has been in  gen era l terms, r e la t in g  to aggregate  

pimduction in  the in d u str ia l s e c to r  of th e  economy, \f it iiin  tlie manufact

uring industry i t s e l f ,  and fo r  some commodities vrlth r e la t iv e ly  lovf 

imported inputs and/or not in con seq u en tia l transport co st sav in gs, import 

replacement and fo re ig n  e::change saved have been su b s ta n tia l. I t  has 

been ca lcu la ted  th at lo c a l  maiuf acturing o f cement r e s u l t s  in  a 2C-25,̂
1 y:fo re ig n -ex  change sav in gs,' u h ile  t e x t i l e  production, v.dth as lo;v as 5,= 

of imported interm ediate input was shown by the 1969 Index o f Indus tried, 

dr.id a ction  to have r isen  to  94-L.2 aga in st a 1963 base. Other su b stitu ted  

p ra .u cts  in clud e fu rn itu re , roofing  m a ter ia ls , beer and enar.ielware.^

■jhiit in feren ce can we draw  from  the fa c t  th a t f i f t e e n  years of 

'im p o rt-su b stitu tio n ' m a n u fa c tu r in g  has not re su lted  in  any n o ticea b le  

r e d u c t io n  in  both th e  f o re ig n -e .  change c o st  and th e  grcwtli ra te  ( in  v a lu e  

terms) of the manufactured goods s t i l l  imported. The i n f e r e n c e  can only  

be m ean ing fu l in  teims o f the r o l e  which i m p o r t - s u b s t i tu t io n  manufacturing 

Y/as expected to p la y . I f  the e irp e c ta t io n  v/as one o f  immediate reduction

137. Kilby lo c  c i t

138. A rth u r  L e jis  l oc c i t

139. 3."'. Ugoh:- 'The N igerian Cement Industry' N .J .E .3 .3 . I .'arch I 966 Page
10 9 .

14c .  See Cr. l ie l le in e r ; -  Peasant A g r ic u l tu r e ,  Government d Economic Grov/tli 
in  iiig er ia  op. c i t .  Table 73 . P age 329.
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in  fo r e ig n  exchange e}g)onditnre on consumer goods, then i t  could be 

in ferred  th a t the e:c )ectation  has not m a ter ia lised , the optimism w ild ly  

m isp laced . I f  the exp ectation  was o f a long-term  dom estication  o f  

production  fo r  in tern a l f in a l  dc^aand and in te r -s e c to r a l requirem ents, and 

fo r  export, then i t  could be argued th at i t  i s  s t i l l  early  to  make ary 

concJ-usive remarks. I f  on tlie other hand, tlie immediate ro le  and p u r 10se  

was not connected v/itli fo re ig n  exchange saving or earning, but r e la te d  to  

some tiling e ls e  more important, what happens to  th e  former i s  o f secondaip' 

importance. I t  i s  my contention  th at the p a st and ^resent aim o f im port- 

su b s t itu t io n  in  N igeria  vms n ot, i s  n ot, and should not be geared to  

foreign-exchange sav in g , i/liat i s  expected or sliould be expected from  

im p o rt-su b stitu tio n  manufacturing and the con tr ib u tion s o f i t s  fo r e ig n  

p a r tic ip a n ts  i s  the st£ii"t-up o f a process that in vo lves  learning new 

economic p u rsu its  othei' tjimi the continuation  o f primary production o f  

a g r icu ltu re . In  th is  area , there appears to  be a process o f  h is t o r ic a l  

continuation : b her cas in  the f o r t ie s  and early  f i f t i e s  the importance

and u se fu lln e ss  o f overseas investm ent was in  terms o f  the laio'w-hew and 

management e ispertise  accarrpaiying i t  and not the c a p ita l per se; in  the  

' 60s and ' 70s the importance and u sefu ln ess  of the investm ent package 

in  manufacturing i s  e s s e n t ia l ly  in  the crea tio n  o f  an ' e f fe c t iv e '  in d u s tr ia l  

secto r  and a l l  i t s  accompaniments, rather than in  sav ing  or earning fo re ig n  

exchange. E f fe c t iv e , in  the sense th at i t  i s  ab le to  talce roots lo c u d ly -  

a lb e i t  gradually , and ab le  to grow tlirough the generations o f in te r 

se c to r a l lin k îig es . The main accompaniments I  have in  mind r e la te  to  the  

in d u str ia l environment of an in d u str ia l s o c ie ty ,  the crea tio n  o f s o c ia l  

con d ition s and va lu es conducive to  c a p ita l accum ulation and tlie development 

o f  appropriate teclm ology and. s k i l le d  personnel.

I  do not need to  repeat here the advantageous co n tr ib u tion  o f  

monufacturin^:. in d u stiy  to  the process o f economic growih and transform 

a tio n . In the contcc:t o f the N igerian economy th is  has been w e ll  expounded



Page 491
14]e lse ./h er e . The p resen t p o s it io n  and r o le  of fo re ig n  c a p ita l in

in d u s tr ia l development i s  o f  course a fu n ctio n  o f  tlie presen t economic 

co n d ition s obtained in  the country. As con d ition s change, so should the 

r o le .  One would eccpect th a t as the econoray moves tovrards in d u stin a l 

m aturity and greater  dom estic in te r -s e c to r a l  linlcage, the emphasis v d ll  

s h if t  to r e a l foreign-exchange saving and then to earning through eicport 

of manufactured goods, llovr fa r  the econor.y and i t s  fo re ig n  p a r t ic ip a t io n  

became exp ort-orien tated  depend on the degree o f  in tern a l o r ie n ta tio n  and 

external fa c to r s .  An economy, r ich  in  natural resources and other fa c to r s  

o f  production and whose dynamics fo r  growth l i e  w ith in  needs in tem o .tio n a l 

trade to  the ex ten t o f earning enough fo r  her peripheral h .p o r ts . Compared 

w ith  i t s  present ro le  in  th e developed eioport economy o f Great B r ita in  

in  which i t  i s  con trib u tin g  an important p art to  fo re ig n  excliange earning, 

fo re ig n  p r iv a te  investm en t's fu t -are ro le  in  N igeria  i s  I h e i ly  to  be geared
l^f-2more to developments in  th e  dom estic morhet tl'icn the one o u ts id e .

In her in tern a tio n a l trade invo-lvesnents, the p attern  fo r  the immediate 

fu ture i s  lik e lj / to be in flu en ced  in  no sm all way by the 'niavledge that 

' I g e r ia ,  the la r g e s t  trading countiy in  t e s t  .I fr ic a , in  fa c t  trades very  

l i t t l e  w ith  A frica  -  l e s s  than o f  N igerian imports being bought and 

l e s s  than C.5x of her eiqaorts being so ld  in  A frican markets in  I 963' ,

As for the prospects o f eiqxjrtj.ng manufactured goods to tlie developed  

cou n tr ies , she fa ces  the same well-lmcw/n d i f f i c u l t i e s  as the o th er  d ev e l

oping co u n tr ies , the c h ie f  one perhaps being th e stru ctu re  of p r o te c tio n
l ’:-4in  the former markets tlia.t tends to  r i s e  w ith  the degree o f fa b r ic a t io n .

141, See fo r  example, 0 . Aboyade -  The Economy o f N igeria  in  P. Robson 
and D.A. Lur%; ( e d ) : -  w.’he Economies o f  A frica  op. c i t .  Page 177.

142. c /P  0 . Aboyahe : -  PoLindations of An A frican Economy on. c i t  Page 52

145. U.N. Economic Survey o f A fr ica . V ol. 1 I967-68 0 . c i t  Page 8 7 .
By 1971, Ibrport to  O.A.u. and Other M rican  C ountries had amomited 
to  nearly E9 . 6I1, and Imports to E51Î: or 1 .5b  and ju s t  under l/L' o f  
resp ectiv e  t o t a ls .

I  4 .  See Bela Balassa ' The Iryact o f the In d u str ia l Countries' T a r iff  
Structure on th e ir  Imports o f Manufacturers from Less-Developed  
M eas' . Economica Nov. I 967 on. c i t
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important fa c to r  in  l i ig c r ia s  eiqport 'd r iv e ' to  other developing countries

e s p e c ia lly  those neirby (and indeed to  developed in d u str ia l economies)

w i l l  be the ex ten t to  which lo c a l  su b s id ia r ie s  o f m u ltin a tion a ls  are

prevented from eiroorting f in a l  goods b̂ r la r e n t  Goupanies' r u le s , and again

the extent to which co lla b o ra tio n  agreements between indigenous b u sin esses

and fo r e ig n  tech n ica l partners preclude the same, We have seen th is

H 5happening in  the case of In d ia . For the time being i t  i s  in s tr u c t iv e  

to  note th a t globadl^’-, th e  share o f exports o f  non-resource-based manufact

ures in  N ig er ia ’ s commodity exports was about l.p/S in  I 968.

Investment Income;- A F in a n cia l ' C ost' o f  Foreign C apita l Usage; A loiow- 

led ge  o f  the s iz e  and behaviour o f fo r e ig n  p r iv a te  d ir e c t  investm ent 

income i s  perhaps a good in trod u ction  to  a c r it iq u e  o f tlia t investm ent in  

the economy. Tliis i s  so , not because the art o f profit-m aliing i s  i t s e l f  

a course fo r  c r it ic ism , but fo r  the f a c t  th at tiie s iz e  o f that p r o f it  and 

the manner in  which i t  i s  acquired and i t s  u ltim ate leakage abroad con 

o f fe r  b a s is  fo r  c r it ic is m . Investment income i s  lo ca lly -g en era ted  p r o f i t s ,  

dividends and in te r e s t s  transm itted  in to  fo re ig n  exchange earnings fo r  

the fo re ig n  owciers of fa c to r s  o f production. Like the serv ic in g  of fo re ig n  

debt, i t  i s  i t s  e f fe c t  on the Balance o f  Payments th at i s  o f a n a ly t ic a l  

importance here.

N igeria  has odways prided h e r s e lf  on her poliq}' concerning investm ent 

income. Before the c i v i l  ;/ar exchange co n tro l %)c:riod, fo re ig n  companies 

had always had the freedom to tra n sfer  abroad fr e e ly  both th e ir  p r o f it s  

a.rd th e ir  c a p ita l .  There i s  every in d ic a tio n , judging by o f f i c i a l  statem ents, 

th a t th is  tr a d it io n a l open door p o lic y  w i l l  be rea c tiv a ted  once the immed

ia t e  post-w ar exchange shortages have eased . 'Che backlog i s  in  fa c t  being  

GT/lftly r e d u c e d , T h e  minimum in ter fe ren ce  philosophy and the in c e n tiv e

14 3 . See above Chapter 5 Page 239

1 4 6 . See Federation o f N iger ia  1973 Budget
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f , ctor  o f  th is  p o lic y  are eiilianced by the orthodox arg;ument tliat un like  

fix ed  in te r e s t  stocks o f the 1930s and the p resen t loans from o f f i c i a l  

and m u lt ila te r a l fo re ig n  sou rces, equity  investm ents generate th e ir  own 

incomes and cause no d ir e c t  burden on p u b lic  resources in  cases where 

they f a i l .

O f f ic ia l  estim ates o f investm ent income or d ividend rem ittance have 

not been as r e l ia b le  and p r e c ise  as one might liave exiiected. There are 

two d iscern a b le  in te r -r e la te d  flcw/s a ffe c t in g  the coverage of m ater ia ls  

and the s t a t i s t i c a l  metliodology o f  in terp re tin g  them in  the balance o f  

payment accounts. There i s  some doubts as to  how much the o f f i c i a l  e s t 

im ates o f fo re ig n  investm ent p o s t-ta x  income approximate to the tr.:® 

earning power in  terms o f the number o f en terp r ises  covered and tire account

ing treatm ent o f th e ir  a s s e ts  and l i a b i l i t i e s .  I f  investr.ient income 

rep resen ts the aggregate ,)ost-tao; p r o f it s  made, then th ere i s  sane in c o n s is 

tency between the f ig u r e s  given  in  the Balance o f  Payments Accoiuits lud 

those in  the annual fo r e ig n  investm ent surveys. According to  the former 

investm ent income cmountec-- to E78.3I1 and E5 6 . 51I in  I 966 and 1968 r e sp e c tiv e 

ly  ( s e e  Table 3 7 ) . Vdiercas according; to  the la t t e r ,  the p o s t-ta x  p r o f i t s
147in  the tvro yeo-rs were E63. 61I and E38.7M. The explanation  might be th at  

in  the la t t e r  case , liq u id a tio n  o f  short-term  fo re ig n  l i a b i l i t i e s  and 

in te r e s t  payment on fo r e ig n  loans are treated  as part o f op eration a l c o s ts  

fo r  tax purposes though as fo re ig n ers  investm ent income in  Balance o f  

P a y m e n ts  a c c o u n t s . ' Even allowing: fo r  t h is ,  the item s c la s s i f i e d  under 

investm ent income a r e  not comprehensive, fo r  e a r n i n g s  on r o y a lt ie s ,  

management a n d  tec h n ic a l fe e s  which w e  saw above to  be r is in g  rap id ly  are  

c la s s i f i e d  in  the Balance o f  P a y m e n t  accounts as p a j.m ie n ts  fo r  ' o th er  

s e r v ic e s ' . The importance of th is  rather fa u lty  method o f c la s s i f i c a t io n

147. C entral BanJ: o f  N igeria : 'F oreign  P riva te  Investment in  19&7 ^  68' 
E.F.R. June 1971 ox. c i t  Page 18.
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v/i.ll emerge p r e se n tly . There i s  a lso  another snag regaid ing  the s iz e  of 

the Investment inoome in  Balance o f  Payments accounts. The amount th a t i s  

c la s s i f i e d  as going out in  the Current Account under in v is ib le  imports a lso

contains th a t component o f the income th a t i s  retained  lo c a l ly  fo r

reinvestm ent purposes. On the other hand the net fo r e ig n  investm ent c a p ita l

ijiflov/ in  tlie Capita]. Account contains as we have seen  above a large element

o f th is  unrem itted p r o f i t .  While the p o s s ib i l i t y  o f double counting/ i s  

thus avoided, the p r e c ise  amount tlia t a c tu a lly  goes to the h e a d -o ff ic e  

and share-holders i s  not laiovm nor i s  i t  d er ivab le  from data in  the Balance 

of Payments Account. An in d ir e c t  rough estim ate may be made by subtracting  

from fig u r e s  on investm ent income in  Table 37 the f ig u r e s  fo r  unremitted  

p r o f it  shcv'/n in  Table 31. In aqy case a laiowledge o f the a c tu a l amount 

leaking: abroad may be unimportant in  th e sense th at as long as * new* c a p ita l  

in flow  surpasses investm ent inoane ' rem ittance, ' the wliole o f the la t t e r ,  

th a t i s  o f companies p r o f i t s  may be taken to  have been reta ined  fo r  

reinvestm ent -  the balance thus representing  ' fresli* c a p ita l commitment.

This aggregative approach may not o f course apply to  in d iv id u a l fo re ig n  

firm s, fo r  v /h ile  some o f th e  new ventures are being; b u i l t  up to  m aturity  

through in je c t io n  o f fresh  c a p ita l and others top tim uim  s iz e  tlirough 

p r o f it  reinvestm ent, some o f  the o lder e sta b lish ed  b u sin esses  v/ould in  

fa c t  be rem itt ring th e ir  p r o f it s  and am ortizing th e ir  c a p ita l .  There i s  

some evidence o f  t l i i s  process taking p la ce  in  the econ om y.'^  The need 

to  know the s iz e  o f investment income being e f f e c t iv e ly  rem itted  v / i l l  come 

when net c a p ita l in flov / i s  overshadowed by both p r o f i t  r o n ittance and 

c a p ita l am ortization , and there are prosp ects o f t h is  happening in  th e  la t e  

' 70s and early  ' 80s .

148. See R.S. Lny. 'D irec t Overseas Investm ent in  N ig eria  1933-63' o.B» b it  
Pages 260-261
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For th e  present l e t  us exandne c lo s e ly  the h is to r ic a l  growth o f  

d ir e c t  investm ent income as a c o s t  of p r iv a te  fo re ig n  c a p ita l resources  

usage fo r  economic grov/th in  N iger ia , Table 57 shows the s iz e  to  have 

r ise n  from an average o f  E6.7ÎÎ in  pre-independence period  to  severa l tim es 

that l e v e l  in  the 6(::s. Vhat’ s more, the underlying growth in  th e la t t e r  

decade has been q u ite  sp ecta cu la r , determined la r g e ly  by tlie increased  

pace o f  induis t r i a l  production , the m aturity o f some o f the e a r l ie r  p r o je c ts  

and the rapid  expansion o f  o i l  oroo-uction and accompanying companies' 

p r o f i t s .  The f a l l  in  the s iz e  o f the ou tflow  during 1967-70 was due ma.inly 

to  the v/ar a f fe c t in g  petroleum _ roduction and other fcreign-ow ned in d u str ia l  

and commercial b u sin esses  in  th e Eastern part o f  the cou n tiy , and the 

exchange co n tro l imposed on ’n on -p r ior ity ' tra n sfers  l i l : e  investm ent income 

remit Lance. The unusu.ally la r g e  tra n sfer  in  1971 was the r e s u lt  o f the 

Y/ar period backlog o f  d iv idends being o f f i c i a l l y  allowed to be rem itted , 

though in  grad-’a l b i t s .  The 1972 and '7 5  data T /ill aJLmost c e r ta in ly  

contain  elem ents o f  th is  arrear -  thus keeping th e s iz e  o f investm ent 

income in  the th r e e -f ig u r e  b rack et. Column 2 o f Table 57 r e la te s  in  

percentage teir.is the s iz e  o f investm ent income to  the value o f  eirport o f  

goods and se r v ic e s  in  se le c te d  y e a r s . The groYrth in  absolu te terms 

mentioned above i s  a lso  r e f le c te d  in  the percent eg es fo r  1962-71. Those 

fo r  1967-70 are a ffe c te d  by war d isru p tio n  and c::cliange co n tro l, even 

then they s t i l l  remain r e la t iv e ly  h igh . In the three years 1965-67, 

investm ent income emanating from the o i l  companies was ernuivalent to  20.5;-’, 

21.9;0 and 2 7 .5p r e s p e c t iv e ly  o f ecqport va lue o f crude o i l .  Column l(- shows 

the r a t io s  fo r  se le c te d  years o f combined o f f i c i a l  debt se r v ic e  and in v e s t

ment incomes to  the va lu es  o f export of goods and s e r v ic e s . On the fa ce  

o f i t ,  the r a t io s  represent the share of the annual fo r e ig n  e::chango 

earnings th a t must be s e t  a sid e  fo r  se r v ic in g  aggregate fo r e ig n  resources  

being employed by N ig er ia . These are indeed high r a t io s ,  and the fa c t  that
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they represent an average o f 1/!^ to  1/% of eiqport values in  the la t e r  h a lf  

o f the l a s t  decade must put N ig er ia  among the top leading e:q)orters o f  

se r v ic e  payments in  A fr ica . Furtheimore, th ere are other elements in  the 

Balance o f  Payments accounts v.iiich suggest th a t th e r e a l s iz e  o f  in v e s t 

ment income has been c o n s is te n t ly  underestim ated in  the la s t  decade or so .

As intim ated above, item s in  the in v is ib le  accounts tliat come under the 

heading o f  ' other serv ic e  ^layments' are la r g e ly  rem ittance fo r  r o y a lt ie s ,  

patent management and te c h n ic a l f e e s ,  and boosted  h ea v ily  by payments made 

ou tsid e N ig eria  in  fo re ig n  exchange by o i l  companies to fo re ig n  con tractors  

emplcyed by tiie Industiy  in  N iger ia ,

TABLE 58

NIGEINA: dPANCE OF PaMIaNTS AOGOIMCS

I n v is ib le  1966 196? 1968 196’
Trans action s( Il'l)

Total o f Total o f Total o f  T otal o f
ariich wliicli which which

  o i l  o i l  o i l ________  o i l

D irec t In v est-  -£ 7 4 .5N -1 9 .4  -4 0 .4  -1 9 .8  -5 3 .9  0 -5 5 .0  0
ment Income 
(net)^

Other S erv ices -43.4M -3 6 .1  -3 7 .8  -2 9 .5  -3 5 .7  - 23 .C -5 7 .2  - 4 2 .9
Payments (n et)

net equals in f  l a /  l e s s  outflow

(gnurce: Extracted from o f f i c i a l  t a b le s ) .

As the above ta b le  shows, the s iz e  o f th is  ’ other se r v ic e  payments’ 

has been su b sta n tia l in  recen t years, surpassing in  some cases the le v e l  

o f  foim al investm ent income. For th e o i l  in d u stry  "imports o f s e r v ic e s  

has been the category commanding th e  g r e a te s t  expenditure o f fo r e ig n

149exchange," w ith  contractors fe e s  representing  a f a ir ly  su b sta n tia l 

outflow  from the in d u stiy . In a f a ir ly  typica.1 year I 965, tlie £22.211

1 4 9 . S co tt Pearson: Petroleum and the N igerian  Economy ou. c i t  Page 77
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th a t the petroleum irdustr:^ used to  purchase imports o f  se r v ic e s  was

was d iv id ed  in  the fo lla v in g  manner: Payments "abroad to  con tractors in

fo r e ig n  exchange, /IL7oh; s t a f f  eiqponses £2.21:; tech n ica l advice M . 3I-I;

150insurance £0.111, and m iscellaneous £1.111". For the economy as a vdiole 

i t  i s  d i f f i c u l t  to is o la t e  what proportion  o f the ’ other s e r v i c e s  payments' 

th a t in  fa c t  p r o p '^ r ly  belongs to the investm ent income category.

C erta in ly  from K igeida’s v ie ,,p o in t, r o y a lt ie s ,  m a n a g e m e n t , l i c e n c i n g  and 

tech n ica l f e e s  as w e ll as head o f f ic e  expenses tlia t are incurred tlirough 

d i r e c t  investm ent s h o u l d  be ca tegor ized  as elem ents o f investm ent income, 

b o  t o o  shoulu th a t part o f contractors fe e s  th at i s  pr f i t ,  w h ile  the  

x-est i s  treatecu as c a p ita l o u t f l o w ,

The N igei'ian autl c r i t i c s  cannot ignore the growth of both investm ent 

income and p%nuents fo r  other se rv ic e s  connected vdth  d ir e c t  investm ent. 

V^here the growtli in  the la t t e r  i s  centred on the expansion o f r o y a lt ie s ,  

management fe e s  and head o f f ic e  e:rpenscs, the su sp ic ion  must a r is e  as to  

how fa r  fo re ig n  companies are tran sm ittin g  th e ir  p r o f i t s  in to  th ese  tax  

u.eductable eicpenses b efore lo c a l ta x  i s  levi.ed . The p o s s ib i l i t y  o f such 

tax  avoidance manoeuvre n e c e ssa r ily  in v o lv es  lo s s  o f  revenue and fo r e ig n  

exchange by ITigeria. That ever may be the true value o f investm ent income 

accruing to  fo r e ig n  capitciL, the fa c t  th at i t  i s  la r g er  than that formal.ly 

shown in  the Bal.ancc of Pa nient s accounts and th erefore  coi.monds g rea ter  

volume o f  N ig er ia ’ s current arm in gs must be appreciated thon h ith e r to  by 

o f f i c i a l  a u th o r it ie s  :ln th e ir  eva luation  o f the c o s ts  and b e n e f its  o f  

fo r e ig n  p r iv a te  investm ent, 'h i s  i s  even more so in  teim s o f s e c to r a l  

ev a lu a tion , fo r  a la rg e  p r o f it  lealcage abroad r a ise s  the p o s s ib i l i t y  o f  

fo re ig n  investm ents in  marginal or low p r io r ity  areas being r e s tr ic te d  or 

phased out however favourable th e ir  con tr ib u tio n s, i f  the r e s u lt  i s  the 

accomodation o f  the more v i t a l  and s tr a te g ic  ones which at the sane time

150 . lo c  c i t
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generate heavy leal:ages abroad. The s itu a t io n  in  the immediate fu ture  

may ensune that such tr r d e -o f fs  may be no orcLinaiy sp ecu la tio n . The rapid  

r is e  in  the le v e l  o f investm ent income in  the la s t  decade i s  i t s e l f  a t ip  

c f  the iceb erg  -  an in d ic a tio n  of th ings to  come. The p ro jec tio n  i s  th at 

the le v e l  i s  going to r i s e  even fu rth er  from mid-7Cs onward, fo r  most o f  

the n ew ly-estab lish ed  post-independence ventures are s t i l l  in  tlie process  

of co n so lid a tio n  and gradual groTrfch through reinvestm ent o f  current earn

in g s. They are expected to  reach m aturity in  the early  '70s when p ay ien ts  

abixad are a lso  expected to  in crease s ig n if ic a n t ly .  The consequentia l

unfavourable e f fe c t  on the balance o f payments v d l l  be vrcrsened by c a p ita l  
151am ortization . O utside manufacturing, the sharpest r i s e  (and the  

b ig g e s t  in  value terms) w i l l  occur in  the o i l  industi%,r fo r  th e  piicnomenal 

expansion in  recent production le v e l  i s  bound to b oost the s iz e  o f  

p r o f it  made by the f  ore ign  o i l  companies. As v/e have seen above, and 

un-like other in v esto rs , o i l  companies earn / th e ir  p r o f it s  out w ith  th e ir  

cruae o i l ,  w ith l i L t le  e f f e c t iv e  method a v a ila b le  to the a u th o r it ie s  to  

contro l the outfloYV. The s iz e  o f fo r e ig n  p a r tic ip a tio n  in  the indi-istrj'- 

i s  o f c r u c ia l importance to  the fu ture behaviom  o f investm ent income 

transm itted by the indust n / .  I f  the present share o f fo r e ig n  ov/nership 

continues and the industzqr progresses from the development- stage  to  f u l l  

m at'jrity, the share of income generated that accrues abroad w i l l  remain 

high in  the la d -70s and oiw/ara. jig a in  i f  the experience o f the f a ir ly  

normal developing years o f 1965 and 19b6 v/as any gu id e, an averag.e of 

20-254 of the export va lue o f crude o i l  w i l l  continue to  leal: abroad as 

investm ent income, ,/ith  the exx )rt v a lu e  reaching £700-80011 in  Hid-70s  

( i t  was £578 .2H in  1972) ,  the in d u s t iy 's  investm ent income le v e l  w i l l  be 

w ell over the £1('0H marl: and when added to other sec to rs ' ou tflow  N ig er ia  

may w e ll be exporting about £200! in  p r o f it  outflow . On top o f t h i s ,  there

151. O/F R.S. Hay 'D irect Overseas Investment' op . c i t  Page 2ol; And 
Kakam:- 'The M otivation to Invest* 00 . c i t  Page 61 .
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i s  the p rosp ect o f o f f i c i a l  and m u lt ila te r a l agen cies' 'fo r e ig n  a id ’ debt 

incurred in  the ' oOs beginning; to  nature a t about the same p er io d . During 

the Pre-1970 p eriod , in te r e s t  payment and other debt serv ic in g  on p u b lic  

account was secondary/ to  investm ent income lealcage or 'se r v ic in g ' o f  

p r iv a te  se c to r  fo re ig n  d ir e c t  investm ent (See Table 3 7 ). The p o s it io n  i s  

unlilcely to  change in  the limmediate fu tu re , but w ith  o i l  p r o f it s  and loan  

am ortization  apear-heading an expanding combined lealcages, the proportion  

of the la t t e r  to  ecgort va lu e  may r i s e  w e ll above the already high le v e l  

shovm in  Table 37. I f  tlr is  happens N ig er ia  may w e ll fin d  tlia t the d ir e c t  

f in a n c ia l c o st  o f usii\g  both  p r iv a te  and o ffic ia l!, external resources form 

the la r g e s t  i t e i  in  her balance o f pay/ments import account. That such 

a prospect must cause the g r e a te s t  concern in  o f f i c i a l  c ir c le s  i s  no 

exaggeration . In the main time however, p o lic y  malcers end th o se  in  charge 

of the managœent of the economy are not adequately- av/alce to  the d i f f i o a l t -  

ie s  locmin^^x-ahq^. The j M t c r  continue to  mal:e inaccurate and ' optim iistic'

0r o j e c t i o n s V ^ G h a n a ' s  experience in  the l a t e  '60s i s  any gu ide, i t

/  I 53i s  irnportaiyfc that they slioudd,

Porei.fm Pj^ivate Investment in  N igeria : A Short Pratique: 'writing a c r it iq u e

of fo re ig n  investm ents in  the economy i s  not a s tr a ig h t-fo r /a r d  a f f a ir ,

fo r  to  be re lev a n t and o b je c t iv e , one must i s o la t e  for  a n a ly s is  those fa u lt s

and sirortcomings ex c lu sive  to  the fo re ig n  s e c to r . Tliis i s  no easy task  and

i t  can be demonstrr.ted. by referen ce  to  one or irwo obser^/ations already noted

abovje in  th is  and e a r l ie r  chapters. We have seen  th a t some o f the fo r e ig n -

crwn/4i la r g e -sc a le  en terp r ise s  producing consumer 'n e c e s s i t ie s '  l ik e  b eer,

tc^acco and t e x t i l e s  wore making what in  r e la t iv e  terms amounted to  ex-

^ 5^ 1tan t p r o f i t s . Yet to  c r i t i c i s e  "bhem fo r  t h is ,  amounts to  ignoring

Î3 2 , Jg/F Fed^m tion o f N igeria  : 1 s t  N ational Development Plan Progress  
^/.(Jleporjy 13^  on. y d t  Page 18-21.

133. See above Chapter 7 , s e c t io n  on N ig e r ia 's  external deb t.
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Government fa i lu r e  to  d ir e c t  part o f  th e  surplus to p u b lic  c o ffe r s  or to  

consLuners in  reduced p r ic e s .  Again ary c r it ic ism  r e la t in g  to  the su perior  

com petitive advantages enjoyed by la r g e -s c a le  fo re ig n  firm s v is - a - v is  

sm a ll-sc a le  indigenous ones in  the same l in e  o f b u sin ess cannot f a i l  to 

note the la.ok o f o f  r 'ic ia l remedial a c tio n , or in  some oases o f o fi’i c i a l  

a ctio n  that d ir e c t ly ,  but more o ften  in d ir e c t ly  enlianoes th ese  advantages.

In h is  examination o f  Government ta x a tio n  o f  the soap making and no-rketing 

industry/ in  the earlj^ ’ 60s, S okolsk i was able to  shav tlia t by changing 

i t s  f i s c a l  base from e x c ise  tacc to  import duty, "the Government appeared 

to  be a id in g  modem ex p a tr ia te  industry rather than indigenous rural 

industr}"" . Thus o f f i c i a l  errors o f om ission  and commission permeate 

most c r i t i c a l  d isc u ss io n s  o f  fo r e ig n  operations in  the economy, hov/cver 

s in ce  they are not the su b ject under study here, we must make assumptions 

about th e ir  ex isten ce  v à l l e  concentrating  on fo re ig n  investm ents. An 

exception i s  the p o st vrarld vrar I I  c r it ic is m  o f fo re ig n  commerce fo r  w llch  

Govenmient p o lic y  p lay .d an iiaportant p a rt. I  s h e ll  come to  th at p resen tly .

The advan !mges o f having fo re ig n  investm ent package -  to  am eloriate  

the d e f ic ie n c ie s  in  in v e s t ib le  c a p ita l ,  tech n ica l lonoTHiaw, s k i l l  and 

management e x p e r t ise , have amplj/ been demonstrated above. The b e n e f it s  

to  the N igerian  economy in  terms o f  d iv e r s i f ic a t io n  o f the economic base  

e sp e c ia lly  the sp ea i-h esd in g  o f production in  th e f a s t  growing manufacturing 

and o i l  production s e c to r s , the crea tio n  o f a learn in g  proce ss in  modem 

production and s c iv ic in g  methods, tind va lu ab le  con trib u tion  to  c a p ita l  

form ation, have a lso  been referred  to  both d ir e c t ly  in  t l i is  study and in  

c ite d  works o f  authors such as h ilb y , Sokolski and S co tt Pearson. The 

a n a ly s is  o f investm ent income rep resen ts a fa m ilia r is a t io n  w ith  tlie more 

d ir e c t  and id e n t i f ia b le  f in a n c ia l  c o s t  o f fo re ig n  investm ent. The o th er

15Z|., A. S o k o lsk i:-  The Establishm ent o f Manufacturing in  N igeria  on. c i t  
rage 24C-24-.1.
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economic, so c iM  and p o l i t i c a l  c o s ts  and d isadvantages have received  

th e o r e tic a l treatm ent in  Chapter 5 . However a fern; o f  than vd.ll he applied  

s p e c i f ic a l ly  to the s itu a t io n  in  N ig er ia , Investment in  commerce which 

has a ttra c ted  fo re ig n  p r iv a te  c a p ita l lon ger than anj,/- other a c t iv i t y  in  

the countiy a ls o  engendered the lo n g est su sta ined  c r it ic ism  from indigenous 

fo r c e s . I  have dea.lt w ith  the h is to r ic a l  nature o f these c r it ic ism s  in  an 

e a r lie r  chapter, hut i t  v/as in  the immediate post-w ar period tlia t they were 

most stron g ly  expressed. A frican  grievances were based mainly on (a ) the 

o l ig o p o l is t ic  con tro l of th e export-im port trad e, lUid in te r n a l v /holesaling  

and r e ta i l in g  by U.A.C, and f iv e  other o ld -e s ta b lish e d  European f i ir is  that  

forr.ied the A sso c ia tio n  o f West M rican  Merchants (A.I/.A.M. ); (b ) the overt 

ex p lo ita tio n  o f  that power tlirough a g g ressive  market behaviour th a t hinder 

the entip^ o f  corrn^etitive fo r c e s , and by co n d itio n a l sa le s  v/hich secui'e 

fo r  them the abncm al p r o f it s  inherent in  post-w ar consumer goods shortages; 

(c )  the c o lo n ia l ad m in istra tio n 's  san ction  during th e  v/or ye ore o f an 

o l ig o p o l is t ic  stru ctu re o f commerce that e f f e c t iv e ly  excluded M rican  

businessmen; (d) i t s  (/idm in istration ) fa i lu r e  to  redress the s itu a t io n  by 

a c t iv e ly  encouraging increased  A frican  p a r tic ip a tio n , indeed i t s  o f f i c i a l  

p o lic y  and a t t itu d e  tovn.rds now a.nd sm all s c a le  en terp r ises  were the  

" greatest o b sta c les  to th e ir  estab lishm ent and p rogress,

Bauer, Mars, and Coleman have examined in  depth the vari.oi.is fa c e ts  o f
156the pre-independence economic g r iev a n ces . Nlrat i s  o f p a r tic u la r  

in te r e s t  here, in  view  o f  my contention  i s  the e>f:ent to which c o lo n ia l 

ad m in istra tion 's  a ctio n s and in a ctio n s tended to strengthen  the lo c a l  

b e l ie f  o f  "collusion" between " a lien  p o l i t i c a l  con tro l and a l ie n  economic 

oligopolyU^'^^ For example, according to  Baurr, A.G, L a /e n tis  d Go.^’ a 

new post-w ar and i-elo.tive.ly fast-eip ianding non-A.".7.A.M. fo r e ig n  firm

155. P. Bauer ; -  -’est M rica n  Trade on. c i t  See Pages 145-155.

156. I b id ; And J . Mors : ' E x tr a - te r r ito r ia l E nterprise' Chapter 2 in  M,
Perham (ed ) Mining, Commerce and Finance in  N igeria , op. c i t ; James S. 
Coleman:- N iger ia  Background To N ationalism  Chapter 5 C ection  on
' economic Grievances Aid N ationalism ' . op. c i t  Pages 79-90.

157. See Chapter 6. d'agbs 345-346
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found ’ in  the main . . .  th a t Govermont p o lic y , in  p a r t ie u].ar the froming 

and adm in istration  o f trade c o n tio ls  has proved to  be as much more ser io u s  

l im ita t io n  upon i t s  op p ortu n ities  end growth tlian has been the ex isten ce  

of p r e fe r e n tia l or ty ing  arrangements between some su p p liers  and i t s
158_ r in c in a l com petitors' .  ̂ The behaviour in  the post-w ar ye r s  con trasted

v iv id ly  v;ith i t s  pre-war op p osition  to fo r e ig n  p r iv a te  entezp^rise in  some

159f ie ld s  notably  p la n ta tio n  a g r icu ltu re , railw ay and coa l m ining.

wly d id  the Government to le r a te  end even su b tly  suppoi’t  th e  graving  

power of the European Companies in  the decade or so fo llo w in g  the war?

I t  has been argued by Bauer, perhaps on inform ation su ip lie d  by o f f i c i a l  

c ir c le s  that to  the la t t e r  "a m u lt ip lic ity  o f  trad ers, e s p e c ia l ly  o f sm all 

or medium-sized f in i s  p resen ts a ch ao tic  and untidy apiiearance wliich i s

160read ily  id e n t if ie d  vrlth in e f f ic ie n c y  and ad m in istra tive  in con ven ience."

Thus o f f i c i a l  v /illin g n e ss  to  deal, almost e x c lu s iv e ly  w ith  ir e ll-e s ta b lish e d  

Is r g e -sca le  (European) firm s was based prir.iarily on a bureaucratic  

p r e d ile c t io n  fo r  w e ll-e s ta b lish e d  co n ta cts , c o l le c t iv e  bargaining and on 

the im perative o f adm in istration  convenience,'"^'**' The p referen ce  d id  not 

n e cessa r ily  o r ig in a te  from id e o lo g ic a l or n a tio n a l a f f i n i t i e s  between  

Government and 'b ig  business' though "the p o s s ib i l i t y  cannot be excluded" 

N either was i t  derived  from a conscious o f f i c i a l  op p osition  to  iifr ic a n  

bu siness development. The above explanation  to me does not seem adequate, 

We may add two other d iscern ab le  fa c to r s , which were more or le s s  in  the 

background o f an in creasin g  o f f i c i a l  support fo r  the European ( la r g e ly  

B r it ish )  en tero r ises  a f te r  1945. F ir s t ,  there v/as the weal: p o s it io n  o f

15s .  .Bauer;- N est A frican  Trade o ''. c i t  Page 86.

159 . dee above Chapter 6

160. Bauer:- Test A frican  Trade o;;. c i t  Paige I48

161. C/P J . Coleman:- Badcground to  N ationalism  op. c i t  Page 81 .

Ib2 .  lo c  c i t
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the B r it is h  economy a f te r  the war. With l i t t l e  fo re ig n  exchange reserves  

a v a ila b le  fo r  in ternational, trad e, B r ita in  was deteim ined to keep her 

co lo n ies  'buying B r it is h ’ , w ith  irrrports from hard currency areas reduced 

to  a minimum. Britisli-o\7ned firm s, contracted to  supplying arrangements 

w ith  home producers were most l i lc c ly  to e::ecute th is  p o lic y  v/ith minimum 

regu la tion s and d ir e c t iv e s  from o f f i c i a l  quarters, v /h ile  the M rica n  and 

the Iicvantine Importers might be expected to  look  to n o n -ste r lin g  areas 

fo r  r e la t iv e ly  cheaper conmiodities. Secondly, the need to  support fo re ig n  

en terp rises  must have been strengthened by the vehemence o f the c r it ic ism  

a g a in st them by M rican  n a t io n a lis t  leaders \/ho lin l:ed  th e ir  c a l l  for
163p o l i t i c a l  se lf-d e term in a tio n  w ith  le s s e r  fo r e ig n  economic dom ination, 

whatever other fa c to rs  might have been involved  the fa c t  ranains th a t in  

th e la t e  ’2fOs and early  ' 50s ad m in istra tive  d e s ir e s  rein forced  economic 

behaviour o f European firm s and banks to generate a clim ate in  A fricans' 

view , o f economic e x p lo ita t io n  and oppression . According to  Bauer, 

d iscu ss io n  o f the trading s itu a t io n  in  West A fr ica  centred la r g e ly  on the 

is su e  of d es tr u c tiv e  and a g g ressiv e  p r ic e -c u tt in g  aaployed by the la rg er  

European firm s to  ieep  others o u t. " C ritics  of the la rg e  firm s e s p e c ia lly  

o f  U.A.C. freq u en tly  m aintain th a t the use o f  th e ir  f in a n c ia l  resources 

to  crush th e sm aller firm s by temporary or lo c a l p r ic e  reductions i s  a 

major in flu en ce  ob structin g  the grov/th o f  c o m p e t i t i o n . f i n d  of course 

there was h is to r ic a l  prima f a c ie  evidence o f ’ cu t-th ro a t’ corm ietition  

being p ra ctised  by European firm s aga in st each other in  the in te r v a ls  

bet,Teen m arket-sharing arrang:ements, and a g a in st other ’ o u ts id e r s ’ during
165the operation o f a c a r te l .  The lo c a l f e e l in g  aga in st co n d itio n a l s a le s

166
was strong enough to warrant a commission o f Enquiry in  1948, and was 

touched upon in  i t s  Report by the House o f  Camr.ions S e le c t  Committee On

163. 0 /F  Ibid Page 8 6 .

164. Bauer: ou. c i t  Page 122.

165. See above Chapter 6 .

iGb. See Report o f Commi s s i o n o f  Inquiry in to  C onditional S a le s . Lagos 1948



Page 504

E stim ates, which as we saw in  the la s t  chapter sen t a su h -c o m itte  on a 

v i s i t  to N igeria  in  the same year as part o f  i t s  inquiry  in to  c o lo n ia l  

devel opment . I t  may be appropriate here to  note tlie general remarks o f  

the committee on the ro le  o f  ( fo r e ig n )  p r iv a te  en terp r ise  in  c o lo n ia l  

cconorqy a t  that p o in t in  tim e. R eferring to  the cond itions in  N ig eria  and 

the declared C olon ia l o f f ic e  p o lic y  o f encouraging p riva te  en terp r ise  i t  

noted that such en texquise ' cannot p lay  i t s  proper part in  development so 

long as the b e l i e f  e x is t s  among the c o lo n ia l peoples th at i t  i s  f a ir ly
16ce x p lo it in g  them."  ̂ Aid declared th a t i t  i s  "the r e s p o n s ib ility  of 

Government to prevent an undue proportion  o f trade and industry- o f ary 

p a rticu la r  co lo n ia l area from becoming dominated by and trading o rgan isa tion  

or group. I t  i s  d es ira b le  that p r ic e s  paid to producers o f primaiy prod

u cts  should be f a ir  and in  proper r e la t io n  to  s e l l in g  p r ic e s , and a 

reasonable proportion of trading sxuplus should be used fo r  the development 

and i/e lfa r e  of the t e r r it o r ie s  concerned. Adequate f a c i l i t i e s  sliould be  

granted by a l l  enqployeixî of labour fo r  employment of lo c a l  personnel o.t a l l
169le v e ls ,  and step s  should be taJ:en to  encourage lo c a l  en teiq > rises."

The Committee’ s d ec la ra tio n s cei’ta in ly  embraced the main economic p ro b la is  

of N igeria , but in  view o f my e a r lie r  a n a ly s is  tliey amounted to no more 

than sen tim en ts, and r e f le c te d  the changing post-w ar p u b lic  opinion in  

England on c o lo n ia l development and w e lfa re . As g u id e lin e s  they had l i t t l e  

in flu en ce  on the p r a c t ic a l i t i e s  o f  oveiy dry c o lo n ia l adaministration.

A fter  tliat d ig re ss io n  we may note that the problems o f co n d itio n a l 

sa le s  gradually faded away as more and more scarce  imported goods made

167. See F if th  Report from tlie (House of Gonmions) S e le c t  Committee on 
Estim ates S ession  1947-48. No. l o i  o p .c i t  rap-i .

168. Ib id  Paragraph 28.
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Lneir appearance on tiie market from I n d - f i f t i e s  onward. As fo r  the

dominating and o l ig o p o l is t ic  p o s it io n  o f  the A.W.A.u. or Merchandise

Agreement Group, i t  was le l 't  to  the incoming; A frican  adm in istrations'^^

to p o s it iv e ly  encourage both the en tiy  o f  A frican  and other non-European

entrepreneurs in to  the Export/Import cum r e ta i l in g  trad e, and the

withdrav/al o f Eurcpean f iim s  iMce U.A.G. from General r e ta i l in g .  Today

the task, o f dom esticating commerce i s  s t i l l  being pursued, w ith  more

1/1n o ticea b le  vigour than a decexle ago.

The supplanting;: o f  couimerce by iim io r t-su b stitu tio n  manufacturing; as

the area o f a ttr a c t io n  fa r  fo re ig n  p r iv a te  c a p ita l has meant that a c r i t i c ’ s

an a ly s is  must r e f le c t  s im ila r  s h i f t .  In  histoiu.cad te r n s , manufacturing

in  N igeria  htis liad a chequered development; not u n t i l  the la t e  ’ 50s when

in d u str ia l development sta rted  to  be a c t iv e ly  pursued as a matter o f

iJolicy d id  manufacturing show a p o s it iv e  forward eiq.ansion. As a m atter

o f fa c t  th ere lias always been foreign-owned ’ u.odem' man̂  if  acturing e s t -

ab ishments in  the country- s in ce  th e  early  '2 0 s , though not u n t il  th ir ty -

f iv e  years la te r  d id  they sta t  to  be o f  a.ny consequence. Most o f th e

a c t iv i t i e s  in  the ' 20s and *30s ere connected with processing  fo r  exports

of a g r icu ltu ra l products l ik e  cov.ton, palm produces and tim ber. Other

f ir n s  were engaf;ed in  th e  prrdluction o f  aerated water and soap, but m a i n J q r

as by-products o f th e ir  trading a c t i v i t i e s .  In  1936 there d id  not appear

to be more than f i f t e e n  modern manufacturing f i m s ,  and in  1950, manuf a c t -
17 2uring contributed le s s  tlian h a lf  o f one percent to G.D.P. Apart from 

the nonnal economic con sid era tion s l ik e  th e s iz e  o f the market, streng;th

170. In  1954 both Eastern and Western reg ion s and in  1956 Northern reg ion  
achieved in tern a l self-governm ent. A federa.l Government v/as a ls o  
ci-eated a t the cen tre ,

171. U/F P rovision s o f  Nigerian. E n terp rises Promotion Decree 1972.

172. See Carl Liedholm. "The In flu en ce o f C olon ia l P o licy  on the Growth 
and Developv-ent o f N ig e r ia 's  In d u str ia l Sector" Chapter 4  Page 54-55 
in  G. E ilh er  and G. Liedho.ijn (e;dj. Groi/th and Development o f the  
N igerian Economy 00 . c i t
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o f the purchasing oov/er, aixl a v a i la b i l i t y  o f f - c to r s  o f  production in c 

luding; s k il le d  labour, v/hich c o l le c t iv e ly  laiglit we.Ll have resu lted  in  

r e la t iv e ly  high u n it co st  o f  production , "cwo other fa c to r s  a ffec ted  

c r i t i c a l ly  the development o f h'anu.footuriiq; in  N ig er ia . F ir s t ,  there was 

the o o p o sitio n  o f  the c o lo n ia l odm ini.stration to  ary mam'factiuring beyond 

the co tta g e  in d u str ie s  th a t irLght have adverse repercussions on the 

S o c io -cu ltu r a l l i f e  o f the community. I  have already d iscu ssed  th is  fa c to r  

in  some depth in  an e a r lio r  chapter, but the p r a c t ic a l e f f e c t  o f t l i is  

o f f i c i a l  b e l i e f  v;as tliat some sim ple manufacturing 'indertaicings p rojected  

or sta r ted  by en terp risin g  companies met w ith Govemmental opi3os.i.tion.

In th e Mid-' 30s the U.A.G. was dissuaded by the Government from s ta r t in g

a spinning and weaving m il l  near the co tton  area in  N ig er ia , a garment

173factory  near Lagos. 'The second fa c to r  was the fa l lu  re o f foreign-ov/ned  

b u sin esses to  respond appreciably to  new p r o f ita b le  investm ent op p ortu n ities  

being created in  t l i i s  sec to r , 'This r e f le c te d  an in iierent conservatism  

and in e f f ic ie n c y  bred b]/ decades o f economic doi.iin .tion  and monopoly, 

and in  some v/ay, a r a t io n a l con iiercia l c a lc u la t io n  th a t b e tte r  and secured  

p r o f it s  were to  be made by continuing concentration  on the ecqiort-inport 

rade and sp e c ia lis e d  dom estic re t a id ing  rather than tal;e the r isk  o f  

entering new f ie ld s  o f manuf act ur ing activ iiqr fo r  v/hich they were a t  tlie 

time il l-eq u ip p ed . I t  i s  a lso  p o s s ib le  to  d e te c t  some e l ament o f  mercant

il ism  in  the behaviour o f fo re ig n  f i m s  e sp e c ia lly  a f te r  the V/orld V/ar I I .  

T:..eir fo re ig n ers  and external o r ie n ta tio n  probably made thesi "more anxious 

to p reserve the present in d u str ia l stru ctu re  o f  Great B r ita in  by r e ta in in g  

c o lo n ia l markets fo r  B r it is h  export goods tlian to  develop secondaiy

in d u str ie s  in  N iger ia  and elsew here when con d ition s are favourable to  

] Ihth e ir  growth". ' On a le s s o r  p lane, "the companies do not v/ish to  ham

173. J . Mars:- 'E x tr a -te r r ito r ia l E n terp rises' on. c i t  Page 71.

174. J . Mars:- 'The Monetary And Banking System' Gliapter lY in  M. Porliam 
(ed ; Mining, Commerce on. c i t  P . 206.
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home manufacturers end home p rocessors w ith  whom they liave con tractu al

175r e la t io n s  or in  whose property they are f in a n c ia l ly  in te r e ste d ."  The

combined e f f e c t  of G.vernmcnt fea rs  and la d :  o f  enthusiasm and company's

o vert in e r t ia  and p referen ce for  s ta tu s  quo was th a t c e r ta in  important

commodities continued to  be imixirted long a f te r  th e ir  lo c a l  production

became f e a s ib le ,  K ilby g iv e s  a l i s t  o f  some o f th ese  commodities. For

example the ’ te c lin o lo g ica l th re sh o ld ', tlia t i s  th e  time when the le v e l

o f  dom estic demand has r ise n  enough to  j u s t i f y  a minimum s iz e  p roductio iy’

assaib .ly  p la n t , had been reached in  cement in  1923, co tton  t e x t i l e s  ( 1890s),

ga lvan ised  iron  sliee ts  ( l 9 5 l ) ,  le a th er  shoes and sandals in  1947. However

lo c a l production  o f th ese  commodities d id  not s ta r t  u n t il  1957, ’ 57, ’ 64

and ’ 63 r e s p e c t i v e l y . F u r t l i e m o r e  i t  i s  in te r e s t in g  to  note th a t  th is

considerab le 'd e lay ' i/as follov/ed  a t about th e  tim e o f  independence by

a ' s'Jdden rush’ o f  investm ents even in  in d u str ie s  in  ih id i  the tc d in o lo g -

i c a l  threshold  had not been reached. K ilby puts forward the h yp othesis

that "com petitive p ressu res, generated by a rap id ly  growing demand liave

co n stitu ted  the c a ta ly s t  ( fo r  a m ajority  of ca ses) in  transform ing ample

market o p p o rtu n ities  and f i s c a l  in c e n tiv e s  in to  a ctu a l investm ents under

the seem ingly unfavourable (d e te r io r a tin g  balance of payments p o s it io n

177and p o l i t i c a l  u n c e r ta in t ie s } conditions"  Government p o lic y  v/as cru c ia l 

to  th e cre a tio n  o f th is  com p etitive  pressure. The in cep tio n  o f n a tio n a l

i s t s  ad m in istra tion s deterr.iined not only to break the o l ig o p o l is t ic  

strcinglehold on commerce but a ls o  d iscourage fu rth er  eccuansion by fo re ig n  

c a p ita l in  t h is  s e c to r , heralded a p o te n t ia l reduction  in  d is t r ib u t iv e  

p r o fita b le  m argins. Tliis in  turn was a s ig n a l to  fo re ig n  commercial 

c a p ita l to  d iv e r s i fy  in to  new f i e l d s .  The need to  d iv e r s ify  in to

175. J . Mars : -  ' E x tr a - te r r ito r ia l E n terp rises' on. c i t  rage 68.

176. P. K ilb y :-  In d u s tr ia lisa t io n  on. c i t  Table 16, Page 54.

177. Ib id  Page 54-55
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mamf acturing vms enxiancecL by the p r io r ity  g iven  to  im w rt-su b stitra tio n  

in d u s tr ia liz a t io n  by the Fed.eral and reg ion a l Governments o f N ig er ia .

The merchant f i m s  and th e ir  overseas sui)plying manufacturers were aivare 

of trie iihreat to 'dieir market stakes im p lic it  in  a govern,lent _ .o licy  

th: t  could mean not only the estab lislunent o f s ta te -a m ed  manuf actiu/inr; 

lunits w ith  the aid of p r iv a te  promoters lü ;e  E.A, Serous s i  and machineiy  

merchants l ik e  Ooutiniio Caro o f Hamburg, but a lso  the a r r iv a l in  the  

market through lo c a l production , o f  th e ir  in tern a tio n a l com petitors vdth  

no previous stake in  ITigeria. Thus fo r  the lo n g -e sta b lish ed  f i m s  and 

overseas su p p liers , the b e s t  s tra teg y  to  p ro tec t  th e ir  sta]:es in  the  

N igerian  market and ‘‘die p ro fita b iliig r  o f th e ir  capital, demanded the e s t -  

ablisiiment o f  lo c a l producing; u n its  on a jo in t  or in d iv id u a l b a s is .  The 

impacts of com petitive pressure and o f Government p o lic y  8%)read to  other  

sec to rs  b esid e  coLiaerce. In t in  mining; fo r  example, i t  was Government 

d e c is io n  to grant sm elting in  gluts to  a Portuguese entrepreneur in  1961 

^Embel Tin Smelting CoriTpanyj th a t forced the company wliich trad itionaxlly  

mines and sm elts N ig e r ia 's  t in  to  e s ta b lis h  tlirough a su b s id ia iy  (Con

so lid a ted  Tin Sm elters o f U .k .) s im ila r  operation  in  N ig er ia  a f t e r  years  

o f  exhortation  and persuasion  from the M in istiy  o f  Mines and Power. D esp ite  

the fa c t  that the oukput o f t in  c a s s i t e r i t e  and supply o f e l e c t r i c i t y  were 

inadequate to  support two sm elting p la n ts , con so lid ated  Tin Sm elters  

urgently  responded tlirough i t s  ovm lo c a l su b s id ia iy  (Malceri. Sm elting  

Company) to  p ro tect i t s  share in  the t in  industry,;", "unce threatened , to  

go aliead w ith  such an investm ent, as i t  had already done in  the case o f
179

Malaya, became a r e q u is ite  o f  surv:i.val" and the relu ctan ce to  maize an 

'unnecessary investm ent v/as srwept overboard.

178. 0 /P  Ib id  Page 76-7d

179. Ib id  Page 175. See a lso  Alan lokolsld . -  The Establishm ent o f  
Manufacturing ou. c i t  ages 257-239.
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Again in  the banlcing. f i e l d ,  ev o lu tio n  o f  Government p o lic y  took the 

form o f f in a n c ia l support, moral backing and patronage o f indigenous banlcs 

l ik e  N ational 3anl: o f N igeria  and A frican  C ontinental Ban}:; the in troduc

t io n  o f other fo re ig n  banJcs to  compete w ith  tlie 'b ig  two’ su b s id ia r ie s  o f  

’ ^ arclgys’ and 'Standard Ban!:’ that have domina.ted banking s in ce  the 

tw en ties; decreeing fo r  lo c a l  incorporation  o f fo re ig n  banks in  order to  

gain  more inform ation about th e ir  lo c a l  operation  -  th is  became e f f e c t iv e  

on Feb. 7th  1969, '̂^  ̂ and f in a l ly  the gradual %)urchase by the S ta te  o f  

shares in  the fo r e ig n  banlzs.

The interwoven ex isten ce  of c a p ita l in te n s ity ,  urban unemn1oyment 

and r e la t iv e ly  h igher v/ages, and the a p p lic a tio n  o f la t e s t  technolog;/ 

to the N igerian economy represents the most ser iou s c r it ic ism  o f  fo re ig n  

private investm ent. The im p lica tio n s and i^ossib le consequences o f these  

flaws have already been anaJ.ysed in  sane d e t a i l s  in  Chapter 5 . 1 need

not repeat them here. However I must dra., a tte n tio n  to  em pirical evid

ence of the p r a c tic a l e x is ten ce  o f th ese  fla w s, both to  su b sta n tia te

further the th e o r e tic a l d isc u ss io n  of th e  e a r l ie r  chapter as w e ll as draw

a tten tio n  to areas where changes are u rgen tly  needed. Given the ' openness’ 

of the economy to fo re ig n  investm ents and the absence o f any v/orthvdiile 

o b lig a tio n s  and cond itions to  be f u lf i l . l e d  by then in  the process of
lg-[

th e ir  op eration s, fo r e ig n  firm s in  N ig eria  c h a r a c te r is t ic a l ly  opt 

fo r  the production technique and c a p ita l in te n s ity  currently  a v a ila b le  

in  th e ir  home b a ses . In h is  study o f c ig a r e t te  manufacturing in  N igeria  

the production (by foreign-ovmed company) o f  which s ta r ted  as early  as 

1937, P eter  K ilby found th a t 'the manuf a c t'’r ing  process employed by N igerian  

Tobacco Company ( th e  lead ing  firm , and a subsidisiqr o f British-Zunerican

IbO. West lifr ica  March 1 s t  19&9.

181. The o b lig a tio n s  on emplcyment o f  lo c a l  personnel f o m a lly  s t ip u la te d
in  the Petroleum Decree o f Dec. 1969 s e t  a precedent which one hopes 
w il l  even tu ally  spread to  the r e s t  o f  the Modem S ector. See IVest 
A frica  Dec. Ipth, I 969
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Tobacco) i s  h ig iily  c a p ita l- in te n s iv e ,  embodyiiy; th e  most advanced tech 

nology a v a ila b le  in  the f i e l d  o f cigarette-r.iaJ'ing. N .T .O .'s  ch oice  o f  

technology irias been regulated, n e ith er  by the d e s ir e  to  minimize i t s  

c a p ita l a t r isk , nor to maximize i t s  p r o f it s  fo r  a g iven  le v e l  o f  output. 

Rather th e compazy' s ch o ice  o f teciin i ue vdth in  the context of N ig e r ia 's  

w ell-p ro tec ted  market has been governed by the m otive o f  sa le  mood.mization. 

The a b i l i t y  to expand output and cap acity  rap id ly , to  be ab le to  provide  

a f u l l  range o f brands or p r ic e  l in e s ,  to  have assured uninterrupted  

supply -  th ese  are the con sid eration s w liidi have cou n selled  managonent 

to  adopt the most autom ted  production technique a v a ila b le . The use o f  

grea ter  number o f o ld er  machines, whose c o s ts  do not in clud e a p aten t  

component, and tlie use o f  labour in te n s iv e  liandling ted in iq u es would red

uce both c a p ita l c o s ts  and the number of sen io r  ( s t i l l  la r g e ly  ex p a tr ia te )  

tech n ic ian s required to  m aintain the more mechanized p rocess . On the  

other hand such a ch oice would e n ta il  h igher op erative  s lc i l l s ,  grea ter

r e lia n c e  on N igerian  supervisors and g rea ter  v u ln e r a b ility  to  in terru p tio n s
182as a r e s u lt  of human fa ilu r e ."  These fin d in g s by and la rg e  apply  

equally  to most la r g e -s c a le  foreign-oivned en terp r ises  in  N igeria . The 

general consensus among th ose  th a t have carried  out s im ila r  in q u ir ie s  i s  

that la r g e -sc a le  in d u s tr ia l investm ents are u su a lly  c a p ita l in te n s iv e ,  

requiring on the average £2000 -  £5000 per v/ohcer. On :he other hand, 

estim ates by P eter  h ilb y  and tlie N ational Manpower Board in d ic a te  th a t  

investm ent per worker in  sm a ll-sc a le  industry i s  about £100-£200.

Pm-thermore as compared w ith  la r g e -sc a le  ven tures, indigenous sm a ll-sc a le  

en terp rises on th e whole employ a t l e a s t  tliree tim es as much laboun, add 

more to n ation a l income and employment fo r  every pound in vested ; and as

182, P eter K ilb y :- In d u s tr ia liz a t io n  in  An Open EconaTiy o u .c i t  Pages 82i--85

183. G.R. Frank (J n r .)  'Urban Unemploment and Economic Growth in  A frica' 
op. c i t  Page 268 C/u? A.iT. Halcarn. 'The M otivation to In v est and the  
L oca tio m l P attern  o f  Foreign  P r iv a te  In d u str ia l Investment in

ig e r ia ' ou, c i t  Pa e 61.
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Arthur Lewis p o in ts  o’^t, :'om the training- ground fo r  budding c a p i t a l i s t s .

"Out o f th ese  thousands o f sm all firm s w i l l  emerge the A lgerian  b u siness  

leaders of the fiiture .

Gcrnmerce and t in  mining a s id e , foreign-ov/ned en terp rises con trib u te
185v e iy  l i t t l e  to  employment in  the economy. The le v e l  of Gnploynent 

in  in d u str ia l unclertakings -  both foreign-owned ard indigenous -  has not 

y e t  reached o f the labour fo r c e , nor i s  that ta r  et l ik e ly  to  be reached 

in  the immediate f u t u r e . T v / o  other re la ted  m atters ouglit to  be noted 

a ls o .  Not only do ='oreign-ouned en terp r ise  co n tr ib u te  l i t t l e  to  d ir e c t  

emploj/ment, th e ir  salary/ and wage p o lic y  in d ir e c t ly  con trib u te to  the  

growth o f  urban unemplof^mient. This process has been described  in  d e t a i l s  

in  an e a r lie r  chapter, and no country b e t te r  exem p lifies  tiie Todaro I.Iodel 

of labour m igration and urban unemployment than N ig er ia . The second 

p o in t i s  of soiie s ig n if ic a n c e , though i t  lias not always received  the  

emphasis i t  d eserv es . The employment-de s t roying a sp ects  of such* innov

a tion s' as b u ll-d o sers  end automated processes are f e l t  most a c u te ly  in  

* labour S'"rulus' economy l ik e  N ig e r ia . Arthur Lev/is has drav/n a tte n t io n  

to  the dangers in lierent in  a p o lic y  of u n restr ic ted  u se  o f automation in  

L .D .0 .3 . In Aiese cou n tries ' the b ig  waste in  c a p ita l has come mainly 

in  su b stitu tin g  c a p ita l fo r  labour in  moving; th in gs about; in  handling of 

m ateria ls in s id e  the fictor^^, in  packaging, in  moving earth, in  minilnr;, 

and in  b .d ld in g  and co n stru ction . The b u lld ozer , tlie conveyor b e l t  and 

the crane u su a lly  achieve nothing N iat labour could n ot do ecpially well."^^^  

C ountries l ik e  N igeria  spend scarce fo re ig n  exchange to  import m adiines 

solel^r for  the purpose of producing unemployment.

l : k .  "A Arthur Le^'/is : R e fle c tio n s  on N ig er ia n 's  Economic GrovTth cgi. c i t  Page 28

185. See Hakajn: ' The A ctiv a tio n  to  In v e s t ’ op), c i t  Page 61, Alan Cokolski:
The Establishm ent o f  Namifacturing in  N ig er ia , o r . c i t  ..age 26'/, i'jnd G-. 
K elle in er: Peasant if 'r ic u ltu r e , Govt, and Economie Grovth in  N igeria  
oAh-Cit Page j l f .

186. See G,R. PranJc Jnr. ’ I n d u s tr ia liz a t io n  And Employment Generation in  
N ig er ia ’ ou c i t

187. v;, Arthujr Le'.vls ’ Nn employment in  D eveloping C oun tries’ The Nor Id Today 
•Tanuarg'- 1967 cm. c i t .
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In N igeria  an economic environment th a t nuts no r e s t r ic t io n  on 

company's (production) factors-m ix  e a s ily  r e so lv e s  fo r  tlie la t t e r  any 

c o n f l ic t  th a t might a r ise  hebueen output and tech n ica l e f f ic ie n c y  o b jec t

iv e s  on one hand and errplcyment mrudjnization on the other, N igerian  

in d u stiy , to  date has c le a r ly  opted fo r  th e former as N .T .O .'s example 

snows, and X̂ a t ^ more d is tr e s s in g  talces th e opportunity to  automo.te 

whenever i t  a r is e s .  Another example v / i l l  s u f f i c e ,  N c've seen above the  

lim ited  gxDtentials fo r  d ir e c t  emplo^Tnent in  the o i l  industry; y e t  th ere  

are in d ica tio n s  th a t these p o te n t ia ls  are being cu r ta ile d  rather than 

expanded, "Nor eicample i t  used to  be the p r a c t ic e  to use lo c a l  labour 

fo rce  fo r  d igging  d itch es  fo r  lay in g  p ip e lin e s .  But fo r  the major Nrajis- 

N iger System T/'a'.lbros -  the (fo r e ig n ) con tractors -  are using meclianical 

d iggers w ith  gre .tly  eniranced e f f ic ie n c y .  The above quotation  comes

f'rcrn an a r t ic le  by a S h e ll-B .P . o f f i c i a l ,  who fu rth  u' j^'ostifies such p o l

ic y  on the grounds that ’’i t  i s  u su a lly  more eccpeditious and th erefore
189ult'^jmately cheaper to  be c a p ita l in te n s iv e  tlian labour in ten s iv e ."

The above a n a ly s is  underlines the need f o r  firm er Government p o lic y  

to  rev en t such subs titb it io n . . n lie o v e r a ll question  o f c a p ita l in ten 

s i t y ,  th e p o ss ib le  coui’se s  o f rem edial a c tio n  has been looked in to  in  Chap

te r  5*. In short i t  i s  e s s e n t ia l th a t "Nigerian planners should take  

a good look a t investm ent p ro jects  to  see  wiiether (because o f a d is to r te d  

p r ic in g  system) there are not many cases where g rea ter  labour’- in t e n s it y  

and higher money co st would not a c tu a lly  restait in  an in crease  in  rea l 

income (and so c ia l g a in s)" .' ^

18b. N .3. Robinson 'N igerian  O il:  P rospects And P ersp ec tiv es ' N .J .B .S .S ,  
Ju ly  1984 Pdh. pjit Page 225,

189. l o c . c i t

190. Arthur Ler.vis. R e flec tio n s  on N ig er ia ’ s Sconanic Giowth on, c i t  
rage t-6.
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These shortooriings o f fo re ig n  p r iv a te  investm ents in  the f ie ld s  of 

production  t c clinique and fector-m ix  are not ajneliprated in  the areas of 

dom estic in te r -s e c to r a l  linlcages, Prom the a n a ly s is  so  fa r  conducted i t  

i s  p o s s ib le  to d iscern  why both back\7ard and for./and lin lcages, and 

in d u s tr ia l e x tc m a lt io s  hove up to  now been lim ited  in  tlie  N igerian  

economy. Host o f th e forcign-avned  su b s id ia r ie s  and branches are p art of 

la rg er  in tern a tio n a l and fu lly - in te g r a te d  campaiii.es drawing th e ir  su p p lies  

from membei-’-firm s o u tsid e  the countiy  in  the case of trading companies 

l ik e  or e:qiorting th e ir  raw m ater ia ls  and in term ediate products

to parent companies abroad in  the case o f  oil. producing companies l ik e  

' ghe‘l l - 3 .P ,  ’ or rubber producing companies l i l ic  ’Dunlop’ . Secondly, a 

Irrge x'roportion o f loca.l iru^ ort-su b stitu tion  ’manuf r.ctir in g ’ esp eciad ly  

of consumer durables and l ig h t  in term ediate goods in vo lves  the f i i n l  

sta g es  o f  paclcaging, fa b r ic a tio n  and assem bling o f imported components. 

T hirdly, the absence of a lo c a l c a p ita l goods producing industry-'' îiieant 

that such important baclw/aidly-linlced demand i s  met e x ter n a lly . N ourtlily, 

the fa c t  that indust i i a l  production in  N ig er ia  i s  s t i l l  in  i t s  in fancy  

ùtage meant a lso  tlia t the d<,velopmcnt o f  in te r -s e c to r a l  linlzage i s  ju s t  

eg in n in g , As a c c r o lla iy  to th e l a s t  p o in t , the absence o f a developed  

in d u str ia l environment a lso  reduces the emount o f  e ::tem cd tios generated  

in  the economy.

A ll tliese fa c to rs  are r e f le c te d  in  the a .ip iricsd  in v e s t ig a t io n  so

•̂ ur conducted whicli show that the le v e l  o f  in te r -s e c to r a l linkages in  the
qo]

modem sec to r  of the economy to  be low. None s p e c i f ic a l ly  the lin l:

191. See E.G. Ddosien: ’Linlcages D irect Foreign Investm ent .and N ig e r ia 's  
Economie Development’ N .J .E .S .S , V o l. 10, No. 2 Ju ly  19uG; On 
Petroleum see  Scott Pearson: -  Petroleum And the N igerian  Economy 
O', c i t  e sp e c ia lly  chapters 7 d 10. See a lso  Arthur ".ovis 
R e fle c tio n s , on. c i t  Page 2 8 -2 ;; K.’h Langley: ’ The Eictem al Rosourcu 
Factor in  N igerian Economic Development’ ou. c i t  Page 165; jlnd P . 
K ilby: In d u s tr ia liz a t io n  In .-In Open Economy, on, c i t  Page 558.
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between the la r g e -sc a le  h e a v ily -c a p ita liz e d  fo re ig n  concerns and the 

s m a ll-s iz e  indigenous en terp r ise s  i s  weak -  r e la t iv e ly  vreal:er than com

parable r e la tio n sh ip  in  advanced developed econom ies. The investm ent 

y Ians o f the former are decided upon ezctem adly, more o ften  on a g lob a l 

b a s is ,  -̂ Tith l i t t l e  referen ce  to lo c a l  supply co n d itio n s . SiiroiDean firm s 

have been un\^/illin,g to subcontract or draw th e ir  su p p lies  from lo c a l  

ndigenous en ter? r ise s  because such sp e c ia liz e d  companies do not e x is t  

or are considered in e f f i c ie n t  and u n re lia b le  w ith  regards to d e liv o iy
1 Qg

d ates and quedity con tro l or v.dth resp ect to  tech n o lo g ica l competence."'

As fo r  the N igerian  entrepreneurs th e ir  poor r e la tio n sh ip  with the

foreign-ov/ned cornanies i s  blamed on poor coomuni ca t ion  and l ia s io n  which

lead s to  lack o f awareness o f the la t te r * s  input requirem ents, to  inadequate

c a p ita l ,  technical. I v n o w - h o n . v  and the ease vdth wliich such requirements -

1 9 ’5m ateria ls  and se r v ic e s  -  could be inoorted .' O erta in ly  the Gcveniment 

has done l i t t l e  by way of encouraging g rea ter  co -op eration  between the  

two, nor has i t  though i t  necessary that in terv e n tio n  on i t s  p art rather  

than fr e e  p lay  of th e market i s  e s s e n t ia l  to  brealc the drain o f  globed  

inter-conpany supply l in e s  end thus slow do\wi the lealrages abroad o f the  

m u ltip lie r  e f f e c t s  in lierent in  a c lo s e ly - la i i t  economic systan . The 

prospects fo r  the fu tu re are not too d isco  raging . " ovement in to  lo c a l  

production o f in term ediate and c a p ita l goods v / i l l  in v o lv e  grea ter  use o f  

N igerian  raw m ater ia ls  the demand of v/hich are not p resen tly  high enough 

fo r  th e ir  economic e?q )lo ita tion . The petroleum  conqranies v / i l l  come under 

in creasin g  pressure to  shed some o f th e ir  in te g r a l s ta g es  l ik e  tran sport, 

marketing and re fin e ry  to N igerian  en terp r ise s . The products o f the  

industry/ o f fe r  good p o te n t ia ls  fo r  forv/ardly-linlced p etro-chem ical and

192. See Sayre P . Sohatz & S . l .  Edobpayi;- "Economic A ttitu d es o f  N igerian  
Businessmen’ N .J .E .S .S . V ol. 1 - 4  195b-62, Pr>ges 265-266.

195. Loc. c i t  and se e  above fo r  example, s e c t io n  on o i l .
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f e r t i l i z e r ,  and f^;.el-using (in c lu d in g  natural gas) in d u s tr ie s . Import 

of se r v ic e s  i s  l i l : e ly  to  decrease as capable N igerian s become aware o f  

and s e iz e  the op p ortu n ities  to d ischarge such s e r v ic e s .  One a lso  hopes 

that as in d u str ie s  c:mand and mature -  in clud ing  th ose based on a g r ic u lt 

u ra l re.w m ateria ls to \/hich lie  government i s  cu rren tly  g iv en  some p r io r ity ,  

the linivages and s::t m a l  economies iTi.thin m anufacturing, and between i t  and 

a g r icu ltu re  v / i l l  in crea se  a t fa s te r  r a te s .  The most p o te n t ia l gains in  

external t i e s  are IN cely to  occur in  the area o f  s h i l l  a c q u is it io n  by the  

labour fo rce , tech n ica l and managerial compétence by the more m obile  

middle and higher grade personnel.

Another asp ect o f fo r e ig n  operation in  N ig er ia  whicii g iv e s  r i s e  to  

c r it ic ism  concerns tlie re la tio n s iiip  between fo r e ig n  en terp r ises  and the 

supply o f  dom estic fin an ce c a p ita l .  The problem involved  here i s  tv/o- 

fo ld . The f i r s t  c en tr^ o n  the use v,after Inde[)end3nce) o f  the lo c a l  

money market as a source o f borro./ed funds fo r  oxn?ansion by the f a s t -  

growing foreign-ouned manufacturing: s e c to r . The second cen tres  on equity  

share-ov/rd.ng by indigenous p r iv a te  capita.1 and entrepreneurs in  fo r e ig n -  

ov/ned en terp r ise s  as a means o f p ;ir tic ip a tio n  in  ov/nersliip and con tro l o f  

the n a tio n 's  economy. Let us look c lo s e ly  a t the f i r s t  p o in t, bearing in

mind the th e o r e tic a l a n a ly s is  made about i t  in  Chapter 5 and th e  reference
194to  the Pearson commission ob servation s. I f  we s ta r t  w ith  the propos

i t io n  that the N igerian economy consumes 85-900 o f i t s  annual G .iI.P ., 

w hile a t  the same time wants to achieve a re a l growth ra te  o f  over 5)a 

per annum w ith  an I.O .Q.R. o f  about 5:1 , we can th erefo re  a s se r t  that 

inadequate le v e l  o f resources i s  s e t  a s id e  fo r  investm ent purposes.

Hence the a ttr a c tio n  to and encouragement o f  fo r e ig n  c a p ita l in flo w  as 

a cor.plement to  dom estic capito.1. I f  a major cause o f N igerian  e f fo r ts

194. See Chapter 5* Page 241.
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to a ttr a c t  fo r e ig n  p r iv a te  investm ent l a y  in  the d e s ir e  fo r  an extra

volume o f  th is  scarce resource (sca rce  in  r e la t io n  to  other complementaiy

resources and th e  demand fo r  i t ) ,  then th ese  e f fo r t s  are somehow being

v it ia te d  by the increasing; reso rt by fo r e ig n  firm s to  dom estic money

195merket rather than overseas sources fo r  e:ç)ansion c a p ita l .' The e f f e c t  

i s  to make the scarce fa c to r  scarcer e s p e c ia l ly  fo r  sm all -  end medium- 

s iz e  indigenous e n te iy r is c s . The question  o f whether inadequate c a p ita l  

sip p ly  has been a major impediment to  the growth o f N igerian  indigenous 

en terp r ise  has been w ell-cl i s  cussed in  the l i t e r a tu r e ,  the genero.l con

sensus being th a t v ia b le  P ro jec ts  have always managed to  g et fin an cin g
1P6

c a p ita l ,  w .iile  the major o b sta c les  to  indigenous en terp r ise  expansion

e sp e c ia lly  in  the in d u str ia l f i e l d  ha,ve been the observed shortage o f

197 198p o te n t ia lly  V iab le P ro ject -, the pervading managerial, incompetence,

199organ ization a l s la d : end te c ia iic a l in e f f ic ie n c y .  The la t t e r  sh ort

comings , re in  them selves a r e f le c t io n  o f  a wide range o f fa c to r s  that
200may be sumr:ied up as the economic environment and more e s p e c ia l ly

according to  K ilby, o f the b a rr ier s  created aga in st " e f fe c t iv e  f  in ction -

ing- o f  N igerians in  tec im o lo g ica l and organ iza tion a l roles"  by " tra d itio n a l
201so c io -c u l tu ra l fa c to r s , "

195, See C entral BanJc o f  N igeria  ’F oreign  Investment Survey 1962’ K.F.R,
June 1994 Page I4 ,

196, See R, H arris & Najy Rowe : ’ E ntrepreneurial P atterns in  the N igerian  
Say/milling Industry’ N,J .E .S . 8 . March I 966. P .97; And Nayne N afziger;
'A R econsideration  o f  ’Capital. Surplus’ in  N ig e r ia .’ N.J .E .S .S , March
1968,

197, According to  Sayre P . Schatz; ’Govemu.ent Lending to  fifr ica n  B usiness
men: Inept In cen tiv es ,"  J .' .A.âh V o l.6 No. 4  I 968 Page 250,

198, According to  Arthur Lev/is: R e fle c tio n s  on N ig e r ia ’ s Econoinic Grouth,
00, c i t  Page 26 .

199, According to  P eter K ilby: I n d u s tr ia liz a t io n  In An Open Economy ou. c i t  
Page 558,

200, J, N afziger: ’ In tc r -reg io n a l Economic R ela tion s in  th e  N igerian  Pooty/ear 
In du stry’ o p .c it  and Iris a r t ic le  in  Economic B u lle t in  o f Ghana V o l.I I  
No. 4 Deo. 1965.

201, r e te r  K ilby: In d u s tr ia lis a t io n  in  An Open Economy ojy..cit Page 5"+l-5̂ t-2
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The la s t  sen tence out one m y  be o f l e s s  s ig n if ic a n c e  here, i f  as I  main

ta in  there i s  inadequate a gregate c a p ita l in  the economy. Me have seen e a r lie r  

in  th is  chapter the r e la t iv e ly  h igh  le v e l  o f fo r e ig n  gearing indulged in  

by fo re ig n -œ n ed  firm s in  N ig er ia . S im ilar ly  the bulk of loans and advan

ces from the lo c a l  banlcing; system goes to  the same fiirns end tliose j o in t ly -  

owned w ith , or managed on b eh a lf o f Government C orporations. By not on ly  

bringing in  extra c a p ita l resources in to  the country but a lso  stro n g ly  

competing for  the sm all amount a v a ila b le  in  the economy, fo re ig n  p r iv a te  

en terp r ise  con stra in s considerably  the p o te n t ia l investm ent a c t iv i t i e s  o f  

both indigenous p u b lic  and p r iv a te  s e c to r s . The e x isten ce  o f sm aller  

in v e s t ib le  resources along w ith  a h ig iily  consumption ori<%itated Government 

bureaucracy means th a t what the la t t e r  could do or sliould do in  the f i e l d  

o f c a p ita l exoenditi're i s  r e s tra in ed . For th e p r iv a te  entrepreneurs the  

strong borrowing uower o f th e  la r g e -sc a le  fo r e ig n  en terp rises  r a is e s  the  

l e v e l  o f su ccess fu l com petition fo r  loanab le funds above the reach o f a l l  

bu t a few. Put in  another way, were fo re ig n -o .n ed  f i r  as not to  be a c t iv e  

in  the monej'" market, the cor%)otitive fo rces  w i l l  be weaker and the con d ition s  

s e t  by leading banks end fina.nce houses w i l l  be l e s s  s t i f f ,  thus b rin g in g  

a la rg er  number of N igerian  entrepreneurs to  w ith in  the s.?ectruum o f pot

e n t ia l  borrowers, Besides there i s  the p o l i t i c a l  and e t li ic a l problem o f  

whether ca p ita l borrowed loca-.ly  should be used to  make p r o f it s  whicli are

then transfcrred'^ouE'Dc^ couintry-bo fo r e ig n  shar e-holder s .
' \

Now to the second poin t:. The d e s ii^  to  borrov c a p ita l lo c a l ly  i s  

mat died by a relu ctance to  r a ise  such c a p ita l by lo c a l equity is s u e s .  The 

l a t t e r  action  of course in v o lv es  the sharing o f ovmership and con tro l w ith  

the lo c a l peop le. The evidence a v a ila b le  so fa r  su ggests  tlrnt fo re ig n  

companies are artcious to use lo c a l  c a p ita l resources fo r  expansion pur- 

o c se s  w hile  mcJeing sure th at such usage does not in v o lv e  any major d i lu t io n
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2 0 2  -üf ownership and manageraont c o n tr o l. in  p r a c tic e  th erefore th is  dual 

dvantage represents a major fa c to r  in  the favourable investm ent clim ate  

p rev a ilin g  in  l i ig e i ia .  Of course ’ token' debentures have now and then  

been issued  s in c e  the period around Independence, r%?resentinj; on average 

le s s  then. lOj' of the ecxuity c a p ita l o f the su b s id ia r ie s  rnalcing such is s u e s .  

They represent no more than a p u b lic  r e la t io n  e x e r c ise  to crea te  a sense o f
Op I

_.artnership -  or more p r e c ise ly  a. sense o f unequal partnerships The

N ig er ia n ,p u b lic  and indigenous i n s t i t  t io n s  c e r ta in ly  do wish to  acquire

shares in  foreign-owned companies. I t  i s  not d i f f i c u l t  to se e  v.diy: such

oor.uanies are to  be found in , and indeed dominante the f a s t e s t  growing

_ o in ts  of e c o n o m y .  For the ordinar^ n ige_ ian  in v esto r  i t  i s  the good

p rospects fo r  ycmrth and prof i t  -mW: ing , rath er than a conscious d e s ir e  to

G qui re a measure o f c c n t io l over the eccnony th a t provides the m otivation .

naeli time a foreit^n-ovaiod company malces a lo c a l  is s u e ,  the response has

••Iways been tremendous and such is s u e  tends to  be over-subscribed  even

c.t p r ic e s  many times p.-.r v a lu e . For rcaniple the recen t standard BanZ: of
203li^ .e r ia 's  share is su e  was over-subscribed  by t-./o -and -a-la lf tim es.^

Michael hiuix?n obscived s l - . i la r  rea c tio n s in  In d ia .

I f  foreign-owned companies do want lo c a l  people and in s t itu t io n s  to  

genuine Ip- p a i't ic i a te  in  ruining; th e loading en terp r ises  and se c to r s  o f

iC2. O/F Chapter 3 Fage 252.

2C3. C/F p . h ilb y  : Ind’s s t r io l iz a t io n  in  ini C>pen d o o n a y . ou. c i t  Page 95; 
had. T.'iiilcvcr: .hmual Report 1969 Page 21.

2C4. G/1? U.d.C. (iT igei'ia). B ill: Sept. 1969, V ol. 5, No. 5 Face. 7 .

2C5. l e s t  .'I r ic a  A pril 2, 1971.

206. hidron: Foreign Investm ent in  India  o p .c i t  Page 252.
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thej.r economy and thus g a in  invaluab le management and f in a n c ia l  e x p e r tise ,

why d o n 't they make a v a ila b le  more shares than h ith erto?  S tatanents on
207meeting th e  A frican  a sp ira tio n  in  th is  f i e l d  are not v/anting. And in  

some ca ses  they are ta in ted  v/ith  id e o lo g ic a l m otivation . I f  the " greatest  

serv ic e  th a t a p r iv a te  (fo r e ig n )  b u sin ess can render to  i i fr ic a  i s  to p res-
2c8erve the p r o f it  m otive," " then " fin a n c ia l p a r tic ip a tio n  in  th e company

(IT.A.G.) by P r iv a te  N igerian  in d iv id u a ls  encouraged a grea ter  understanding

209among th e general p u b lic  o f the whole system  o f p r iv a te  en terp r ise ."

In rep ly  to  the c r it ic ism  im plied in  the above question , a 8T?oke s-woman

fo r  the some canpany (U .A .G .) doubted the ex iste n c e  o f a "genuine in te r e s t

on the part o f th e  lu b l ic  to  become shareholders" in  her company. On the

other hand she c r i t ic iz e d  the few shareholders fo r  not rnalcing a c t iv e

con trib u tion  to  the company's progress; "in e s ta b lish in g  equity  %?articipation

i t  i s  a d es ir a b le  fea tu re  that a l l  p a r t ie s  should make a d is t in c t iv e

co n tr ib u tion . C ontributions o f t l i is  nature (o th er  than money) do not
210g en era lly  flow  from p u b lic  p a r t ic ip a t io n  w ith  p r iv a te  en terp r ise . "

However she a lso  h in ted  th at her company v/as prepared to  comply w ith  any

reg u la tio n  on th e su b ject i f  la id  down by lav/, k io th er  spokesman fo r  the

company, a fo m e r  chairman, sugy;ests d i f f i c u l t i e s  in  communie a t io n  w ith

overseas shareholders as a major fa c to r  in  dampening management's en th u si-  

211asm.

207. See fo r  escamplc. S ir  Arthur Smitii. 'A Businessm an's View o f A fr ic a ' .
A paper g iven  to  a jo in t  M eeting o f  the Royal ilfr ic e n  S o c ie ty  and th e  
Royal Gommom/ealth S o c ie ty , London A pril 1969. H.A.O. Link S ep t. I 969 
op. c i t  P . 14 (6 ) Address by S ir  Val Duncan, Chairman o f RT2 to the 9th  
Mining and ile ta llu r g ica l. Congress London Hay I 969 See The Times (T,ondon) 
August 27th 1969, Page 21.

208. A.H. Smith; 'C atching the Wind o f  Change: The Redeployment of the H.A.C.' 
Progress (th e  U nilever quarterly) No. 285, l/'^l/Gy,

209. iJ.A.G. (o f  N ig er ia ): Link Sept. 19&9 on. c i t  Page 7 .

210. P r iv a te  Communication.
211. S ir  Frederick  P cd ler ;- ' irnageriient in  D eveloping C o u n tr ie s '; P r iv a te  

E n ter )r ise  uind Dgvelopment .  U.A.G. Busliness Boolde t  No. 1 Page 29.
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The Government lias clone l i t t l e  b es id e  exhortation  to  encourage lo c a l  

equity  p a r tic ip a tio n  in  fore ign -am ed  b u s in e sse s . Yet i f  i t s  d es ire  fo r  

indigenous control o f  the commanding h eig h ts  o f the economy i s  to  be f u l 

f i l l e d  in  n o t-to o -a -fu tu r e , p o s it iv e  a c t io n  i s  urgently  needed now. The 

b est  course may be, not to  d ir e c t ly  p e n a lise  tliose companies th at drag 

th e ir  f e e t ;  but to create  in c e n tiv e s  th at nay a cce lera te  the s a le  of 

shares to lo c a l c a p ita l .  A p o ss ib le  in c e n tiv e  may be to linJc co rx )ra tio n  

tax r e l i e f  and other f i s c a l  concessions vdtii the degree of lo c  ad p a r t ic ip 

a tio n . An a lte r n a tiv e  may be to  tr e a t  f oreign-cr/med manufacturirp; f i n i s  

with a minimum s iz e  o f lo c a lly -h e ld  shares -  say 2p0, as favoured candi

d a tes fo r  supplying Gcvornment procurements. In  the la s t  re so r t what 

m atters most, i t  seems, i s  not th e no.ture o f measures taken to  expand 

lo c a l ov/nersiiip and co n tro l, but the iv i l l  o f o ffic ia ld o m  to  take any step  

th a t might be construed as in ter feren ce  -ritii the freedom o f operation  

enjoyed by fo re ig n  en terp r ises  in  N igeria .

Ne may note b r ie f ly  o ther areas o f c r it ic ism  -  b r ie f ly  because they  

are (a ) reca p itu la tio n  o f  p o in ts already mode (b) in feren ces  that emerge

from tlie a n a ly s is  in  the tecct above, a id  \c )  are c r it ic ism s  already d is 
ci 2

cussed in  d e ta i ls  by other i /r ito r s .  The most obvious c r it ic ism  o f  

fo r e ig n  manufacturing in  N igeria  i s  the observed fa c t  th at th e grea ter  pai't 

of the lo c a l value-added goes abroad. This i s  th e  r e s u lt  o f  h igh import 

content of im p ort-su b stitu tio n  manuf actu rin g , the capita], in te n s ity  of 

production  fu n ction , the r e la t iv e ly  high le v e l  o f rcm.un.ration accr.iing to  

fo re ig n  tech n ica l and managerial p r so n n e l, and the fo re ig n  ovmersMp o f  

b u sin ess i t s e l f .  Thus manufacturing adds very  l i t t l e  to  N igerian  w ealth  

cre a tio n . Aocoidinj; to  P ro fessor  Arthur T,ewis, whereas most o f  income 

generated by peasant a g r icu ltu re  accures to indigenous fa c to r s ,  the in crease

212. For a d e ta ile d  c r it iq u e  o f modern in d u str ia l a c t iv i t i e s  in  the econaav. 
See P . N ilby: In d u s tr ia liz a t io n  in  An Open Economy, in?, c it.A n  equally  
in s tr u c t iv e  attempt o f  the i.re-1960 p eriod  i s  to  be foiuid in  O.Aboyade. 
Foundation  ̂ f  ;ui A frican Economy. A Study o f Investment and Grow-th in  
N ig er ia . Pages 1 2 7 -'4 0 .
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in  value-added to  nat io n a l income contributed  by foreign-crwTied la r g e -sc a le

manufacturing: iras lo s s  than lO/o during the g rea ter  part o f  th e  l a s t
.  215 uecade.

Gornected v/ith fo re ig n  ownership i s  the c r it ic is m  o f fo re ig n  con tro l

and dom ination o f th e  important and s t r a te g ic  se c to r s  o f the economy

e s p e c ia l ly  in d u str ia l manufacturing and petroleum production , Again I

have drawn a tte n tio n  e a r l ie r  on to  th e f a c t  th a t the top le v e l  o f  aciminis-

tr a t iv e  and tec lin ica l management i s  s t i l l  lo r g e ly  manned by ex p a tr ia te

personnel, even in  jo in t  ventures w ith  the S ta te  where a p o lic y  o f speedy

N ig er ia n iza tio n  i s  always fozm ally v /r itten  in to  the Agreements. There i s

a strong j u s t i f ia b le  b e l i e f  -  and th is  shai'od by Government o f f i c i a l ,  tha.t

fo re ig n  ccmipanies only pay l ip - s e r v ic e  to  in d ig en iza tio n  p o lic y  w h ile  in

p r a c tic e  ' s t i l l  refused  to  f i l l  top management p o sts  w ith  q u a lif ied  
212

ITigeria.ns. ’ " The (question of p r o f it  has boon adequately d e a lt  w ith

e a r l ie r  on: what i s  t  ' be noted h r e  i s  the danger to the economy and

e s p e c ia lly  the coiisuuing ;n ib lic  o f e x c e ss iv e  ra te  of p r o f i t a b i l i t y  fo r

some o f tlie w ell-p l:\ccd , o ften  J n rg e-sca le  m onopolist producers. They

n atu ra lly  talce advantage o f t l ie ir  production  stren gth  behind an unduly

favourable t a r i f f  stru ctu re  and in  an economic environment where the

government seems to  be more concerned w ith  reinvestm ent o f p r o f i t ,  rather
215

than i t s  le v e l  or i t s  ta x a tio n . ' This c r it ic is m  becomes more s i g n i f i 

cant i f  we bear in  mind the fa c t  th at the g rea ter  p art o f t i i is  goes or  

w i l l  even tu a lly  go abroad.

215. Arthur Lcv'/is: R efle c tio n s  op. cit Pages I 6 and 26.

214. Nest A frica  Oct. 10, 1970, quoting th e  l i l i t a r y  Governor o f  Nos tern  
s ta t e .

215. G/F p . F .ilb y:- I n d u s tr ia lis a t io n  op. c i t  Page ppb.
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TABLE hk

SOURCES OF PRIVATE NET CAPITAL INFLOW INTO NIGERIA 1950-68 (£M)

U.K. ' 2Western Europe U.S.A. Rest o f the World^ T otal

1950 £2.6M

1951 8.6
1952 7 .6

1953 4.2 1 .0 0 .1 0 .2 5.5

1954 4.7 3.9 1.5 0 .3 10 .4

1955 5.3 2.2 1.7 0 .4 9.6
1956 11.3 4.7 2.5 0 .6 19 .1

1957 10 .1 4 .2 2.2 0.6 17 .1
1958 10.2 2.4 3.7 0 .5 16.8

1959^ 17.9 3.3 2.0 0.8 24 .0

i 960 19 .0

1961 13.8 5.9 5.9 1 .7 27.3
1962 2.9 6.9 4 .0 3.9 17.7
1963 17.0 13.4 5.4 2 .1 37.9
1964 28.0 15.3 15.0 4 .7 6 3 .0

1965 21.0 10 .8 18.7 4 .7 55.2
1966 25.6 13.6 7.2 3.0 49.4

1967 13.6 7.7 28.4 -2 .1 47.6

1968 20.4 2.9 9.4 4 .0 36.7

(1) U.K. and r e s t  o f  s te r lin g  area.

(2) O.E.C.D. countries excluding U.K.

(3) Including Lebanon and Syria .

(4) Up to 1959, data represented estim ated annual investm ent in fix ed
a s se ts  by the use o f  both unrem itted p r o f it s  and fresh  c a p ita l in flo w . 
From i 960, estim ates are based on d ire c t in q u ir ie s  by the Central Bank. 
Pre-1960 Data do not include working c a p ita l (cash balances) and 
foreign  debt for which fig u res  are not a v a ila b le  (Economic Survey o f  
N igeria  1959, op c i t  Page 131). This om itted component 'may amount 
to  sev era l m illio n  o f  pounds' (l.B .R .D . R eport:- The Economic 
Development o f  N igeria  op. c i t  Page 66U). See t e x t .

Sources ( l )  l.B .R .D . M ission: The Economic Development o f  N igeria  
op. c i t  Page

(2 ) Federal O ffice  o f S t a t i s t ic s :  Annual A bstract o f  S t a t i s t i c s  
August 1967.

( 3) Central Bank o f  N igeria: 'Foreign Investment Survey'
1962, 1965, 1967 and 1968. Economic & F inan cia l 
Reviews June 196k ,  Dec. I 967 and June 1971.
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TABLE 46

FOREIGN PRIVATE CAPITAL INFLOW: SHARE IN DAC/OECD MEMBERS' DIRECT INVESTMENT 
IN L.D.C.s AND IN NIGERIA'S PRIVATE SECTOR CAPITAL FORMATION 1963 ~ 68.

1963 1964 1965 1966 1967 1968 1963-68

(1 ) G.D.F.C.F. £177 .OM 195.0 234.1 242.6 220.0 223 1 , 291.7
o f which

( 2 ) P rivate Sector £113 . 6m 127.0 150.3 151.7 143.0 144.9 830.5
( 3 ) Net Foreign

C apital Inflow £ 37 . 9M 63.0 55.2 49.4 47.6 36.7 289.8
(4) DAC/OECD Members
Net D irect Investment
in L.D.C.S. £ 589. 2M 639.6 889.0 778.2 751.6 1 , 086.0 4 , 733.6

(5) Cumulative (3) as  ̂ o f  Cumulative (2) 289 »8 _ oi.
8 30 .5  "

( 6 ) Cumulative (3) as % o f  Cumulative (4) 289-8 _ r ^
4 7 3 3 .6  -  G.12%

Sources: ( l )  U.N. -  Yearbook o f  N ational Accounts S t a t i s t ic s  1968 and 
1970 Vol. I & I I .

(2) Federal O ffice  o f  S t a t is t ic s :  D igest o f  S t a t i s t ic s  Ju ly  I 969 .

(3 ) Central Bank o f  N iger ia . Foreign Investment Surveys I 965 -68 in  
various is s u e s  o f  Economic and F inan cia l Review op. c i t

(4) DAC/OECD:- Development A ssistan ce Reviews. Various is su e s  
1968 -  72 op. c i t

TABLE 47

NET OUTSTANDING FOREIGN PRIVATE INVESTMENT̂  IN NIGERIA 1962 -  68 (£N)M

1962 1963 1964 1965 1966 1967 1968

Total £220 .9M 258.8 321.8 377.0 426.4 474.0 510.7
o f  which
Paid up c a p ita l 69 .2 93.0 125.6 179.2 209.1 244.3 282.6
(and reserves)
Other L ia b i l i t i e s 151.7 165.8 196.2 197.8 217.3 229.7 228.1
N ational ownership
U.K. £135 . 6 (6 1 . 4%) 201. 6 ( 53. 3%) 261 . 2 ( 51. 1%)
Western Europe £ 46.8(21.2% ) 8 6 . 3(2 2 . 9%) 1 10 . 5(2 1 . 6%)
U.S.A. £ 1 9 . 4 (8 . 8%) 58. 5 (1 5 . 5%) 103 . 5(2 0 . 3%]
Rest o f  the World £ 1 9 .1 ( 8 . 6%) 30 . 6 (8 . 1%) 35 . 5(6 . 9%)

1. Estim ates re fer  to  book value on ly  o f  foreign  companies a c t iv e  in  the
economy. However dom estic/indigenous c a p ita l p a r tic ip a tio n  in  th ese  
companies amounted on average to  10% during the Decade.

2. Outstanding among the r e s t  o f  the world are entrepreneurs from the
Middle East (Lebanon, Syria) and the Orient (India)

(Source. See fn 3 ta b le  46)
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TABLE 49

SECTORAL DISTRIBUTION OF FOREIGN PRIVATE INVESTMENT 1962 & I 968

Percentages

1962 1968 1962 1968

A g ricu ltu re , fo restry  & f ish in g £ 4.3M £ 5 . 8M 2% 1 . 1%
B uild ing & C onstruction £ 8 . 5M £ 1 1 .9M 3.8% 2 . 3%
Manufacturing & P rocessing 38.3 102.0 17 .3 20.0
Mining & quarrying 81.0 250.8 36.7 49.2
Trading & S ervices 84.9 123.6 38.4 24.2
Transport & Communication 2 .4 5.8 1 .1 1 .1
M iscellaneous 1 .5 10.8 0 .7 2 .1

Total (Book Value) £220.9 £510.7 100.0% 100.0%

Source: Central Bank o f  N igeria: Foreign P rivate Investment Surveys 
for 1965, 67 & 68 in  Economic & F inancia l Reviews Dec. I 967 , 
June 1971 op. c i t .

TABLE 50

SECTORAL INCREMENT IN FOREIGN PRIVATE INVESTMENT 1950 ~ 68

1950/51 -1954 1961--63 1966- 68
/55 (5 y r s ) l (3 yrs) (3 yr s)

£M % £M % £M %

A g ricu ltu re , fo restry  & fish in g + 3.5 8 .8 -  0 .8 -1 .0 0 .2 0 .2
B uilding & Construction + 2 .2 5.6 + 8 .4 10.1 -8 .2 -6 .1
Manufacturing & Processing + 3.4 8.5 +37.4 45.1 32.5 24.3
Mining & quarrying +13.8 34.7 +26.9 32.5 86.1 64 .3
Trading & S erv ices +12.2 30.6 + 9 .7 11.7 30.8 23.0
Transport & Communication + 4 .7 11.8 + 0 .6 0 .8 0 0
M iscellaneous - --- + 0 .7 0 .8 -7 .7 -5*7
TOTAL INCREMENT 39.8 100.0 82.9 100.0 133.7 100.0

(1 ) Data r e fe r  to  gross c a p ita l expenditures o f  major p r iv a te  companies. 
However, sin ce p r a c t ic a lly  a l l  major companies were foreign-ow ed, th e  
Data i s  a good rep resen ta tiv e  o f  the s iz e  and pattern  o f  fore ign  
c a p ita l  deployment.

Sources ( l )  U .S. Dept, o f  Commerce: Investment in  N igeria  1957 P. 162
(2 ) Central Bank o f  N igeria: Foreign P rivate Investment Surveys 

from 1961- 68 .
Economic & F inan cia l Review various is su e s  op. c i t .
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TABLE 52

U.A.C. CAPITAL EXPENDITURE (£'000)

1950/51 -  1953/54 (4 y r s .)  i 960 -  64 (4 y r s .)

Commercial 2490 4806

In d u str ia l 2240 6579

Transport 2065 470

A gricu lture - 251

Total 6795 12106

'Commercial' in c lu d es workhouses, shops and housing re la ted  to  trad e.

'In d u str ia l' in c lu d es U.A.C. Group's share o f  c a p ita l expenditure by 
in d u str ia l en terp r ise s  in  which the company i s  a m inority shareholder.

'Transport' include r iv e r c r a f t ,  p la n t, wharves, bulk o i l  in s ta l la t io n  etc

(Source: Compiled from various is su e s  o f  U.A.C. S t a t i s t ic a l  and Economic 
Review op. c i t . )
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TABLE 56

jo COMPOSITION OF NIGERIA'S I4ERCHAEDIZE IMPORTS I 962 & 1972

1 . Food, Beverage & tobacco

1962

13. 9%

1972

10.1%

2 . Crude M aterials 1 .2 2.1

3. Chemicals 6.1 10.4

4. Mineral fu e ls ,  lubricants e tc . 6.9 1 .0

5.
35Machinery & Transport Equipment 23.8 39.7

6. Manufactured goods & a r t ic le s 46.7 35.4

7. Miscellaneous 1.4 1.3

Value in £M, -

100.0%

£203M

100.0%

£495.3%

(Source: O ffic ia l s t a t i s t ic s )
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TABLE 5T

HIGERA: GROWTH OF INVESTMEITT lECQME 1950-71

D irect Investment External Investment Income
Investment income as Public debt and debt service
Income % o f Export service ,as % o f Export of
(£ M) of goods and (se lec ted  goods and Services

Year serv ices years
(1) (2) (3) (4)

1950 £ 6.8  m34 7 . 4% £ 0 .6  M 8.1%

1951 6.7
1952 7.0

1953 7.4

1954 6.4

1955 6.7 5.0 0.7 5.5
1956 5.3 3.7 0.7 4.2

1957 3.5
1958 6.8

1959 10.0

i 960 10.4 0.7 6.2

1961 9.9
1962 i4 .4 7.6

1963 21.0 10.1

1964 23.5 10.0

1965 56.5 19.3 9.4 22.5

1966 78.5 25.3 16.4 30.6

1967 44.0 16.7 12.7 21.5
1968 56.5 23.9 13.9 29.8

1969 58.0 16.8 20.0 22.6

1970 60.0 12.4 19.8 16.5

1971 161.4 25.0

1. Gross value of outflow

2. Taken from tab le 43.

3. Includes £1M paid by the Government to  U.A.C. as mining royalty  -  
see Chapter 6.

Sources: ( l )  For 1 9 5 0 -52 ..l.B .R .D . Report:- The Economic Development 
of N igeria 1955. Table T, Page 143.

(2 ) 1953- 61. G. H elleiner: Peasant Agriculture.. .........  o p .c it
S ta t is t ic a l  Annex tab le IV-C-1.
Data d eflated  for funded loan serv ic in g .

(3 ) U.N. : Yearbook of National Accounts S ta t is t ic s  I 968 Vol IP, 
Page 496.

(4) I.M .F.: International F inancial S ta t is t ic s  Nov 1972 & Hay 1973.
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OIIAJ.-TER 9 

CONCLUDING CIL4PTRR

In view o f the len g th  o f th is  study, I have attempted here to  make the  

concluding remarks as b r ie f  as p o s s ib le . In an;)' ca se , most o f the in feren ces  

and con clusion s have already been drav/n in  relevant ch ap ters. A tten tion  

here w i l l  be focused on im p lica tio n s th a t have wider dim ensions. Reme.rks 

on the in tern a tio n a l flow s o f both p r iv a te  and o ffic i'^ l resources ai'e fo llo w 

ed bp those s p e c if ic a llp  re la ted  to  N ig er ia . However, I must emphasise the  

strong in te r -r e la t io n sh ip  between the general and th e s p e c i f i c ,  r e f le c t in g  

as i t  were the continuity, I have s tr iv e n  to  e s ta b lis h  between the an lyses  

of Part 1 and II  of th is  study.

InteiTi.ational P rivate Ca i t a l  Resoi rce flow  has never been more important 

in  h isto ip  as i t  i s  today -  certainly, in  terms o f i t s  q u antity , i t s  area 

-overage and i t s  _reater o r ien ta tio n  and f le x ib le  response to  p r o f i t .  I t s  

importance i s  fu rth er  enhanced by the present in tern a tio n a l x?re occupât ion  

w ith grc'1/vth and development, especia lly , of the ’Third Vo r id ' . I t  has come 

in to  the lim e lig h t  at the expense of world trad e. The co n d itio n s  under which 

i t  helped a cce lera te  the economic development o f  the 'New V/orld' (o f Americas, 

A u stra lia , New Zealand and South Africa) are le s s  operative now fo r  the 

'Th-ird World' o f today. Though the needs migi^t be s im ila r , the a ttr a c tio n s  

so fa r  have been not as g rea t. Purtheniore, f l e x i b i l i t y  in  response to  

 ̂r o f it  and se c u r ity  i s  d iv e r tin g  the flow  rnoi-e and more to  w ith in  the developed  

countries them selves. How fa r  t h is  trend can be reversed depends on the  

r e la t iv e  growth o f  L .D .C .'s  economies and the continuing stren gth  o f  th e ir  

economic nation alism . The la t t e r  fa c to r  h ig h lig h ts  the changing a tt itu d e s  

o f both fo re ig n  in v esto r  and host countiy  to  each o th e r 's  o b je c t iv e s . The 

r e a l is a t io n  of advantages inlierent in  d ir e c t investm ent package has forced  

the l a t t e r  to  temper i t s  economic n a tion a lism , i t s e l f  the sequence to  p o st

war p o l i t i c a l  n ation a lism . Mutual su sp ic io n  i s  being replaced by mutual 

understanding under the um brella o f jo in t-v e n tu r e s . In A frica  e sp ec ia lly ^  

th is  method promises to  be tlie  vogue fo r  th e iiïimediate fu tu r e . The fo re ig n
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in v e s to r ’ s poce^tance of p a r t ic ip a tio n  in  ownership and con tro l i s  extended  

to  cover the gradual replacement o f fo r e ig n  te ch n ica l and managerial personnel 

by lo c a l  ones. The la t t e r  process i s  e s s e n t ia l  i f  true m u ltin a tion a l appro

ach to  resource usage i s  to  emerge. P r iv a te  companies, l ik e  nations d i f f e r  

in  th e ir  ’ rad ica lism ’ to  changes. Some plan fo r  them, o thers are pushed 

’u p tod ate’ by le g a l compulsion. A ll in  a l l ,  the underlying trend i s  th ere  

to  see .

I t  i s  in te r e s t in g  a lso  to  note th a t v/hile co-operation  may be the theme 

o f  the fu tu r e , the greater understanding o f each o th er’ s a sp ira tio n s  mentioned  

above ha.s a lso  engendered among overseas in v e s to r s , especially^ in  developing  

co u n tr ie s , a fe a r  o f n a t io n a lisa t io n  which i s  fa r  stronger than the fea r  o f  

d efau lt in  p o r t fo lio  flow s during the period b efore 1514. This fa c t  i s  

sym^tcmatic o f the many- flaw s and shortcomings in  p rivate  fo re ig n  investm ent 

which I have h ig h -lig h ted  in  t h is  study. The flow  o f export c r e d its  o f a l l

kind th reaten s to  get out o f  hand. The e f f e c t  o f  the m assive exten sion  in
%

the la s t  decade o f cre d it a v a i la b i l i ty  and usage i s  more l ik e ly  than other

w ise to be detrhnental to  th e  long-term  economic in te r e s t  o f th e sm aller ’non- 

v ia b le ’ and weak economies th a t e x is t  on the con tin en t of A fr ic a , Ghana’ s 

experience demonstrates the p o in t . The re so r t to  exp>ensive short-term  p r i

vate c r e d its  underlines the inadequacies o f o ther forms o f c a p ita l  tr a n sfe r .  

Another area o f growing concern fo r  the developing cou n tries (and the d evel

oped ones too ) cen ters on the operations o f  the r e la t iv e ly  more powerful 

m u ltin a tio n a l companies w ith  headquarters in  Europe and ITorth America. I  

have deaJt adequately I hoqe, w ith  th is  problem in  Chapter 5 , and a lso  sugg

ested  courses o f action .

The qroblems created  by inappropriate technology^ accompanying d irec t  

investm ent from the developed in d u s tr ia l cou n tr ies must c o l le c t iv e ly  stand 

out as one o f  the major ch a llen ges fa c in g  in te r n a tio n a l c a p ita l movement in  

th e  coming decades, and they are l ik e ly  to  get more acu te, f i r s t l y  because 

te c h n o lo g ic a l progress i s  becoming more end more c a p ita l- in te n s iv e  and moving 

fu r th er  away from the rea l needs o f  the ’labour su rp lu s’ developing economies
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and secondly because the phase o f in d u s tr ia l expansion in  the la t t e r  a fte r  

two decades or so o f consumer goods im p o rt-su b stitu tio n  i s  beginning to  move 

in to  the more 'c a p ita l- in te n s iv e ' interm ediate and c a p ita l goods production.

My a n a ly s is  in  Chapter 5 im p lies th a t th e lead  fo r  rem edial action  ought to  

be taken by governments o f the host co u n tr ies . However, em pirical evidence 

th at i s  a v a ila b le  fo r  N igeria  su ggests  th a t t h is  has not been th e  ca se . In  

most cases governments have ea ger ly  s o u ^ t  jo in t-v en tu res  w ith fo re ig n  fiu n s  

vdth th e la t t e r  resp on sib le  fo r  ch oice o f macMnery and equipment, production  

fu n ctio n s and tec lm ica l management. Furthermore, the short-term  in te r n a l  

p o l i t i c a l  advantages to  be gained from fo r e ig n -b u ilt  ' turn-key' p ro jec ts  have 

alv/ays been allov/ed to  overshadow th e ir  long-term  economic and s o c ia l  co st  

of which tech n o lo g ica l inappropriateness i s  an outstanding one.

In A fr ica  and Asia e s p e c ia l ly ,  we must not a lso  overlook the unfavourable 

asp ects o f the 'hodem urban s e c to r ,'  the establishm ent o f which foi'eign  

c a p ita l has and i s  ^-laying a major r o le .  The ^roblemis posed by urban un

employment , grovTing gaps between the rura l and urban communities in  terms o f  

income, consuuption p a ttern s and general outlook and of ex tern a l p r o p e n s it ie s  

of in d u s tr ia lis a t io n , e s p e c ia l ly  i t s  c a p ita l import b ia s ,  are not l ik e ly  to  

be overcome e a s i ly . Vhat i s  being emphasised h e r e  i s  th a t they require the  

inaxiipum and constant a tte n tio n  of host a u th o r it ie s  and to  some ex ten t o f  

fo re ig n  conq)anies th em selves, i f  th e ir  duration i s  not to  be unduly prolonged. 

As 8 consequence of th ese  ^roblems, a question  mark must remain over the  

present p attern  of growth being p a r tly  fo stered  by fo re ig n  c a p ita l investm ent. 

To the ex ten t that the b e n e f it s  o f  in d u s tr ia lisa t io n  and rav/ m ater ia l e x p lo it 

a tio n  are not being adequately spz-ead beyond the fo re ig n  in v esto rs  and the  

urbanised labour and e l i t e ,  true economic and s o c ia l development i s  not being  

achieved.

The concept o f Foreign Aid comes nearer to  represent a r e la t iv e ly  d e ter 

mined involvem ent by the r ich  cou n tries  in  the development o b je c t iv e s  of 

L.D.G .s than fore ign  p r iv a te  investm ent. The e s s e n t ia l  moving s p ir i t  behind  

the la t t e r ,  as w e have seen above i s  the search fo r  _ r o f i t , and not a m ission
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of develo^faent. In so fa r  as i t  succeeds in  ach iev ing  both , i t  becomes mut

ually  s a t is fy in g  to  both c re d ito r  and rec ip ie n t cou n tr ies  and fu rth ers i t s  

own growth. The entrance in to  the Aid scene o f the sm aller r ich  cou n tr ies  

of Europe l ik e  Sweden and Sw itzerland in  the la s t  decade, con trasts  sharplp  

-'-dth the projected  continuous d eclin e  in  rea l volume of aid  in  the coming 

decade. The rea l reason fo r  the d ec lin e  i s  to  be found in  ’aid w earin essl 

of the old  major donors l ik e  the United S ta te s  and not in  the burden i t  

imposes on th e ir  resou rces. As fo r  the developing c o u n tr ie s , th e ir  enthus

iasm fo r  foreign  aid has, to  saj the l e a s t ,  been dami’ened by i t s  overt; use 

fo r  1o l i t i c a l  and cam nercial purposes. They have le a r n t , some the hard wajg 

of the u n r e lia b ility  fbr long-term  development planning purp)ose o f t h i s  t^pe 

of ex tern a l c a p ita l whose movement i s  la r g e ly  determined by sh ort-ten #  

co n sid era tio n s . The ex ten d /to  which fo re ig n  aid programmes w i l l  remain an 

instrum ent fo r  development in  the PO ' s and depends very much on (a) how

fa r  in tern a tio n a l trade l ib e r a l is a t io n  and moneta.ra  ̂ reforms are geared to  

the sp e c ia l needs of the developing cou n tr ies  and (b) th e  maintenance of a 

p o s it iv e  net tra n sfer  -  th a t i s ,  on how fa r  repayaient o f ,  and in te r e s t  on old  

loans 'e a t' in to  new len d in g s . In the .main time the sm aller amount being  

tran sferred  i s  lik e ly  to  be ' impreved' by u n ila te r a l and m u lt ila te r a l d e c is 

ion s to  'u n tie ' a id . The need fo r  imp>roveraent in  th e terms o f lend in g  may 

be forced  on tbe cr e d ito r  countri es by the in creasin g  inability^  o f L.D.G.s 

to  shoulder the heavy debt burdens.

I t  i s  to  N i.le r ia th a t most o f the concluding remarks sh a ll  be d irected , 

concentrations as i t  we^e on some o f the s ig n if ic a n t  fin d in g s  of her exp^eri- 

ence. Again some of the necessary and d es ira b le  p o lic y  changes have been 

im plied or proposed in  the relevant ch ap ters. Whereever i t  i s  e s s e n t ia l  a 

recapd.tu] a.tion wdl] be attem pted. In ch ron o log ica l order, c a p ita l funds 

ra ised  in  the London C8.pital Narket upto I 556 p laced a major ro le  in  the 

in fr e s t  n e t u r a l  development o f the co lony, e s p e c ia lly  i t s  tran sportation  and 

oommuni cat i  on networks. The railway transformed N igeria  in to  an expo it:-

or ien ta ted  economy, hastened her com m ercialisation , and in  general her p o l i t i c a l
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and economic growth. The Im perial guarantee underlying those loan stock s  

was no doubt u se fu l in  speeding p-uhlic acceptance and su b scr ip tio n , however, 

the con d ition s attached to  borrowing were such as to  l im it  the amount ra ised  

to  t'^e b arest miniiiium, and to  develop those asp ects o f the in fra stru ctu re  

which c r it- ic s  could easily- id e n t ify  as o f sp e c ia l in te r e s t  (economic, p o l i t 

i c a l  and adrainistrative) to  th e c o lo n is in g  power. The use o f short-teim  

co n sid era tion s -  balance o f payment v ia b i l i t y ,  ' s e l f - s u f f ic in g '  p ro jec ts  e t c .  

fo r  loan r a is in g  and lendin^  in  the in ter-w ar years co n tra sts  sharply with  

the experience o f the 1960s.

In the two decades between the years im m ediately proceeding th e la s t  

war and the la t e  50s, N igeria  wop fo r  a l l  p r a c t ic a l purposes a c e t  c a p ita l  

exporter. The in f lu e n t ia l  impact o f foreign  resources during the period  

b ein g  f e l t  in  " in  o rg a n isa tio n a l, m anegerial and tech n i

c a l s k i l l  a c q u is it io n  and in  educational expension. Between the la t e  5 0 's  

when o f f i c i e l  commitment to  economic development, e s p e c ia lly  in  the in d u str ia l  

f i e l d ,  began to  get o f f  the ground, and the end o f the I960 decade, the ex ten t

imp'act and s tr a te g ic  p o s it io n in g  o f foreign  c a p ita l  v/ere at the h ig h e s t .

The dominant fo re ig n  d ir e c t  investm ent in  I p  o r t-su b s t itu t io n  m anufacturing 

was resp on sib le  in  no sm all way fo r  the se c to r 's  15/-’ annual average growth

rate  upto the m iddle of the decade, the in creasin g  le v e l  o f fo re ig n  resource

in flow  both p r iv a te  and o f f i c i a l  considerably a l le v ia te d  the worsening  

balance of payment p o s it io n  and in  a way su sta ined  the ev er -in crea s in g  ap p eti

te o f the government fo r  consumption expenditures.^  Both Ghana and Nigeria, 

had siriiilar expenditure p attern s; the fa c t  that N ig er ia  did not fa ce  the 

ser io u s  economic _ roblems th a t Ghana had in  the second h a lf  o f the decade was 

not due to  any concious p o lic y  o f n a tion a l b e lt - t ig h te n in g , but to  the rapidly^ 

r is in g  f in a n c ia l resources emanating from an o i l  industry  developed by fore ign  

c a p ita l .

Table 55 shows in  quantita.tive terras the r e la t iv e  and combined s iz e s  of 

p r iv a te  and o f f i c i a l  in flow s duilng the I 56O decade. Both typ;es o f  flow  

showed an upward tren d , the larger  p r iv a te  investm ent in fluenced  considerab ly

1 . C /F , vV.A. Lewis: -  R e fle c tio n s  on N ig e r ia 's  Economic Grovyth.o ^ .c i t .Chpt. IX
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as we saw in  Chapter 8 by c a p ita l flow in g  in to  the o i l  sec to r . I t  i s  the  

combined in flow  which i s  o f more s ig n if ic a n c e . I t  too  showed an upward 

trend during the decade though the p ic tu re  was d is to r te d  by the C iv il  War 

d isru p tio n . In tenus of import the combined in flov/ rose ratherthan declined  

over tim e. As a percentage of dom estic saving, c a p ita l  import did not 

show a d ec lin in g  tren d , but remained at a higli l e v e l .  We can draw major 

con clusion s from th ese  two fin d in g s . F ir s t ,  that fo re ig n  ca%;ital ava ilab 

i l i t y  enabled N igeria  to  m aintain an exceed ingly  high, le v e l  o f import surplus
2

throughout the decade. Secondly, th a t i f  the experience o f the I 56O decade 

con tin u es, the length  o f period N igeria  w i l l  require continuing fo re ig n  re

sources to  supplement her ov;n, moves in to  an in d e f in ite  fu tu re . For i f  a 

reasonable term inal date i s  to be recogn ised , i t  i s  e s s e n t ia l  th at th e  two 

r a t io s  (Columns 6 & 7 Table 59) should show a d e c lin in g  trend.^  As i t  v/ere, 

they did n ot. This lik e lih o o d  o f N ig eria  needing fo re ig n  c a p ita l w e ll in to  

the fu ture has a lso  been empira.caly demonstrated from d iffe r e n t  prem ises by

Chenerp and St ro u t, and F ei and Fauv/,'*̂  The same p o s s ib i l i t y  was a lso  im plied
5

b- A lfred  Maise1 ' s f in d in g s . However, the boon in  o i l  production s in ce  

the beginning o f the p̂ re sent decade i s  a rap' o f ho^e which may profoundly  

a f fe c t  the above con clu sion . Provided the e-(/er in crea sin g  revenue from o i l  

export i s  pnt aside fo r  development purposes and not squandered on government 

consumption and ^ restig^  p r o je c ts , nor cause a relaxiation  in  the m o b ilisa tio n  

of o ther resou rces, e s p e c ia l ly  through ta x a tio n , an improving dom estic saving  

(and investm ent) poifoirnance v/i].l no doubt shorten considerab ly  the time-sp-an 

of fo re ig n  c a p ita l usage.

Another outstanding fea tu re  o f N ig e r ia ’ s use o f fo re ig n  resources i s  the  

projected  high le v e l  o f s e r v ic in g  cost in  the immediate fu tu r e . I ha.ve drav/n 

a tten tio n  to  t h is  in  the l a s t  chapter and a lso  to  the need fo r  Government 

o f f i c i a l s  to  s ta r t  making r e a l i s t i c  p ro jec tio n s  and by im p lica tio n  become

2. G/F. K. L angley:- 'The External Resource Factor in  N ig er ia  Eoonanic 
Development’ o p .c i t .  Pages 167-173.

3 . See Page 15CChapter 3*

A. See App/endix Y.

5 , A .N a ize l:-F 'h o rts  A Economic Growth o f  Develop^ing C ountries o ^ -.c it .
 e  sp s c i p 1  ] y concl 1 iding Chapt e r , _________________________________  " _______





Page 54Q

f n l ly  nf (pnd a lso  fn j jy  a i^ racia te) the d i f f i c u l t i e s  looming aJhea.d.

fhe avs'i] !^hilit-- o f in crea sin g  ^oreign exchange from o i l  export to  take care 

of the o u tflo v  o f o f f i c i a l  debt s e r v ie hn^ and p r iv a te  investm ent income i s  

not an adequate excuse fo r  keeping the true p o s it io n  o f the n a tio n 's  ex tern a l 

l i a b i l i t i e s  out o f public gaze. P ro je c tin g  an o p t im is t ic  image i s  a more 

ser io u s a e fe c t  in  o f f i c i a l  p o lic y . As v/e saw above, i t  was the a i f f i c u l t i e s  

w ith  se r v ic in g  ex tern a l debts th a t plunged Ghana' 'unexpectedly' in to  a 

ser io u s  economic c r i s i s  in  the second h a lf  of the la s t  decade. For N ig er ia  

i t  i s ,  th ere fo re , e s s e n t ia l  that the h igh  f in a n c ia l c o s t  o f try in g  to  develop  

w ith  the use o f foreign-owned resources should e x p l i c i t l y  be underscored to  

the p u b lic  at la r g e , to  the b u siness ccxnraunity e sp e c ia lly  fore ig n  f i m s  and 

to  fo re ig n  c r e d ito r s . In th is  wajp p o lic y  measures taken to a l le v ia t e  p o ten t

i a l  d i f f i c u l t i e s  may be b e t te r  appreciated.

I now turn re sp e c tiv e ly  to  fore ign  o f f i c i a l  aid t o ,  and fo re ig n  privajje 

investm ent in  N ig er ia . The siuallness of overseas o f f i c i a l  a ss is ta n ce  

during the period  covered in  t h is  studj and the strong lik e lih o o d  o f i t  

reriiaining so in  the fu tu re , the resig n a tio n  o f N ig er ia  to  t h i s  fa c t  and the 

consequent p lanning w ith  a much-reduced fo r e ig n  aid  component o f resource 

requirem ents, in v ite  a p o lic y  conclusion  th a t may De ap p licab le  to  develop

in g  cou n tr ies  in  s im ila r  p o s it io n . I f  the cmmitment to  acce lera ted  develop

ment i s  to  have any e f f e c t iv e  meaning in  N ig e r ia , and the need fo r  ex tern a l 

support s im ila r ly  appreciated  by the developed r ich  c o u n tr ie s , i t  i s  im perative  

th a t she tr a n s fe r s  her e f f o r t s  away from a id -seek in g  to  ' f ig h t in g ' w ith  oth ers  

fo r  trade l ib e r a l i s a t io n ,  monetary refonns and ccmimodity p r ic e  s t a b i l is a t io n  

programme where her share o f  th e  b e n e f its  i s  l ik e ly  to  be grea ter  than her 

b est rec e ip t frcm aid a llo c a t io n .

Judging by ray a n a ly s is , one cannot escape from the con clusion  th at the  

present m a n ifesta tio n s o f ' a id -for-d evelop iien t ' n o tion  represent th e  cheapest 

and le a s t  p a in fu l way o f d ischarg ing  th at h e lp . The notion c e r ta in ly  fo re 

s t a l l s  any pressure on th e developed in u u str ia l economies to  open up th e ir  

markets to  standardised  l ig h t  manufactures which represents the major dynamic 

eleraent in  develop ing countr i e s , economic performance. Three reasons can be
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put forward in  support o f  tra d e  l ib e r a l i s a t i o n  and th e  im p lied  s tr u c tu r a l  

changes n e c e ssa r y  in  th e  develop ed  in d u s t r ia l  econom ics. F i r s t ,  th e  

sh o r t- te r n  s a c r i f i c e s  im p lied  in  such r e s tr u c tu r in g  would truly r e f l e c t  

t h e i r  d e s ir e  t o  h e lp  th e  under-developed  tw o -th ir d s  o f  th e  w orld . S econ d ly , 

i t  i s  in  th e  developed c o u n tr ie s  lo n g - t e m  econom ic and s o c ia l  in t e r e s t  to  

d iv e r t  r e so u r c e s  away from d e c lin in g  or 'd ep ressed *  la b o u r - in te n s iv e  and h igh  

c o s t  a c t i v i t i e s  l i k e  t e x t i l e s .  The p r o c e ss  w i l l  a lso  ensure b e t t e r  in t e r 

n a t io n a l d iv i s io n  o f  lab ou r and s p e c ia l i s a t io n .  T h ir d ly , s in c e  th e  d evelop 

in g  c o u n tr ie s  do not e f f e c t i v e l y  p o sse ss  th e  r e c ip r o c a l  a b i l i t y  to  shut t h e i r  

econom ies from th e  m anufacturers and c a p i t a l  goods exp orts o f  t h e  developed  

c o u n tr ie s , th e  u n i la te r a l  a b i l i t y  o f  th e  l a t t e r  t o  d isc r im in a te  a g a in st  th e  

form er's  m anufacturers and p ro cessed  raw m a te r ia ls  w i l l  have t o  be gradueuLly 

e lim in a te d  i f  genuine commitment to  a id  i s  not to  con tin u e h av in g  a h o llow  

r in g  around i t .

The above su ggested  cou rse  f o r  N ig e r ia  i s  not based on a p r o je c t io n  

o f  her  p r e se n t  share o f  th e  world t r a d e , r a th e r  i t  i s  based on a number o f  

fa c to r s  w hich u n d er lin e  her  p o t e n t i a l i t i e s  in  t h i s  f i e l d .  F or exam ple, some 

la r g e - s c a le  m anufacturing o f  stan d ard ised  com m odities which cannot be under

tak en  at p r e sen t because th e  dom estic market i s  inadequate and o v ersea s  market 

sh u t , can become v ia b le  w ith  a combined in t e r n a l  and e x te r n a l m arket. Perhaps 

more im portant i s  th e  o p p o rtu n ity  t h i s  c r e a te s  to a c c e le r a te  th e  le a r n in g  pro

c e s s  r e fe r r e d  to  in  th e  p r e v io u s  ch a p ter .  ̂ The a c q u is it io n  o f  s k i l l s ,  th e  

c r e a t io n  o f  an in d u s t r ia l  environm ent, th e  e r e c t io n  o f  a s ig n i f i c a n t  manu

fa c tu r in g  s e c t o r  complementary to  th e  a g r ic u l t u r a l  one g en e r a te s  q u a l i ta t iv e  

advantages and b e n e f it s  f a r  su p e r io r  t o  m onetary a id . E x tern a l 'a s s is ta n c e '  

through co n cess io n a ry  tra d e  agreem ents has o th er  advantages over a id  f lo w .

In  so  f a r  a s  trad e l ib e r a l i s a t i o n  in v o lv e s  r e s tr u c tu r in g  i n  th e  developed  

c o u n t r ie s ,  s u c h 'a s s is ta n c e '  becomes i n s t i t u t i o n a l i s e d  and l e s s  l i k e l y  to  be 

turned  on and o f f  in  support o f  sh o rt-term  p o l i t i c a l ,  econom ic and m il i t a r y  

p o l i c i e s  o f  th e  donor c o u n tr ie s .  I f  tra d e  l i b e r a l i s a t i o n  in v o lv e s  any b i 

l a t e r a l  c o n c e ss io n  on th e  part o f  N ig e r ia  (o r  any s im i la r ly  p la ced  L .D .C .)

6. Sec above Chapter 8 , Page 490,
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at a l l ,  such  r e c ip r o c a l arrangem ents are u n l ik e ly  to  be overshadowed by th e  

above p o l i t i c a l /d ip lo m a t ic  e t c .  p o l i c i e s  now in h eren t i n  fo r e ig n  a id . F in a l ly ,  

the lon g-term  p r o sp e c ts  f o r  world tra d e  expansion  compare favou rab ly  w ith  a  

r e a l  d e c lin e  i n  fo r e ig n  a id  progresnme.

For th e  tim e b e in g , th a t  i s  b e fo re  th e  new approach m a te r ia l is e s  and 

even f o r  th e  p er io d  when o f f i c i a l  f in a n c ia l  c o n tr ib u t io n  i s  o f  secondary im

portance t o  o th e r  f o m s  o f  ’a s s is t a n c e * ,  i t  i s  im portant f o r  N ig e r ia  to  improve 

th e  c o n tr ib u t io n  o f  fo r e ig n  o f f i c i a l  a id  t o  h er  econcmic developm ent. From 

my a n a ly s is  i n  th e  p receed in g  ch ap ters , i t  i s  c le a r  th a t  a m ajor improvement 

cou ld  come from g r e a te r  d iv e r s i f i c a t i o n  o f  h er  a id  so u r c e s . N ig e r ia  in  th e  

p a st  has r e l i e d  la r g e ly  on th e  support o f  two c o u n tr ie s  (U .S .A . and U.K .) ou t 

o f  th e  s ix t e e n  or  so  r ic h  c o u n tr ie s  th a t  fon a  I .D .A . P art I  G-roup or  th e  s im i

l a r l y  composed DAC/OECD. D is c r e e t  o f f e r s  o f  s o c i a l i s t  c o u n tr ie s*  a id  has  

u n t i l  r e c e n t ly  been o f f i c i a l l y  d e c lin e d . Y et a w ider n e t  i s  l i k e l y  to  b r in g  

in  la r g e r  volum e o f  g r a n ts  and o th e r  c o n c e ss io n a iy  a id , w h ile  g r e a te r  ’ d iv e r s 

i f i c a t i o n  in  so u rces  o f  o f f i c i a l  and u n o f f i c i a l  c r e d it s  w i l l  en ab le  th e  coun

t r y  to  en joy  g r e a te r  f l e x i b i l i t y  in  o b ta in in g  su p p lie s  from th e  ch eap est i n t e r 

n a t io n a l so u rce  a v a ila b le  to  h e r . The a n a ly s is  ' a lso  shows th a t  q u a l i ta t iv e  

improvement may occur d i r e c t ly  or  in d ir e c t ly  a s  a r e s u lt  o f  g r e a te r  p u b lic  

s c r u tin y  o f  th e  term s and c o n d it io n s  o f  o f f i c i a l  a id  e s p e c ia l ly  th o se  d ip lo 

m a t ic a lly  and com m ercially  m o tiv a te d . The knowledge to  b o th  s id e s  i n  n eg o t

ia t i o n  o f  th e  f a c t  th a t  th e  g en e r a l p u b lic  (and e s p e c ia l ly  th e  in f lu e n t ia l  

i n t e l l e c t u a l  group in  th e  U n iv e r s it ie s )  w i l l  g e n e r a lly  frown on p o l i t i c a l  and

economic s t r in g s  a tta ch ed  to  a id  may r e s u l t  i n  a sm a ller  in ta n g ib le  cost*  to

 ̂ th e  r e c ip ie n t .  T his may occu r  th r o u ^  th e  r e c ip ie n t  n e g o t ia to r s  h o ld in g  out

f o r  b e t t e r  term s than h i t h e r t o ,  and th e  donor attem pts to  avo id  th e  a c c u sa tio n  

o f  o v er t neo-econom ic and p o l i t i c a l  im p eria lism ?  A gain , improvement w i l l  a ls o  

cone through N ig e r ia 's  em phasis on progranmie a s s is ta n c e  ra th erth a n  a id  lin k e d  

t o  s p e c i f i c  p r o j e c t s .  T h is  w i l l  be n e c e ssa r y  f o r  both  o f f i c i a l  as w e l l  a s  

m u lt i la t e r a l  a g e n c ie s  reso u rce  f lo w . I t  i s  e s s e n t ia l  a ls o  f o r  N ig e r ia  to  

g iv e  p r io r i t y  to  bud geting  f o r  th e  l o c a l  c o s t s  o f  a id -f in a n c e d  p r o je c ts  r a th e r -
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than a llo w  such  p r o je c ts  to  be c a n c e lle d  o r  l i e  in  abeyance f o r  another  

d ecade. F l e x i b i l i t y  in  th e  u se  o f  fo r e ig n  a id  reso u rces  in h e r en t in  pro

granmie approach must be seen  as o n ly  a tem porary remedy. The u lt im a te  and 

urgent s o lu t io n  f o r  N ig e r ia  c l e a r ly  l i e s  in  a co n certed  attem pt to  d iscou rage  

b oth  p u b lic  and p r iv a te  consum ption and t o  improve the m achinery f o r  m o b il is 

in g  in v e s t ib le  s a v in g s .

P r iv a te  C a p ita l: P ast e x p e r ie n c e , th e  low  l e v e l  o f  dom estic sa v in g , and 

th e  r e la t iv e ly  h ig h  ta r g e t  o f  in vestm en t ensure th a t  N ig e r ia  w i l l  need fo r e ig n  

p r iv a te  c a p i t a l  re so u rc e s  f o r  a lo n g -t im e  t o  come. T h is p o in t i s  enhanced 

in  s e c to r a l  term s by th e  need to  move from 'e a sy ' im port s u b s t i t u t io n  s ta g e  

to  th a t  producing in te m e d ia t e  and c a p i t a l  good s. I f  t h i s  i s  s o ,  i t  fo llo w s  

th a t  ra th erthan  an immediate ter m in a tio n  o f  fo r e ig n  c a p i t a l  usage and c o n tr o l ,  

p o l ic y  o r ie n ta t io n  must be towards m axim ising i t s  long-term  b e n e f i t s  w h ile  

m in im isin g  i t s  c o s t .  The stu d y  conducted  above shows th a t upto th e  presem t 

t h i s  has n o t been th e  c a s e .  A p o l ic y  o f  m axim ising and m in im isin g  i s  o f  cou

rse  a p p lica b le  o n ly  in  th e  c ircu m stan ces p r e s e n t ly  ob ta in ed  in  N ig e r ia .  I f  

on th e  otherhand, N ig e r ia  i s  prepared tb  spend th e  odd £600M p r^ so^ to  buy 

out th e  p resen t foreign-ow ned  b u s in e s s e s ,  and to  d r a s t i c a l ly  in c r e a s e  th e  

l e v e l  o f  sa v in g  and in v e s t ib le  s u r p lu s , th e  w hole q u e stio n  o f  ' c o s t s '  e s p e c ia 

l l y  th o se  a s s o c ia te d  w ith  fo r e ig n  ow nersh ip , c o n tr o l and o f  r e m itte d  p r o f i t s
Q

w i l l  fade away. Most o f  th e  ' q u a l i t a t iv e ' b e n e f i t s  can be r e ta in e d  by h ir in g  

e x p a tr ia te  t e c h n ic a l  and m anageria l p erson n el and by seek in g  th e  te c h n ic a l  

a s s is ta n c e  and o th e r  supports from fo r e ig n  s t a t e  c o r p o ra tio n s  whose e f f o r t s  

in  h e lp in g  to  d ev e lo p  th e  h e a v i ly - c a p it a l i s e d  in term ed ia te  and c a p i t a l  goods 

producing in d u s t r ie s  may be analogous to  th e  ex p ected  r o le  o f  th e  f o r e ig n -  

owned m u lt in a t io n a ls . Thus th e  c o n c lu s io n  on f o r e ig n  p r iv a te  in vestm en t in  

N ig e r ia  can be approached on two l e v e l s ,  f i r s t  in  term s o f  th e  ' id e a l '  s i t u a t 

io n  j u s t  m entioned above, and se co n d ly  in  term s o f  th e  p r a c t ic a l  o r  more 'r e a 

l i s t i c *  assessm en t o f  th e  s i t u a t io n  in  th e  im m ediate fu tu r e . I f  th e  assessm en t  

i s  th a t  N ig e r ia  w i l l  con tin u e to  use fo r e ig n  p r iv a te  re so u rces  i n  a s ig n if ic a n t

8 . C/P. P . K ilb y 's  recommendations in  h i s  ' I n d u s t r ia l i s a t io n  In  an Open
Econcny: N ig e r ia  1945-1966. o p .c i t .  Page 3 51 .
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way -  o f f i c i a l  s ta tem en ts  have alw ays r e in fo r c e d  t h i s  view  -  i t  f o llo w s  th a t  

em phasis here shou ld  be on ways and means o f  im proving th e  s i t u a t io n  th a t i s  

l i k e l y  to  o b ta in , ra th erth an  d e a lin g  in  an u n l ik e ly  s i t u a t io n  th a t  one w ish es  

sh ou ld  e x is t*

The h i s t o r i c a l  openness o f  th e  N ig e r ia n  economy to  fo r e ig n  p r iv a te  e n te r 

p r is e  has n o t been  e n t ir e ly  b e n e f ic ia l*  The p o s s i b i l i t y  th a t  i t  engendered  

m is a l lo c a t io n  o f  complementary dom estic r e so u r c e s , a t l e a s t  in  r e la t io n  to  

long-term  p e r s p e c t iv e s  i s  r e a l  and not ju s t  t h e o r e t ic a l*  The consianption  

o r ie n ta te d  p rod u ction s and s e r v ic e s  th a t  c h a r a c te r is e  th e  N ig er ia n  economy 

e a s i l y  come t o  mind* I  have c r i t i c a l l y  looked  in to  t h i s  p o s s i b i l i t y  i n  some 

d e t a i l  in  th e  l a t t e r  p art o f  Chapter 8* S im ila r ly ,  by exp osin g  in d ig en o u s  

e n te r p r is e  to  th e  su p e r io r  c o m p etitiv e  p ressu re  o f  th e  b e t te r -o r g a n is e d ,  

b e t t e r - c a p i t a l i s e d  and in te r n a t io n a lly - l in k e d  fo r e ig n  b u s in e s s e s ,  i t  h i s t o r i 

c a l l y  retard ed  th e  p ro g ress  o f  dom estic econom ic f o r c e s .  We saw t h i s  happ

ened in  th e  1 9 2 0 s , and i t  was e x e m p lifie d  in  th e  *40* s  and *50* s  by th e  

rap id  expansion  o f  s m a ll - s iz e d  L evantine b u s in e sses*

The p e r s is t e n c e  o f  one e f f e c t  o f  o p en n ess , th a t  i s ,  th e  absence o f  

harmony betw een fo r e ig n  companies* in vestm en t s tr a te g y  and Government p la n n in g  

p r io r i t y ,  can be erased  by a s tr o n g er  o f f i c i a l  a c t io n  and more defin itive p o l ic y  

than h ith e r to *  Though r e c e n t  Government d e c is io n s  in  t h i s  f i e l d ,  such as t h e  

r e se r v a t io n  o f  c e r ta in  * s t r a t e g ic  secto rs*  l i k e  p e tro -c h e m ic a l and ir o n  and
9

s t e e l  t o  m a jo r ity  p u b lic  ow n ersh ip , and th e  fo r c e d  t r a n s f e r  o f  a n a l l - s c a le  

foreign -ow n ed  commercial and m anufacturing b u s in e s s e s  t o  in d ig en o u s hands 

t h o u ^  th e  N ig e r ia n  E n te r p r is e s  Prom otion D ecree o f  March 1 9 7 2 , have widened  

th e  scope a v a i la b le  t o  dom estic  fo r c e s  v i s - a - v i s  fo r e ig n  o n e s , th e  o p p o rtu n it

i e s  s t i l l  a v a i la b le  t o  th e  l a t t e r  in  th e  * r e s id u a l  areas* o f  th e  economy 

are enormous* The in f lu e n c e  over  t h e ir  developm ent p lan n in g  e s p e c ia l ly  in  

th e  fa s t -g r o w in g  m a n u fa c tu r in g /in d u str ia l s e c t o r  minimal* I t  i s  on ly  in  such  

a c lim a te  i s  i t  p o s s ib le  f o r  im portant firm s l ik e  U.A.C. t o  s e e  t h e ir  fu tu re  

in vestm en t s tr a te g y  f i r s t  i n  term s o f  econom ic o p p o r tu n it ie s  a v a ila b le  in  

th e  country  ra th erth an  in  term s o f  n a t io n a l p r i o r i t i e s .  The 1972 P rogress

9* See 2nd* N ational Development Plan 1970-74* o p .o it*
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Report on th e  2nd. N a tio n a l Development P la n  1970-74  confirm ed th e  ezp eoted  

outcome o f  such a s i t u a t io n  ; though th e  l e v e l  o f  p r iv a te  investm en t was 

s a t i s f a c t o r y ,  i t  had not how ever, been guided  by th e  in d u s t r ia l  s tr a te g y  

la id  down in  th e  P la n , which aimed a t  s h i f t in g  em phasis frcsn p rod u ction  o f  

consumer goods t o  th a t  o f  in term ed ia te  and c a p i t a l  goods. I t  cannot be 

over-em phasized th a t  th e  f u lf i lm e n t  o f  th e  n a t io n a l p lan  p r i o r i t i e s  demands 

a r e s t r ic t io n  to  th e  e x te n s iv e  freedom en joyed  by fo r e ig n  p r iv a te  e n te r p r is e  

and t h e ir  d om estic  co u n te rp a rt. In  t h i s  r e s p e c t ,  i t  i s  th e r e fo r e ,  e s s e n t i a l  

th a t  approval o f  fu tu re  expansion  programme o f  fo r e ig n  firm s a lrea d y  e s ta b 

l is h e d  and th e  inveslanent in te n t io n s  o f  new ones should  be r e la te d  more 

s t r i c t l y  to  p la n  p r i o r i t i e s  rath erthan  th e  h ith e r to  ? ad hoc c o n s id e r a t io n s .

To e f f e c t  t h i s  p o l ic y  s u c c e s s f u l ly ,  and f o r  o th e r  r e la te d  m a tte r s , i t  i s  

e s s e n t ia l  t h a t  th e  p resen t Government m ethods and a d m in is tr a t iv e  m achinery f o r  

d e a lin g  w ith  fo r e ig n  in v e s t o r s  and t h e ir  b u s in e s s e s  should  be reap p ra ised  and 

r eo rg a n ised . C e r ta in ly , th e  need e x i s t s  f o r  a N ig er ia n  I n te r n a t io n a l  I n v e s t 

ment C orp oration , broadly  c o m m e r c ia lly -o r ie n ta te d , lo o s e ly  d ivorced  from  

Groverrment D epartm ents, d e a lin g  w ith  a l l  a sp e c ts  o f  fo r e ig n  in vestm en t th a t  

are now s c a t t e r e d  betw een th e  m in is tr ie s  o f  Economic Developm ent, Trade and 

In d u stry , F inance and th e  C en tra l Bank o f  N ig e r ia .  As a prom otional organ,— ' 

i z a t i o n ,  i t  shou ld  seek  o u t and encourage in vestm en t by fo r e ig n  com panies and 

in te r n a t io n a l  c o n s o r t ia  w hich can h e lp  f u l f i l  planned t a r g e t s  in  h i ^  p r io r i t y  

s e c to r s  o r  in d u s t r ie s .  I t  should  s im p l if y ,  c la r i f y  and make a v a ila b le  to  

p r o sp e c tiv e  in v e s to r s  government p o l ic y  and e x p e c ta t io n s , and o th e r  r e le v a n t  

a d m in is tr a t iv e  t e c h n i c a l i t i e s .  An im portant prom otional o b je c t iv e  w i l l  be  

th e  b r in g in g  to g e th e r  o f  fo r e ig n  i n t e r e s t s ,  in d igen ou s p r iv a te  b u s in e s s  and

S ta te  C orp oration s and th e  p r o v is io n  to  them Of r e le v a n t  in fo rm a tio n  on th e
/

key su b je c t  o f  jo in t -v e n tu r e . I t  has an im p ortan f l i a i s o n  r o le  to  p la y .

We have se en  how poor comm unication has h indered  c o -o p e r a tio n  and lin k a g e  b e 

tween dom estic  and foreign -ow n ed  b u s in e s s e s .  Furtherm ore, fo r e ig n  businessm en  

have alw ays been h ig h ly  c r i t i c a l  o f th e  d e la y  to  t h e ir  p r o je c t  e x e cu tio n  

caused by e x c e s s iv e  red ta p e  and g en e r a l o f f i c i a l  bureaucracy . As a su p e r v iso r y
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i n s t i t u t i o n ,  i t  should  ensure th a t fo r e ig n  com panies’ in vestm en t p o l i c i e s  

which are la r g e ly  in flu e n c e d  by H eadquarter’ s  g lo b a l s tr a te g y  do u lt im a te ly  

r e f l e c t  l o c a l  requ irem en ts. I t  should  a l s o  make sure th a t  Government regu

la t io n s  on such m atters as im p ort-con ten t o f  fa c t o r -m ix ,lo c a l  employment and 

t r a in in g ,  ownership and share o f  c o n tr o ls  are m et.

I t  should  a ls o  act as an ad v ice  c e n tr e  f o r  fo r e ig n  in v e s to r s  on lo c a l  

c o n d it io n s , c o l l a t e  resea rch  e f f o r t s ,  d isse m in a tin g  th o se  f in d in g s  e s p e c ia l ly  

about s u ita b le  t e d in o lo g ie s ,  and above a l l ,  p revent th e  d u p lic a te  purchase 

from abroad o f  t e c h n ic a l  know-how during an epoch o f  in te im e d ia te  and c a p ita l  

goods p rod u ction . The l a s t  fu n c t io n  i s  s p e c ia l ly  im portant in  v iew  o f  th e  

in c r e a s in g  share o f  r o y a lt i e s  and l ic e n c e  f e e s  payments in  t o t a l  outward-bound 

in veslm en t in c a n e . I n d ia ’ s  ex p er ien ce  in  t h i s  f i e l d  must se rv e  as a warning 

g u id e .

Let us now lo o k  c lo s e ly  a t  th e  coming phase o f  in te im e d ia te  and c a p i t a l  

goods p rod u ction . During t h i s  p er io d  such p rod u ction  w i l l  o f  cou rse  be  

complemented by th e  u p -grad ing  o f  consum er goods s u b s t i t u t io n  in t o  f i e l d s  

d esign ed  to  c a te r  f o r  m id d le -c la s s  and e l i t e  t a s t e .  The te c h n ic a l  problem s 

a s s o c ia te d  w ith  p rod u ction  o f  ’ s ta t u s  d u r a b le s ’ l i k e  f r id g e s ,  t e l e v i s i o n  s e t s ,  

a ir  c o n d it io n e r s  and m otor v e h ic le s  are not d i f f e r e n t  fron  th o se  l i k e l y  to  be  

encountered  w ith  g en e r a l in term ed ia te  and c a p i t a l  goods p rod u ction . During 

th e  i n i t i a l  y ea rs  o f  t h i s  p e r io d , th e  r e la t iv e l y  g r e a te r  handicap c r ea te d  by  

inad eq u ate  in d igen ou s te c h n ic a l  and m anageria l e x p e r t is e  i s  l i k e l y  to  be  

overcome to  a d eg ree , by b ig g er  exp an sion  in  th e  jo in t -v e n tu r e  tech n iq u e  -  

e s p e c ia l ly  between fo r e ig n  conpanies and S ta te  c o r p o ra tio n s  and /or a c o n so r t

ium o f  in d igen ou s b u sin esa a en . I f  th e  b u lk  o f  fu tu r e  fo r e ig n  in vestm en t in  

N ig e r ia  i s  l i k e l y  to  be o f  t h i s  c o lla b o r a t io n  ty p e , -  w ith  fo r e ig n e r s  supp ly

in g  tec h n o lo g y , management s k i l l  and some f in a n ce  -  c e r t a in  p o l ic y  su g g e s tio n s  

becone p e r tin e n t h e r e . I t  i s  e s s e n t i a l  in  v iew  o f  th e  eiq>erience o f  th e  l a t e  

’ 50s  and *60s,^^ th a t  th e  h ith e r to  g r e a t  v e i l  o f  s e c r e c y  th a t  surrounds such  

c o lla b o r a t io n  aggrem ents e s p e c ia l ly  i n  v e n tu res  in v o lv in g  s t a t e  p a r t ic ip a t io n ,

1 0 . C /P. Sayre P. S c h a tz :-  Crude P r iv a te  N eo-Im p eria lism . A New P a tte r n  
i n  A fr ic a  ’J .M .A .S . N o.7 V o l.A , 1 9 6 $ . o p .c i t .  See a ls o  h i s  a n a ly s is  
o f  the problems in h eren t in  j o in t  v e n tu r e s .
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should  be l i f t e d  f o r  p u b lic  s c r u tin y  and c r i t i c i s m . A  g r e a te r  d i v e r s i f i c 

a t io n  in  th e  so u r c es  o f p a r tn e rs  and a deeper a p p r a isa l o f  p r o je c t  p la n s  as  

put forward by fo r e ig n  p a r tn ers  are a ls o  c a l l e d  f o r ,  so  i s  th e  e lim in a t io n  

o f  o v ert p o lit ic isa tio n  o f  in d u s t r ia l  p r o je c t s  and th e  o p p o rtu n ity  i t  g iv e s  

to  adept fo r e ig n  in v e s to r s  to  p la y  one r e g io n  or s t a t e  a g a in s t  th e  o th e r  in  

th e  search  f o r  b e s t  c o n c e ss io n s . A u s e fu l  way o f  sp eed in g  up c o lla b o r a t io n  

o r  o f  g e t t in g  th e  e f f e c t iv e n e s s  in to  th e  p r in c ip le  o f  jo in t -v e n tu r e  and o f  

a c h iev in g  g r e a te r  in d igen ou s p a r t ic ip a t io n  and economic c o h e s io n  w i l l  be to  

make th e  u lt im a te  lin k a g e  (a t  l e a s t  o f  th e  p rod u ction  p r o c e ss e s )  o f  th e  la r g e  

fo r e ig n  f i m s  w ith  the sm a ller  in d igen ou s on es as a n e c e ssa r y  c o n d it io n  f o r  

en try  o f  th e  form er.

The a n a ly s is  in  th e  p rev iou s ch ap ter  shows th e  need f o r  g r e a te r  v ig i la n c e  

o v e r  th e  u se  o f  dom estic c a p ita l  r e so u rc e s  f o r  exp an sion  by fo r e ig n  com panies. 

Where a sh ortage o f  c a p i t a l  i s  c l e a r ly  d isc e r n a b le  t o  be h in d er in g  th e  d e v e lo p  

ment o f  sm all to  medium v ia b le  p r o j e c t s ,  a check  on such usage may be n e c e s s 

ary . I t  i s  more than  l i k e l y  th a t  w ith in  th e  n ext d ecad e , commitment t o  re

f r a in  from borrow ing frran lo c a l  market may become an im portant c o n d it io n  o f  

e n tr y , or  o f  approval f o r  expansion  programme. A gain , i f  in  th e  l ik e l ih o o d  

o f  fu tu re  em phasis b e in g  p laced  on welcom ing o n ly  (o r  la r g e ly )  fo r e ig n  compan

i e s  making c a p i t a l  good s, i t  i s  im portant th a t  th e  ex p er ien ce  o f  In d ia  a s

12an a lysed  by M ichael Kidron should  be n o ted .

A h ith e r to  untapped and l i g h t l y  m ooted source o f  e x te r n a l h e lp  f o r  

develop n en t o f  th e  c a p i t a l  gpods s e c t o r  in  N ig e r ia  e x i s t s  in  E astern  Europe. 

India* s  ex p er ien ce  p r o v id es  on one hand exam ples o f  th e  d i f f i c u l t i e s  l i k e l y  

to  be encountered  w ith  th e  u se o f  ‘Western* c o n s o r t ia  -  in v a r ia b ly  backed by 

t h e ir  home Governments and Western f in a n c ia l  i n s t i t u t i o n s  l i k e  th e  World Bank

1 1 . G /F ,  The * S e ll-O u t*  co n troversy  caused  by th e  d e c is io n  in  1967 o f  th e  
Post-Nkrumah A d m in istra tion  (N .L .C .) to  o f f e r  A bbott L a b o ra to r ies  o f  
I l l i n o i s  , p a r t ic ip a to r y  r ig h ts  in  th e  h ith e r to  S ta te  P h a m a c e u tic a l  
C orporation  in  te im s th a t  bore * abnoim al co n cess io n s*  t o  th e  l a t t e r .
See th e  a r t i c l e  e n t i t l e d  ‘From P u b lic  t o  P r iv a te  Ownership* Page 16  
in  th e  F in a n c ia l Times Survey o f  Ghana, F eb . 2 4 , 1969 .

1 2 . M. K id ron ;- F ore ign  Investm ent in  I n d ia , o p .c i t .
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-  in  th e  develop nent o f  her heavy in d u s t r ie s ,  and on th e  o th e r  hand, th e  

c o u n te r v a il in g  advantages o f  rap id  expansion  o f  th e s e  in d u s t r ie s  w ith  th e  

a s s is ta n c e  o f  S o c i a l i s t  c o u n tr ie s  p r in c ip a l ly  R u ss ia . Not o n ly  has the  

l a t t e r  p ro cess  enabled In d ia  to  weaken or  remove e n t ir e ly  fo r e ig n  ownership  

and c o n tr o l over  key i n d u s t r i e s , b u t  has a ls o  a llow ed  h er  t o  persue h er  

own chosen p a tte r n  o f  developm ent as en u n cia ted  in  h er  Development ^ a n s .  

P u rth e m o r e , R u ss ia 's  in d u s t r ia l  a id  t o  p u b lic  s e c t o r  developm ent widened 

th e  so u rces  o f  tech n o logy  a v a i la b le  to  I n d ia . T h is p o in t may be o f  c r u c ia l  

impx)rtance to  N ig e r ia ;  f o r  though S o v ie t  tech n o lo g y  in  some m anufacturing  

and in d u s t r ia l  f i e l d s  was (and s t i l l  i s )  behind th e  then  Current W estem  

Standard, i t  was advanced by In d ian  Standard and rep resen ted  an 'in term ed ia te*  

l e v e l  th a t  was n o t to o  s o p h is t ic a te d  and c a p i t a l - in t e n s iv e  as th a t  embodied 

in  W estem  p r iv a te  in v estm en t. C e r ta in ly , N igeria*  s  p o l ic y  makers need 

to  lo o k  c lo s e ly  and s e r io u s ly  a t  th e  o p p o r tu n it ie s  o f fe r e d  by d iv e r s i fy in g  

th e  e x te r n a l so u r c es  o f  in d u s t r ia l  production  to  in c lu d e  th e  S o c i a l i s t  B lo ck . 

The C hinese m odel o f  r e la t iv e ly  la b o u r - in te n s iv e  in d u s t r ia l  p rod u ction  needs  

a ls o  to  be c lo s e l y  s tu d ie d , and th e  long-term  advantages in h e r en t in  autono

mous developm ent o f  ^yie c a p i t a l  goods producing s e c t o r  must be a llow ed  to  

overshadow th e  h ith e r to  s t r i c t  e v a lu a tio n  o f  s t r a t e g ic  p r o je c t s  l i k e  ir o n  

and s t e e l ,  p e tro -ch em ica l and f e r t i l i s e r s  on th e  b a s is  o f  W estem  economic 

orth odoxy . Pew o f  th e  b ig  p r o je c t s  en v isaged  f o r  t h i s  p lan  p er io d  o r  in te n 

ded f o r  th e  n ext are l i k e l y  t o  g e t  o f f  th e  ground i f  th e  adherence to  r ig id  

monetaiiy c o n s id e r a tio n s  c o n t in u e s . On th e  o th e r  hand any m ajor * l i b e r a l i z 

ation* o f  th e  e v a lu a tio n  p r o c e ss  w i l l  probably sca re  away W estem  P r iv a te  

i n t e r e s t s  th a t  may be in v o lv e d  in  jo in t -v e n tu r e s  and th e  f in a n c ia l  support

o f  W estem  c o u n tr ie s  and m u lt i la t e r a l  i n s t i t u t i o n s  l ik e  th e  World Bank. I t  

i s  t o  avoid  g e t t in g  in to  such a s t r a i t  - ja c k e t  th a t  th e  u se  o f  s o c i a l i s t

13» "It i s  th e se  E a ste m  B lock  P r o je c ts  in  o i l ,  s t e e l ,  m achine b u i ld in g ,  
c h em ica l, (heavy e l e c t r i c a l  equipment) and so  on th a t have proved as 
in v a lu a b le  in  break ing th e  fo r e ig n  h o ld  over  key s u p p lie s  a s  th ey  have 
i n  augm enting Ind ian  production**. M. K idron, i b id . Page 319*
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co u n tr ies*  in d u s t r ia l  e x p e r t is e  becomes c o m p ellin g .

Most o f  th e  im portant c o n c lu s io n s  on th e  N ig e r ia n  o i l  in d u s t iy  and 

fo r e ig n  p a r t ic ip a t io n  in  i t  have been drawn in  th e  p rev io u s  c h a p te r . The 

m ost o u tsta n d in g  f a c t  to  emerge i s  o f  cou rse  th e  dram atic way in  which  

o i l  p rod u ction  fo r  exp ort i s  b e in g  r e sp o n s ib le  d i r e c t ly  and in d ir e c t ly  fo r  

changes in  th e  s tr u c tu r e  o f  th e  economy, f o r  in c r e a se d  n a t io n a l w e a lth ,  

fo r e ig n  Exchange and Government reven u e , f o r  improved p o t e n t ia l  o f  th e  eco 

nomy and f o r  th e  accompanying hopes and a s p ir a t io n s  o f  th e  N ig er ia n  p e o p le .

My a n a ly s is  has a ls o  shown th a t  th ere  are grounds f o r  a s s e r t in g  th a t  p resen t  

o f f i c i a l  p o l i c i e s  and th in k in g  on some a sp e c ts  o f  th e  in d u stry  a r e  inadeq

u a te  to  e x p lo i t  f u l l y  th e  p resen t b e n e f i t s  and fu tu r e  p o t e n t ia l s  emanating 

from o i l  p ro d u ctio n . Thus nowhere i s  p o l ic y  * re-th in k *  and * updating* more 

e s s e n t ia l  than in  t h i s  in d u s tr y . I  say  * updating* because m ost o f  the  

changes th a t  have occurred in  th e  l a s t  f i v e  y e a r s  or  so have la r g e ly  been  

determ ined by exogenous f a c t o r s  l ik e  g lo b a l demand and su p p ly , and th e  

p o l i c i e s  pursued by th e  more pow erful members o f  O .P.E.C . N ig e r ia  has 

g e n e r a lly  ‘ reacted* t o  th e se  f a c t o r s ,  b e in g  tak en  a lon g  as i t  w ere,by  currents  

o f  change o r ig in a t in g  from o th er  s o u r c e s . I f  th e  u lt im a te  g o a l o f  o f f i c i a l  

p o lic y  i s  th e  achievem ent o f  a package th a t  coupled  com plete lo c a l  ownership  

w ith  e f f e c t i v e  c o n tr o l and e f f i c i e n t  running w ith in  th e  n ext two decades o r  

s o ,  th en  i t  i s  e s s e n t ia l  th a t  a p ro p er ly  worked out and in te g r a te d  o i l  p o l ic y  

w ith  t h i s  o b je c t iv e  in  mind should by now be coming in t o  o p e r a tio n . T h is  

has not been  th e  ca se  and p o lip y  s u g g e s t io n s  made here are th u s r e la te d  t o  

th e  p r a c t ic a l  m echanics o f  reach ing  t h i s  g o a l .  B efore  g o in g  in to  t h e s e ,  

l e t  u s  r e c a p itu la te  about th e  p resen t s i t u a t io n .  We have seen  e a r l i e r  on 

how Government em phasis has alm ost e x c lu s iv e ly  been d ir e c te d  towards in c r e a s 

in g  i t s  fo r e ig n  exchange revenue from o i l .  On th e  otherhand, some m easure 

o f  c o n tr o l  over th e  c o s t  o f  production  e s p e c ia l ly  th e  f o r e ig n  exchange c o s t  

e lem en t, has la r g e ly  been w anting . As we saw a ls o  i n  C hapter 8 ,  i t  i s  th e  

r e la t iv e l y  mammoth im port on th e  v i s i b l e  and i n v i s i b l e  accou n ts by th e  in 

d u stry  which has e f f e c t i v e l y  been red u cin g  th e  income a ccru in g  to  th e  G ovem -

14* Bor example see  S c o t t  P earson:-P etroleum  & th e  N ig e r ia n  Economy o p .c i t .
P ages 24-2 6 on th e  o p era tio n  o f  th e  * mo s t - f  avou red -n ation  ' c la u se  o f  

_______ (Petroleum ) Decree N o .l  1967*___________________________________________________



( '• & ' ' ' ' -'■■ 

-r-TC Of;J L • i.c:

’ .L)j -C ' jI-

, r .-_  i, X

■ X .  ■*

X V :5.GD

-

' -L. ' ■ i

. l C 1 .-.ü

I . 1

'..J :x ü, .'

. X- . f r

UC i. .  X

4

, C 1 L<

: . 0  x : . i .  - X ' f

u  ■ . ' " i  .L

I, , ■ Ij .



Page 550

ment and th e  p r iv a te  in d ig en o u s fa c t o r s  (o f  p r o d u c tio n ) , and keep ing wide 

th e  gap betw een o i l  exp ort earn in gs and fo r e ig n  exchange a v a i la b i l i t y .

F ore ign  exchange sa v in g  i s  e q u a lly  as im portant as fo r e ig n  exchange ea rn in g  

and i t  i s  e s s e n t i a l  th a t  th e  Government p la c e  equal em phasis n ot on ly  on 

red u cin g  th e  c o s t  o f  petroleum  p ro d u ctio n , but 'd om estica tin g*  i t  a lso . I t  

i s  l i k e l y  th a t  o f f i c i a l  e f f o r t s  w i l l  in c r e a s in g ly  be req u ired  in  t h i s  d ir 

e c t io n  than  in  th e  complementary ta sk  o f  seek in g  revenue expansion* The 

l a t t e r  i s  b e in g  taken ca re  o f ,  fa v o u r a b ly , by e x te r n a l f a c t o r s .  S w e llin g  

o i l  income must not b l in d  us to  th e  need t o  r e ta in  as much as p o s s ib le  o f  

i t  w ith in  th e  N ig e r ia n  economy. Furthermore the d o m estica tio n  o f  c o s t ,  

through l o c a l  p u rch a ses , su b co n tra ctin g  o f  a c t i v i t i e s ,  u se  o f  la b o u r - in te n s 

iv e  m ethod, 'N ig e r ia n iz a t io n *  o f  h igh -inccm e te c h n ic a l  and management p e r s 

o n n e l, i s  a p r o c e ss  th a t  i s  bound t o  a c c e le r a te  backward lin k a g e  and gener

a l  spead e f f e c t ,  and in c r e a s e  the d ir e c t  b e n e f i t s  a ccru in g  t o  th e  l o c a l  people#  

Another area  where th e  cu rren t l e v e l  o f  b e n e f i t s  can be in c r e a se d  and 

o p e r a tio n a l e x p e r t is e  a cq u ired , i s  in  th e  f i e l d  o f  dom estic tr a n sp o r ta t io n  

and d is t r ib u t io n  o f  petroleum  products w hich are s t i l l  in  th e  hands o f  the  

in te g r a te d  fo r e ig n  o i l  com panies. In  a w ider s e n s e , i f  th e  g o a l su ggested  

above i s  t o  be reached sm oothly and in  th e  s h o r te s t  p o s s ib le  t im e , i t  i s  

e s s e n t ia l  th a t  d o m estica tio n  o f  th o se  s e c t o r s  where th e  t e c h n ic a l  and commer

c i a l  s k i l l  requ irem en ts are l e a s t  s o p h is t ic a te d  and can , th e r e f o r e ,  he acq

u ir e d  q u ic k ly , should  proceed  a s  soon as 'p r a c t ic a b le * . P r a c t i c a b i l i t y  here  

b e in g  based la r g e ly  on lo n g -te im  as opposed t o  sh o r t-te im  econom ic and 

f in a n c ia l  c o n s id e r a t io n s .  The reader w i l l  a ls o  r e c a l l  from th e  l a s t  Chapter 

th a t  my e s t im a t io n  o f  th e  e x te n t  o f  b e n e f i t s  a ccru in g  to  N ig e r ia  (and N ig er

ia n s )  from o i l  p rod u ction  was alw ays h inged  on how f a r  and how q u ick ly  she 

i s  a b le  t o  dispense w ith  f o r e ig n  ow nership , c o n tr o l  and management o f  th e  

in d u s t iy .  M axim ization o f  th e s e  p o t e n t ia l  b e n e f i t s ,  t h e r e fo r e ,  c a l l s  f o r  

a p o l ic y  o f  buying  in to  th e  in d u s t iy ,  and through th e  v e h ic le  o f  a n a t io n a l  

o i l  c o ip o r a t io n  acq u ire  a lb e i t  g rad u a lly  th e  t e c h n ic a l ,  m an ageria l and 

ccm m ercial e x p e r t is e  n e c e ssa r y  to  run i t .  A p o l ic y  o f  d o m e stica tin g  th e  

in d u s t iy  i s  certa in O y n o t b e in g  helped  by th e  p resen t la r g e  number o f fo r e ig n
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companies o p era tin g  in  i t .  To ease  th e  p r o c e ss  o f  t r a n s f e r  and th e  

rap id  im plem entation  o f  Government p o l i c i e s ,  i t  i s  d e s ir a b le  th a t  th e  

number o f  fo r e ig n  ccmpanies should  be reduced t o  one or  two la r g e r  c o n so r t ia ,  

The c ircu m stan ces making th e  above su g g ested  p o l ic y  changes n e c e ssa r y , 

th a t  i s ,  th e  dem onstrated f la w s  i n  th e  N ig er ia n  usage o f  fo r e ig n  resou rces  

c o l l e c t i v e l y  r e f l e c t  in  a l o c a l  co n tex t th e  g lo b a l nature o f  th e  im p erfec t

io n s  surrounding th e  v a r io u s  f a c t o r s  in v o lv e d  in  th e  movement and tr a n s fe r  

o f  development c a p i t a l .  The a n a ly s is  i n  th e  p roceed in g  ch a p ters  in d ic a te  

t h a t  g iven  a reason ab le  freedom o f  a c t io n , economic fo r c e s  w i l l  ensure th a t  

in te r n a t io n a l  c a p i t a l  f lo w  in  one f o m  or  the o th e r  i s  a phenomenon th a t  i s  

h ere  to  s ta y  -  n o t w ith stan d in g  my e a r l i e r  recommendations r e la t in g  to  

o f f i c i a l  t r a n s f e r s .  In  th a t  c a s e ,  th e  t e s t  o f  i t s  co n tin u in g  s u c c e s s  or  

oth erw ise  (from th e  v iew p o in ts  o f  both  c r e d ito r  and r e c ip ie n t  c o u n tr ie s )  

w i l l  la r g e ly  c e n tr e  on how f a r  i t s  determ in ing f a c t o r s  such as th e  d es ired  

l e v e l  o f  p r o f i t a b i l i t y  and th e  p o l i t i c a l  commitment t o  o v ersea s development 

( o f  L . D. C, ' s )  are ab le  t o  a d ju st and adopt t o ,  or w ith stan d  th e  changing  

c o n d it io n s .
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APPENDIX I

CONCEPT CLARIFICATION ( l )  ECONOMIC QRQVÿTH AND ECONOllIC DEVELQPI>IENT

Economists are becoming in cr ea s in g ly  aware o f  the need to  make a 

d is t in c t io n  between econcxnic growth and economic development. The need 

a r ise s  out of, the r e a l is a t io n  o f the inadequances o f inform ation conveyed 

by the GNP per ca p ita  c r it e r io n . In the in d u str ia l developed c o u n tr ie s , 

the in creasin g  emphasis on the q u a lity  of economic achievem ents, the s o c ia l  

w elfare content o f m ateria l b e n e fits  o f c a p ita lism , i s  threaten ing the  

’dethronement* o f economic growth as c h ie f  o b jec tiv e  o f economic p o lic y .

In the developing c o u n tr ie s , where the c h ie f  preoccupation s t i l l  cen ters  

on the b u ild in g  up o f the desired  economic base -  hence p r io r ity  on growth 

of economic resources- an emerging concern i s  that the process of grovrth 

through in d u s tr ia lis a t io n  and urban isation  i s  in c r e a sin g ly  becoming b iased  

in  favour o f the urban e l i t e  -  the so c a lle d  ’labour a r is to c r a c y ’ -  at the
2

expense o f the s i le n t  and p o l i t i c a l l y  l e s s  powerful farmers and peasantry.

We already know that d isp a r ity  in  th e d is tr ib u tio n  o f income i s  grea ter  in  

the developing co u n tr ies  than in  most o f the developed and th at the process  

o f stru ctu ra l change in  the developing economies i s  accompanied by the sec 

u la r  d eter io ra tio n  in  th e  in tern a l terms o f trade o f the tr a d it io n a l s e c to r  

in  re la tio n  to  th e ’modern’ se c to r . In both developed and developing  

cou n tr ies  th e r e fo r e , i t  seems e s s e n t ia l  th a t we must know more about the  

nature and character o f  th e  changes tak in g  p lace  than that o rd in a r ily  

conveyed by the n a tio n a l income aggregates.

B r ie f ly ,  le t  me s ta te  what I understand as economic growth and economic 

development. Economic growth i s  a secu la r  improvement in  m ater ia l w e ll

being of the population o f a given country. The le v e l  o f  (and changes in ) 

GDP and GNP per ca p ita  has tr a d it io n a lly  been recognised as th e index o f  

economic growth. Growth i s  o b je c t iv e ly  q u a n tifia b le  in  the same way as we

1 . For a f u l l  d e f in it io n ,  see G. A rrighi and J . S a u l:-  ’’Socia lism  and 
Economic Development in  Tropical. A fr ic a ”, J.M .A.S. 6 ,2 , (1968) o p .c i t .

S ection  1 .
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can make macro-assessment o f c a p ita l s to c k , natural resou rces, labour 

(and i t s  p r o d u c it iv ity ) , te c h n ic a l progress and the population  le v e l .

These are not only the determ ining param eters, but the changes in  than 

represent the symbols o f  economic growth ju st as much as increased  consum

ption  or n ation al production . The concept o f  economic developnent, on the  

other hand, i s  much more e lu s iv e .  I t  t r i e s  to  bring to g e th er  in  a ccanpre- 

hensive form a l l  the changes that e f f e c t  -  and are p o te n t ia lly  placed to  

e f f e c t  -  an economy's improvement, be i t  production , s o c io - p o l i t ic a l  organ

is a t io n ,  cu ltu ra l p a ttern , so c ia l v a lu es  and natural a sp ir a tio n . Thus 

fa c to r s  w ith in  the orb it o f  th e  concept o f economic development are su b jec t

iv e ly  determined by o n e's  concept o f the scope o f th e  sc ien ce  o f econom ics.

To widen the scope o f th e  concept in  t h i s  way i s  to  r e f le c t  at the e s s e n t ia l  

coh esiven ess o f  so c ia l sc ien ce  d is c ip l in e s .  Perhaps even more im portant, 

i s  th is  contention  : in  developing areas o f th e world fo r  example in  co n tin 

en ta l A fr ica , i t  i s  becoming in cr ea sin g ly  r e a lis e d  th a t our search fo r  an 

understanding of the working o f the economic system and i t s  p o te n t ia ls  fo r  

s o c ia l and economic advancement, must not be lim ited  to  exp lanation  concern

ing  such macro factors as c a p ita l ,  sa v in g s , population  and natural resou rces, 

but must a lso  encompass a thorough grasp o f in s t i tu t io n a l  and environmental 

fa c to r s .  I t  i s  only in  t h i s  way can one exp la in  the apparent in con sisten cy  

between un lim ited  supply o f  u n sk illed  labour to  the modern se c to r  and the  

con stan tly  r is in g  wage r a te s ,  or the observable dampening e f f e c t  o f the  

'extended fam ily system' on the greater  in eq u a lity  o f income and w ealth d is 

tr ib u t io n . Those who ap p reciate the importance o f s o c io -c u ltu r a l fa c to r s  

have not been slow in  co n tra stin g  -  a lb ie i t  su b je c t iv e ly  -  the developnent 

impeding va lu es and stru c tu res  e x is t in g  in  developing co u n tr ies  w ith  some 

so c io -c u ltu r a l parameters l ik e  p u r ita n ic  t h r if t n e s s ,  ind igenous v e r s a t i l i t y ,  

p o l i t i c a l  s t a b i l i t y  and s o c ia l  dynamian which have f a c i l i t a t e d  the development 

o f  most o f  the econanically-m atured c o u n tr ie s . Economic development i s  not

2. C/F. Dudley Seers view in  h is  review  o f 'P rebisch  Report on Latin
America' see B u lle t in  o f I n s t itu te  o f development S tu d ie s . U n iversity  
of Su ssex , V ol. 3 , N o.2 , Jan. 1971. o p .c i t .



Page 558

simply an in crease  in  the a v a i la b i l i ty  o f goods and se r v ic e s  ( i . e .  economic 

growth), i t  a lso  im p lies  important s tru c tu ra l changes in  the pattern  o f de

mand and production (s tru c tu ra l transform ation) and a lso  w ith  changes in  

such fa c to r s  as w ealth and income d is tr ± u tio n , and s o c io - in s t itu t io n a l  

organ isa tion  ( i . e .  in s t i t u t io n a l  tran sform ation ). Thus economic and s o c ia l  

development i s  more than mere economic growth. The la t t e r  i s  a necessary  

though not s u f f ic ie n t  con d itio n  fo r  the form er. D eveloping cou n tr ies can 

achieve enormous growth in  n a tion a l production w ithout experiencing recogn is

able economic developnent. I t  i s  a lso  true th a t appreciable q u a lita t iv e  

improvement in  some economic fa c to r s , fo r  example, improved goverm ent plann

in g , expansion and ra tion al is a t io n  o f in s t i t u t io n a l  macliinery fo r  m o b ilis in g  

n ation a l sa v in g s , may not be r e f le c te d  in  the n a tion a l income accounts; at 

le a s t  in  the short-term .^  Although n a tio n a l product and such aggregates  

as sav in g s, investm ent, export earnings and consumption should move upward, 

m odernization and development c o n s is t  of more than maximizing them. I t  i s  

not ju st enough to argue th a t such m axim izations are n ecessary  fo r  the  

achievenent o f b e tte r  income d is tr ib u t io n , an expanded s o c ia l  serv ic es  sy s 

tem, a narrowed urban-rural g u lf  and an e f f ic ie n t  p o l i t i c a l  and adm inistra

t iv e  machinery; i t  i s  my con ten tion  th a t the expansion o f the 'national, cake' 

must be d irected  towards th ose la t t e r  o b je c t iv e s .  Such d ir e c t io n  must be 

seen as a major d is t in g u ish in g  featu re between growth and socio-econom ic 

development. An in co n sisten cy  between growth requirements and w elfare ob

je c t iv e s  i s  apparent ratherthan r e a l .  The la t t e r  o b jec tiv e  might invo lve  

a slow er growth ra te . Such a r a te , however, i s  to  be preferred  to  a h igher  

one w ith grea ter  in e q u a li t ie s .  A r e c o n c ilia t io n  o f the seem ingly m utually- 

ex c lu s iv e  demands of growth and w elfare i s  not only p o s s ib le ,  but i s  an 

essential in gred ien t o f a sound development p o lic y .

3 . C/P. Edith P en rose's view  of th e o b lig a tio n  on fo re ig n  investm ent on 
t h is  p o in t : "Economic development o f a country", she sa y s , "requires 
th at i t s  people should obtain  not on ly tra in in g  but a lso  experience, 
with the co ro lla ry  th a t local, management should be given authority  
in  s p ite  of in e f f ic ie n c y  that may r e s u lt  in  the short-run". See her 
book: The Large In tern a tio n a l Pirn in  Developing C ountries: The 
In tern ation a l Petroleum In d u stiy . o p .c i t . Page 268.
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S o c ia l and economic development cannot be defined  in  terms o f a stage  

reached when n a tio n a l income a tta in s  sane s p e c if ic  l e v e l ,  or a f te r  sane 

grow th -lim itin g  o b sta c les  have been overcome or th e ir  in flu en ce  reduced.

I t  i s  a continuous p rocess , dynamic and p ervasive , destroying o b so le te  

tr a d it io n s  that stand in  the way o f progress and con stru ctin g  new ones in  

th e ir  p la ce . According to  R.E. Asher, "the essence o f development i s  the  

in c u lc a tio n  o f new a tt itu d e s  and id e a s , o f s ta te  o f  mind eager fo r  p rogress, 

h osp itab le  to  change, capable o f applying s c i e n t i f i c  approaches to  an ever  

w ider range o f problems. The ra p id ity  w ith which th e  process w f o ld s  de

pends far  more on the w i l l  and ca p a c ity  Gf the people o f developing countr

i e s  and the c a lib r e  of the economic, s o c ia l  and p o l i t i c a l  in s t i t u t io n s ,  

they  b u ild  than i t  does on natural resources or imported equipments and 

su p p lie s . Popular p a r tic ip a tio n  in  development programmes appears to  be 

e s s e n t ia l  to  f a c i l i t a t e  the learn in g  p rocess, to  prevent unbridgeable urban- 

rural gaps . . . "^

I t  i s  my view  th at th e  o b jec tiv e  o f n a tion a l development must not be 

sta ted  s o le ly  or even prim arily  in  terms o f an in crease  in  per ca p ita  in 

come (th a t i s ,  economic growth) but in  terms of the promotion o f a broadly  

based s o c ia l  and economic development. N ational e f f o r t s  w ith the help  o f  

fore ig n  a ss is ta n c e  (where appropriate) must be d irected  towards th a t end.

For th ere  are numerous examples o f  s a t is fa c to r y  ra te s  o f growth of per  

c a p ita  without what I have defined as economic and s o c ia l  development. In  

th e ir  study of the L iberian economy, M essrs. Glower, D alton and o th ers f in d  

that an annual ra te  o f growth in  GNP which was in  excess o f 10^ over th e  

period 1950-60, had been accompanied by l i t t l e  s o c ia l  and economic develop

ment.^ They contend th a t "enormous growth in  primary production (cam nodities  

produced by fo re ig n  co n cess io n a r ies  fo r  export) has been unacconpanied e ith e r

4* R.E, Asher: -  Development A ssistan ce in  the 70* s : A ltern a tiv es  fo r  
the United S ta te s ,  o p .c i t . Page 40*

5. R.W. Glower and o th e r s : -  Growth Without Development : An Economic Survey 
o f L ib er ia , op .c i t .
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by s tru c tu ra l changes to  induce complementaiy growth or by in s t itu t io n a l,  

changes to  d if fu se  gains in  rea l income among a l l  se c to r s  o f the population . 

. . .  rapid growth in  production has had l i t t l e  development impact on L ib eria  

or L iberians." ^  In th e ir  view , L ib eria  i s  a prime example o f  both an 

’enclave* and a dual economy. Few advances have been made in  transform ing  

the su b sistan ce  s e c to r , w hile the so p h is t ic a t io n  and economic environment 

of the m assive iron  ore e x tra c tiv e  in d u stiy  and rubber p la n ta tio n s  r iv a l  

those o f  s im ila r  estab lishm ents in  th e r ich  in d u str ia l and developed countr

i e s .  The economic backwardness o f L ib er ia  i s  a ttr ib u ted  n e ith er  to  la ck  o f  

resou rces, nor to  the domination o f fo re ig n  f in a n c ia l and p o l i t i c a l  in t e r 

e s t s .  "Rather, the underlying d i f f i c u l t i e s  i s  th at the tr a d it io n a l lea d ers  

of L iberia  have not perm itted those changes necessary to  develop the s o c ie ty  

and i t s  economy."^ According to  them, th e  most p ressin g  need i s  not fo r  

more p r e s tig e  p r o je c ts , but fo r  "improved in s t i t u t io n a l  p r a c tic e s  and organ

is a t io n a l  arrangements to  enhance s o c ia l  p a r tic ip a tio n  in  economic develop

ment . . .  L iberia  i s  growing, but not develop ing , . . .  w ith a sm all but p r iv i -  

ledged group d eriv ing su b sta n tia l economic b e n e f its  from continued expansion  

along the present l in e .

Other econom ists and s o c ia l  s c ie n t i s t s  have expressed s im ila r  doubt as

to  whether th e present method o f  economic expansion in  Iv o iy  Coast would
9

enhance the long-term  s o c ia l  and economic development o f th a t country.

A major l im ita t io n  to  the op era tion a l use o f the concept o f  s o c ia l  and 

economic development in  the ways described  above, cen ters  on th e  problem 

of eva lu atin g  a development process over tim e. Such a problem occurs to  a 

l e s s e r  ex ten t w ith economic growth, though the d i f f i c u l t i e s  w ith n a tion a l 

income accounting p a r tic u la r ly  o f  th e  developing economies must be borne in

6. ib id . Preface IV.

7 . l o c . c i t .

8 . ib id  Page 67.

9. See A rrighi and S a u l:-  ‘S ocia lism  and Economic development in  T ropical 
A frica , o p .c i t . Page 151.
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mind. These are w e ll d iscussed  in  the l i t e r a tu r e .  On the other hand, 

sin ce a s o c ia l  s c i e n t i s t ’ s d e f in it io n  o f the development process must emb

race h is  normative judgement and e th ic a l  c o n s id era tio n s , h is  con clu sion  as 

to  whether a country i s  developing, i s  not d evelop ing, or i s  developing  

s lo w ly , or ra p id ly , must r e f le c t  h is  chosen performance c r i t e r i a . S u c h  

measurement becomes q u a lita t iv e  and su b jec tiv e  and need not be u n iv ersa lly  

approved as correct or r e a l i s t i c .  however, I b e liev e  th a t such lim ita t io n  

ought not d e f le c t  us from a m aningful, i f  not m athem atically p r e c ise ,  

eva luation  o f the development p rocess. In r e a l i t y ,  there i s  wide area of  

agreement among those in v o lv ed , o f what th e development process e n ta i ls  and 

what to  look  fo r  in  any m eaningful assessm ent. I t  i s  g en era lly  accepted, 

fo r  example, th a t the s in g le  index o f the growth rate o f  th e  developing  

country’s GNP i s  not a d ir e c t  in d ica to r  o f her e f fo r t s  made towards s e l f -  

su sta in in g  development; ju st as much as s o c ia l  returns on c e r ta in  in v e s t 

ments are considered more meaningful in  the con text o f long-term  development 

than q u a n tifia b le  d ire c t  or monetary retu rn s. To evaluate the development 

p ro cess , we must look beyond the growth rate at the economic restru ctu rin g  

end the in s t i t u t io n a l  transform ation  tak ing p la c e . For co u n tr ies  y et to  

’ta k e -o f f ’ -  in  the Rostowian sense -  the l a t t e r  o b je c tiv e s  are , in  my 

opinion o f th e  h igh est p r io r ity  and fore ign  a ss is ta n c e  must be conditioned  

towards th at end.

Seme o f the suggested ’development performance in d ic a to r s ’ include  

changes tak ing  p lace  (or otherw ise) in  GNP at constant p r ices; a g r icu ltu ra l 

production; share o f d om estica lly  generated investm ent in  GNP; government 

f i s c a l  revenue and expenditure as proportions o f GNP; foreign  trade sector;  

e l e c t r i c i t y  production; s t e e l  and fu e l  consumption; the linkage between 

urban and rural s e c to r s , e s p e c ia l ly  between the modem in d u s tr ia l se c to r  

and the re s t  o f the economy (the spread e f f e c t ) ;  number o f h o sp ita ls  and 

h ea lth  cen tres  per given population; l i t e r a c y  and s k i l l  a c q u is it io n , unem

ployment and underemployment; fam ily  planning e f f o r t s  (where ap p rop riate),

10. Glower and h is  a s so c ia te s  work on L ib eria  must be seen in  t h i s  l ig h t .
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and governm ent a d m in is t r a t iv e  m ach in ery  e s p e c i a l l y  w ith  r e f e r e n c e  t o  d e v e l

opment p la n n in g  and ex e cu tio n *

A word o f  c a u t io n  i s  p e rh a p s  e s s e n t i a l  a t  t h i s  s ta g e *  The p h ra s e s  

’econom ic g row th ' and ’ econom ic and s o c i a l  dev e lo p m en t’ a p p e a r  th ro u g h  o u t 

th e  le n g th  and b re a d th  o f  th e  t h e s i s .  I t  i s  f o r  a c l e a r e r  u n d e rs ta n d in g  

o f  t h e i r  m ean ings and th e  d i f f e r e n c e s  betw een  them t h a t  I  have u n d e r ta k e n  

t h i s  c l a r i f i c a t i o n .  However, w h e re v e r  th e  d i s t i n c t i o n  betw een them i s  

n o t v i t a l l y  e s s e n t i a l  to  an u n d e rs ta n d in g  o f  a  p a r t i c u l a r  se n te n c e  o r  p a r a 

g ra p h , th e y  have been  u sed  synon im ously .
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APPENDIX II

CONCEPT CLARIFICATION ( i i ) .  STRUCTURAL TRANSFORMATION

S tru ctu ra l transform ation im p lies adjustm ents in  the stru ctu re  o f  

domestic production and income u se , such that as growth p rocess becanes 

e s ta b lish e d , changes occur in  the d ir e c t io n  o f increased  sav ings and 

investm ent (as opposed to  consumption) , import s u b s t itu t io n , repattem ed  

exTJorts, and where appropriate o f expanding in d u s tr ia lis a t io n  -  as 

opposed to  continued dependency on t r a d it io n a l a g r icu ltu re . By i t s  very  

nature, restru ctu rin g  i s  a long and arduous p ro cess , o ften  in fluenced  by 

fa c to r s  ex tern a l to  the econcany. For developing cou n tr ies  as a whole, 

changes in  th e ir  stru ctu res cannot be considered  in  i s o la t io n .  They are 

in tertw ined  w ith  the stru ctu re o f developed and in d u str ia l economies and 

of world tra d e . Success in  s tru ctu ra l transfo im ation  o f the L.D.C.s i s  

contingent on restru ctu rin g  in  the la t t e r  co u n tr ies  away fran h eav ily  

protected  and subsid ized  primary production and l e s s  te c h n o lo g ic a lly -  

in ten s iv e  manufacturing and p rocessin g . I t  has been suggested that such 

a ction  on the part of the developed donor co u n tr ies  -  assuming concomitant 

changes in  pattern  of world trade -  w i l l  enhance the long-term  s o c ia l and 

economic development o f the L.D.C. s than th e  current * hand-out' o f develop

ment and non-development fin a n ce .^  I have examined t h is  l in e  o f argu

ment in  d e t a i l  in  the t e x t .

Achievement o f  an id e a l stru ctu re  needs not n e c e ssa r ily  be a sso c ia ted  

w ith  a s ta te  o f f u l l  economic and s o c ia l  development. However, s tru ctu ra l 

transform ation i s  necessary fo r  maximizing a cce lera ted  s e lf -su s ta in e d  

development.

1 . Joan Robinson: -  The New M ercantilism  : An Inaugural L ecture, op .c i t .
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APPENDIX I I I  

THE RELATICNSHIP B m m m  AID & GRÜVfTH

In the sec tio n  d ea lin g  w ith  aid  a llo c a t io n , I  have presented a lter n a 

t iv e  c r i t e r ia  -  such as ’performance’ ; ’need’ ; ’e q u ity ’ ; and ’ s e l f - h e lp ’ , 

fo r  the d is tr ib u tio n  of fore ign  a ss is ta n c e  between developing co u n tr ie s .  

Socio-econom ic ’ achievement ’ defined  narrov/ly e ith e r  in  terms o f some 

’commendable’ growth ra te  or in  terms o f  higher savings ra tes  has sp e c ia l  

appeal to  the donors, i f  on ly  because i t  crea tes  some confidence in  them 

th at th e ir  support i s  being ’p rod u ctive’ or that i t  would not be in d e f in ite  

in  the p a r ticu la r  country. At th is  juncture I want to  examine th e  general 

r e la tio n sh ip  between fo re ig n  aid and economic growth in  th e developing coun

t r i e s .  I sh a ll not be concerned here w ith  the d e ta ile d  a n a ly s is  o f th e  

con tr ib u tion  o f ex tern a l c a p ita l to  development in  in d iv id u a l c o u n tr ie s .

The f i r s t  point th at must be s tre ssed  i s  th at w hile i t  i s  p o ssib le  

conceptually  to  r e la te  growth to fore ig n  a id  by is o la t in g  the e f f e c t s  o f  

other c r u c ia l v a r ia b le s , i t  i s  almost im possib le  to  demonstrate co n c lu s iv e ly  

that co u n tr ies  g e tt in g  th e most a id  have grown fa s te r  or th a t the growth 

performance o f  a country has flu ctu a ted  w ith  changes in  the volume o f i t s  

aid in flo w . Yet th is  i s  not to  deny th a t fo re ig n  resources have, and w i l l  

continue to  make import con tr ib u tion  to  economic growth o f developing  

co u n tr ies . On the simple b a s is  o f  the Harrod-Domar model, th a t foreign  re

sou rces, by adding to  a v a ila b le  in v e s t ib u le  su rp lu s, or by easin g  in e v ita b le  

b o ttlen eck s during the process o f restru ctu r in g  the economy, should make 

p o s it iv e  co n tr ib u tion  to  th e  growth l e v e l ,  i s  to  be expected .

In a q u a lita t iv e  sen se , fo re ig n  aid  in  form o f te ch n ica l a ss is ta n ce  

contribute to  improvements in  the q u a lity  o f human resources and in creasin g  

the absorptive ca p a c ity , though in  the f in a l  a n a ly s is , i t s  co n tr ib u tion  w il]  

be d i f f ic u l t  to  is o la t e  in  th e  aggregate output accounts. There are good

grounds fo r  th in k in g  th a t th e con tr ib u tion s o f ex tern a l resources to  growth 

are p o s it iv e ,  even i f  not s t a t i s t i c a l l y  m easurable. External resource as a
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whole have financed sane 15̂ o o f th e  investm ent o f L .D .G .s, o f f ic ia l ,  support 

probably accounts fo r  about IQ̂ o. For sev era l c o u n tr ie s , such as Jordan,

South Korea, Pakistan and In d ia , fo re ig n  aid  accounts fo r  20-50^o o f  th e ir  

to t a l  investm ent in  recent y ea rs . Other l e s s  v ia b le  economies depend even 

more than that le v e l  to  keep th e ir  heads above w ater. In terms o f g lo b a l 

average, sane 20^ o f imports o f L .D ,G .s i s  being a id -fin an ced  and in  many 

ca ses  the percentage has been even h igh er . (Pakistan 30^, India 35)%),

Indonesia 30)̂ o, in  1967). Except fo r  o i l  exporting c o u n tr ie s , n early  a l l  

fa s t  growers among the L.D.G.s have su b sta n tia l in flo w s o f fore ign  resou rces. 

On the other hand, la rg e  c a p ita l in flo w s have not always stim ulated  economic 

growth, or made d iscern ab le  im pression on the development process in  o th ers . 

H is to r ic a lly ,  sane countrnes have developed w ithout s ig n if ic a n t  c a p ita l  

imports -  even i f  we exclude the o i l  producing on es. In some ca ses  th e  

achievement o f sustained  growth preceded subsequent su b sta n tia l c a p ita l  

in flo w . Thus, i t  could be proposed th a t depending on in d iv id u a l ch aracter

i s t i c s  and stage o f development, ex tern a l c a p ita l or aid may n e ith e r  be a 

necessary  nor a s u f f ic ie n t  con d ition  fo r  development. There are enough 

reasons to  show th a t any co rr e la tio n  between the amount o f aid rece ived  in  

the past and the growth performance would be very weak, i f  not in c o n c lu s iv e .  

The fa c to r s  making fo r  economic growth are so numerous and conplex th a t i t  

i s  im possib le by a s in g le  regression  to  prove th at aid did or did not make 

a d if fe r e n c e . Too many o f  the other v a r ia b le s  are un qu an tifiab le or  not 

y e t  accurately  measurable to  permit hold ing them constant fo r  an a t tm p t  to  

fin d  whether growth w ith  or without aid  would have been more, or l e s s ,  and 

by how much. B esides some o f the o ther v a r ia b les  such as the le v e l  o f do

m estic  savings and fo re ig n  exchange earnings have g rea ter  impact on t o t a l  

growth ra te s  than fo re ig n  a id . In s p ite  o f th ese  l im ita t io n s ,  attem pts  

however, have been made to  regress a id  w ith  growth. An example i s  th e  empir

i c a l  study o f K.B. G r iff in  and J .L . Enos.^ Using the United N ations (U .N .)

] .  K.B. G r iffin  and J .L . E n o s:-’Foreign A ssistan ce : O bjectives and 
Consequences' in  Economic Developnent & C ultural Change^, V o l.18 
No. 3 (A pril) 1970.
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data fo r  15 African and Asian co u n tr ies  fo r  the period  1962-64, they  

e s ta b lis h  a regression  equation:

• A *Y = 4 ,8  + 0 .18ÿ  Where Y = Average ra te  o f growth
(0 .26) = 0 .5 3  ,  1 9 6 2 -a .

A -  R atio o f fore ign  aid  to
^ GNP in  1962- 64.

What i s  does show i s  a weak co rre la tio n  between the amount o f  aid  received  

during the period and the rate o f growth o f  th e ir  c o l le c t iv e  GNP, The 

c o e f f ic ie n t  too i s  indeterm inate -  because o f the high standahd erro r . I f  

aid  and growth ra tes  move in  the same d ir e c t io n  on th e b a s is  o f  an in te r 

country c r o s s -s e c t io n  a n a ly s is , i t  might w e ll be a co incidence s in ce  the  

causal l in k  i s  not e s ta b lish e d  by such a simple regression  a n a ly s is . Further  

more, they claim th at *’ the evidence from L atin  America i s  even stron ger . 

Taking the average rate o f growth o f  GNP over the years 1957-64, fo r  12

cou n tries  fo r  which f ig u r e s  are a v a ila b le , we fin d  th at i t  i s  in v e r se ly  r e -
2

la ted  to  the r a tio  of fo re ig n  aid to  GNP." The same c r it ic ism  may apply  

to  t h is  la t t e r  find ing.C hronic in f la t io n  and the d e fla tio n a ry  p o l ic ie s  pur

sued to  combat i t  may exp la in  the f a l l in g  growth rate in  the fa ce  o f an 

in crea sin g  volume o f a id . Furthermore, one would expect concessionary aid  

volume at a cer ta in  stage o f  development -  fo r  example, when a country has 

already 'taken o f f  or has achieved a reasonable le v e l  o f per c a p ita  incane  

and savings -  to  move in v e r se ly  w ith  growth. In such in sta n ces  however, one 

would expect h igher growth to  be a sso c ia ted  w ith gradual d ec lin e  in  con cess

ionary aid  as a proportion o f output. The in s ig n if ic a n t  c o r r e la tio n  between  

aid and growth i s  a lso  explained  by th e fo llo w in g  reasons. Aid i s  on ly  one 

component in  the flow  o f  ex tern a l resou rces. Many developing c o u n tr ie s , e s 

p e c ia l ly  the relatively^ advanced, a lso  received  large amounts o f p r iv a te  

c a p ita l in flo w . For th e purpose o f  in ter -co u n try  comparison o f the behaviour  

of growth ra tes  and aid  l e v e l ,  we must make allowance fo r  th e fa c t  th a t 'a id '

2. ib id .  Page 317-318.
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i s  not a homogeneous commodity. Terms d i f f e r  and sane forms represent a 

higher aid element than o th e r s . The value o f  te ch n ica l a s s is ta n c e  may not 

be amenable to  proper assessm ent. Secondly, growth i s  con sid erab ly  a ffec ted  

by the amount o f fore ign  exchange needed fo r  d e b t-se r v ic in g , by the growth 

of exports and im ports, and by general dcanestic p o l ic ie s  which g r e a tly  in f lu e 

nce the rate and com position o f investm ent. T h ird ly , many a id -fin an ced  phy

s ic a l  investm ents in c lu d in g  economic in fr a str u c tu r e s  have long g e s ta tio n  

period before th e ir  im pacts on output are f e l t .  Fourthly, s o c ia l  overheads 

l ik e  education and hea lth  improvements can account fo r  a n o t-in co n sid era te  

share o f aid  disbursem ent. Their e f f e c t s  are q u a lita t iv e  and long-term .

F if th , much a id  i s  given in  ways which does not make i t  as e f f i c i e n t  a con

tr ib u tio n  to  growth and development as i t  should be. The a llo c a t io n  on 

p o l i t i c a l ,  s tr a te g ic  and h is t o r ic a l  c r i t e r ia  are ty p ic a l exam ples. There 

i s  no reason why the r e c ip ie n t  should make productive use of i t ,  s in ce  i t  

was not d ir e c t ly  disbursed w ith  regards to  general economic perfom an ce.

Aid i s  a lso  being  used fo r  th e promotion and fin an cin g  o f exp orts from the  

developed co u n tr ies  w ith  l i t t l e  relevance to  developnent o b je c t iv e s  in  the  

rece iv in g  co u n tr ie s . F in a l ly ,  sin ce  in  most developing c o u n tr ie s , a short

age o f fo re ig n  exchange i s  o fte n  the c r i t i c a l  co n stra in t to  more rapid growth, 

a measure of aid  as a percentage o f im ports may r e f le c t  more a ccu ra te ly  fo r  

each country the importance o f  aid to  growth. However, in te r -c o u n tiy  analy

s i s  tend to  confiim  our gen era l p rop osition  : "A s ig n if ic a n t  a s so c ia t io n  be

tween economic growth and aid  (or the gran t-eq u iva len t) as a percentage o f  

imports o f goods and se r v ic e s  i s  not d i s c e r n a b l e . The above reasons make 

a lin k  between aid and growth s t a t i s t i c a l l y  d i f f i c u l t  to  e s ta b l is h .  They do

not in  any way imply th a t aid  i s  unimportant, or suggest th a t i t s  absence or  

reduction  would make no d if fe r e n c e . In fa c t  the impact o f fo re ig n  a ss is ta n c e  

becomes c le a r e r  in  the con text o f in d iv id u a l country or sec to r  a n a ly s is .

Let us f in i s h  t h is  a n a ly s is  by approachi.ng the question  o f  e s ta b lis h -

3* DAC/OECD; Development A ssistan ce 1969 Review, o p .c i t . Page 183.
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in g  a re la tio n sh ip  between aid  and growth from the other angle. That i s ,  

not by try in g  to  co rr e la te  aid  w ith  growth, but by e s ta b lish in g  a ra tio n a le  

fo r  growth and development through the in flu en ce s  o f other fa c to r s .  There 

i s  no doubt th a t much more s o c ia l  and economic growth and development has 

taken place than has gen era lly  been r e a lise d  in  the 'advanced* c o u n tr ie s .

The ' o f f i c ia l '  5% growth rate o f GDP in  the l a s t  decade does not perilaps 

r e f le c t  f u l ly  the ex ten t o f  q u a lita t iv e  s tr id e s  th a t have been made by in 

digenous e f f o r t s .  Even then , th ere  are a p r io r i grounds fo r  exp ectin g  quan

t i t a t i v e  'achievem ents' to  occur, notw ithstanding th e p o s it io n  o f  ex tern a l 

o f f i c i a l  a s s is ta n c e . One would expect development to  occur once la i s s e z -  

fa ir e  i s  thrown overboard and the s ta te  embark on a vigorous p o lic y  o f  dev

elopment p lanning. Targets are s e t ,  ' in vocations to  e f f o r t ' are made, the 

carro ts  o f exemplary su ccess o f  th e  developed co u n tr ies  are dangled, and an 

a ir  o f determ ination and optimism to  'ca tch  up' p r e v a il .  These are the  

in gred ien ts  o f  p rogress, but as ftrofessor P.T. Bauer would remind u s , ex

c e s s iv e  bureaucracy, o f f i c i a l  command and co n tro l may hinder such determin

ants of m ateria l progress as personal and c u ltu ra l fa c to r s  and in s t i t u t io n s ,  

and freedom of action  and economic p u rsu it ,^  Again, the in fra stru c tu re  

investm ents are f in a l ly  beginning to  bear f r u i t s  snd make grea ter  impact on 

th e  development p rocess. Various past errors in  approach to  development are 

in  process o f being r e c t i f ie d .  E xperiences are continuously  b ein g  accumulated, 

The b e n e f ic ia l  e f f e c t s  o f  the maintenance o f high a c t iv i t y  and growth in  the  

in d u str ia l cen tres s p i l l  over to  the periphery , and the "progressive l ib e r 

a liz a t io n  o f  in tern a tio n a l trade by the developed co u n tr ies  i s  provid ing an
5

unprecedented opportunity fo r  growth by osm osis."  I f  th ese  are reasonable  

con d ition s in  which to  e sp e c t growth and development in  the L.D.C. s ,  the 

rea l q u estion s to  ask th en , are th ese: What has been the resid u a l in flu en ce  

o f  fo re ig n  aid? Has i t  promoted growth by re in fo rc in g  the above fa c to r s  or  

retarded i t ?  I f  i t  has promoted growth, how s ig n if ic a n t ly ?  These are q u estion s

4 . See P.T . Bauer:- ' D issen t on Development' S c o tt ish  Journal o f P o l i t i c a l
Economy. V ol. XVI. N o .l Feb. I 968. o p .c i t .

5 . Hariy G. Johnson:- The 'C r is is  o f Aid' and the Pearson R eport.o p .c i t .
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th at are conceptually  d es ira b le  to  answer but d i f f i c u l t  to  d ista n g le  in  

p r a c tic e . In r e la tio n  to  growth and development, i t  i s  worth noting th a t  

fo re ig n  a id  has been c r i t i s i s e d  from both 'r ig h t' and ' l e f t ' .  Prom the  

' r ig h t ' ,  econom ists l ik e  P.T.  Bauer and M ilton Friedman con sid er i t  as 

unnecessary and in e f fe c t iv e  as an instrum ent o f developnent. I t  i s  counter

productive i f  and when i t  promoted the con cen tration  o f economic power in  

the hands o f the s ta te  v i s - a - v i s  p r iva te  e n te r p r ise , and i f  i t  d e b il i ta te s  

the needs fo r  s e lf -h e lp  a c t io n s . The o v e r a ll repercussions o f  aid on 

economic c a p a c it ie s ,  p o l ic ie s  and in s t i t u t io n s  are o ften  damaging and tend  

to  outweigh any favourable r e su lt  o f resou rces in flow . "Since the war, i t  

has probably more o ften  retarded , rath er than promote economic advance in  

the r e c ip ie n t  cou n tries." ^

Many c r i t i c s  'on the l e f t ’ b e l ie v e ,  fo r  d if fe r e n t  reasons that aid has 

encouraged n a tion a l governments in  th e developing cou n tr ies  to  pursue counter- 

developmental p o l ic ie s .  I t  perm itted them to  preserve archaic s o c ia l ,  

adm in istrative and p o l i t i c a l  s tr u c tu r e s , and so has retarded rath er than 

promoted the m odeitiisation p ro cess . These and oth er c r i t i c a l  is s u e s  are 

d iscussed  in  depth in  the Chanter 3 and Appendix V.

6. P.T. B auer:- 'D issent on Develoim ent' op .c i t .  Page 89*
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APPENDIX IV

THE RELATIONSHIP BETWEEN CAPITAL INFLOW AND DOJÆSTIC SAVINGS

An important weapon in  aid  c r i t i c s ’ armoury i s  the rath er u n sa t is fa c t

ory s ta te  between external cap ita l, in flow  and domestic savings rate behav

io u r . We have seen that an important fu n ctio n  o f ex tern a l resources i s  to  

supplement dcwnestic savings so th at a ta rg e t growth rate o f  output could  

be achieved which would otherw ise be im p o ssib le . The fea r  e x i s t s  among 

some development econcm ists th a t , rather than in crease  in v e s t ib le  resou rces, 

ex tern a l c a p ita l in flow  -  p u b lic  as w e ll as p r iva te  -  on ly  a llow s some of 

the le s s  su c c e ss fu l developing cou n tries  to  d iv er t sane resources which they  

would have otherw ise saved to  meet a c r i t i c a l  minimum le v e l ,  in to  household  

consumption and public extravagancy. This w i l l  be contrai^'’ to  the s p ir i t  

o f s e lf -h e lp  t h e s is .  How fa r  i s  such a fe a r  ju s t i f ia b le ?  I have elsew here 

drawn a tte n tio n  to  Cheneiy and St r o u t's  f in d in g s  -  confirm ing a United  

N ations' e a r l ie r  one -  th a t no s ig n if ic a n t  p o s it iv e  c o r r e la t io n  e x is t s  be

tween per ca p ita  income and m arginal saving ra te s  in  developing co u n tr ies , 

and a lso  to  Fei and Paauw's em pirical evidence that only a m inority o f d ev e l

oping co u n tr ies  achieve m arginal savings r a te s  su b s ta n tia lly  above th e ir

average r a te s .^  G r iffin  and Enos a lso  provide some s t a t i s t i c a l  evidence
2

to  the e f f e c t  th a t th is  fe a r  i s  j u s t i f ie d .  They quote Chenery as saying  

of Latin America: "Aid has been a su b s t itu te  fo r  sav in g , not an addition  to  

investm ent. The savings ra te  has decreased and there has been no in crease

in  the o v e r a ll growth rate o f  GNP . . .  "  ̂ They support Chenery's observation

w ith a c r o s s -s e c t io n  reg ressio n  a n a ly s is  in v o lv in g  th ir ty -tw o  improvident 

co u n tr ies  in  the two year period 1962-64.

1 . See below Appendix V. C/F. Kuznets' em pirica l f in d in g s  which in d ica te  
a tendency fo r  high-incom e developed co u n tr ies  to  have higher savings  
r a t io .  Simon L uznets:-  "Q uantitative A spects o f the Economic Growth 
o f N a tio n s, No. V : C apita l Formation Proportions : In tern ation a l 
Comparisons fo r  Recent Years". Economic Development and C ultural Change 
V ol. 6 , Part I I ,  J u ly  I 96O.

2. K.B. G r iff in  and J .L,  E nos:- 'Foreign A ssistan ce O b jectives and Conse
quences' Economic Development and C ultu ra l Change, V ol. 18, No.3 ,
A pril 1970, op .c i t .

3 . ib id . Page 321.
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The e q u a tio n :

Sd/y = 1 1 ,2  -  0 .73  S f /y  

(0. 11)

= 0 .5 4

Where = G ross d o n e s t ic  s a v in g s  
a s  % o f  GNP.

8 f /y  = F o re ig n  s a v in g s  ( c a p i t a l  
im p o rt)  a s  ^  o f  GNP.

The r e g r e s s io n  i s  n o t ic a b ly  below  th e  95^ s ig n i f ic a n c e  l e v e l ,  though  

i t  r e v e a ls  an in v e r s e  r e l a t i o n s h i p  betw een d o m estic  s a v in g s  and fo re ig n  

sa v in g s  (a s  p e rc e n ta g e s  o f  GNP). "The r e g r e s s io n  r e s u l t s  s u g g e s t  t h a t  in  

g e n e r a l ,  an e x t r a  d o l l a r  o f  a id  i s  a s s o c ia te d  w ith  a  r i s e  i n  consum ption  

o f  above 75 c e n ts  and a r i s e  i n  in v e s tm e n t o f  o n ly  abou t 25 c e n t s . A 

DAC/OECD re c e n t  s tu d y  seems to  have e s tb a l i s h e d  s i m i l a r  r e s u l t s .  " I t  was 

fo und  t h a t  t h e r e  e x i s t s  no s i g n i f i c a n t  c o r r e l a t i o n  e x c e p t a  f a i r l y  s tr o n g  

n e g a t iv e  one betw een a id  (and c a p i t a l  in flo w ) a s  a s h a re  o f  GNP, and th e
5

sa v in g s  r a t e . "  One m ust be  c a r e f u l  no t to  re a d  to o  much i n to  such  f i n d 

i n g s .  In  G r i f f i n  and E n o s 's  r e g r e s s io n  th e  a s s o c i a t i o n  i s  n o t s u b s t a n t i a l l y  

s t r o n g .  The s in g le  l i n e a r  r e g r e s s io n  i s  p e rh a p s  to o  s im p le  to  convey th e  

c o m p le x it ie s  o f  f a c t o r s  a f f e c t i n g  d a n e s t i c  s a v in g s .  F o r  exam ple , one would 

e x p e c t t h a t  p e r s o n a l  (h o u seh o ld ) s a v in g s  a r e  l e s s  im p o r ta n t  i n  o v e r a l l  n e t  

d o m estic  s a v in g s  i n  low p e r  c a p i t a  incom e c o u n t r i e s  a s  com pared w ith  h ig h  

p e r  c a p i t a  income c o u n t r i e s .  Hence governm en ta l t h r i f t n e s s  ( o r  tem p o ra ry  

d e f i c i t  f in a n c in g )  i s  o f  m a jo r  im p o r ta n c e . The e x is ta n c e  o f  a  c o r r e l a t i o n  

l i n k  does n o t p e rm it  c o n c lu s io n s  w i th  r e s p e c t  t o  u n d e r ly in g  c a u s a l i t y .  I t  

c a n n o t show t h a t  f o r e ig n  g e n e ro s i ty  c a u s e s  d o m estic  in d u lg e n c e , and a s  I  

have  s a id  b e f o r e ,  th e  b e h a v io u r  o f  s a v in g s  in  d e v e lo p in g  c o u n t r i e s  h as  been  

f a r  to o  e r r a t i c  t o  p ro v id e  an  i r r e f u t a b l e  b e js is  f o r  G r i f f i n  and E n o s’ s 

c o n te n t io n .  W hile i t  i s  t r u e  t h a t  f o r e ig n  c a p i t a l  may have f r e e d  a  p o r t io n  

o f  do m estic  s a v in g s  f o r  co n su m p tio n , i t  i s  e q u a l ly ,  o r  even  more p l a u s ib le  

t h a t  i t  may have com pensated  f o r  d e f i c i e n c i e s  i n  t h e  s a v in g ,c a p a c i ty  o f  many

4 . Ibid Page 321.

5 . DAG/OEGD:- Developnent A ss is ta n ce , 1969 Review, o p . c i t . Page 186.
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developing countries*  In m ajority  o f them, one would expect in flo w s  of  

ex tern a l resou rces, through th e ir  e f f e c t  on dom estic output to  be assoc

ia te d  w ith in creased  savings r a te . In the long-run , as the economy m atures, 

one would expect th e  m ob iliza tion  o f aggregate sav ings th a t i s  adequate 

enough to  finance required le v e l  o f  investm ent. As such a s ta g e , the  

r e la tio n sh ip  between aid and dom estic savings would be an in verse  one.

But i t  i s  the former v a riab le  which would be in  d e c lin e . The danger o f  

an adverse a s so c ia t io n  before t h is  stage i s  reached, i s  rea l and must c le a r ly  

be a warning to  a l l  decision-m akers.
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APPENDIX V

MEASUREMENT OF EXTERNAL RESOURCE NEED OF DEVELOPING- COUNTRIES 

THE THEORETICAL FRAMEWORK

I have already in  some d e ta i l s  d iscu ssed  the p r a c t ic a l fa c to rs  under

ly in g  the supply of ex ter n a l resources to  the developing co u n tr ies . I now 

tu  in  my a tte n tio n  to  the demand sid e  o f  th e  equation . In  a sen se , t h is  

a n a ly s is  cen tres e s s e n t ia l ly  on the s o -c a lle d  ’fo re ig n  a id ’ aspects o f  

resource flow  sin ce  the fr e e  market mechanism o f p r iv a te  c a p ita l movement 

ensures an equilibrium  between the e f f e c t iv e  demand fo r  fo re ig n  p r iv a te  

d ire c t  investm ent and i t s  supply. The exception  being where the government 

of a c a p ita l exporting co u n tly , fo r  fo re ig n  exchange and other reasons put 

temporary o b sta c le s  to  such free  movenent. The f i r s t  p o in t th a t must be 

s tressed  about measuring the development a ss is ta n ce  need i s  th a t such 

measurement or a n a ly s is  i s  in variab ly  shrouded in  value judgement about the  

’ de s i  ta b le ’ growth ta r g e t ,  about the ’ rea lism ’ o f development Plan or about 

the ’e f f e c t iv e n e s s ’ o f s e l f -h e lp  or resource m o b ilisa tio n  p o lic y  pursued by 

the a u th o r it ie s  in  developing country. Such a snag not w ithstand ing, some 

development econom ists have found i t  n ecessary  to  make th e o r e t ic a l ,  as w e ll  

as s t a t i s t i c a l  analyses o f the ways and means in  which th e requirements o f  

developing cou n tries  are m an ifested . Underdeveloped economies are b e liev ed  

to  be fa c in g , broadly speaking, three major co n stra in ts  in  th e ir  attempt to  

break out o f the s t r a i t  jacket o f p overty , hence fo re ig n  a ss is ta n ce  must 

be d irected  to  a l le v ia t e  in  the short-run  and remove ev en tu a lly  th ese  l im it 

a tio n s  to  acce lerated  economic growth. Most econom ists agree th a t develop

ing  cou n tr ies  can and are indeed faced w ith  (a) saving -  lim ited  growth,

(b) Foreign exchange -  lim ite d  growth and (c) lim ited  c a p ita l absorptive  

cap acity  o f  which s k i l l  and o rg a n isa tio n a l d e f ic ie n c ie s  are prime exam ples.

A p a r tic u la r  developing country in v a r ia b ly  fa ces  one, two or a combination  

o f the three c o n s tr a in ts , depending on i t s  le v e l  o f  developnent. Indeed, 

there are s tu d ie s  which a s se r t  th a t a developnent process n e c e ssa r ily  in vo lve
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in  Rostowian s p i r i t ,  the overcoming o f operative c o n s tr a in t , in  a given  

seq u en tia l fa sh ion  - through which e v e iy  developing economy must p a ss . This 

i s  not to  deny th a t more than one co n stra in t can operate at any p a r tic u la r  

phase, rather a demarcation o f phases enables th e most important operative  

co n stra in t to  be id e n t if ie d  and th e r e fo r e , acted upon at a p a r tic u la r  tim e.

Va ly in g  conception about th e id e a l growth process has led  d if fe r e n t  econom

i s t s  to  la y  d if fe r e n t  emphasis on th e importance o f  the th ree c o n s tr a in ts .  

Seme, as w i l l  be shown below have even re jec ted  such a n a ly t ic a l framework 

as a to o l  fo r  understanding th e s tr u c tu r a l and in s t i t u t io n a l  re-adjustm ents 

necessary in  th e s tru g g le  to  achieve s o c ia l  and economic development.

T heories about fo re ig n  aid requirements thus become e s s e n t ia l ly  lin k ed  w ith  

an econom ist’ s or development in s t i t u t io n ’ s ( e .g .  World Bank) growth model 

or s tra teg y . Indeed, there e x is t s  growth th e o r ie s  that g ive primary em

p h asis  to  ex tern a l fa c to r s ,  and in  fa c t  make fo re ig n  trade and c a p ita l im

p o rts  the p r in c ip a l determinants (or co n stra in ts )  in  the development p rocess.

Though P rebish , % d ra l. S inger and Myint^ were p rim arily  w ritin g  about 

the p r iv a te  s e c to r , th e ir  emphasis on ca p a c ity  to  import (or  fo re ig n  exchange 

a v a ila b i l i ty )  and the in f le x ib le  s tr u c tu r a l organ isa tion  o f underdeveloped 

econom ies, r a ise s  q u estion s r e la t in g  to  trade and aid  p o l i c i e s .  I am not 

concerned here w ith  a survey o f development th e o r ie s  and s tr a te g ie s  r e la t 

in g  to  L .D .C .s rather my in te r e s t  i s  narrowed to  the s p e c if ic  question  o f
2

estim atin g  th e ir  ex tern a l resources requirem ents.

1 . See R. P reb ish :- ’’Commercial P o l ic i e s  in  the underdeveloped c o u n tr ie s .” 
A.E.R. Proceedings Papers. No.49 , May, 1959»

H.W. S in g e r ;-  ”The D istr ib u tio n  o f  ga in s between In v estin g  and 
Borrowing C o u n tr ies .” A.E.R. No. 4 0 , May, 1950.

Gunnar M ydral:- An In tern ation a l Econcxny. New York, 1956.

H. Myint : -  ”The Gains from In tern a tio n a l Trade and Backward C o u n tr ies .” 
R .E .8 . V o l .22, 1954-55»

2 . For an e x c e lle n t  review  and comparison o f th ese  th e o r ie s  and s tr a te g ie s  
see R.F. Mike s e l l  -  The Economics o f  Foreign  Aid op. c i t . Chapter 2 .
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H()wever, as w i l l  be shown p r e se n tly , c r it ic ism s  o f  'gap' and fore ig n  

needs «ipproach to  the q u estion  of fo re ig n  resources tr a n s fe r  are not lim ite d  

t o  the flaws in  the s t a t i s t i c a l  con cep ts, methodology and assumptions o f  

th e  accompanying models but a lso  r e la te  to  the underlying developnent th eo r

i e s .  Per example, the ro le  o f c a p ita l whether dom estic or imported in  the  

growth process i s  cen tra l to  the saving and trade gap approaches. I need 

not reminl my readers th a t there exis% an in f lu e n t ia l  school o f development 

economists who are e s p e c ia l ly  c r i t i c a l  o f the idea th a t c a p ita l form ation  

p la y s  a s tr a te g ic  and cau sa l ro le  in  the development p ro cess .^

Inspite o f  such d if fe r e n c e s , few econom ists deny the b errfits  which 

e f fe c t iv e  use o f fore ign  c a p ita l  and te c h n ic a l a id  can render. Indeed,"the 

p o s s ib i l i t y  o f securing rapid and susta ined  development has been s tr ik in g ly  

demonstrated in  the past decade by such 'su c c e ss  s to r ie s '  as G reece, I s r a e l ,  

Taiwan and the P h ilip p in e s , . . .  not on ly  was growth acce lera ted  by fore ign  

a ss is ta n ce , but the a b i l i t y  o f  each economy to  su sta in  fu r th er  development 

from it^  own resources was very su b s ta n t ia lly  increased''^ I t  fo llo w s th ere 

fo r e , tJiat the question  to  ask i s  not about resource movement per s e , but 

o f  how much? What type? Under what terns?  fo r  what ro les?  fo r  how long? and 

at what economic and non-economic co sts?

Nearly a l l  attanpt to  estim ate th e  ex tern a l need o f developing cou n tr ies  

have approached the problem through a recognised  need o f f i l l i n g  gaps in  

sav in g , investm ent and fo re ig n  exchange shortages and/or in crease  absorptive  

p o te n t ia ls .  Hence the three b a s ic  approaches -  ( l )  the saving-investm ent 

gap ( 2) the fo re ig n  exchange eam in gs-exp en d itu re gap and (3) the lim ited  

absorptive ca p acity  -  form the s ta r t in g  p o in ts  fo r  th e o r e t ic a l and s t a t i s t i c a l  

ex p o sitio n  o f th e  need fo r  donor co u n tr ies  to  t a i l o r  th e ir  a s s is ta n c e  to  

th e requirements o f  L .D .C ,s. Ambitious and comprehensive attem pts have 

been made through the consti'uction  o f  so p h istic a te d  econom etric gap models

3# For example s e e , A.K. C a im c r o ss ;-  'C apital Formation in  the Take-Off ' .  
A rtic le  in  W.W. Rostow (ed .)  'The Economies o f T ake-off in to  susta ined  
Growth. New York. I 565 .

P. S tr e e te n ;-  'In tern a tio n a l c a p ita l Movement' .  I n s t i tu te  o f Development 
S tu d ies (U n iversity  o f  Sussex) Mimes S e r ie s  N o.12.
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to  val:^&te em p ir ica lly  th e  performances o f some 's u c c e s s fu lly ' aided

countries and to  a sse ss  th e im p lica tio n s fo r  fo re ig n  aid  o f  th e  recent

perfom ances or projected  performances o f th e  'y e t-to -su c c e e d ' co u n tr ies .

The stud ies o f P rofessor H o ll is  B. Chenery and h is  a sso c ia ted  in  the f i e l d
5

are natable  pioneering exam ples.

Ir 'Foreign A ssistance and Economic Growth', Chanery and St rout have 

propose! among oth er th in g s , a model th at has in v a r ia b ly  been branded as a 

' two-gap a n a ly s is . '  ̂ This stems from the ce n tr a l p o s it io n  th at aggregative  

value 01 sa v in g s , investment and trade occupy in  t h e ir  model which i s  e s s 

e n t ia l ly  b u ilt  on Harrod-Dcmar te n e ts  and assum ptions. Of no l e s s  import

ance i s  the s k i l l  and o rgan isa tion  con stra in t; t h i s  provides the b o ttlen eck  

and lim ita tio n  to  achieving maximum investm ent com patible w ith  ta rg et growth 

rate during phase one o f th e ir  proposed development process towards s e l f -  

su sta in in g  growth. Their reco g n itio n  o f  lim ited  c a p ita l ab sorp tive ca p a c ity , 

a lb e it  in  a d if fe r e n t  way, make th e ir  gap model a three-pronged a n a ly s is  

rather  ̂ two-gap one. However, by banishing absorptive cap acity  in to  the

3 . Cont' d
Peiiiaps w ith  more relevancy to  developing cou n tr ies  in  A fr ica  and 
A sia, see S .F . Frankel 'C ap ita l and C apital Supply in  R ela tion  to  
the Development o f A fr ic a . ' in  E.A.G. Robinson (ed .)  Economic 
Development fo r  A frica  South o f th e  Sahara. London, 1967; and G.
Myrdal : -  Asian Drama. An enquiry in to  the poverty o f  n a tio n s .
London I 968 .

4 . H. Chenery and A. S tr o u t:-  'Foreign A ssistan ce  and Economic Develop
ment' R .E .S . V o l. LVI. S ep t. I 966 , o p .c i t .  Page 680.

5 . ib id  ; and H.B, Chenery and Irma Adelman;- 'Foreign Aid and Economic 
Development : The Case o f  G reece.' Review o f  Economic and S t a t i s t i c s . 
Feb. 1966 ; H.B. Chenery and M. Bruno:- 'Development A ltern a tiv e s  in  
an Open Economy : The Case o f  I s r a e l .  ' E .J . March 1962; H.B. Chenery 
and A. MacEwan:- 'Optimal Pattern  o f Growth and Aid : The Case of 
P akistan . ' Pakistan Development Review. Summer I 966 .

6. For example J.K . L ee:- 'Export and the P ropensity  to  Save in  L .D .C .s ', 
E .J . June I 97I; a lso  H .J. Bruton, 'The Two-Gap Approach to  Aid and 
Development. Comment.' A.E.R. June I 969 . However, th e  la t t e r  a n a ly s is  
i s  a re fu ta tio n  o f a d is t in c t io n  between the saving-investm ent gap and 
the trade gap.
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o rb it  investment problem s, ratheithan  g iv in g  i t  grea ter  prominence in  

i t s  own right (perhaps because o f s t a t i s t i c a l  d i f f ic u l t y  w ith d e f in it io n  

and estunation) Chenery and Strout have given  oth ers m istaken im pression  

that so J io -cu ltu ra l and in s t i tu t io n a l  fa c to r s  are l e s s  c r u c ia l .  Thus on 

Page 68S of th e  above a r t i c l e ,  they see the s k i l l  l im it  as r e f le c t in g  the  

" s k i l l  fonnation required o f  managers, s k i l le d  labour and C iv i l  Servants 

in  order to  in crease  productive investm ent."  T heir measurement o f  maximum 

absorptive cap a c ity  i s  g iven  by th e h igh est ra te  o f in crease  in  investment 

which a country has been able to  achieve over a recent f iv e -y e a r  period.^  

Absorptive cap acity  i s  thus seen in  terms o f lim ited  c a p ita l absorptive  

cap acity . I  s h a ll  come back to  th is  point la t e r  on.

GAP CALCULATION. The b a s ic  underlying assumption o f gap a n a ly s is  i s  

that the o b je c tiv e  o f foreign  a ss is ta n c e  i s  to  help  a country achieve s e l f -  

susta in ing growth w ith in  a reasonable time period  through developing at a 

higher pace than otherw ise perm itted by the u t i l i s a t i o n  o f  current domestic 

resources a lo n e . The adoption o f  a c r i t i c a l ly  minimum d esired  growth rate
Q

i s  central to  th e a n a ly s is , otherw ise fo r  many a developing country, the  

problem would not even e x is t  as anything otherthan stagnation  may u l t iv  

m ately be comparable w ith  long-run development. However, t h i s  assumption 

also  crea tes  a weakness fo r  the concept o f  a id  e stim a tio n , s in ce  any country, 

ir r e sp e c tiv e  o f  the le v e l  or stage of development can always cre a te  a re

source gap fo r  i t s e l f  by m erely ad ju stin g  upward what i t  co n sid ers to  be a 

desirab le ta r g e t .

SAVING -  INVESTMENT GAP AND THE FOREK  ̂ EXCHANGE EARNINGS -  EXPENDITURE 

(TRADE) GAP.^

In i t s  sim plest form ulation , the saving-invesbnent gap approach employs 

a v a r ia tio n  o f the Harrod-Domar ' savings lim ita tio n *  m odel. B esid es the

7 . C/P, R.F. l i l ik e s e l l i -  The Econcxnics o f Foreign Aid. o p .c i t . Pages 83 & 92.

8 . C/P. The United N ations (General Assembly R eso lu tion  on the need fo r  at  
l e a s t  6% growth rate o f GNP fo r  L .D .C .s in  the 2nd.Development Decade.

9 . For econom etric form ulation  o f the fu n ctio n a l r e la t io n sh ip s  inherent in  
the gap model, see  Chenery & S tr o u t:-  Foreign A ssistan ce  and Economic 
Development, o p .c i t . and R.F. Mike se 1 1 :-  The Economics o f  Foreign A id. 
o p .c i t .  Chapter 5*
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assiamplion o f a fu n ctio n a l r e la tio n sh ip  between aggregate sav in gs, in v e s t 

ment and output on one hand and sta b le  IGOR on the o th er , i t  a lso  assumes 

th a t the marginal savings r a tio  i s  s ig n if ic a n t ly  above th e  average savings  

r a t io .  A le v e l  o f aggregate investm ent i s  required in  order th at the  

ta rg et growth rate o f output i s  achieved over the Plan p eriod . In  o ther  

words, a s p e c i f ic  le v e l  o f aggregate sav ings i s  necessary to  accomplish the  

growth ta r g e t . A savings gap appears where th e  dcm estic saving rate i s  

below t ie  l e v e l  n ecessa iy  to  permit th e  investm ent required to  achieve the  

ta r g e t . The d e fic ien cy  in  saving can be regarded as fo r e ig n  aid  needed, 

i f  we assume p riva te  fo r e ig n  c a p ita l t r a n s fe r  as part o f ' dom estic' sa v in g s , 

or o f tne t o t a l  ex tern a l resources required i f  we only  con sid er  indigenous 

domestic sa v in g s . As developnent proceed at the ta rg e t growth r a te , fo re ig n  

c a p ita l f i l l s  the gap between increment in  investm ent and increnent in  

savings u n t i l  a high income le v e l  i s  achieved which, thanks to  the high marg

in a l savings r a t io ,  can generate adequate dom estic sav ings s u f f ic ie n t  to  

finance the ra te  o f  dom estic investm ent high enough to  su sta in  the ta rg et  

growth r a te . This i s  on the assumption th a t imports and s k i l l s  do not 

pose as b o ttlen eck s to  investm ent and c a p it a l .  In t h is  way the gap can be 

f i l l e d  and in tern a l sav in gs alone come to  su sta in  the ta rg e t growth l e v e l .

The fo re ig n  exchange eam ing-expend iture gap approach to  c a p ita l import 

requirements fo cu ses  on import cap acity  as the p r in c ip a l co n stra in t on do

m estic  investm ent and growth o f output, A trade gap appears however, i f  

in sp ite  o f adequate dom estic sav ings and absorptive ca p a c ity , th e  flow  o f  

imports i s  below the required le v e l  as export earnings are inadequate, vHere 

aid  breaks the import b o ttlen eck  and permit th e  ta rg e t to  be reached. The 

need fo r  c a p ita l import in  t h i s  form i s  enhanced i f  short-term  stru ctu ra l 

i n f l e x ib i l i t y  and exogenous fa c to r s  l im it  the accomplishment o f such a lt e r 

n a tives as import su b stitu t io n  and increased  export o p p o r tu n itie s . The 

re la tio n sh ip  between the two gaps i s  a constant source o f  con ten tion  among 

development econom ists and as we s h a ll  s e e ,  much o f the c r it ic ism  o f ' require- 

ment' s tu d ie s  cen tre on th e d is t in c t io n  between the saving and trade gaps.
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In  te ip s  o f  aggregate a n a ly s is  the two approaches g iv e , ex  p o st, id e n t ic a l  

r e s u lt ; .  That i s ,  the t o t a l  net c a p ita l  in flow  : P = E - Y  = I -  S =  M-X 

Where I i s  net c a p ita l im ports, E i s  aggregate dom estic expenditure, Y i s  

national output, I  i s  dom estic investm ent, S i s  dom estic sav in gs, M and X 

are im jorts and exports r e sp e c t iv e ly . Thus, net c a p ita l imports or fo re ig n  

aid i s  equal to  b o th ,th e  gap between im ports and exports and to  that be

tween domestic investm ent expenditures and domestic sa v in g s . However, most 

gap model estim ation s o f  the parameter v a lu es  are ex a n te , and th ere i s  no 

reason why the two ex ante gaps o f  sav in g  and trad e, ca lcu la ted  on d if fe r e n t  

bases siiould be id e n t ic a l .  The j u s t i f ic a t io n  fo r  the d is t in c t io n ,  and con

cept o f two gaps r e s ts  on the lack  o f s u b s t i tu ta b i l i t y  o f domestic and in t e r 

n ational resou rces. In  o th er words, th e  dichotomy between the two gaps 

im plies a very s ig n if ic a n t  s tru ctu ra l r ig id i t y  and lack  o f su b stitu tio n  

p o s s ib i l i t i e s  in  th e dom estic economy between (a) production fo r  export (or  

import su b stitu tio n ) and production fo r  dom estic u sage, and (b) the comple

mentary use of d om estica lly  produced c a p ita l  goods and imported c a p ita l  

goods a;* w e ll as th e ir  in term ediate in p u ts  in  the aggregate production func

t io n . This i s  a phencmen inherent in  stru ctu re  and ch aracter o f developing  

co u n tr ies .

The ex is ten ce  o f two ex  ante gaps im p lie s  a p o ss ib le  d ivergence in  

th e ir  s i z e s . I n  h is  rejo in d er  to  B. Cohen's comment on an e a r l ie r  a r t i c l e ,  

R .I. McKinnon paraphrased the former as s ta t in g  th a t the " d ifferen ce between 

the excess o f ex ante investm ent over sav ings and the excess  o f ex ante 

imports over exports i s  evidence o f  m isa llo c a tio n  o f dom estic resou rces.

The question  then a r is e s  as to  whether the in flow  o f a id  resources to  f i l l  

the la r g er  o f  the two gaps does c o n s t itu te  a m isa llo c a tio n  o f such resources  

in  the sense o f 'o v e r - f i l l in g '  the sm a ller  gap. In  Chenery and St routs

10. For d iscu ssio n  on the p o ss ib le  cau ses o f excess o f one gap over the  
o th er , and th e p o s s ib le  p o lic y  a lte r n a t iv e s  a v a ila b le  fo r  removing 
i t ,  see B. C ohen:-'Foreign Exchange Constraint in  Economic Develop
ment and E f f ic ie n t  Aid A llo ca tio n  : A Comment'; and R. I .  McKinnon : -  
' . . .  Rejoinder' in  E .J . March 1966 Pages 168-69 ,170-71  r e sp e c t iv e ly .

11. ib id  Page I 70.
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a n a ly s is ,  such a p o s s ib i l i t y  i s  reso lved  by the in s is te n c e  on a d d itio n a l 

resources being channelled  to  o f f s e t  the p r in c ip a l co n stra in t at a p a rt

ic u la r  phase o f developnent, when i t s  productive in flu en ce  over the whole

economy i s  l ik e ly  to  be grea ter . Ex a n te , a fo re ig n  exchange gap i s  c o n s is -

12te n t  w ith  the absence o f a saving gap. S im ila r ly  a la r g er  savings d ef

ic ie n c y  i s  compatible w ith  r e la t iv e ly  adequate fo r e ig n  exchange e s p e c ia l ly  

where exporting form an important part o f output d isp o sa l and/or where im

port accounts fo r  a sm all proportion o f aggregate investm ent. Ex a n te , 

the remedy fo r  the fo m e r  i s  a s h i f t  o f  in v e s t ib le  resources towards export 

expansion and fo r  the l a t t e r ,  a sp o lic y  measure to  induce dom estic a u s te r ity .  

Ex p ost id e n t ity  o f the s iz e  o f the two gaps i s  e f fe c te d  through v a r ia tio n s

in  th e  types and u ses o f fore ign  resources in flow  and in  th e use o f the

n a tio n a l products.

The two ex ante gaps, though ca lcu la ted  on d iffe r e n t  b a s is  are not 

e n t ir e ly  independent o f each o th er. I t  would be wrong to  tr e a t  a co u n tly ' s  

balance o f payments problem in  is o la t io n  from i t s  saving problan. P ro fessor  

Harry Johnson has argued th a t the two problems are in te r r e la te d  because export 

trade req u ires not only th a t a country supply the goods but th a t i t  in cr ea se s  

i t s  d an estic  saving to  the ex ten t o f the ad d itio n a l export p r o c e e d s .M a iz e l s  

argues s im ila r ly  in  terms o f v a r ia tio n s  in  th e  va lu es o f  such parameters as

12. The ex cess  o f trade gap over savings gap appears to  be most common
among L atin  American sem i-in d u str ia lise d  c o u n tr ie s , as w e ll as Ind ia  
and P ak istan . C/P, Chenery and Adelman's con clusion  on Greece in  
'Foreign Aid and Economic Development : The Case o f  Greece ' . o p .c i t .  
îvlcKinnon in  ' . . .  R ejoinder' (foo tn ote  10 above) Page 1 7 1 ,a ttr ib u te s  
the la r g e r  exchange gap to  (a) ex tern a l lim ita t io n s  on export expans
ion  and (b) the d is to r t in g  in flu en ce  o f  an econcxnic p o lic y  th a t main
ta in s  over-valued currency coupled w ith  severe r e s t r ic t io n s  on im
p o r ts . The subsequent import su b s t itu t io n  s t r iv e s  to  earn and/or save 
fo re ig n  exchange by u sin g  dcm estic c a p ita l  to  rep lace imported ones, 
but such su b s t itu tio n  does not reduce th e aggregate import expenditure, 
rather i t s  proportion to  GS'TP.

13. Harry Johnson;-Economic P o licy  Towards L ess developed C oun tries.o p .c i t . 
Page 58.
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export and saving ; " varia tion s in  exports might w e ll r e su lt  in  a ssoc ia ted  

v a r ia tio n s  in  domestic sa v in g s . This could  occur e ith e r  because the prop

e n s ity  to  save i s  h igher in  the export se c to r  than elsew here or because 

government savings re ly  h e a v ily  on ta x es  on fo re ig n  trade . . .  I t  seems pro

bable th a t in  cou n tries l ik e  Malaya (and Libya) a c lo se  r e la tio n sh ip  e x is t s

between changes in  exports and changes in  Gross Dcmestic Savings. . . .  (thus) 

a r ise  in  the projected  ra te  o f export growth would reduce the ex ante 

savings gap as w e ll as reducing the ex ante trade gap."^^ The danger e x i s t s  

fo r  gap m odels that do not take cognizance o f t h is  in te r r e la t io n sh ip  -  such 

as the s im p lif ie d  Chenery-Strout model -  to  p o ss ib ly  ov ersta te  the ex ante 

saving gap fo r  cou n tr ies  having a s ig n if ic a n t  savings response to  e3q>ort 

changes, though not fo r  co u n tr ies  in  which r e la t iv e ly  l i t t l e  government 

revenue i s  derived from ta x e s  on the fo r e ig n  trade sec to r  and in  which sav

ings r a tio  does not d if f e r  markedly from one sec to r  to  another.

'LBgTED* ABSORPTIVE CAPACITY : A GAP APPROACH

A developing country’ s absorptive cap acity  has tr a d it io n a lly  been  

recognised  as a p o ss ib le  co n stra in t to  i t s  achievement o f a 'd e s ir a b le ' and 

targeted  growth ra te  o f l output and more p a r tic u la r ly  to  the perfom ance o f  

the ' s k i l l - in t e n s iv e  ' in d u st id  a l (modem) se c to r . Thus a gap could e x is t  

between the maximum le v e l  o f  perfonnance the absorptive cap acity  a llow s and 

the targeted  l e v e l .

In order to  achieve th e  ta rg et ra te  o f  growth, fo re ig n  a ss is ta n ce  must 

be sought to  increase th e l e v e l  o f absorption , in  the same sense th a t c a p ita l  

import r e l ie v e s  investm ent demand and fo re ig n  exchange l im ita t io n .  I t  appears 

paradoxical however, th a t "the prospects fo r  ex tern a l economic a ss is ta n ce

la r g e ly  depend on the r e c ip ie n t 's  cap acity  to  u t i l i s e  i t  e f f e c t iv e ly ,  i f
15p o ss ib le  in  a sso c ia tio n  w ith  d om estica lly  a v a ila b le  resou rces."  T his i s  

so i f  the required a ss is ta n c e  takes the form o f  c a p ita l equipnents fo r  pro

j e c t s .  "The CAPITAL ab sorp tive cap acity  approach regards c a p ita l requirements

14 . A. M aizels:-E xport and Economic Growth o f  Developing C ountries.
o p .c i t .  Page 58.

15 . L. R is t : - 'C a p ita l and C apital Supply in  R ela tion  to  th e Developnent 
o f A fr ica ,sou th  o f  the Saraha' Page 473 in  E.A.G. Robinson (ed .)  
Economic Developnent o f A frica  south o f  the Saraha. o p .c i t .
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as being determined s o le ly  by the a b i l i t y  o f an econcsny to  employ both 

domestic and fo re ig n  c a p ita l p rod u ctively  in  the sense that a id  y ie ld s  

some minimum ra te  o f  return . The im p lica tio n  being that an absolute

upper lim it  to  th e in flow  o f  fo re ig n  c a p ita l a ss is ta n c e  can be estim ated -  

perhaps u sin g  a minimum d iscount rate o f s o c ia l  returns on m arginal u n its  

of c a p ita l -  beyond which fo re ig n  aid adm in istrators w i l l  n o t, as a m atter  

o f p o lic y , go on providing a id . A question  could be asked; i s  the problem 

of the r e la tio n sh ip  between absorptive cap acity  and fore ign  a ss is ta n c e  b e t

te r  tack led  in  terais o f c a p ita l -  absorptive lim ita tio n ?  Surely i f  we 

look  at the b a s ic  fea tu res o f lim ited  absorptive ca p a c ity , i s  i t  wrong to  

propose th at there can be no lim it  to  the ex ten t to  which developing  

cou n tries can absorb a ss is ta n c e  to  expand and improve c u ltu r a l and socisuL 

co n stra in t which re la te  to  education , h ea lth , s o c ia l  va lu es and other so c io 

w elfare in fr a s tr u c tu r e s , or to  the improvement and expansion o f labour s k i l l s ,  

managerial and ad m in istrative competence and entrepreneurship , and those  

fa c to rs  th a t a f fe c t  the ' t e c h n ic a l’ and 'n o n -te ch n ica l' e f f i f i e n c y  and 

smooth running o f  the n a tio n a l economic machine i t s e l f I f  such a prop

o s it io n  i s  ten a b le , i s  not th e  problem then one o f supplying th e r igh t type 

or mix o f a s s is ta n c e , e s p e c ia l ly  o f  te ch n ica l a ssista n ce?  To analyse the  

problem o f absorption in  terms o f cap acity  to  u t i l i s e  fore ig n  or domestic 

c a p ita l i s  to  ray mind a m istaken sh ortsig h ted n ess . The p ro d u ctiv ity  of  

c a p ita l very much depends on the supply of co-operant fa c to r s .  In some

developing co u n tr ie s , e s p e c ia l ly  in  A frica  and A sia , the supply o f  these

co-operant fa c to r s  such as s k i l l ,  managerial e x p e r t ise , entrepreneursh ip , 

sound economic p o lic y , good government, h ea lth y  and l i t e r a t e  labour force

16. R.F. M ik e se ll:-  The Economics o f  Foreign Aid. o p .c i t .  Page 76 .

17* By t h is  I mean the a b i l i t y  to  recognise and appreciate a country's
natural resources, i t s  appropriate technology and i t s  in s t i tu t io n a l  
l im ita t io n s  e s p e c ia lly  in  the f i e l d  o f  socio-econom ic d e c is io n 
making p rocess. I t  a lso  in v o lv es  the a b i l i t y  to  c o l le c t  and in te r 
pret w ise ly  the b a sic  data o f the economy.
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are fa r  more important than c a p ita l supply. E stim ation o f the c a p ita l  

absorptive ca p a c ity , to  which I r e fe r  below , can only r e f le c t  rather  

crudely , an econcxny's current le v e l  o f equipnent and plant absorption  but 

cannot measure the le v e l  o f  a ss is ta n c e  needed to  overcome a l l  the fa c to r s  

making fo r  e ith e r  the cu rren tly  lim ited  c a p ita l usage i t s e l f ,  or a target  

growth rate o f  economic and s o c ia l  developnent. This i s  not to  deny th at

a gap e x i s t s ,  but to  a sse r t  a gap, o f  fa c to r s  th a t are in  essen ce  not

s t a t i s t i c a l l y  m easurable.
18Absorptive ca p acity  i s  "a very nebulous concept" which in  recent 

years has been given  wider connotation  to  denote p r a c t ic a lly  anything that 

an economy i s  capable or not capable o f  doing. For example, i t  has been 

viewed as a ca p a c ity  to  ra ise  income through the ca p acity  to  in flu en ce  the

balance o f payments, to  mould fo re ig n  economic p o l ic y ,  to  form ulate and
19

execute s u c c e s s fu lly  n a tion a l economic p o lic y . However, I  am on ly  con

cerned here w ith  one aspect o f absorptive ca p a c ity , i t s  gap -creatin g  char

a c t e r i s t i c ,  which e x is t s  in  so fa r  as i t  c re a te s  a gap between planned and

p o te n t ia lly  d e s ir a b le , and actu a l le v e l  o f  economic performance. In th is
20resp ect, th e standard concept re fe r s  to the emergence o f  ca p a c ity  l im it 

a tion  in  the form o f actu a l or p o te n tia l u n d e r -u ti l isa t io n  o f c a p ita l  a s se ts  

when the supply o f co-operant fa c to r s  cannot be expanded. Such concept i s  

d e f in it e ly  u se fu l in  terms o f d i f f i c u l t i e s  w ith domestic c a p ita l  investm ent 

programmes, but not in  terms of fo re ig n  a s s is ta n c e . As a sse r ted  above, 

absorptive cap a c ity  becomes a fu n ction  o f the form o f aid and s in ce  aid  

could take the form o f p ro v is io n  fo r  consumption, su rely  th en , th e  absorption

18. P. S tr e e to n :-  In tern a tio n a l C apital Movement, o p .c i t .  Page 23#

19 . C/F, P ro fesso r  R osentein  -  Rodan's con tr ib u tio n  to  the d iscu ss io n
of R .I . G u lh a ti's  paper e n t it le d  'The Need fo r  Foreign R esources, 
A bsorptive Capacity and D ebt-Servicing  Capacity' in  J .H . Adler (ed .)  
C apita l Movement and Economic Development o p .c i t . Pages 240-267#The 
essay  and the d isc u ss io n  o f i t ,  deal in  some d e ta i ls  w ith  th e  r e la t 
ion sh ip  between I.C .O .R . and Absorptive C apacity.

20. For three o ther p o ss ib le  meanings o f absorptive ca p a c ity , see  J.H .
Adler; Absorptive C apacity ; The Concept and i t s  D eterm inants.



Page 584

capacity  fo r  example of the Indian Sub-Continent fo r  th is  type o f  a ss is ta n ce  

would seem in f i n i t e l  However, i t  has been argued that th ere are l im it s  to  

the im portation  o f m anagerial and labour s k i l l s  inherent in  d ir e c t  in v e s t 

ment and te c h n ic a l a ssista n ce*  This i s  so , but does not t h i s  type o f  

foreign  help  a p a rticu la r  c la s s  o f the a lte r n a t iv e s  open to  fo re ig n  aid  

adm inistrators? The problems o f lim ited  p o l i t i c a l  and s o c ia l  a c c e p ta b ility  

of fo re ig n ers  in  various advisory and supervisory  p o s it io n s  can always be 

overcome w ithout reducing th e degree o f a id  commitment. With th a t q u a lif 

ic a t io n  to  absorptive ca p a c ity  in  mind, we can continue our a h a ly s is  by lim 

i t in g  our concept to  th a t o f  lim ited  c a p ita l absorptive c a p a c ity . I t  has 

been employed as a sp e c ia l co n stra in t to  th e saving-investm ent gap or in  

ccxnbination w ith  i t  and th e fo re ig n  exchange gap, or as a u n iq u ely  id e n t i f 

ia b le  approach to  fore ign  c a p ita l  requirem ents. I t  appeals to  econom ists 

who p refer  to  view  fore ign  a id  in  terms o f  s p e c if ic  c a p ita l p r o je c ts  or o f

measures designed to  deal w ith  s p e c if ic  in s t i t u t io n a l  l im ita t io n s  on economic 
21

growth. Attempts to  e s ta b lis h  id e n t if ia b le  estim ates o f ex tern a l fin an ce  

requirements o f  developing c o u n tr ie s , had led  to  a marginal p ro d u ctiv ity  

approach to  th e  d e f in it io n  o f  c a p ita l absorptive ca p a c ity . For example,

E .S. Mason has defined i t  in  terms o f the volTome o f investm ent on which the  

marginal ra te  o f  return i s  equal to  the s o c ia l ly  acceptable d iscount r a te .

John Adler has proposed a s im ila r  d e f in it io n .  I t  i s  "that amount o f in v e s t 

ment, or th a t rate o f gross dom estic investm ent e3Q)ressed as a proportion

o f G3̂ P, th a t can be made at an acceptable rate o f return , w ith  the supply
22o f co-operant fa c to r s  considered  as given" This concept o f  absorptive  

cap acity  a p p lie s  to  the return on the m arginal u n it o f t o t a l  investm ent and 

not simply th e return on a c e r ta in  amount supplied  from abraod. Net y ie ld  

v a r ie s  as between d iffe r e n t u ses but th e  net s o c ia l  return on c a p ita l in
25

i t s  le a s t  productive u ses determ ines the m arginal rate o f retu rn . There

21. See th e  d iffe r e n t  approaches and estim a tes  referred  to  in  Footnote  
No.2.

22. Quoted in  R.F. L lik e se ll; -  The Economics o f Foreign Aid. o p .c i t . Page 100*

23. l o c . c i t .  Page 100- 101 .
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i s  no doubt whatever th at such d e f in it io n s  -  perhaps the b est av a ila b le  

in  the circum stance -  do not appreciably ease the d i f f i c u l t i e s  inherent in  

estim ation  o f such a vague concept as absorptive capacity,O ould  one estim ate  

by o b jec tiv e  c r i t e r ia  the s o c ia l  returns to  th e  'uncountable* and d iverse  

investm ent th a t make up the n a tio n a l economy? The time fa c to r ,  the leverage  

and c a ta ly t ic  e f f e c t s  o f some investm ents notably the s o c ia l  and economic 

overheads must in flu en ce  o n e 's  estim ate o f s o c ia l  returns and hence of 

c a p ita l ab sorp tion . B esid es absorptive cap acity  i s  co n sta n tly  expanding, 

perhaps f a s t e r  than i s  g en era lly  imagined. This makes any ex ante estim ation  

look  le s s  convincing and accu ra te . There i s  a lso  the problem o f  th e  a v a il

a b i l i t y  o f  adequate and r e l ia b le  data. Thus we cannot over-em phasise the 

d i f f i c u l t i e s  -  s t a t i s t i c a l  and conceptual -  connected w ith  the estim ation  

of the t o t a l  n a tion a l c a p ita l  absorptive l e v e l ,  and by im p lica tio n  the 

p o ss ib le  gap to  be f i l l e d  by fo re ig n  c a p ita l im ports, i f  absorptive le v e l  

i s  greater  than a v a ila b le  dom estic resources; or the c u t -o f f  p o in t , i f  

c a p ita l ab sorp tive  cap acity  i s  lim ite d . As R.F. M ikesell puts i t  " its  

op eration a l va lu e would seem to  be r e s tr ic te d  m ainly to  fo re ig n  a ssis ta n ce  

fo r  s p e c if ic  p ro jec ts  or fo r  a number o f in te r r e la te d  p r o je c ts . Even in  th e  

case o f p ro ject lo a n s , i t  would appear th a t the d i f f i c u l t i e s  in  determ ining  

the m arginal returns to  to ta l, investm ent fo r  any given period o f  time are 

such as to  make th e concept im p ractica l . . . "

N ev erth e less , estim ates  are s t i l l  being produced about the p o te n t ia ls

fo r  absorption o f ex tra  (fo re ig n ) c a p ita l .  Perhaps the most s ig n if ic a n t

outcome o f  such s tu d ie s  i s  th e  d e s tr u c t io n  o f th e  n o tio n  exp ressed  by R is t

and other econom ists th a t developing cou n tr ies  are handicapped in  what they

25might have received  from the donor c o u n tr ie s , by th e ir  absorptive ca p a c ity .

2 4 . ib id .  Page 103 .

25* C/P. J u l i e t  C l i f fo r d  and Gavin Osmond:- World Developnent Handbook. 
o p . c i t . Page 79* The authors l i s t  th e  im m ediate determ in ants o f  the  
volume o f  fo r e ig n -f in a n c e d  investm en t as (a ) th e  w il l in g n e s s  o f  
fo r e ig n e r s  t o  t r a n s f e r  c a p i t a l  and (b) th e  d e b to r 's  a b so rp tiv e  ca p a c ity ,
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The World Bank, through the medium o f  an address by i t s  P resident to  a 

M in iste r ia l Meeting o f D.A.C. in  J u ly  1963, did provide an estim ate  o f  de

v e lo p in g  co u n tr ies  cou n tries  c o l le c t iv e  absorptive ca p a c ity . According 

to  George D. Woods, the bank’s s p e c ia l i s t s  survey fo r  each country , suggest  

th a t  between then (1965) and 1970j the L .D .C.s could  p rod u ctively  use an 

ad d ition a l 3 to  4  b i l l i o n  d o lla r s  a year over and above the then $10 b i l l io n  

being  tran sferred  fran p u b lic  and p riva te  sou rces. The U.N.C.T.A.D. 

exh orta tion  o f *1^ of GNP' tr a n sfe r  must imply an absorptive ca p a c ity  o f  

at le a s t  the sum to ta l  o f $13 -  $14 b i l l i o n .  The s h o r t fa l l  o f 0 .2 3 ?û o f  

GNP, th a t i s ,  th e  d iffere n c e  between the U.N.C.T.A.D. ta rg et and th e actu a l 

f lo w , may be looked upon as th e minimum resource gap estim ate fo r  th e d ev e l

oping c o u n tr ie s . The purpose o f  th e  World Bamk 1965 estim ate was to  drama

t i s e  th e P r e sid en t’ s "deep co n v ic tio n s  th a t the present le v e l  o f  fin an cin g  

i s  w holly inadequate, whether measured by the growth ra te  which th e advanced 

co u n tr ies  say they  are w il l in g  to  f a c i l i t a t e ,  or in  tenns o f the amount o f

ex tern a l c a p ita l which the developing cou n tries have demonstrated th ey  can 

26use e f f e c t iv e ly ."  There are o ther em pirical s tu d ie s  to  su b sta n tia te  the  

genera l notes th a t only a sm all m inority  o f developing cou n tr ies  are growing 

at th e  ra tes  which t h e ir  absorptive cap acity  would perm it. For example,

Chenery and S tr o u t’s 50-Country sample a n a ly s is  o f investm ent data shows a 

su b sta n tia l a b i l i t y  on the part o f L .D .C.s to  in crea se  th e ir  investm ent r a te s .  

The median rate o f  investm ent growth fo r  the whole group in  1957-62 was 

over 10^ per y ea r . This su b sta n tia l in crease  in  productive investm ent su

g g e s ts  that absorptive cap acity  may be le s s  o f an o b sta c le  to  r a is in g  growth
27rate than i s  o ften  supposed except in  th e most backward s o c i e i t i e s .

D isc r e d it in g  a n o tio n , or dem onstrating the l ik e ly  e f f i c i e n t  use o f  an 

ex tra  amount o f  fore ign  a ss is ta n c e  are not the c r u c ia l p o in ts  about a study  

of th e  concept o f absorptive ca p a c ity . To me i t s  s ig n if ic a n c e  la y s  in  the  

opportunity  to  id e n t ify  th e  fa c to r s  making fo r  lim ited  ab sorp tive c a p a c ity .

I co n sid er  the era d ica tio n  or m itig a tio n  o f the in flu en ce  o f th ese  fa c to r s  -

26. Quoted in  R.F. iv tlk ese ll. o p .c i t . Page 52.

27 . H.B.Chenery: -  ’The E ffe c t iv e n e ss  o f Foreign A ss is ta n c e ’o p .c i t . Page 67
C /F ,  H.B. Chenery & A. S tr o u t : - ’Foreign A ssistan ce & Economic Development, 
o p .c i t .
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in  other words the expansion and improvement o f n on -ca p ita l in p u ts -  as

the f i r s t  p r io r ity  o f  a development plan and indeed o f fo re ig n  a ss is ta n c e

ratherthan to  supplement d an estic  c a p ita l  fo r  investm ent p r o je c ts . This

f i t s  in  w ith  the f i r s t  fu n ction  o f fo r e ig n  a id , that i s ,  as an agent o f

inducement fo r  stru ctu ra l change and th e  m o b ilisa tio n  o f the indigenous

human and m ateria l resources in  the economy. The importance o f  in crea sin g

a cou n try 's absorptive ca p a c ity  cannot be over emphasised. For example,

the s k i l l  and organ isa tion  inadequacies operate stro n g ly  at a l l  sta g es  o f

the development process by keeping p r o d u c it iv ity  low , h o ld ing  down th e  le v e l

o f  productive investm ent and preventing th e  optimum a llo c a t io n  o f a country^'s

human and m ateria l reso u rces. "This l im ita t io n  i s  the essen ce o f  being

underdeveloped. I f  t h is  were not so , the m iracle o f  Post-War Western Europe
28under the M arshall Plan could rea d ily  be repeated in  the developing w orld. "

TWO EXAI4PLES OF GAP ANALYSIS ; THE CHENERY-STROUT MODEL, AND THE FEI-PAAUW 
MODEL.

I have examined in  some d e t a i l s  the three b a s ic  approaches to  ex terna l 

resource requirements or needs o f the developing co u n tr ie s . The purpose o f  

t h is  sec tio n  i s  to  present in  a b r ie f  form the summaries o f two important 

s tu d ie s  on the su b jec t. I have found i t  n ecessary  at various t im es , to  ]tfer 

above to  the Chanery-Strout gap a n a ly s is . I t  rep resents one o f  the few  

comprehensive fo r e ig n -a id  requirements th e o r ie s  a v a ila b le  today, l in k in g  

each o f th e  three broadly defined c o n str a in ts  to  growth w ith  recogn isab le  

phases in  the process o f economic development. The two main b u ild in g  b locks  

o f th e ir  model are thus: the reco g n itio n  th at fo re ig n  aid  can be used to  

f i l l  e ith e r  a saving or fo re ig n  exchange gap, and the p ro p osition  th a t the  

ty p ic a l  developing cou n tly  i s  l ik e ly  to  move through three d is t in c t  con sec

u t iv e  s ta g es  o f growth ch aracterised  by a d iffere n c e  in  the nature o f  the  

a l le v ia t in g  (o f the predominant c o n stra in t)  fu n ction  o f aid; th a t i s  th e  

s k i l l e d  lim ited  Phase I ,  the sa v in g s-lira ited  Phase I I ,  and the trade or

28. R.F. M ikesell; o p .c i t .  Page 93*
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fo re ig n  exchange -  lim ite d  Phase I I I .  In  another sense i t  embodies a 

th e o r e t ic a l framework "which i s  used to  eva luate th e  (then) current

perfom ance o f L .D .C.s and to  a sse ss  t h e ir  future needs fo r  fo re ig n  a s s i s -
29

tance under various assum ptions." Foreign a ss is ta n c e  which can augment

dom estic resources fo r  overcoming th e  above co n stra in ts  can be ca teg o r ised

in to  three types: (a) the supply o f s k i l l s  and o rg a n isa tio n a l a b i l i t y ;  (b)

the supply o f in v e s t ib le  resources and (c ) the supply o f  imported commodit- 

30l e s  and s e r v ic e s .

The s k i l l  c o n str a in t, too  evident in  the Rostowian 'p recon d ition s to  

t a k e - o f f  s ta g e , does not perm it a le v e l  o f investm ent h i ^  enough fo r  

output to  grow at the ta r g e t  r a te . The p r in c ip a l fu n ction  o f  foreign  aid  

during Phase I  i s  to  f i l l  the gap between increment in  investm ent and in c r e 

ment in  sav in gs u n t il  the ra te  o f investm ent i s  high enough to  su sta in  the  

ta rg et growth r a te . The h igh er ra te  o f  investm ent combines th e function  

o f not only la y in g  the b a s is  fo r  an in crea se  in  aggregate l e v e l  o f  in v e s t

ment but a lso  providing the resources fo r  improving and expanding the ecoono-

m y's absorptive ca p a c ity . I t  does appear th a t the r e la t io n s h ip  between

the s k i l l  con stra in t and investm ent i s  a two-way causual one. The s k i l l  

b ottlen eck  l im it s  the ex ten t o f productive investm ent; on th e  o th er hand 

the in crease  in  output, through investm ent and the development process i t s e l f  

ensures improvement in  the absorptive c a p a c ity . Phase I I  i s  ch aracterised  

by e s s e n t ia l ly  the same kind o f  savings l im ita t io n  which f i t s  the co n d ition s  

o f a Harrod-Domar type model fo r  the achievement o f a s e lf - s u s ta in e d  ta rg et  

growth r a te .  External resou rces f i l l  the gap between savings and investm ent,

l ik e  in  Phase I ,  except th a t in  Phase I I ,  the le v e l  o f  investm ent, as opposed

to  the ra te  of in crease  has been ra ised  to  the point where i t  can su sta in  

the ta rg e t growth ra te . Phase I I  noim ally begins at the end o f  Phase I and 

ends when e ith e r  (a) savings le v e l  i s  equal to  the s iz e  o f  investm ent demand - 

the savings gap i s  thus com pletely  elim in ated ; or (b) when th e  trade co n str 

a in t becomes more r e s t r i c t iv e .  The th ir d  phase i s  defined as the s itu a t io n

29. Chenery & Strout; o p .c i t . Page 680.

30 . ib id . Page 681.
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in  which fore ig n  a ss is ta n c e  needed to  meet minimim im port-requirem ents 

exceeds the amount needed during a p a r tic u la r  year under the operation  o f  

the Phase I I  con d itio n . The trade l im it  i s  m ainly a consequence o f  lim ite d  

f l e x i b i l i t y  o f  the productive stru ctu re fo r  expanding output fo r  exports  

and/or fo r  import s u b s t itu t io n . The au th oris propose three s e t s  o f o b je c t

iv e  c r i t e r ia  -  one fo r  each phase -  fo r  measuring the progress being made 

towards a given rate o f s e lf - s u s ta in in g  growth through the p rogressive  

elim in ation  o f the co n stra in in g  fa c to r s . The investm ent, sav in gs and trade  

c r i t e r ia  are e s s e n t ia l ly  th e  same as th ose  suggested above fo r  th e long-term  

so lu tio n  o f  the debt p r o b l e m s . F o r  Phase I to  be com pleted, 'th e  ra te

o f growth o f  investment must be greater than the ta rg e t ra te  o f growth o f 
32

Gâ P, ' For the savings gap to  be elim in ated  in  Phase I I ,  th e  m arginal 

savings ra te  must be grea ter  than the ta r g e t investm ent ra te  u n less  th e  aver

age rate of saving i s  already above t h is  l e v e l .  For the trade gap, e i th e r  

export growth rate must exceed the ta rg e t growth rate o f GNP̂  or  the m arginal
33

import r a t io  must be su b s ta n t ia lly  below the i n i t i a l  average import r a t io .

The authors used th e ir  th e o r e t ic a l model to  evaluate th e performance 

o f  the f i f t y  developing cou n tr ies  in  th e ir  sanple in  terms o f  th e ir  com pli

ance w ith or s a t is fa c t io n  o f  th e  three c r i t e r ia .  Their fu ture needs under 

various assumptions were thereby a sse ssed . In th e ir  a n a ly s is  o f  th e  «n p ir-  

i c a l  data p erta in in g  to  th ese  c o u n tr ie s , the authors found among o th er th in gs  

th a t during th e  period 1957-62, ( l )  the ra te  o f  export played a predominant 

r o le  both in  the case o f  th e  cou n tr ies  avoiding th e trade gap lim ita t io n  

and in  those th a t did n o t. Most o f  the tw elve co u n tr ies  in  t h e ir  sample 

th a t s a t is f ie d  the c r i t e r ia  fo r  approaching or m aintaining s e l f - s u f f ic ie n c y

had an export growth ra te  o f or more, w h ile  the most u n su ccessfu l per

formers in  the sample tended to  be ch ara cter ised  by export stagnation ; (2) 

There was almost no example o f  a country which had fo r  a lon g  period s u s t 

ained a growth rate s u b s ta n t ia lly  h igher than i t s  growth o f  exports through

31. See above Chapter 3 , Page 151.
32. Chenery & Strout; o p .c i t . Page 705#

33. ib id .
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continuing import su b s t itu t io n . This would seem to  support th e conten tion  

th at import su b s t itu t io n , even fo r  the sem i-in d u str ia lise d  cou n tr ies  o f  

Latin America, does not provide a means o f  avoiding an expansion o f exports  

to  a ra te  near the ta rg et growth ra te  o f  GNP; (3) th a t l i t t l e  c o rr e la tio n  

e x is te d  between i n i t i a l  per ca p ita  inccxne among developing co u n tr ies  and 

e ith e r  marginal savings r a te s  or balance o f payments performance.^^ Thus 

performance in  terms o f th e  authors sav in gs and trade c r i t e r ia  fo r  progress  

towards s e lf - s u s ta in in g  growth i s  not n e c e s sa r ily  a sso c ia ted  w ith  a r e l a t i 

v e ly  high i n i t i a l  income l e v e l .  Chenery and Strout have no doubt focussed  

our a tten tio n  im aginately  on the nature o f  various c o n str a in ts  encountered  

in  the drive towards s e lf - s u s ta in in g  growth and eventual fu lly - f le d g e d  d ev e l

oped economy. They have s tre ssed  the con tr ib u tion  th at d if fe r in g  types o f

fore ig n  a ssis ta n ce  could make in  the transform ation of a poor, underdeveloped 
35econcxny.

FBI and PAAUW's a n a ly s is^  ̂ in d ir e c t ly  f a l l s  w ith in  the con text o f*req u ire

ments* stu d ies  in  so fa r  as i t  t r i e s  to  r e la te  fo re ig n  a ss is ta n c e  in  the  

form o f in v e s t ib le  resources to  th e  s e lf -h e lp  measures being pursued dcxnes- 

t i c a l l y  to  reduce the gap between investm ent requirements fo r  a reasonable  

ra te  o f s e lf -s u s ta in e d  growth and the le v e l  o f  a v a ila b le  sa v in g s. They are 

concerned with the im p lica tio n s o f  s e l f -h e lp  in  fo re ig n  a ss is ta n c e  p o lic y  

as they  a ffe c t  (a) th e r e la tio n sh ip  between fo re ig n  aid and dom estic a u s te r ity  

e f fo r t s ;  (b) the co n d itio n s  fo r  a reasonable term ination  date fo r  the a s s i s 

tance programme; and (c) the prospect th at fore ign  a id  w i l l  ach ieve i t s  p r i

mary o b jectiv e  in  terms o f  an adequate ra te  o f growth in  per c a p ita  income.

34 . ib id . Page 710. C/F, U.N. Economic Survey's f in d in g s  th at the per ca p ita  
income bears no s ig n if ic a n t  r e la t io n sh ip  w ith  the proportion o f gross  
f ix ed  c a p ita l form ation in  GDP, among developing co u n tr ies . Indeed, 
some cou n tr ies  w ith  low per ca p ita  income (under $150) have a h igher  
proportion o f GFCF to  GDF. Morocco, Rhodesia and Nyasaland had propor
t io n  above 23^ w hile C hile fo r  example, w ith per cap ita  income of 
$350-2450 had a proportion o f between 8-11^ (1950-51 d a ta ) . U.N. : -  
World Economic Survey fo r  1959. Table I I -2  Page 62 .

35# For d e ta i l s  concerning the econom etric model form ulated and th e  empir
i c a l  v e r i f ic a t io n ,  see the a r t i c l e .  As a D iscu ssion  Paper f o r  the U.S. 
AID, Chenery and S tr o u t's  e ssa y  covers more than a proposal fo r  e s t i 
mating aid needs during the p rocess o f developm ents. I t  a lso  d ea ls  w ith  
major asp ects o f  fo re ig n  a id  and econoiiic development; thus proposing  

the means o f  maximising the e f fe c t iv e n e s s  o f a s s is ta n c e , ju s t i fy in g
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T h eir  concept o f  s e l f  h e lp  i s  narrow ly d efin ed  in  term s o f  d om estic  a u ster 

i t y  e f f o r t s  or as th e y  p u t , "the m o b il is a t io n  o f  dom estic  sa v in g s  w hich we 

ta k e  t o  be th e  e sse n c e  o f  th e  s e l f - h e l p  p r o b l e m , T h e y  a r e ,  th e r e f o r e ,  

concerned e s s e n t ia l ly  w ith  sa v in g s  l im it a t io n  to  th e  achievem ent o f  a ta r g 

e te d  growth ra te  o f  th e  economy. The gap to  be f i l l e d  or  narrowed i s  the  

sa v in g  gap#

In  t h e ir  open-econoray m odel, th e y  id e n t i f y  th r ee  c a te g o r ie s  o f  c o u n tr ie s  

from th e  stan dpoin t o f  th e  c o n d it io n s  fa v o u ra b le  o r  unfavourab le  to  the  

achievem ent o f  per c a p ita  growth r a te  o b j e c t iv e .  The th r e e  ty p e s  are g iven  

by f u lf i lm e n t  o f  th e  c o n d it io n s :

( l )  h + r S (0) = where h = ta r g e t  growth r a te  in  p er  c a p ita  GNP
k r = p o p u la tio n  growth r a te .

(2) ■qO h + r s(0 ) = i n i t i a l  average prop en sity  to  save
^ k IGOR

( 3) h + r 'qO = i n i t i a l  rate o f  growth o f  c a p ita l  and
GNP.

+ u = per ca p ita  marginal savings r a t io
'qu = long run rate o f growth o f c a p ita l  and

GNP.

+ Fei and Paauw’ s c r u c ia l savings fu n ctio n  i s  that which p o stu la te  in cron en ta l

per ca p ita  savings as a constant f r a c t io n , u , o f increm ents in  per ca p ita

income, which they r e fe r  to  as the per ca p ita  m arginal savings r a t io  (PMSR)

35. Gont * d
the importance o f  more rapid growth and arguing fo r  th e pursuance o f  
th e 'r ig h t' p o l ic ie s  by both donor and rec ip ie n t cou n tr ies  in  th e  
quest fo r  maximising the development o f L.D.C, s .

36 . John F ei and Douglas Paauw:-  'F oreign  A ssistan ce and S e lf-H elp ' : A 
R eappraisal o f  Development F in an ce .' Review o f  Economics and S t a t i s t i c s . 
N o.47 , Aug. 1965 , Pages 251-267.

37 . A wider meaning and perhaps comprehensive d e f in it io n  o f ' s e l f -h e lp '
i s  provided by R.F. M ikesell : " ( i t )  has to  do w ith  Governmental p o l ic 
i e s  and a c t i v i t i e s ,  p lu s  those o f  p r iv a te  firm s and o f s o c ia l  or 
community o rg a n isa tio n , d irected  towards an improvement o f  both econ
omic perfom ance and th e s tru ctu ra l con d ition s required fo r  broad ly- 
based development. T his s e lf -h e lp  measures would encompass: (a) f in 
a n c ia l p o l ic ie s  and programmes designed to  encourage p r iv a te  sav in gs  
and productive investm ent, in c lu d in g  both f i s c a l  and monetary p o l ic 
i e s  . . .  (b) land reform measures designed to  in crea se  a g r ic u ltu r a l  
output (ahd where re lev a n t, p la ca te  land-hundry p e a sn a ts ) , (c ) good 
planning and budgetary management, (d) foreign-exchange and trade  
p o l ic ie s  designed to  prcmiote exp orts and avoid uneconomic import 
su b stitu tio n ; (e) preparation o f  good investm ent p ro jec ts  fo r  im ple
menting the economic plans; and ( f )  the form ulation  o f s o c ia l  progra
mmes and p ro jec ts  at a l l  le v e l  o f government and non-govermental groups.*  
R .F .M ikesell: -  The Economics o f Foreign Aid. o p .c i t . Page I 57 .
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Cf-intries m eeting the f i r s t  co n d itio n , in  which the combined sura of 

t a r g e t  growth rate o f per ca p ita  GNP and population  growth ra te  are c le a r ly  

below  tie i n i t i a l  growth ra te  o f  c a p ita l and GNP, are a p r io r i  developed  

economics and w i l l  be exporting  c a p ita l ratherthan im porting i t .  Most dev

e lo p in g  cou n tr ies  however, are l ik e ly  to  f a l l  w ith in  the o th er  two categor

i e s .  Ii th e  interm ediate category  2 , fo re ig n  savings w i l l  be required but 

a id  w il. have a f in i t e  term ination  d ate . In t h is  case th e  long-run growth 

rat e o f both GNP and C ap ita l -  in  other words the r a tio  o f PMSR and ICOR -  

i s  grea'er than the current ta rg e t growth ra te  o f  per ca p ita  income h , p lus  

th e rate o f growth o f the population  r . However, in  th e unfavourable case  

3 , whert ta rg et growth ra te  o f  per ca p ita  GNP and population  growth rate  

combinée to g e th er , i s  g rea ter  than the long-run growth ra te  o f c a p ita l and 

O^P, foreign aid  w i l l  be required fo r  an in d e f in ia te  period w ith  th e 'fo re ig n ' 

sa v in g s '/dcm estic income r a t io  ev en tu a lly  approaching a con stant value so 

th a t  the absolute volume o f  fo re ig n  aid w i l l  grow at a constant ra te  equal 

to  ra te  of growth o f GNP and h + r .

Prcm the standpoint o f  fo re ig n  aid p o lic y , the interm ediate case 2 i s  

regarded by the authors as 'g a p - f i l l in g '  in  the sense th at fo re ig n  savings 

complements the cou n try 's own s e lf -h e lp  e f f o r t s ,  th e  su ccess o f  which i s  

in d ic a te !  by th e  achievement o f  a c r u c ia l le v e l  o f  PMSR. To ensure eventual 

s e l f - s u f f ic ie n c y  in  fin a n ce , i t  i s  necessary th a t th e in flow  o f  fore ign  

sav in gs must be adequate to  f i l l  the gap c o n s is te n t ly .  However, i t  should 

be noted that su ccess in  ach iev in g  an adequate growth rate o f  PMSR, and 

hence an eventual aggregate savings r a t io  c o n s is te n t  w ith  s e lf - s u s ta in in g  

growth, i s  an incom plete in d ic a to r  o f  the movements in  the complex fa c to rs  

th a t  make-up the development p ro cess . I t  i s  p o ss ib le  fo r  such in d ic a to r  

to  be m isleading, in  sp ite  o f  i t  being based on r e l ia b le  s t a t i s t i c s  sin ce

i t  may simply r e f le c t  an improvement -  temporary perhaps -  in  th e  cou n try 's
38terms o f trad e. In case 2 the term inal date w i l l  depend on th e  movements

38. C/P. The Im p lica tion s o f s e l f -h e lp  in  fo o tn o te  37 above.
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of other parameters as w e ll .

For the 'h o p eless ' c la s s  of co u n tr ie s  in  category 3 , a ss is ta n ce  i s  

regarded as 'gap-narrowing' because permanent and p o ssib ]y  ever-w idening  

gap between domestic saving  and investm ent le v e l  e x i s t s .  Without g rea ter  

s e lf -h e lp  e f fo r t s  to  m o b ilise  sa v in g s, and th e r e fo r e , r a ise  HvSE^constant 

rate o f growth w ith  a term inal date fo r  a id  cannot be achieved . In  t h i s  

s itu a t io n  fore ign  a ss is ta n c e  must be conditioned  to  producing leverage  

e f f e c t s  on the dom estic savings p o l ic y .  Technical a ss is ta n c e  may p lay  an 

important ro le  in  improving the in s t i t u t io n a l  framework (fo r  sa v in g s ) ,

Most o f  th e  developing cou n tr ies  fo r  which term inate dates e x i s t ,  are l ik e ly  

to  experience the 'hum p-scaling' process o f fo re ig n  c a p ita l usage as opposed 

to  p assing  through a 'g l id e  path' where th e growth ©■f dom estic sav ings oper

ate con tin u a lly  to  reduce aid requirem ents. In the former c a se , required  

a ss is ta n c e  w i l l  in crease  fo r  a number o f  years b efore reaching a peak from 

which i t  begins to  d e c lin e . The downward trend b eg in s  when dom estic saving  

has grown to  the po in t where i t  can beg in  to  narrow the gap between savings  

and required investm ent.

F ei and Paauw's em p irica l v e r i f ic a t io n  p erta in s  to  th ir ty -o n e  selected  

developing co u n tr ies . They estim ated th e  va lu es o f the primary parameters 

o f th e ir  model from a v a ila b le  data and to g e th er , w ith  i n i t i a l  population  and 

GNP e s tim a te s , have ca lc u la te d  the aid  term ination  d a te s . The term inal date 

or la ck  o f i t ,  forms the b a s is  fo r  grouping cou n tr ies  in to  the appropriate 

category . I t  i s  in te r e s t in g  to  note th a t o f th e 31 co u n tr ies  analysed, 22 

f a l l  in to  case 3 w ith no determ inate d a tes  fo r  the c e s sa tio n  o f foreign  

a s s is ta n c e . Among than are In d ia , B r a z i l ,  Turkey, N ig er ia  and Ghana. Among 

the e ig h t cou n tries  th a t are in  th e in term ediate c la s s  are P ak istan , Mexico 

and Taiwan. Their c a te g o r isa t io n  o f co u n tr ie s  d if f e r s  con sid erab ly  from 

Chenery and S tr o u t 's . For example, In d ia  and B ra z il among oth ers met the  

Chenery-Strout savings c r i t e r io n . An important by-product o f th e ir  em p irica l 

a n a ly s is  -  w ith obvious op eration a l va lue -  i s  that fo r  the e ig h t co u n tr ies  

in  case 2 , "our model s tru ctu re  enables us to  c a lc u la te  not only the tim e-
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path o f c a p ita l in flow s but a lso  a co n s is ta n t s e t  o f  tim e-p ath s fo r  the  

improvement o f domestic planning v a r ia b le s  (Y .C .K .I.8 . and population  

g r o w t h ) T h e s e  l a t t e r  v a r ia b les  should enable the p lanners to  adjust 

th e ir  s e lf -h e lp  programmes to  the fo re ig n  a ss is ta n ce  committed.

The co n tr ib u tion  o f P e i and Paauw's a n a ly s is  to  fore ig n  a id  p o lic y  and 

adm inistration  can be regarded as tw o-fo ld . F i r s t ,  th e ir  in s is ta n c e  on an 

e x p lic it  and productive ccxnmitment on the part o f the r e c ip ie n t  to  a p o lic y  

of 's e l f -h e lp '  as a co n d ition  fo r  a id , may be taken as a condemnation o f  

the minor ro le  economic fa c to r s  p lay in  aid  a llo c a t io n . Furthermore, i t  

rein forces  my e a r l ie r  p o in t th a t the 'c r u c ia l determ ining fo r c e s  fo r  ach

iev in g  the long-run s o c ia l  and economic development o f a develop ing country 

must in v a r ia b ly  come from w ith in . F ei and Paauw see the ro le  o f  fore ign  

a ssis ta n ce  as e s s e n t ia l ly  supplementing the dom estic e f fo r t  and not suppla

n tin g  i t .  C apital must be committed on the b a s is  o f  s e lf -h e lp  m easures, 

otherw ise " cap ita l a ss is ta n c e  alone w i l l  m erely permit a country to  l i v e  

beyond the m e a n s . A  p o lic y  o f p u llin g  ones s e l f  up by own b ootstrap s  

i s  not only more l ik e ly  to  succeed than any o th er, th e  attendant s p ir i t  o f  

personal s a c r i f ic e ,  perseverance, determ ination, and the experience gained  

by t r ia l s  and erro rs , are b e n e f ic ia l in  moulding community's v a lu e s , out

look  and n ation al p r io r i t i e s .  F ei and Paauw recogn ise th a t i f  s e l f -h e lp  

i s  to  provide in  each underdeveloped country a p o s it iv e  in ce n tiv e  fo r  max

imum n ation a l e f fo r t s  to  in crease  i t s  rate o f growth, eq u ity  co n sid era tio n s  

are l ik e ly  to  be ir r e le v a n t i f  not m islead in g . Secondly, th e ir  s t a t i s t i c a l  

eva lu a tion  o f the recent experience o f some o f the lead in g  developing countr

i e s  provides aid adm in istrators w ith  opportunity o f  ap p reciatin g  f u l ly  the 

ta sk  ahead of them in  each o f th e ir  c l ie n t  s t a t e s .  The flow  o f a id , the  

advice and leverage supporting i t  are l ik e ly  to  d if f e r  in  a n o n -v ia b le , 

p erp etu a lly -a id ed  country from those ap p licab le  in  s e m i- in d u s tr ia lise d ,  

medium s iz e  (population -and-resources-w ise) country which has already taken

39. F e i and Paauw. o p .c i t . Page 264. See a lso  Table 3 , Page 265.

40 .  ib id .
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o f f .  The obvious c r it ic is m  o f P ei and Paauw’ s sav ings gap a n a ly s is  i s  i t s  

complete s ile n c e  on the problems connected with absorptive cap acity  and 

fore ig n  exchange c o n s tr a in ts .

A CRITIQUE OF RESOURCE GAP ANALYSIS

I have d ea lt  w ith , at some len g th , the major e lan en ts o f  the resource  

gap a n a ly s is  and have reviewed two popular s tu d ie s  on the su b je c t . Most 

of the people concerned -  econom ists, aid  adm inistrators and p o lit ic ia n s  

a lik e  do not doubt i t s  importance in  e lu c id a tin g  our knowledge or in  in te n s 

ify in g  our appreciation  o f  the re la tio n sh ip  between fore ig n  resource a s s i s 

tance and economic development in  L .D .C ,s. There i s  some kind o f in e v ita b 

i l i t y  about i t .  The p o l i t i c ia n s  in  fo r  example the U.S. C ongress, B r it ish  

Parliament or German Bundestag, need to  have more than ju st a vague id ea  

of the enormous task  o f development which th e ir  r ich  co u n tr ies  are c a lle d  

upon to  imburse. Aid adm in istrators need to  have a comparative assessment 

of the problems and required needs o f  th e cou n tr ies  competing fo r  th e ir  

a ss is ta n c e . The counterparts o f  th ese  decision-m akers in  the developing  

cou n tries  -  th e  leaders and th e  c i v i l  servan ts are in  s im ila r  need# Complex 

and d i f f i c u l t  process o f  development demands f u l l  id e n t i f ic a t io n  and apprec

ia t io n  o f the gap between th e n ation a l ta r g e t and the short-term  c a p a b il i t 

i e s  of the economy. Such need s tr e s s e s  beyond rh eto r ics  and exhortations  

about development. The t e s t  o f  a su c c e ss fu l economic p o lic y  i s  to  be found 

in  correct and e f f e c t iv e  adjustm ents to  short-term  c o n s tr a in ts . The contro

versy  which gap estim ation  has aroused, i s  not so much cen tered  on the  

d e s ir a b il i ty  and short-hand f in a n c ia l eva lu a tio n  inherent in  such quantita

t iv e  a n a ly s is , rather i t  i s  whether econom ists and accountants have the  

necessary to o ls  fo r  r e a l i s t i c  eva luation  o f needs which to  a large degree 

are q u a lita t iv e  and in s t i t u t io n a l .

The gap approach has c e r ta in  m e r its , i f  i t s  l im ita t io n s  are borne in  

mind. The problems asso c ia ted  w ith absorptive cap acity  are the essence  

of underdevelopnent and, th e r e fo r e , preclude th e p o ss ib le  su ccess  o f  a 'b ig -  

push’ f in a n c ia l efi'ort to  steam r o l l  th e  s o -c a lle d  emergent co u n tr ie s  in to
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developed and /o r  in d u str ia l n ation s overn ight. The savings b o ttlen eck  

r e f le c t s  a v ic io u s  c ir c le  o f p overty , in  which a la is s e z i- fa ir e  government 

could 'trap ' i t s  s o c ie ty . The fore ig n  exchange shortages r e f l e c t s  the 

in f l e x ib i l i t y  in  the use o f  dom estic and fo re ig n  resources and o f  s tr u c t 

ural d isp osa l o f income generated. I t  has a lso  been seen as the consequence 

of a bad development p o lic y  which assumes the trade gap as a n ecessa iy  

con d ition  o f the development p rocess. H .J, Bruton, fo r  example, argues 

that the trade gap i s  the r e s u lt  o f an a llo c a t io n  ̂ cr iter io n  which favours 

the establishm ent o f consumer-goods import su b s titu tio n  in d u str ie s  as opposed 

to  the c a p ita l goods s e c t o r .^  Such a llo c a t io n  i s  gap producing ratherthan  

gap preventing . The trade gap w i l l  develop in e v ita b ly  in  a la t e r  stage o f  

the development p ro cess . He co u n se lls  a p ro jec tio n  o f stru ctu re  and a l lo 

ca tion  o f investment in  such a way as "to seek to  prevent gaps in  the s tru c 

ture from emerging. The a llo c a t io n  c r i t e r ia  -  p referab ly  a s o c ia l  marginal 

p ro d u c it iv ity  one -  must be gap prevention  ratherthan the le a s t  disadvantaged
4.2or some other co st based argument." Y et, the trade gap s t i l l  remains 

the major external co n stra in t to  growth and development p lanning. The 

Pearson Commission emphasizes i t s  d e b il i ta t in g  e f f e c t s  on developing countr

i e s  : "the experience o f co u n tr ies  summarised . . .  bear out our b e l i e f  th a t  

th ere are many s p e c if ic  in sta n ces  in  which fo re ig n  exchange c o n stra in ts  im

pede development e f fo r t s  due to  sev era l i n a b i l i t i e s ,  v iz  to  provide s u f f i c 

ie n t  raw m ateria ls  to  maximise p lant u t i l i s a t i o n ,  provide s u f f ic ie n t  spare 

p arts to  m aintain m achinery, expand economic in fra stru ctu re  on a tim ely  b a s is ,  

purchase adequate supply o f  f e r t i l i s e r s ,  and fin an ce research f a c i l i t i e s  o f  

a l l  k inds.

The id e n t if ic a t io n  and c la s s i f i c a t io n  o f th e  s tru ctu ra l im balances and 

b ottlen eck s in to  the sav in gs-in vestm en t, trade and absorption gaps serve a 

u se fu l purpose both a n a ly t ic a lly  and o p e r a tio n a lly . However, the d is t in c t io n  

between than must not be o v erstressed . I have already referred  to  the

41# H.J. B ruton:- 'The two Gap Approach to  Aid and ’development Comment'. 
A.E.R. June 1969, o p .c i t . Page 4-39-446.

42 . ib id . Page 445.

43 . Pearson Report o p .c i t .  Page 78.
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in te r r e la t io n sh ip  between th e savings and trade gaps. The incremented  

ca p ita l-o u tp u t r a tio  (iGOR) i s  not only a r e f le c t io n  on te c h n ic a l p o s s ib i l 

i t i e s  but a lso  on absorptive ca p a c ity . The l a t t e r ,  being a major contribu

tory  fa c to r  to  i t s  d ec lin e  over tim e. Savings ra tes  are a lso  a fu n ction  o f  

in s t i tu t io n a l  arrangements, such as the b u siness s tru c tu re ,sa v in g s  i n s t i t u t 

io n  and c a p ita l  m arkets, to g e th er  with environmental fa c to rs  favouring or  

unfavouring lo c a l  th r if tn e s s ,  and government f i s c a l  p o l ic ie s  e s p e c ia l ly  o f f 

i c i a l  a t t itu d e s  and keeness towards both p r iv a te  and public  resource m obil

iz a t io n  and other s e lf -h e lp  m easures. These in s t i tu t io n a l  and environm ental 

fa c to r s  p lus th e  p rev a ilin g  s o c ia l  va lu es should be regarded as important 

elem ents in  the absorptive cap acity  fo r  su sta ined  growth and development.

A ll the a ttr ib u te s  of a v ia b le  and growing economy, whether r e la t in g  to  sav

in g s  export or investm ent, are e s s e n t ia l ly  in te r r e la te d .

One may in q u ire as to  which gap poses the most d i f f i c u l t  problems to  

r e s o lv e . This may be an ir r e le v a n t and wrong q uestion  to  ask s in c e  the  

c h a r a c te r is t ic s  and sta g es  o f development w i l l  determine the most co n stra in 

in g  fa c to rs  at any given manent. Chenery and SÎrout in s i s t  on fin a n c in g  

th e most r e s t r ic t iv e  con stra in t as a means o f maximising the e ffec tiv en ess  

o f  fo re ig n  a s s is ta n c e . I f  we ignore nation a l d is p a r it ie s  we are l i k e l y  to  

f in d  that th e  stage o f development fa c to r  determ ines a p r io r ity  ord er, o f  

lim ite d  absorptive ca p a c ity , fo re ig n  exchange, and savings c o n s tr a in ts  fo r  

most o f the developing cou n tr ies  o f  A fr ica . On the other hand, in  th e  

r e la t iv e ly  advanced cou n tr ies  o f  L atin  America l ik e  Mexico and C h ile , or o f  

Southern Europe l ik e  G reece, Turkey and Y ugoslavia , th e  order may be fo re ig n  

exchange, savings and absorptive c a p a c ity . The important po in t to  note i s

th a t savings tend to  be a l e s s  c r i t i c a l  con stra in t ( in  tern s o f a b i l i t y )  to  

overcone than the fo re ig n  exchange sh ortages. At le a s t  fo r  th e former 

group) o f c o u n tr ie s , I  b e lie v e  th a t a sid e from te c h n ic a l a ss is ta n ce  and other  

s im ila r  measures fo r  in crea sin g  absorptive c a p a c ity , a removal o f th e  fo re ig n  

exchange co n stra in t i s  the most important fu n ction  o f  f o r e ig i  c a p it a l .

While fo re ig n  resources at one and the same time a lso  provide a temporary
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supplement to  sa v in g s , the expanding le v e l  of investm ent thus made p o s s ib le ,  

togeth er  with appropriate f i s c a l  and monetary measures fo r  in crea sin g  sav in 

g s , should rapidly e lim in a te  any short-term  savings gap. Those who have 

l e s s  f a i t h  in  such co rr ec tiv e  v ir tu e  o f  the economic mechanism have argued 

th at the savings shortage i s  a self-im p osed  one. Given th e  necessary- 

p o l i t i c a l  w i l l ,  a government can ex tra c t from i t s  people any amount o f econ- 

cxnic surplus d esired . B es id es , the fa c to r s  determ ining th e trade gap are 

to  a considerab le degree in flu en ced  by ex tern a l fa c to r s  such as the trade  

and fo re ig n  aid p o l ic ie s  o f  the developed co u n tr ie s . Although i t  has been 

suggested  th a t the avoidance or e lim in a tio n  o f  the fo r e ig n  exchange co n str 

a in t can be more amenable to  p o lic y  measures -  such as dom estic p r ice  ad ju st

ment and devaluation  -  than the savings l im ita t io n , the ad m in istrative  

d i f f i c u l t i e s  inherent in  p r ice  co n tro ls  and the relu ctancy  on the part o f  

governments to  devalue, in variab ly  reduce such p o lic y  a lte r n a t iv e s . Indeed 

the experience o f  developing cou n tr ies  su ggests th a t in  p ra c tic e  th e  trade  

gap i s  o ften  more ’ s tru c tu ra l' than g en era lly  im agined. I t  can hardly be

reduced in  the short-run w ithout a f fe c t in g  adversely  th e growth rate o f the

44econany or the stru ctu re o f  government expenditures. I t  i s  the e x i s t  nee 

o f such an in f le x ib le  mechanism o f adjustment which u n derlin es the ex isten ce  

of the saving and trade gaps as separate phenomena. The eq u ilib r a tin g  re

a c t io n s  in  investm ent, savings and trade behaviour which n e c e ssa r ily  take 

p la ce  over tim e, i s  the essen ce o f th e  development p ro cess . I  have a t various  

tim es hinted at th e  major flaw s in  th e  gap a n a ly s is  and the estim ation  o f  

fo r e ig n  a ss is ta n ce  needs o f  the develop ing co u n tr ie s .C r it ic ism s o f gap e s t i -  

m ation a n a ly s is  abound in  the l i t e r a tu r e .

44* See above Chapter 5 and Teresa H ayter:- Aid as Im perialism . op. c i t  »

45* For d e ta iled  c r it iq u e  o f  the gap approach to  a id  and development see
e sp e c ia lly  (a) Paul S tr e e te n :-  'In tern a tio n a l C apita l Movement' o p .c i t . 
Pages 19-25; (b) R.F. M ik e se ll; -  The Economics o f  Foreign Aid. o p .c i t . 
Pages 91-99; (c; J.H . F ei and G. R an is:- 'F oreign  A ssistan ce and Econ
omic development : Gemment' A.E.R. V ol. 58, 1968; (d) H .J. Bruton:-  
'The two-Gap Approach to  Aid and Development : Comment ' A.E.R. June 
1969 . o p .c i t . Pages 439-446; (e) R. M aris:- 'Can we measure the needs 
fo r  Development A ssistan ce? ' E .J . Sep t. 1970; and ( f )  A. M a ize ls :-  
Exports and Economic Growth o f  Developing C ountries, o p .c i t .  C hapt.2.
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The Gheneiy-Strout model (plus th e development theory anchored to  i t )  

i s  gen era lly  chosen as the ty p ic a l example fo r  c r i t i c a l  exam ination. The 

conduct o f such exam ination can be d iv id ed  b a s ic a lly  in to  th ree le v e ls :  the  

th e o r e t ic a l and em p ir ica l, the developmental p ro cess , and th e  question  o f  

relevancy to  the actual d is tr ib u t io n  p a ttern .

THEORETICAL AKD EMPIRICAL CRITIGISAtS. The Che ne ly -S  trout econom etric model 

has been c r i t i c i s e d  fo r  not em phasising the in te r r e la t io n sh ip  between the 

v a r ia b le s  in  the three co n str a in ts  e s p e c ia l ly  th a t between th e sav in gs and 

trade gaps (See reference in  f / n .  4 5 f ) , fo r  not g iv in g  g rea ter  emphasis to  

the importance o f  in crea sin g  s k i l l s ,  improving organ isa tion  and other fa c 

to r s  that improve the absorptive cap acity  (45b ) .  Bruton has argued that 

the d is t in c t io n  between th e savings and trade gaps -  as an em p irica l phen

omenon i s  a r a r ity  and b e lie v e s  i t s  exp lanation  as a stru ctu ra l phenomenon 

to  be most u n lik e ly . "The d is t in c t io n  i s  not due to  some inherent charact

e r i s t i c s  o f the development process (and th ere fo re ) i s  unacceptable (45d 

Pages 443- 443) • The b a s ic  assumptions about the c r u c ia l v a r ia b le s  that 

underline the fu n ctio n a l r e la t io n sh ip s  o f the savings-investm ent and fore ign  

exchange gap models have been subjected  to  the same so r t o f c r i t ic is m s  as 

the Harrod-Domar t h e s i s .  The investm ent fu n c tio n , the saving fu n ctio n  and 

th e  IGOR have t h e ir  major weakness." The preoccupation w ith c a p ita l  makes 

th e so lu tio n  o f th e  development problem appear both e a s ie r  and more d i f f i 

c u lt ;  e a s ie r  because i t  su ggests  th a t i f  only more c a p ita l were provided  

frcm abroad, growth would be acce lerated ; more d i f f i c u l t ,  because i t  neg

l e c t s  the numerous ways in  which output can be ra ised  w ithout su b sta n tia l 

c a p ita l expenditure . . .  much investm ent make no con tr ib u tion  to  development

(p a la c e s ) , or i s  wasted (u n d eru tilised  in d u s tr ia l cap acity  and ir r ig a t io n ) " 

(45a Page 2 1 -2 2 ). The use o f  a s ta b le  ICOR has been questioned w hile there  

are seriou s doubts about th e b a s ic  assumptions o f the saving fu n ctio n  em

ployed in  the ty p ic a l  sa-'/ings-constrain t model. " . . .  there i s  inadequate 

s t a t i s t i c a l  b a s is  fo r  the assumption th a t a country i s  poor, in  th e  sense 

o f  having a low per ca p ita  inccane, i t  n e c e s sa r ily  has a low sav in gs ra tio  

which can only  be ra ised  over tim e as income in cr ea se s  . . .  I t  i s  my conten tion
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th a t the behaviour o f savings in  developing co u n tr ies  has so fa r  been too  

e r r a t ic  to  provide a b a s is  fo r  fo re ig n  aid  model in  which th e  m arginal sav

in g s  ra tio  c o n s t itu te s  a c r i t i c a l  variab le"  (45b Pages 93, 9 6 ). M ikesell 

a lso  doubts th e  indepenaercyof th e  savings and investm ent fu n c tio n s . Indeed, 

he goes on to  suggest that th e ra te  o f productive investm ent as determined 

by investm ent op p o rtu n ities  and the in c e n tiv e s  fo r  tak ing advantage o f them, 

i s  the most important determ inants o f savings (45b Page 9 6 ). Apart from th e  

doubts expressed about the s tr u c tu r a l r i g id i t i e s  th a t crea te  and m aintain  

the fore ign  exchange gap, r e fu ta tio n  has a lso  been made about what S treeten  

con sid ers as a m isleading assumption o f a trade con stra in t model: namely that  

"aid and trade are su b s t itu te s  in  the p rov ision  of finance fo r  development" 

(45a Page 2 l ) . The meaning, em pirical v a l id i t y  and the s ig n if ic a n c e  of  

the parameter va lu es derived e i th e r  fo r  estim a tin g  the s iz e  o f  a ss is ta n ce  

required or th e tim e-parh o f such f lo w s , have been questioned by th e  various  

s tu d ie s  c i t e d .  "Both types o f gap c a lc u la t io n  use qu ite u n re lia b le  data to  

arrive  at m islead ing  aggregates" (45a Page 2 2 ). The use o f ex post experience  

as the b a s is  fo r  ex ante p r o je c t io n s  can crea te  d i f f i c u l t i e s  u n le ss  adequate 

p rov is io n  i s  made fo r  a lte r n a t iv e  p o lic y  changes. In the Chenery-Strout 

m odel, the d is t in c t io n  among th e phases i s  considered  to  be too  a r t i f i c i a l .

The experience o f  most developing co u n tr ies  i s  th a t the three gaps are usu

a l ly  in term in gled , i f  not occuring con cu rrently . There i s  inadequate h is 

t o r ic a l  evidence to  suggest th a t they  occur in  seq u en tia l fa sh io n  or that 

the process o f development w ith  or w ithout fo re ig n  a ssis ta n ce  n e c e s sa r ily  

fo llo w s  the s ta g e s  as p ostu la ted  by Chenery and S trou t. In exp ressin g  th e ir  

reserv a tio n s about the model, th e  phasing a n a ly s is  and the em p ir ica l v e r i f 

ic a t io n  method used by Chenery and S tro u t, P e i and Ranis, contend th a t "while 

the th e o r e t ic a l part o f th e ir  t h e s i s  i s  based on somewhat in d e f in i t e  b e-  

h a v io u r is t ic  assumption (a p t itu n a l, s o c io - p o l i t ic a l  machinery e t c . )  marginal 

to  the domain o f economic th eo ry , the em pirical part o f the a n a ly s is  i s  

saddled w ith  as y e t unsolved id e n t ic a t io n  problems" (4 5 c ). In a rep ly  to  

P ei and R an is's  comment, Chenery and Strout conceded the flaw s in  th e ir
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phasing analysis*  The concept o f a phase had been suggested sim ply as a 

planning device rather than as a b a s is  fo r  h is to r ic a l  a n a ly s is .  ’The pre- 

c r ip tio n  of a given sequence o f  phase i s  not cen tra l to  our a n a ly t ic a l sch

eme . ’ The gap model, in  i t s  ’crude’ form is s e e n  as e s s e n t ia l ly  s t a t ic  

and a method o f dynamising i t  has been suggested  (45a) •

I have d ea lt w ith some o f the problems surrounding absorptive cap acity  

in  the e a r l ie r  part o f t h i s  s e c t io n . I  want to  add a word or two h ere.

The ca p ita l-a b so rp tiv e  approach e s p e c ia l ly  as formulated by s t a f f  o f the 

World Bank a rr iv es  at a developing country’s t o t a l  and requirem ents by 

adding up, s e c to r  by s e c to r , the value o f  the p o te n t ia l investm ent p ro jec ts  

which are regarded as econom ically  f e a s ib le  and te c h n ic a lly  capable o f  im

plem entation, and then c a lc u la te  th e resource gap fo r  executing  them. This 

m ethod's e s s e n t ia l  d ifferen ce  from the savings and trade c o n s tr a in ts  models 

i s  the absence o f aid  determ ination by m athem atically so lu b le  fu n c tio n a l  

r e la t io n sh ip s . I t s  flaw  l i e s  in  the avoidance o f th e  nagging q u estion  as to  

why the ca lcu la ted  amount o f e x ter n a l c a p ita l i s  required and to  what u l t i 

mate purpose. Surely the cap acity  to  make productive use o f  c e r ta in  amount 

o f c a p ita l cannot e s ta b lis h  the ra tio n a le  fo r  ex tern a l c a p ita l requirements 

in  r e la t io n  to  the m otives and o b je c t iv e s  o f the supplying c o u n tr ie s .  

Purtheimore, in  terms o f  my e a r l ie r  approach to  the problem o f ex tern a l a ss

is ta n c e  fo r  in crea sin g  absorptive p o te n t ia ls  as opposed to  supplying extra  

funds fo r  p h y sica l investm ent, the o v er-r id in g  p o in t th at must be borne in  

mind i s  th at the abstract and in s t i t u t io n a l  nature o f the fa c to r s  in vo lved , 

makes the problem no l e s s  complex and pervasive than that o f  ap p recia tin g  

and c a lc u la tin g  the le v e l  o f s o c ia l  and econœ iic perfoim ance. I t  cannot be 

reduced to  a sim ple numerical ru le o f  thumb.

The development p ro cess . The a n a ly tic  framework o f  gap estim a tio n  a n a ly sis  

fundam entally su ggests a supplenentary ro le  fo r  ex tern a l resources as a means 

o f achieving ta r g e t growth ra te  o f n a tio n a l product which should lead  to

46 .  Chenery and S trou t. Appendage to  foo tn ote  45c above.
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the achievement o f s e lf - s u s ta in a b le  growth and eventual r is e  in  per cap ita  

standard o f l iv in g  o f a developing country. Should we look  at the process  

o f development w ith  fo re ig n  a ss is ta n c e  in  th is  sense o f  g a p - f i l l in g  or are 

there o ther e s s e n t ia l  is s u e s  which should preoccupy our minds in stea d  o f 

f in a n c ia l requiranent estim ation? P ei and Ranis have no doubt about th is#  

"The r e a lly  e s s e n t ia l  is s u e  o f any v ia b le  growth promotion p o lic y ,"  they  

a s s e r t ,  " is how to  f a c i l i t a t e  the various learn in g  p rocesses -  learn in g  to  

save , to  in v e s t ,  to  exp ort, to  engage in  e f f ic ie n t  import s u b s t itu t io n  w ith  

the help  o f  fo re ig n  a id  rather than how to  c a lc u la te  the fo re ig n  aid  re

quirements" (4 5 c ) . This emphasis on learn ing process analogous to  improving 

the absorptive c a p a c ity , i s  th e  end piroduct o f  t h e ir  in te r p r e ta tio n  o f the 

c h a r a c te r is t ic s  o f under development. They recogn ise the in s u f f ic ie n c y  o f  

volume aid  to  su b s ta n t ia lly  a l le v ia t e  the resource t ig h tn e ss  fa c in g  a dev

e lo p in g  country. They suggest th a t the f u l l  p o te n t ia l u se fu ln ess  o f  

fo re ig n  aid  must be viewed in  r e la t io n  to  the working o f the e n t ir e  econcmy 

ratherthan sim ply in  the con text o f  the a d d itio n a l resources made av a ila b le  

to  a given development programme or the array o f s p e c if ic  p r o je c ts  made 

p o s s ib le .  "The p r a c tic a l im p lica tio n  o f th is  in  a d u a lis t ic  economy is , t h a t  

the rea l p o te n t ia ls  o f a id  must be sought in  terms o f i t s  p o ss ib le  impact 

on the fu n ctio n in g  o f various c r u c ia l markets in  which the o v e r a ll perform

ance o f th e  economy i s  determined". The development and p e r fe c tio n  o f these  

(lab ou r, commodity and f in a n c ia l markets) and o th er markets " . . .  requ ires  

an in s t i t u t io n a l  transform ation that transcends the narrowly m a te r ia l is t ic  

p rescr ip tio n  fo r  su ccess (namely, the tr a d it io n a l planning fo r  re so u rce s) .

I have already expressed B ruton's doubt about th e assuned s tru c tu ra l  

and em pirical l in k  between the developnent process and the e x is te n c e  o f  the 

sav in gs and trade gap. Perhaps more important than t h i s ,  i s  h is  b e l i e f  

th at th e very id ea  o f  operating  a development p o lic y  w ith  a p r io r i assumption

47 . J.H . P ei and G. R an is:-  Development o f the Labour Surplus Economy 
Page 315 .
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about the appearance o f a trade gap in  th e  course o f developm ent, may 

perpetuate the maintenance o f  (maximum)growth-impeding p o l ic ie s  in  L .D .C .s 

(45d) • In the se c tio n  d ea lin g  w ith  the ro le  and fu n ction  o f  fore ig n  a s s 

is ta n c e , I suggest th a t th e  p r in c ip a l ta sk  o f fo re ig n  a s s is ta n c e  fo r  most 

o f contemporary developing co u n tr ies  must be to  a s s i s t  them in  making 

stru ctu ra l adjustments n ecessary  fo r  acce lera ted  s e lf - s u s ta in in g  growth.

Any co n stra in t to  be removed in  th e course o f such transform ation must be 

seen as part o f the s tr u c tu r a l change i t s e l f .  The amount and kinds o f  fo re ig n  

a ssis ta n ce  th a t can be employed in  f a c i l i t a t in g  t h is  transform ation depend 

very much upon the response and the degree o f  d ed ica tion  to  development in  

the developing co u n tr ies . We cannot indulge in  a ready c a lc u la t io n  o f  such 

requirements w ith a great degree o f con fid en ce. I  do not b e lie v e  th a t the 

primary purpose o f aid  ought to  be th at of an aggregate supplement to  do

m estic  resources necessary to  achieve a s p e c i f ic  rate o f  growth o f  per ca p ita  

output, except in  those co u n tr ie s  th a t have transformed t h e ir  s tru c tu re , 

h a v e 'ta k en -o ff’ and are making adequate and e f f ic ie n t  use o f  t h e ir  own resou rces. 

The question o f relevancy. In a way, the s ig n if ic a n c e  o f th e gap a n a ly s is  

i s  to  p ressu r ise  th e donors in to  in creasin g  th e ir  ccmnitments by showing the  

g lar in g  d iffe r e n c e s  between the to ta l  resources a v a ila b le  and the amount 

th a t ought to  be a v a ila b le  fo r  a rate o f development which th ey  concede as 

d e s ir a b le . The c h ie f  weakness o f  the gap a n a ly s is  must be i t s  minimal e f f e c t  

on the commitment and a l lo c a t io n  pattern  o f the major donor c o u n tr ie s . I t  

d ea ls  w ith  the demand co n d itio n s  fo r  aid  but renains out o f tune w ith  the  

r e a l i ty  o f supply c o n s id era tio n s . The DAC/OEGD Annual Review fo r  1969 sums 

up the c r u c ia l p o in ts  about the subject in  t h is  way: "Ever s in c e  th e f i r s t  

UNCTAD in  1964 , a ss is ta n ce  providera have been confronted w ith  ' gap' e s t i 

m ates, both g lob a l and fo r  in d iv id u a l c o u n tr ie s , o f actu a l and p rosp ective  

fo re ig n  exchange (savings and sk ill)r eq u irem en ts . Although th ese  gap 

s tu d ie s  have now obtained con sid erab le currency, they have f a i l e d  to  evoke 

s u f f ic ie n t  confidence on th e  part o f a ss is ta n ce -p ro v id ers  to  serve as a 

framework fo r  aid a l lo c a t io n . Apart from the v e iy  large margin o f s t a t i s t i c a l



Page 604

u icer ta in ty  surrounding th e c r u c ia l gap-determing parajnaters, any resource  

requirement estim ate i s  anchored on value judganents concerning the reason

ableness o f th e development ta rg e t and the le v e l  o f domestic e f fo r t s  which 

the developing country i t s e l f  i s  prepared to  make towards i t s  economic 

growth. The more am bitious the development o b jec tiv e  arid the lower the  

le v e l o f s e lf -h e lp  e f f o r t s ,  the la r g er  w i l l  be the resid u a l gap to  be met

by foreign  c a p ita l in flo w . Hence i t  w i l l  be a long-tim e b efo re  a id  i s  apt
48to be rationed among co u n tr ies  on the b a s is  o f  such gap es tim a tes ."

Group menbers o f co n so rtia  have in  a few ca ses  made ser io u s c o l le c t iv e  e f f 

or ts  to  meet or approach the a id  requirement f ig u r e s  emerging from evalua

t io n s ,  such as the World B ank's. However, th ese  e f fo r t s  have not resu lted

in  the r e c ip ie n t cou n tr ies  b ein g  disbursed more generously in  comparison to
4 9other developing co u n tr ie s .

48 . DAC/OECD;- Development A ssistan ce 1969 Review o p .c i t . Page 159#

49 . ib id . Page I 60 .



Page 605

VI

GDP, GDCF AH) AGGREGATE DEPRECIATION IN THE NIŒRIM ECONOl̂ îY

The nature o f  the primary s t a t i s t i c a l  m ater ia ls  a v a ila b le  i s  such th a t  

a knowledge o f th e  degree o f c a p ita l d ep recia tion  w ith in  the N igerian  

economy i s  e s s e n t ia l  fo r  th e  purpose o f s t a t i s t i c a l  eva lu a tion  o f fo r e ig n  

c a p i t a l ’s co n tr ib u tio n . No recent o f f i c i a l  estim ation  o f c a p ita l deprec

ia t io n  i s  a v a ila b le . The e a r l ie r  one fo r  1956-57 m ust, fo r  various reasons  

be trea ted  to  be out o f d a te . Okigbo estim ated fo r  both 1956 and 1957 ,ca p i

t a l  d ep recia tion , to be on average 55/= in  the p r iv a te  sec to r  and 45^ in  the  

p u b lic  s e c to r , thus th e n a tio n a l average being 50̂ o o f GDCF.  ̂ This ra te  o f  

d ep recia tion  was e x c e p tio n a lly  a high one, no doubt p a r tly  con trib u ted  to  

by th e  generous d ep rec ia tio n  allow ances and other in c e n t iv e s  schemes then  

a v a ila b le  and p a r tly  by the r e la t iv e ly  high p h y sica l d e ter io ra tio n  o f  c a p it 

a l a s se ts  in  tr o p ic a l co n d itio n s and the absence o f  th e  various a t tr ib u te s

o f an in d u str ia l environment l ik e  fo r  example a pool o f  s k i l le d  in d u s tr ia l
2

labour and maintenance en g in eers. P rofessor Aboyade has commented at some 

len g th  on th is  high ra te  o f  c a p ita l d ep reciation  during th e period  before  

Independence.^ However, there are grounds fo r  th in k in g  th a t the l e v e l  has 

f a l le n  below 50̂  ̂ in  th e  1960s. On one hand the in d u s tr ia l  environment has 

improved tremendously, w ith  a rap id ly  expanding modern in d u str ia l s e c to r .  

Improvements have taken p lace  in  the q u a lity  o f con stru ctio n  and maintenance 

o f c i v i l  en g in eerin g , b u ild in g s  and transport equipments, w liile d ep rec ia tio n  

con cession s by the government have s l ig h t ly  been reduced. On the o th er  hand,

1. See P. Okigbo:-  N igerian  N ational Accounts 1950-57, Table V II, Page 119«

2 . For fa c to rs  making fo r  a r e la t iv e ly  higher volume o f  c a p ita l investm ent 
per un it o f output in  the Tropics as conpared w ith  Europe or North  
America, see U .A .C .: -  S.E.R. No. 16, Sep t. 1955, a r t ic le  e n t i t le d  
'C apital Employed'.

3 . 0 . Oboyade: -  Foundation o f an A frican riconomy: -  A Study o f Investm ent
and Growth in  N ig e r ia , o p .c i t . Page 159.
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the expansion in  c a p ita l fo m a tio n  in  r e la t io n  to  GDP, and in  C apita l in ten 

s i t y  in  some in d u str ie s  l ik e  o i l ,^  i s  bound to  slow down the ra te  o f  f a l l  

in  depreciation  p ro v is io n s .

My estim ation  o f th e  appropriate l e v e l  o f  d ep recia tion  in  the N igerian  

econcxTiy i s  based on the fo llo w in g  ev id en ce . The U.N, Yearbook o f N ational 

Accounts S t a t i s t i c s  I 968 V o l. I I  g iv es  d ep recia tion  as percentage o f GDP fo r  

Sierra-Leone (1965) and Senegal (196?) as approximately 7?o.^ No s im ila r  

f ig u res  were given fo r  e ith e r  N igeria  or Ghana, but as co n d itio n s  in  a l l  

th ese  West iifrican  t e r r i t o r ie s  are by and large  s im ila r , one would expect 

the le v e l  o f dep recia tion  in  the la t t e r  co u n tr ies  to  approximate the T̂b o f  

the former. However, by r e la t in g  T/a o f GDir to  the known le v e l  o f GDCP in  

N ig er ia , we fin d  th a t d ep recia tion  in  19&3 fo r  example, accounted fo r  n early  

o f c a p ita l form ation. This le v e l  o f d ep reciation  i s  h igher than the 

le v e l  fo r  the m id - f i f t ie s  and a lso  because o f the reasons c ite d  above, i t  

i s  u n lik e ly  to  be correct fo r  N ig er ia . In com piling some s t a t i s t i c s  on 

c a p ita l form ation in  N ig e r ia , P rofessor Arthur Lewis estim ated  d ep recia tion  

" nP tionally  £t o f GDP" fo r  the year 1963 .^  This y ie ld s  a fig u re  o f  25^ 

o f GDCP, and which on p ast evidence must be regarded as b ein g  lower than the  

'tru e ' l e v e l .  I have thus decided to  take the middle course between the  

two e s tim a tes . C apital d ep recia tion  in  th e  N igerian economy at a le v e l  o f  

5/Ô o f GDP appears to  be a reasonable p r o p o s it io n . I t  corresponds to  about 

the same average le v e l  in  the Indian economy fo r  the period 1960-67^. I t  

i s  equ ivalent to  about 42̂ b o f  GDCP fo r  N ig er ia  in  1963, 8/6 lower than s ix  

years before and g iv e s  decreasing  margins in  subsequent years -  35^ o f GDCP

4 . C/p, K.M. Langley:-  'External Resource fa c to r s  in  N igerian  Economic 
Developnent. NJESS. V o l. 10 , N o.2 , J u ly  I 968 , o p .c i t . Table B1 Page
1 7 3 .

5 . U.N. S t a t i s t ic a l  O ffice  (NY): -  Yearbook o f N ational Accounts S t a t i s t i c s  
1968 , V o l. I I , Table 1.

6. W. Arthur L e w is :-  R e f le c t io n s  on N ig e r ia 's  Economic Growth, o p . c i t . 
Table 9 , f / n .  4 , Page 59 .

7 . U.N. S t a t i s t i c a l  O ff ic e : -  Yearbook o f N ation al Accounts S t a t i s t i c s  
1968 , V ol. I I .  o p .c i t . Table 1 .
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in  1966 , 33*5^0 in  I 967# I t  i s  in te r e s t in g  a lso  th a t i f  we r e la te  the  

known ' 5O/6 o f GDCP' estim ates  o f d ep recia tion  in  1956 and 1957 to  the  

GDP fo r  those y e a r s , the le v e l  of d ep recia tion  turns up to  be about 5*5^ 

o f the GDP, Thus fo r  s t a t i s t i c a l  eva luation  undertaken in  Chapter 8 and 

in  the re s t o f t h i s  study, the o f GDP' le v e l  i s  employed to  denote 

the s iz e  o f aggregate c a p ita l d ep recia tion  in  the N igerian econcsny.
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I / C  .A R.A.SCULE, Ph.D. THESIS 1974.
ABSTRACT

l s ^ ) |
prompted by two factors Wiloh thus provide the respective 

bases for the two parts to which i t  i s  divided. The f i r s t  i s  the Bost-1960 

international emphasis on economic development of the 'Third World* and the 

central role capital resources, flowing from the developed countries are 

expected to play in the development process. The second factor i s  my desire
(

to examine in details the way the developing eoonoî y of Nigeria has been

responding to such resources inflow. The methodology employed combines

ioal perspectives with o ritioa l appreciation of such flows as 'foreign a id ',

d irect investment and export cred its.

The introductoiy chapter gives a detailed analysis of the scope of,

and the rationale for th is  study, while chapters 2 and 3 respectively

examine in  a global context private and o ffic ia l resources flows. Chapter k

highlights the h istorical changes. The main flaws of the transfer system

are expounded in chapter 3 * the core of ny o ritio a l stance. Chapters 6,

7 and 8 deal with Nigeria. The concluding chapter 3 brings together some of S

the study's major inferences, emphasis being given to findings relating t o ^ ^

Nigeria's e%>erienoe. In the case of 'foreign a id ',  my thesis i s  that

Nigeria w ill be better*off economically, ooameroially and industrially , i f
o

she abandons altogether i t s  receipt, and instead divert her effo rts to seeking 

with other L.D.C.s the liberalisa tion  of world trade. As for foreign-owned 

investment, thou^  i t  continuously accounts for a major component of Nigeria's 

capital fom ation, i t s  small sise in relation to suggests that i t  is  not 

i t s  finance-capital aspect which is  of paramount importance to Nigeria, but 

the other qualitative components of the investment package -  namely manage-
1ment and technical expertise, here, policy suggestions in  the face of a fizmi;: 

entrenched usage center on ways and means of reducing such investment's

shortcomings and of increasing i t s  contribution to economic and social
^

developnent.


