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INTRODUCTORY CHAPTER Page 1
The purpose of this study is to look historically and
critically at the movement of resources for the task of
economic development, from areas and countries where they
are relatively abundant to areas and communities where they
are relatively scarce. The analysis broadly relates to the
glooal or international movement in the last hundred years
or so, and is reinforced with specific examination of the
experience during the same period, of a leading developing
country (Nigeria) in a typically developing continent
~"Africa). Hence the division into two parts. The
fundamental cause for capital movement is the unequal
endowment of different parts of the world with development
resources coupled with the differences in the level of
progress made by different communities towards improving
their living conditions. It thus becomes axiomatic to say
that as long as there exists a disparity in the level of
development (defined in a broad sense. See Appendix I)
achieved by different arecas of the world community, the

process of transferring development resources will continue

The international approach is prompted by several
factors. First, I do like to examine Nigeria’s experience
with a background of overall global experience and more
specifically with that of the so-called "Third Worla".
Secondly, the nature of the movement necessitates such an
approach. Resources are moved from the "rich" countries
to the "poor" countries and since the world is basically
divided between the rich and afluent donors/creditors and
the poor "needy" recipients, a meaningful approach must
encompass both. Thirdly, modern capital movement has now

become highly internationalized. Government participation
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is now a major feature. International institutes and
agencies have mushroomed to facilitate the movement, while
international involvement and commitment to a process of
accelerated development of the underdeveloped parts of
the world is on the increase. And fourthly, this approach
enables us to examine and appreciate the problems of capital
movement in the proper international setting. The problems
associated with Nigeria's experience are thus dealt with
within this international context, using wherever possible

international norms as basis for evaluation.

The main types of transferable resources featured in
this study are long-term foreign private direct investment
and other equities; Private Portfolio investment; long-
term foreign Government grants, loans and technical
assistance; grants, loans and technical assistance
transferred through multilateral institutions and agencies
like tne World hank Group; Short- and medium-term private
and official export (suppliers') credits and contractor's
finance advanced through the auspices of export promoting
agencies such as (the U.S.) Export-Import Bank and (the
British) Board of Trade Export Credits Guarantee Department

(EGGD).

International movement of any of these resources be
it capital, technical and professional skill, and/or human
manpower, has historically proved to be one of the major
channels for spreading economic and social progress, human
understanding and global inter-dependency.Hever before in
history has such a channel been more important than it 1is
today; never before have the flows been more vital and more

strategic for the progress of the under-developed two-thirds



Page 3
of tne world. Indeed it may be added, never has the
developed and industrial third oeen better placed to quicken
the pace, intensity and quality of such transfer. Today,

foreign investment is the largest source of international

economic contact, and ranks higher in value than world trade"

Foreign resource transfer into a "needy" country has
traditionally been associated with four main roles: to fill
foreign exchange and domestic savings gaps, skill shortages
which limit the absorption of other complementary inputs,
and lastly to increase population and manpower supply
The last role was very important during the period 1850-
1914 When'areas of recent settlements’ like tne United
States, Canada, Awustralia, New Zealand and South Africa
received substantial immigration from Europe as a basis
for their development. On a broader plane, foreign
assistance 1is seen as a means of assisting and guiding
developing countries in implementary official and private
measures to mobilize and allocate their human and material

resources for maximum social and economic progress

1. J. Clark:- The Financing of Foreign Investment in
Progress, Unilever Quarterly No. 1, 1970 London.
According to him, the 1968 estimate of the valueof
output of foreign - placed resources of DECD/DAC
members was #240 billion. World trade was valued
at "#213 billion. The gap between the two seemsto

be currently widening, judging by the figures given
by C. Levinson. See below Chp. 4 Page 191.

2. For a detailed analysis and criticism of the gap-
model approach to foreign assistance, see Appendix V.

3. Most development economists agree that development
assistance properly handled and utilized can aid
developing countries in their development efforts.
One notable and controversial exception is Professor
P.T. Bauer who sees foreign aid as a means of further
improverishing the poor countries. See especially
his two articles in (a) Two Views on Foreign Aid

Institute of Economic A ffairs Occasional Paper No.9,
London, 1966.

1
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Early recognition of the importance of international
investment and capital movement are to be found in the
economic histories of the "New World" and other "areas
of recent settlements",” however the first detailed studies
consisted of attempts to estimate the extent and
profitability (private as well as social) of capital
exports from the main investing countries viewpoint. These
were undertaken to assuage public opinion's traditional
antipathy towards overseas investment and its bias in
favour of capital investment for expansion at home. The
first studies were followed by theoretical elaboration of
the possiole oenefits and costs of overseas investment.
These too were carried out mainly from the view-point of
Che investing countries. After the end of tne second world
war, the next step was the attempt to look also at the
implications of foreign investment from the recipient/
deotor's point of view. In analysing Nigeria's
experience, this study thus aims at making a contribution
to this much needed process. The 1960's witnessed the
start of attempts to undertake a mathematical and economic

model approach to the relationship between foreign financial

3. Cont'd... (b) "Dissent on Development" Scottish Journal
of iolitical Economy Vol. XVI No. 1, Eebl 1968.
Professor Milton.Friedman of the "Chicago School"” has

expressed similar if less extreme views. He sees "aid"
as the least heipful device for raising the standard
of living of the third world. See his earlier article
"Foreign Economic Aid. Means and Objectives" in

J. Bhagwati and R.S. Eckaus (ed). Foreign Aid.

Peguin Modern Economic Readings London 1970. See also

Appendix III.

4. For example see W. Ashworth. A Short History of the
International Economy 1850 - 1950. Longman, Green 1952.

5. For some earlier works like those of Sir G. Paish and
O.K. I'Hiibson, see the publication by the Royal Institute

of International A ffairs entitled "Problems of
international Investment.
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injection and. economic growth in various developing
countries. Such analysis attempts to quantify the
advantages and gains, and possible loss to the recipient
country with a view to estimate the productivity of
external capital. This type of approach has largely Oeen
associated witn tne studies of Professor Hollis Chenery
and his collaborators on Greece, Israel, Pakistan, Taiwan
and othersA The perennial post-war balance of payments
difficulties in some of the leading developed capital
exporting countries have again aroused interest in, and
studies of the wisdom of continuing to invest abroad.

The latest works also reflect tne current preoccupations
with the growing power of the multinational firms,g and
the international efforts towards the rapid development of
Low-income Developing Countries (LDC's) through the flow

of concessionary official disbursement and multilateral

transfers in addition to privately organized flows.

This study is not mathematically orientated, for I

see the development process as a broad socio-cuitural.

5. (Cont’d..)
A Report by a Study Group of Members, Oxford University
Press 1937. See also C.R. Whittlesey - Foreign
Investment and the National Gain A ER Sept. 1933 and
A.K. Cairncross "Did Foreign Investment Pay?" Review
of Economic Studies, Vol. I11 1935-1936.

6. Some of tne Pioneering Studies are H. Singer's "The
Distribution of Gains Between Investing and Borrowing
Countries" A ER May 1950; Hla wyint - "The Gains

from International Trade and Backward Countries
Review of Economic Studies Vol. 22 1954-55; W.

Rosenburg:- Capital Imports and Growth - The case
of New Zealand Foreign Investment in New Zealand
1340-1958". E.J. March 1961. One of the earliest

works is S.H. Frankel's Capital Investment in A frica
Oxford University Press, London 1938. Among otherr
books referred to in tnis study are M. Kidron's Foreign
Investment in India, Oxford University Press, London
1965, and 1.A. Litvak and C.J. Maule (ed):- Foreign

Investment: The Experience of Host Countries F. Praeger
New York 1970.
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political ana economic phenomenura, the determinants of which
are neither wholly quantifiable, nor the parameters
sufficiently reliable for use in the building of econometric
models. The advantages and disadvantages - often
synonymous with the benefits and costs - of resources flow,
from both the donor/lenders' and recipient/debtors' view-
points, go beyond the confines of economics - however wide
is the scope attributable to that discipline. Any truly
comprehensive analysis of them must encompass issues and
ideas that are political socio-cultural and moralistic in
nature. It is for this reason that any attempt to quantify
economically the "net benefit" to a developing country.

Say by using the Discounted Present Value Metnod, is

likely to be less meaningful or truly representative of
actual overall impact. The proposition that "formally,

the net benefit of foreign investment is the present

value of tne stream of goods it makes available less the
present value of the resources which have to be devoted

to pay for future repatriated eqrnings" 1 is too restrictive

in the sense that it is limited to materialistic evaluation.

7. Per example, H.B. Chenery and Irma Adelman:- Aid and
Economic Development: the Case of Greece Review of
Economics and Statistics Feb. 1966. Some of the others
are sited in Appendix V. See also KalJ Areskough's
useful book. External Public Borrowing and its Role
in Economic Development, which analyses the response,
by means of econometric models, ofthe relatively
better-off developing countries tocapital inflow. An
interesting aspect of his study isthe use of socio-
political factors as "dependant variables"in his
regression analysis.

8. See For Example, W.H. Reddaway et al:- Effects of tne
United Kingdom Direct Investment Overseas. The Intérim
and Final Reports 1967 and 1968 respectively.

Cambridge University Press.

9. For Example, E. Penrose:- The Large International
Firm in Developing countries: The International
Petroleum industry. Allen and Unwin, London 1968.
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It is less helpful in an appreciation of the progress made

: . 12
towards economic development as oppose /to economic growth.

Briefly the major advantages to a recipient developing
country, of public concessionary loans and grants, include
the anility to generate an import surplus over a
considerable period than would otherwise be possible, to
raise the level of domestic investment, and to improve the
level of the scientific, technical,administration and
educational know-how at a country's command during the
initial stages of development. Hence the vital role for
technical assistance especially in Africa in deepening and
widening the developing countries relatively limited capital
absorptive capacity.Historically foreign private
investment has been the agent and liaison for bringing the
traditional peasant economy of the under-developed area within#
the orbit of a wider world economy. However the methods,
the impacts and consequences of such linkage have equally
engendered socio-economic controversies which found
expression in such words and phrases as "economic imperialism,"

XR
"haubwirtshaft", "economic dualism", "economic and

9. Conl'd... Also G. Levinson - Capital, Inflation and
the Multinational, op cit Allen and Unwin, London 1971.

10. For references on oificial and Multilateral Agencies
"Foreign aid" flows, see fn 2 chapter III.

11. Quoted from B. Morley and G. Smith - "Import
Substitution ana Foreign Investment in Brazil" Oxford
Economics Papers Vol. 23 March 1971 Fage 122.

12. The differences between the two concepts are explored
in Appendix I.

13. Capitax in the sense of plants, sophisticated machinery
etc. The issue of absorptive capacity is fully
discussed in Appendix V.

14. meaningful only in a social accounting sense.
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technological enclave", "metropolitan and peripheral
economies". These contentions are fully developed and

analysed in the text below.

The rest of this introduction is devoted to Nigeria,
for it is here that i feel a detailed explanation of the
objectives of this study is required. The analysis here
strives for a substantial degree of comprehensiveness.

It assembles tne relevant facts and figures; examines,
interprets and assesses the contribution, role, impact,
influence and the position of external resources in her
development process. The methodological approach of
studying these resource flows Historically and critically
represents the extension of our knowledge into new areas.
In pursuance of this, I shall also use certain theoretical
concepts ana performance criteria to evaluate Nigeria’s
experience, (b) use the experience of other countries like
India which have just pass through the stage of industrial
production that Nigeria is likely to approach within the
next aecade or two, as a basis for putting forward new ideas on

foreign resource usage.

15. meaningful only in a technological backwardness sense.

16. Important contributions in this field that are relevant
to Nigeria or British West Africa in general include
W.H. Hancock - Burvey of British Commonwealth A ffairs
Vol. Il - ProDlems oi Economic Policy 1918-1959 Bart 2,

Oxford, 1942, A McPhee:- Economic Revolution in
British West Africa. Routledge England 1926, and
Alan Bim: The Financial and Economic History of the

African Tropical Territories. Oxford, 1940.

17. See lord Hailey:- African Survey, 2nd Edition. Oxford
University Press 1945.
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A Study 01 the history ana charactor oi foreign capital
in Nigeria is indirectly an historical analysis of its
economic growth and development. Foreign capital is the
neart of the "modern" sector, itself, the source of impetus
and dynamism that generate growth in Nigeria today. The
other sector, the subsistance””/traditional®” agriculture
is now relatively stagnating even for export production of
some commodities. Until the necessity of a real sociological
and economic research to derive a fuller insight into the
institutional constraints on technological improvements is
appreciated, greater economic incentives and better
organization provided, this sector does not appear to nold
mucn hope for tne future. An historical analysis in tnis
context has some inherent advantages. it provides the
background to explaining such features as the shortage of
industrial entrepreneursnip , little inter-African trade,
alleged shortage of capital for indigenous businessmen, the
under-developed nature of the economy, and the traditionally

hostile attitude of the public at large towards foreign-

18. See lor example M. Perham (ed) Mining, Commerce and
Finance in Nigeria Vol. II, London 1947; A. Hazlewood
"Colonial External Finance Since the War". Review

of Economic Studies Vol. 21 1953-54.

19. See for example S. Suckow:- Nigerian Law and Foreign
Investment, Geneva, 1966; Paul Proehl:- Foreign
Enterprise in Nigeria. Laws and Policies, London

1965; E.I. Nwogugu;- The Legal Problems of Forei”
Investment in Developing Countries" (Manchester 1965)
makes a comparative study of the legal provisions and
machinery for foreign Private Investments in some
English-Speaking iiDCS.

20. See for example E.C. Edozien;- "Linkages, Direct
Foreign investment and Nigeria’s Economic Development"!
in Nigerian Journal of Economic and Social Studies
(NJESS) Vol. 10, No. 2. July 1968.
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owned and-run investments. Furthermore it does provide
the tools with wnich predictions can be made about the
likely success or otherwise of current and future economic
policy, especially when the clamour for revolutionary change
in economic organization and orientation seems to be
gathering momentum. Likewise, such analysis of historical
evidence as this is, in effect reflects the growth or other-
wise of the Nigerian economy. To my knowledge no
comprehensive study of this important branch of Nigeria's
political economy has been undertaken before. The few
studies that exist have narrower scopes. They are either
parts of economic history of the Empire, 16 of Surveys 17 of
Colonial finance18 undertaken before and especially after
World War Il wnen the emerging enthusiasm for a liberal
approach to the colonial question was becoming noticeable,

or are concerned with examining the legal aspects 19 of, the

domestic linkage effects20 of, the motivation to invest and

locational pattern21 of foreign investment in Nigeria.

Perhaps more important, most of tnese studies emphasize and

21. See a.m. Hakam:- "The Motivation to Invest and the
Locational Pattern of Foreign Private Industrial
Investments in Nigeria" NJESS Vol. 8 March 1966. See
also M.S. May:- "Direct Overseas Investment in Nigeria"
Scottish Journal of Political Economy Nov. 1965.

22. Detailed Statements of Government Policy and official
attitudes over the last two decades are to be found
in vahious Government publications, like Economic
Survey of Nigeria 1959; Investment Opportunities in

Nigeria: Investment in Industry in the Federation of
Nigeria (1961 ); Statement on Industrial Policy (1964).
Lagos.

25. See below Chapter 7.
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justify the indispensability of international capital
inflow and applaud its contribution to economic growth
in Nigeria. Similarly official attitudes”” reflect an
excessive awareness of the advantages of foreign capital
usage in the process of development. Thus numerous fiscal
concessions and otner incentives have been created to attract
and encourage such inflows. Furtnermore government planning
decisions have tended to assign an important contributional
role to external capital by critically examining the
relationship oetween this capital resource and the
development of the country and in emphasizing the "cost"
elements, other disadvantages and limitations of such inflow,
the thesis thus attempts a redress to the imbalance that
hitherto exists. The motivation therefore is to draw
attention to what I consider are the shortcomings in the
present as well as the past experience. It is a study

designed to evoke policy reorientation.

Wherever an external comparison of Nigeria's experience
is essential, this is done either narrowly within the
context of "British" West Africa, or more broadly within
SuD-Sanara Africa. Especially in the analysis deafing
with official foreign assistance, her position is mirrored
against the wider background of the developing countries as
a wnoxe. witnin tropical Africa however, one would expect
that her geographical size, population and enormous untapped
resources should enable her to achieve a long-term aoove
average performance. A by-product of the research, which
I have deliberately given extra emphasis is the input of
statistical and bibliographical material. This is to aid
further research on the subject matter, which will

undoubtedly be undertaken in future, but also of enriching



Page 12
the material base lor other developing countries especially
in West Africa where this aspect of political economy

remains obscure.

The limitations and shortcomings of the section on
Nigeria are self-evident and are well stressed in the text.
There is the unavailability of sufficient and reliable
information with regards to facts and figures of external
capital usage within the economy. A fair amount of the
data especially those of the earlier years are to a large
extent the outcome of intuitive judgements or are
"guesstimates". Thus the statistics should be treated with
a fair amount of caution. Again, the fluid structure and
character of capital formation including foreign investment,
especially in recent years, make a study such as this a
tentative frameworx which could be a basis for further
research and interpretation. The second limitation concerns
the aggregative nature of the analysis. It also applies
perhaps more noticeably to tne international expositions
in the earlier chapters. Thus the parameters are discussed
at macro-levei, emphasis being laid on their national and
international sizes and values. however, when dealing with
the various types of foreign resource inflow into the

Nigerian economy, and the different sectors in wnich they

are being utilized, detailed micro-type analysis are attempted.

On the Whole some generalization seems inevitable.

The study must be seen in the context of certain
presumptions which influence my critical posture. For
example, 1 snare the views that (a) the decisive means and
the primary stimulant for economic and social progress must
invariably come from within the domestic economy, (b) that

while the market system has proved capable of generating
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economic development ana continuously rising standard of
living in developed (largely OECD) countries, capitalist
development has historically snown itself to be a long
and drawn-out process, thus unsuitable for developing
countries anxious to attain tne "age of maturity and high
mass-consumption" in tne minimum of time. On tne other
hand a centrally-planned system and socialist economic
development nas snown itself to be historically capable of
generating a self-sustaining and accelerating growth within
a relatively snort period. Hence the third major "limit-
ation" 1is ide;iogicai. i do not believe that the essentially
free enterprise and "open" economic system24 presently
practised in Nigeria is capaoie of accelerating the economic
aeveiopment Ox tne country. To the orthodox western
economist sucn a bias might ue seen as a serious limitation
to the tnesists(required; analytical purity. I shall try
as much as possible not to aiiow such a bias to influence

unauxy my sense of judgement.

Tne reader wno is not iamiliar with the oasic features

o the Nigerian economy or o” her socio-poiiticai organizations

24. ".... Nigeria nas remained open to international trade
to an unusual degree. Free entry of foreign capital,
xor foreign entrepreneurship and foreign technical sxiiis
nas been o0i centrai importance to industrial develop-

ment. do too has the absence of extensive state
intervention contributed to an open, market-orientated
economy." Peter Kiiby in. Industrialization in nn Open

nconom.y: Nigeria 1945-1966. Cambridge University Press.,
19b9. page 1.

2b. For general reading, see among others in tne biblio-
graphy (aj Aboyade;- "Tne Economy of nigeria" in
p- Robson and E.A. Lury (ed) The Economics of A frica,
Allen and Unwin London 1969 (hi Waiter dchwatz - Nigeria
Pall mail press nondon 1968 (c¢) H.D. Neison, et al:-
Area Handbook for Nigeria 197i Washington D.G. 197b.
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25 A short historical

is not at a great disadvantage.
illumination pertinent to this analysis may be useful here.
The State and area known today as Nigeria was essentially

a British colonial creation from piecemeal amalgamation

of territories acquired in the Niger Delta and its
hinteriand. As 1is shown belowc, the main link in that
territorial expansion was the influence of British traders
and missionaries. In the text I have generally related
finance statistics to the country as a wnole. In actual
fact, since Northern and Southern Nigeria were not
officially amalgamated until 1914, some of the ecarly
statistics, for example on trade and foreign funds for
railways and other communication development should strictly
relate to Southern Nigeria, and some grants - in - aid for
administration ana defence were disbursed exclusively to
Northern Nigeria.- Between 1918 and 1960, a part of the
Ex-German colony of Kameroons (that is Southern Gameroons)
was administered as part of Nigeria. Most of the statistics
on external resources inflow before the latter year should
therefore strictly relate to the two units. However the
small size (geographical and economic) of Southern Gameroons
meant that the flow going into that area was minute and
inconsequential to affect the broad magnitude going into

the main three regions of Nigeria. The exception was the
development of plantation agriculture by foreign companies -
a policy started under the German rule - to a relatively
greater extent than in the rest of the Federation, where
such a pattern of agricultural production was strenuously
discouraged.”” Nigeria gained political independence in
October 1960, but the pursuit of vigorous development

programme actually started with the transfer of internal
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Self - Government to tne tnree regions in 1954-56. Sterling
reserves accumulated since the late 1950's were gradually
used up from this perioa onward to develop the economic
and social infrastructures as well as lay the foundations
of an industrial sector. Economic rivalry between the tnree
regions tnemselves and the central Government engendered a
vigorous compaign to attract for the first time foreign
companies and financiers to invest in Nigeria.27 Post -
1960 saw also the opening up of the country to foreign
(other than British) official assistance. Nigeria thence-
forth began to loox on foreign aid as an important source
of additional resources for her development programme as
laid downin the development Plan 1962-68. In her financial
relation with the United Kingdom, Nigeria retains her
membership ol the Sterling Area, while the Commonwealth
Assistance Programme replaced the grants - in - aid and
loans previously disbursed through the Colonial Development
and welfare (CD & W) Acts. The discovery and production
ol petroleum for export especially from Mid-6i's onward
introduced a new dynamic element into the economic history
of Nigeria. It is tne role and impact of this element which
is detined to dominate her socio-economic history in the
coming decades. Mention must also be made of tne civil
war 1967-70, not only did it "eat up" substantial amount of
money which would have been used for development purpose,
it also put back for a number of years the gradual progress
being made. Certainly more pertinent here is its distortive
effect on the economic data lor these years. This in turn,

as we see beiow, makes trend projections all the more

difficult.
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26, See below Chapter 6.

27. See below Chapter 8.
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CHAPTER 2 Page 17
INTERNATIONAL RESOURCES FLOW FOR DEVELOPMENT: PRIVATE

FLOWS TO LDCS.

Developing countries recognize that direct (long-term)

foreign investment can bring into them not only capital
and foreign exchange resouces, but also in the same package,
administrative organization, managerial ability,
sophisticated modern teclinological and scientific know-how,
in products and production process, as well as contact with
foreign economic and financial interests. All these factors
are in snort supply and the foreign firms are acimowledged
to be playing an important part in the reduction and mini-
mization of tnese oottlenecks. On a macro-basis, not only
do they generate income especially in the modern urban sector
and in plantations, but also contribute to government fiscal
revenue and account for sizeable employment in the wage-
earning segment of tne labour force. They earn foreign
exchange through export production and are well-placed to
conserve currency reserves through import substitution.

Undoubtedly it is this logical association of foreign

1. Ironically, in some developing countries like India,
with Strong well-established local capitalists, the need
to eliminate domestic monopolies and enforce
modernization, plays an important part in their decision
to encourage the inflow of foreign competitive capital
into certain sectors. See below Chp. 5.

2. Jocelyn Clark:- The Financing of Foreign Investment
Progress Unilever quarterly. No. 1 1970 op cit Page 6

3. DAC/OECD - 'Development Assistance' 1969 Review of
Efforts and Policies OECD, Paris 1970.

4. The theme is further Developed in the Chapter 5.



Page 18
investment with economic growth, modernization and efficiency,
and contact with the outside world, wnich explains its
durability and gradual expansion in the face of enormous
rise in political and economic nationalism in the developing

countries.”

The disadvantages of foreign private investment to the
recipient developing countries cannot easily be divorced from
the socio-political costs of such investments. Thus a
memoer of the top management of the multinational Unilever
Complex sees the arguments in favour of foreign investment as
being "economic" and the arguments against as being
"political". 2 The gist of such political argument is
succintly expressed by the Chairman of DAC/OECD in a recent
Review."Politically, it is essential to any country's
feeling of independence - developed or developing, that
policy - making for a substantial proportion of its modern

economic sector be in the hands of those whose political

%
loyalties are to the host country and not to a foreign one."

Widespread fear and suspicion of foreign capitalists abound.

5. C/E R. Vernon:- Multinational Enterprise and National
Sovereignty "Harvard Business Review March/April 1967.
See also Litvak and Haule (ed) Foreign Investment:
The Experience of Host Countries" especially the
introductory chapter,

6. C/F Singer's observation that technology in LDC's tends
to be much more up to date in those sectors (typically
modern manufacturing industry) in which the activities
in the poorer countries are most similar to those in
the richer countries. By contrast there is little or
no technological progress in areas wnere the problem
does noi exist in tne richer countries (typically,
problems of tropical agriculture, problems of small-
scale production, problems of utilization of natural
raw materials specific to the underdeveloped countries,
problems of subsistence farming and of subsistence
crops)" H.W. Singer:- Dualism Revisited Institute of
Development Studies, University ol Sussex, Communications
Series No. 41 1969.
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Tne sanctions which Doth the private firm and the government
Ox tne parent company's country can and do often apply against
a recalcitrant host authority tend to weaken the bargaining
position of the recipient country, and in sense, represent

a great social cost.

A good critique o+ the relationship between foreign
private investment, economic growth, and the bargaining
strength ol a host authority in the Third worrd must include
a searching examination of such factors as the problems
faced by developing countries in dealing with economically
powerful multinational corporations especially those in the
manufacturing and extractive (including Petroleum)
industries. The nagging concern here is that such complex
and highly integrated organizations often are in a position
to avoid the jurisdictional reach of the host nation-state.
Their capacity for avoiding the full impact of national
laws and socio-economic policies seems very high. An
allied conflict is implicit in the controversy surrounding

the relevance of the technology imported via investment into

7. The public sector in many developing countries 1is equally
culpabiie id perpetuating and expanding the bias in
favour of capital-intensive technique. It appears those

in charge of economic policy in these countries have
not come to grips with tne implications of such a bias.
See Cnp. 5 below.

8. For fuller analysis see Chp. 5 and on Nigeria see
Chp. 8. below. See also the various proposals put
forward by raui Streetdn and Helen Sutch, to
harmonize the interest ol foreign private investors with
local aspirations, especially on the question of local
ownership ana control. P. Streeten and H. Sutch
Capital for Africa: The British Contribution. London
1971.
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the developing countries. There is a growing school
of thought among Development economists that the capital-
intensive technique and the attendant capital import bias,
especially in economics with no sectors producing capital
goods, may not be in the best interest of long-term
economic development - notwithstanding short-term favour-
able effects on such aggregates as GNP and GCP. The
fostering of technological dualism” within the host
economy, the lack of encouragement for the development of a
more relevant, locally-conditioned labour-using technology;*
the existance of a sub-mqximal injection of economic
surplus through such external leakages as investment
income and payments for capital goods import, are all likely
to weaken the potential effects of a foreign-dominated
modern sector in pushing the economy forward. The profit
motive, as the major determinant of the choice of sectors
in which to invest is defective in at least one respect:
the pattern of private investment in food and raw materials
(including minerals) production that it had historically
fostered has left many developing countries in Africa and

Asia, with a structure, the transformation of which is the

9. For a fuller development of this vidw. See Giovanni
Arrighi and John Saul:- "Socialism and Economic
Development in Tropical Africa" The Journal of Modern
African Studies Vol. 6, No. 2, 1978. Discussing a
possible effect of a policy of self-reliance from
international Private Capital inflow, they argue as
follows:" the emergence of a labour aristocracy (i.e.
the urban wage and salary - earning elite) with
considerable political power was brought about not
only by the pattern of foreign investment but also by
the acceptance of a colonial salary structure on the
part of independent African governments. The labour
aristocracy w ill therefore continue to use its power in
8 state-controlled modern seftor in order to appropriate
a considerable share of the surplus, in the form of
increasing discretionary consumption. Under these
conditions "Perverse growth" would continue notwith-

standing state-ownership of the means of production".
Page 151. See also below Chp. 5.
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cornerstone of many a Development Plan. Criticisms have
also Deen levelled against foreign firms for their lack of
awareness or adequate appreciation of tne reasonable
national aspirations of developing countries in tne sphere
of local participation, ownership and control of their
leading and often most productive enterprises. These
desires could be met by pursuing policies wnich cater for
local equity participation, maximum local autonomy of
branches, subsidiaries ana other affiliates, and through
a policy of steadily increasing the indigenization of

personnel especially at the aecision-making level.

Finally, the otner criticism against foreign investment
worth mentioning here is that over the years foreign invest-
ment has directly and indirectly contributed to the formation
and sustenance, not only of a Dualistic economy, but also a
duaiistic society. Tne latter is typified by a small but
powerful socio-economic elite on one hand and the mass of
ordinary peasants on the other. In Arrighite and Baulk
view, the aspirations and behaviour pattern of the bureau-
cratic, commercial and professional elite group are
incompatible with, and hinders the formation of a new
approach to resource allocation, surplus mobilization and

utilization.

This chapter has so far dealt with the pros, and cons,
of foreign private investment fromthe view point of
developing countries. Some of the issues involved in the
challenge of foreign private investment generally felt by
nost nations, alreaay aeveioped or just developing, are well-
highlightea in theTask Force Report on the Structure of

Canadian industry. The Report wasprepared by a group of
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Canadian economists in response to the general concern felt

in Canada about the enormous foreign stake (mainly American
and British) in their economy. Although the Task Force
Report chose national sovereignty as its underlying theme,

— Canadians are concerned that the present level of foreign
direct investment may threaten Canada’s future national
independence - one of its paragraphs deals with the above
issues in this way: ".... the very inflow of foreign inputs
that come with foreign investment and create the benefits also
tend simultaneously to generate costs or problems. The influx
of senior personnel from the parent (company) provides manage-
ment skills of a higher quality; but the ease with which
managerial and entrepreneurial skills can be imported may
reduce incentives to improve these skills in the host country.
Capital inflow increases aggregate saving and investment and the
rate of economic growth; but the institutional development of
a national capital market may be inhibited and the range of
choice facing the investor reduced. The direct investment
firm provides easy access for the subsidiary to the

technology of the parent; but the latter is not necessarily

the appropriate for the host country

Foreign affiliation may provide an assured market for the
subsidiary’s output, particularly of raw materials and semi-
processed goods; but, to the extent the taxation authorities
do not ensure otherwise, the resulting "prices" may not result
in maximum benefit for the host country. In manufacturing,
the subsidiary gains access to the trademarks for tested
products and the residents of the host country to the latest
consumer goods; but the subsidiary may become simply an

appendage of the parent, copying products for the Domestic
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market (Dehina a tariff waff) and in the unlikely event

that it is efficient, restrained from exporting..........

1 snail return to a detailed discussion of most of the
points raised in the preceeding analysis in a later chapter,
but first, we must consider the motives for overseas invest-
ment. What are the general motives for a staxe in a foreign
economy? On a wider plane, one may ask this question: What
are the driving forces behind external resources outflow,
which as indicated before, now appears to be playing a more
important role in international economic relation and co-

operation than trade? Of the so-called "foreign-aid",

national interests - political and dimpfomatic; economic
and commercial; social and cultural; military and strategic
- provide the motivating forces, xven in discussing private

capitaf investment, the obvious interests of the Finance

and Industriaf capitalists class must not be allowed to

11

conceal the ultimate national interest, indeed of area

interest, especially witn respect to certain types of invest-
ment. 12 The essential lorce behind private capital is

profitability and its continuing growth at a favourable rate.
The means of fulfilling this criterion,that is, the incentives
to invest in foreign economies vary from period to period;

from country to country depending on the stage of economic

10, Report of the Task Force on the Structure of Canadian
Industry, entitled "Foreign Ownersnip and Structure of
Canadian industry". Queen's Printer, 1968. Pages 38-39.

I11. In this respect, a principal objective of overseas
investment, for the Japanese authorities, 1is the
opportunities it gives for "general economic cooper-
ation with less Developed Countries, geared to
encourage industrial activities under Japanese auspices".
O.E.C.D. - Liberalization of international Capital
Movements in Japan (Paris 1968) Page 181 in practical
terms for example, the effect of a successful mineral
exploitation by a subsidiary of a United Kingdom (U.K.)
based company, not only benefit the company itself.
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development; on political acceptability and allied factors
collectively laoelled the’investment climate' and the
'economic environment'. Higher profitability potential,
directly tnrough a relatively higher returns (as compared
with home investment), and indirectly tnrough greater capital
appreciations and security against inflation and devaluation,
is evident enough in portfolio investment in foreign
securities. The motives for direct investment®” are more
complex, so too are the financial considerations affecting

the investing companies when deciding to take advantage of

marxet opportunities. Some of the major motives can be
enumerated. Rareiy does a firm find itself motivated by a
single reason. The rule seems to oe that the more complex

in size and structure, and the more multi-national a
corporation is, the more numerous are the motives that
compel it to invest in other countries. Different motives
invariably apply to different nation-states. A merchandizing
house, or an export-orientated manufacturing firm sees the
necessity of defending its traditional market by partaking

in the local production and marketing of its products in

11, Cont’d.... but also various other people, companies and
institutions, and the state, in so far as it cheapens
and assures a continuing and stable supplies to the
U.K. commodity market. Furthermore, a spill-over from
sizeable private industrial plantation operation in a
developing client state, is the possibility that external

help sought and given tnrough official channels - i.e.
foreign aid - may tnereby be reduced.

12. Efforts are maae, individually or through consortia, by
developed market-orientated economies - the so-called

O.E.C.D. or I.D.A. Part I countries - to keep the
exploitation of strategic raw materials e.g. oil,
copper, uranium, gold, within their orbit not only to
guarantee a continuous supply for theij' needs but also
to deny such supplies to the "otner camp"” The host
countries however benefit from such developments
through foreign exchange earning, corporation tax and
employment.
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order to avoid being shut out by the tariff walls and otner
restrictions, and to prevent such opportunities being
exploited by rival international competitors.”” Market-
protecting firms see sucn direct investment as a substitute
for their previously imported or exported proaucts and as a
means of warding off tne threat of economic loss if such
opportunities are exploited by others. The likefihood of
such entrepreneurial behaviour on the part of a market
protector is facilitated by virtue of his proximity. The
"insider" will note any possible commercial opportunity and
is werl-placed to evaluate the success chances of the trendy
aesire for, and practical implementation of local industrial-
ization, well before an "outsider". He holds similar
advantage in the cost of gathering necessary information and
in authenticating its rehability. "Because of his
specialized knowledge of the local economic environment, the
market protector’s objective risks of failure are less for
the same reason, his margin of error in quantifying these
risks is smaffer. The insider can count on lower costs by
utilizing his already established (and proven) distribution

facilities, management overheads and connections with the

public bureaucracy". I3

13. That is, Bhysical Constructions of factories and other
businesses like mines, plantations and "invisible"
services. The most noteaole of wuich are banking,

insurance, management and consultant agencies,
responsibility for control and the running of such
enterprises, is fully or partially assumed by the
investing companies. Such affiliates, subsidiaries
and branches are linxed policy-wise and financially
with tne parent companies in the developed countries,
and often wiLh member firms in other foreign countries.
The position of joint venture enterprises is discussed
beiow.

?
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While market protection rationale may oe applied, oy
most foreign investors to most countries, the characteristics
etna peculiarities of individual firms and host countries
determine the motive, nature ana metnod of investment,
nroadi'pg dividing the world into the two categories of
developed and underdeveloped, we find that tne various
lactors determining investments in tnem assume different
degrees of emphasis and compulsion. Thus me opportunity
of applying the latesu technological organizational and
management know-how to industrial economies of the United
Kingdom and France may be the motivating force behind the
investment by some American multinational corporations in
them; rather than the need to take advantage of an expanding
market and/or financial insufficiency (especially of foreign
exchange) which may atract the same firms to developing
economies of Asia, Africa and Latin America. The need to
cater for the enormous demand of Western Europe for petroleum
products, and the capability to exploit oil resources

motivate American and British oil companies to invest in the

14. Some caution must be taken in order not to overdramatize
the forces of competion and rival struggles between
international giants in the same line of production.
These concerns, in the words of a Times Special
Correspondent "know their 'foreign' competitors well;
they often have close relations with them, they know
their relative strengths and (production) costs, and

in some trades ... are inclined to abstain

from .ovveeeeieeceeeee e, direct competition on their rivals
doorstep". The Times (London) March 2, 1960, in

M. Kidron:- Foreign Investment in India, op cit. Page
254. The oligopolistic nature ox the international oil
industry is well-known. On the other hand, the

international market for motor cars and other transport
vehicles appears to be highly competitive.

15. Peter Kilby:- Industrialization in An Open Economy
Nigeria 1945-66. op. cit. Page 80.

1d. Attempts to encourage foreign investment into Southern
Italy, Northern Ireland and Scotland in the United
Kingdom are typical examples of the latter case.
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nialile-East wnere oil deposit is plentiful, most developing
countries institute various measures including fiscal
incentive and tariff protections to attract foreign private
capital xor the development of tneir national economies,
wnere-as in some developed countries like Canada, the
United Kingdom and Italy, these special concessions and
incentives are primarily instituted to attract foreign
investment into the "depressed" and underdeveloped parts

. . . 16.
Ox tneir territories.

,vhat otner motives prompt investment in developing
countries? Using an international and multidivisional
firm 17 as a typical investor, we find that such motives
include the desire to exploit raw materials including oil,
which host countries are financially and technically
incapable of exploiting lor the time being. Production of
such materials may be for the use of the parent company, or
of member-subsidiaries with the group; or for the
international (world) market. The investing firm’s expertise

derives from its initial production at home or where such

17. multidivisional, in the sense that such firm operates
in many nation-states and through many loosely
integrated companies. The headquarters of such a group
of companies exists in tne home country of the parent
or "holding" company:

18. G/F W Reddaway et al:- Effects of U.K. Direct
Investment Overseas. An Interim Report op cit. rages
115-118.

19. with reference to American investment overseas, Litvak

and Maule op cit Page 11-12 notes among the "push"
factors wnich have led U.8. firms to escape from
unfavourable conditions in their domestic markers are
the balance of payments policies of the U.S. Government,
saturation of the domestic market, anti-trust laws.

Trade Union militancy, taxation, and tne general hostility
in the United States towards trace with Communist
countries.
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materials (e.g. minerals) are not available in the home
country, througn its historical participation in world-wide
exploitation. Such investment becomes a means of acquiring
cheaper material imports, 18 or direct access to the raw
material requirements of the developed industrial states.
Industrial and manufacturing investments tend to be motivated
besides the reasons aforementioned, by the need to get
behind protecting tariff regulations; to accept invitation
of foreign government especially a joint venture partner,
to maintain patent rights, for example in'"pharmaceutical
industry, and to take advantage of a continuing improvement
in tne economic and more specifically, in the industrial
performance of the recipient country. An international
company with ample financial, technical and managerial
resources at its disposal, may seek investment aoroad as
part of its expansion and diversification programme. 19 Its
subsidiary or afiiliate in the nost country may exist to
distribute the products of the parent company, to manufacture
products overseas wnich are similar to thoseof tne parent
company (invariably using the parent’s component export

and know-how), or to service the export (final) products

of tne parent. 20

20. The development dynamics of investment overseas by
an industrial or manufacturing firm invariably tend
to follow a well-known sequence. First, it exports

its products and sell tnrough merchandise houses,
secondly it sets up own selling subsidiary, then its
own assembly plant to produce the goods from components
shipped from its home factories and finally it

develops full-scale manufacturing in tie overseas
country. duch progressive changes may span over
considerable number of years depending on the nature

of the product, the growth of local demand for it, the
level of tariffs and other actions designed to
encourage or force local production of such goods.
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Tne motivations oi machinery manufacturers, equipment
salesmen and technical and management consultants are
understandably interrelated. In some cases these business-
men and "experts", operating within a vertically integrated
company, eagerly taxe advantage of incentives offered by
developing countries, to erect turn-key factories in which
their lucrative profits are more or less officially guaranteed
from both ends. One guarantee by a government eager to
promote export oi goods and services; the other oy a host
authority eager to create an industrial base. Again, eitner
individually or collectively they can Imaginatively perceive
tne general opportunities created by a growing gap between
a static or failing (in real terms) development resources flow
irom otner foreign sources and the expanding requirements of
tne recipienu-debtor countries. The opportunity to fill
tnese pnysical as weii as skilled-manpower resources
shortages througn export credits and consultancy hire has
never before been exploited to the extent as it is today.
Successful promotion "offensives" have made export credit
transactions and management contracts perhaps the fastest
growing areas o+ international capital movement. 21 However,
participation by suppliers of machinery may often be intended
Lo act as a "sweetener" to tne nost authorities. More often

tnan not, machine and equipment manufacturers and their

21. See beiow iages 6U-68

22. For a critique of equipment salesmanship, consulting
and technical management services in Africa, especially
in relation to government-sponsored manufacturing enter-
prise See Sayre P. Schatz "Crude Private Neo-
Imperialism: A New Pattern in A frica: Tne Journal of
Modern A frican Studies. Vol. 7 No. 4 1969. Pages 677-688
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salesmen are merely interest in continuing sales of their
capital, intermediate and. industrial raw material goods to
tne overseas market. When added to tne contract for tech-
nical and production management, these sales may be more
important in terms of profits and acquired market for export

than the "gooawill" inherent in local participation.

Foreign banks, insurance and finance houses, management
agencies and other service companies have historically arisen
in response to the development of a monetized and industrial
economy in wnich focal rnoaern financial and technical

expertise have to oe developed over time.

une of the most important motives for investing abroad,
wnich has been implicit in our analysis so far, is tne
possibility oi earning higher profit rate than possible at
liome. For international companies, whose fielas of operation
span one state's frontiers after anotner, a policy of
optional deployment seems to weigh high in the planning of
tneir international strategy. That may mean ensuring over-
all profit maximization tnrough the achievement of similar
rates of return (net) in each matured investment. In actual
fact such profit maximization may not and often does not
represent tne basis for optional deployment of resources;
for ouner factors such as capital appreciation or depreciation
are taken into consideration. "Crude" profitability ratio,
that is, post-tax profits divided by the Boon value of
assets, is an inferior yardstick as compared with a proportion
wnich shows profits (post-tax) plus capital appreciation/
depreciation in relation to average market value of net
operating assets. Thus such"a combined return" figures
give a better estimate of tne gains from international

investment (and oi company’s likely pattern of future
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behaviour) than tne simple profitability figures. This is an
important point in so far as it helps to explain why a
company might move its resources from area of outstanding
"nominal" profit earnings with depreciating assets because
hyper-inflation, political instability and threat of
expropriation or nationalization, to a relatively less
profitable but safer area. Furthermore, capital appreciation
emphasizes the gains to a capital-exporting company and
nation. For example in their study of the united Kingdom,
direct investment overseas. Professor W.B. Reddaway and
others, estimates that for reporting manufacturing and
mining (excluding OIL) companies, with investments in
fifteen countries, capital appreciation adds over 40" to the
group's return during the period (1955-64) investigated.
Capital appreciation (or depreciation) reflects combination
01 many factors; improved profitability and/or prospects
of it, nigh prices, changes in political climate and
attitude towards foreign investment, economic stability,
overseas taxation, interest rates and general economic policy
It does not reflect the accumulation of undistributed profits
Book values invariably do not taxe account of replacement
costs, which will tend to raise the vaiue of capital
invested above the historical figures and thus to lead to a
reduction in the rate of profitability calculated on figures
for them. Assets may also be overstated in order to be a
better bargaining position snould nationalization take

place or in order to understate the real returns on capital

23. W.B. Reddaway et ai:- "Effects of U.K. Direct Invest-
ment Overseas. An Interim Report, op cit. They also
found that by Mid. 1964 percentage of excess market
value over Book value for mining was 109.4%; chemical
74.9%1 vehicle component 27.2%; textile 24.9%. Average
total was 35.7% for the 9 year period. Crude Post-tax
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employed in that areca. This last point logically leads us
to an allied-consideration: that whatever might be the
usefulness of the global profitability criterion, there
are good reasons for arguing that the profit and loss
accounts of an international firm's overseas subsidiaries,
branch and affiliated companies that are strewn over seven

continents, often do not offer accurate and realistic guides

to their individual performances. Let us concentrate on
profits. Formal profits earned by a subsidiary may be
misleading in many respects. If the fiscal policy of the

multinational group is to minimize global tax burdens or to
understate profit level in a particular country, there are
good opportunities for profit and capital shifting between
countries to effect such poficy. For capital snifting, a
'%ax haven" mignt be used as the control center for group's
global financial network. To avoid higher tax burden, the
affiliate or subsidiary may operate depreciation and accounting
procedures different from tneir domestic competitors, and

it may not always be charged or paid arm's-iength prices for
inter-group transaction. Payments for royalties, management
fees and other service charges also offer opportunities for
similar leakages. On this point, Michael Kidron, in his
study of foreign investment in India, quotes several
instances of foreign producers being found by the Tariff

Commission and other Enquiries to nave consistantly

23. Cont'd... profitability 1955-64 average, for mining
was 13.7%, others 8.5>. Post-tax combined return
1955-64 average, for mining was 27.7% average total
12.3%.

24. M. Kidron:- Foreign Investment in India. op cit

Pages 226-228.
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undervalued profits in tneir balance sheets. Even then
"foreign firms are generally thought to have a cleaner
record than indigenous one in this respect". However,
"manufacturing firms are exceptionally well-placed to
transmute profit into royalties (paid for the acquisition
of know-hows, patentrights etc.) and fees (for drawing,
technical assistance, share of the costs of central office
expenses etc.) As royalties have been taxed at a lower
rate than profit since 1y6l, and fees are completely
tax-free, the inducement to do so is considerable.""”"

While such a practice may not be widespread, it does appear
tnat the receni growtn in payment for royalties, fees etc.,
as a proportion of total returns is more than can be
explained for by the increase in technological and

management collaborations. utner evidence can be cited to
the effect that the various devices for minimizing total
overseas tax liability or tax burden in a particular country,
are in fact being employed. For example, the Reddaway

Report on nritish overseas investment notes thai "tne

amount which, was charged (on royalties, fees etc.) in many
cases was influenced more by consideration of taxations,

price control or control of remittance than by an economic
consideration or genuine accounting principle'.’ in passing,
it mignt be worth noting tnat income from payment of royalties
fees etc. by the United Kingdom investments in the developing
countries, amount to some 17% of post-tax profits during

19t)9-b41~

2b. W necdaway et. al.:- Effects of U.K. Direct Investment
Overseas An interim Report op cit. Page bl

26. R.S. May:- "Earnings of U.K. and U.S. Direct Investments
in the less Developed Countries. 1959-64" Scottish
Journal of Political Economy, November 1967. Page 219
C/F "Reddaway Report", op cit. Fage 5I
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Similarly, for American investors, "Payments of royalties
and fees by foreign affiliates to their U.S. parent companies
nave become an increasingly important supplement to dividend
remittances". 27 For example, such payments by U.S.
subsidiaries in U.K. to their parent companies rose by 115%
between 1960-1966. During tne same period their total
earnings rose by only 16%.28 It may well oe as j.H. Dunning
suggested, that tne emergence of competitive forces in the
recipient market nas forced parent companies (especially, the
U.S. ones) to reverse tne policy of not charging their off-

shoots full royalties, fees and arm's-iength prices for

intermediate goods. Undercharging, it was claimed was
fairly common in the pioneering days of tne 1950’s. 29 I
shall return to tne same theme later in the thesis. hue

tne most important point which must oe emphasized here, is
tnat tne possibility oi understating profit level, avoiding
taxation and transferring remittance and capital out of the
country "tnrough tne oack door", offers strong gounds for
accusation of uniair play and non-compliance with local
investment laws being levied against foreign investors by
suspicious recipient countries, especially the under-
developed ones. However, I cannot conclude this section
without pointing out that profitability even wnen reinlorced

by capital appreciation consideration, does not on its

27. See U.S. Department of Commerce:- Survey oi Current
Business Sept. 1966 rage 38.

28. J.H. Dunning:- "Foreign Investment in the United Kingdom"
Chp. 9 rage 251 in Litvak and Maule (ed):- Foreign
Investment: The Experience of Host Countries op. cit.

29. J.H. Dunning, ibid Page 228
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own luliy explain an international company’s expansion or
contraction in dilierent parts ol trie world. Again, we cannot
measure an investing company’s oenelits from overseas invest-
ment Dy reference to accruing investment incomes only, just
in the same way as we cannot infer the benefits and costs to
an investing or receiving country simply by reading the

relevant statistics in balance of payments accounts.

Historically, the search for higher returns has been
central to portfolio investment, though nowadays hedging
against inflation and devaluation at home seems to be an
important consideration in such investment when it takes
place witnin tne developed industrial countries themselves,
another factor of note is capital appreciation through long-
term increases in snare prices; while differentials in
national interest rates (that is, central banks’ rates lixe
tne nritish Bank hate) and international speculation in
currencies' values tend to ensure regular short-term
movement of "hot money" oetween tne world leading financial
capital capitals. However, the importance that differences
in available interest rates have on capital movement must
not be overrated, for tnese rates basically move in
sympathy with each other - if only to dampen the
disequilibrating effects other factors might have on inter-
national monetary system. The influence that differences in
yields of portfolio investments at home and abroad has on
international capital movement was far more important in the
eighty years before the Great Depression than it is nowadays.
Even then, during that period when the "regions of recent
settlements" were being rapidly developed, the huge differences

. 50
in returns were more apparent than real. Nevertheless the
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general atmosphere ol optimism and expectation of higher
returns, ol windfalls and of successful speculation in land
and natural resources was strong and consistent enough to
enable sizeable capital being exported to exploit the gold
and diamond mines of Cecil Rhodes in Couth Africa or to lay
me railway lines across the South American continent. in
tne words of irofessor S.H. Pranhel, "that Cecil Rhodes could
continue for years to get money from a large circle of snare-
holaers in tne chartered company, in spite of the fact tnat
tne payment of even a single dividend was successfully
deferred for half a generation, illustrates how the direction
01 investment could be affected by vague and general
expectations combined with patriotic and sentimental

consiaerations,

Statistics on the comparative performances of inter-
national companies both at home (in their parent countries)
and abroad in foreign economies, are hard to come by - if for
the simple reason that such companies avoid showing a break
down of country oy country earnings in their annual accounts.
Tne few studies that exist in this area eitner loon at the
relative profitability as between foreign and indigenous
firms in a particular recipient country, or compare the

earnings and earning rates of two or more major exporters of

50. See A.K. Gairncross:- Home and foreign Investement
1870-15. Cambridge University Press 1955. Page 229

51. S.H. I'ranhel:- Capital Investment in A frica. Its
Course and Effects. 1867-1956. op. cit. Page 21



rage 57
business capital in selected foreign economies. Other
statistical studies nave trieu to compare broadly foreign
investment performance in the developed UEOD countries witn
similar performance in the less developed countries, net
us loon at some of their results in detail. nn important
point that must be stressed about such comparative analyses as
these, is that they are fraught witn statistical and
conceptual difficulties. For example, tne degree of
homogeneity of the accounting procedures adopted by foreign
and indigenous firms varies from industry to industry and
from country to country. Again, I have auove, pointed out
to the rather inexact position of foreign subsidiaries and
brancnes in relation to their dealings with parent or inter-
group companies. However, J.H. Dunning's study of foreign
enterprise performance in the United Kingdom (an example
for Europe), Michael Kidron's analysis on India (for Asia)
and Peter Kilby's on Nigeria (Africa) provide useful
information on the relative performance of foreign and
indigenous enterprises. Dunnings study entitled "Foreign
investment in tne united Kingdom" in Ditvak and Maule (edited)

concludes that "among foreign-financed companies in
U.K., only those of the United States affiliation would
seem to record higner rates of return than tneir U.K.

competitors.

d2. 1.A. Ditvak and C.J. Mauie (ed.) Foreign Investment:
The Experience of Host Countries, op. cit. Chapter 9
Pages 20b-255.

55. running, ibid Page 229
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Tne profitability gap between the U.S. and British firms
is, however narrowing, in early 1930's, the former earned
twice the rate of return on their net assets as U.K. public
companies. A decade later the difference had been cut down
to about a third. In 1963, for example, the profitability
(i.e. net income divided by net assets) of leading U.S.
firms was 16.5~, U.K. public companies 12.3/», and other
foreign firms, 10.4~.~" The three major explanations
advanced lor tne profitability gap between the American and
British firms are (1) tnat tne U.S. subsidiaries have access
to a relatively more advanced technological Know-how and
expertise than their U.K. competitors, (2) that they exploit
tnis advantage more efficiently and (3) that the approach
of tne American subsidiaries to management ana decision-
maxing ia more dynamic and professional than their British
counterparts. The U.S. companies entry into the Britisn
economy tends to come tnrough "taxe overs" in a
technologically sagging industry, or of a financially weax
and poorly managed firm in a generally lucrative market.
Such presence has come to be associated with a more intelli-
gent and effective deployment of factor inputs and of costs
minimization. As Dunning puts it, "tney tend to be more
capital-intensive, pay more attention to marketing, aemand
higher academic and technical qualifications from their

middle and top managers and are more pragmatic and inclined

34. running, ibid Page 227

33. running's, ibid Page 229. For a Detailed analysis, see
also his article entitiea, "U.S. Subslaiaries in Britain
and their U.K. competitors", in Business Ratios (Autumn
1966) and his earlier boox, American Investment in
Britisn Manufacturing industry. Allen & Unwin London 1938.
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to challenge conventions, they evaluate risxs more
professionally and plan more effectively, ana are generally
agreed to perform uetter than British industry in
eliminating waste”. hIDhON quotes from official Indian
studies to the effect that foreign investments in India
have consistently, since the war, shown higher returns than
the average for indigenous Indian enterprises. For example
between 1957 and 1961, foreign - controlled firms were
earning some more tnan Indian firms, or an average of
10.1" compared with 8.4%. However, such; broad averages
hiae some important sectorial comparisons. In the'old
(colonial) type' of investments lixe tea and merchandising,
foreign subsidiaries, with an average return of 7.5% were
earning siightiy less then purely Indian firms (8.2%).

It IS in tne large - scale capital intensive, knowledge-
based manufacturing and industrial sectors that the foreign
investors profitability is at its highest. What are the
causes of this nigner earning rates? Among explanations
cited by xidron””are the facts (a) tnat foreign firms tend
to be concentrated in tne more profitable industries. For
example, two-thirds of foreign capital is in petroleum and
manufacturing, each of wnich has shown a greater than
average yield in the post-war period, (b) that in some
industries some foreign firms have been able to exploit

a monopolistic position (c) that foreign firms are

generally, tnougn not always, more efficiently run. For example

36. xl. Kidron. loreign Investment in India op. cit. Page 228
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"tne ratio oi assets to ournover ior a Reserve Banx (of
inaia; sample oi 83 loreign-controiied companies, was 13%
and 12% less than lor its sample ol 743 inaian companies
in 1939 and IlybO respectively"."" And lastly (d) tnat
loreign firms are also privileged, by and large, in gaining
access to relatively cneap finance, if not from tne resources
of tneir parent companies, certainly from the bias shown by
almost all Indian lending institutions towards big established
borrowers. Thus foreign firms are mucn-favoured in attract-
ing local equity participation. Their new issues are almost
always sold at a neavy premium.] do not intend to give
nere details of xilby's comparative analysis of foreign and
indigenous sectors. However, he details a picture of
import-substituting foreign-owneu manufacturing industries
proQucing basic commodities like cigarettes, beer, cement
and textiles, making profit of between 20-40% during the

late Fifties and early bixties.39

On tne otner hand. Government-owned "turnkey" projects
have so far been a dismal failure,w hile small and medium-

scale indigenous enterprises have been inefficient in

37. m. Kidron ibid Page 230

38. M. Kiaron ibid Page 232

39. reter Kilby:- Industrialization in An Open Economy:
Nigeria 1943-1966. op cit Pages 98 and 106. G/F PI 29.
and see below Ohp. 8 rages 481-482 for details.

40. bee below Page 68 and Ohp. 7 Pages 405—406

41. Harris and Rowe, quoted by Kilby:- Industrialization

in An Open Economy. Nigeria 1943-66 op. cit Page 337

42. Kilby, lold Page 336. For nis fuller analysis, see
nisd Chapters 3, 4 and 10.



Page 41
production, ana the "generar stanaara oi financial management

n

Ib arso very row Apart irom wiaespread excess capacity,
the author, xor example, found that three-quarters of
potential profits in the baking industry was lost through
sucn factors as raw material wastage production process
aamages and employee pilferage.42 i shall deal in full with
tne explanations for tne above differences in performances
ana its implications later in the thesis, in the section
acaiing with Nigeria. The above eviaence demonstrates the
lact tnat international companies will expand overseas if
they nave strong grounds for believing they can compete
quite successfully with local enterprises. Tneir security
and continuing presence in tne overseas market is based on
tne belief tnat tneir greater efficiency in the use of
resources, their income generation, and beneficial influence
on tne domestic enterprises would be indispensable for a

long time to come.

wnat otner interesting results about profitability *
ol overseas investment couiu be relevant to this section*
net us consider two areas. First, the relative performance
o® two major capital exporting countries, and secondly, the
relative performance 0J. foreign investment in developed and
developing countries. R.S. May, in his empirical study of
"Earning of United kingdom and United States Direct Invest-
ments in the Less Developed Countries, 1939-64,"" provides
some statistical answers. In a comparative analysis of the
U.S. and U.K. overseas investment, he found that U.S.
companies perform relatively better than their British

competitors, in foreign countries. Their average earning

43. R.S. May:- Earnings o+ united Kingdom and United States
Direct investments in the ness Developed Countries,
1939-64. Scottish Journal of Political Economy.

Nov. 1967 Pages 199-226.
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rates of 17% in developing countries (11.6% net of petroleum
investment) ana 10.1%"" in developed countries (net of
petroleum) were superior to British companies profitability
in both areas during the period investigated. "The
average rate of return after tax of 10.0% in developing
countries, is rather higher than the equivalent rate of
7.3% for investment in the developed overseas territories
and 7.8% for publicly quoted U.K. companies". For both
countries investments in developing countries yield higher
returns relative to their external ventures in developed
OECD member states. In his opinion, however, the
concentration of a bigger spiice of U.S. investment in
developing countries in oil and other highly profitable
minerial extractive industries, distorts both the
relative performances of American ana British firms and of
the profitability of investment in developed and under-
developed countries . Excluding investments of an extractive
nature, there are no great differences oetween average rates
01 return in tne less developed compared with tne advanced
countries. This is especially tne case lor U.S. invest-

ments, manuiac tuning yields 10.4% on average compared with

44, IDid Page 206. C/F "Survey of Current Business, Sept.
19b7"figures for 1960-66 quoted in Ditvak and Maule(ed)
op cit Page 92. In it tne average post-tax income
rate for U.S. investments in Western Europe and Canada
were 5.0%, 4.5% respectively.

45. R.S. May, op cit Page 20".

46. For example the rate oi return on petroleum by U.S.
companies in Middle-East during the period 1959-64
was 66,r/o on average. See i bid Table V Page 211.
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10.3% in tne latter areas. For "other investments
tne corresponding yields are 9.4% and 9.9%. A simirar
tendency is also apparent lor U.K. invesments in the Sterling
Area.47 After otner numerous qualifications to his data,
lor example oy making allowance for such factors as
royalties, management fees service charges and other
inter-company transactions, may's other general conclusions
are (1) that oy ana large, the U.S. and U.K. - the two
major exporters of private direct investment - earn similar
returns on their overseas investment ana (2) that the
"average returns on such investments over tne period nave

been moderate".

If unlike U.S. May we do not exclude petroleum and
mining operations from our cruciai considerations, - after
ail, 1t is investment in tnese ana similar raw material
production whicn provides the historical ana continuing

attraction lor western private capital in these relatively

poor communities - we find that nigner profit performance
per se , wniie it does motivate external expansion, does
not direct capital to tne most lucrative markets. Surely,

otner factors must be at work, otnerwise now can one explain,

i
the massive post-war growth of foreign direct investment
witnin une developed industrial OECD countries themselves,
ana tne unstable trickle that findu its way to the more

profitable developing countries. It may well be that the

greater security, tne faster economic dynamism and the

47. R.S. May, ibia rage 21b

4B. Ibia Page 226



rage 44
snare size oi absolute earnings account ior the bigger
intra-UEUD flows. furthermore businessmen may consciously
aefiate the nigher earning rate in developing countries for
une greater economic and non-economic risks borne in these
economics. If tnis were so, tnen tne implication is that
international companies would only be attracted to invest in
developing <countries by a rate of return significantly
nigner tnan that obtainable at home or in the aevelopea markets.
According to Giovanni nrrighi, it seems that returns of
some 13-20% on capital, usually on the basis of an investment
maturing in about 3 years, are required in order to attract
foreign investment into Tropical Africa* 30 Empirical
data for tne United States companies earnings in the
developing countries seem to justify this observation.
uuiside natin America, Canada and western Europe, earnings
as per centage oi book value of their investments average
just under 20> for tne period 1960-1966,~" while in oil-
procLUcing Miudie-East, it was exceptionally nigh at nearly
b3%.32 It is to investment in the underdeveloped countries

that we must, therefore, look for the significance of profit

49. O/F Quouations from oir John Campbell's article in
Optima Dec. lybp ibid Page 224-223.

3U. o. Arrighi:- "International Corporation, nabour
Aristocracies ana Economic Development in TropicalA frica"
Mimeo 1968. Page 26

31. U.S. Dept, of Commerce. survey of Current Business
Sept. 1yb7 op cit Page 43 C/F May's figures.

32. R.S. May, op cit Table II Page 203.
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aixlerentiais. in fact Kidron considers tne possibility of
nigner profitability abroad than at nome as one of the major
attractions of foreign capital to tne developing countries.33
Yet as we see, meaningful comparison of profitability rates
ana performances across frontiers is not an easy task to
achieve. Aobjectivity may in the process be slightly
tarnished. In India, as Kidron points out, "the returns to
loreign capital have been consistently better than the
average at home>> One ol the few studies on the subject
published by the Reserve Bank ol India, and relating to the
lirst naif of tne lifties "found tnat American firms were
earning an average of 13.3% of net worth in 1933, and 12.8%
in 1933 after tax, compared with 10-12" at home in both
years, ana British firms 11.9% ana 9.3% in the two years
compared with 8-9yo at home. Profits were thus anything
between 6-33% higher in India than at home for firms some
of wnich are active in both."”* There is ample supporting
evidence for individual firms. For example figures from

tne annual company reports of three British International

companies - representing the leading foreign investors in

33. M. Kiaron:- Foreign Investment in India op cit Chapter b
Section II.

34. Similar computational difficulties as those discussed above,
are relevant here also. Accounting procedures and
coverage may differ. International operations provide

company’s with opportunities to modify tneir global
accounts in order minimize tax liabilities and under-
take profits in particular areas, or to transfer capital

funds around. Thus such factors ‘introduce an element
of arbitrariness into tne comparison that render the
most sophisticated computation suspect'. Kidron,

loc ci1it P .246

33. & 36. noc cit Page 246
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India - namely, Unilever, Imperial Chemical Industries and
Metal Box company show that between 1956-1961, net profits
as a proportion of net worth were on average 20.9% in India
as compared with 14.1% at home, 13.1% compared with 7.2%,
and 17.5% compared with 9.8% respectively for each firm.
Earnings were very neariy half as much again from their
Indian operatives as at home in spite of
the fact tnat the greater part of their assets are employed

at the nome base.57

A loox at prices and costs, (broadly speaking the two
diflerential determinants,) suggests that it is on the prices
rather than on the cost side that the relatively high level
of profits made in India can be explained. Onthe cost side
the comparatively cheap”ness of loan finance”” to manufac-
turing and industrial firms, especially the large foreign
ones, savings of up to 30-40% on average in plant install-
ation and a productivity in the foreign sector that compares
favourably with Western Europe,59 are invariably offset by a

faster rate of physical depreciation, nigh cost of

57. Kidron, ibid Page 247. Table 12.

58. C/P Kidron, op cit Page 248. Indian BankRate and
through it, other domestic interest rates have been
consistently below British Bank Rate, perhaps 2-3%
lower on average since the war. Capital gearing has in
consequence always been nigh for operations in India.

The cost of new equity finance has also been considerably

less than average since tne mid-fifties - given the
"bullish" market, the frequency of sales at heavy
premium, and the consequent low actual yield on
representative foreign snares.

59. however a big difference still exist between the wage
rates otf western European workers and tneir Indian
counterparts. It has been suggested tnat partly due to
tne steaper wage gradient in India factories; the
large proportion of office and supervisory staff
(including expensive expatriates) and partly to a higher
rate of absenteeism and high costs of training, the
total labour costs in India differ only marginally from
similar factor costs in Britain.
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intermediate inputs especially for those importée, a generally
lower rate oi machine utilization, a smaller degree of
"technological external economies" and the reduced
benefits oi working in a less sophisticated industrial
environment. The impression thus given is one of minimal
costs advantage to foreign firms in the Indian market, except
in cases where their prouuction costs and earnings margins
are distorted by tax incentives, generous depreciation
axrowances and similar provisions designed to attract loreign
capitar to India. However similar uncertainty does not
seem to arise when comparing foreign firms price leveis in
India witn those at nome. "In loreign-dominated manufacturing
industries, t“ese are almost invariabry higher in India than
at home" kiaron gives various examples to substantiate tnis

point.”"

uur analysis of tne motives that induce companies to
invest overseas cannot be concluded without a aiscussion of
the iniiuence that liscai incentives ana other measures bear
upon such actions. iracticaily all the developing countries
that welcome foreign private capital j.or industrialization””
and general growth generation, have built up large scale

concessionary and protective devices to attract foreign

enterprises to their individual countries. These concessions.

bU. C/F Tibor Scitovsxy:- "Two concepts of External
Economies" in Agarwala and bingh (ed):- The Economics
of Underdevelopment. Oxford University Press, New York
1963.

61. i-i.kidron, op cit Pages 250-251.

62. Nowadays the emphasis is on industrial and manufacturing
enterprises or agro-aiiied projects rather than on'
banking, insurance ana allied services or commerce.
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as we noted before, include tariff protection, import duty
relief, accelerated depreciation allowances, "tax holiday,"
ana other measures include provisions of industrial estates
ana of ample industrial infrastructures . bimiiarly from
tne other end, capital-exporting countries themselves have
created various facilities and institutions for tne
promotion ana ecouragement of private investment in tne
developing worid.~* The motive OJ. tne latter group is
partly economic, that is, to promote export of capital and
intermediate inputs, and tne establishment and continuation
O nationals' overseas investment activities as part of
foreign economic policy, ana partly political. Again, it
is an extension of tneir olliciai foreign aid efforts. For
success of the complementary private investors efforts
enhancies their assistance under tne international aid
prog,ramrae. however there is a growing beiiei, and supported
by eviaence, mat such concessions and incentives have only
rimiied ana peripheral impact on trie poricy-decision making
process of the multinational investing companies. For
exampre, R.b. May commented thus on the influence of such
provisions in Nigeria for foreign investors :"the generous

tax incentives given especially to manufacturing companies.

b;). See especially (a) OECD:- Investing in Developing
Countries. facilities for tne iromotion of Foreign
Private Investment in Developing Countries. OECD
laris 1970, and a previous publication entitled (b)
"Fiscal incentives for Private Investment in Developing
Countries. OECD Paris 1965. The former is the latest

survey of country by country," incentives and other
institutional devices designed to promote such flows
from DaC countries. It deais only with direct and

portfolio investment. The latter combines an earlier

attempt to study the problems regarding the desirability
and character ox fiscal incentives in capital exporting
countries with an analysis of the interrelationship of

fiscal -provisions in both developed and underdeveloped

countries regarding such investments.

64. R.S. May:- 'Direct Overseas Investment in Nigeria®* QP gH
P253.
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however, appear to have had only a marginal effect. Only
5 out of 26 manufacturing companies questioned stated that
they were "Very important"” or important in influencing
tneir investment decisions.The "Pearson Commission
Report" makes similar observation: "only in a few cases do
tax concessions seem to draw an investing opportunity to the
attention of a foreign company, and they are generaily
reported to be of modest importance in the final investment
decision.These observations are not surprising, given
the fact that such incentives are fairly welf-stanuardized
throughout the developing world. It can only be taken as
axiomatic that tne reasons to invest in one particular
country and not the other, must be sought outside the lure
Ox concession advertisements. In the African context
D. Walker has little douut about the inefficiency of fiscal
action in powerfully inducing a potential foreign investor
to the continent. Otner conditions and measures are likely
to be much more important and effective. These "preconditions"
and factors are, among otners, political and economic stability,
favourable investment climate, size ox the market, freedom
to repatriate capital and profits and minimum tnreat of
nationalization and expropriation.”” It may well be that

after a company nas made a decision in principle to invest

63. Lester Pearson et al.,:- Partners in Development. Report
01 the Commission on iniernational Development.
References in this thesis are made to 1y69 lali Mall
Press (London) Paper back Edition. Page 108.

66. D. Walker - "Fiscal Measures to Promote Foreign Invest-
ment" in E.F. Jackson (ed) Economic Development in Africa
Oxford, 1963 P227. U/F Paul streeten and Helen Sutch -

Capital for Africa op cit Section on Private
Investment.

67. We must not over-empnasize the importance of these
conditions. They are in practice, essentially long-term
requirements, and tneir short-term absence need not

necessarily nave dramatic disincentive effects on foreign
investors.
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in either country A, B or 0, the concession-mix being
dangled before it, may marginally influence the financial
considerations it weighs up before finally pitching its tent
in one camp. Some of the major financial consideration
affecting the decision-making calculations of a prospective
investor are (1) the cost of making the investment, (2)
expected profit potentials, (3) the gains (or losses) to be
expected from inter-company transactions, (4) the gains to
the parent from doing business with the subsidiary which it would
not have been able to do, (5) the loss to the parent because
the subsidiary does business which the parent company might
otherwise have done on its own, and (6) the net effect on the
group's overall global tax liabilities.* International
capitalism regards fiscal concessions and protective walls

as basic requirements, but from the view point of developing
countries, excessive concessions may involve foregoing vital
revenue, while protective walls may encourage the estab-
lishment of high-cost and luxury-goods industries. These
have often earned substantial profits, but their contrib-
ution to social needs and domestic real income has been

small or even negative.

What is surprising is the fact that developing countries
have done very little to rectify the situation. The lack
of action on this front is a reflection of both the strong
bargaining position of the international companies vi-a-vis
individual recipient countries,and the unwillingness of the

latter for a unilateral withdrawal of superfluous concessions,

68. For fuller details see "The Reddaway Reports" op cit.
69. See below Chp. 8.

70. See below Chp. 5.
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lest it mignt detract loreign investors away to neigh-
bouring competitors. This is a genuine lear, though it may
be ungrounded nevertheless it snouia not be underestimated.
As is sixown above, and in aetails below, tnere is emerging
now a growing concern about the powers, mooes ol operation
and bargaining strength ol international companies, especially
tne big multi-billion dollar ones, in tneir dealings with
individual nation-states. The concern is lelt by both poor,
weak and developing countries as well as the rich industrial
and powerful ones. A multilateral approach to the problems

thus posed, rnusx be regardeo as essential, ana Irom the

stand point ol oeveloping countries, as pressing, michael
ahanks predicts sucn oeveiopment lor western Europe: "it
seems likely," ne writes "that Governments will increasingly

get together to hammer out agreed policy guioeiines in
dealing with transnational corporation. Inoeed a joint
policy on inward investment is likely to be one ol the
xoundation-stones of xne European Technological community,

. 71
+7 1t ever surfaces."

And to tne oeveloping countries,

tne Pearson commission gave tnese words ox advice:

"general tax concession to attract loreign companies (should)
be used sparingly. Developing countries snoulo seek to

Slop tne competition in tax concession by international
co-operation."*” Given reasons compelling enough, tne right

atmosphere and a bright prospect lor long-term profitability

ano success, it is most likeiy xoreign firms win invest

wluh or without some Ox tne special incentives. Naturally

71. i'ilcnaei snanks:- "wnen companies Epan tne Frontiers."
The Times (Lonoon) Business Review. August 20, 1969
ILage 21.

72. "Pearson Uommission Report" op cit Page 1u8.
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they will take advantage of all concession offered whenever
possible.

The economic motives analysed above are ultimately
reinforced by political motives and socio-cultural consider-
ation before attractions for overseas investment are finally
implemented in terms of local establishment. The implic-
ations and influence of these extra-commercial and economic
factors are fully explored in later chapters below. In
modern discussions of the economic relation between the
developed rich and industrial nations, and the poor developing
ones, the post-war emergence of official assistance - the so
called foreign aid - tends to overshadow the historical
importance of Private foreign capital in the economic
development of these territories. Though, it is true that
during the early sixties, the annual flow of private capital
was only half the size of official flow, the picture has
changed considerably by the end of the first development
decade. The projected trend for the present development
decade is one of similar size in the volume of resources
emanating from the two sources during most of the years -
like the levels achieved during the mid-fifties. That the
gap between the two has narrowed substantially is due less
to the characteristic fluctuations in private overseas invest-
ment than to the static level, in real terms, of govern-
mental assistance. In fact, as is shown in the following
chapter, the current picture of the internmational aid
programme is so much clouded in uncertainties that the most
valid observation now about its future behaviour is that it
is likely to remain in a state of flux. In 1970, " O fficial

Development Assistance"*”* from OECD/DAC countries to

73. For detailed explanation of its meaning. See Table 5
footnote 2.
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aeveroping eounuriee and multilateral agencies was estimated
at U.S. 76.81 billion, wniie total private flows amounted to
"6.73 billion.The cumulative external public aeht of
tne low-income Developing countries (herecafter referred to as
iDC'sj in December 1969 was about #59.33 billion.This
is about tne same in absolute vaiue as the accumulated
bOOk varue oi total private investment in tnese countries.
Direct investment, whicn accounts for about 2/3 of total
private flows had accumulated cook value ol some ""7-38
billion by the end of 1969. if we include the data for
cumulative direct investment, or the het annual addition
to private flows within the DAG member-countries themselves.
Where the bulk ol private overseas investment is, the fact
emerges that private capital movement (and investment) is
still the main stay of international resources movement
ior economic expansion and development. However some
desirable qualities oi official capital flows and other
allied factors have given rise to a situation whereby
greater emphasis and attention are invariably given to the

search fox official sources oi development finance vi-a-vis

private capital. Tne situation of course varies from one
developing country to the other. Some of tne factors include
(a) grants, plus concessionary and grant - like nature of

public loans in contrast to the commercial returns expected

74. Ibid Table 5

75. external Public debt of 80 developing countries. It
includes an undisbursed portion of y”3.60 billion as of
December 31st 1969. World Bank/IDA:- Annual neport
1971. Washington D.C. 1971. Statistical Annex Table
5 Page 63. See also the same table for area and
sectoral breakdown of 1965-1969 figures. Table 6, Page
65 gives country by country public external indebtness.
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of private capital, (b) the limited access of most of the
developing countries to the facilities offered in the
international capital markets of the developed countries,
(¢c) tne unsuitability and unwillingness oi private capital
as instrumental agent of infrastructural development, (d)
the priority now commonly given to planning and state part-
icipation in economic development, ana (e) tne fact tnat
underdeveloped countries tnat lack rich mineral and other
natural resources uase, or wnere domestic purchasing powers
are sman, stand little cnance oi attracting private foreign
capital. On tne wi.oic official ana private source” of
development resources are regarded not as substitutes but

complements, eacn reinforcing the other.

Tne otner aspect of private investment overseas which
interests us here is its comparative statistical strength
in both the developed and developing countries. ihe
accumulated level of foreign private investment ana its
expansion rate witnin the uEUD countries are far higher than
comparable revels for tne flows from these countries to the
developing world. The industrial developed nations are
investing more and more within themselves than in tne poor
underdeveloped countries.This observation applies not
only to portfolio investment but also to direct investment,

me phenomenal development of which, represents the major

structural change since the 19th century. The pattern of
tne United states and the United Kingdom - two major private
76.

For a detaiied analysis see U.N.:- International Flow of

Lon~-term Capital ana official Donations 19b1-1965.
New lork 1966.

77. (U.K. Dept, of Economic A ffairs (DEA):- Progress Report
No. 53, June 1969. And Pearson Report, op cit Annex II Table 12<
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exporters of capital - investments abroad are illuminative
in tnis respect. net us take the United kingdom first,
uince the early 1960's a gradually decreasing proportion of
ner new overseas investment is finding its way to the LDC's.
For example, in 1963 ana 1968, total new investment fiows
(including reinvested earnings) were £320m and £621m
respectively. Out of wnicn LDU's received £204m and £229m. 7
Similar trend is noted for tne oteriing Area. "In tne
non-sterling area, the most striking leature is direct
investment in tne United States, whicn nas increased by five-

no

fold since 1967."

Tne United states investments exhibit similar pattern.
In 13bii, the cumulative total ox tne United otates private
investment abroad was boon vaiued ut #101.9 billion. Tne
share of direct investment was 4.8 billion. Western nurope
aiid Canada together accounts for more tnan haii of the totai,
and Ox tne direct investment component. of tne touai direct
investment, tne developed countries oi ”“anada. Western Europe,
japan and Australia account lor "42.1 billion, wniie the rest
Ox tne world, ¢nnt is, the developing countries snare among

tnemseives tne remaining #22.7 billion.30 if we inciude

78. DEA. Progress neport Ibid rage 1.

/9. Xor detailed analysis of tne united States private
investment abroad, see the annual articles entitled
"The International Investment Position oi tne United
States;. Development....ecevverivennnnne. " in October issues
wi uurvey of Current Business op. cit. For tnis section
see in particular 1968, 69, 70 and 71 issues, and an
article in the lasc issue oy David Belis and J. “reidiin
entitled "U.S. Direct Investment Abroad in 1970."

80. Africa, including the Republic of South Africa received

received #2,673m. Mining and Smelting accounts for
#387m Petroleum /1567m; Manufacturing #400m. Survey of
Current Business, October 1969, Table 5.
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Boutn Airica, New seaiana ana otner similar countries with-
in tne "developed camp", we lina that tne United states
Private direct investment in these countries is more than
twice ner investment in tne developing worid.81 This point
is well Illustrated by the latest data available on the
subject. ny the end oi 1970, total stock ox private direct
investment owned by U.S. companies in developed countries oi
Canada, western rurope, japan, Awustralia, New Zealand and
Soutn Airica was OOOK valued at #35.11 billion, wniie their
assets in tne developing cuun”ries were vaiued at #21,42
billion. ine levei ui U.S. investment abroad would be
mucn more biased in favour o” tne developed countries if
we inciude tne figures for portfolio investments, wnicn are
at present aimost exclusively concentrated witnin tne
developed countries. Tne new pattern of investing smaller
proportion of totai capital export in tne developing
countries is strongly illustrated by tne U.S. investment
in nurope ana Latin America during tne last decade. In
196U, 20% 01 U.S. direct investment was in Europe and this
was 20% less than U.S. investment in Latin America. By
1967, U.S. investment in Europe nad improved to 50% of the
to Lai, and tnis level was 50% more tnan corresponding U.S.
investment in Latin Aterica.85 in otner words, wniie the
snare of Europe in total u.S. direct investment was
increasing from 20% to 30% during 1960-67, the natin America/

snare was failing from 25% to 20%. Again on a broader front.

81. Tne estimated figures are;- Developed, including
soutn Airica, N.Z. and Awustralia #43.5 billion, LDG's
#21.5 billion.

82. survey ol Current Business Oct. 197t Pages 28-29.

83. Survey of Current Business Oct. 1968 rage 21
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tne share oi addition to assets of U.S. direct investment in
developed countries is increasingly greater than the prop-
ortion 01 to Lai capital invested tnem. For example tne
accumulated stock in tnese countries in 1970 was under 72%
01 total, yet they received three-quarters of "fresh" capital,
“nile tne increase in the flow of fresh capital to tne
developing countries nas been relatively static in the last
five years or so, the greater expansion in tne OECD member
states inevitably meant a long term, though gradual, shift
of the bulk of U.S. overseas resources away from the
developing countries. These facts are conveyed in the
foilowing data;

TABLE 1
ADDITION TO STOCK OF U.b. DIRECT INVESTMENT OVERSEAS 1966-70

(# Billion)

TOTAL INCREASE  in DEVELOPED COUNTRIES' LDCs'
YiviiR VOLUME ot

1966 #4.3 82% #0.9
1967 §'4-p* 3.5 80% 0.8
1968 3.4 62% 1.5
1969 //5.8 4.2 730 1.2
1970 /lofc .9 5.2 75% 1.4

* Rough estimate,

Note Figures ior developed and LnC's do not add to total.
1. Developed countries here referred to Canada, Europe,
Japan, Australia, new zeaiand and South Africa. Developing
areas are Latin Aterica, Africa (except South Africa).

The doubling of now to LDC in 1968 over 1967 was due to
exceptionally higner investments in Petroleum,banking and
other service industries.

(Source (U.S.) Dept, of Commerce; Survey of Current Business

October issues 1968, 1969, 1970 and 1971).
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The explanation for the present structural deployment
of international external resources is to he found among
otner factors in (a) the historical links between the
industrial members of the OECD, (b) the continuing greater
expansion in the marxets offered by these developed
capitalist economies, (c) the importance of non-economic
socio-political factors like lavouraole investment climate,
and political stability and affinity”and (d) the sophis-
ticated state of their capital and money markets. As 1
have suggested oeciore, profitability rates appear to be of
xittle signilicahce for investment within the developed
countries themselves though highly significant in relation
to investment in the developing countries. for example the
DEA Progress neport suggests that Che less Duoyant earnings
of the U.K. investments in the Sterling nrea may be one of
the reasons for the gradual shift 0J. her fresh flows to

) ) . . 84
non-sterring industrial economies.

On the other hand,
the gradual decline, Deiow global average, in the rate of
return on U.S. investment in Western Europe during the 1960's
does not appear to have influenced her investment

commitments there. Li 1860/61, U.S. direct investment earned
just under 15, that is, more than the global average of
her earning power. hy 1808, wiien all area average remained

static at about 12>, tne return from western Europe had

declined to just under

84. (U.K.) Dept, of Economic affairs (DEA):- Progress Report

June 1868. op cit page 1

85. (U.S.) Dept. 01 Commerce:- Survey of Current business.
Oct. 1868 op cit.
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in tne last fourteen years or so, the annual flows
of private capital to aeveioplng countries have fluctuated
witnin the ™5 - 7 billion manx. duch erratic and often
voiatire changes in the levei can be discerned from the
avaria Die aata.”” T’he peak of 1956/57 gave way to the
trough of 1961/65, which has since been overshadowed by
the Current expansion that itself became more noticeable
in 1968/69. i'ne latter upsurge reflects boom conditions
in the deveiopea economies, and tne increasing confidence
in tne political climate and the economic periormance of
some developing countries. Private frows nave increased
by armost yO/o since 1964, and again are approaching a revel
of 50U of totar resources transferred rrom the developed
b”o/GEGJJ countries to iDG's. ine oarance or Payments and
rnrration airficurties in the United States, tne United
Krnguom ctnd Prance, wnrcn are craimea to nave greatly
aluected omficiar flows appear not to nave namperea
significanLrj une £row and investment of Private roreign
capital in tne aeveioping countries. mnost companres greatly
increased tneir use of foreign capital rnarxets, beside
retaining a larger amount for reinvestment, and gained
concessionary terms from their parent governments. Por
exampre, under tne 1968 regulations of tne Office of
foreign Direct Investment (OPDI), tne United States
companies couru invest in deveroping countries an amount

equal to 110,7 of their average annual investment in each

06. See Table p. y'cy, ?
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country uuring the 1965-66 period.8V In real terms most of
tne increases in DAG countries flows to iDG's since 1968
nave been due to expansion in tne private sector. Here
too, price inflation has meant that tne discernable trend
is one of very gradual though unsteady increase. The
underlying trend is due more to the phen.Qminal expansion
in guaranteed export credits than anythingm_;:_i_;e. Except
in a few countries, and tne occasional upsurge of once-and-
for-aii development, direct investment has long oeen the
least dynamic element in the flows of private capital to
developing countries.89 Tne above data on U.S. investment
ciearry examplify this point. Some of the explanatory
lactors include (a) tne increased sensitivity os. such
investments to tne growtn of politico-economic nationalism
in tne LdG's, (b) the smallness of the marxets, (cj the
limiued restrictions placed on tne outflow of capital
j.orom many oi tne industrial investing countries, (d) tne
ignorance of investment opportunities in nuG's, and (e)
tne powerful "puil" of tne developed economies for eacn
otner8 investment. However, as I pointed out aoove,
tne boom conditions wnich now and then lead to upsurge in
investment activities witnin tne UEGD countries themseives
invariably spill over to tne periphery. This last point

is supported by suggestion from nAG/OEGD ivself that the

87. bee 1)AG/OEGD:- Development assistance 1969 neview, op
cit.

88. nee Table 5
89. l1bid

9U. G/p Pearson Heport op cit rage 99
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trends in direct investment are oxten correlated with the
pace 01 expansion and the degree oi Dusiness optimism in
tne uoraestic economies oi tne capitar-exporting countries.
However + must empnasize that tne eiiect ol sucn a spill-
over on direct investment is marginal? il anything, it is
lixery to oe leit in the Dilaterai and multilateral port-

folio and more especially in guaranteed export credits.

Tne implications foiy individual country of the inflow
and outflow associated with direct investment are so complex
that the oarance of payments accounts may not shed adequate
right on tne true position, and may even be misleading.

It is equally dirlicult to generalize for tne developing
countries as a wnoie, the oaiance of payments repercussions
o). direct investment. witnin eacn country, the nature and
structure of foreign investment wourd determine the balance
of payments effects, ror example, where investments on

a big scale are in oil, mining and other extractive
industries, the relatively high level of remitted investment
income may oe justifiable, and comfortably contained on the
grounds that such productions are primarily for export.
Exchange earnings in such cases overshadow the outflow and
tne alternative to such outflow may be no exchange-earning
export. On tne other nano, if foreign investments are
primarily domestic market orientated, are engaged in local
manufacturing and service industries, do not earn foreign
currency, nor reduce appreciably import Dills because of

nigh import-content of tneir productions, then in such cases.

9i. JJAC/OEOD:- development Assistance. 1969 review op cit
Page 56.
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the transfer abroad of profits earned may become a signifi-

cant burden on balance of payments reserves.

It is fashionable in the literature on private foreign
investment to accuse those who compare new capital inflow
(including unrernittea earnings) with the profits and remitted
investment income of foreign subsidiaries, of emotionalism
and misunderstanding.92 While it is true that to measure
the oarance of payments impact of foreign investment via the
annual iniiow (capiual account) and the outflow (current
accouhuj may oe misleading, naive and injudicious, the
major purpose or such anarysis is not to prove that inter-
nabj-onai capitarism reaps more i™an it sows in iDG's, out
to draw attention to a possiole deveropment. This is tne
probability that a matured, well-estaolisned roreign firm
courd oecome serf-financing, with the implication that it
becomes a major channej. of perpetual reserves reaxages
aoroad without oringing in any fresh capital in return. It
courd oe argued, on the other hand, that its contributions
to export earnings and/or import-savings, host government
tax revenue, employment, transfer of skirls and general
economic growth, may oe qualitaveiy worth more to the local
economy uhan the continuous profit outflows. Tne rong-term
situation very much depends on local factors. On the whole,
as “nith Penrose has argued, tne indefinite growth of a

foreign firm through the reinvestment of retained earnings

92. oee lor example "Pearson heport" op cit Chapter 5
and the puoiication by (the United states) Gommittee
lor monomic uevelopment (CED) entitled "Assisting
Development in low-income Countries" New iorx, Sept.1909

95. Edith Penrose:- Tne narge Internationar Eirm in
Developing Countries. The International Petroleum
Industry. op cit Page 269. fn. See also ner earlier
article "foreign Investment and tne Growth 0. the Eirm".
E.J. June 1956.
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may not oe to the economic advantage of tne host country,y
arrangement for gradual reduction in loreign equity shares
may well be desirable and less costly in the context of
uohg-term oorigations. Ihe international picture that
emerges from available data suggests that during 1964-69,
DAO/GEGD countries earned an annual average of about
oiitJLion on tneir accumulated direct investment, boox-valued
at about 750 biriion in December I9b6.~* Of this, an annual
average ox /0.8 oilrion was reinvested, reaving ~5.7 billion
as repatriated investment income, curing tne same period,
new inflows (beside the retained earnings) of Direct invest-
ment averaged about y/i.y birrion a year. Thus an annual
capital infrow of #2.1 birrion becomes associated with an
annuar profit outflow of #5.7 billion. it is tne arrangement
uyjl figures in this =+ashion that has grven rise to the alle-
gation tnat at present timie, rich countries have accumurateo
enough wearth in the developing poor countries to tne extent
that they taxe out more than they put bacx in the way of
replacement j.or expansion.95 ns I nave suggested above the

inflow and outflow of finance do not of course teil the whole

94. rhat is, an annual average return of 15/"

95. G/P Hamza Aiavi estimates that between 1950-60, the U.S
recorded total outgoings of public xinds of #'25 billion
and receipts on public funds of #19 billion, over the
same period addition of g/20 billion to private invest-
ment was associated with investment income of #25
billion, ("Les Nauve Imperialism", Les Temps modernes,
August/Sept. 1964) quoted in P. Jalee - "The Pillage of
the Third world" New fork 1968, See also, G. Arrighi
and J. Saul, op cit. Page 149 footnote. Since 1964,
suggests the ECONOMIST, "cumulative income payments on
earlier private investment have probably exceeded the
total inflow of private investment capital which the
developing areas nave received." The PGONOMIST (London)
August 26, 1967.
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story, UP the cumulative direct investment in hnC’s, nearly
nail is in petroleum and mining, traditionally among the most
attractive lor loreign investors, and tne leading foreign -
exchange ealrners.96 If we add the aforementioned benefits
and the disadvantages of foreign investment that do not show
up in the baiance of payments accounts, we are led to assert
tnat a cursory look at the balance of payments data gives
little insight into the true effects and productivity of
direct investment, and for that matter, of the other types
of flow. The importance of the exchange-earning performance
of a developing country that makes substantial use of external
resources, is the optimisms and encouragement, or pessimism
and discouragement it engenders in foreign investors and
lenders. fhrtnermore a detailed study of the balance of
payments accounts helps in gauging the trends of such factors
as capital ihflows, investmeht service - exchange earnings
ratio, local value added and the proportioh of export-value

that is rocaiiy retained.
PXPORT CREDITS COMPONENT OP PRIVATE OAPITALM

The position of private export credit was touched upon
earlier in my discussion of equipment salesmanship, 1in spite
the growing awareness of, and concern for tne potehtiai

deot problems it generates, the flow of export credits has

. . . 98
continued to increase at an alarming rate. Prom an average

96. In 1966, Exports from developihg countries of four major
extractive commodities - petroleum, iron ore, bauxite
and copper - amounted to more tnan ~15.8 biilion.

source:- World Dank/IDA Annual Report, 19/0. op cit.

97. Por a more detailed exposition. See learson Report,
op cit Pages 118-122.

98. Average a”“muaj. growth rate in late 60’s was around 17//

Be}xveen 1967 and 1968 private export credits rose by
50
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of about #500m per year in 1956/57, the liow of total net
export créai 5 from DAO countries to LDO nas more than
tripled to aoout #1.750m in 1969.99 it is perhaps the
major lac cor in recent upsurge of xrivate capital flows,
especially those from West Germany, Japan, rtaiy, France
and tne wuni oeu xingdom, who oetween them account for 90%
Ox sucn flows. Private guaranteed export credits have
oecome an increasingly important source oi external finance,
now accounting for no xess than 15% of total net capital
resources transierred annuairy to the developing countries,
and form nearly 1/5 of private capital flows in recent years.

voiurne outstanding at tne end of 1968 was estimated

to De aoout ~10 billion. 10!

A number of factors from both
tne lenders ana creditors enus of tne arrangements, unuer-
xie une phenomenal expansion of credit facilities extended
to the developing countries. Some of tne major ones are
(a) une increasing intensity of export “arxeting promotions
among the industrial counuries which have eased the terms
Ox export credius conuractea by developing counuries, (b)
une growing volume ox world trade itself, “c) tne growing
politico-economic demands xor "turn-xey" industrial projects
anu capital goods production in tne developing countries,
(d) the liberalization oi exchange, credit and credit

insurance policies in UEGD/DAO countries, and (e) the limited

access to international capital raarxets for portfolio capital

99. See Table 5. oross rrivaue fiow was estimated at about
#5 biixion in 1967. In audition gross credits from
public institutions prooauiy added another #1 billion
to one private flow.

100. See laoie *.

101. C/F’ DAG/OECD - Development Assitance 1969 Review op cit
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and tne increasingly inadequate supply ol untied development
assistance lor industrial undertakings and "prestige" projects
especially in tne construction inaustry. The main attractions
tnereiore are tnat such credits, when efficiently used
constitute a significant addition to tne financial resources
availaoie for development purposes. Developing countries,
taxing advantage of the relatively easy access to credit
facilities, have been able to finance industrial projects
to Wixich they attach great importance but for which they
were unaoie to obtain assistance from tne multilateral
agencies or tne main official bilateral donors. furthermore,
developing countries can resort to supplier's credit as a
second best alternative, if the bureaucratic process of
oiiicial approval is unduiy slow, and the criteria for
viability appraisaa too rigorous. It also enables developing
countries who do not embrace with enthusiasm the economic
development philosophy of tneir main benefactors, uo reduce
the leverage such donors nave on their development policy

cihd strategy. lus

however the characteristics Ox export credits - suppliers
credius and contractor's finance fron”™ viewpoint oi recipient
country - ox being expensive, short-term and easy to contract
on one nann, and tneir likeiy use for infrastructural improve-
ment, prestigeous or non-prestigeous industrial projects of
xohg gestation period on the otner nano, snow the extremely
onerous debt-servicing burden a less cautious developing
country may snouider itseif with. for example, since Mid-

19b0O's, an injudicious accumulation of short-term suppliers

1U2. oee beiow chapter 5.
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credits nas been a major reason for the balance oi payments
diificuities, and the need to reschedule the debts of some
developing countries, noteaoly Argentina, Brazil, Ghana,
Indonesia and Turkey. lixe credits expansion, rearrangement
operations lor ronger maturity OJ. snort and medium-term debts
nave become one of the lew "growth points" in the international

aid programme.

wnen tariif and foreign exchange rate policies distort
the price structure, decisron-maxers may be led to undertake
investments with suppliers credits and contractors' finance.
Which though/may be profitable in terms of local currency,
nevertheless have marginal or negative returns in terms of
loreign exchange repayment capacity. 107 There is the danger
aiso that projects financed with export credits may not
always be subjected to tne same detailed and careful review
of economic, commercial and technical viability to which
oiiiciaiiy-financed projects and private companies' invest-
ments are invariably exposed.The fearson Report was most
explicit in emphasizing this danger. The most unfortunate
aspect of export credit finance” it says, is that "it
provides a temporarily painless way of financing projects
conceived by over-optimistic civil servants, by politicians
more concerned with immediate political advantages than with

potehtiai future economic problems, and by the unscrupulous

luy. Pearson Report. op cit rage 110

104. On the other nanu, tne ganger exists for tne social
content of cost/benefit analysis to be minimized, if
not ignored by foreign "experts" who do not fully
appreciate the local socio-cuitural environment and its
importance in economic activity.
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salesmen lor the manufacturers of capital equipment in
developed countries” T h e disquiet felt over the activities
of equipment salesmen, again well-highlighted by Sayre P.
Scnatz in his article referred to earlier,centers on
the proposition that while ensuring for themselves and the
firms that supply them, good profits, that is guaranteed
by the government, and wider market for their capital goods,
the resource allocation they thereby help to set up," is not
often in the best long-term economic interests of these
countries. writing of Nigeria's recent experience, Peter
hilby notes that the actual investment made by these machinery
merchants has been very small, typically 3-4% of the
combined equity-deoenture capital commitment "Yet the
promotional activities of German, Italian and Israeli
macninery mercnants nave resulted in over P30m in Public
investment between 196i-bb, and most of it in uneconomic
projects ... In marxea contrast......... the joint
ventures wiuh foreign firms, where the latter undertake Doth
the management and suostantiai snare of capital, have oeen

highly successful." o7

rURTPOLIO INVESTMENT IN DEVELOPING COUNTRIES

Tne otner category of private investment flows that
must be briefly mentioned is the floating of bond issues by
developing countries in tne international capital markets,
nelore n*xe last World war, portfolio investment had
historically been the chief form of international capital

movement for development. however its global supplantation

103. Pearson Report op cit Page 120

I'Ib. uee footnote 22 Page 29
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s most evident 1in

Page 69

the iiow oi private

niiaterar portfolios to tne developing countries. Such

now represents only a

small traction of total capital

movement though its absolute value has

increasing especially
still accounts for abo
1us inflow 1s concentr

developing countries,

107. leter xiioy:- Ind

108. See Table 3.

109. I'or data on bond
countries between
Annex II Tabre 14

greater bond usage

same report Pages

in the rate 19bO’'s.

steadily been

ut 6% of totai private

Even then 1t

flows 108 and

ated in a few, relatively advanced

noteaoiy Mexico,

Israel

ana Argentina.

ustrialization in An Open Economy:
Nigeria 1943-66 op cit. Pages 77-79

issues to individual

developing

109

1964-68, see Pearson Report Statistical
. Por analysis of the obstacles to

11p-ii8.

by developing countries. See tne
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TABLE 2
.0TIMATEL ACCUMULATED DIRECT INVESTMENT1 BY DAG COUNTRIES IN
LDC's AS o DECEMBER 1966, BY REGION AND SECTOR, (#m)

Mining & Manufact"

Old industry omeiting -uring Otners TOTAL

Sou unern”
Europe 3po A2 618 507 1503
A frica 2,04 1 792 806 1277 4916
xxiddie-East 5,495 5 83 103 3684
Asia &
Soutxx laciiic 1,142 217 1,529 1515 4203
Datiii America
& Caribbean 4,878 1697 5,261 3828 15664

TOTAL 11,892 2,751 8,097 7,2pc 29,970
TOTaL (1967
ESTIMATE) (8" 1.3 (#3.6 (lc.6) (8.8) (340)

biaaionj uiaiion)

. aAeu Biuox Value.

AL Stiutnern Europea”x Countries classified as developing are
upain, xoruugax, Greece, Turkey, Yugoslavia and Cyprus,

(Sources (1) Eor I9u6:- UECD Secretariat, quoted in fearson
Report op cit. Annex Il Taoie 13 Page 3/6

(2) Eor 1967, DAG/OECD - Development assistance
1971 Review Table 1V -3 Page 39)
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CHAPTER 3 Page 71

INTERNATIONAL RESOURCES PLOW POR DEVELOPMENT: OFFICIAL
ASSISTANCE TO LLPs'

So much has been wri‘[ten2 about official assistance -
the so-called "foreign-aid" - to the developing countries,
that I shall endeavour to limit my analysis to generalisation
of important aspects of aid transfer and undertake a critical
exposition of such assistance within the context of an over-

all critique of international resource flows.

The theoretical ideas postulated in this section form
the analytical platform for the discussion undertaken below,
on Nigeria's foreign aid experience. The concept of "foreign
aid" is to a certain extent misleading and in some cases,
unfortunate, especially when applied in donor's official
budget proposals like the United States "Foreign Aid Bill",
Taken literally upon by journalists and commentators, the
gross estimates tend to convey to the general public of the
donor countries the impression that their governments are
giving away such and such amounts in charity to the poor

countries. Nothing could be further from the truth. The

1. This is essentially on analysis of Governmental BAG
countries (of O.E.C.D.) assistance to the developing
countries. However adequate consideration is also given

to capital transfer and technical assistance emanating
from multilateral agencies like IBRD, IDA, IPG and UNDP.
For an extensive study of the Gentrally Planned
ECONOItIEB' aid to the Developing countries, see O.E.G.D.'s
Publication entitled "Policy in the Soviet Block on
Aid to Developing Gountries Paris 1969.

2. For extensive and detailed studies of the subject -
matter, see the following (a) O.E.G.D./DAG;- Development
A ssistance, Annual Reviews, op cit. for detailed
exposition of current positions, trends and other
technicalities of resource flows, including individual
DAG members efforts and recipients' experience (b) world
Bank/IDA:- Annual Reports op cit. (c) Pearson Gommission
Report:- Patners in Development: op cit Note
especially its ten recommendations on Pages 14-20.
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complexity of the motives of the Donor Governments, ensures
that the aid allocations contain elements of political,
strategic, historical and socio-economic assistance. It is
that element fbr social and economic development - the so-
called "Official Development Assistance (ODA)" - as opposed
to the "Cold-War" military - induced support, which concerns
us in this study. Most of such economic assistance would be
defined as a transfer of real resources or immediate claims
on resources from one country to another, which would not
have taken place as a consequence of the operation of free
market forces; or without specific official (and inter-
national) policy designed to promote such transfer by the
donor country. Thus it is the concessionary, "cut-price"
nature of some proportion of the transfer which colour the
flow with the word "aid". The element of charity is not large.
Furthermore such factors as secondary benefits to the Donor
in terms of export and general commerce promotions and non-
quantifiable political, diplomatic and security advantages

invite nothing but ridicule for the "aid-to-the-poor-

2. (cont'd...) (d) Roland Robinson (ed):- International
Co-operation in Aid: Impressions and Papers of the 5th
Cambridge Conference on Development Problems. Cambridge
1966.

(e) R.P. Mikesell:- The Economics of Foreign Aid London
1968.

(f) T. Hayter: Aid As Imperialism. Penguin England 1971.

(g) For two major donors official views see U.S. "Principles
of Foreign Economic Assistance". Washington D.C. 1963
And for Britain, "Aid to Developing Countries". Cmd.
2147, or "Overseas Development; The Work of the New
Ministry". Cmd. 2756. London 1965. For a survey of
foreign aid to Africa in the first half of the "first
development decade" 1960-64. See (h) U.N.:- Economic

Bulletin for Africa Vol. IX No. 1 June 1969. There are
also extensive essays and articles in the Literature,
see especially (i) H.B. Chenery and A. Strout, "Foreign
Assistance and Economic Development". American Economic
Review, Sept. 1966 and (j) P.T. Bauer and Barbara Ward,
Two Views on Aid to Developing Countries. London
Institute of Economic A ffairs. Occasional Paper No. 9
1966. op cit.
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-countries" mentality; nor could the published Data on
annual flows be realistic guides for estimating the true
costs and benefits to the Donor and recipient countries.
Inflation in the Donor countries, the policy of aid tying,
excessive valuation of transferred surplus commodities
like "PL480" and expenditures on economically "non-productive"
programmes, reduce the purchasing power of the assistance
flows to the recipient countries and the balance of payments
costs to the donorslIn general the overall "cost" to the
recipients in Debt charges, local costs and politico-
economic control and leverage, is often greater than donor
opinion imagines. It is for the lack of a more realistic
and precise concept, and because of the degree of its

penetration into our everyday usage that the phrase "foreign

aid" is retained in this study. It is however used
synonymously with "development aid", and "development
finance".

THE NEED FOR ASSISTANCE. Why Government assistance from
abroad? Before I answer that question, it may be right for

me here, to point out that the world-wide publicity of

3. See below section on the "true" costs of Aid.

4. See below section on aid tying and donors benefit.
Also table 13.

5. Even then, colonies were aided until they were able to
"pay their own ways". Residual grants-in-aid, in terms
of financial needs can only be described as "token
gestures" - small amounts when compared with the out
flows from colonies associated with the remittance of
colonial administrators. For Nigeria's experience
see below Chapters 6 & 7. It was not until 1940
that the British Colonial possessions ceased to be seen
mainly in terms of providers of primary raw materials
and markets for metropolitan manufactures. The Colonial
and Welfare Acts, 1929, 140 and 1945. Doc cit.
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official assistance under the "foreign aid" concept is of
recent origin. Assistance, in the contemporary sense, was
started by the United States "Marshal Aid" for post-war
reconstruction in Europe. Non-commercial public resources
transfer from one country to another, in form of "grants-in-
aid", loans and colonial Civil Service personnel was implicit
in the relationship between Imperial Powers and their
colonies, though the maintenance of law and order, and the
building of infrastructure networks for private commercial
exploitation of primary produces, rather than a clear and
explicit policy for economic development were the main
rationale for such transfer. The significance of modern
foreign aid lies in the fact that it is an assistance from
one independent and sovereign Government to another - albeit
from a "rich" one to a "poor" one - in a global atmosphere
of greater commitments to economic and social development.
However, for the Donors the motives for assistance in this
"Second Development Decade" are no less different from those
of fifty years ago, except perhaps they have become more
complex, and are explained away in subtler, diplomatically
sophisticated terms than before. Por a majority of the
recipients governments, the urgent desires to lift their
people out of abject poverty and misery; to develop their
economic potentials; to modernize the socio-cultural values
and institutions of their societies; in a wider context, to
give full expression to their civilization and ways of life,
can be readily realised and in shorter time only by moral
and financial support from abroad. The need for development
aid is boundjwith the economic objectives of both donors and
recipient countries. Por the latter the need for foreign

assistance has both a positive rationale as well as indirect



Page 75
reasons for it. The indirect or negative validity for
official aid stems from the inadequacies built into other
methods currently available for accelerating the economic
and social progress of the developing world, and the un-
willingness of the industrial economies to effect necessary

changes.

Non-governmental efforts of Developing with the aid of
world trade in its present structure and foreign private
investments alone are insufficient, 1f not ineffective, for
/Developing countries' task of achieving a well-structured,
self-sustaining growth process with the minimum of delay.
Paced with a near static price and income elasticity of
Demand for primary produce, high effective tariff rates
against processed and labour-intensive standardized
manufactures and other discriminatory treatments of their
exports to developed countries, it is only rational for
LDC's to be pessimistic about the "engine of growth"
potentials of the present structure of international trade

and division of labour.”

6. See Bela Balassa:- "The Impact of the Industrial
countries' tariff Structure on their Imports of
Manufactures from Less-Developed Areas. Economica
Nov. 1967; And Alfred Maizels:- Exports and Economic
growth of Developing countries. op cit; See also
Jan Tinbergen's recent pamphlet:- On the International
Division of Labour. Stockholm 1970.~ Hal Lary has shown
that the more labour - intensive an industry, in the
Developed countries is, the higher the effective
tariffs levied against its competing imports. H.B. Lary

Imports of Manufactures from LDG. Columbia University
Press. New York 1968, quoted by Tinbergen.
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International commodity agreements, preferential trade
arrangements and above - equilibrium prices for primary
exports constitute at best a clumsy devise for transferring
aid resources and as such unlikely to be directed into channels
that promote development. At worst, it encourages the
creation of top-heavy, over-developed (relative to the rest
of the economy) export sectors that stand in constant danger
of glutting the world markets and forcing the developing
countries into "competing for dead laurels in a race towards
mutual irnproverishment".7 Foreign private capital, when it
does not concentrate in the export-import sector - thereby
creating the dwualistic structure and engendering the afore-
mentioned pattern of trade - does not cater for, nor apprec-
iate the concessionary nature of the resources needed by
LDC's for structural transformation. These two devices "do
not transfer resources most needed to erect social infra-
structure, expand the public sector and rationalise the
Domestic economy. Essential as they are they cannot be
expected by themselves to bring about the internal structural
changes required for swifter and more balanced (sectoral)
growth"g. The role of official aid is simply to do as many
of the tasks necessary for economic growth which these other
devices for the time being cannot, or are, not doing. How-
ever, it should be seen as an essential complement to, and
not substitute for, internal saving, international trades or

foreign private investment. In view of the skill, savings and

7. R. Robinson (ed);- International Co-operation in Aid,
op cit Page 13.

8. Ibid P .14
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foreign exchange shortages of most LDC's, official assis-
tance is needed also to attract and generate more of these
factors. First, to bridge the gap between the foreign
exchange, LDCs derive from trade and private investment
and the amount needed to service their foreign debts while
achieving a reasonable rate of growth of GNP. Secondly, it
is needed to fill the gap between internal savings and
required economic and social infrastructure until the
economy works with sufficient impetus to generate adequate
savings and to attract sufficient private investment. Thirdly
aid, particularly in the form of technical assistance is
essential to strengthen the administrative, technical and
managerial cadres of recipient governments and improve their
capacity to plan, co-ordinate and control the complicated
internal and external factors that govern their economic
fate".9 But the relationship between official aid policy
and, within the international context, trade policy and
private foreign investment, is loose and poorly understood,
though in terms of national bilateral policy of donor
countries, some authors 10 have emphasized the strengthening
role - in support of foreign private investment - of official
project disbursement and balance of payments aid. Further-

more, it is well recognised that general trade liberalization

would not be of exclusive advantage to the developing countries

alone.

9. Ibid P. 14 On the gap approach to foreign aid need of
developing countries see Appendix V.

10. C/F G. Arrighi;- International corporations, Labour

Aristocracies and Economic Development in Tropical Africa,

op cit Page (28). And P. Perera;- Development Finance
- Institutions. Problems and ProapAnta” New York, 1968.
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The positive need for official development assistance
in form of grants and soft loans stems from the under-
developed characteristics of the recipient countries. The
fundamental case for soft loans and other concessionary
assistance is that these low-income countries with large
population, low productivity (as a result of low level of
education and skill, and perhaps relatively poor natural
resources), require a relatively long period of net resourc'e
inflow in order to assist them in making the structural
changes which are deemed necessary for ultimate self-
sustaining growth. But structural changes in the use of
resources generally, and in particular, in the structure
of the balance of payments,export, imports and internal
savings necessarily involve”lengthy time lag between policy
decisions and expected results. The justification for
concessionary aid as against "hard" loans, lay less in the
limited debt-servicing capacity of aid recipients, but in
the long process of restructuring as evident for example,
by the long pay-off period and delayed impact on the social
product of such investments as education, electrification
etc. The inherent danger of the expectation of long period

of capital inflow on concessionary terms is the possibility

10. Cont'd.... The United States AID officials have been
accused of (a) "pushing" commercial exports from the
U.S. at the expense of the local economy (b) helping the
local Development of parts of the economy that will not
compete with U.S. companies, nor will the U.S. provide
development loans to industrial projects that could
undercut U.S. companies at home or in the world market.
See also T. Hayter;- Aid as Imperialism op cit Page 32
See also Chapter 5.
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that it may dull the zeal of Governments for policy reforms
in countries where the function of aid are not fully

appreciated.

Furthermore, some countries need foreign aid as an
insurance against politico-economic instability which might
threaten them if and when short-term bottlenecks occur in the
supply of consumption or capital goods, whether produced
locally or imported. O fficial aid in so far as it contributes
to the integration of national economies effectively,
contribute at the same time to national unification, inter-
dependency and to political stability. From the view point
of the Donors, the need to give assistance is more than
humanitarian and philanthropic. It is the result of a
recognized enlightened self-interest in international
economic as well as non-economic co-operation with invalue-
able mutual benefits to both sides. 'While widesprdad poverty,
frustration and widening gap between the "rich" and the
"poor" represent a threat to world peace, an aid-induced
breakout, from the so-called "low-income equilibrium trap"
through development, produce jobs, markets, trade,investment
opportunities and material benefits for virtually all

concerned.

FUNCTIONS OF FOREIGN AID: It is difficult, if not artificially
semantic to differentiate between the need, justification for,
purpose and objective of, foreign assistance especially from
the position of the recipient countries. However, such an
attempt is made in this study, perhaps less convincingly

than it might be hoped for. The interrelationship between
these words and phrases must nevertheless be underscored.

For developing countries, two major functions of aid are



Page 80

discernable, depending on the stage an individual country

has
and
off"

the

reached on the drive towards self-sustaining economic

social development. For those countries on pre "take-

11 . . S . .
Stage, the ultimate function of aid is to assist in

successful implementation of public and private measures

which will mobilize and reallocate their human and material

resources for maximum utilization. In the process of such

economic and social transformation, temporary shortages,

bottlenecks and inefficiency become inevitable, necessitating

therefore the inflow of human and capital resources from

abroad. Thus the filling of skill, savings and exchange gaps

becomes not and end in itself, but the mean to achieving

12

national transformation. This approach therefore does not

regard foreign assistance as fundamentally an aggregate

supplement to Domestic resources but rather as a catalytic

13

factor. It is thus far more important, than just removing

the foreign - exchange and savings constraints to growth.

It

for this type of function that concessionary aid is

needed, if not because of the long process of transformation,

perhaps to help in attracting private and public non-

concessionary external capital for achieving the same

ultimate goals.

11.

12.

13.

That is, either the first or second historical stage
of Rostowian five stages;

National transformation encompasses more than socio-
cultural modernization and economic changes. The latter
include not only restructuring the use made of human
and material resources but also of income generated in
the economy.

That such a function exists is based on my assumption that
most of the developing countries are economically
potentially capable of sustained development process

with some positive per cepita growth rate, on the basis
of their ovm resources.



Page 81

The second function of aid applies to.“country that has
already "taken-off" but lack resources for a high growth
rate. Hence the employment of external capital for supple-
mentary purposes in order to achieve a higher level of
investment and growth rate of output.Such supplementary
flows need not entirely be on concessionary terms, but could
include a large segment of private and multilateral agencies'
lending. This second function of assistance is logically
distinct from the first. Such supplementary inflows are not
primarily for the purpose of facilitating a basic trans-
formation of an economy not making reasonably productive
use of its resources, but rather to reinforce and quicken
the pace of growth already set in motion. If however a
"take off" could be achieved before the required level of
transformation has been completely reached, then it 1is
conceptually possible for the two processes to go on
simultaneously, perhaps reinforcing each other. But for the
purpose of aid policy and allocation strategy it is desirable
that they should be kept apart. Thus for a developing
country that is in the process of transforming its economic
structure, the primary emphasis should be on the first
function; for those that have already "Taken off", the
second. For the first function to be successfully executed,
there must be a comparable alteration within the industrial
countries in the structure of resource usages, away from
technologically simple and labour-intensive industries whose
otttput would eventually be catered for by import from the

Developing countries.
If we accept these propositions: (1) that the main
economic objective of the lending donor countries - including

14. Also see below Appendix II dealing with definition and
clarification of structural transformation.
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both the market economies of O.E.C.D. and the Centrally
Planned Socialists economies - is the economic development
of the so-called "Third World"; (2) that the present
mechanism of aiding has.”*not beenCso far“successful in
achieving a reasonable progress towards that objective and
indeed may be a "stop-gap" second best device; (3) that
the Donors have been reluctant to face adequately the full
implications for them of economic development in the "Third
World", then the function of aid from their point of view
must be to influence the development policies and strategies
of the recipient countries, in such a way that the emerging
pattern of development and progress in LDG's must be
consistent with their current views of international economic
organisation, co-operation and indeed of their basic economic
philosophies. The principle of leverage per se , is not
denied by the developing countries; after all, the existence
of alternative quantitative country models15 which can be>
and are used to question the basic assumption of national
Plans, evaluate the parameters used in the Plan models, check
the overall realism of the Plan and by implication to suggest
the need for improved performance,” or to caution exagg-
erated optimism, is by all accounts a healthy thing. How-
ever the basic danger in leverage lies in the potential

conflict that may arise between the Donor and recipient

15. That is, those built by official foreign aid agencies
like U.S. (AID) and the multilateral agencies like
the IBRD and PAO. C/P PAO’s one for Nigeria in a
publication entitled "Agricultural Development in Nigeria
1965-80" Rome, 1966.

16. Por example, in the target rate of growth of exports
or the proportion of fiscal revenue to G-NP.
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countries as to how a particular economic problem or crisis
might be resolved, or on the question of the general strategy
for maximum growth and development. 1% O fficial agreements
on issues such as these, need not necessarily be in the
best interest of the masses in a developing country. It
may merely lead to the entrenchment of the ruling elite.
Foreign aid advisory missions may genuinely support a policy
prescription, like a redistribution of income in favour of
profit earners in the modern sector, which may have an
adverse social welfare impact, while not successfully
achieving the expected result of greater savings and invest-
ment. "To a host Government", a former aid adviser in
Pakistan intimated, "the political value in the international
arena of having highly qualified, supposedly objective out-
siders providing a sophisticated, intellectually respectible
and ’independent' defence of its policies and achievements
is enormous". He goes on, "In Pakistan, as in many other
countries, 1t 1s difficult to avoid the conclusion that
foreign (advisory) establishment has underwritten and
contributed to a socio-economic system and a development
strategy which has produced a monopolistic economic structure
which is neither efficient, dynamic nor equitable. Foreign
aid and advice....... has encouraged and enabled a small
class of wealthy monopolists to extend their control over
the economy, the Government and the society, and has also
provided an intellectually respectable argument to justify

: 1A
this pattern to the rest of the world."

17. For example, the controversies over capitalist or
socialist alternative 3X)ads to development, over indust-
rialization, or over "productive" or "social-impact"
projects.

18. Timothy and Leslie Nulty:- ”"|Adiat is the problem with
Foreign Advisors" in Bulletin of Institute of Development
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19 of the influence

Teresa Hayter's critical study
which agencies like the United States AID, the World Bank
and the IMP exert on the general economic policies of
developing Latin American countries came to the conclusion
that while, as a matter of the highest priority, insistence
on financial and monetary stability has not cured the
inflationary pressures prevalent in these economies, the
rigorous application of orthodox ("Western") remedial
measures have had depressive effects on such factors as
growth, production, employment, income redistribution and
social welfare expenditures. The leverage function of
external assistance has meant the entrenchment of the present
systems of economic and social organizations in Latin America,
with military regimes and international agencies "pursuing
policies which distract attention from, and frequently
conflict with action to improve the conditions of life of
the majority of Latin Americans." 20 It has prevented any

. : : . : pl
serious experiment with the "Structuralist" alternative.

OBJECTIVES OP ASSISTANCE. Foreign assistance support, at”
any period is the product of a variety of complex and

interesting motives and objectives of both Donor and recipient

18. cont'd.... Studies. University of Sussex. Vol. 3 No.2
Jan. 1971.

19. T. Hayter:- Aid as Imperialism, op cit
20. Ibid Page 155

21. For an explanation of the "Structuralist" thesis in-

contrast to the "monetarist" stance of the agencies,
see ibid Page 42-43 footnote.
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countries. Most developing countries' economic motivation
appears clear-cut and precise; the objective is to be
assisted in achieving economic growth on a sustainable
basis. Por the more "radical" and "progressive" governments,
however, their policy objectives go beyond the realm of
straight forward growth. They need external support in
changing their economic structure by means of a variety
of often unpopular policy instruments so as to enable them
to achieve significant economic and social progress as
well. Por them it is not enough to argue that growth of
the real product is necessary for the achievement of better
wealth distribution, and expanded social services and a
closely linked urban and rural communities, the growth of
national output must be conditioned towards the achievements
of these objectives of a broadly based economic and social
development.22 The donor's sympathy with the developing
countries objectives is not the only, nor the main
rationale for their commitment to foreign aid. Por them,
the desire to assist in raising the living standards of the
LDC's is only one factor in an aid policy and programme that
is designed to satisfy not only other economic and commercial
self-interest, also ideological, strategic, diplomatic,

cultural and political objectives. Professor H.B. Ckenery,

22. Some regimes in developing countries often see foreign
aid as more than just an economic support, but a seal
of political, military and moral approval by the donor
countries. C/P Nulty's quotation above.

23. H.B. Chenery:- "Objectives and Criteria of Foreign
Assistance" in G. Ranis (ed). The United States and
the Developing Economies. Page 81
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who at one time served as an official of (U.S.) AID has
stated that "the main objective of foreign assistance as
of many other tools of foreign policy, is to produce the
kind of political and economic environment in the world in
which the United States can best pursue its own social

goals T

"Realpolitik" is evident too in Soviet aid, for example
to India. P.J. Eldridge has argued that "although the Soviet
Union has seemed generally content to explain its aid in
ideological or at least anti-Western polemical terms, on
closer examination, its objectivefprove to have been
influenced far more by diplomatic than ideological consider-
ations ... Her basic diplomatic objective would appear
to be the mitigation of Western influence in India, especially
in the sphere of foreign policy. In this she has been
generally successful.Paternalism, socio-cultural
affinity and the maintenance of historical ties and spheres
of influence in their former colonies, determine the foreign
aid policy and allocative criteria of Britain, Prance,

Belgium and other imperial powers.

24. P.J. Elridge:- The Politics of Foreign Aid in India
London, 1969. Page 175.

25. Note the historical development of foreign aid in the
United States. The post-warMarshal Aid for European
reconstructions was followed 1in the 1950's by foreign
aid, which by means of the Mutual Security Act (1953)
was justified primarily as a national security measure
needed to strengthen allies and to build up LDC's
so that they could be less vulnerable to "communist

invasion or takeover". In the 1960's, economic growth
began to be given higher, but by no means overriding
priority. The basic framework for foreign aid since,

has been the "Foreign Assistance Act. of 1961".
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The most unfortunate aspect of foreign aid policies is that
the donors objectives underlying them have led to the exist-
ence of a programme and machinery that were designed for the
political advantages and indirect economic benefits of the
donors than for the social and economic development of the
recipients. The cry for multilateralization and other
reforms of aid mechanism must be seen partly as a call for
depoliticisation of bilateral aid policy. Por no economic
rationality can be postulated to justify a British policy
that gives more aid to Turkey than all non-commonwealth
A frica. It is ironical that while donor's national
bilateral distribution of assistance throughout the developing
world shows minimal economic influence, it is usually for
economic developmental efforts that the greater part of such
inflows into the developing countries are earmarked.po There
exists a widespread belief among "development" economists
that aid as a direct instrument of donor's foreign policy
is inefficient, if not inevitably self-defeating. If aid
used presently to serve the donors' short-term commercial,
political and military - strategic interests were designed
strictly to develop the recipients' economy, the greater is
the possibility that such a successful aid programme will

serve in a much better way the donors Long-term objectives.

26. A movement in the wrong direction for British foreign
aid policy is the abolition in winter 1970/71 of the
Ministry of Overseas Development and the transfer of
overseas aid to the Foreign and Commonwealth O ffice.

28. See the proportion of "Official Development Assistance"
in total official flows in Table 5.

29. C/F R. Robinson (ed):- International Co-operation in
Aid. op cit.
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AN INSIGHT INTO THE STATISTICS OF FOREIGN AID: VOLUME, TREND,

STRUCTURE, TERMS, SOURCES AND ALLOCATION.

A detailed study of the statistics of foreign aid is
available in the annual reviews of DAC/OECD.”* I shall only
be concerned here with a general analysis of the "aid scene"
as 1s likely to exist in the Second United Nations Develop-
ment Decade. Any judgement concerning the performance record
of the donors can only be made against the background of
what international opinion considers as the adequate require-
ments for the 6" target growth rate of the "Third World".
The most well-known criterion is the "1~ of GNP" rule first
put forward by UNCTAD II in New Delhi in 1968 and which was
reaffirmed at the third conference in Santiago - de - Chile
in May, 1972. Yet it was the inadequacy of the flows of the
last decade in relation to the previous target .and the need
of the developing countries which has prompted the Pearson
Commission to urge for an accelerated increase during the
"second development decade". Their recommendation for volume
increase seems more optimistic and therefore less likely to
be achieved than the 1% of GNP' target before it.
"Specifically, official development assistance should be

raised to 0.70” of donor GNP by 1975, and in no case later

than 1980.

30. DAC/OECD:- Development Assistance: Efforts and Policies
of the Members of the Development Assistance Committee.
Annual Reviews, op cit.

31. See United Nations:- Towards Accelerated Development;

Proposals for the 2nd United Nations' Development Decade
1971-80. New York T970.

32. Pearson Report op cit Page 18.
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This compares with an average flow of 0.36% in 1969. The
highest proportion achieved in the '60s was 0.54% in 1961.
Prance apart, none of the major donors' flows came nearer
0.50% of their GNP in the last five years (1965-70),though
they did better in terms of their total netofficial flows-
including non-concessionary credits - or in terms of net flow
of resources, including private capital, reaching developing
countries. However, it is the statistics of official develop-
ment assistance, which must be recognised as giving a fair
picture of the degree of aiding on concessionary terms for
economic development. It has its own drawback too, since
donors tend to include all concessionary assistance under
the title of "Official Development Assistance", even if such
assistance are glaringly for non-economic purposes. For
example the half a billion dollars which the United States
has in recent years been disbursing annually in South-East
Asia including South Vietnam, has always been included in /)

her "official development assistance" figures.

The flows of official aid from DAG countries to LDCs
in 1968 was no higher in real terms than in 1961 and
substantially lower, as a percentage of the aggregate real
GNP of the donor countries. In fact the stagnation of the
'60s is likely to be followed by a decline in real terms of
volume disbursed to LDCs and the multilateral agencies in the

early seventies. In real terms, official flows in 1969 fell

33. See Table 6. O fficial development assistance are flows
on concessionary terms which are primary intended for
economic and social development of LDCs.

34. See Table 14.
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below the 1968 figures and as the Chairman of DAC/OECD
warns, further contractions were in the pipeline.35 The
fall was due mainly to the reduction in the flows of the
three big donors, namely the United States, France and the
United Kingdom, but more especially to official cuts by
the first named country. Total official flows as share of
GNP fell from 0.43% in 1968 to 0.39% in 1969. If we include
private capital flows which as we have seen, has increased
substantially in the last two years, total resources flow
from DAC countries to LDCs and the multilaterial agencies
fell in GNP terms from 0.79% in 1968 to 0.72% in 1969. How-
ever, if we exclude the U.S. total official and private flows
from the overall total, we find that flows from other DAC
members actually expanded, from 0.92% of GNP to 0.97% 1in
1969 (nominal value). This performance was within the
striking distance of the 1% target. All the E.E.C. countries
show figures above 1% of GNP in 1969. West Germany led the
rest with a 1.3% figure. The Germans have substantially
increased their private flows, so too have the Japanese. The
decline or stagnation in aid from the major donors has var-
iously been attributed among others, to balance of payments
difficulties, domestic inflation, international pressure on
government resources, mounting defence expenditures, inter-
national finance crisis especially the liquidity problem, and
to non-economic reasons such as aid weariness, widespread
apathy and disillusionment, especially in the United States
over the aid performances, and scepticism over the capability

of these programmes to achieve announced objectives. Further

35. DAC/OECD:- Annual Report for 1969. Paris, July 1970.
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more, corrective measures in the economic and monetary
fields have had serious fall-out effects on developing
countries. In view of the influence of current economic
situations on resource transfer from the developed
industrial donors, it is likely that/future flow of bilateral
resources to LDCs will be determined to a considerable extent,
not by the "richness" of a donor, but by the growth rate and
strength of her economy. The Japanese programme of attaining
a total flow of 1% of their GNP by 1975 and thus become the
second largest exporter of capital resources to LDCs, is
illustrative of such a trend?” THE AID GAP Without being
embroiled in the question of how much external assistance
individual developing countries really need in the short-term
to restructure their economies and/ or accelerate their
growth rates, I venture to make some general observations
on what most economists see as the gap between the aid that
is provided and the amount that ought to be provided. 364
Working on the premise that at least a 5% annual growth rate

for LDCs should be achieved if the minimum improvement in the

36. C/E Barry Riddell:- The Times (London) April 29, 1971
"Aid from Japan has soared in the past decade. By 1975,
it will be the world second largest donor - devoting 1%
of its GNP to aid. Thus the outflow will run at about
AU.S. 4 billion. Japan has already overtaken the
volume of Britain's overseas aid, and by 1975, it will

exceed the annual outflow of Britain and France combined."

Note "aid" in this article refers to both official and

private capital. Japanese expansion is centered mainly
in the private investment and credits fields rather than
in the real official development assistance. The

Japanese like the Germans provide far too little of
their aid on generous terms, though there are plans
in Japan to increase official component of total flow
and to abolish tying.

36A. For detailed theoretical exposition see Appendix V.
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standard of living of their communities is to he realized,
we find that "an increase in capital inflow to all LDCs
of at least 5% per year will probably be required to sustain
the existing growth rate of slightly over 4%. To raise the
growth rate of the under-developed world to 5% or more would
probably require an annual increase in assistance of 10% even
with some improvements over past performance." 37 But the
record of foreign aid is one of the "failure of real net cap-
ital inflow to show any significant tendency to rise since
1961. With such a stagnant level of foreign aid, and no
significant relaxation of protectionism by the industrial
countries, it would take an appreciable number of LDCs well
into the next century before they would be likely to achieve
even a modest target of an average real product per head of
£100 sterling (at 1960-61 prices)Whatever one may feel
about the "reasonableness" of the 5% growth rate for aid
disbursement, the fact that such a rate is actually matched
by a decade of stagnation and a future of potential decline,
is enough evidence to support the assertion that the gap
between need and actual disbursement is widening. A greater
increase in the standard of living of the developed <countries,
relative to LDCs, ensures a similar widening gap between the

"rich" and the "poor".39 Some economists believe that the

37. H.B. Chenery:- The Effectiveness of Foreign Assistance

in R. Robinson (ed) - International Cooperation in Aid.
Op cit Page 68. C/F A. Maizels:- Exports qnd Economic
Growth of Developing Countries (Cambridge, 1968) Page

278 where the author projects that "to achieve growth
rate targets (of 5% GDP or 2.5% GNP per capital), the

net capital inflow requirements of LDCs in 1975 would

be in region of 3i to 4& times the level of aid these
countries received during early 60s".

38. A. Maizel:- ibid Pages 266-267.

39. The average annual growth rates of per cepita GNP in
1960-68 for the advanced and low-income developing
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question whether, in the long-term, a substantial increase
above the current level is likely to be forthcoming or not |,
is "hardly an economic problem, since an increase in aid even
to a level of 2% of national income would not be a major
economic sacrifice for the principle industrialized countries.
It is more a question of political will (to give)."*™ It 1is
the absence of such willingness which I feel must have led

the Chairman of DAC/OECD to "consider the development efforts

of the members of DAC to be still in a stage of crisis.

Some noticeable trends in the structure and composition
of aid are likely to influence the character and effectiveness
of aid in the future. The share of multilateral agencies’
resource transfer, which has shown a small but steady increase
in total flow - from 8% in the early 60s to the present 10%

- is likely to rise appreciably as the main donors come

under increasing pressure to channel more of their aid through
institutions like the World Bank (IBRD), International
Development Association (IDA) and the United Nations Develop-
ment Fund (UNDF). The prospects and implications of such
increases are discussed below.42 Within the slowli}{g rising

total official flows (in absolute, though not in real terms),

there has been a steady shift away from grants and grant-like

39. Cont'd.... countries are 3.9% and 2.7% respectively.
Besides, greater inequality of distribution is likely
to exist in the latter countries.

40. A. Maizel:- Exports and Economic Growth of Developing
Countries, op cit Page 23.

41. DAC/OECD:- Development Assistance. 1969 Review op cit
Page 17.

42. See below Pages 155-162
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loans. Up to 1967, this shift was at a moderate rate, hut
since then it appears to he gathering momentum.43 Prom a
proportion of over 65% in the early 60s, it has declined
to just over half the total official flows by the end of the
decade. The distinction between official concessionary flows
and government-guaranteed commercial credits which was
started in 1969 seems rather inadequate. Por as I have shown
with the United States' example, the official developments
assistance data gives us little insight into how much of
such flow goes genuinely into economically productive uses.
Perhaps the worst anomaly occurs when total official and
private flows are branded together as "foreign aid". Such
a popular misconception is very strong within the public-
at-large, in the donor countries, and is, to a considerable
degree fostered by the mass media and V small but vociferous
opponents of foreign aid.44 To regard p\rivate investment
for profit as foreign aid is clearly unrealistic, perhaps
more important, it is surely an unwitting deception to

receivers and an obstacle to greater generousity by givers.

One of the most striking features of the structural
composition of official aid is the increasing amount of
expenditures on technical assistance at a time when the
trend of total official flows is pointing in a downward
direction and when the grants percentage is also decreasing.

Between 1962-68, technical assistance expenditures increased

43. C/P DAC/OECI):- Development Assistance 1969 Review op cit
Page 44.

44. The "Times" article on Japanese flow, quoted above in
footnote 33, illustrate this point. Also see Page 71
above.
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by 99% in absolute terms. The proportion of development
assistance given in form of technical assistance increased
from 13.5% to 23.1%.~" Since it is classified under grants,
it means that an even greater proportion of grants and
grant-like disbursement is spent under the technical assis-
tance programme. Most of it is bilateral. The increase
reflects a belated realization that skill limitations and
institutional constraints must be tackled, with the same
urgency, as the building of dams or communication networks.
In most countries, increasing absorptive capacity must take
precedent over industrial expansion, if the latter is to be

viable and efficient.

The increase in technical assistance programmes, which
has become, more appropriately named, the manpower aid
programmes intended to provide or produce the human skill and
knowledge needed for development, is being effected by all
the major donors especially the late-comers to the aid scene.
Japan and West Germany tripled their technical assistance
between 1962 and 1968, by which time, half of Prance's official
aid was being accounted for by technical assistance. Among
the developing continents, perhaps no where is technical
assistance most needed than in Africa where skill-limited
growth is most evident. Thus in some of the countries there,

technical assistance, in the form of trained and appropriate

45. Por detailed data, see Pearson Report, op cit statistical
Annex II table 22 and DAC/OECD:- Development Assistance
1969 Review, Statistical Annex table 20 Page 3f9. Por
a critique of the present unsatisfactory way of measuring
the real value of human capital loans under the technical
assistance programme see G. Helleiner:- "New Porms of
Poreign Investment in Africa". JJM.A.S. vol. 6,1968
Pages 17-27.
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key personnel is often more important than machinery imports
or balance of Payments support. Almost a third of total aid
to Africa, South of the Sahara consists of expenditures on
and connected with relieving manpower bottlenecks. In general,
Africa receives a greater volume of technical assistance in
both relative and absolute terms than any other region of
the developing world. The contribution of "private" tech-
nical assistance, as embodied in foreign private direct
investment, is estimated by Gerald Helleiner to be nearly
40% of total pool of foreign manpower skill supplied to the

developing countries,

Nearly 40% of total expenditure on technical assistance
programme is spent on provision of "experts" to the develop-
ing countries. The soundness of such expenditures could be
impaired if the expertise so transferred is unsuitable for,
or irrelevant to local circumstances. H..W. Singer has
drawn attention to the inappropriateness of some technological
and scientific knowledge embodied in human and physical
capital transferred to LDCs.** Even more important, the
Chairman of Development Assistance Committee (DAC) of OECD

has conceded that "to\ much by far of technical assistance

46. G. Helleiner. Ibid Page 18. His article is a crusading
call for greater expansion of the flow of "human capital”

to Africa. In this respect, he emphasizes the crucial
role of non-officially sponsored personnel from the
private sector: the technocrats, the businessmen of

experience, the risk takers and innovators whose
potentials are not limited to alleviating a bottleneck,
but contribute to the improvement of local skills, to
productivity and economic development.

47. H.W. Singer - Dualism Revisited, op cit.
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is still engaged in transferring knowledge and skills that may-
or may not be currently pertinent in developed countries, but
are clearly irrelevant to the problems, situation and
resources of developing countries."/o However, the import-
ant advantage of technical assistance to developing countries
cannot be overstressed. The grant-like terms on which it is
offered and the qualitative impact it makes on the product-
ive forces in the developing countries are some of the
good attributes that make foreign aid so important in inter-

. . . 49
national economic cooperation.

The most important trend in the Sources of assistance
to the LDCs is the continuously decreasing share in total
flow provided by the three major donors (the U.S., Britain
and France), which is being offset by rapid expansion in
the capital exports of the "new-comers" to the "foreign aid*
industry." Together the contributions of the three had,
by 1969 shrunk from an historical level of 75-80% to above
55% of total net flows from all DAC countries. The new-
comers, not only include sizeable and re-emerging economies

like Japan, West Germany and Canada, whose basic strength

48. DAC/OECD:- Development Assistance, 1969 Review, op cit

Page 16.

49. For a collection of useful articles connected with
technical assistance and allied fields. See Bulletin
of Institute of Development Studies. University of
Sussex, Vol. 3f No. 2 January, 1971. See especially
A. Kurrell:- "An introduction to Manpower Aid" which

deals briefly with the political sensitivity of
recipients to some elements of technical assistance
programmes, and a series of suggestions for improve-
ments of such programmes. With respect to the last
point, see also the section in Pearson Report, op cit
entitled "New Directions in Technical Assistance" and

the supporting recommendations, Pages 179-190. For a
comprehensive analysis of a major donor":, technical
assistance programme see P. Williams:- "Britain Aid -
No. 4. Technical Assistance" Overseas Development

Institute (ODI) London, 1964.
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are being enhanced by rapid growth and good performances in
the last decade, but also relatively small but well-developed
European countries like Sweden, Denmark, Austria and Norway.
Por the latter group, multilateral agencies provide suitable
channels for making their "token" assistance in response to
international exhortation for development of the Third World*.
Dy 1969, the four countries have increased their assistance
to nearly twenty times the amount they provided in 1956.50
The upsurge in enthusiasm for economic aid among these "new"

donors 1s to be contrasted with the aid weariness and sense

of frustration noticeable among the "old" donors.

ALLOCATION OP ASSISTANCE: If there is any area of assist-
ance policy and aid administration that, from an economist's
view, needs to be objectively reappraised, it is the
allocation and global distribution of aid to the developing
countries. However the chances of an economically national
distribution in the next decade or two are not so bright,
not only because it has to await a greater coordination of
the assistance programmes of donor countries but also because
economic consideration is only one of the many factor's

that determine the allocation strategy. "Por countries to
which it is politically important to secure an adequate flow
of resources, the allocation tends to be made regardless of
development objectives or controls which are normally

applied in other cases." > In other words the politico -

50. World Bank/IDA Annual Report 1970 op cit. Page 47.

51. H.B. Chenery:- The Effectiveness of Poreign Assistance'
in R. Robinson (ed) International Cooperation in Aid.
op cit Page 68.
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diplomatic, commercial, military - strategic and socio-
cultural objectives of the donors vie with economic objective
of development in determining the allocative pattern that
eventually emerged. It is the profusion of such objectives
among the donors on one hand and the existence of alternative
criteria employed by the multilateral agencies and the
different pattern of the Socialist Economies' aid, that gives
the international assistance system of today, its lack of
direction and coherence. For some of the major developing
countries, it is partly the desire to overcome the uncertainty
and inefficiency inherent in such haphazard and disjointed
allocation that they have had aid consortia and consultative
groups set up for them. V.liile some degree of coordination
have been achieved, however, this has not apparently resulted
in such countries being treated more generously in
comparison to others. This is hardly to be expected, since
greater coordination and agreement on some general principles
of aid-giving are likely to be unfavourably influenced by

individual donors' political and commercial interests.

The present geographical distribution of DAC members
bilateral aid bears a print of their historically acknowledged
"spheres of influence". The bulk of the United States aid
from all sources-mainly AID, PL480 and Export-Import Bank
Credits - goes to Asia and h atin America. This disburse-
ment to the former, including heavy military assistance 1is
seen essentially as a "bulwark against the spread of
communism". A heavy proportion of the former colonial powers
(in Western Europe) aid is distributed in accordance with
their historical, political and economic links with their

former empires. In this respect, Africa appears to be”good
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beneficiary, with smaller amounts to India and Pakistan.
The United Kingdom, for example, devotes about 90% of her
bilateral aid to commonwealth countries. Assistance from
the multilateral organizations are heavily concentrated in
Asia and Latin America. Per Capita assistance is highest
relatively speaking, in Africa, followed by Latin America.
It is impossible to discover any connection between aid
disbursement and economic criteria such as per capita income,
performance,or "self-help" indicators. Por example in 1964,
Chile received aid equal to ”~16 per capita, while India and
Nigeria received less than "3 and $2 per capita respectively.
In the same year Israel received over 050 per head. Yet
per capita incomes in Israel and Chile are more than twelve
and fives times that of India (or Nigeria) respectively.
Nor do the allocations between concessionary and"hard-loan"
assistance; project and programme loans appear to make
much sense either, A ranking of 82 developing countries in
accordance with the annual average (1966-68) of net official
aid receipts, as percentages of imports, GDP, and Per Capita,
shows the enormous discrepancies which occur in such ranking,
when different economic criteria are alternatively applied.CO
The largest recipient in absolute terras, India, ranks ninth
according to aid receipts as a share of imports of goods
and services, thirty-seventh, as a percentage of GDP, and
sixty-ninth on a per-capita basis. Nigeria's position was
44, 55 and 60-70 respectively. The only countries which

showed a reasonable degree of consistency in the three

52. DAC/OECD:- Development Assistance, 1969 Review. Table
7.1. Page 168-%. See also table 7.2 for each donor's
distribution of her net assistance by currency area and
political grouping, in 1960-68.
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ranking orders and being in the top ten were war-torn Laos
(1;1;8) and South Vietnam (4;2;5). Such rankings however
do not reveal their special circumstances. While three-
year data may not be ideal for guaging a long-term alloc-
ation pattern, nevertheless the inertia element in the
pattern makes the ranking fairly representative of the first
development decade's experience. Donor - recipient relation-
ship, once firmly established, are not easily or quickly
modified. Unless the assistance for both "cold" and "hot"
war confrontation is substantially reduced, especially in
the case of the United States aid - thereby allowing an
economically - oriented better redistribution - the outlook
for the 1970s is not likely to be appreciably different from

the experience of the last decade.53

A process of shifting emphasis of allocation criteria
seems to be historically discernable. In the late fifties
and early sixties, allocation by donors tended to be governed
by the number of successfully approved projects which were
expected to have catalytic and multiplier effects on the
rest of the economy. The inadequate success of projects in
their spread effect' and the desire of LDCs for an approach
that gives greater attention to overall development policies
and objectives as reflected in development plans, led to

emphasis shifting to programme loans. >4 While the programme

53. For a detailed analysis of allocation of assistance, see¢
ibid Chapter 5.

54. For a useful comparison of the merits (and demerits) of
project versus programme approaches to aid allocation,
and the reason for the suggested superiority of the
latter approach see H.B. Chenery:-"The effectiveness
of Foreign Assistance", op cit Pages 70-71.
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approach was being consolidated in individual countries, the
mid-sixties witnessed a new impetus being given to regional
development. The implications was that part of resources
which would otherwise have gone to individual economies was
being earmarked by official donors (especially the United
States during the Johnson Administration) and multilateral
agencies for regional projects which would have beneficial
effects on member nations within the region; aiding and
hastening greater cooperation and joint action in the process.
The geographical region approach to aid allocation could be
particularly useful to the economically non-viable "mini-
states" of Africa, for whom prospects of economic development

must surely be with multi-national approach to development.

The present emphasis, at least in the United States is
on the much exhorted "self-help" criterion. This is partly
the result of aforementioned disillusion with aid for failing
to produce quicker results. It is certainly a reflection on
the developing countries failure to "tighten their belts" to
the extent whereby exterial assistance is seen to make
positive contribution rather than just merely permitting them
to live beyond their means. If as I personally believe the
essence of aid is to help those who help themselves, then,
there is much to recommend this new emphasis. The success
of austerity and self-help measures can be gauged from some
economic indicators such as (a) the increasing volume and
share of domestic savings in gross investment (b) the in-
creasing volume and share of fiscal revenue in total govern-
ment expenditures (c) expanding volume of social welfare
expenditures and community development schemes (d) reasonable

price stability and (e) adequate gold and convertible currencies

reserves. FEconomic growth may be implicit in a successfully
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adopted "self-help" policies, hut growth per se , is not a
meaningful indicator of self-help success or lack of it.
Growth is quantitative; self-help is both quantitative and
quanlitative. As a yardstick for allocating aid, it provides

. . . : . 55
a positive incentive for maximum national efforts.

The major criticism levelled against bilateral donor's
allocation policy is that it hardly reflects any recognized
economic criteria. The above emphasis appear to have been
no more than changing theoretical objectives emanating from
aid administrator's and planning officials' memoranda which
have not really influenced aid allocation or overall volume
flow. As R.F. Mikesell notes, "the history of aid-giving
is replete with instances in which more aid has been provided
than could be justified in terms of self-help measures (or
economic performance) of the recipient. It is for this
lack of overall economic objective criteria and the fact
that aid on present level has to be rationed between the
diverse demonstrated needs of the developing countries that
economists have put forward ample alternative criteria on
which donor countries could base their allocation, at least,
to the "development emphasis" countries. Each of these

alternative criteria could be posed in form of a question.

55. C/F J.C.H. Fei and D. Paauw:- "Foreign Assistance and
Self-Help - A Reappraisal of Development Finance".
Review of Economics and Statistics No. 47, 1965. For

Detailed exposition of the subject see below Appendix V.

56. Some of the indicators of development performance are
(a) increase in GNP per capita at constant prices (b)
satisfactory rate of growth in agricultural production
(¢c) a rising rate of investment in GNP (d) adequate
fiscal revenue for financing public sector economic
and social programmes (e) reasonable price stability
(f) balance of Payments equilibrium (g) increase in
electricity production and/or steel consumption etc.
G/F Page 102 on "Self-Help" indicators.
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For example:
(1) Should aid he increasingly concentrated on those
countries which offer the greatest potential markets through
their rapid development?
(2) Should aid he allocated on a per capita basis to those
countries which the donor wants to assist?
(3) Should preferance be given to those countries with low
per capita income, even though their development outlooks
are less promising than others?
(4) Should priority be given to those countries that are
on the threshold of, or have just achieved, a self-sustaining
growth but whose resources are insufficient for a faster
and accelerated growth?
(5) Should adoption of, and successful implementation of
self-help measures be rewarded with bigger disbursement
than before?
(6) Should relative economic performance as measured by
standardized indicators'® be the allocative yardstick? or
(7) Should the flow to a particular country be limited by

her demonstrated absorptive capacity?

There is no doubt however that at one time or another,
aid donors take some of these conditions into consideration
in announcing their foreign aid policies, for example for
some countries in Europe where private outflows are import-
ant, criterion (l.) seems to be of highest priority while
the United States has lately started to re-emphasize
criterion (5) India's position as the largest recipient
in absolute terms of aid must partly be due to criteria (2
and 3) being applied.

57. C/F DAC/OECD:- Development Assistance, 1969 Report
op cit Page 164.
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While economists agree upon the need to base aid

allocation on economic criteria, they do not agree about
which criterion or combination is likely to maximize the
impact of foreign aid. Some have emphasized the self-help
criterion as a condition for aid. Though it overrides equity
consideration, its application is supposed to encourage fuller
domestic participation in the development process.The
Fifth Cambridge Conference on Development Problems stresses
the importance of some sort of economic performance criterion
if in its view aid is to be allocated more rationally and
employed more effectively, but agrees that the ultimate
strategy for allocation must "strike a balance between
objectives of human welfare and economic growth;" that is a
combination of equity and performance. R.F. Mikesell
suggests that "donors should pay more attention to the
allocation of aid for high priority and strategic purposes
within countries than to the allocation of aid among
countries, as a means of maximizing the impact of aid."""
Those who see the undue influence of political considerations
in allocation, advocate a "better rational" distribution
through the expansion of multilateral flows .My own view

is that a double standard or "criterion-mix" could be

employed in relation to the two functions of aid. For those
58. Fei and Paauw:- "Foreign Assistance and Self-Help -
A reappraisal of Development Finance. op cit.

59. R. Robinson (ed) International Cooperation in Aid -
Impression and Papers of the 5th Cambridge Conference
on Development Problems. Sept. 1966. op cit.

60. R.F. Mikesell:- The Economics of Foreign Aid. op cit
Page 273. e

61. C/F United Nations:- World Economic Survey for 1968;
Also below Pages 155-162
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countries in need of assistance for infrastructural expansion
and structural transformation, self-help and per capita
income criteria should he used, while for thos countries
already on a self-sustaining growth path, performance criterion
as indicative of socio-economic development, seems the
obvious choice.The idea that aid should be concentrated
in a few most favoured countries wherethey are likely to
make the most "productive" impact overlooks the unenviable
position of the small, poor and obscure.countries that most
need official support since their poverty and uncertain
future militate against any inflow of private enterprise

capital.

TERMS AND CONDITIONS OP ASSISTANCE. In discussing the flows
of foreign assistance to developing countries, it is equally
important to consider the nature and terms of such flows as
well as their volume. The quantity and quality of a flow
can be enhanced or otherwise devalued by such factors as

the proportion of official aid in the form of grants, the
interest rates, grace periods and maturity dates of official
loans, and the extent to which aid is tied to specified
kinds of goods and/or purchases in particular donor countries.
The pessimism in the outlook for total volume and the
declining share of grants and grant-like flows have already
been discussed. The question of tying and the effects of
these factors on the overall costs to, the debt burden and
debt-servicing capacity of, the developing countries are
dealt with below. The terms of official development assist-

ance acquired by a developing country cannot be divorced from

62, C/E Pearson Report, op cit. Page 17.
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the commercial terms of government or government - guaranteed
export credits, World Bank loans, and private export credits
for it is the overall blend of these credits which is
contingent on the debt burden shouldered by a developing
country. It is unrealistic for such a country to congrat-
ulate itself for getting official loans on "soft" terms, if
at the same time it is using the short-term relief inherent
in such loans to pile up high export credits successfully
promoted by the donor countries. A fter all, it is,
invariably these short-term expensive credits that trigger
off debt servicing crises and the attendant "rescue oper-
ations" and debt reschedules mentioned before.Given the
facts that (a) the volume of official assistance has been
declining in real terms; (b) the interest rates on World
Bank loans, and export credits have increased appreciably
during the last decade; (c) most loans are financing
infrastructure with long pay-off, and (d) during the same
period, debt outstanding and debt service payments have each
been increasing at the alarming rate of 127, nearly twice
the rate of growth of exports ecarnings and three times that
of their combinai GDP,A the least the developing countries
could have hoped for was an amelioration of the financial
terras of official development assistance. However, such
expectation was not justified during the decade, though some
members of the DAC/OEGD made some individual efforts towards
the late sixties to liberalize their financial terms. For

the donor countries as a whole the overall average terms have

63. Also See below Chapter 7.

64. World Bank/IDA:- 1970 Annual Report, op cit Page 50.
C/E U.N.:- World Economic Survey for 1968. Part I
Chapter Il op cit.



Page 108
worsened, judging from the term indicators in table 5.A"
Prom the developing countries view-point, if they include
non-government loans, like the World Bank and IPG disburse-
ments in their debt portfolio, the picture that emerges
for recent years is one of 'Undue deterioration in the terras
of assistance.This disturbing view, expressed by the
United Nations economics exports appears to be equally
shared by the Pearson Commission oV and the Chairman of DAC/
OECD, who in his 1969 Review considers the problem of
external indebtness of developing countries and the financial
terms of assistance as "a matter of continuing concern".
The inconsistency between the implications of the four
factors mentioned above and the hardening in financial terms
especially of the United States aid, has not gone unnoticed.
Prodding from the developing countries and the international
development institution plus the spectre of debt default,
forced the Development Assistance committee (DAC) of the
donor countries to recommend a softening of the terms of
assistance. Thus in July 1965, the Committee adopted a
resolution calling on member countries to make the best
efforts towards individual softening of terms to meet two

standards. A supplementary recommendation was adopted in

65. C/P Pearson Report op cit Statistical Annex Il Table 21
Page 385.

66. U.N.:- World Economic Survey for 1968 op cit See Pages
48=54,

67. Pearson Report, op cit Page 163. The average
concessionary value of loans as expressed in the
ggrant element" declined from 54~ to 48" between 1964-

68. DAC/OECD:- Development Assistance 1969 Review op cit
Page 223. e
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February 1969 which called for further improvement in the

terras of assistance. Under the "supplement to the 1965

recommendation”, donor countries can achieve improvements
in three ways: either (1) by providing a very large share
- 70~ - of development assistance in the form of grants or

grant-likes; or (2) by providing a high proportion of grants
or loans which individually carry a large "concessional
element", or (3) by providing a mix of grants and loans on
various terms which, taken together, contain a large average
concessional element.The later recommendation also
recognised a new minimum volume requirement. Countries whose
volume of assistance meeting the new terms "is significantly
below the DAC average as a percentage of GNP - that is, 0.30"
- will not be considered as having met the terms target".
Thus any aid which is very concessional but equally very
small in relation to a donor's GNP would not qualify. The
main improvements of the 1969 supplement over the 1965
original recommendation are: (a) the narrowing of recommended
terms specifically to official development assistance; (b)
increased flexibility in official disbursement geared to meet
the recommendation; (c) further softening of terms and (d)
minimum volume requirements in order to comply with the
spirit of the recommendation. Thus the new so-called DAC
average” term for loan was to be 78 years grace, 30 years

maturity and 2.5” interest.

69. Specifically, under the DAC supplementary recommendation,
a country is deemed to have met the target if (a) it
provides at least 10% of official development assistance
in grants and grant-like assistance; or (b) provides
at least 85" of official development assistance
commitments in such a way that each transaction has a
minimum concessional element of 617, or (c) ensures that
85" of such commitments contains an average concessional
element of at least 85"*. See World Bank/IDA:- Annual
Report for 1969, op cit Page 38. The "concessional

element" also called "the grant element" is defined as
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But the DAC efforts towards liberalization and

uniformity of terms standard cannot be anything more than
a small step toward in the right direction. Unfortunately
it does appear from the data available that members' pledges
to fulfil the recommendation have not been borne out * so
far. Overall terms have been hardening, contrary to the
spirit of the recommendation while some countries notably
the United States have been hardening their terms though
remaining within the qualifying term.70 This suggests in a
way that the terms are still too "generous" to the donors.
The influence on the donor countries with the fastest growth
rate of foreign resource transfer has been minimal. There
are technical deficiencies and arguable points in the clauses,
for example the question of a proper discount rate and the
appropriateness of the all-embracing "official development
assistance," as to reduce the effectiveness of the recommend-
ation.71 It is partly for the inadequacy of DAG recommend-
ation that the Pearson Report recommends "7-10 years grace,
25-40 years maturity and 2% interest" as a softening structure
within which the varying circumstances of the recipient

. 72
countries can be accomodated.

69. Cont'd.... the difference between the face value of
a financial commitment and the present value of the
prospective stream of amortization and interest payments
thereon discounted at a conventional rate of 10%

70. V/hile it may be too early to relate individual member's
terms to the 1965 and 1969 recommendations, it may be
useful to note the 1969 financial terms of official
development assistance (ODA) commitment of two "extreme"
donors and compare them with the average achieved by

all DAC members. Compare them also with the recommended
"DAC averages". Thus
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It has been shown that there is a good deal of varying
"success" among developing countries as to the kind of
financial terms they received. But such differences bear
no positive relation to the differing situations raised
by theirdevelopmen‘[.75 Like allocation, terms contracted
are not related to their debt service capacities. In some
cases the hardest terms have gone to weaker countries rather
than to those best placed in relation to their economic
performance or stage of development. Only in the case of
grants and grant-likes do countries with the lowest incomes,
the heaviest debt burdens and the poorest export growths,
appear to be slightly better treated. Nobody can deny
the fact that there are many practical problems which need
to be solved in adjusting term policies fully to the real
differences among developing countries in their need for
softer loans and in their ability to sustain harder ones.
Efforts being made by development - oriented institutions
like BAG, IBRD and the UN Economic Gommission towards

further liberalization and harmonization of donor terms of

71. See also Pearson Report, op cit Page 164.

72. Ibid Page 167, For DAG members compliance with 1965
and 1969 terms recommendations see DAG/OEGD:- Develop-

ment Assistance 1970, Review op cit Statistical annexe
Tables 12 & 13.

73* See DAG/OEC:- Development Assistance 1969 review op cit
Pages 227-232.

74. Optimal usage in the sense of maximum social returns.

75. Timothy and Leslie Nulty:- "What is the Problem with
Foreign advisers?" Bulletin of Institute of Development
Studies, op cit Page 26.
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assistance though slow, are moving in the right direction.
It does appear to me however that unless developed donor
countries impose some sort of collective quasi-judicial
or moral obligation on themselves to comply with the
standards they set themselves or with targets considered
by others to be more realistic and desirable, no satisfactory

solution will emerge in the second development decade.

The desire for further softening of resource flows
is not without an inherent danger. Expectation of a long
period of foreign assistance on concessionary terms can
certainly dull the zeal of the Governments of developing
countries for policy reforms and self-help measures. Aid
administration on both sides must keep a watchful eye on the
possibility of two adverse developments: (1) the extent
to which external resources both private and official are
being substituted for domestic resources; and (2) whether
or not "low cost" foreign capital in combination with local
capital is being used optimally.The influence of foreign
advisers 1iii” guiding against such potential difficulties may
have been over-rated in the past. For, as Timothy and
Leslie Nulty allege, inefficiencies in the use of foreign
exchange and the substitution of foreign for domestic resources
have been the (nearly) inevitable outcome of the very policies

rendered by foreign advisers.

COST AND BENEFIT OF AID: This section is limited to an analysis
of quantifiable cost of foreign aid, while the more

qualitative benefit to both donors and recipients are treated
in a general way here and in more detail in the overall
critique below.” There is no doubt that compared with

benefits it repays, the financial cost of foreign assistance

to both the donors and recipient is small. However the real
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cost to a donor country is a good deal less than the gross
nominal figures given in the annual aid budget, while the
financial cost borne by the recipient is less appreciated

in the donor countries.

COST OP AID TO DONOR. While the purpose is not to under-
estimate the sacrifice being made by the donor countries

in the drive for development of the so-called "Third World",
it is the contention of this analysis that the present
official system of valuing foreign aid overstates the
subsidy, grant, gift or "pure" aid inherent in the altruism
of foreign assistance. If the latter is strictly defined
as the intrinsic, non-directly returnable subsidy or "hand-
out" for development or other purposes, the nominal data

of disbursement became an inadequate measure of their
sacrifice. To evaluate the "pure" aid content or "grant
element" of official flows, all the various types of such
flows must be reduced to their grant-equivalents. ! Such
evaluation of pure aid would involve the elimination of
direct returns on loans and other commercial credits. The
real amount of aid becomes the difference between the nominal
value and the discounted present value of expected loan
repayments, discounted at a rate of interest reflecting the
alternative employment of long-term public capital or the
average long-term rate of return in the economy of the donor

countries. The degree of subsidy involved in an official

76. G/P J.A. Pincus:- "The Cost of Foreign Aid" in Review
of Economics and Statistics, Vol. 45 No. 4 1963
Pages 360-357.
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transfer is usually expressed as a percentage of the

nominal flow. Thus a "grant element" of 85/ of official
development assistance commitment - the DAC average for
1969 - means that the subsidy or pure aid as defined above

is only 857 of the nominal average DAC flow to developing
countries. A grant disbursement necessarily implies 100#
grant element, while the harder a loan becomes, the smaller
is the grant element inherent in such loan. Table 13 shows
a comparison between the nominal and real value of aid commit-
ment for individual DAC members in selected years. For

DAC as a whole, the present official system overstates
combined flow totals by 46=50# compared with the real volume
of pure aid in the years 1962, 64 and 65, when non-grant
flows are discounted at the average long-term borrowing
rates of each country in the appropriate year.77 The degree
of overstatement is reduced when the relatively high 10#
discount rate is employed. If the real volume of subsidy

is taken to represent the real cost of aid to the donor
countries, the table also shows a wide discrepancy between
the real cost of aid and the "nominal total" as report by
DAC/OECD. The built-in correlation between grant proportions
and grant elements of total commitment ensures that countries
provide a large share of their assistance in form of grants

tend to have a low degree of overstatement, while countries

providing their assistance predominantly on hard terms, not only

contribute in real terms less as a proportion of their GNP

77. To calculate the "grant equivalent", the variables '
involved include the interest rate actually charged,
time pattern of repayment, grace period, maturity date,
repayments in "hard" or "soft" currency, or in kind,
the rate of return on capital invested at donor’s home
economy.
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than they appear to he doing, hut also over-state their
"generousity" considerably. In this respect, see the

positions of Portugal, Italy and Japan in the table.

Some other useful data may be mentioned: The total
grant element as percentage of total DAC official commitments
in 1964, 65 and of official development assistance (ODA)
commitment in 1968, 69 discounted at 10# were 81.6#, 77.1#
80# and 85# respectively though the use of long-term borrow-
ing rates reduces the DAC average for 1964 and 1965 to 68.6#
and 66.2# respectively. The grant elements are evidently
inflated by the influence of grants and grant-likes flows.
The grant element of loan commitments in 1965 and of ODA
loan commitment in 1968, 69 were 42#, 42# and 45# respect-
ively - using a 10# discount rate. This shows that the
element of subsidy in loans is not as large as is generally
supposed. The degree of overstatement of real volume of
sacrifice by the donor countries inevitably meant a
revaluation of official flows as percentages of GNP. For
DAC as a whole, the average 0.46# of GNP is reduced to a grant
element of 0.35#. For donors like Awustralia and France that
give their assistance substantially in form of grants, the
adjustment in their percentages is minimal, but for "hard
term" lenders like Japan, Austria, Portugal and Italy, the
real cost of aid in terms of GNP is a good deal less than the
nominal figures. For example in 1968, net official flow from
Japan was 0.48# of GNP while the grant element is only 0.24#
of GNP.78 Since export credits and private capital flows are
commercially motivated and hence lack any element of charity,

the evidence assembled in this section i1s indicative of the low

78. See Table 12A,
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level of real long-term sacrifice being made by the developed
countries in the huge task of developing the low-income
countries. The figure of 0.35# of GNP in 1968 and 1969 is
a far cry from the much publicized "1# of GNP by 1975" target
set for the Second development decade. Furthermore the
grant element of 0.35# of GNP may actually be overstating
the real subsidy since it is based on a 10# discount rate.
The use of a more realistic lending countries' own interest
rates, for example long-term government bond yields would
inevitably reduce the average sacrifice. It must also be
borne in mind that both the total official and ODA disburse-
ment traditionally always appear to be 15-30# less than usual

commitment pledges.

There are at least four different ways in which the
genuine cost of aid to the donor can be estimated. First
there is the "opportunity cost". In the short-term the
opportunity cost of foregoing the capital transferred is
equivalent to the nominal volume of aid reported in the aid
budget, in the sense that the sum might have been used
domestically for modernization of the social services.
Secondly there is the "resources cost". This is likely to
be less burdensome where unused capacities exist or when
surplus food or machinery is transferred abroad. If on the
other hand, there exists full employment, aid diverts to
export some of the products for which there may be a domestic
demand and may thus contribute to inflationary situation.

Resource cost is more akin to the real cost of aid.79

79. G/F F.D. Holzman in "The Real Economic Costs of Granting
Foreign Aid"; The Journal of Development Studies Vol.7,
No. 13 April 1971. Holzman argues that a grant or loan
involves a social cost to the donor only if the donor is
deprived thereby of the use of current output for

domestic (or normal trade) purposes.
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Budgetary cost is the nominal aid commitment announced
annually. Its fiscal orientation differentiates it
conceptually from the opportunity cost inherent in aid flows,
lastly there is the cost of aid in terms of foreign exchange
to the donor. I have already touched upon the importance
of the balance of payments in relation to foreign aid
programme. The recent decline in the flows from important
donors like the United States and the United Kingdom has
been partly blamed on their balance of payments and reserves
difficulties. Tying of aid has been substantially justified
as a means of reducing the foreign exchange cost of aid.
The relationship between aid tying and the balance of pay-
ments is fully explored below.ﬂD Suffice it to say here
that the foreign exchange cost of aid is substantially less
than the gross nominal value in the aid budget. Since on
average 75# of foreign aid by DAC members is tied to the
donor countries, the average exchange cost among DAC members
is about a quarter of the nominal flow. The case of the
United Kingdom illustrates this point. A British Labour

Party Document on foreign aid attacks the myth that aid is a

79. Cont'd... To the extent that aid is provided by
(i.e. results in) the employment of otherwise unemployed
labour and other primary factors, it may be viewed as
socially costless to the advanced nations. In fact by
eliminating further unemployment via the multiplier,
the granting of aid, given the appropriatetime lag,
leave the donor with more output availablefor usethan
before. See Page 245. However I feel that the current
smallness of aid in relation to total annual production
militates against it having such a stimulus effecton
aggregate production and output.

80. See also Chapter 5.
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burden on the Balance of Payments accounts. It explains that
"at least two-thirds of the aid programme is spent (i.e.
tied) on goods and services in the United Kingdom, making
the cost to foreign exchange only about £70m per annum. In
addition, at least £60m a year comes back to Britain as
payments on capital (amortization) and interest on old aid
loans. Although Britain provides only about 7.5# of all aid
flow to under-developed countries, she receives at least
12.5# of all orders for goods and services by LBCs from
developed countries."81 The implication of this estimate,
which has been substantiated by other studies is that for
a gross aid budget of about £210m, the foreign exchange
cost is only about £50m. op The French aid programme typifies
the subtlety of the resource and foreign exchange cost of aid.
The generousity of the French in budgeting during the 1960s
more than 1# of their GNP to foreign aid becomes less
exceptionally outstanding if it realised, as Teresa Hayter
has shown in a study for GDI of French aid to her former
colonies, that nearly a quarter of this was spent on salaries
of French operational personnel who form the core of her
technical assistance programme. Thus a larger proportion of
French aid was spent on paying her own civil servants, or to

put it in another way, on providing continued employment for

a large number of ex-colonial civil servants.

81. British Labour Party:- The Fight Against World Poverty
- Labour Commitment. Transport House, London 1969,

82, See for example B. Hopkin and Associates:- "Aid and the
Balance of Payments". Economic Journal. March 1970;
and also the calculations by Adrzei Lrassowski of the
GDI, quoted in A.G. Kemp:- "Long-term Capital Movement"
Scottish Journal of Political Economy "“ol. 13, 1966.
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THE COST TO THE RECIPIENTS:- Which ever way we may look at

the cost of aid to the donor countries, there is no doubt it
is a microscopic fraction of their national incomes, but it
is economically crucial to most developing countries. The
cost of aid to taxpayers there, is relatively much greater;
for the burden and risks of development loans bear upon them
more heavily than they do upon the donors. The biggest
losers of ineffective or misapplied aid are the recipients
themselves. There are three principal areas on which the
cost of foreign assistance to the recipients become well-
pronounced. These relate to aid tying, local cost of foreign-
assisted development projects and the question of debt
servicing. Each condition attached to aid by the donor
in order to secure some economic or political advantage
or leverage is likely to have a cost to the recipient. The
costs to the recipient of tying include (a) overvaluation of
the amount of aid, and increased loan repayments. For
example, Pakistan was estimated to have lost about #60m from a
#500m foreign aid for 1966 through inability to purchase

?
commodities and equipments from the cheapest markets,o‘ and
(b) by implication reduction in the total assistance provided,
and (c) distortion of resource allocation of the recipient
countries. To absorb agricultural surpluses and machinery
tied to projects may adversely depress internal prices or
reduce incentive for increased local production which could
otherwise be economical if aid is not so restrictive in the
form and type it takes. Such a costly development exists

n

especially "in.......

83* See Below Pages 125-126

84. H.B. Chenery:- The Effectiveness of Foreign Assistance
on cit Page 72.
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the larger countries, such as India, Brazil and Turkey where
the development of machinery and metal working industries is
consistent with their long-term comparative advantages;
excessive reliance on the project approach would force the
country to inhibit the development of these sectors and limit
the total aid they could receive.(d) inability of the
recipient to choose an appropriate technology or employ

international consultants of her own choice.

For developing countries with poorly developed tax base,
the need to meet the local costs of externally assisted
projects impose heavy burdens on government resources that
at times become unbearable. Thus there are instances where
the governments of some developing countries have not been
able to make full use of foreign exchange costs of projects
provided by the donors simply for lack of complementary
domestic funds,"Donors", the Cambridge Conference on
Development Problems suggested, "should be readier than they
are at present to meet local costs in many instances;.......

the precise share of the recipient should be fixed
according to his means and not by some arbitrary standard

procedure.

Debt service is outstanding:” the heaviest burden that
foreign aid impose on LDCs. For many of them, the cost of
interest and amortization of past loans is increasing faster
than their export earnings or the growth of their GNPs. Some

Latin American countries are actually receiving negative net

aid in the sense that the current gross disbursement is less
85. In the case of Nigeria for example, see below Chapter 7
86. R. Robinson (ed):- International cooperation in Aid.

op cit Page 20.
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than the outflow of amortization and interest on past debt.
The servicing difficulties of some countries have already

been referred to earlier on.

The inference that can be made frora“above analysis 1is
that the element of subsidy by the donors is smaller, and the
direct and indirect cost of foreign assistance for the
recipients is greater than is generally presumed. "Debt
servicing, repayment of principal, loss of cost-effectiveness
through tying, inefficient technical assistance and local
costs impose heavier burden on poor receipients than on

. 87
wealthier donors."

THE BENEFITS OP FOREIGN AID. The economic benefits that can

be derived by developing countries from foreign assistance

cannot be over-emphasized. Additional resources made
available for the development process; the breathing space
provided to adjust the structure of resource use; the filling

of skill, saving and exchange gaps that limit the growth
potentials, the spread of appropriate technical know-how,
organisation and administrative expertise essential for
increasing the absorptive capacity, and the moral support,
exhortation and constructive criticisms, are some of the
beneficial factors which in my opinion are fully appreciated
by the developing countries themselves. By financing the so-
called "Green Revolution", infrastructural expansion and
socio-economic amenities like water supply, electricity and
roads, foreign aid more often than not, thus penetrates down
to the level where its benefits can be felt by the ordinary
man. If "success stories" are few, the implication to be

drawn is that development is a complex, hazardous and enduring

87. loc cit Page 20.
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process. Yet the special circumstances of these countries -
Taiwan, South Korea, Israel and Ivory Coast - must he home

in mind before castigating those who have not yet "made it".

Attempts have been made to calculate the quantifiable
benefits accruing to a recipient country, for example
through the notion of increment to the GNP. The striking
fact that emergesis the importance ofA/}ong—term effect of
development assistance. This long-term effect, that is
the indirect effect - on growth and development resulting from
the productive use made of the initial increment, may be more
decisive in shaping the development process of the recipient
country. ~AAliile the marginal productivity of hundred dollars
of foreign exchange - provided to import complementary
inputs for idle domestic factors and thereby resulting in
the addition of three hundred dollars worth of goods to the
GNP - may be 3, the long-term productivity of those original
dollars through the use of the extra three hundred along
with other surplus to be generated, is not limited to a
measurable expansion of GNP but also to qualitative benefits
engendered in the economy, such as institutional transform-
ation in approaches to planning, saving and investing. The
relative importance of the long-term indirect effects of aid
in determining the total outcome over a given period 1is
illustrated by a case study of Greece. Of the total increase
in GNP between 1950 and 1961, 15# would have been achieved
without assistance from abroad; 35# represented the direct
initial effect of the assistance provided, and 50# was

attributable to the indirect effects of aid. """

88. H.B. Chenery and I. Adelman:- "Foreign aid and Economic
Development - The Case of Greece". Review of
Economics and Statistics Feb. 1966.
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For the rulers of a developing country, the benefits
of foreign assistance extend beyond the field of economics.
Continued assistance is invariably interpretted as political
and diplomatic support of the donor, or in time of political
emergency, takes the form of military and moral support. A
double-edged damaging criticism of foreign aid is the danger
of donor countries propping up regimes that are incompatible
with a policy of accelerated economic development and greater
social justice. On the other hand threats of with-holding
aid, especially continuing disbursement for well-advanced
projects, may be used against a "recalcitrant' government,
irrespective of the domestic support or approval of the

policy that is incurring donor's displeasure.

The benefits derived from giving assistance to "needy"
countries are as complex and varied as the motives and
objectives of the donor countries. These advantages include
political, diplomatic, military-strategic and economic bene-
fits. In the international context, a school of thought
sees the aiding of the poor, underdeveloped parts of the
world as the safest insurance against socio-political
instability and revolt against the rich nations which
escalating aspirations matched by accelerating frustration
might dangerously engender. Aid is therefore seen as a
contribution to world peace, and serves the long-term
interest of the donors. Similarly economic expansion in the
developing countries is mutually beneficial to all and is a
boost to international trade and cooperation. Perhaps the
chief economic benefit of aid, achieved through an array of
aid controls and administrative apparata, is realized in the
field of exports and special trade agreements. Aid tied

to supplies from the donor countries or even more narrowly
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to commodities, is a case in point. The observation that
overall benefits of assistance to both donors and recipients
outweigh the recognizable costs to both sides, is not
necessarily a call for an individual developing country to
welcome uncritically, or even beg for, foreign aid. Clearly,
where the measurable and non-quantifiable costs especially
in the social field exceed significantly the long-term
benefits to the country, a polite refusal of that kind of

aid must be the logical decision.

AID TYING AED DONORS BENEFITS I have stated above briefly
the disadvantages and cost of aid to the recipient developing
countries. Since what is cost to the recipient is likely to
be the benefit to the donor. I now examine in some detail
the donor's case for attaching political, economic as well
as commercial strings to aid disbursement. Tied assistance
come in all sorts of packages to the developing country.

They are tied to the country of origin, tied to individual
projects or to specific end-uses. Apart from specific
project aid, the commonest form, however is the country tying,
which deprives the recipient the opportunity of purchasing
from the cheapest source of supply in the international
market. All forms of tying result in one way or the other
in higher prices, or reduced real value of loans. If the
assistance takes the form of a loan, the recipient may be
obliged to service an inflated debt as in the case of
Pakistan mentioned above. Furthermore, the restriction on
procurement to supplies from one country may mean that the
recipient has to be saddled with equipment, technology and
production technique which may be inappropriate for her needs
and circumstances. The narrower the source of assistance

and the more stringent the attached conditions are, the
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worse will be the effects of tying. Yet most donors as a
matter of policy, continue to tie their aid, with very little
change in the degree of tied assistance during the last
development decade. The share of untied assistance (as
defined by DAC/OEGD, see 1969 Review) in total official gross
disbursement during 1966-1968 varied between 22-26#. In
1968, 73.9# of official development assistance from DAC
members was contractually tied. It is worth noting here that

most multilateral assistance 1is untied.

There is a scarcity of published studies of the monetary
costs of tied resource flows to the developing countries.
M. Haq's quantitative analysis of Pakistan's experience
during the early sixties is a pioneering work in this field.
His study of Pakistan's experience in the purchase of plants
and equipments, yields the following results: the weighted
average price of twenty selected projects came out to be
51# higher from the tied sources compared to the international
bids. Tied services, particularly shipping also contributed
to the inflated prices. The United States, a leading donor
to Pakistan appeared to be the worst offender in this
respect. Her freight charges were often twice the lowest
quotation in the international bidding. Perhaps much more
serious than the unavoidable overpricing that some high cost
donor countries were obliged to offer, is the knowledge that
"the quotations offered by the suppliers are often higher
if the suppliers know that it is a tied credit, and come

down considerably once it is made clear that the supplies

89. M Haq:- Tied credits - A quantitative analysis in
J.H. Adler (ed):- Capital Movement and Economic
Development London 1967 Chapter 9.'
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will be financed against cash or untied credits. There is
no reason why such large differentials in quotations (some-
times as much as 40-50#) should exist from the same source
of supply.Haq lists enough examples to substantiate

this point.

The tying of assistance has been motivated by a variety
of considerations, political as well as commercial and
economic. The political consideration finds expression in
a primary desire to preserve the national identity of the
aid-financed projects and supplies, for example the Aswan
Dam (U.S.S.R.) or the Tanzania-Zambia Railways associated
with the Peoples Republic of China. Tying invariably
becomes the control mechanism for, and/or reinforcement of,
the political and economic leverage which the donor exercises,
or wants to exercise. Furthermore, tying is seen by the
donor authorities as a mean of gaining and sustaining
domestic public support for aid programmes. The economic
and commercial rationale for tying is to reduce the aid
burden in terms of foreign exchange cost and resource cost
to the donor. Specifically tying may be (1) to promote
exports generally, for example through government -
guaranteed export credits, (2) to dispose of surplus agric-
ulture and manufacturing commodities, (3) to utilize excess
productive capacity in some sectors, or in under-full employ-
ment situation. According to A.G. Kemp, "Since 1962,

Britain has been offering additional tied aid if the expected

90. ibid Chapter 9

91. loc cit Tables 1-3, pages 328-330 See also the
statistical appendix.
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exports were to come from sectors with surplus productive
capacities o (4) to provide outlet for less efficient
high cost industries, and (5) to limit the impact of aid on
balance of payments accounts. It is certainly true that in
a situation of persistent balance of payments disequilibrium
such as the United States, Britain and Prance were exper-
iencing in the late 1960s, the granting of untied aid can
aggravate the imbalance; and in such circumstance, the tying
of aid or its cut-back may reduce the strain on the reserves.
However such lessening of strain could be circumscribed by
several factors. First, it is generally true that part of
the aid would in any case, have been spent by the recipient
in the donor country; secondly another part would have
eventually returned to the donor country through multilateral
transactions; thirdly, when assistance is tied, the recipient
may be able to use some part of the tied credits for the
purchase of goods and services which it would normally have
imported from the donor country with its oYm foreign exchange

earnings, thus freeing the latter for the financing of imports

from other sources. In this way, formally tied aid may be
untied in practice. To the extent that such "switching"
92. Alex U. Kemp:- "Longer«term Capital Movements", in

Scottish Journal of Political Economy, Vol. 13 1966,
op cit Page 153.

93. For example, a Brookings Institution's Report on the
subject suggests that in the case of Latin America, 40"
of aid expenditures for commodities delivered to that
region are substitutes for normal imports from the
U.S. and thus free equivalent amount of foreign exchange
for other uses. In the case of broadly defined programme
loans, the report suggests high figures of 90fo for
Latin America, and 7i;" for Africa. See R.F. Mikesell:-
The Economics of Foreign Aid. op cit Page 251.
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has been possible, the tying of assistance does not lessen
its adverse effect on the balance of payments of the donor
country. "Measures to reduce the possibility of such
substitution, which have been applied in the past do not
appear to have produced significant results."94— Tying does
not reduce the deficit by the amount equivalent to aid
given. In other words, the factors determining the behaviour
of export and balance of payments in relation to foreign
aid appear to be exogenous of tying procedures. There 1is no
a priori reason to suppose that balance of payments deficits
or surplus necessarily engenders tied or untied aid. The
convention of aid tying appears to the universally strong
among the donors, both DAC members and the Socialists
countries. After all, there are examples of countries - for
example West Germany and Japan - piling on reserves while

continuing to tie their aid.

There is ample evidence to suggest that the impact of
tying has in practice been considerably less than its
advocates claim. Tying and other restrictive measures, like
tariffs and export subsidies become largely self-defeating
when they are adopted by every donor. What is more, it may
also prove inappropriate, as it often constitutea a disguised
subsidy for their non-competitive industries and thus helps
in prolonging a misallocation of their resources. Considering
the limited value of aid-tying as an instrument for dealing
with persistent balance of payments deficits and its not-

so-inconsiderable disadvantages for the developing country.

94. U.N.:- World Economic Survey for 1968. Part I, Chapter
IIl Page 52.
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there is a strong case for donor countries to consider
taking joint action on the matter with a view to its eventual
elimination.Furthermore, tied credits should not he used
by developed countries as an important doseage for curing their
monetary problems at the expense of the developing countries.
Until some meaningful measures are taken by the donors, a
logical way for a developing country to reduce the adverse
effects of tied credits, is obviously to diversify its
sources of assistance.AO6 Such action will confer on her
greater flexibility in obtaining her supplies from altern-
ative cheaper sources. In view of the above difficulties
in estimating statistically the "true" effects of tying
on exports and balance of payments, the calculated data for

Britain, quoted above must be taken as a first approximation.
BEVELQPMENT DEBT BURDEN MB SERVICING.

It has become axiomatic these days to consider the
problems and difficulties posed by the debt burden and debt
servicing capacity of the developing countries. The literature
on foreign aid is full of such studies, all pointing to the

dangers and setbacks to the development process which

95. For measures that can be taken to liberalize aid tying,
see DAC/OECD:- Development Assistance 1969 Review
op cit Pages 136-138. The 1970 Review reports that
"at the Council Meeting of OECD at Ministerial level in
May, 1970, a number of countries expressed their
readiness to move towards a general untying of aid,
provided other donors did the same, see Page 51.

9b” ibidsThe 1970 Review, while conceeding the absence of
any progress in the field of general untying, enumerates
the steps being taken unilaterally by some DAG members
towards liberalizing their procurement regulations.
See DAG/OECD:- Development Assistance 1970. Review
op cit Page 53-56.
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liabilities impose. The ultimate danger of debt repayment
from the LDCs point of view is that the net transfer, that
is, gross flow minus both amortization and interest, may
become negative before the full impetus of the growth
process has been set in motion. Balance of payments crisis,
inability to fulfil servicing obligations, debt relief
operations and rescheduling inevitably slow down or put
back the development efforts for some years. For the donor
countries, a continuously rising debt burden not matched by
a similarly improving economic performance, represents the
assumption of an increasingly more risky credit portfolios.
The current trends in all the major variables that influence
development debt and its servicing, for example export
earnings; volume, type and cost of <capital inflow; rate of
debt accumulation, are such as to fill both creditors and
debtors with a greater sense of unease. Unless major improve-
ments are undertaking in those critical variables in the
second development decade, the spectre of negative transfer
which has been haunting some Latin American republics will
become for most developing countries less and less a rerInote
possibility. Today bilateral and multilateral debt relief
operations have become an accepted phenomenon - if only
grudgingly - of the international finance scene. Another
closely related reason why the debt burden is usually
emphasized in foreign aid discourse, I believe, is the fact
that it reflects poignantly the interacting relationship
of the fundamentals of foreign aid programme and other
resources flows. By this I mean, a detailed and comprehensive
study of the debt situation also gives us an insight into
such factors as the volume, terms, types and trends of
official and non-official flows; the efficiency of the aid

machinery; the performance and economic standings of the
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various recipient countries and the areas of development
finance that are likely to dominate discussions and thus
become top candidates for reforms in the coming decade. My
analysis on this topic however will be limited to a few

considerations.

The statistical trends in the growth rates of both
outstanding debts and total debt servicing have been referred
to, above.97 I have also mentioned the alarming divergence
between these rates and the repayment potentials of the
developing countries. Total outstanding indebtness of
81 reporting developing countries was estimated to be almost
060 billion as of 1st January, 1970, including about a
quarter of undisbursed portion. "For the past ten years
total external public debt outstanding has grown at an
average compound rate of almost 15% a year. This rate of
increase has doubled the total debt outstanding every five
years since 1955."98 In the last development decade, total
debt service payments including amortization of principal
and payments of interest have risen at a slightly slower
pace than the volume of outstanding debt - the outcome
partly of a successful debt relief operation, which led to
slower growth of service payments than would otherwise be.
Eight major countries out of the 81 reporting LDCs account
for about half the total debts.99 Service payments have

98.
World Bank/IDA - Annual Report for 1970 op cit Page 50.

99. These are India, Brazil, Pakistan, Mexico, Indonesia,
Argentina, Turkey and Iran. They also collectively
account for about half the total GNP of the developing
countries.
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been estimated at roughly 04.7 billion for 1968. This figure
can be compared with an estimated 05.1 billion net worth of
loans from official bilateral, mulilateral agencies and
guaranteed private export credits, or with a 012.1 billion
gross inflow of official bilateral, private export credits

and multilateral agencies resources to the developing

countries in the same year. Of the 04.7 billion repayments,
amortization accounted for 03.3 billion. Interest payment,
the remaining 01.4 billion. Perhaps the most interesting

division is between the repayments due to non-private

sources, that is, to governments and multilateral institutions,
and those due to private creditors. Of the 03.5 billion
amortization, official loan accounted for only 00.95 billion,
multilateral agencies for 00.37 billion totalling 01.32
billion for non=private, while private export credits accounted
for 01.98 billion. The total service payments to non-private
sources amounted to 01.82 billion and to private creditors,
02.88 billion. Thus more than half of total public or
publicly guaranteed debt service of the developing countries
was paid to private creditors, although only about a quarter
of total outstanding debt originated from private sources.

I have already referred to the substantial rise in guaranteed
export credits in the last ten years. In 1961, for example,
net flow of private export credits was about 33% of the

total loans made to the developing countries. The implic-
ation of such increases are partly reflected in the figures
quoted above and the picture for 1968 typifies the situation
in the later part of the first development decade and most

certainly, the likely situation in the first half of the

100. For Nigeria’s and Ghana’s experiences see below Chp. 7.
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private capital flows during the last development decade.
In either case the growth of private export credits outpaces

the other components.

There is no shortage of projections predicting the
possible engulfment of the developing countries by their
mounting debt burden in the coming decades, if the present
trends in the determining variables are not reversed. 101 The
latest projection, that of the Pearson Commission tries to
compare the size of the outflow of emortization and interest
with new loan disbursements. [ have shov/n above that globally
in 1968, the outflow of 04.7 billion was slightly less than
loan inflow of 05.1 billion, 102 leaving a net transfer of
under half a billion dollars on the loan account. The
Commission estimates the size of debt service in 1965-67
in percentage terms of the inflow of governmental loans,
credits from the multilateral agencies and private export
credits. It also makes a projection for 1977 payments. In
1965-67, debt service in Africa amountedto 73" of new loan
disbursement; in Latin America, 87%; in developing countries

of Southern Europe 92%; East Asia, 52% and in the region of

South Asia and Middle East where export credits have been

less prevalent, 40%. 103 The prospect for the future depends
on the trends in determining variables such as the volume,
types and terms of new lending. Dept servicing as percentage

101. See for example. P. Lieftinck:- External Debt and Debt
- Bearing Capacity of Developing Countries. Princeton,
New Jersey. 1966; And Pearson Report, op cit Pages 72-76

102. C/F the inflow and outflow of direct investment Page 633
Chapter 2.

103. Pearson Report op cit Tables 3 and 4 Page 74.
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of new loan will be larger the smaller the increase in
volume, the harder the terms, the more stringent the tying
and the bigger the proportion of export credits in the loan
structure. If the structure and flow of new lending were to
remain at the level of 1965-67 - the true figures for the
last four years and the estimates for the next few years
tally with this assumption - Pearson Commission projection
shows that by 1977 debt service would considerably exceed
new lending except in South Asia - Middle East where they
would be about equal. For Africa the excess would be about
21%; Latin America, 30%; Europe, 9% and East Asia 34%.
If grant and grant-like flows continue at 1965-67 levels -
in actual fact there has been a slight reduction post
1967- there would still be some net transfer of resources
to Africa and South Asia, but globally an increasing portion
of the grants would be returning to the donor countries for
servicing old loans. Only if new lendings were to increase
at more than 8% per annum - an unlikely prospect - would the
rising debt service not completely absorb the increase in new
lending.If this exercise in projection has any meaning
at all, it is that it provides a measure of the magnitude of
the international efforts which would be needed simply to
maintain the present level of net resources transfer to
the developing countries; much less to increasing it, as
their trade and investment requirements grow over the next

decade.

104. UNCTAD Secretariat predicts that debt service as %
of gross inflow for African countries 'will double from
its 1966 level to 53% in 1975.

104A.World Bank/IDA - Annual Report for 1970. op cit Page 80
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The outlook for the developing countries, judging by
the present state of foreign aid programmes, appears to be
anything but promising. The share of debt service in
relation to loan disbursed or grants given, will continue
to climb. Perhaps a fuller perspective could be grasped
if we relate the above trends to the performances of the
developing economies. As was stated ealier, during the last
decade, the rates of growth of both debt outstanding and
service payments have been about twice the rate of growth
of export earnings of the developing countries, and almost
three times that of their combined GDP.""*" A vicious circle
seems destined to emerge - if it hasn’t already: an
inadequate resource inflow and trade restrictions partly
responsible for insufficient growths in GDPs, exports and
exchange reserves, which in turn greatly limit the capacity
of LDCs to service their outstanding debts, which in turn
reduces the willingness of creditor nations to advance
further loans. This analysis has been conducted on a
global basis it must be emphasized however that these
aggregate data for the developing countries as a whole mask
a wide-range of debt situations in individual recipient
countries, including differences in the structures of their

debts and their debt servicing capacities. 105 The reasons

103. For a brief regional, and country by country analysis
see World Bank/IDA. Annual Reports 1969 & 1970. op cit
and for a more detailed discussion of the technical
problems of assessing the existing debt situations of
LDCs and the statistics of the structure of individual
outstanding debts (as of June - Dec 1968) see DAG/

OECD - Development Assistance 1969 Review op cit
Annex IV.
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for the explosive increase in public debt and debt servicing
are not hard to come by. Although aid volume stagnated in
real terms during the last decade, loans increased at the
expense of grants as a proportion of total aid, Their share
of bilateral official flows rose from 13% to 15% in the
course of the last decade. Secondly, although the terms
of official lending, in the early 60s stabilized or as in
some individual cases slightly softened, the phenomenal
expansion of export credits led to a sharp hardening in the
overall average terras. Thirdly, the general increase in
world interest rates and other costs of borrowing money in
the capital markets, has compelled lending multilateral
agencies like the World Bank to pass on the increase to the
borrowing developing countries. For example, the rate
charged by the World Bank rose from about 4% in the early
50s to over 7% in 1969/70. The higher cost of capital is
also reflected in both the prices of supplies provided by
private creditors and the interest charges on them. Tying
in addition, often results in effective borrowing costs
being higher than nominal interest rates on account of over-
pricing practices. Finally, the sharp increase in external
borrowing in the late 50s and early 60s - in effect the
start of the development era - has now given rise to a
growing volume of amortization and interest payments, as

grace periods come to an end.
DEBT BURDEN AND DEBT SERVICE CAPACITY; A CONCEPTUAL DIGRESSION

V/hat measures are most useful for evaluating the problems
of indebtedness of the developing countries? Since these
problems conceptionally reveal themselves in two major forms,
this digression discusses the implications and undertakes

an assessment of the problems partly in terms of formulated
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criteria of cumulative debt burden; and in terms of the
annual debt service capacity. The two aspects are necessarily
complementary, since difficulty with debt servicing can be,
and often is, a reflection of the "oppressiveness" of the
debt burden. Let us first look at the debt service capacity.
The strength or weakness of this capacity is measured in
terms of a ratio, although the definition of such an indicator
is sometimes varied to meet specific analytical requirements.
The most common concept is the Debt Service Ratio, or in its
full version, the (Public) Debt Service - Exchange Earnings
Ratio. This is the ratio of annual debt service on foreign
public loans, including publicly guaranteed export credits
to the annual exchange earnings on goods and services.
Perhaps a less inappropriate indicator of vulnerability to
to default or similar reserves crisis is the Investment
Service - Exchange Earnings Ratio, which includes both
amortization and interest payments on debts (public and
private) as well as transfer of earnings (investment income)
on direct foreign private investment. The sum total of
these outflows is then related to the export earnings to give
the ratio. Prom the balance of payments position, locally
made profits that have to be transmitted abroad in form of
investment income represent a debt-burden to the accounts
and thus its inclusion gives a truer picture of the way the
reserves level is affected by the inflow and outflow of
foreign exchange, at least on the current account basis.

The effect of a heavy investment income outflow for a country
with substantial private foreign investment but a small
public loan portfolio, is more readily appreciated by the
use of the investment service ratio. The World Bank has

reportedly employed the former ratio, among other criteria
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in appraising credit worthiness of prospective borrower
on ground that public debt has priority over private sector
payments in period of foreign exchange difficulties. However
there seems little basis for distinguishing between govern-
ment debts and private debt obligation arising out of private
external capital inflow. In both cases defaults or diffi-
culties in servicing are likely to have serious consequencies.
Defaults or difficulties in servicing some supplier’s credits,
medium - term bank loans or private direct investment could
impair the country’s ability to turn over its short - and
medium - term foreign indebtness or encourage the inflow
of private investment capital. Difficulties on obligations
to public agencies would jeopardize its chances of obtaining
a continuous inflow of development credits or emergency
balance of payments "stand-by" credits. It is even possible
as R.P. Mikesell asserts, for defaults or restrictions on
commercial outward payments to be regarded by the inter-
national finance community, both public and private as
perhaps "more serious than the failure to meet an instalment
or scheduled debt service to the World Bank or the (American)
Export - Import Bank". In this respect, the investment
service - exchange ratio, by highlighting both the public
and private servicing capacity, is to be preferred to the
orthordox debt service ratio. Another possible measure of
debt servicing capacity, suggested by DAG/OECD, is more akin

to the first ratio than the second. 107 The denominator used

106. R.F. Mikesell:- The Economics of Foreign Aid. op cit
Page 117.

107. DAG/OECD:- Development assistance; 1969 Review op cit
Page 275.

108. loc cit.
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used is the export earnings for the most recent available
year, while the numerator - the debt service payments due
on existing debt burden, is made to cover a variety of
consecutive multi-year periods. The resulting measure can
be thought of as "multi-year debt burden ratio", 108
perhaps more appropriately as "multi-year debt service
ratio" as the former phrases can ecasily be confused with a
similar concept for cumulative debt burden introduced below.
Its advantage over the two previous ratios, is the fact
that by averaging out the possible fluctuation in the annual
service ratio, it avoids possible untrendy interpretation
implicit in the annual data. It also makes for a better

inter-country comparison.

Now let us consider the question of indebtness in its
other manifest form - debt outstanding and its time structure.
Among the various available indicators of existing debt
burden and its structure, the ratios that are selected for
discussion are (a) the simple "adjusted total debt out-
standing" (b) "the 1-5 year debt burden ratio" and (c)

the 1-15 year cumulative debt burden, adjusted for reserves

and divided by current exports". 109 The last two concepts

are alternatively known as "multi-year adjusted debt-service

ratios" - and differ essentially in the tirae-span of their

109. Adjustment for reserves takes the form of isolating a
two-month import requirements as the minimum reserve
necessary to make the economy and currency of a country
viable, and treating the remainder as technically usable
to liquidate all or part of its outstanding debts. If
a country has a surplus over the minimum, that surplus
is deducted from its outstanding debt, or if treated
as "negative debt" is added to the same cumulative total
to give a "normalized" or "adjusted" total debt out-
standing. If the reserve level is less than the mini-
mum, the shortfall or "positive debt" is added to the
"crude" outstanding debt to arrive at the same adjusted
total. For detailed explanation of this statistical

concept, see DAC/OECD:- Development Assistance, 1969
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footnote.
110. ibid page 277.
111. Loc cit page 277.
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implications, is the fact that if and when it becomes very
high, "this is a clear indication that the room for
manoeuvre has become considerably restricted and that service
payments on new debts, or adjustments in the pattern of old
debt need to shift beyond the fifteen-year framework." "
The multi-year adjusted debt burden ratios need to be treated
with some caution. The snag about them is that unlike the
investment or debt - service ratio, they are obviously
different from the actual debt service ratio that will occur
in the future. They relate only to part of the debt which
will actually be repaid, that part which is already outstand-
ing. They are furthermore different from the service ratios,
except the multi-year one, in that the numerators cover
several years figures while the denominators relate to a
single year. However a common factor among the various
criteria enumerated above is their implicit short-or medium-
term relavancy. This is not surprising, as it is customary
to dichotomize discussion of indebtness and debt-servicing
capacity in terms of the short period or liquidity aspect
and on the other hand, in terms of the long-term situation.
The emphasis on the former derives from the concern of the
creditor nations for the actual or potential vulnerability
of a debtor country to balance of payments fluctuations over
relatively short periods of time wnich would make it
difficult to meet debt obligations. Perhaps the absence
of similar emphasis or concern over the long-term aspect of
indebtness is due partly to the unwillingness of both sides
to fully appreciate the implications of their present aid
policies especially of the gloomy projections of future
difficulties and partly to the recency of aid programmes as

an instrument for the development of the "Third World". The
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long-term aspect ought to he seen as equally important
especially since a country with a potential for, or record
of long-term growth in total output and in export value
relative to import requirements is generally recognized
to he ahle to borrow for short-period to meet its deht-
service obligations or otherwise to re-finance or turnover
its indebtness. The distribution between short and long-term
aspects of debt servicing becomes in practice somewhat
artificial.

SIGNIFICANCE OP THE INVESTMENT/DEBT SERVICE ADJUSTED DEBT
BURDEN RATIOS

The Investment/Public debt service ratios. The orthodox
rationale for calculating these ratios is that by providing
a straight forward relationship between two or three of
the most important variables in debt-service capacity function,
they indicate the starting point for a real assessment of
the various factors that determine a country’s capacity to
service debt, or to shoulder a given debt burden. Thus they
are of little significance as a measure of either vulner-
ability to default or of debt-burden. Like the "classical"
notion that a country’s minimum reserves level must be
equivalent to two or three months import requirements, the
notion that a less than 10" debt service ratio is "safe";
a more than 10" is "unsafe"; or that 20" ratio is a "danger
level", is of little use in a meaningful long-term assess-
ment of a country’s viability, credit-worthiness or vulner-
ability to default. A high volume of debt service may
simply mean that a country’s debt structure is relatively
short-\term oriented and that it normally turns over its
indebt&ness every few years, while interest payments may

constitute a relatively small proportion of total debt
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service. Such a high debt service ratio may not be
particularly serious if the country is investing in highly
productive projects and if the prospects for expanding
exports and/or real import substitution, are excellent.
Conversely a low debt service ratio does not necessarily
imply a high credit rating, it may simply be due to a low
level of indebtness, and the country’s economic performance
and growth prospects may indeed be poor. Furthermore, there
are historical evidence to support the contention that the
level of the debt service ratio, on its own, provides little
basis for vulnerability or creditworthiness. For example,
in the 1930°’s while Australia and Canada avoided defaults
and the imposition of exchange restrictions with an invest-
ment service ratio ranging from 32" to 44%, certain Latin
American countries, including Brazil, Uruguay and Peru
defaulted on their public debt service (during the period
1931-33) when the ratios of their scheduled public debt
service to exports alone were substantially smaller than
the investment service ratios of the former countries. 12
Perhaps the significance of such historical evidence lies
in the credibility it gives to the notion, developed below,
that the long-term trends in economic performance and the
underlying strength of an economy - as projected by selected
indicators - are the critical factors that determine its

debt burden and service capacities.

112. R.F. Mikesell - The Economics of Foreign Aid op cit
Page 118.

113. DAG/OECD - Development Assistance, 1969 Review op cit
Page 278.
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Multi-year adjusted debt burden ratios These ratios to a
certain extent compensate for the defects inherent in/debt
service ratio and can project a better perspective of the
short-or medium - term potentials for liquidity crisis
which presages possible defaults or as in modern times
possible debt relief operations. The "1-5 year", "I1-15
year" and "post-15 year" debt burden and service ratios
define in a clear-cut manner whether a country's outstanding
debt and servicing structures are well-balanced or otherwise.
An ill-balanced structure not only isolates the types and
terms of future borrowing that must be avoided, but also
indicates the time for and nature of, difficulties that
are likely to develop. In this respect the DAC/OECD 1969
Review makes certain concluding remarks. "V/hen the already
existing debt service burden falling due within the next
15 years substantially exceeds the value of present annual
exports of goods and services, this should normally be a
warning that real debt difficulties can quickly arise if
unfavourable balance of payments trends develop, when the
1-15 year debt burden ratio exceeds 200”, this seems to be a
clear indicator that major debt difficulties are in most
cases already at hand - unless the particular developing
country enjoys unusually favourable immediate export
growth prospects.ll'5 A glance at table 35 for example,
reveals Kenya to have a relatively well-balanced debt
structure while Ghana appears to be "structurally over-

111

indebted" at least in the medium term content. 1"Nile

these ratios are thus useful for statistical assessment

114. Structurally over-indebted countries, not only generally
have much larger payments due between the 6th and
15th year, but also have far higher burden falling due
in the first five years than do the bulk of LDCs.



Page 146
of the short - or medium - term vulnerability to default,
the need for debt relief operation, or short-term credit
worthiness, they do not shed much light on the questions
of long-term vulnerability, of long-term credit strength,

or of what constitutes a heavy, medium or light debt burden.

If all these criteria are thus much less useful for
long-term vulnerability test, we may ask the question as to
what extent are they relevant for the long-term aspect of
indebtness, and in a wider context for external resource
transfer for development. In this respect, the s'“gificance
of already outstanding debt(and its structure) emerges in
the assessment of the relationship between the future actual
debt service ratio which this debt will generate and the
future flows of new loans and credits. The important
relation here is the percentage of future gross inflow
which will be taken up by amortization and interest payments
on the old debt. If we assume a zero net transfer of
resources through borrowing, that is, that the gross

amount borrowed in future equals the debt service payment

on existing debt as they fall due, we are placed in a position

to project what that gross inflow, its structure and terms
should be. If on the other hand, we assume that most of the
developing countries will continue to need a positive net
transfer of resources for a long time to come, we are
similarly able to postulate what the trends in the determin-
ing variable should be and contrast them with the likely
outcome of present foreign aid policies and decisions of
the donor countries. I have already referred above, s

to similar projections made by the Pearson Commission, and

its implicit call for increased volume on better terms if

the threat of zero or negative net transfer for "pre-viable"
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developing countries is to be averted.It can hardly
be denied, at least from good management view point that
the developing countries, especially the so-called "long-
haul" economies very much need to see the present debt
picture in its proper perspective. This they can do, by
partitioning future borrowing requirements into two parts
(a) that amount required to service already existing debt
and (b) that needed to provide a further net transfer of

development resources.
/ 1
Perhaps from developing countries view, the significance

of debt servicing in its long-term context, is the oppor-
tunity it offers to assess capital import on a productivity
basis - a sort of cost/benefit analysis, by considering the
construction of external resources inflow to long-term
economic growth in general, and to such factors as capital
formation, savings, exports and long-term balance of payments
position, in particular. The realism of such analysis must
not be exaggerated since investment and debt service
outflows in themselves do not represent the whole cost of
external capital, while the latter*s benefits and advantages
go beyond quantitative estimations. However the conditions
for successful growth with the aid of capital imports are
fairly straight forward. The additional capital resources
should make possible an expansion of net domestic output
corresponding to a net return on the investment well above
the average interest rate ruling in the international

capital market. In the long-run, as R.P. Mikesell puts it,

115. See above Pages 134-135 (this chapter)

116. Low-incorae developing countries (LDCs) are 'pre-viable*
in this context, if their economic development has
not reached a stage that will make them independant
of the need for concessionary aid.
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"debt-servicing capacity should be considered mainly in
terms of the successful performances of an economy as
determined by its per capita rate of growth and the expan-
sion of its export capacity on the one hand, and the
contribution of further borrowing to the enhancement of this
performance, on the other. If further capital import are
not expected to yield a net return in terms of additional
gross domestic product well in excess of the cost of
borrowing capital, and if total investment is not allocated
in a manner which will increase exports relative to imports
associated with growth by an amount at least sufficient to
cover interest payments on the additional borrowing, lending
becomes both risky for the foreign lender and undesirable for
the borrowing country as well. The level of debt-exchange
earnings ratio, has no particular relevance in this type

of assessSment.eeeeeenn.... 117

Por a thoroughly realistic and meaningful assessment of
a developing country, at any point of time, in terms of its
creditworthiness, its capacity to service debt, its vulner-
ability to debt relief operations and indeed of its wuse of
external resources, a comprehensive analysis of its economic
situation and underlying strategy would be needed. "Inter
alia , debt servicing capacity depends on a country's ability
to generate savings, to pursue sound fiscal and monetary
policies, and to earn foreign exchange through exports of
goods and services to meet its import requirements as well
as to satisfy its external financial obligation and maintain

. 118

adequate level of reserves. There is no doubt that most

of the agencies established by the main donor countries to

117. R.P. Mikesell:- The Economics of Poreign Aid op cj/b
Page 120.
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administer foreign aid, undertake such regular country
analysés, besides such statistical estimates as the debt
service ratio or the outstanding public debts. The World
Bank conditions pertaining to macro-economic performance
which are supposed to be taken into account in its lending
operations include such factors as (a) the volume of
domestic savings, (b) the volume and effectiveness of total
investment, (c) internal price stability, (d) balance of
payments equilibrium as determined by foreign exchange and
trade policies, (e) volume of private investment and the
productivity of the private sector, (f) the capacity to
service debts, and (g) the formulation and implementation
of good development plans. These conditions are basically
the same as those traditionally used for economic perform-
ance appraisal, give or take, one or two provisos, though
they fall short of what I consider as the necessary criteria

for economic development evaluation. 19

The effects of correct interpretation of the inform-
ation thus made available (through comprehensive analysis)
would be, among others, (1) to make the donor fully aware of
the risk it takes in its lending operations, (2) enable the
donor government or multilateral lending agency to influence

the economic policy of the recipient, especially as regard

118. World Bank/IDA:- Annual Report 1970, op cit Page 52.

119. See Appendix I.
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the efficient use of its aid disbursements, (3) make it adjust
its aid policy instruments according to the different
situations obtainable in each recipient country, (4) enable
the donor discriminate among its clientele; (5) enable it to
give an early warning advice to the recipient facing imminent
ligquidity problems; and (6) enable the donor to suggest
appropriate measures for the post "bailing out" period should

such debt reschedule become unavoidable.

However as suggested before, economic perforamcne is
only one of the several criteria that are used in aid
allocation policy. It is conceivable for a donor country
to continuously pump resources into a client state
irrespective of the latter's economic efficiency, if such
assistance is deemed justifiable on strategic, social, or
political ground. The suggestion being put forward here is
that while comprehensive analysis serves as a useful ref-
erence guide for the creditor country or institution in its
dealing with a developing country, the conditions under
which default could be avoided, long-term economic growth
assured, and the need for external capital assistance
ultimately terminated, must be explicitly recognized by all.
It is essential that "though total indebtness may continue
to expand, the ratio of capital inflow to both domestic
savings and import of goods and services, should show a
declining trend over time. This in fact has been the situation
in countries such as Canada and Australia which, although
growing at satisfactory rates continue to be net capital

importers"120 H.B. Chenery is even more explicit about the

120. R.B. Mikesell - The Economics of Foreign Aid, op cit
Page 120.
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structural transformation that must he brought about in
order to achieve self-sustaining growth, and by implication
"solve" the debt problems. b2l ylFor a given target rate of
growth of GNP, he sums up three requirements that must be

satisfied as follows:-

(1) Investment must be raised until it equals the share of
GNP required by the target growth rate and the capital-
output ratio.

(2) The marginal savings rate must exceed the required
investment ratio in order to eventually eliminate the need
for external capital, and

(3) If the ratio of imports to GNP is constant, exports
must increase more rapidly than the target growth in GNP
in order to close the trade gap. A cut in the marginal
import ratio through import substitution would' lower the

required export growth rate.

It must be remembered that these conditions were set
specifically with a view to overcoming the skill, savings and
exchange reserves (or trade) contraints to growth rather than
in overcoming debt, difficulties. 122 In my view the two
problems necessarily mirror different sides of the same

development coin.

DEBT RELIEF The need for debt relief arrangement is no
longer a remote possibility; indeed since 1956, eight
developing countries have negotiated 18 multilateral debt
relief operations, involving the consolidation and

19?
rescheduling of some 05 billions. Five other countries

122. See below Appendix V.

123. They are India, Brazil, Indonesia, Argentina, Chile,
Turkey, Peru and Ghana. As of 1970.
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have made bilateral renegotiation with a number of creditors.
Up to 1965 multilateral debt rearrangements were almost
exclusively concerned with private suppliers credits. Since
them, however, a more realistic basis for such operations has
been established with the inclusion of official debt as well,
in overall consolidation. The new approach perhaps justify
my earlier contention that long-term official debt should
in no way be divorced from any deliberations concerning
short-term difficulties with private and commercial debts.
The only observations on the subject which I want to make
here, are: firstly, the temporary low credit rating of a
developing country that is being "bailed out" makes it
difficult for her, not only to turn-over short or medium-
term credits essential for completion of important projects,
but also to secure grant-like concessionary aid needed to
reimburse the private sector in a way as to make relief
rearrangement a once-for-all operation. It is worth noting
that Argentina’s debt was renegotiated three times in less
than a decade, Indonesia’s debt, in three consecutive years
while Ghana’s three negotiations with her major creditors
in the last four years or so, have in her view been very
unsatisfactory. Like inadequate devaluation, this "short-
leash" approach involves heavy costs in terms of uncertainty,
pre-emption of scarce management and professional skills,
and the inability of the debtor country to formulate long-
term pleins and policies. Furthermore, the increase in debt
outstanding that is likely to arise from moratorium interest
which is usually charged by the creditors on deferred pay-
ments of both principal and contractual interest, would be
substantial, average, or small depending on the size of the

original debt and the terms of renegotiation. The danger
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is that a harsh term based on commercial approach may

engender a heavy increase and thus paradoxically establish

a situation of’relieving debt by increasing it.’ Ghana seems
to have experience such a “harsh" debt repayment terms. Her
medium - terra debt stands at about £173.6m now, including

an increase of £35.6m exclusively accounted for by mora-
torium interest accumulated since the debt rescheduled

conferences of 1966, 1968 and 1970."""

The corrective measures often adopted to "stabilize" the
economy as a result of the reserves crisis invariably depress
the economy to a larger extent than commonly recognized by
the creditor countries or lending agencies. Generally such
policy implementation as demanded by creditor nations and
agencies like the World Bank and IMP involve emphasis on
cut back in government spending within a wider credit squeeze
and general deflation. Invariably such "directives" neglect
the need to mobilize domestic resources more effectively,
generate new export earnings and sustain sound development
outlays. In the quest for stabilization, growth and develop-
ment are of secondary importance. The adverse repercussions,
even if only for a short period, are felt more by the masses
in form of cut backs in social welfare expenditures, domestic
infrastucture, employment and increased prices on essential

PS
imparts like food, pharmaceuticals and clothing.

124. For Ghana’s continuous criticism of her debt repayments
arrangements, and her call for yet another conference,
see The Times (London) Monday 19th July, 1971.

125. Teresa Hayter has strongly(asseted this course of develop-
ment in the case of Latin America, See her book. Aid
as lIrapenalism op cit.
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The most important concluding remarks that emerge from
this study of the problems of indebtness can be sumrrllerized
as follows (a) the growth in indebtness and debt servicing
will continue to be a source of concern to both creditors
and debtors alike especially if viewed against the back-
ground of current trade and aid policies of the donors and
the growth in exports and .GOT”of the developing recipient
countries (b) the conventional criteria for appraising the
credit standing of a recipient country, such as the debt
service ratio, or the multi-year adjusted debt burden ratio,
are of limited usefulness except perhaps within the context
of short-term fluctuation in the balance of payments
position. Besides, other constraints of debt servicing
capacity may be operative before the debt service ratio
rises to a particularly high level. Where exports represent
a very high proportion of GNP and where debt, to a large
extent, is officially incurred, the constraint that is
likely to appear first, especially in countries with poor
tax base, is the difficulty of increasing government revenues
rapidly enough to meet the foreign exchange payments when
they become due. Thus the need for'“comprehensive country
study in order to establish and appreciate the domine\nt
constraints. And (c) long-term productivity of capital
import and economic growth are ultimately more important
than short-term considerations. Familiarity with the trends
in such crucial variables as investment savings and exports,
imports and GNP, and their structural relationship with the
trend in capital import, is of primary importance, rather
than the annual ratio between debt servicing and profit

remittance on one hand, and the recipient's export ecarnings

on the other. For if they move favourably in the right
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direction, the problem of debt servicing will tend to take
care of itself. If they do not the problem of short-term
adjustment to debt service crisis will have a greater
restrictive repercussion on the economy than is generally

supposed.
MULTILATERAL FLOW OP DEVELOPMENT ASSISTANCE

The other arm of non-private flow of resources to the
developing countries, is of course the multilateral disburse-
ments. | have in various places in the proceeding pages
referred to the contribution to international capital
movement provided by the three major groups of international
or multilateral agencies. I do not intend here to give a
detailed analysis of the work of the World Bank and its
affiliates IDA, IFC; the programmes administered by the
United Nations agencies (e.g. UNDP) nor of the flows being
channelled through the various regional development banks
(e.g. IDB) and the specialized institutions set up by the
European Economic Community (i.e. EDF, EIB).“** 1 only want

to concern myself with the important issue of whether a

126. These agencies are either development banks lending
at commercial rates and drawing their funds partly
from government subscriptions and partly from floatations
in the major capital markets; or agencies special-
izing in the provision of grants, soft loans and
technical assistance. For detailed analysis of these
institutions, whose number has increased from four,
in the early 60s to eleven by 1970, see especially,
Pearson Report, op cit chapter 11; and R. Robinson
(ed);- International cooperation in Aid. op cit
For their contributions to total flow and receipts
from member governments see tables 4, 5,8 and 16-18,
and Pearson Report, statistical Annex table 26 for
individual institutions flow 1960-68; and the grants
plus capital subscriptions from individual DAG members.

127. Pearson Report op cit page 21.
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greater proportion of the non-private flows to the develop-
ing countries should he channelled through the multilateral
agencies as opposed to the present preponderance of official
bilateral disbursements. The call for greater multilateral
share has become one of the major recommendations proposed
by most academic and official studies of the foreign aid
question. For example, the Pearson Commission recommends
that the share of raulilateral aid should be raised * from its
present level of 10% of total official development assis-
tance to a minimum of 20~ by 1975. 197 R.E. Asher even
suggests a greater rise of 60" bilateral and 40™ multilateral
by the same dateline. 128 IVhat are the reasons for this call?
I think the clamour for increased multilateralization is both
positively and negatively motivated. Negative in the sense
that it is a reaction to the defects noticeable in official
bilateral flows and positive because the multinational and
apolitical or "neutral" posture characterising most of the
agencies is supposed to confer special advantages for the
task of international development* Those who advocate a
medium size increase in the share of the multilateral
agencies believe such a process ought to be achieved with-
out a displacement of direct bilateral flow; rather a
larger proportion of the expected (or recommended) increase

should be channelled through these institutions. On the

other hand, those who advance a radical change in the. mix

128. R.E. Asher:- Development Assistance In the 1970%*8
Alternative for the United States. Washington D.C.
1970. Page 250 C/F C.E.D.:- Assisting Development in
Low-income countries. Priorities for the U.S. Govern-
ment Policy, New York. 1969; and R. Robinson (ed)
International cooperation in Aid. op cit They too
also place similar emphasis on the need to increase
multilateralization of aid.
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imply a substantial curtailment of direct donor government

intervention in the flow of development resources.

Why has the share of resources (human and physical)
flowing through the international organizations oscillated
between 7-12" of total BAG official flows in the last decade
or so? This is tantamount to asking why bilateral flow has
been so popular among the main donor countries. The fact
that the channelling of aid through multilateral agencies
imposes effective limitations on the pursuit of national
aid objectives has been the chief reason for the small
share of multilateral aid in the total resource flows.
Donor's identity, special political, socio-cultural, humani-

tarian and historical interests must be proclaimed and

preserved. There is also the economic rationale. I have
already stressed the importance of aid-tying. The commercial
fringe benefits are desirable. Exports are officially

proraotea;, surplus food and manufactures are transferred to
the "needy". Through its aid advisory mission, donor retains
leverage and operational control of its contribution rather
than lose it through multilateralization. It has also been
asserted that "taxpayers opinion" in the donor countries 1is
likely to be more receptive to the continuation and
expansion of foreign aid only if it was specifically seen to
be directed to areas of special concern to them or to the
foreign policy of their governments (e.g. Commonwealth,
Pranco-phone Africa, and Latin America to the United Kingdom,
Prance and the United States respectively.) Finally bilateral
aid is seen to be effected more speedily, easily and at

less administrative costs than the multilateral kind ,
especially in the field of technical assistance. After all,

most of the large aid-givers with long historic and cultural
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connections feel that they have a better appreciation of
local conditions than later-day multilateral organizations.
These then are some of the main reasons why the flow of
resources bilaterally disbursed continues to be of primary
dominance and why the call for increase multilateralization
will continue to be resisted by the main donors. But some
of the advantages to the lending countries constitute
disadvantages and costs to the recipients. It is to
ameliorate these disadvantages, reduce the costs of aid-tying
and maximize the inherent advantages of the multilateral
alternative that recipient countries, Commissions like the
one led by Lester Pearson and the international agencies
themselves, call for greater weight to be given to multi-
lateral flows. In terms of affectiveness, a major advantage
of multilateral aid is that it can be applied more single-
mindedly to the central objective of economic and social
development. That objective happens to be just one of the
factors considered - though not always - in an official
appraisal, the policy outcome of which, is a reflection of
the many competing complex factors previously mentioned.

In this connection, allocation of aid on economic perform-
ance criterion or in combination with equity consideration,
the lack of which has engendered a bias against the larger
nations, can be ensured only if, multilateral agencies are
allowed to offset the distortion caused by bilateral pref-
erences. Proponents of bigger multilateral flow also

believe that the agencies are potentially better placed to
exert influence and leverage to induce better development
policy and planning than the individual aid advisory missions
who are more prone to political and "neo-colonialist" charges.

Multilateral agencies are also in favourable position to
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persuade, arbitrate and liaize between the donor and
recipient, 129 to coordinate the various activities involved
in international finance and development especially with the
IMP and the capital markets of the rich countries. They are
less susceptible to year-to-year fiscal pressure and do not,
by and large, formally tie their loans and grants. 1RO They
also provide outlets for the smaller and newer donors, who
would otherwise have had to set up their own national machin-
ery for the administration of aid. Prom a purely technical
standpoint, international agencies are strongly placed
when problems take on global dimensions, and can act as
international centers for documentation, advice and guidance
which are likely to be available at less cost than individual
efforts. Finally, multilateral agencies have an important
role to play in facilitating regional integration among
developing countries. The regional agencies and development
banks are, in many instances at present, the standard-
bearers of integration. These then are the numerous reasons
why the call for bigger multilateral share, is increasingly
becoming more vocal. But is the case for multilateral flow
as water-tight as is generally championed by its proponents?
Are the positive rationale and the indirect advantages
conferred by the weakness in bilateral flow as sound,
genuine and beneficial to the developing countries as one
would expect? There are also reasons as to why one should
feel less enthusiastic about the chances and desirability
of securing such an increase. Apart from the pull of the
bilateral advantages, and the technical and administrative
difficulties of the multilateral bureaucracy so amply
analysed by the Pearson Commission, [ think there are

defects in the multilateral system which must be borne in
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mind. Let us start with one of an administrative kind.
Multilateral agencies, like most international institutions
have historically been less flexible and innovative in
their approach to outstanding problems because of the need
to obtain the agreement (and financial contributions) of
member governments to major decisions. This might be less
so in the case of E.E.C. development fund or the various
regional banks, but is a major stumbling block among the
World Bank Group of institutions, and the United Mations
Programmes. Secondly, though some of the agencies like IDA
lend on concessionary terms, it is equally true that over a
third of multilateral flows is lent on commercial terms
especially those disbursed by the World Bank, and the Inter-
American Development Bank (D B). The World Bank, the
most important and oldest of the agencies, raises the greater
part of its fresh funds on the private capital markets
of the industrial and developed countries. Its ability
to lend on moderate or soft term is severely impaired by
the currently high interest rate ruling in these capitalist
markets. Professor Thomas Balogh considers this currently
unavoidable link with the capital market as a major objection
to multilateral agency. In his opinion these agencies are

too closely associated with the inherently conservative

129. For example, in setting up Consortia and Consultative
groups, or in arranging debt rescheduling.

130. In some instances, the United States has tied a portion
of its contribution to IDB to purchase in the U.S.;
also the E.E.C. countries tie their contributions to

EDF to procurement in member-and associated-member
countries.

131. See R. Robinson (ed):- International cooperation in
Aid op cit Conference paper VI and discussion of it.
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financial and commercial institutions 1in say, the city
of London or Wall Street in New York. For this reason, the
standard of criteria and outlook they espouse may not he

151
ideal to the special needs of the developing countries.

The idea of politcally neutral multilateral agencies
is very much doubted not only in developing and Eastern
Europe Socialist countries, but also by "liberal" and
"radical" socialist economists in capitalist Western Europe.
There are those who feel that while bilateral aid is
designed to support the policy and interest of individual
capitalist countries, (non-U.N.) international aid is
designed to support the broad policy of the "imperialist"
camp in a more general way. 152 T. Hayter's study of Latin
America's experience in dealing with development and
financial agencies, discovered no basic distinctions between
IBRD, IMF and U.S. (AIL) in their aims, rationale and method
of exercising leverage." ... these international agencies
cannot accept changes in developing countries which might
endanger existing patterns of international trade, foreign
private investment, the regular servicing and repayments
of debts, and other more or less general concerns of the
capitalist developed donor/creditor countries. There 1is
a strong emphasis in the agencies policies and demands on
the principle of free enterprise, on reliance on market

mechanisms and on the respect of private property, domestic
155

and especially foreign." P.J. Eldridge 's study of India
132. Pierre Jalee :- The Pillage of the Third World op cit.
133. T. Hayter :- Aid as Imperialism, op cit Pages 151-152.
134. P.J. Eldridge;- The Politics of Foreign Aid in India

op cit.
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is full of instances to support Hayter's contention. The
World Bank, along with market economies like the United
States and West Germany have put pressure on India to offer
favourable conditions to the private sector, including
foreign private investment and have hinged their assistance
for the development of particular sectors on the condition
that they were privately rather than State developed.”
One must therefore be sceptical about the claim that the
multilateral agencies are readily acceptable to the develop-
ing countries. The interference by an agency in a recip-
ient's affairs, even for the soundest of economic reason,
is just as likely to be resented as those of individual
donors for political reasons. The general historical
practice of multilateral agencies tying their loan to projects
rather than provide financial and technical support for
development programmes also constitute a serious limitation
on the effectiveness of aid comparable to official bilateral
tying to specific countries or purchases. It could be agreed
that this approach is the logical response to the infra-
structural requirements of the developing countries at this
stage of their development process and that a process of
adaptation could easily be set in motion to meet the changing
needs of the developing countries. I cannot help being
anything but sceptical as to whether the inherent weaknesses,
inflexib)i(lity and internal competition and proliferation of
efforts hitherto perceived in the multilateral agencies can
enable them to cope with rapid changes; changes that are
necessary in order to meet the challenge of development and
more specifically to move to a position in which they assume
the role of development agencies with a scope of activities

iar beyond that of financial institutions.”55
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The above analysis of the relative merits of bilateral
and multilateral means of distribution convince me to assert
that the probable advantages of expanding the share of multi-
lateral agencies are likely to be marginal. The reform
of the bilateral system, rather than an unconditioned switch
to multilateral disbursement may in the long-run be more
beneficial and realistic. It is questionable whether multi-
lateral system could in all circumstances mitigate against
the shortcomings in bilateral system. It is not likely to
encourage a greater contribution from individual major
donors. Its present set up does not augur well for possible
future collaboration and coordination of efforts being made
by market-oriented and Socialist donor/creditor countries.
Developing countries dislike the "excessive" influence the
DAC countries especially the United States exercise on the
World Bank. The recent attempt by the United Kingdom to
prevent the Bank from making a loan to Tanzania is a case
in point. Certainly any increase in the lending activities
of the World Bank on the present pattern, without the built-

in concessionary elements of bilateral flow, is likely to

135. On the question of essential reforms now overdue, see
Pearson Report, op cit Ch. 11, and papers by Dr. J.
Adler and Professor Thomas Balogh in book referred to
in footnote 131, above.

136. See Report by Anthony Thomas in The Times (London)
January, 28, 1972 Quote;- "The British Government are
taking a strong and controversial standagainst World
Bank group plans to 1lend010.8m (£4.3m) to Tanzania
................ In doing so theyare following the lead of the
United States which lastyear adopted a tougher policy
of opposition to World Bank lending to countries - Bolivia
and Guyana - with which thé United States was involved
in disputes over the expropriation of American property."

137. C/F Chapter 7. Pages 391-592
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worsen the burden of LJJCSIS‘7 and reduce significantly the role
of the Bank as an agent for net transfer of resources from

the rich economies to the developing ones.

The problem of the channel of distribution is therefore
not of bilateral versus multilateral system, but one of
incorporating the best elements in both. For example the
multilateralization of aid through the expansion of the
consortium technique is a hybrid which should be fully

explored.

STATISTICS OF RESOURCES FLOWS: A SHORT ACCOMPANYING NOTE
These series of data on resources flows from the
developed donor/creditor, countries to the developing
countries and/or multilateral agencies must be interpreted
with some caution. In order to appreciate the "true"
values of governmental flows, some adjustments must be
made to the published figures. Since they are in terms of
current prices, cort inflation in the donor countries must
have reduced the quantum of goods and services financed
by them. Similarly the policy of aid-tying is estimated
to have reduced by 20" on average, the real purchasing power
of development finance made available to the developing
countries. It prevents procurement from the cheapest

available source.

The volumes do not in any way reflect the "true" cost

of aid disbursement to the donor countries. In this respect

see table 13.
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CHAPTER 4
INTERNATIONA! RESOURCES PEOW FOR DEVELOPMENT : OOI*PARISOH
BETVAEEN MODERN ANN 19TH CENTURY PLOWS

I have at various times in the preceding pages noted the
changes that have revolved around the international movement
of capital resources from one country to the other for the
purpose of development. The transformations that have taken
place in the pattern,motives and process of Private flows
and in governmental attitudes and policies are well reflected
in my analysis on private investment, official assistance, and
by the experience of Britain as a major capital exporter.
The purpose of this short chapter is to bring together the
various facets of the change, clarify notable differences
between modern and 19th Century flows, draw attention to
elements of continuity and use the historical comparison as a
basis for projecting possible course of development. The
central premise in any understanding of the changes and
development that have taken place in capital transfer must
be the recognition of the close link and relationship between
international trade, capital movement, and international
interdependency and cooperation. At the turn of the century
the close association and mutual reinforcement between the
first two factors was the cornerstone on which the growth and
prosperity of present non-European developed nations was
built; whereas most of the modern features of capital flows
can be traced to the introduction into this chain, of a
greater governmental and international involvement, and a
closer economic interdependancy. The emergence of Governmental
assistance, of international economic institutions like the

World Bank, the IMP, and UNCTAD, the development of attitudes

and policies hospitable to direct foreign investment; the
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growth of multinational unit of business organization, the
commitment to accelerated economic and social development in
politically independent LDCs, and the higher cost of borrowing
investment capital, are in one way or the other symbols of a
greatly integrated global economic and political activities,
and the demise of laissez-faire in the area of international

capital flows.

There is a semblance of uniqueness about the circumstances
surrounding capital movement in the first decade or so after
the end of the 2nd World War. Marshall Aid for post-war
reconstruction in Europe, foreign aid disbursement as a
positive and concerted attempt to help the Third World develop,
and/or as the symbol of "Gold War" competition; the formal
and more elaborate organization of the international monetary
system and trade are, exceptional factors analogues to the
uniqueness of the period after 1870 when surplus capital,
surplus labour, empty fertile territories in the temperate
zone, industrialization in Europe that increasingly required
import of raw materials and food, combined to create a
"golden age" of overseas investment that was only brought

to an end by the outbreak of the Great War.

The reversal of the relative magnitude and importance
of direct investment vis-a-vis portfolio investment represents
one of the major changes from the pre-1914 pattern. I have
stressed this point before especially when dealing with
private direct investment overseas and below when relating
the British experience. The movement away from portfolio
investment is a reflection partly of the modern attitudes
towards direct foreign investment especially among the

developed O.E.C.D. members and of the relative vulnerability
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of such outflow to official restrictions in times of balance
of payments crisis. However portfolio investment still forms
an important part of total capital movement especially within
the leading "Group of Ten" capitalist economies. Long-term
portfolio investment still accounts for the greater part of
foreign capital inflow into such countries as Japan where
official restriction on direct foreign investment is heavy,
and in countries like the United States and West Germany
where market forces militate against noticable inroads by
foreign direct investments. The flow of portfolio capital
into the currently developing countries is expected to be
only a trickle, in view of their depending on concessionary
capital for development. The preponderance of direct invest-
ment flows within the developed nations themselves is less
total as compared with portfolio flows*. However an element
of continuity still exists in the type of direct investment
that take place in the low-income developing countries. As
in the late 19th century the greater part of it is still
concentrated in the extractive, plantation and services
sectors. Two exceptional circumstances can be discerned in
this respect. Firstly, the growth in the effective size of
the internal market and the 'puli’ policy (incentives, tariff
walls, invitations etc.) pursued by LDGs government meant
that an increasing proportion of foreign capital in these
countries is going into domestic orientated manufacturing
industry. Secondly, efforts are being made by these countries
to reduce the enclave and 'colonial' environment surrounding
the extractive industries. The emergence of a more forceful

economic nationalism in the "Third World", stemming partly

1. See above Ghapter 2 Pages 57-58
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from political independence and a greater commitment to
accelerated economic development, has meant the introduction
of 'radical* economic and commercial policies which demand
from foreign investors a new set of attitudes and commit-
ments different to those they were normally accustomed.
Foreign capital is invariably encouraged to integrate and
coordinate with the rest of the economy in implementing a
planned development programme which might include targeted
levels of industrialization, import substitution, export
expansion, increased local participation in ownership and
control, increased local provision of input requirements,
increased share of profit that is locally retained and the
spread of benefits to and greater linkage with the rest of
the domestic economy. It is easy to see why suehj“programme
may not fit in squarely with Head-Office's supranational
plans and commitments. Unlike the 19th century when foreign
investors scarcely concerned themselves with the interests
and desires of peoples in dependent territories, or of the
weak and corrupt governments in many nominally independent
countries, the situation today is a lot different. These
changes -political, economic,commercial, social and commun-
icational - that have taken place especially after World War
Il create a new mode of international relationship within
which foreign investment adapts itself to the changing needs
and aspirations of both investors and host recipients.2 Since
the last century direct investment has passed beyond the stage
when it used to be undertaken by manufacturing firms from the
Imperial States in the primary producing territories. It has
now spread its wings to all countries, developed and develop-

ing, wherever it is welcomed, often for differing motives but

2. See also B. Goodman:- "Political Economy of Private
International Investment" in Economic Development and
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always in line with changing climate and circumstances. In
the developing countries foreign firms are expected, as shown
above, to take note of socio-economic aspirations of the host
community and to base their investment and other crucial
decisions on factors other than those in pure capitalist
enterprise system. Favouring the foreign investor however,

is the realization that between the vast number of investment

-eager developing countries - not to mention the attractive
pull of the developed industrialized markets - he has a
choice as to where to plant his operation. His decision is

iess often than not influenced by the array of incentives
specially constructed to woo him into this or that country.
The package he brings - his capital, know-how, skill,
organization and perhaps overseas market -is well apprec-
iated. The investment climate and the politico-economic
environment he is operating in are expected to improve now
that the post-war changes are settling down and the relative
desires of both sides increasingly understood. Laissez-faire
has given way to a frame-work of national and international
efforts to safeguard his investment and to encourage his
commitment in areas he would not normally consider. However
his ’direct presence’ - unlike his portfolio investment -
especially when coupled with his superior economic power and
attributes of extraterritoriality has traditionally evoke
varying degree of criticism and opposition from'host

A

community.

An important by-product of the expansion in direct invest-
ment overseas is the ever increasing growth of the multi-

national companies, Capitalists in the developed rich creditor

2. Cont’d Cultural Change Vol. 5, 1956-57 Page 273.
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nations have become accustomed to the idea of channelling
their capital through the medium of these highly-capitalised
companies who are better placed to exploit the potentials
available overseas. I have analysed elsewhere the main
features of their operations.” However it is worth repeating
here that production by subsidiaries/affiliates and branches
of these companies has already replaced trade as the principal
vehicle of economic intercourse between nations. According
to G. Levinson, for example, total sales of these sub-
sidiaries (of leading firms in the,major industrial OECD
countries) is already more than 0100 billion greater than the
total of world exports, while sales of American firms abroad
is more than five times the value of U.S. exports.” Inter-
national trade which did so much to promote world economic
development and cooperation in the period before the War
has now ceased to be the main machinery for spreading growth
and development. Partly due to direct investment, a policy
01 autarky in some countries, trade barriers, official aid
and other types of capital flow, and the inadequacies of
present monetary system, international trade today plays a
less stimulating role than the developing countries would
have wished. It is a well-known fact that economists differ
as to whether the developing countries would be better helped
to develop through resource transfer (including concessionary

aid) or through trade incentives and liberalization.

3. See below Ghapter 5.

4. G, Levinson:- Capital, Inflation and the Multinational
London 1971, 1970/71 estimates.
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With equity investment accounting for about 90" of total
private capital flows, it is not surprising that capital
movement today has become a more lucrative enterprise than
ever before. It is true that direct investment was the most
risky and the most profitable of the 19th Century investment,
its size was however small in relation to portfolio invest-
ment which at best yeilded 6-7". Today equity investments
yield on average 15-30" before tax and 10-25" after, in
contrast to 7-8” average return on fixed interest investment.
The higher return reflects the greater productivity of modern
capital and partly the degree of oligopolistic power exercise
by multinational companies. I do not wish to enter into the
debate as to whether developing countries, in order to
minimize the cost of development should make more use of
fixed-interest loans and hired expatriate experts, or are
better-off with the package of capital, skill experience and
management offered by direct investment, A strong case can
be made for either alternative, or for that matter, for a
good blend of both. In trying to evaluate a good mix ,
allowance must be made for concessionary official loans. In
fact the experience of most developing countries is that
private direct investment tends to complement official and
multilateral disbursements which invariably happen to be
the only other sources of loan capital. To the larger
profitability of private capital now must be added the fact
that capital investment both at home and abroad tends to

appreciate at a faster rate than before.

5. See for example W. Rosenburg:- "Capital Imports and

Growth - the Case of New Zealand. Foreign Investment
in New Zealand 1840-1958" E.J. March 1961 Page 106.
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In the pre-1914 period the automatic adjustment
mechanism of the balance of payments and floating exchange
rates existed hand in hand with adequate supply of sterling
surpluses to lubricate the machinery of international trade
and capital movement. Today such built-in adjustment
mechanisms are no longer readily used, as the major monetary
powers strive to stabilise their economies on steady growth
paths, maintain'full employment', prevent or contain inflation
and maintain relatively fixed exchange rates. The inter-
national payments arrangement has become more complex while
the international monetary system set up at Bretton Woods
after the v/ar has increasingly demonstrated its shortcomings
in coping with current requirements. Par from being the oilj
that lubricates the ”“engine of growth" by facilitating trade
and lending, it has become a grit in the engine and a major
obstacle to the expansion of trade and capital movement.
The United States dollar and to a less extent the British
pound have lately demonstrated their inabilities to function
as reserve currencies. The world is no longer faced with a
shortage of U.S. dollar which overseas investment was
expected to ameliorate. On the contrary a persistent deficit
on the U.S. balance of payments account has glutted the major
capitalist countries with surplus dollars. A major intern-
ational/multilateral realignment of leading currencies is
essential in the immediate future if the present monetary
crisis is not to have a more than temporary adverse effects
on trade and capital movements especially in relation to
the developing countries. The SDR is expected to supplant
the U.S. Dollar - in the same way as the latter had supplanted

sterling - as the cornerstone of the future monetary system.
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The introduction of concessionary official assistance in-
to the modern capital movement has meant that much of the
capital going into the developing countries now is wunlike
the period before the war less closely related to profit-
ability. However, if we also consider intra-O.E.C.D. members
flows we find that the influence of official concessions on
total global movement is less striking than one might
instinctively assume. Certainly more countries are involved
in capital resource transactions than ever before. The
greater cohesiveness of modern economic relationshipjhad led
to international institutional arrangements being developed
either specifically geared to ease the problems that arise out
of international capital movement,for example, the Centre for
Settlement of Investment I&sputes, or to take charge of
different types of non-bilateral and non-governmental flows,
namely the World Bank (IBRD), IFC, EBP and IME. There are
signs to suggest that international influence in capital
movement will increase in the coming decade. Within the
country-to-country flow, official intervention in both the
developed donor/creditor countries and the developing host
countries has shown a tendency to increase too; either to
help, encourage or insure private capital against political
risk abroad, or as in the case of the latter to instruct, curb,
cajole and indeed take over. Nationalization, partial or
complete, and in the extreme expropriation have ceased to be
possible threats. They are now economic facts. In order to
deter such occurance, the government of the investor's
country can threaten economic sanctions including the cutting-
off of aid. There are numerous examples of such threats

being actually carried out.” It is against this background
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that official insurance guarantee against non-commercial
risks is becoming an increasingly more valued asset by
companies already with overseas investment, or an important

incentive to encourage others to "turn international".

O fficial source”of, or backing for much of the loans and
guaranteed export credits to developing countries governments
(and government agencies) has led to an almost complete
absence of repudiation and defaults as compared with the
experience of private capital exporters in the period before
1514. That is not to say there are no hitches over capital
lending,what is common today are threats of repudiation and
complaints about the harshness of the terms offered by the
creditors. The current operational method of resolving
temporary difficulties over debt service obligations is by
rescheduling the debt portfolio. I have already referred in
the last chapter to the inadequacies of some recent debt
relief operations. It must be borne in mind that the points
I have been making here apply in the main to capital flows
between developed and developing countries. Defaults,
nationalization and expropriation are very unlikely steps
to be taken by one developed U.E.G.D. country against the
other. Their greater inter-locking economic relationship,
and reciprocal recognition of strength and retaliatory power
enable such threats to capitally to be almost mandatorily

avoided.

A larger proportion of today’s investment in most of the
developing countries is represented by domestic capital
than during the 19th Century. Foreign capital inflow, includ-

ing direct investment is no longer responsible for the bulk

6. See below chapter 5. And also D.R. Mummery;- The
Prooection of International Private Investment; Nigeria
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of domestic capital formation. Its role as a complement to
domestic efforts however is still important and in some cases
as vital as ever to maintain economic viability. The strong
two-way casual relationship between capital export and
population movement into the spacious, fertile and virtually
empty territories in the temperate zone, which stood out as
a main feature of the Pre-1914 development, has largely
disappeared now. The unique migration of nearly 60 million
people during, the period 1850-1914 contrasts sharply in
volume with present movement. However the distributional
pattern of intake of migrants and the motives for moving
bear a high degree of continuity with the earlier period.
People still leave Europe in their thousands to settle in
Canada, Awustralia, New Zealand, South Africa and The United
States. An interesting mid-20th Century development is the
attempt though on a small scale by people from the modern
developing world to migrate to the developed industrial

states.

Other characteristics and features of 19th Century capital
movement may when seen in relation to analyses undertaken
in other chapters of this study, elucidate our understanding
of the changes and continuities of the last ten decades. The
economics of world development has certainly taken a bigger
dimension since the later part of the last century when
Great Britain was the center of world production and trade,

capital and population movement, and technological innovation.

Cont'd... and the World Community, New York, 1968.
Especially P65-&8. "The Hinckenlooper Amendment"
incorporated in the Foreign Assistance Act of 1961 gives
the United States Federal Administration executive power
to take such action.



Page 197

Her pre-eminence in this position was perhaps at its zenith
during the "golden age" of international capital flow (1870-
1913) when her wealth enabled her to invest abroad a large
volume of funds which as a proportion of her national in-
come or of her national wealth was not, and has since never
been, surpassed by any other nation or any other period.7
The rapid growth in the United States economic wealth
especially following her recovery from the Great Depression
enabled her to replace Great Britain as the leading creditor
nation, but to a lesser extent. Today that role is being
increasingly hampered by her continuing balance of payments
problem. Within the Aiiaerican capital movement the most out-
standing feature has been the contribution flowing through
official channels; whereas before 1914 Britain’s overseas
resource flow was privately organized with official interest
and actions limited to minor grants-in-aid and guarantee of
colonial stocks. Even though the size of Britain’s present
overseas private investment is about 3-4 times the value of
her investments during the "golden age", there can be no
doubt whatsoever that in real terms and in terms of national
resources so disposed the latter was of greater magnitude
than modern transfers. D.T. Healey also stresses this point:
.................... "the fact that the net annual outflow of private
long-term capital from the industrialized countries was
over $2 billion in the early 1950’s ... should not blind
us to the fact that it represents in real terms only about
half the 1920’s average."”
7. See J.A. Hobson:- Imperialism: A. Study (3”7"edition)

Appendix to Chapter IV Pages 62-63 See also Table 60A.

8. D.T. Healey:- "The Importance of Private Capital Move-
ment in Economic Development with Special Reference to

A frica" Oxford University Institute of Commonwealth

Studies Reprint Series No.24 Page "8. Also compare tables
60A and 60B
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I have examined in Chapter 2 the causes of and motives
behind modern private investment overseas. V/hat about the
period before the Great War? VOne school of thought which we
may call the Marxist -lenii“st, saw the existence during the
period of a tremendous pressure in the capitalist creditor
nations for investing their surplus capital overseas and
that this was the main factor in producing formal and informal
imperialist territorial expansions. This view was first
expressed by J.A. Hobson9 and later by Lenin, 10 though for
different reasons, Hobson to publicize his explanation of the
social and economic problems faced by Britain during the
Victorian era, and Lenin, to propound a theory that takes
the Marxist analysis of the historical development of the
capitalist system to its logical conclusion. According to
Hobson "over-production in the sense of an excessive manu-
facturing plant and surplus capital which could not find
sound investment within the country, forced Great Britain,
Germany, Holland and France to place larger and larger
portions of their economic resources outside the area of
their present political domain and then stimulate a policy
of political expansion so as to take in the new areas.
Lenin saw the resulting political and economic imperialism
as providing only a temporary cure for "monopoly capitalism;"
competing economic empires breed war, war breeds revolution
and revolution will finally overthrow capitalism and

imperialism. To him imperialism must prove the last stage of

9. J.A. Hobson:- Imperialism: A Study op cit

10. V.1. Lenin:- Imperialism, the Highest Stage of Capitalism
1947. Moscow edition.

11. J.A. Hobson:- Imperialism: A Study op cit Page 80
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capitalism before "law of capitalist collapse" became
operative. It is also worth noting two other ideas, emanating
from the Hobson-Leninst thesis. The first concerns the
control and influence exercised by "finance-capitalists"
over overseas investment and territorial expansion. The other
is the suggestion that imperial powers were almost certain to
exploit in their own interest their colonial possessions and
the economically and politically weak "independent semi-

colonials" .

Opposing the Hobson-Lenin thesis is what we may call the
orthodox school who insists that the enormous spurn in lending
must be seen in the context of Britain's (and othér European
Creditor nations) role within the emerging pattern of inter-
national intercourse. Overseas investment, migration and the
tremendous upsurge in world production and trade were all
integrated together in the process of international expansion
before 1914. Capital export was not forced out of the
British economy by the machination of self-centered finance-
capitalists and speculators, but was rather a positively
rational reaction on the part of British investors who
considered the development of the potentially rich, raw
material producing territories as a matter of enlightened
self-interest. To invest in the regions of recent settlement,
that is the spacious fertile and virtually empty plains of
Canada, the United States, Argentina, Awustralia, New Zealand,
South Africa and other "nev/ countries", was in one sense to
invest in a primary sector of an enlarged British economy.
And the gains to Britain vsas not entirely limited to invest-
ment income, profits and dividends, but also include cheap

and plentiful raw materials and foodstuff, as well as over-
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seas market for her industrial production. Thus <capital
export became the means whereby vigorous process of
economic growth came to be transmitted from the centre
to the outlying areas of the world, with sterling in part-
icular fulfilling the reserve currency role. Its flow
lubricating international trade and capital movement

machinery.

As a reaction to Hobson-Lenin argument, it has been shown
for example that the bulk of Britain’s investment was, and
continued to go as before to countries outside the British
Empire and largely beyond the direct control of British
policy. The corollary being that the "colonial enclave" type
of foreign investment was of minor importance during the
period, 12 and that there was no causal economic relationship
between Britain's territorial acquisition after 1870 and her
expanding overseas investment, which Hobson and later Lenin
have used to justify the rise of imperialism. 13 Secondly,
that Britain and other European powers have invested
enormously abroad and acquired territorial possessions long
before their industries and credit systems showed the least
tendency in the world towards monopoly.Furthermore those

v’ho have sought to explain the forces behind the rapid

12. See for example R. Hurske:- "International Investment
Today in the Light of 19th Century Experience"” Economic
Journal Bee. 1954', Royal Institute of International
A ffairs:- Problems of International Investment, op cit
and A.X. Cairncross:- Home and Foreign Investment op cit

13. D.A. Fieldhouse:- "Imperialism: An Historiographical

Revision". The Economic History Review, 2nd Series Vol.
XIV No. 2 1961 Page TS9.

14. See W.H. Court:- "The Communist Doctrine of Empire"
Appendix 1, of W.H. Hancock:- Survey of British Common-
wealth A ffairs, Vol. Il Part I op cit, and D.X.
Fieldhouse ibid Page 197.
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extension of formal control over alien territories after
1870 have argued that political factors in essence deter-
mined such scramble. The political imperialism that spread
out of Europe to the rest of the world was the outcome of
fear and rivalries within Europe. 'The outstanding feature
of the new situation (at the turn of the century) was the
subordination of economic to political considerations, the
preoccupation with national security, military power and
prestige." I3 Realpolitik rather than economic consideration
was the real driving force behind such territorial aggrand-

izement . '

The gulf between the two alternative explanations of the
forces behind British (and other European Countries) invest-
ment overseas during the period appears superficially wider
than real. True, one view holds that it was a question of
demand pull, and the other, a question of supply push, how-
ever there are certain areas of the circumstances surrounding
the outflow in which agreement, consistency or reconciliation
of the two schools can be established, let us examine some
of them. There is a certain amount of agreement among
researchers on the subject of the availability of surplus
capital within the British economy for example, and as both
Cairncross 17 and. V/.H.B. Court 18 pointed out. She lent
chiefly in times of boom when she was herself making full call
upon her capital for home development and also when nearly

the whole employable population was at work. Furthermore

15. D.£. Fieldhouse ibid Page 204.

16. C/F Benin's emphasis on economic factors as the root of
all features of the Imperialist State. To him, the
politics of Imperialism cannot be detached from its

economics. See, Imperialism: The Highest Stage of
Capitalism. op cit 1947 Moscow edition Pages 111-112.
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the rapid economic development abroad made possible by
her loans, brought about the further increases in her wealth
out of which nev/ investments were made at an increasing rate
until the outbreak of war. Perhaps even more important is
the proposition that had there been no openings abroad for
her capital much of that excess capital might never have been
saved at all. As Cairncross observes, "the earnings of
Capitalists would presumably have been less because of a
lower rate of interest or because of a check to accumulation
or for both reasons. The earnings being the main source
for the provision of fresh capital, the check to the National

Dividend might have been cumulative." 19

These views are not
perhaps inconsistent with Hobson-Lenin contention, that
investment abroad was necessary to sustain Victorian England’s
accumulation of capital. Their predictions of short-term
consequences to monopoly capitalism were such outlets to be
denied, seem to be in line with those of the orthodox school.
Again the latter has conceded the fact that such investments
often brought political consequences. Both sides agree

that the quest for high profits, for greater security of
their investments in colonial and"semi-colonial" territories,
and for markets to supply raw materials and receive manu-
facturers, was a major factor in accelerating the drive for

expansion overseas. The essence of/ Hobson-Lenin thesis is

the impact of economic considerations on the establishment

16. Cont’d....

See also L. Woolf: Empire and Commerce - A Study in
Economic Imperialism.

17. A. Cairncross; Home and Foreign Investment. on cit
Page 232.

18. V/.H.B. Court op cit Page 300.

19. A. Cairncross (fn 17) loc cit
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of formal or Informal sovereignty and "spheres of influence"
over overseas territories. To me, attempts to discredit
Hobson* s linking of capital outflow and territorial annex-
ation after 1870, by showing that more than two-thirds of
British investment went to regions of recent settlement in
the temperate zone and that the bulk bypassed the under-
developed parts of tropical Africa and Asia which were
annexed during the post 1870 "imperialist grabs", is of little
significance.20 To Lenin, the division of the rest of the
world into foreign, empire and colonial, European, or what-
ever categories imaginable, is irrelevant when it relates to
investment. What does matter is that the inflow of capital
from abroad brings with it economic as well as political in-
fluence irrespective of whether such influence is formalized
or not. What must be borne in mind here is that the enormous
outflow after 1870 brought with it accelerated exploitation
of, and intercourse with the underdeveloped parts of the
world.21 The formal position of these territories vis-a-vis
the lending imperial powers is un-important. In fact a lot
of the "independent" or "foreign" debtor countries were in
reality semi-colonial or "protected" states. What I am
saying here is that there ought not to be much difference
as to where these investments went. It boils down to the

question of one*s interpretation of the status of the

receiving countries. Perhaps more important

20. For example See D.K. Fieldhouse on cit Page 190.

21. C/P H. Singer*s thesis on the secular deterioration in
the terms of trade of the developing countries in the
second half of the 19th Century.
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than the argument above is the partial acceptance by the
orthodox school of the fact that some of the "imperialist
grabs" of the period took place because British, French and
German capitalists - the exporting, the financial and
speculative groups - had already invested much of their
surplus capital there, or because they regarded them as
potential fields for future investment and exploitation.
A primafacie case could be made out about the influence of
economic and financial interests in the annexation of South
A frica, Rhodesias, the Niger basin and Egypt by Great Britain,
and the Cameroons by Bismarck in 1885. As W.H. Court remarks,
"there is forceful proof in the history of the 19th Century
for Benin’s thesis....... The most distinct, not to say
glaring example of the impact of finance upon politics in
British Experience is to be found in the history of South
African war, when leaders of investment of British Capital
in South Africa exerted a real personal influence over both

South Africa and British Politics.

Proponents of the orthodox explanation do not deny the
existance of "economic imperialism" as an historical fact
even if they do not specifically associate it with the mass
movement of capital during the period. As B.X. Fieldhouse,
who has critically examined and rejected Hobson’s and Bénin’s
hypothesis about the rise of political imperialism aptly puts
it,"... most of the world had been brought under the economic
control of European (and the increasingly influencial United
States) business enterprise by the end of the 19th Century,.

............. their trade was organized and carried by foreign

22. W.H. Court; "The Communist of Empire" op cit Page 299.
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merchants, their revenues mortgaged to the loans they had
received. This indeed was "economic imperialism" in its
purest form; cosmopolitan in outlook, showing no interest in
the creation of "formal" colonies except where, as in“hina
the formula for the open door policy proved otherwise unwork-
able ... The essential weapons of the European trader or
financier were economic - the demand for his goods, his
capital or his credit. The stranglehold he thus obtained
differed only in detail from that held in the 18th Century
by British firms in the American colonies, transferred now to
the similarly defenceless, though politically independent
states of South America, the Middle and Ear East Only
in absolute volume of its activity, and in the increasing
competition between rivals from newly industrialized

countries, did the character of economic imperialism changed

before 1914."~7

Finally, we may note that Benin's observation of the
political and military chaos that was to follow territorial
acquisition by the Great Powers bears some semblance to
Fieldhouse'S8 analysis of the events leading to the 1st World
War. V/hat the above analysis has shov/n apart from anything
else, is that there is much controversy about the motives and
circumstances surrounding overseas investment in the Pre-1914
period. This in a way represents a major feature of the
period, analogous to the emerging discussion about the role of
multinational corporations in modern capital movement, we
can also detect an element of continuity in motivation.

Certainly much of the view expressed by the orthodox school

23. D.F. Fieldhouse "Imperialism; An Historiographical
Revision" Op cit Page 208.
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is reflected in the explanation of present day motives
undertaken in Chapter two; while for the newly independent
developing countries, especially those with preference for
socialist ideology suspicion and criticism of foreign
capital’s motive are no less as strong as those in the days

of Hobson, Lenin and Rosa Luxenburg.

Let us move to other features. One important one was the
Structural flexibility displayed by overseas holdings. This
continuous process of change is partly in response to
potential high returns and security of assets, and partly to
changing circumstances. Again, we can use British experience
as an example. In 1370 and before, the greater part (2/3)
of British Investment v/as in the bonds of United States,
Continental Europe and South American republics. The rest
was in the Empire. By 1885 the distribution had started to
move slowly at first but more rapidly at the turn of the
century in favour of the Empire such that by 1930 the stake
in the Dominions and Colonies accounted for 60" of British
overseas investment. Within the Empire gilt-edge stocks of
government (for public utilities and other economic infra-
structure) and colonial railways were the main beneficiaries.
Smaller amount went to direct investment such as mining,
export-import trade, plantation agriculture and services in
shipping, banking and insurance. The growth of direct
"enclave" investment was most pronounced between 1900 and
1914, however railway portfolio both foreign and Empire was
the outstanding outlet for British Capital and with few
exceptions consistently profitable. There was not much
change in the distributional pattern of overseas assets in
the inter-war years. The main developments were the replace-

ment of Awustralasia by Canada as the leading borrowing nation
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and the emergence of the United States as a net creditor
country. Post World War Il saw the rapid expansion of
direct investment as an alternative to portfolio holding
especially in the developing countries. By 1958 it accounted
for 430 of total British investment and grew rapidly (as
part of a world trend) to reach 91" of the total in 1966.
Since the early '60s, direct investment (excluding oil) in
overseas sterling area (hy and large, the old Empire) has
oscillated in the 50-60" range. "One reason for this might
be that earnings on investment in the sterling area have been
less buoyant than in the non-sterling area, falling from 66"
of total earnings in 1962-64 to 57~ in 1965-67".~" In
contrast British investment rose sharply in North America and
Western Europe. Again a reflection of the rapid growth of
intra-OECD capital flows. Along with the post-war expansion
of direct investment, we may note the growth of technical
assistance including the movement of "human capital", and the
phenomenal rise in export credits and contractor finance
credits to the developing countries. The continuing import-
ance of export credit as a major complement to private capital
movement will largely depend on how successfully developing
countries can shoulder the heavy debt obligation involved.
What other changes (and continuation of trends) are likely to
emerge in a decade or two from now? On the basis of analysis
undertaken above and in other chapters a few projections can
be made. The cost of borrowing capital, that is the average
international interest rate is likely to continue its upward
trend as demand keeps ahead of supply. International trade,
in the face of declining official concessionary capital

transfer, and successful pressure from LDCs for its

24. (Britain) Dept, of Economics A ffairs (DEA):- Progress
Report No. 53 June 1969 Page 1



Page 208
liberalization, may re-emerge again as an "engine of growth",
This is likely to be reinforced by the expected maturity of
industrial/manufacturing sector in LDCs, which with its
labour-using, less technological-intensive production method
may assume the role of supplier of standardized manufacturers
to the developed economies. The latter prospect again may
be strengthened by increasing real cost disadvantages in the
latter economies, necessitating as it were industrial re-

structuring.

Disillusioned with the instability and unreliability of
bilateral official inflows, and the overt political and
economic pressure being brought to bear by individual donors,
some of the developing countries will be forced to gradually
reduce their dependency on official external resource inflow
and to seek the chanelling of the greater part of future
assistance through a revamped World Bank Group. In the area
of direct investment, multinationals industrial expansion will
continue while services and distributive investments will
decrease as greater local participation develops. Foreign
direct investment in developed economies will continue to be
governed by technological and management technique advantages,
and the desire of "afciuent" consumers in these countries to
have as many alternative choices as possible, for example in

the purchase of motor vehicles.

Portfolio investment is expected to respond favourably
to economic development of, and greater confidence in the
more "successful" developing countries. It is more difficult
to project the trend in the overall size of capital resources
transferred for economic expansion and development. A lot
depends on the behaviour of official flows and the opportunities

available for private capital. Those opportunities in turn
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will depend on how far foreign capital adapts and adjusts to
changing conditions and attitudes in the developing countries.
It is likely however that the steady growth in world production
and hence in resources available for transfer, and the
increasing economic intercourse between countries and economic
blocks of different political, economic and social outlooks
and at different stages of development will favour the steady
post-war expansion in size of, and area covered by capital

movement.
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CHAPTER 3
A CRITIQUE OF INTERNATIONAL RESOURCE PLOW TO THE DEVELOPING
COUNTRIES.

I have looked at both private and official resource flows
to the developing countries in the proceeding chapters and
have, in the process, pointed at some of the main flaws in
such flows. I have also briefly enumerated some of the
advantages and disadvantages - the "pros" and "cons", or the
benefits and costs - of both private investment and public
assistance. The purpose of this chapter is to collate some
of the major aforementioned flaws that are scattered about the
previous pages and to build them up into a comprehensive
critique of capital flow . This is done primarily from the
receiving developing countries' viewpoint. Apart from a
small minority such as Professors Peter Bauer and Hilton
Friedman, the general consensus among economists in the
developed donor countries on foreign aid is one of favourable

approval, though its importance in the success of the concerted

efforts at rapid development in the "third world", is
variously seen as "indispensable", "wvital", "necessary",
"essential", "secondary" or "marginal". Those who see its

role as peripheral either lay greater emphasis on the

virtues of private flows, or attach greater importance to trade
liberalization. Again there are others who believe that the
vital momentum for development must originate from internal
sacrificial efforts and therefore see external aid as either
giving the necessary breathing space for adjustment, or a
holding operation that prevents early recognition of the need
for bigger self-help efforts. Most analyses in this field
tend to reach conclusions that are supposed to apply gener-

ally to the bulk of the developing countries. Rarely is the
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proposition advanced that while conditions in a particular
developing country may be such as to make external assist-
ance indispensable, it is possible for a neighbouring develop-
ing country to operate under a differing set of conditions
which make the benefits inherent in external resource usage
to be far outweighed by the economic, social and political
cost incurred, thereby making such usage unnecessary. It
has also been asserted that the main reason for the dis-
illusion with aid in the old-established donor countries is
because foreign aid has so far failed to reach its objectives
and that the failure lies squarely with the recipients'
poor performances. These critics invariably neither indicate
what they think these objectives are, nor what they regard
as the measures of success. Their time-horizon seems to be

unduly short.

As I said earlier on, any comprehensive critique of
foreign resources transfer for development must revolve
around issues and contentions that are political, socio-
cultural,commercial, technological, moralistic as well as
economic. We must therefore see the costs and disadvantages
in these terras though sometimes the line of distinction is
indeed very thin. It is the abstract nature, the informal
and unwritten existence of such influences which makes for a
major flaw in the analysis attempted here. That is, it makes
a comprehensive critique of resource flow "scientifically"
and factually less rigorous than it should be. For example,

it is well-known that commercial, political and diplomatic

conditions are regularly attached to aid disbursements by



Page 212
tile leading donor powers. 1 Yet the existance of such
conditions - less openly acknowledged - is often therefore
a matter of suspicion rather than of factual information which
can he verified from official documents. Commercial "strings"
are recognised through the practice of tying aid to purchases
from the donor country. Some politico-economic conditions
invariably come to be recognised in indirect ways. For
example it is difficult to find any U.S. AID disbursement
agreement with a preamble enjoining the recipient to take
note of the "Hickenlooper Amendment", yet it is important for
any developing country that hopes for a continuous and stable
economic (and military) assistance from the United States, to
be conversent with its provisions. The strength of some
of these unwritten rules only become real when effective
actions are taken by the donor against an "offending" recipient
country. The French cut off aid to Guinea when the latter
chose to opt out of the French Community, the Americans
instituted economic and political embargo against Castro's
Cuba when the United States companies' properties were

nationalized and expropriated; the United Kingdom Government

1. For example the theme of the "Hallstein Doctrine" which
used to govern West Germany's aid policy was the refusal
of that state to give or continue aid to any developing
country which recognised East Germany. Until recently
trading with the latter was also frowned upon.

2. The "Hickenlooper Amendment" of January 1962 requires the
President to suspend aid under the Foreign Assistance Act
to any country that has 'nationalized or expropriated or
seized ownership or control of U.S. citizens' property;
or has taken steps to repudiate or nullify existing
contracts or agreements with U.S. citizens ..., '
and failing to make speedy and adequate compensation

in convertible currency. Apart from Cuba, up to the
late - 60s, there had been four other major instances in
which the question of invoking the amendment has been in
issue. They concerned Brazil, Argentina, Ceylon and
Indonesia. For more details see D.R. Mummery; The
Protection of International Private Investment; Nigeria

and the World Community op cit Pages 63-68.



Page 213
discontinued aid to Tanzania in 1968 over a minor dispute
about payments of ex-colonial civil servants, pressures
have been put on U.3. subsidiaries abroad against export of
"strategic" materials to the Socialist countries, and so on.
These are political and economic sanctions at work, while in
recent years, the threat to use such sanctions and pressures
have noticeably been publicly voiced. Perhaps the lack of
direct evidence to substantiate one's critical assertion is
more noticeable in the analysis of tripartite relationship
between a foreign firm, the host government and the former's
home government. Undoubtedly this is a rich area for highly
contentious propositions. For example, a statement like,

" members of the political class formed a strong alliance
with the foreign enterprise sector, which by nature of its
history, purpose, resourcefulness and style of operation was
able to wield power beyond any magnitude which can be demon-
strated by appealing to conventional statistics of invest-
ment and growth,is to say the least highly controversial

and less likely to be accurately substantiated.The presumption

being that the relevant information is not normally

3. Note for examples, the treatment of Pakistan - including
tlie stoppage of aid flows - over the "Bangla Desh" issue;
the U.S. - Chile "confrontation" over the nationalization
of U.u. - owned copper mines; and the cagerness of the
U.S. Congress - and public opinion - for a substantial
reduction in the United States disbursement to the United
Nations Organisation and some recipient member - states

after the recent setback to U.S. policy on the so-called
"two chinas question".

4. 0. Aboyade:- ~"The Economy of Nigeria" in P. Robson and
E.A. Bury (ed);- The Economies of A frica op cit Dr.
Aboyade was referring to the period immediate/ and after
"Independence" in 1960.
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volunteered by firms or revealed by the government. It
might be the product of intuition, speculation, suspicion
or rumour. Yet it might contain a large element of truth.

To give greater credence to such criticism of foreign enter-
prise and local political (cum economic) leadership, one has
to indulge in clever deduction and make inferences from
loosely connected factors. In this instance, some of the
premises on which to work may include these factors; Foreign
firms dominate the modern, fast growing key sectors of the
economy; most home governments lobby for, and protect the
interests of their national's investments abroad; the firms
have no hesitation to persuade their own governments to use
their influence with host authorities to prevent interference
with their activities; interference with commercial decisions
of multinational corporations by parent governments occur for
both economic and political reasons; weak, corrupt and
"reactionary" leadership in the developing countries always
enlist the support of foreign capitalism by creating favour-
able investment climate for the latter. These are the
ingredients on which to build one's "identikit" of what is
actually happening. Writing about the considerable influence
which foreign capital exercise in India, Kidron expresses
similar view as above; the movement of officials between
government and private sectors, "the centering of head offices
or strong 'industrial erabasses' in the capital, the develop-
ment of a Delhi 'cocktail-party round' embracing business,
government, and foreign aid missions, are scarcely amenable
to formal description. And yet the channels of influences
embedded in them are almost certainly more important than

5
many others which are more easily demonstrated." In his

%idron;- Foreign Investment in India op cit page 223
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opinion, much more important than individual instances of
successful lobbying by foreign economic interests," 1is the
general tenor of the advice proffered to donor-and creditor
-governments by their home business communities. When acted
upon, it can exert a powerful influence on Indian policy by
virtue of that country's dependence on foreign aid. This
then is the dilemma of a meaningful critique of foreign
resource transfers. It is a problem of relevance and
reliability. How reliable and relevant can a constructive

criticisms be, without copper-bottomed evidence?

This critique is conducted on a broader level, since most
of the specific defects in resource flows have individually
been dealt with in one section or the other of the preceding
pages. Let me begin by looking at some aspects of the
political content of resource flows. There is a strong
belief in the developed donor/creditor countries that the
arguments against external resource inflow (to LLCs) are
“essentially political. This is an exaggeration, but it
should not detract from view the key position that political
- diplomatic considerations play in "aid" disbursement or that
national economic and idealogical interests have over private
investment overseas. Aid has become the modern means whereby
continuous pressure and control over the developing world can
be maintained. Direct control and "gun-boat" diplomacy have
become discredited and obsolete. Other forms of influence like
commerce manipulation and moral sanction are less effective
or take time. The tap of aid can be turned on and off, at a

stroke. It is an ideal weapon for "Gold War" competition; to

6. ibid Page 237.
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persuade in a subtle way, those who are still in the process
of formulating the basic tenets and philosophy of their
societies, tnat this or that way would suit them most. The
main political criticism of foreign aid is that it has become
over-politicized. The important and over-riding task of
economic and social development of three-quarters of world
population has been submerged in a sea of political, diplo-
matic, military-strategic, ideological and foreign policy
considerations. The dichotomy of approach - with the donors
seeing aid (and to a certain extent, private investment) as a
fulfilment of a wider national objectives, and the recipients
thinking of it in terms of global economic efforts for their
development - represents the greatest single element of
threat to, and instability in resource transfer. It is only
by interpreting donor's perception in this light can one
explain their past reactions. The corollary being that the
shape of future assistance will very much be determined by
the future interpretations given to these national objectives.
Yet the story of aid in the last decade underlines the need
for "depoliticization" of resource flow and the re-emergence
of economic factors at the forefront of foreign aid rational-
ization. We must"'recognise an interesting paradox here; to
depoliticize foreign assistance would remove the main justif-
ication for such flows. The result may not be more
economically-orientated aid, better terms, less pressure and
sanctions, and a greater international cohesive approach, but
smaller disbursements, and at less concessionary terms. How-
ever if such a pessimistic situation can be avoided, the
outcome may be a genuine and concerted attempt at an economic
rationale for aiding the developing countries. The dichotomy

will disappear, with the powerful developed nations having
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to find alternative means of influencing their client states
other than through imperialism of the "welfare type". Again,
it is the pursuance of national political-strategic and
economic interests - as opposed to a thorough understanding
of what is in the test interest of the receiving community
in the light of local conditions - that determines the
allocative pattern of bilateral disbursement and the degree
of favouritism showered on different types of clientele,
allocation bears no discernable relationship to economic
factors. In my opinion, there exists a positive correlation
between the size and pattern of O.E.C.D. members (esp. the
U.S.) resource allocation, and the degree of conservatism,
"reactionary" and "right-wing" bias of the regimes in the
"Third World" being supported. This bias in favour of those
who stand for the status quo and thereby sustain the old
distribution of global power and influence, is the only
recognisable similarity in the allocative pattern and aid
policy objectives of the major foreign aid donors. But it
creates a contradiction in the aid programme; as Joan

n

hobinson notes, its underlying purpose is to prop up a
number of conservative, feudal and fascist governments, which
can be relied upon to respect foreign property. In short the
aim of aid is to perpetuate the system that makes aid
necessary."7 Other economists have similarly emphasized
this basic weakness in the aid system.7A As we have seen,
the primary function of aid to most developing countries is
to lessen the difficulties that emerge during the process of
7. J. Robinson:- "The New Mercantilism" Professorial

Inaugural Lecture. Cambridge 1955.

7A Bee for examples, cited works of Eidron, Arrighi, “ikesell
and nauer.
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domestic efforts at economic and social infrastructural
expansion and the restructuring of the economy away from
"colonial"” orientation. Yet the danger exists that external
resources might he put at the disposal of weak and corrupt
leadership whose conception of required actions is at
variance with genuine communal needs. Such leadship’s
response to pressure and leverage from the donor is li'k ely
to he more in line with donors interests than those of the
people under its rule. External capital, especially foreign
aid may unwittingly he shielding the "national bourgeoise" in
LECs from making the painful but necessary social trans-
formation and economic restructuring on which a sustainable
economic growth and social development can be based. In this
instance such arrangement can only be seen as a short-term
solution. In the long run a force of realism would have to
emerge, sweeping away in the process inefficient political

and bureaucratic systems.

The concentration on the part of donor countries on
national interests especially the politico-diplomatic, economic
and commercial ones, has meant an equal lack of appreciation
of crucial factors that determine the socio-economic life 1in
the developing countries. This inability to fully understand,
appreciate and evaluate local operative idiosyncrasies has
sadly led to vigorous espousal and indeed of supported
actions that are not necessarily in the recipient countries'
interest. The ideology of private enterprise, or that of
"socialistic way of life" 1is sponsored not on the basis of
its empirical relevance to the recipient's society, but simply
on the logic that since it has proved successful in the

lending/donor country, it must equally provide the panacea
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to the problems of developing countries. The evidence of
successful local conditions matching imported ideology 1is
scanty and inconclusive. Most developing countries are in
fact still in a melting pot, struggling to work out the
unique systems that fit their conditions, experimenting often
at heavy cost to their societies. Again, from the ideological
base of politics and economics flows a leverage and pressure
that is based on results that are derived from an entirely
different industrial, socio-cultural environment. Teresa
Hayter, B above, has given us an insight into why such
misconceptions generally fail and has also drawn attention
to the plight of that section of the community which
invariably is hit most by sanctions imposed to make the
leverage work. We need not condemn out of hand the pre-
occupation among the leading donors and the international
lending agencies like IBRD and IPG with private enterprise
approach to developing the LBOs. W must recognise, espec-
ially if we want to succeed in influencing their judgement,
that to a large extent, they genuinely and strongly hold this
view and recommend them in good faith and with the best of
intention.70 On the other hand, this must not hide the fact

that there are among aid administrations and in foreign

7B. See Chapter 3 and her "Aid as Imperialism" op cit

70. For example, in enacting its foreign aid programmes, the
U.S. Congress has always laid a greater stress on the
importance of private enterprise and AID is specifically
enjoined to take account of the "progess" being made by
recipient countries towards the recognition of the
importance of private enterprise. Note also the proposed
new institutional machinery that would take over and
expand the private investment programme of AID in the
coming '70s. See O0.B.O.D. :- Development Assistance
1969 Review op cit. Page 58. See also fn 10A below.
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companies those who see their policies, actions and advice
as the only correct ones available to the underdeveloped
countries whose "primitive" societies offer little ideas
and practical knowledge to the problems of development. To
my mind, this is the foundation of the ignorance about local
pecularities which I referred to earlier on. The potential
conflict about appropriate socio-economic system has not yet
risen to a crucial level for most of the developing countries
since the greater part of external official capital is still
responsible for laying infrastructural foundations. The test
for the long-term source of aid, its size and type, and the
attitude of the donor will come when sophisticated manu-
facturers and capital goods production come on stream. In
the context of the above analysis, I believe a greater
reappraisal of the position of the state as the main economic
agent in most LDCs would have to be done by the capital
exporting countries, if conflicts and difficulties around
resource movement as an agent of development are to be

successfully minimized.

The politics of foreign resource inflow involves more
than the policies of donor governments. It also relates to
the interpretation of the political environment by investing

companies before they establish, expand or close down their

operations. The political situation - and the direction in
which the long-term political wind is blowing - is an important
element in the general investment climate. Public senti-

ments towards foreign capital and in particular their
attitudes on such issues as nationalization, joint-ventures,
and vigorous local participation; the political strength and

known policies of local trade unions and the business class,
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the existence of official 'boycott and threats over foreign
companies 1‘[rading with "political enemy,” and government's
actual policy decisions on foreign investment and private
enterprise, are political facture of crucial importance in
private capital movement. As I have noted before, donors
official policies are also geared to safeguarding and enhancing
the interests of their nationals’private investments overseas.
W have also seen that the pursuance of leverage towards that
end could be to the disadvantages of the local economy.”
Some economists have stressed the reinforcing role of official
disbursement to private investment projects in the develop-
ing countries. 10 The former is made available on the basis
that private capital (in some major instances, foreign) must
be forthcoming to make use of the infrastructural overheads
thus provided. Furthermore, a large proportion of bilateral
assistance aims at easing the balance of payments position
of the LDGs (i.e. the trade gap) in order to make possible
both the importation of capital goods and the repatriation of

capital and profits an the private account. For these reasons.

8. The implied extraterritoriality of this condition is
comparable to the hostility in the United States towards
trade with socialist countries and the official ban on
U.S. companies and their overseas subsidiaries against
trading (especially in strategic commodities) with such
countries noteably, with Ghina. Other extraterritorial
laws that apply to American subsidiaries abroad include
legalisations on tax and antitrust policy.

9. See above Ghapter 3, - and for detailed analysis, Teresa
Hayter's Aid As Imperialism op cit.

10. See for example U. Arrighi:- International Gorporations,

Labour Aristocracies and Economic Development in Tropical
Africa, og cit Pages 28 - 29.
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official resource transfer cannot, except marginally, be
considered independent of private profit pursuits. Its
continuing availability will ultimately depend on the level

and success of foreign-owned private investment.

The active promotion of their national private invest-
ment overseas that way, and through the provision of numerous

incentives to accelerate the flow to the developing countries,

must not be seen purely in terms of economic rationale. It
. . . . . . 10A

has a politico-iaeological and socio-cultural tint to it.

Foreign investment not only "shows the flag", it also provides

t
a pretext for direct intervention-to protect foreign nationals

life and propertyin the internal affairs of a crisis-torn
developing country. And perhaps more important in the long-
run is the fact that foreign investment helps to create an
environment that is receptive and conductive to private
capitalism. Lenin’s assertion that "the export of
(Competitive) capital influences, greatly accelerates the
development of capitalism in those countries to which it 1is
w11

exported is well appreciated by policy makers in the

developed market economies.

10a . For example, "post-war policy of the U.S. Governments
have emphasised the desirability of private investment
in foreign countries by American citizens as a means of
achieving both domestic and foreign policy objectives."
il.F. Mikesell - Promoting U.S. Private Investment Abroad
National planning Association Washington U.C. 1957.

11. V.I. Lenin - Imperialism: the Highest Stage of Capital-
ism op cit Page 107 (1964 Moscow ed)
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Governments’ support for their nationals investment
activities overseas is mutually beneficial to both. As we
have seen, not only can private capital be manipulated
deliberately for the political interest of the parent country,
it can also be used to effect a successful external economic
policy. For example, in order to strengthen their balance of
payments, both the United States and Britain have put
pressures on their firms with overseas assets to discriminate
in the parent countries' favour in the conduct of their
financial affairs. International companies have been asked
not only to reduce their rate of investment abroad, but also
to repatriate more of their earnings arising from overseas
operations. "Since the foreign income would have been derived
from sales made in foreign countries, the demand from the
parent government that it (company) should repatriate its
profits instead of reinvesting them abroad in the normal
course of international expansion, is a way of putting
pressure on the balance of payments of other countries in

order to improve that of the parent country." 12

well-known hazard which foreign companies face in most
areas of operation especially in the developing countries is
the possibility that they may become the target for criticism
and a convenient scapegoat in the wake of political and

economic unrest subsequent to an unsuccessful government

12. Edith Penrose:- The Large International Firms in
Developing countries: The International Petroleum
Industry, ocit Page 269.
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economic policy. In general however, foreign companies are
not unduly deterred from making additional investments in the
face of political uncertainties so long as there is a reason-
able prospect for profitable operations and a supporting
home government. The above vulnerability of foreign invest-
ment to local criticism and hostility must not be allowed to
unduly undermine the fact that most conflicts between inter-
national capitalism and host governments of LDCs generally

arise from genuine grievances by the latter.

That receiving countries often have legitimate and
serious grounds for complaints about foreign investment - in
fact at any particular time there is always some conflict
going on between host government and foreign investor in
some corner of the world - is a sound reflection of the
difficulties, disadvantages and costs inherent in foreign
private investment which host countries must weigh against
derivable benefits. Large elements of these disadvantages
and costs are non-quantifiable, and non-economic as well.
It may be unwise to generalise for or against all foreign
investments in a given country. For most countries, including
the developed ones, the choice is not between allowing foreign
investment or none at all, rather it is a question of allowing
in the appropriate ones. Once a policy of opening the
country to overseas exploitation is instituted; - and most
developing countries have such policy, with its attendant
prospectus of available incentives -the task of the host
authorities is to judge each investment or type of investment
on its merits. The test of its appropriateness is 1its
conformity to, or satisfaction of official requirements,

investment law, guidelines etc. The overriding objective of
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such conditions - again, not necessarily limited to economic
criteria alone - must be to attract investments with high
beneficial impact, and to discourage or restrict those with
heavy (political, strategic, social and economic) costs.
Having said that, one must quickly add that in practice, the
enlistment of foreign capital into most of the developing
countries has, in the last decade, not been strictly related
to plan priorities, nor have the formal conditions for grant-
ing operational licences been regularly adhered to. 15 A
noticeable feature of post-colonial foreign investment has
been the haphazard way and ad hoc basis on which it has been
treated, often in response to short-term considerations, while
the attempt to restructure the "pre-independence" foreign
sector away from commercial and financial orientation has not
often been pursued in practice with the speed and determin-
ation promised in official policy statements.” " The
consequence being that the much hoped-for close coordination

with domestic efforts to attain targeted development

objectives, is rarely achieved. 15

15. See ... Eidron. Foreign Investment in India op cit Page 316;
P.J. Eldridge;- The Politics of Foreign Aid in India,
op cit; and on Nigeria, See A.A. Ayida; "Contractor

Finance and Supplier Credit in Economic Growth" in
Nigerian Journal of Economic and Social Studies (NJESS)
Vol. 7 No." 2 1965.

14. Recent actions taken by Tanzanian authorities in this
field represent one of the few noteable exceptions.

15. For foreign investment activities during, and contrib-
utions to the first three National Plans in India see
A.H. Hanson:- The Process of Planning-Study of India’s
Five-Year Plans See also on Nigeria, the official
publication entitled:- National Development Plan, Progress
Report 1964, Lagos 1965.(16). For a useful analysis of
the recent trend in the bargaining strength in LDCs vis-
a-vis foreign capital see chp. 14 by R.F. Mikesell
entitled "U.S. Private Investment in the Extractive
Industries of the Developing Countries: Changing Patterns
and Attitude" in Litvak and Maule (ed) Foreign Invest-
raent. The Experience of Host Countries op cit
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A critical scrutiny of foreign capital investment in
terms of its role, impact, influence and potential contri-
butions to the economic growth and development of LDCs cannot
avoid an immediate awareness of the influence on foreign
investor®of the same factor which has bedevilled official
policy for so long: namely the lack of proper appreciation
or understanding of local conditions, so essential to the
possible infusion of maximum benefits into the local economy.
Like donor governments, international companies see their
policy decisions primarily from the standpoint of fulfilling/j
own objectives and caring for self interests. Other
considerations are secondary. Their strong bargaining
position vis-a-vis weak host authorities inevitably meant that
they could, and do obtain agreements that contain provision
which are manifestly indefensible from the point of view of
those countries' welfareand long-term development.”” Foreign

n

investors are also in a favourable position to "cash in" on
local polico-economic leadership's enthusiasm and admiration
for the mode of organization, production technique, management
and economic structure prevailing in the sophisticated
industrial environment of the developed "home" countries.

Such a potentially adverse "demonstrative effect", which
colonialism and the companies themselves have helped to
foster, hinders the possibility of, and reduces the pressure
on adapting foreign investment to suit local conditions -
rather than the other way round. Perhaps more important, it
forces recipients local entrepreneurship to copy and emulate
a transplantation which may be out of tune with long-term
development needs. An example will suffice; the rapid

expansion of import substitution manufacturing industry in

Last Africa during the mid-sixties was accompanied by a
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noticeable drop in the number of labour force in wage
employment, reflecting as it were the capital intensive
technique being employed by foreign firms (and the rest of
the modern sector) and the reinforcing effect of rapid rise
in real wages as a result of minimum wage legislation. 17
Before looking at the detailed implications of the production
function and technology imported into the developing countries
by multinational corporation, I must first draw attention to
the obvious but not generally appreciated weakness inherent
in the use of other peoples' assets for long-term growth and
development. That is, it is at a commercially-determined
financial cost, which a recipient country must be prepared
to pay in order to maintain the continual inflow of foreign
investment. Such investment is usually profitable some
critics would even say it is excessively profitable. We have
seen above that though average post-tax return on overseas
investment in the developing countries is not as high as
generally supposed, it is higher than average home yields and
for some companies the possibility of higher return provides
the main incentive for overseas expansion. 18 The returns in
some extractive industries are often more than twice the
overall average. The literature on foreign investment is full
of statistics showing the gap between the aggregate profit
outflows and aggregate capital inflows for major countries
during a particular period. If the conclusions drawn from
such statistical evidence are sometimes inaccurate, the fact

remains that the repatriation of locally generated surplus

17. In Tanzania reduction of labour force was also due to
contraction in economic activity as a result of falling
sisal prices.

18. See above chapter 2.
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may have a detrimental effect on basically-weak balance of
payments positions of most LDCs and perhaps more important,
such leakages abroad reduce the multiplier or "spread" effect
on local economy of gross income generated. Besides the
exceptional difficulties with suppliers (export) credits
which are currently plaguing a sizeable number of developing
countries, the servicing of direct investment is likely to
get more burdensome in the 2nd Development Decade. For LDCs
intropical Africa, the burden may be more acute, as earnings
from maturing import substitutions of the previous decade
come to be transferred abroad. As was pointed out in an
earlier chapter, the full effects of such outflows cannot be
gauged from the statistics of investment service ratios. The
other real but often ignored factor is that foreign assets
would eventually have to be returned, inevitably in large
multiples of original investment, The problems of long-term
indebtness inherent in foreign private direct investment are
currently being swept under the carpet by most of the newly
developing countries, perhaps in the belief that foreign
investment as an economic phenomenon has come to stay. The
possibility of complete repatriations of foreign capital may
be too distant into the future to worth bothering about at
the moment. However, there are two major reasons why the
need for a gradual diminution of foreign equity may well be
imperative for most developing countries in the near future.
First, the size of external repayment is appreciably reduced.19
Secondly, there is the spectre of the dreaded milestone, when

a self-financing foreign investment becomes no longer a source

19. G/F V. Rosenburg:- Capital Import and Growth - the Case
of New Zealand. Foreign Investment in New Zealand 1840-
1918. Economic Journal (EJ) March, 1961.



C d t-«Wi cIivh)
c--~"\i u. vev/voVal/( ci-n A c--"v,r="VYi
o' - 1Y A SN/EE ) <XVf K~ iR N UfURN filgje

U: L Vi to”



Page 229
of fresh capital inflow for development, hut a drain for the
transfer abroad of locally-generated surplus. This point is
far from being hypothetical. The evidence today suggests
that the accumulated stock and size of the output of over-
seas investments of long-established capital exporting
countries like the United States and Great Britain, have
reached such proportions that for all practical purposes such
investments have become more than self-financing. The
aggregate values of their homeward remittance are nowadays
more than the aggregate addition to their capital assets
by the parent companies.zo This is the inference which
critics quoting statistics of inflow and outflow wish to
draw, though a mistaken impression is created that implies
an excessively high rate of return on foreign investment.21
The above danger of permanent leakages inherent in foreign
private investment is comparable to, indeed is reinforced by
potential negative net transfer embodied in a continuation of
present trends in official disbursement. As I have shown in
the chapter dealing with public assistance, a combination of
rapidly rising debt burden, static volume in real terms of
"Official Development Assistance" disbursement, and an absence
of noticeable improvement in terms of assistance is bound
to lead to a rapidly narrowing margin between future
commitments and repayments (with interest) of maturing loans.
In the absence of an immediate and dramatic reversal of
present trend in foreign aid - the current American threat
to stop development aid altogether emphasizes my pessimism

- an increasing proportion of future disbursement will

20. For example compare row 1(a) with row 3(b) in table 600.

21. See above chapter 2 Pages 62-63
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immediately finds its way back to the advanced countries as
service and amortization payments. This point was similarly
underlined by the Pearson Commission, and most projections
indicate that within the next two or three decades fresh
disbursement to LDCs will be inadequate to match their
service obligations. The seriousness of the situation varies
from one country to the other.22 Of course it could be argued
that by that time most of the present developing countries
are likely to be in an economically strong position to be
able to shoulder such debt burden. However, 1 believe that
the prospects of seeing locally generated income continuously
transferred abroad on a semi-permanent basis to repay some
forgotten loans, is not likely to be viewed with resignation

and equanimity by both donor and recipient authorities.

The next major disadvantage - from the viewpoint of host
countries - of foreign ownership of productive resources, is
the implications of control over a section, and in some
countries over a substantial proportion of the key sectors
thus exercised by those whose ultimate political and economic
loyalties are to foreign authorities. The practical impli-
cations of the combined forces of ownership, management,
policy-making and control are for more complex and pervasive
than generally supposed. The conflict between host Government
and foreign investor, referred to above, generally arise not
so much out of issues involving financial advantage, but from
the attempt by the former to divert the utilization of those
forces more in the direction of its own national interest.

That such interests should take precedmce over foreign

22. See above Chapter 3 Page 135
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private investment rights and objective, is seen by host
authorities as an inalienable prerogative which investors must
recognise both in spirit and in practice. I have already
drawn attention to the Canadians' ifear over the U.S. control
and direction of a sizeable slice of their national economy.
In "the American Challenge", Jean-Jacques Servan-Schreiber
has similarly expressed current European fear of, and
doubts about U.S. overseas investment. If powerful developed
countries like Canada, France and the United Kingdom can
express fear and concern over foreign corporations interfering
with, thwarting or sidestepping their national laws and
sovereignty, how much more so for the relatively weak
developing countries of Asia, Africa and Latin America? We
must assume they are far more exposed to "neo-economic
imperialism" of a subtler kind than international capitalism
would readily admit. The question of control is a question
of whether a country can have a meaningful independent
existence in a situation where non-residents own an import-
ant part of her basic resources and industry, and are there-
fore in a position to make important decisions affecting the
operations and development of the country's economy. The
almost universal demand by LDCs for an increasing share of
ownership and control, and management stems not only from
a desire to be gradually better-placed to control their ovm
socio-economic destiny, but also reflects an impatience with
the slow progress in imparting know-how and experience to
host nationals. To them an accelerated improvement in the
quality of human resources available for development is just
as important as increase in physical production. The major

contents of local aspiration for "domesticated" foreign

investment boil down to these demands: In the process of
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localizing themselves, they must he incorporated locally as
affiliates or subsidiaries of bigger multinational firms,
they must appoint local nationals to their boards of Directors,
staff key positions with qualified local candidates, publish
a more detailed financial information about their local
operations, purchase from local suppliers where feasible,
aggresively seek out export markets, reinvest substantial
part of locally generated profits, and make available to
local capital a fair share of their equities. But hitherto,
private enterprise principles have hardly been geared to
building up local control of an enterprise or conceeding
"interference" from outside forces including the government.
"Many American firms for example are apparently convinced that
virtually untrammelled private enterprise, almost in any
circumstances will bring the best results for all concerned.
They insist on 100" ownership of their subsidiaries and
resist any real dilution of American managerial control in
the interest of managerial efficiency."23 Most suggestions for
investment charters and demands for "ideal" investment
climate are basically to protect foreign investment against
such contingency.u' However, sympathy with local ownership,
share in management and other aspirations, and practical
measures to make this successful may be more important in
keeping developed market economies and developing countries

together than ideological anxieties about "communist takeover"

23. G/F Edith Penrose:- The Large International Firms in
Developing Countries op cit P.265.
24. See D. Morgan:- British Private Investment in East

A frica (GDI Publication) London 1967.
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No doubt some foreign companies are favourably accomodating
to some of the demands from host governments which a decade
or two ago would have been strongly resisted,,but the overall
progress is slow and is apt to be geared to public relations
efforts by foreign firms in the face of official exhortation.
Main-while, the potential benefits which developing countries
could reap from foreign investment are likely to remain less
than fully exploited. There is a strong body of opinion
among development economists - and this is appreciated by
some of the "progressive" international companies - that
increasingly, the continuing maintenance of harmony and
mutual trust between host authorities and foreign investors
will depend on the latter paying greater attention to local
demands and the need to match company's development policy
to the pattern and sequence of socio-economic development as
planned by the local authorities. There is a strong feeling
that in some of the newly independent developing countries
the historical position and influence exercised by foreign
investors in key sectors, when reinforced with the leverage
exercised by the resident aid advisers, arrogate to these
joint-forces, an effective power to dictate national

priorities.
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Now let us cast a critical eye at some of the alleged
benefits and advantages to the host country inherent in
private capital inflow. I have already quoted from '"the
Task Force Report on the Structure of Canadian Industry" some
interesting contrasts implicit in foreign investment usage."
The golden package of capital import, managerial and organ-
izational expertise, entrepreneurship, technological know-how
production efficiency and other blandishments of foreign
capitalism which is supposed to be uniquely placed at the
disposal of the host country, is not as glowing when unfolded
in practice as is generally supposed. Hence the possibility
of conflict between the foreign investors and host authorities.
The availability of scarce foreign capital ameliorates the
foreign exchange situation and may increase savings for
investment. In other words, foreign investment could be
both foreign exchange - creating and exchange - saving. How-
ever as we have seen, it is also a source of reserves
depletion through transfer of earnings abroad and because of

the demonstrated "Import bias" of import-substitution industries.

It seems paradoxical that exchange - depleting effect of
foreign - owned import - substitution manufacturing industry
may be greater tham its objective exchange - saving role. This

is a phenomenum to be expected in developing countries with
no capital goods industries. As was noted before, what is
happening in most of these countries is that local value-
added is still very small to make appreciable impact on
aggregate import bills for consumer goods and standardized

intermediate products. It is the composition of imports

25. See above Chp. 2 Pages 22-23

26. See below Chp. 8.
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rather than their aggregate value which is slightly changing.
Of course, there is nothing wrong with expanding imports; if
matched with an equally expanding exports, and is increasingly
biased in favour of appropriate capital goods and essential
raw materials, it indeed represents a healthy development.
In short, while foreign private capital import may raise a
country's resources level (including cash flow), it can add,
and frequently has added to balance of payments problems.
Again it may simply help pay for increased consumer goods
imports and reduce incentive for domestic belt-tightening.27
It is generally stressed that the boost to local managerial,
organizational and entrepreneurial skill created by foreign
investment in direct production and services is of tremendous
importance in raising the quality of high-level business man-
power and in increasing the economy's absorptive capacity.
However the creation (and expansion) of a local pool of
talented businessmen, administrators and technocrats is
generally slower than anticipated. As we have seen, foreign
firms are not always keen to "dilute" their top management.
The appointment of local personnel to positions of real
authority - as opposed to sinecures for public relations

purposes - tends to come about as a result of pressures from

27. In "False Start in Africa", Rene Dumont, an experienced
judge of the African scene, observes that '"the use of
imported capital for luxury consumer goods and profit-
eering in Administration - the principal industry, is
obstructing the import of machines and essential raw
materials. Even more important, it is corrupting the
spirit of the community, destroying the effect of any
appeal to hard work and sacrifice, which alone can over-
come the obstacles to Africa's "Take-off" (Page 230).
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and "confrontation” with host authorities. As Michael Kidron
found in his study of India, foreign firms are very careful
to preserve their technical know-how and hesitate to entrust
their local collaborators with necessary knowledge. "Tech-
nologically progressive firms are, in the words of one
managing director, "wary of selling their birthright"

The important point here is not so much the fact that prod-
uction knowledge and processes (especially science-based ones)
are not readily transferred or allowed to spread within the
economy, but that for developing countries like India with a
relatively advanced industrial sector, repetitive purchase of
same foreign technical know-how means an unnecessary drain of
exchange reserves by payment of royalties, licence fees etc.
It also acts as a disincentive to indigenous research and
development of appropriate technology. Por example, "in

PVG cables and winding wires, there are 26 cases of foreign
collaboration; four of these companies have collaboration
agreements with the same British firm." 29 Furthermore, on
the question of skilled manpower supply, it is worth noting
that governments and local businessmen in developing countries
can and do often hire foreign experts - management consultants,

engineering and construction firms, market analysts and

28. M. Kidron - Foreign Investment in India op cit Page 291

29. "Foreign Know-How in India". (London) Financial Times
7/1/69 Page 11. The Indian Government is not blameless
in this development. It has been too tolerant in the past
in allowing restrictive provisions in the transfer of
know-how. C/F Kidron op cit P.303.

30. The Managing Agency system represents a well-known feature
of foreign investment in India. For a critical analysis
of its role, see K.M. Kurian - Impact of Foreign Capital
on Indian Economy, op cit Chp. 11l
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various other specialists.

Though foreign investments create jobs and are in some
of the new developing countries of Africa and Asia the second
largest employers of wage labour (after the State and semi-
official corporations), they do not perceptibly influ-
ence the level and growth of aggregate unemployment, except
perhaps to enhance its size in the urban centers.’51 It may
well be that the employment - creating effect of expansion
in foreign-owned productive activities may not be able to
overshadow the employment - destroying capital - intensive
technique now commonly employed, even in the so-called
"labour-surplus" economies.32 Perhaps more important, by
their presence and influencial position in the economy, and
unwillingness to use any process or technique other than
their internationall-applied model, they unwittingly hinder
or create disincentive to local research into the development
of production technique and equipments that are more relevant

to real factor scarcities.

Foreign investments generate extra production, income and
taxation revenue for the local economy and in some instances,
these increases account for the greater part of economic
growth.. However, in some of the developing countries, especially
in Africa, the consumer goods import-substitution they engage
in, only strengthens and gives respectability to the

maintenance of a conspicuous consumption pattern that

31. See below Pages 265-271

32. See V/.A. Lewis:- "Unemployment in Developing Countries"
in The World Today, January 1967 C/F H.¥. Singer,
"Dualism Revisited" op cit Page 8
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necessarily discourages accumulation. In these countries,
a good deal of what they produce in response to the demand
of the elite class are only marginally essential in a
development context. Of course it could be argued that this
is only a temporary criticism as foreign investors are likely
to help develop the capital goods producing industries when
the necessary size of the market and stage of development are
reached. Supporters of this view will point to the role
played by private overseas investors in the development of
industrial and capital goods sector of some of the relatively
advanced developing countries like Argentina, Brazil, Turkey
and India. However I believe this is an over-optimistic

expectation. *

Foreign capitalist - investors are liable to be accused
of monopolistic and oligopolistic practices, especially in
the developing countries.The so-called "Banana Republics"
come easily to mind as representative of the extent io which a
mono-culture or mono-product (e.g. Copper in Zambia) country

depends for its development on the activities of one or two

international corporations. It is ironical that more often
than not, foreign companies are invited - especially into
the developed countries - to put some competitive efficiency

and enforced modernization into a domestic market dominated
by inefficient indigenous operators. However there have been

cases in which authorities, even in the advanced economies

33. See below Pages 252-258 and 280

34. See M. Kidron:- Foreign Investment in India op cit
Pages 222-223
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have had to prevent a complete take over of the local market
by the internationally - known market leaders (mainly American
and British Multi-nationals). In the developing countries,
branches, subsidiaries and affiliates of the leading multi-
national producer or group of producers dominate the markets
either through local productions or export outposts. Big
powerful and resourceful multinationals like Intermational
Business Machines (IBM), Unilever, Kodak, Massey Ferguson,
the five or six Oil "majors", Alcan, and the rubber products
oligopolists (Goodyear, Firestone, Michelin and Dunlop-
Pirrelli), not only dominate product markets in individual
LDC, but more important, by putting restrictive clauses in
collaboration agreements, hinder the growth of local export-
ing capacity. Some restrictive clauses contained in some
collaboration agreements (for joint-venture, licencing of
patent rights, production process or technological know-how)
prohibit exports, the use of trade marks, spread of know-how,
or competition after termination of an agreement.Again,
there are strong grounds for linking foreign firms with
monopolistic power in most of the import-substitution industrie”
in the new developing countries. The market is just big
enough or expected to be large enough for one large-scale
operator for some time to come. With tariff walls and other
incentives at their disposal, foreign firms operate under
conditions in which official rather than market forces exercise
the only influence over their pricing and other policies.37
36. For more detailed analysis, see M. Kidron, op cit Chp.6
entitled "Behaviour of Foreign Capital".

37. Re Indian experience, Kidron quotes instances of foreign
firms that have been able to exploit monopolistic positions
in some industries '"the prices charged by them have

contained a sufficiently large element of monopolistic
rent to draw official notice and intervention", ibid

Page 228=229 For Nigeria’s example see Below Chp. 8.
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It would be expecting too much if "one seriously assumes that
private business (domestic and foreign) will not take advan-
tage of monopoly position to "exploit" the countries in

which it works.

Foreign investments are supposed to put at the disposal
of exchanged-starved developing economies foreign resources
for development purposes. Yet, foreign-owned banks and
other financial intermediaries are traditionally criticized
not only for collecting local assets and then lending them
preponderantly to well-established local subsidiaries of
financially well-endowed international firms, but also of
helping to channel such scarce capital for use overseas,
especially from inflation-torn South America.There is a
strong feeling in developing countries against allowing foreign
companies to borrow locally capital which often can be many
times the size of their ovm equity contributions”* and

when especially the pressure on domestic resources is great

38. E. Penrose:- The large International Firm.... op cit P270.

39. Note. Not all developing countries are generally short
of foreign exchange. Some of the oil-rich small Arab
states appear to be '"too endowed" with it.

40. C/F Article on ArgentineIndustry entitled "A Long Hard

Look at Foreign Investment." Financial Times (London)
June 6, 1968.

41. C/F The high gearing ratio for foreign investment in
Nigeria. See below Chp.8.

42. "This is especially true where, because of government
controls on nominal interest rates and high rates of
inflation, effective rates of interest are actually
negative and imply a subsidy to the borrowing enterprise”
Pearson Report op cit P.114.
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In this respect, I think the opinion of the Pearson
commissioners is worth quoting "We recognise the occasional
need for a policy.... of placing limits on the freedom of
foreign companies to borrow locally. This would not be
warranted in a perfect capital market, or where domestic
resources had few alternative uses. But where local companies
find themselves at a substantial disadvantage in the capital
market vis-a-vis foreign companies simply by virtue of the
world-wide reputation of the latter, some countervailing

interference with market mechanism 1s desirable.

Not infrequently, foreign investors are invited to
complement inadequate domestic investment in some industries.
But such gestures and expressed needs are not always
reciprocated by foreign capitalism. As we have seen, there
is a strong tendency among them to resist local participation
in ownership and control. Moreover, certain types of products
for example, pharmaceuticals, are protected by patents and
it may well be that only if the foreign patentee is prepared
to establish its own manufacturing plant can production be
undertaken at all. However, the evident advantage of having
foreign investment in such fields must be balanced against
the fear of .most community that once foreign companies with
their Vast/hfinancial and technical resources are allowed to
establish themselves in the fields not at present covered or
favoured by indigenous enterprise, there may be little chance
(except by nationalization or expropriation) for such enter-

prise being brought into existance at a reasonable future date

43. ibid Page 113
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Finally, it has been justifiably asserted that funda-
mental research and major developments in the private sector
of the developing countries are undertaken essentially by
the foreign international companies. Undoubtedly this
factor would have enormous beneficial impact if, and only if,
the results thus accumulated are relevant and appropriate to
the conditions in the power countries. But as we have seen
virtually no research and development expenditure is devoted
to problems of special concern to these countries. Although,
the total volume of available knowledge has rapidly increased,
at the same time its composition has changed, such that it 1is
becoming increasingly less relevant to the needs of the
underdeveloped countries. This development in turn is due
to international dualism; the fact that knowledge is
accumulated by the richer countries, in the richer countries,
and in respect of the problems of the richer countries.
In contrast to the developing countries, it is the likeli-
hood of applying the latest scientific know-how, superior
management technique, as much as the infusion of capital into
the export-orientated industries that attract host developed
countries into sanctioning foreign investments in their
economies.These are some of the major contrasting
characteristics and factors inherent in the use of foreign

capital and investment for economic growth and development.

W.H. Singer:- "Dualism Revisited" op cit Page 4

44, C/F J.H. Dunning:- American Investment in the British
Economy. Political and Economic Planning Broadsheet. No.

506.
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I now return to’direct’- as opposed to contrasting -
criticism of foreign investment. There are the traditional
criticisms levied against "colonial pattern" of metropolitan
investments in the pre-independent days. Perhaps the most
important point about them, apart from the fact that some
are still valid today in one form or the other, is that they
conditioned some of the latter-day feelings and xenophobic
opposition to foreign direct investments. The local
suspicion of foreign industrialists, bankers and traders
is based principally on the record of the extractive
industries (both agricultural and mineral) during the period
before the last war. Many engaged in finding and exploiting
natural resources on a short-term "enclave" basis, with
little benefits to the local people. Such application of
capital, in some instances has been described as
"Raubwurtschaf‘c".45 I have already referred in passing, to
such criticisms and they are well-analysed in the literature.
In essence, foreign capital investments were criticized of
fostering dualism; unbalanced, lopsided economic structure
and growth through concentration in the production of primary
raw materials for export to the developed countries and the
importation of the latter’s manufactures. Not only did they
create economic and social "enclaves" in the periphery, the

trends in the terms of international trade they fostered and

45. In Africa, the consequences of application of foreign
capital to appropriate wealth and not to establish
constructive activities, are perhaps best captured by

S.H. Frankel in his book Capital Investment - A frica,
1867-1956 op cit See the section entitled "The Era of
Despolation".
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developed were inherently secularly biased against the
poorer countries and the gains from trade had not been fairly
distributed.How far have these criticisms been affected
by changing circumstances? The underlying trend in the
terms of trade of primary exports has not basically changed
inspite of the sophisticated machinery for price and commodity
stabilization which has been established for some of the
major commodities. Notwithstanding the findings of the
Reddaway Study that investing countries in raw material
production overseas do not appreciably derive any special
cost-savings from them, the situation in the so-called "World
Market" is determined and influenced by the consuming and
produ”ting companies who happen to come from the same
capitalist block. This is especially so in the case of
minerals and petroleum production, though in the latter case,
recent attempts have been made by the producing countries
to influence the traditional arrangement. Commitment to
the removal of the lopsided agriculture bias through indust-
rialization with the help of foreign investment appear to
have swung the policy-orientation pendulum to the other extreme
position. Emphasis on industrial production for import-

substitution (and possibly export market), and a marked

46. See also Bernard Goodman:- "The political economy of
private international investment" Economic Development
and Cultural Change Vol. § 1936-57 op cit. P26%.
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subordination of agriculture modernization to this, hinders
a roundly-balanced structural transformation and perpetuates
in a paradoxical way the dualism in the economy. Besides, the
excessive concern with capital import for industrialization
diverts attention away from the need to change and modernize
those social values, cultural patterns and psycological factors
which most powerfully affect economic behaviour. Provision
of raw materials for factories of the industrial nations is
still the main external economic obligation of most developing
countries. If the modem type of foreign investor does not
overtly seek to perpetuate this role, his home government's
commercial and tariff policy unequivocally does. 47 The enclave
orientation of foreign enterprise, the lack of spread effect
and linkages with rest of the domestic economy, is being
gradually weakened by market forces and positive actions by
host authorities and "progressive" companies. However most of
the mining and oil activities are still undertaken in an
enclave environment. The effect they have on the rest of the
economy derives essentially from government spending of
revenue collected from them. Some host authorities in the
developing countries are beginning to encourage, the oil
companies to diversify some of the locally-generated income
into allied manufacturing fields. As more value-added is
derived locally, and a greater part of the earnings is retained
for reinvestment, the linkages, external economies and
multiplier effects emanating from the foreign-owned sector will
be expected to increase and broaden further into the economy.
There is an important proviso: the spread of imported know-

ledge (scientific, technological, managerial and commercial)

47. See Bela Balassa:- The impact of the Industrial Countries*
Tariff Structure on their Imports of Manufacturers from
Less Developed Areas. Economica Nov. 196? op cit.
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beyond the enclave of modernity to which it was introduced
by foreign capital will be greatly determined by the rise and
strength of an indigenous infrastructure capable not only of
providing the capacity to select, adapt and introduce the
appropriate knowledge and experience but also able to propa-
gate and disseminate the type of improvement required by the

local situation.

The character of dualism has changed: no longer is a
substantial distinction between subsistence and export-
orientated monetized agriculture discernable. Modern dualism
tends to take the form of an increasing cleavage between the
industrial and administrative urban centers, and the traditional
rural villages. The widening differentials in economic and
social conditions between the urban and rural sectors are of
course not due solely to the policies and activities of foreign
-owned businesses. On the contrary, government policies
reinforcing historical factors, are the main determinants, with
foreign investment in the modern sector of the urban areas
playing an important supporting role. This is more evident
especially on such issues as industrialization, investment
policies, wages and salaries and employment policies and

distribution of social infrastructures.

I shall limit myself here to a consideration of the
implications for the host economy, of the interrelationships
between these policies in so far as they are pursued by foreign
firms. The wages and salaries policy in the modern sector of
developing countries of tropical Africa responds to the pace
set by institutionally - and politically - determined govern-
ment scales whose discrete jumps in the last decade or so bear

little relationship to economic forces like demand and supply
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of labour, labour productivity and cost of living index,48
Foreign firms, along with other employers in the modem
sector "Set their scales at or near those of the government
in order to hold their own (trained) labour force and to be
in a competitive position to attract better quality workers
at all levels. Secondly the large private employers, for
political reasons want to achieve and maintain a reputation
as "progressive employers" and even in some instances........
pay substantially above government rates......... The
distributional pattern of productive investment in the modern
sector by foreign firms is essentially concentrated on light
manufacturing import-substitution and is biased against the
capital goods industries. The production process is an
extension of that used in the industrial centers and applied
globally by the multinationals. As we have seen, it embodies
capital - and skill - intensive technologies. This ability
and freedom of choice of capital intensive technique
irrespective of local relative factor coats partly reflects
the strength and bargaining power of foreign corporations
vis-a-vis host authorities and partly points to the conni-
vance and often explicit sanction (through joint-ventures and

"turn-key" projects) by the latter, of such a bias. Besides

48. The traditional mechanisms for raising government wage
scale in many parts of tropical Africa are (1) by minimum
wage legislations and (2) by commissions of Inquiry into
wage and employment conditions every few years. For a
rationale of such government policy see for example:-
C.R. Frank Jr.:- Urban Unemployment and Economic Growth
in Africa O.E.P. July 1968 op cit Pages 264-265

49. Loc cit
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Todaro points out, "Government industrial development
measures and controls such as investment licensing, export
bonuses, import duties, and foreign exchange licencing often
represent substantial capital subsidiaries and may have far-
reaching effects on the capital intensity of techniques

chosen by individual firms.

V/hat are the implications for dualism etc., of the
operations of these two exogenously - determined policies
(i.e. wages and investment policies of foreign - owned

businesses)? First let us look at the inflow of production
and technological expertise. As we have seen the application
internationally of a company's "standardized" production
method and the use of its most up-to-date scientific and
technological know-how has an economic rationale behind it.
Though it may help to introduce a much needed technology into
the developing country, and obviate some of the consequences
of the concentration of innovation and technical progress in
the developed countries, its unselfulness and real "spread"
impact depends very much on its appropriateness. More
important perhaps, such an international company is unlikely,
for economic and administrative reasons, to show any real
enthusiasm in developing labour-intensive technologies.

It normally has a preference for bringing in its own skilled

50A. For reference see fn 75(11) below

50B. According to Singer, the handling of large masses of
local labour is notoriously a difficult, politically
touchy and unrewarding job for such foreign firms.
H.W. Singer:- Dualism Revisited, op cit Page 6.
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management and skilled production personnel as part and
parcel of its investment, rather than go through the lengthy
and costly process of training local people. This is even
more so especially when and if it assumes a limited time
horizon about its stay. Indeed it is paradoxically possible
that a shortage of managerial staff experienced in local
conditions, and of management technique that is appropriate
and not too sophisticated, may actually constrain the use of
labour-intensive technique. Technological factors may act as
constraints, for example in certain types of mining and oil
exploration and prodcution. However, alternative techniques
may be available though within a relatively limited range.
Coal and Gold for example could be mined with a relatively
labour-intensive technique, while India has successfully
demonstrated the feasibility of constructing hydroelectric
dams by labour intensive method. An equally important factor
seems to be the financial strength of the investing multi-
national firms which is acquired through their* accumulated
reserves and their relatively easy access to the market for
loanable fund. It appears that there is a close correlation
between the intensity and speed of updating the technological
know-how applied by a multinational firm on one hand, and its
financial prowess.52 The desire to exploit the financial
strength to the full, by applying capital-intensive technique

not only in the industrial centers but also in the periphery

51. In fact thedegree to which labour could besubstituted
for capital in a production process will beultimately
determined by technical (engineering) factors irrespective
of the "vintage" of capital equipment used.

52. See G. Arrighiand J. Saul:- Socialism and Economic
Development in Tropical Africa. Journal of Modern Africa n
Studies, Vol. 6 No. 2 1968 op cit Page 146.
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irrespective of the situation in the latter area, 1is
symptomatic of capitalists attempt to maximize the private

. \
returns to capital.

It has also been suggested that the "artificially"
determined salary and wage policy of the host government which
the modern foreign manufacturing and service sectors felt
compelled to match - and over the years helped to shape -
inevitably encourage their increasing use of capital-intensive

production method.s’5 The sequence of events leading to "a
wage-mechanization spiral process" is helped by the fact that
for most of the international corporations, wage bill is a
small part of total production costs. They are therefore
more willing to conceed wage increases in contrast to the
possible reaction of a labour-intensive modern sector, -
especially if as foreign monopolies/oligopolies, they can
readily pass on the increased cost to the consumers. However
such concession reinforces the tendency towards more capital-
intensive (or labour-saving) production pattern, and reduces
the incentive for spending a lot of research money on devel-
oping locally-conditioned production method which is anything
but labour-saving. In my view if rising labour cost is to
have an effective influence on the drive towards labour-saving
technique, it is less likely to be the labour cost in the
periphery - which by implication is a minute fraction of

production costs and can therefore be absorbed for consider-

able period without having to alter factor combination - but

53. C/F Arrighi and Saul, op cit P.147; H. Singer Dualism
Revisited op cit P.6
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more influencial would be the soaring labout cost in the
industrial center where, as we have seen the production
method is essentially determined, and thence transported to
the developing periphery. In short it is what is happening
in the home labour market of the investing company that
effectively determines the degree of labour participation
in modern industrial production in the developing countries
- assuming of course, continuing host authorities passive
or ineffective action in this field. The real effect of
local wage and salary increases is not on production method but
in accentuating the divergence between urban and rural incomes.
The implication of a continuing increases in labour cost in
the industrial center, which encourages and is reinforced by
labour-saving technical progress is that, given a free hand,
foreign investment will exacerbate rather than diminish the
unemployment problems in most of LDCs; even more so as
industrialization progresses towards the intermediate and

capital goods production stages.54

54. The practicability of our (implied) desire for a labour-
using and capital-saving production method in the modern
sector (as well as in the urban traditional and agric
sectors), on the basis that such technique would be in
keeping with relative factor scarcities, and is more
likely to optimize social returns, should be modified in
the light of these considerations: Imposition of "a
more labour-intensive regime in the private sector would
have limited impact because of the relatively small
proportion of labour force employed in those industries

with a significant scope for choice of technique. In any
case a policy of more labour - intensive production in the
modern private sector is difficult to implement. It

requires either (a) direct government controls, (b) a
system of taxes and subsidies to encourage the use of
labour, or (c) a policy of wage restraint. The first two
alternatives carry with them the danger that private
investment may be discouraged and reduced in the process.
The third alternative, wage restraint, involves some
formidable social and political obstacles" C.R. Frank Jr.
"Urban Unemployment and Economic Growth in A frica op cit
Page 266. As for government enterprises, the supply of
machinery and equipments by foreign partners in a joint
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Another important implication of capital-intensive
production method concerns the relative smallness of workers’
share of local value-added. The ultimate leakage abroad of
returns on capital, inevitably reduces the size and spread of
growth stimulus inherent in workers expenditures, especially
in relation to their demands for rural and urban traditional

sectors’ goods and services.

Let us now examine the implications of the hitherto
sectoral distribution of foreign investment in developing
countries. Apart from a few of the large developing countries
with relatively developed industrial bases, the pattern of
investment in the others is essentially biased against the
heavy and basic capital goods industries. Even within those
few, development of the manufacturing and capital goods sector
has either been a long and protracted process - as in some
of the South American countries, or a post-war economic
phenoraenum. The latter has been effected with preponderant
state guidance and participation, often with assistance from

socialist countries, and in circumstances of difficult official

negotiation with private enterprise (both foreign and indigenous),

India’s experience fits with the latter explanation. Por
54. Cont’d....
venture and/or the use of foreign technical management
and consultancy - thereby effectively determing the
production technique - limit the labour-using potentials

that may exist in this sector. 'On the whole, 1 do think
Prank Jr. has exaggerated above, the difficulties that may
be encountered by official policy in encouraging the use
of labour-intensive technique.

55. Por detailed analysis of Russia’s help in the development
of the state and heavy industry sectors in India, and
of the difficulties experienced by the state in trying
to seek the assistance and cooperation of foreign private
enterprise, see M. Kidron:- Foreign Investment in India
op cit and P. Eldridge:- The Politics of Foreign Aid in
India op cit.
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most of the developing countries in Africa - and the analysis
in this section relates essentially to that continent - the
present pattern of foreign investment reflects a combination
of the historical and the changing modern role being played
by external economic interests in their economic life and
development. The historical investment in raw material
exploitation for export is continuing - as in mineral and
petroleum production, or is being extended to local processing
and other value-added. The depth and pace of the latter are
more or less determined by effective tariff rates, quotas
and other commercial regulations instituted by the consuming
industrial countries. Foreign control of export-import trade
(as opposed to production) is gradually withering away and
is being limited to specialized fields.Traditional
services like banking and insurance are having mixed fortunes
in different countries. They are similarly being narrowed to
specialized area concerned with external financial and
commercial transactions. In countries where they have not
been nationalized already, they appear to be next in line
for local "domestication" as indigenous expertise and
experience develop and mature. On the other hand, certain
services like technical and scientific consultancy, industrial
management and hire-purchase brokerage (Finance Houses) appear
to be developing rapidly in response to the requirements of

an expanding modern sector.57 The bulk of foreign private

56. For examples see below Chapter 8.

57. For some of the difficulties involved in this development,
see Sayre P. Schatz;- "Crude Private Neo-Imperialism.
A New Pattern in frica. J.P.E. vol. 7 No. 4 1969 op cit
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capital is nov/ invested in more directly productive enterprises as
opposed to services. Apart from processing for export, the modem
sector is an import-substitution, domestic orientated, consumer-

goods producing sector. Light manufacture of such consumer demands

as food, beverages, textiles, footwear, furniture and detergents
predominate. In some of the bigger developing countries, import
substitution has more recently begun to move gradually into branches
of manufacturing industries producing intermediate goods and li" t
engineering such as cement production, industrial gases, assembly
plants (for vehicles, bicycles, radios etc.) tyre retreading, and
printing. Such productions are however heavily dependent on import

of conponent parts.58 Notwithstanding these developments medium and
heavy industries in tropical Africa, the Caribbean and Asia, are either
non-existent, or are purely export-oriented enclaves. As enclaves,
they are totally unrelated to the interlocking structure of the national
economies - in the sense that they can hardly constitute the basis for
the production of capital goods required for the industrialisation of
these host countries. The absence of a discernable capital-goods pro-
ducing sector constitutes one of the main features of the present
pattern of foreign investment in the developing countries. Various
reasons have been suggested: In the first place, the present stage of
economic development and size of the market are such as to limit the
market for capital goods, thus making any investment in their local
production uneconomic. Foreign capitalist firms and financiers under-
standably prefer to wait and see how the establishment of light manu-
facturing, provision of expanded economic infrastructure and generation
of extra economic surplus inter-react and develop, before attempting to

sink their capital in heavy industry. For them, there must be good

58. See below Chapter 8 for Nigeria’s experience.
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reasons to believe that the periphery’s economy vd.ll develop in such a
way as to nourish a market for capital goods production, and with such
stability that their confidence in continuing participation is not
Undermined. Again, the very bias in favour of capital-intensive techni-
que disucssed above tends to promote the use of highly specialised mach-
inery” embodying the most uptodate scientific knowledge and consequently
restrain the growth of demand for capital goods that would be produced
locally. In turn, this lack of investment in capital-goods producing
sector prevents the development of capital goods embodying a modem labour-
intensive technology which may reduce the bias in favour of capital
intensity. Other reasonsrelate more directly to the behaviour pattern
of the modern multinational corporation. For example, such firms usually
prefer to exp>and productive capacity in the Western industrial centres
where they are more secured and whei'e they can take advantage of operating
in an industrial environment - unless they are forced by other factors
to establish and expand in the non-industrial economies of the periphery”
In other words, the existance of an adequate local market for the pro-
duction of the foreign fiim's products, though a necessary condition, is
not sufficient for the actual establishment of a plant. 59
The oligopolistic structure of production and distribution obtained
in the advanced capitalist countries also play an important role in fav-
ouring the bias of investment in the peripheiy against the capital goods
industry. As we know, oligopolistic practise implies a recognition of
competitors’ reciprocal strength and ’cut-throat’ retaliatory power. This
means that a manufacturer of capital goods, in deciding whether to establish
or to assist in establishing, a capital-goods industry-in the peripheiy,
will generally take into account the possible effects of such decision not
only on his own and competitor’s export interests but also on those of his

domestic customers’ export interests. Thus the implication for the peri-

phery of an oligopolistic pattern of behaviour in the industrial centres

59. For example see Chapter 8 belov/ for Nigeria’s experience.
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may be the strengthening of other factors mentioned above in producing
in the developing countries of Africa and Asia, a sectoral pattern of
foreign investment that is biased against the capital goods producing
inc/l\us‘%ry.A

I have in various places above discussed the implications for the
domestic economy of the bias in favour of light manufacturing and raw
material exploitation for export. Let us now look at the implications
for the growth of the economy in general and the modem industrial
sector in particular, of foreign investment bias against the capital
goods production industry. Such implications are both direct and in-
direct. Indirect implications concern what would otherwise have occured
to a developing economy in the absence of such bias. In other words,
what the opportunities are for such economy of having a capital goods
producing sector. The direct consequence of not having an appropriate
capital goods sector and instead of having to rely on imports from the
developed industrial economies is that such action is not in the long-
term economic interest of the country. The range of choice of product-
ion functions is being dictated by the technical progress taking place in
the developed countries and transferred to the periphery through ’know-
how’ made available or embodied in new capital equipments installed in
the modern sector. The trend in technical, and scientific progress deter-
mines, and is itself greatly influenced by, current as well as future expe-
ctation of relative factor prices.As we have seen, the trend in pro-
duction techniques which seems to be gathering pace in recent decades, is
towards a more and more capital-intensive one. A developing recipient
country is forced not only to follow the bias inherent in this technolog-

ical process, but is equally powerless to control the direction and pace

60. C/P Arrighi and Saul, op cit pages 147-148

61. That is, a two-way casual relationship between technical progress
and factor prices ratio.
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of technical progress and capital-intensity of production functions.
Foreign 'experts’ sent to work the modem technologies as well as the

local persornel trained by them are in fact perpetuating the dependency

of the economy on foreign sources of technology and equipment ratherthan
reducing it. V/hile such importation of know-how may be a short-term
value asset, it does nothing to equip the recipient with a creative cap-
acity to formulate its future technological needs. For a ’labour surplus’
and capital-scarce econany, with a strong need for labour-intensive techni-
que, the long-term prospects from such technological and capital transfer
are inlierently undesirable.

If a £1.000 - technology is too sophisticated and harmful, and a

£1 - technology is too ’primitive’ and inefficient, and intermediate £100-
technology thus comes to have much appeal - i“erhaps as the most product-
ive labour-intensive process tliat is available. However, and this fact

is not usually emphasised, what is intermediate technology embodied in a
used equipment today, was the most capital-intensive and teclinically most
advanced process available a decade or two ago. Similarly today’s modem
equipments would probably beccmie the intermediate technology of two decades
hence. The suggestion that used equipments might be adop>ted to accelerate
the process of labour absorp”tion overlooks the fact that as long as such
equipments are imported from the developed countries, they will inevitably
exhibit diminishing labour coefficients over time. How far into the future

such a possible development continue to have unfavourable effects on
’labour-surplus’ economies like India, or ’under-employed’ ones like Nigeria,
vail depend on the pace of their economic progress. The process will be
contained, or may even become desirable when the overall growth of the
economy generates increasing demand for labour, thus mopping up those who
would otherwise become redundant.

Suppose an appropriate technology could be formulated for producing

a particular product. The chances are that only the blueprint in the

archives or a model of the equipment in the museum, is likely to be avail-
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able in the capital-exporting industrial countly. The older labour-
using equipment is no longer being produced and the original stock of it
had either been canpletely depreciated or is extremely hard to come by.
More over, given the mechanism of technology transfer through Western
foreign investments and tied official credits, and the p”“resent patterns
of international trade and econcanic development which feature an almost
exclusive concentration of capital goods production in the developed
countries, the relatively insignificant demands of developing countries
for these goods will continue to have only a negligible impact on both
current production decisions about the type of machine to be produced
and on the direction (and speed) that factor-saving bias will take in
future. "The historical dynamics of technowlogical transfer are such
that over time one might reasonably expect that as long as less developed
nations must rely on industrialised countries for their techniques of
production, all imported equipment both new and used, is likely to have
a long-iun labour-saving bias." 62 Inevitably the goals of industrial
expansion with signifcant labour absorption will be increasingly difficult
to realise.

The implication of the above analysis is that developing countries
must create their ov/n capital goods producing industries as a means of
escaping the direct consequences of the bias against such a sector in the
periphery, and there are positive advantages as well. The problems of
establishing a domestic capital goods sector now are real and complex.
Such action represents a radical reversal of the present policy, and is
unlikely to be compatible with the wishes of foreign private investors.
D ifficulties too may be experienced from some dcanestic entrepreneurs
in the modern sector who place greater emphasis on short-term output
growth. Much, therefore, depends on the crucial initial phase. What
is needed to be done is the revival of an unsophisticated old technology
62. M.ir. Todaro;- "Some thought on the Transfer of Technology from

Developed to less Developed Nations". East Africa Economics Review.
Vol. 22, No.l June 1970, Page S55.
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such as the Humphrey pump65; the adaptation of a current or recent
production technique and equipiient to the available resources and

skills, or in the rare circumstances of no precedent in the production
process, the invention of a new one. Successful adoption, and continued
growth of a domestic capital goods industry depend very much on the
creation of appropriate corps of engineers skilled in necessary® convers-
ion capabilities. Over time, it is upon this pool of skilled personnel
and ’technocrats’ that the task will fall; of constantly adapting, dupli-
cating and redesigning old technology and equipment in line with the
changing needs and factor scarcities. If and when urban unemployment is
eventually eliminated in a particular developing country® the existence
of a domestic capital goods producing industry and the pool of these
technocrats will make possible the adoption of a more recent labour-saving
technique, to be introduced at a pace determined by changing factor
availabilities. The early Japanese experience in adapting foreign
technology to danestic resource endownments and in developing the attendant
conversion capability, has often been \ited as a model for developing
countries. Japan today has not only managed to make an economic success
of her importationQ, but has also enriched her capital goods producing
industries with the most modem technologies and production processes that
relate to her resource endov/nment. 65. She has created the most sophisti-
cated conversion technology there is - thereby eliminating the labour-
saving bias of the original Western technology without loss of production

efficiency - and has set the direction and speed of her technical progress

63. See K. Owen:- Third World Revolution - in Easy Stages.” The Times
(London) Jan.14, 1972, Page 17.

64. It is privately estimated that about 30/8 of all Japanese manufact-
uring today is based on imported but adapted technologies. The
biggest area of U.S. investment in Japan has been the licensing
of patents and technology, see D.E.C.D, - Liberalisation of Inter-
national Capital Movement.Japan O.E.C.D. Paris 1968, Page 32.

65. For example, labour-using electronics development.
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in line with her future needs. Japan *s technological experience should
in instructive to most developing countries, but her special circumstances
must be borne in mind. There exists even today a strong ’foreign capital-
phobia’ which has made the Japanese historically hostile to direct foreign
investment. Unlike the present developing countries she did not have to
breakaways from a foreign dominated modern sector with its capital-intens-
ity and capital goods import bias. Again, Japan has traditionally been
self-sufficient in domestic savings,skilled manpower, and stable
'lovernment bureaucracy since the restoration of the meiji Empire in Mid
19th. Century”. She has had nearly a century of productive contact with
industrial Western Europe and North America - more or less on her own teims
as an independent and sovereign nation.We must also take note of the
favourable size of her domestic economy, and the heavy export orientation
of her production which more than offsets her lack of raw material.

The above factors show that Japan was in a far more favourable position
when setting up her capital goods industry, as compared with the conditions
obtained inmost of today’s developing countries. In perspective, the
establisliment process in the latter group becomes more difficult, likely
to be more .retracted, but nevertheless, remains practicable. 1 do not
vdsh here to go into details of the practicality and mechanics of estab-
lishing capital goods producing sector in the developing countries,

Michael Todaro has already carried out that task in an incisive manner.

66. Foreign capital used by Foreign subsidiaries and branches has never
exceeded 0.5" of total domestic funds used by indigenous Japanese
industries.

67. For a brief and useful analysis of foreign investment in Japan see
S. Okita and T. MikL - "Treatment of Foreign Capital - A Case Study
for Japan" in J.H. Adler (ed) Capital Movement and Economic Develop-
ment. op cit.

68. See K.I. Todaro - "Seme Thoughts on the Transfer of Technology from

the Developed to Less Developed Nations. E.A.E.R. Vol2. No.l June
1970 op cit. Rages 53 - 64.
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Specifically developing countries should produce their own machinely”,
copying and adapting initially the earlier more labour-intensive designs
of the industrial countries.69 This would provide the possibility of
eliminating much of the conflict between output and employment growth
while avoiding the more onerous task of designing ne? labour-using
machinely. Such copying will be capital-saving when compared with
technology” and equipments currently imported. Over time the pool of
conversion technocrats would ensure that the inflow of used technology
that is being made available is continuously ’reconditioned’ to the
economy's contemporary needs. Like the Japanese they may acquire
enough experience and expertise to introduce new production processes
which are always related to local factor scarcities. Developing countr-
ies would thus derive the benefits of controlling both the direction and
pace of technological changes in their own countries and in effect reverse
the direction of ’their’ technical progress, since the trends towards
capital-intensity in the developed countries would no longer be the
detemining feature of their production processes. There are other
advantages to be derived too. The high import bias of capital goods
requirements is eliminated in the long-run, and no longer does foreign
exchange weakness constrain either capacity expansion, or aggregate pro-
dunction level through inteimediate imports shortage. Leakages abroad
will be limited to payments of royalties for imported technology and import
of raw materials. A labour-using capital goods producing sector will
alleviate the unemployment problem in the modern sector while improving
long-term growth prospects. It could well be a major source of external

economies to the non-capital goods sectors, especially in providing them

with skilled workers,and may help in slowing down the differences that

are developing between the rural and urban communities. The success of

69. Many of the ’non- viable’ underdeveloped countries cannot, if and
when acting alone be given much chance of establishing such a sector.
Their chances must lay with regional economic groupings such as the
East Africa Economic Community, or the much mooted West African one.

70. C/P. the ’low capital absorptive capacity’ thesis.
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such a sector would undoubtedly have a ’demonstrated effect’ on the
agricultural sector, vitiating any tendency towards mechanisation, and
supplying it with appropriate locally-produced agricultural implements.
Some elements of capital goods production have been shovm by scsne of
the developing countries to be within their competent reach, and at compet-
itive production costs vis-a-vis the developed countries. For example,
Todaro has pointed out that contrary' to general expectation, machine tools
production "is in fact one of the more labour-intensive industrial branches
in most economies Not only is the machinery branch not a heavy user
of capital, but it offers the advantage that small scale production may
be relatively efficient. " With the aid of historical and empirical
evidence, he has also drawn our attention to the fact that big developing
countries like Brazil, Argentina, India and Pakistan, and technically
sophisticated ones like Israel, have been exceptionally successful with
the development of their donestic machine producing industries. Further-
more, in some other instances, the relatively less-expensive skilled labour
may offset other adverse cost conditions to make the developing countries
competitive "even in the production of the most modern capital goods."72
Aside from the technological and qualitative aspects of capital goods
production, there are other aspects - which one might call the macro-aspects
- whose importance though not often appreciated, deserves similar emphasis.
The establishment of capital goods production in a developing counti*r
also perfoms the dual function of expanding both the productive capacity”
and the size of the internal market. If the prospects for induced growth
of the capital goods sector through reliance on profit-miaximising foreign
corporations are poor, autonomous developnent of the basic industries may

well turn out to be the attractive alternative that could make available

the advantages inherentin that dual function. In view of the initial

71. M Todaro:- "Some Thoughts on the Transfer ofTechnology from
Developed to Less Developed Nations." op cit. Pages 60 - 63.

72. ibid page 63.
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difficulties to be faced subsequent to a policy decision to establish
own capital goods production, the least disruptive course to follow would
be to make autonomous investment in imported technologies and equipments
that are being converted, while a start is made tov/ards phasing out
sophisticated capital-intensive productions. In such a process (of
creating an industrial backbone for a non-agrarian economy) the autonomous
injection would be reinforcing that investment induced by noimal market fo-
rces, But the proportion of investment needs that is satisfied by impozts
would gradually diminish.

The role of domestic capital goods production in expanding the internal
market was first emphasised by Lenin, who argued that the expansion of the
size of the domestic market was possible despite restrictions on consumption
by the masses, because '"to expand production it is first of all necessary
to enlarge that department of social production which manufactures means
of production; it is necessary to draw into it workers who create a demand
for articles of consumption. Hence ’consumption’ develops after ’accumu-
lation." A% Thus under-develoj mmt(or lack of) in the capital goods pro-
ducing industry/ restrains the expansion not only of the productive capacity
of developing countries in Africa and Asia but also the potential size.

(in terms of aggregate purchasing power) of their internal markets. Further-
more, it perpetuates a form of economic growth that is largely determined
by external forces - that is, the growth of world demand for the periphery’s
primary products. In fact the dependence on the developed countries is
even greater now than ever before; for the integration of the agricultural
sector with overseas markets is accompanied by greater integration of the
modem sector with the industrial centres. The inference to be made from
the above analysis is simple enough; a successful resolution in technolog-
ical orientation linked with capital goods production may very well be an

essential ingredient for long-term economic growth and development.

73. Quoted in Arriglii and Saul, op. cit Page 148. C/P. Say’s Law and
ii-eynes' ruaxim that the larger tlie marginal propensity to consume,

the greater the multiplier effect of an investment outlay.
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In view of above considerations as well as the potential advantages
inherent in the emergence of an industrial environment, one wonders
whether the problems that arise in a determined effort to create an
indigenous technological and industrial base must be viewed exclusively
in terms of market forces or private profitability considerations. If
foreign corporations that dominate the modern sector, along with the rest
of the domestic private sector cannot be expected to expand productive
capacity except only in response to market demand, the task for an
endogenous generation of grov/th stimuli through autonomous creation of
capital-goods resources, must surely fall on the States' shoulders, and
the State would have to devise a set of socia2 criteria to evaluate such
massive outlays. The ultimate justification is the immeasurable long-
term effects on the econcany; of appropriate technology, productive resources
expansion and of a domestically-conditioned economic growth. The success-
ful experience of socialist economies like Russia, China and North Korea
easily comes to mind in this respect. Again it could be argued that what
is needed is a big capital-goods production 'push' which may* create the
'take-off for a snowballing of industrial expansion and technological
innovation, as the reinforcing effects of an autonomous and derived capital
outlays percolate througli the economy. If inspite of the difficulties
mentioned above a big push succeeded in laying a strong foundation for
accumulation and extend the size of the domestic market, the gains frcrn
subsequent investment outlays are likely to be pro“crbinnately greater;
conversely, subsequent target levels could be achieved with relatively less
capital outlay. It is in the light of such considerations that one must

view the present bias against the capital goods sector by foreign firms and
indeed by the rest of the private sector as a short-sighted misconception.
It seems rather iromnic that the 'great calculating rationality, care and

circumspection in approaching new developanents which characterise modem

coporations', do not prevent them from making such error of judgement that
inevitably must impair the right functioning of international capitalism.

This contrasts, to a large extent with the experience of the 19th. Century
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when competitive entrepreneurs, chartered companies and financial groups
"often undertook investment which was 'unjustified* by market conditions,
thereby fostering the industrialisation of (the then) less developed
economies (of North America and Australasia)

Let us now engage in further consideration of the implications for
the host economy of the wage and salary pclicy operative in the urban
modern sector. We have already noted the danger of a 'wage-mechanisation'
Spiral inherent in the capital-intensive tecliniques now prevalent in the
modem sector. I shall initially limit myself to a consideration of the
unemployment question and of the part foreign enterprises are playing in
the socioeconomic gulf that is anerging between the uihan and rural sectors.
The problems connected with unemployment in tropical Africa and the rest
of the developing world are well discussed in the literature.l shall
therefore, only draw attention to certain established facts, trends and

observations which are relevant to the present analysis.

74. Arrighi and Saul, op.cit Page 147*

75. In this connection, see for example,

(€8] C.R, Prank Jr.:- Urban Unemployment and Economic G-rowth in
Africa op.cit

(I1) M.P. Todaro:-'A. i.iodel of Labour Migration and Urban
Unemployment in L.D.G.' A.E.R. Vol.54 March 1969,
Pages 138 - 148.

(ill) H.A. Turner:- 'Wage Trends,Wage Policies & Collective
Bargaining. The Problems for Underdeveloped Countries’.
University of Cambridge, Dept, of Applied Economics.
Occasional Paper No.6, 1965.

(rvV) HW. Singer:- Dualism Revisited, op.cit

(\2) W.A. Lewis: - 'Unemploynent in Developing Countries’.
The World Today. Jan. 1967.

VD) R. Robinson and E, Johnson (ed.):- Prospect for Employment
Opportunities in 1970. Cambridge University Studies Co,.mittee/
Overseas Aid Administration.
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For example, the observations that (a) the rapid increase in population
and labour force on one hand, and the capital-intensive nature of modem
technology coupled with the low level of aggregate purchasing power on the
other hand, have created an anployraent crisis in the underdeveloped countr-
ies. Estimates of an average of 2% level of unemployment and an annual
increase of over are not uncommon.(b) that beside the aggregate rise
in level of unemployment, very high rates of growth of urban labour force
(through migration from the rural areas) have not been matched by corres-
ponding high rates of groivth of uiban labour demanded by the modem large -
scale establishments. The result is that employed labour is becoming an
increasingly smaller proportion of the urban labour pool. - (c) that the
flow to the urban areas is essentially determined by the attraction of high
earning differentials,murban social amenities and inappropriate primary

7

education system. ? (d) that manufacturing and public utilities in the

modem sector account for a relatively small proportion of non-agricultural
employment (roughly 15-20%) and the rate of job creation in the import
substitution industry is far lower than the growth rate of manufacture
output, and to a large extent is negatively influenced by both capital

80
internsity and labour productivity. (e) that in order to stem the

76. See f/n. 75 reference (iv) above Page 8.
77* See f/n. 75 reference (1) above Page 252.
78. See (1) and (11).

79. See A. Callaways- 'Unemployment among African School Leavers'.
J.M.A.S. Vol.l, No.3, 1963.

80. See (1) Page 257, and (11) Page 146. Todaro model establishes a
functional relationship the implication of which is worth noting.
The function r = - P (where r = rate of job creation, = rate
of growth of industrial output; and P = rate of growth of labour
productivity) represents the above observation, and as Todaro notes,
when '"we recognise the fact that in order to increase employment
growth (r) by 27, the growth rate of modern sector output ( ) will
probably have to increase by at least an additional ¢/ due to the
possible correlation between output expansion and productivity growth,
we begin to appreciate the great difficulty of absorbing larger pro-
portion of the urban labour force without a concentrated effort
designed to prevent the further widening of the urban-rural real
earnings differentials." (11) Page 146.
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unproductive migration into the urban areas - Arthur Levas has drav/n our
attention to the coexistence of heavy unemployment in town with shortage
of labour in the countryside in some of the developing countries like
Jajnaica and NigeriaSi - positive steps must be taken to reduce the real
earnings and welfare differentials; the education and training bias in

favour of ’white-collar’ work, and improve the quality and attractiveness

of rural life.82. (f) that the rate of growth of urban incomes (especially

of wages) is far greater than the growth rates of rural incomes; aggregate

national income; the value-added in the urban modem sector, and for that
(0)4
m atter, of labour productivity, (g) that there exists atendency in the

urban labour market for supply,and demand to interact in such a way

"that an increase in employment is accompanied by an increase in employment.
That is, increase in demand for labour by the modern industrial sector att-
racts a far larger supply to the urban areas; with the unrequired ’hands’
swelling the pool of unemployed and underemployed in the urban traditional
sector, (h) that the problems of urban unemployment exist in developing
countries irrespective of their different rates of industrialisation or
modem sector expansion. In some instances, it is quite conceivable for
countries with faster growth to suffer more, because of greater influence

of capital intensity, labour productivity, and expanding industrial incomes.85

81. See (V) above Page 17.

82. Todaro’s remark in this respectis instructive:-"As long as the
urban real income differential continues to rise sufficiently faster
to offset any sustained increase in the rate of job creation, then,
even in spite of the long-run stabilising effect of a lower probability
of successfully® finding modem sector employment; the lure of rela-
tively higtier permanent incomes w ill continue to attract a steady steam
of rural migrants into the ever more congested urban slums. The
potentiaJL. social political and economic ramifications of this growing
mass of urban unemployment should not be taken lightly" (11) Page 147*

83. See (1) Page 264-265, and (17) Page7. The abnormally low starting
level of colonial wage renumeration has meant that in spite of recent
rapid increases, the labour's share of value-added in foreign enter-
prises is still substantially belov/ earnings of such firms’ employees
at home - even after allowances have been made for extra costs of
management and supervisory staff, and personnel training; and the
apparent rather than real productivity® differences. For empirical
evidence that labour productivity has been steadily rising in tropical
Africa see (1) Pages257 -262, and Peter Kilby:- African Labour
Productivity Reconsidered. 5.J. June 1961
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It follows that the outcome of a policy of accelerating industrial expansion
as a means of eliminating urban unemployment may not be as successful and
productive as planners hoped for. And finally (g) that besides the labour
using potentials of the traditional small-scale enterprises, the only other
outlet left for a possible labour-intensive technique is the modem large-
scale manufacturing sector - since agriculture, Govemuent employment and
services, and construction are already labour intensive. However, as we’ve
seen the scope for employment opportunities in this sector is limited and
a policy to enforce a more labour-intensive production process is fraught

with difficulties. M

84. See (1) above Page 266-267, This is a key point in the Todaro
model (see (11) ). The decision of unskilled rural labour to
migrate is influenced not just by the attraction of a wage two or
three times the average obtainable on the faim, but also by the
subjective probability of finding an urban job. The operative
factor, therefore, is the urban-rural income differentials adjusted by*
the probability appraisal. The practical implication of such an
adjustment is in effect to widen or narrow the ’nmominal’ real
income differentials. Thus an increase in industrial demand for
labour per sec, will enliance the appraisal, ’widen’ the differentials
and attract more migration. A fall in demand vill have the opposite
effect. The value of the ’probability variable’ is itself detemined
by, the size of the urban traditional sector and its proportion that
is unemployed or underemployed (see (l1l1) pages 138-139), the growth
of urban (especially modem sector) demand for labour; the intial
and rate of increase of real income differentials, and the time lag
between migration into tovm and modem sector employment. An
important reason for taking ’the probability of obtaining an uiban
job’ into consideration is the fact that it provides a mechanisn
for long-term stabilisation of the urban labour market (see II).

Its short-run importance cannot be underestimated either. It is this
probability consideration which ex”jlains the failure of Kenya’s 1964
'tripartite agreement’ on wages and employment. For the effect of

the Unions’ willingness to make no further wage claims, and of employers
to increase labour intake by 15 per annum, is to accentuate the flow
of migrants to towns, see ibid (11) T'age 14C.

85. C/F. W. Baer and M.LE, Hen"-e:- ’Emplo”*/ment and Industrialisation in
Developing Countries’ Q.J.E, Vol. 80 No.l Feb. 1966, Page 89

86. See above f/n .54 . . If the host authority cannot afford to
rush the local establishment of labour-using production process,
neither should it be forced to tolerate indefinitely the fait
accompli (of capital intensity and equipnent import) now prevalent in
the modem sector. Besides, as we have seen, it is not the local
wage situation that effectively determines the labour content of pro-
duction technique. V/hether wage restraint is politically acceptable
or not, it is going to have very little influence on employment in
the modern manufacturing sector.
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T%at criticisms of foreign private enterprise can we make in the

light of above observations? Foreign films might claim that in spite of
being the largest employers of industrial labour (in most of the developing
countries of tropical Africa for example) they have very little say in the
wage and salary policy operating in the urban modern sector. They are
faced with a fait accompli of minimum wage legislations; periodic official
tribunals into wages and living conditions, and the confirmabion of a
colonial salary structure. However, there are grounds for asserting that
the success of modem sector wage and salary policy and indeed of earnings
determination and stratification processes, depend to a large measure on
the active co-operation of the firms. It is in their economic interest
that they operate officially determined norms that in some cases may be two
or three times the size of the average incomes of agricultural households.
Such an income level and structure stabilise the flow of labour into them.
They are thus able to attract the best skilled and professionally-qualified
local personnel into their organisations. They can absorb the extra cost
involved in rapid increases, since wages and salaries form a small proport-
ion of aggregate production costs, and they invariably are operating a
monopoly behind the tariff wall. In some cases, rapid rises provide a
justification for capital intensity. Again, judging from the recent
experience of some developing countries in tropical Africa, it is the
government now, worried by inflation and the continuously expanding inroad
that v/ages and salaries are making into its not-so-ezpanding revenue,

0-7
rather than the companies, that is dragging its feet on wage increases.

87. See P. Kilby:- 'Industrialisation in an Open Economy. Nigeria 1945-
66 op.cit Chp. 9%  For an analysis of the 1965-64 'General Strike'
in Nigeria see Pages 286-289, The Ghanian Budget for 1970/71
promised a wages and incomes policy to combat inflation and the
growing size of Government employees wages and salaries. It is
interesting to note that neither in Nigeria nor Ghana has wage
restraint been justified on the ground of narrov/ing the urban-rural
income differentials - irrespective of whether or not such a policy
would have any significant effect on the flow to the urban areas.
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With the passage of the late 1950's and early '60's period when incoming
nationalist Governments took steps to substantially raise the minimum
earnings of the lower-paid workers, private sector employers are increas-
ingly brought into the urban wage determination process. They cannot
justifiably claim to be not responsible for some of the bad consequences
of widening urban and rural incane differentials. Thus, as employers,
they are partly responsible for the continuous migration to the towns, though
unlike the government, they cany no direct responsibility/- for solving the
problems associated with such phenomenon. They may be critisized for
their contributions to the many ways in which social and economic dualism
operate in the host developing countries. Dualism between urban employed
and unemployed, between rural and urban income, and above all between the
incanes and living standards of the bureaucratic/professional elite and
the unskilled labour in the urban areas.88 A combination of rising
unemployment, mechanisation and labour productivity inevitiably generate
the frightening spectre of an increasingly small (in relation to total
labour force) but well-rewarded elite of regularly employed people co-
existing with an increasingly larger pool of poor unemployed and under-
privileged masses.89 The need for corrective measures from government
as well as the companies in respect of tie se problems cannot be more simply
demonstrated. The above observations also demonstrate the fact that
foreign investment cannot be looked upon to help solve the unemploy-rnent
i>roblem. Non-agricultural aiiployment in the developing countries of
Africa has been static in the last development decade while only a moderate

grovrth rate (2-1"a) is discernable for modern sector labour intake.

88. C/P. C.R. Frank Jr. op.cit Page 265.

89. C/P. M, Kidron; - Foreign Investment in India. oiJ.cit Page 515, and
Todaro*s comment P/n. 82 above.

90. G/F. C.R. Frank Jr. op.cit Pages 254 & 266.
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Placed against a background of a worsening unaiiployment crisis, foreign pri-
vate investments contribution to the alleviation of umploymient can only be
described as marginal - irrespective of the pace of im”crt substitution.
Perhaps foreign enterprise chief contribution in this respect lays not in
providing employment opportunities (modern sector both foreign and domestic
employ on average about 5/~ of total labour price in tropical Africa) but
in spearheading overall economic growth. However, the multiplier effect
of modem sector manufacturing is likely to be dampened down considerably
by the substantial leakages abroad.

It is in the evaluation of the likely course of interaction between
international capitalism and domestic enterpii.se that a great deal of
foresight is required from host authorities before invitations; incentives
and licences are showered on foreign corporations. All the short and long
term implications for donestic enterprise - both private and public - must
be taken into consideration before making a clioice as to which type of
foreign investment would fit the needs of social and economic development.
It is well known that foreign firms consider the absence of any form of

discrimination against them vis-a-vis dcmestic ¢”'ital, as one required
manisfestation of good investment clim ate. Yet, there are grounds for
believing that a rigid adherence to this condition by host authorities
constitutes a de facto tilting of the economic,financial and commercial
balance in favour of the large-scale foreign international corporations.
A subsidiary of a multinational group :as several advantages vis-a-vis
its domestic counterpart. It has a privilaged access to finance, both
internally and externally. A It has at its disposal a technical and
management expertise that is modem and superior and is internationally
tested and proven. If, as a manufacturing concern it links up with a
long-established trading organisation, it neutralises any special advantage

wMch local knowledge and experience might confer on daaestic entrepreneurs.

91. C/P. M Kidron oo. cit Rage 231.
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It can capitalise on comuanys internationally-branded product and goodwill,

92
exploit local prejudice in favour of foreign - or foreigner's-made articles,

and enjoy economies of scale even when dealing with local bureacracyl 93

Besides '"there have been many instances in L.D.G.'s where the unintended
effect of Government regulation and control has depressed lanall-scale pro-
duction. Foreign exchange control, in particular, discriminates in favour
of the large-scale established (foreign) procedures.The rationale
for constructive discrimination in favour of donestic capital is the above
demonstration of the inherent competitive superiority of the foreign sector.
Besides its superior, foreign investment may adversely affect domestic
operations in more than one way. Though the degree of penetration of these
effects va.ry from one L.D.G. to another, de“/ending as it were, on the size
of relative sophistication of domestic enterprise - the pattern and sequence
tend to be universally the same. These effects stem essentially from its
foreign-ness and its typical size. The various demonstration effects on
the pattern of production and consumption may adversely influence the host
economy. Theeffect of capital-intensive techniques of foreign firms is
amplified through the adoption of similar process by indigenous firms,
mostly via expanding collaboration. 'Turn-key' projects, joint-ventures
and foreign management/technical contracts reflect the desire to transplant
Vv'estem industrial sophistication into the periphery and a general mis-
conception of equating maximum efficiency and output achievements with
automated production process. More over, in so far as the higher wage
standards of the foreign enterprise tend to spread to indigenous enterprise
in the modern sector as well, the discouragement to the creation and spread

of appropriate indigenous labour-using technology becomes even more pro-
nounced. Medium and large scale government-owned manufacturing enterprises

are the most prone to foreign influence and while they,may be able to

92. G/F, iv. Kidron's obseivation: - "An iiuported article is ipso facto
preferable to one made in India; ' a forei.gn brand manufactured
locally by a foreign fini is better than one made by an Indian firm;
and so down the line with decreasing value accompanying receding
foreign-ness." ibid rage 228.

93. C.R. Frank Jr. o”ucit Mage 269*
94* C.R. Frank Jr. loo cit.
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>afford*the ever rising wage b ill by stepping up their loss creation
ratherthan reduce the small number of people they employ, the rise in
labour costs invariably tend to discourage the rise and expansion of the
non-publie, labour using small-scale and financially weaker enterprises
who cannot afford mechanisation,

Western-orientated pattern of consumption (and aspired consumption)
of the urban dwellers especially of the bureaucratic and professional
elite favour a pattern of import substitution and new product development
that can in most instances, only be undertaken by foreign fiirns and foreign-
associated firms. This is also true of the intermediate and capital
goods production that is gradually emerging in some of the relatively
advanced developing countries. This pattern of modern demands contrasts
sharply with the low income elasticity of demand not only for rural prod-
uce but also for some of the traditional simple consumer and capital goods
the production of v;hich small-scale industries may have a competitive edge

and which ai'e appropriate to the relative poverty of tbe economy and the
need for exi.ra efforts at resource accumulation.

Again there exist a general fear in developing countries on the threeh-
hold of industrial expansion, of large-scale enterprises (for the time
being, mostly foreign owned) emerging to hinder the growth (and expansion)
of small-scale modern labour-using enterprises in sectors and lines
currently under development or are likely to be developed in the near
future. The possibility is real, for the emerging ’competition’ between
large-scale modem establishments and small-scale urban traditional pro-
ducers is gradually dinving the latter group against the wall. The rela-
tively cheaper production of textiles, leather goods, shoes and sandels,
and enamel hollow-ware in the modem sector '"may be examples where large-
scale production has significantly replaced small-scale production and has

led to a net decrease in employment in those industries.

95» C.R. Frank Jr. o*.cit Rage 269. Here the social economic cost of un-
employnent must be weiglied against the relative cheapness of the new
mass-produced camiodities.
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Kenneth Owen gave a specific example: '"The introduction of a highly auto-
mated factory producing plastic sandels in one African country’ (Nigeria?),
put seven thousand leather shoemakers out of work. It reduced the incomes
of the makers of leather, glue, tliread, fabric linings, tacks, dressing,
polishes, hand tools, v/coden lasts and carton boxes. The 7,000 shoemaiiers
were replaced by 40 injectionnnoulding machine operators. Dependence
switched to manufacturers of plastic machinery and P.V.G, grains abroad.." %6
There is no doubt whatever that some of the traditional professional guilds
are coming under great pressure from competition of modem factories.

If small-scale labour-using enterprises in the urban traditional

sector are not to disappear faster than is socially desirable, and if
similar sized ones in tiie modem sector are not to become merely sub-con-
tractors for, or 'tolerated’ competitors of, the large-scale foreign estab-
lishments, it becomes absolutely essential that host government’s industrial
policy-decisions must reflect both an awareness of these dangers and of
the steps being taken to combat them. Areas of policy-decison that must
be so conditioned include foreign investment rules and regulations of
entry and operation, foreign exchange licencing, incentive and subsidies,
import and export licencing and employment planning programme. However,
it is essential that the necessary’ actions are taken in the context of a
long-term harmonisation between large and small organisations, foreign

and domestic operators.

Multinational Corporations - A Special Critical Analysis. I have so far
been using the term ’multinational’ and ’foreign company' synonymously.
Strictly speaking not all foreign investments are by multinational firms.
The latter's size, global scale of operation, and position in the inter-
national private capital movement create certain percularies which are the
object of analysis here. In other words, while most of the criticisms
made above apply to foreign capital operating in developing countries,

there are other crhticisras which specifically relate to multinational or

96. K. Owen: - 'Third World Revolution - in Easy Stages',Article in
The Times (London) Jan.14,1972 op.cit.
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transnational combines, irrespective of the areas in which they operate.
The multinati nal firm can be defined in many different ways depending
on which of its organisational, behavioral, legal and conraercial, or
ownership and control aspects one wishes to emphasise. In theory/-, the
policy and operational outlook of such a company transcend national
boundaries. Domestic and foreign businesses are fully integrated into
an international and interlocking group of companies. Ownership,
control and obligations are transnationally diffused. A fully developed
complex is no longer British, Anerican or Japanese, but a multi-nation
organisation. In practise, however, the ultimate loyalties #f member-
companies (of a multinational ccxnplex) are to the Parent Company whose
own loy”alties are to its Rarent country. The number (and importance)

of multinationals is steadily grov/ing.Business International, which is in
a sense the multinationals' trade association, reckons that there are now
over 300 such orgajriisations, two-thirds of them under the United States

control. 57

Most of Y/estem Europe and North Americas' leading companies
are, or are quickly becoming multinational. Unilever typifies the modus
operandi of the leading multinationals, with twin headquarters in London
and Rotterdam, operating over 5C0 separate companies in over 60 countries,
and employing capital assets valued at jbl,075M at the end of 1565.58
..-ost multinational fiir.is are to be found in manufacturing and extraction
industries. As was stated before, the total value of sales of multi-
nationals' production outside their home countries is now greater than

the value of world trade,55

while value of sales of some of the leading
companies like Ford Motor Company, Unilever and Standard Oil of New Jersey

is greater than the G.N.P. of a large number of developing countries.

97* M Shanks:- 'Yvhen Companies Span the Frontiers' - The Tunes (London)
August 20, 1969, Page 21.

98. Unilever - Report and AccountsI969*

99*  See above Chapter 1, Page 5%
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LIultinational enterprise is a post-war product of the expansion in
analpamation, takeovers, trusts and cartels (as far as the Anti-trust
and Monopoly laws would permit) that characterises developed market
economies toda”, and of the liberal, 'open-door* attitudes shown by
these economies towards each other's capital inflow. The first factor
reflects a desire to capitalise on the advantages of bigness, which
improved technological know-how and management technique are alwaps incr-
easing. The second factor, open-door policy is helped by the sharp incr-
ease in efficiency of transportation and communication, with the
resulting improvement in the capacity to develop and execute global strat-
egy that embraces the activities of far-flung subsidiaries and affiliates.
The growth of multinational operations is the best expression of the growth
of direct overseas investment, while the problems they create and the
ways these are or are not resolved would have far-reaching effects on
future international resources movaiient.

The issues and problems that are raised by the trend in world-wide
inultinat-i.onal expansion derive from three basic and interrelated factors.
First, that there may exist a divergence between the global planning of
multinational corporations and the national planning of the various host
governments. Secondly, that such organisations aim at maximizing their
global returns while minimising their aggregate ax burdens to the nation-
state. And thirdly, that the supranational nature of their operations
confer on than certain powers, responsibilities and oblications to the
international community without a reciprocal machinery of accountability.
The implications of this last factor represent the main dilemma of inter-
national corporations: how best can they harmonise the often conflicting
interests of their share-holders, their parent countries and other host
authorities they have to deal with, when they themselves have to define
what these interests are. Again, they have to define the international
public 'interest' to be considered v/hen national interests conflict
or when Governments' pressures push in opposite directions. No matter

how good and responsible these firms are in exercising’economic stateman
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ship’,a question-iaark would always remain over their judgement, as long
as there is no higher authority to v/hich they are ultimately accountable
and which is capable of rectifying, modifying or rejecting their conception
of the international neutrality or international public interest they may
attempt to observe.

I have drawn attention elsewhere to the fears and concern of nation-
states, both developed and underdeveloped, over the practical implication
of the above factors. A recapitulation is attempted here, in order to
create an awareness of the areas of multinational operation which demand
host-nation’s vigilance and multilateral action over ’controlling’
>supervising’ or ’policing’ these big octopuses. Critics ofmultinational
compardes would point to the fact that attempt to minimise global tax
burden implies the use of various devices, including inter-group charges
for royalties, fees and material transfers that are not on 'aims-length'
basis, as well as the establishment of ’tax-haven’ to avoid taxation, or
to transfer capital from one base to another. Multinationals with size-
able liquid assets (working capital) may engage in ’legitimate speculat-
ion’ by transferring such capital from weak to strong currencies, or to
take account of higher short-teim interest rates in different markets.
Such actions, while benefitting the company, may reinforce pressure on
weak currencies or add its weigtit to factors making for international
monetary instability. Globad planning and development strategy implies the
shifting of company's resources from one base to another, in the same
v/ay that cost considerations affect capital flows. Thus a multinational
group which is able to provide production for both domestic and export

markets, is also capable of withholding the export markets or in extreme

case, of cutting off local production altogether. The power and privi-

leges inlierent in supranational operation bring to the fore the prennial
fear that such groups may injuduciously Use their position to avoid the
full impact of Government policy; to interfere with, thwart or sidestep
national laws and sovereignty. Empirical evidence for tris soiij of

criticism is hard to come by though one would suspect that in many of the
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developing countries with relatively weale governments and bargaining
positions,such fear maj: be justifiable. The recent disclosure*"*
of the International Telephone and Telegraph Corporation's (ITT) inter-
ference in Chile's internal politics during the elections that preceded
Salvador Allende's presidency, and its approach to the U.S. Government
(parent Government) for a joint economic subversion and sabotage during
the presidency provide the rare concrete evidence of the power and influ-
ence exercised by the multinational company and underline the fear and
suspicion felt by the host countries. The circumvention of monetary
and fiscal controls are not uncommon.lo2

There are other areas of concern. The inevitable international
concentration end oligopoly - for example in chemicals, electronics and
until recently in petroleum - “resent a problem in the multinational
explosion. So also is the discreet support to parent government's
ihteign financial and economic policy v/hich a multinational fim is expe-
cted to give.

Tv/o fundamental propositions can be inferred frcxn above analysis.
First, that given the present international environment in which they
operate, multinational firms mmj," seriously distort the international
distribution of the benefits obtainable from such capital movement.
Secondly, that since such enterprises are beyond the overall supervision
and control of a nation-state, and that independent actions taken by such
government are apt to be ineffective, the continued absence of an inter-
national joint efforts to tackle the problems of multinational enterprise,

can only exacerbate the fears and the criticisms.

100. The bargaining strength of a multinational firm vis-a-vis a
host authority depends on several factors including (a) the
size and importimce of its operation within the economy as a
whole or in a particular region (b) the importance of such
investment in terms of company's global scale of operation, and
(c; the important or unimportant role such econcmiy is scheduled
to play in company's future development.

101. For example, see article by Anthony Thomas entitled 'How Tight a
Grip do Multinationals have on U.S. foreign policy?', The Times
(London) , March 22nd. 1773

102. For example of how foreign subsidiaries weathered the 1964-66
(Cont’d. on Page 279)»
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vThat C3J1 the international community do to minimise the defects of
multinational capitalism, while optimising its benefits?lo3 Some require-

ments for'lIong—term solution would, in my view, include the need to (a)

establish an international agreement or convention on multinational
private investment, or better still, formulate a set of international
lav/8 on multinational position and operations that can be enforced by an
international Court of Justice.

(b) Create a multilateral agency with an ’ombudsman’ role.

(c) Establish a consultative group- of major host authorities that must

be briefed, say annually, about the multinational development planning (for
a specific product).

(d) Set-up a ’trade union’ of leading host governments (for a specific
product) negotiate with multinationals’ representatives on all aspects
of production and distribution.

For the time being, and in the short-run, it is essential that individual
host authorities, especially parent country officials should

(e) discourage companies from overt use of tax havens and other devices
that enable them to shirk away from their tax obligations and transfer
capital around through the ’back-door’.

(f) stop official connivance that enable”firms to engage in commercial and
financial transactions that favour, in terms of foreign exchange and
ex;"x)rts, one host country to the detriment of the other, and

(g) as far as possible, disengage in ’zero-sum’ competition to attract

multinational or other foreign investments.

102. Cont’d frrom tage 278 .. Brazilian Credit Squeeze, see S. Morley
and 'GY/. Smith:- 'Import Substitution and Foreign Investment in
Brazil. Oxford Economic rapers (O.E.F.) Vo0l.23, No, 1, March
1971. op.cit Page 134.

103. Besides the general benefits of foreign investment which have
already” been discussed, multinational enterprises are particularly
well-placed to collect and spread the sort of information pertinent
to the best choice of location for various groups of products and
to the establishment of optimum-size units. They may exert im-
portant influence in negotiations on the cieation of larger markets
out of the present small developing countries.

104. G/F. The much-improved bargaining position of O.P.E.C. vis-a-vis
the oil 'majors’.
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A RBSUIE

/A Paradox of Foreign Capital. In the light of above considerations
linteresting paradox seems to be discernable about the behaviour of foreign
investments in developing countries. On one hand, they are criticized
for exercising considerable influence over the economic activities and
in extreme cases over the national priorities of a host country, by virtue
of their key (often historical) position in the economy. Their policy
and practise for exsanple, in the field of production technique and employ-
ment of local personnel in key positions, are shown to be much more deter-
mined by self-interest rather than consideration for long-term development
of the host country®. Yet on the other hand, they are also criticized for
lack of constructive influence over 'ministate' host Governments on issue
that fundamentally affect the long-term development and prosperity of these
communities. For example, in Africa and elsewhere, they have not used their
influence to encourage greater economic co-operation and eventual integrat-
ion, which to me seens a prerequisite for the creation of a market, purchas-
ing power and pool of skilled manpower on which long-term development must

depend. 105

On the contrary, they se«n quite prepared for a continuation of
the short-term remedial policy of dotting the continent of A frica with high-
cost sub-optimal plant units, in which the ultimate loser is the local econ-
omy. Two factors lend support to the idea of the companies favouring the
status- quo - though one would have expected international capitalism to be
more appreciative of the advantages inherent in a bigger trading and pro-
ducing unit. First the time-honoured security and stability of exporting
manufacturers and industrial goods from their main centres of operation to
the peripheral markets, simplify the global planning and development strategy
of the international companies. Secondly, the superficial structure created
by the present 'balkanization' gives to the multination corporations an
enviable bargaining power vis-a-via the host nations which they naturally

hope to exploit for as long as possible.

105. C/F. Footnote 103.
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The Pattern of Growth fostered by the Present form of Foreign Investments

If the modem foreign invesbnent has been required to initiate a re-
dress of the colonial agricultural and primary raw material bias of devel-
oping countries’ structure, it has succeeded in creating a modern sector that
bears all the trappings of artificiality and foreign-ness. If foreign capi-
tal was earmarked to play a leading role in a growth strategy that has been
based on an expanding import-substituting and export-creating modem-sector,
it has helped to engender a pattern of short-teim growth and sectoral relat-
ionship which undermines, rather than enhances the potentialities of the
economy for long-term growth and development. These are the conclusions that
emerge frcm the above critique. The industrial structure erected is too art-
ificial in the sense that it is a transplantation that has not taken root;
has not been locally modified, or induced by natural forces.T his shaky
foundation is unlikely to improve if present trends in capital intensity,
dependence on uptodate Western technological expertise, and absence of dcmes-
tic capital goods sector continue. What will became mors evident is that a
foreign-dominated modern sector will generate greater integration with for-
eign economies, rather than with its domestic hinterland. Nor could such a
pattern of investment be expected to create a domestically-owned and operated
industry capable of competing successfully with its foreign rivals.

For a typical developing country in Africa, the growth rate of the mod-
em sector considerably determines the aggregate growth rate of the economy.
As we have seen, such expansion is attended by mechanisation and automation
which hold back the growth of wage - employment opportunities for unskilled
labour flocking into the urban areas, as well as consuming scarce foreign
exchange through foreign purchase of equipments and input components. It
fosters and caters for the absorption of modem sector’s generated income
(as well as the agricultural income that is taxed away) by luxury consumption

of the urban elite which resembles the pattern of consumer expenditure in

+ C/P, Appendix II.

106. The fact that import substitution manufacture in the periphery has been
the product of incentives & tariff barriers, rather than the natural
sequence of a development process, helps only to demonstrate the artif-

icial elonent involved. It does not question the correctness of such
a policy in a long-term development context.
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the richer countries. It also involves the transfer abroad of an ever
increasing level of investment income and repatriated capital. It follows
that the leakage created and fostered by such a pattern of growth restrain
the expansion of urban demand for agricultural produce and hinder the
creation of bigger development stimuli to increase productivity of the rural
areas. In other words, the idea that faster growth of the urban modem
sector would induce the advance of the rest of the economy, must in the
circumstances be considered short-sighted. The inability of modem sector
employees to stimulate adequately the productive potentials of the agricul-
tural and rural sector inevitably meant that growth of the latter is largely
left to the unpromising behaviour of the so-called ’world commodity market’,
that is, to the inelastic demand of, and the commercial barriers imposed by
the developed industrial countries. The slow growth of rural income and
producitivity, in turn, has a diminished impact on the growth potentials
of the modern sector.

Without over-emphasising the importance of foreign investment in
shaping the present pattern of growth (official policy plays a decisive
part) one cannot but conclude that though short-term growth in G.D.P.
might be taking place in developing countries of Africa, a strong foundat-
ion for long-term self sustaining development as defined below,becomes
less discernable.lo8 If the present framework for creating growth contin-
ues and the pace of high-cost ’easy’ import substitution subsides, aggre-
gate growthtargets will increasinglybecome difficultto attain.Foreign
capitalists, for the reasons stated before, are unlikely to invest in
intermediate and capital goods sector in the ’multi-mini-state’ periphery.

The scope and strategy for growth will be constrained by the discretionary

107.See Appendix I.

10S. C/P,Arrighi and Saul, op.cit.
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>consumption’ of the elite and the increasing leakages abroad, by the
growing cleavages between urban modem sector and the rural traditional

109

society, and by the absence of a locally-adapted dcanestic capital

goods producing capacity on which an internally-pulsated growth and

development can be grounded.

109. Ibid.
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PART 11



Page 285

CAPTER 6

NIGERIA : EXTEKIiAl RUSOUEGES BEFORE WORID WAR 11 186? - 1540

The observation that scarcity of statistical information about
resources flow into Nigeria presents a major obstacle to this study
is probably more evident in this period than any other. And the factors
responsible for such a dearth emerge in the process of this investigat-
ion. Partly for this reason, and partly for the length of the period,
the analysis in this chapter is more biased towards economic histor}'*
than macro-economics. However, the main economic features would be
matched and linked with the analyses of the later period to establish
a continuous trend (or otherwise) in the nature and character of, and
the problems posed by, external capital. On this basis for example,the
inflows of 1905 would be subjected to the same cintical evaluation as
those of i960, or to give a more specific example, the picture of Debt
servicing in the inter-war years, is seen and discussed in the light of
present day foreign aid debt service situation.

The question may be asked why 1867 and 1940 as demarcation years?
The former represents the transitional year when the value of merchan-
dize trade with Europe by British lAfest Africa first passed the jCIH. mark.
In other words the West Coast trade began for the first time to require
relatively substantial capital resources. It also marked the year when
reliable estimates of capital inflow into Africa first began to be accum-
ulated. The introduction of the colonial Development and Welfare b ill

in the British Parliament in 1940 marked the first fundamental rethinking
of the role the Imperial G-ovemment ouglit to play in a concerted attempt

to develop the eennemie and social resources of the colonies for the
benefits of the local people. The period before and after the Great War,
therefore, represents a distinct phase in international resources movement
for development. Some of the main features of this period have already

been alluded to in Cnpter 4. The most outstanding one perhaps, was the
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colonial economic policy of laissez-faire and the priiuaCy of the traditional
wisdom of the Imp”erial Treasurv'- which had persistently demanded that each
dependent territory should be financially self-sufficient and content
with the services it could pay for.2 However, the tenure of Joseph
Chamberlain at the Colonial Office and his vigorous call for a massive
development of the 'Imperial Estates' (that is, the colonies) marked the
first official onslauglit on this archaic principle which nevertheless,
maintained its resilience for another half a century. The 1940 Act
compelled the Lnperial administrations to assume economic and social
functions feu' wider than the tasks of law and justice to which in the
beginning they attempted to confine themselves.

If Africa today looks on fcaeign capital as an essential complement
for the development of her physical and human resources, it is more than
ironic that the first for.i of large-scale European capitalism wVdch Africa
experienced was concerned with slave trade. If private capital from
abroad is needed today to exploit her raw materials for export, the earl-
ier incursion of such capital was associated with the export of Africans
themselves. V/hen slavery- and slave-trade were abolished, partly because
the former became uneconomic, the immediate outlet for European capitalism
in Africa was marked by a policy of despoilation, that is, a desire to
8-lpropriate the existing wealth as quickH.y as j-cssible rather than estab-
lish constru-ctive activities. As S.H. Prankel put it, the '"terror econ-
omy in the Belgian Congo and French dguitorial Africa provides one of the

most terrible instances of 'Raubwirtshaft' in modern history”".

1. C/P. W.H. Hancock: - Survey of British Commonwealth A ffairs, Vol. 11
fart 2. 0;.cit fages 268 and 324.

2. Alan Mcr'hee:- Economic Revolution in British VVest Africa. Op.cit.

3. S.H, Frankel:- Capital Investment in Africa, o. .cit Page 1.
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Not all Tropical Africa suffered fron the latter form of concessionaire
exploitation. ’British’ Mest Africa which bore the brunt of the slave
trade did not, and that was due essentially to the philosophy embedded

in British colonial policy in the area. Professor Prankel has described
in details the economic and social effects which earlier Imperial policies
had on the African colonies.” The central tenets of British colonial
policy as it affected West Africa before the last war are well discussed
by both Professor Hancock and Alan hcPhee, Yet, in general,’it remains
true to say that until the 20th. centuiy, foreign people were attracted to
Africa by the spoils of destruction’. The modem inflow of capital, to
establish a just and equitable traffic in African raw materials and Euro-
p“ean m.anufacnurers compensates for the piratical profits of the 17th. and
18th. centuries. Modem inflows ought to be motivated in a practical
way with a mission of restitution and reparation. But such a sen*e of
reconstruction, and in other cases of initial construction has never been
evidenced by the experience of Tropical Africa in the last seventy years,
irue, Africa has tiie largest per capita aid disbursed to any continent in
the developing world, but this average conceals a big contrast between
the relatively generous disbursement to some ’Francophone’ countries like
Gabon and Ivory Coast and meagre receipts by other countries. » Tropical
Africa contains the largest number of small, resource-starved developing
states Yath the lowest (volume; level either of aid or private invest-
ment inflows. 7/ithin it are 16 of the 25 poorest nations recently
identified by U.K.C.T.A.D, 111 as needing special financial and economical

concessions for their development efforts. It may not be inappropriate

4. TIbid Chapter II.

5. W.H. Hancock: - Survey of British Commonwealth A ffairs. Vol.Il,
Part 2. Op.cit and, A. Kcrhee: - Economic Rveolution in British
West Africa, op.cit,

6. See DAC/OECD: - Development Assistance. 1968,1969 Reviews ou.cit

for developing countries aid ranking. See also Tables 34,344,34b and
34C.
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to say; here that Nigeria, the most populous state in Afidca has tradition-
a11y received one of the lowest per capita resource transfer in the
world. The factors making for this situation are discussed in this and
following chapters.

By mid-IRth. Century, the subsequent fate of the people of West Africa
whether in the later British territories of Nigeria, Gold Coast (Ghana),
Sierra-Leone and Gambia, or in the French, Spanish and Portuguese territ*-
ories, were being shaped by the activities of European traders. The
politicians had to wait for another thirty to fourty years before they
could establish their legal hegemony over the continent of Africa. The
groundworks for the politico-economic partition of Africa at the Berlin
Congress of 1885 had imperceptibly begum to be laid by the first contact
with the Portuguese in the 15th. Geiitury. However, the scramble for Africa
which came to a climax at the turn of the last century was a phenomunum
largely conditioned by factors and events outside it. Political and
military competition in Euiope, the desire for imperial expansion,'for a
place in the sun' as an attribute of national greatness began to bear on
the h-itherto neglected continent. Perhaps more important from an econom-
ist's point of view, the effects of widespread industriall.sation and
rising living standards in Europe manisfested themselves in the demand for
develoxxaent of new products and the satisfaction of nev; wants. Suddenly,
the potential wealth of the tropics assumed a new importance. 'The image
of the West Coast in Mid-1"th. Century as 'x)est holes', a 'v/liiteman’s
grave’, and of an area with little mercantile value was gradually replaced
with glowing descriptions of its agricultural and mineral potentials.
Before the Great War 'real politik' and raw; material needs of Europe swept
the coastal spheres of influence and the areas beyond them that were fifty
years before treated with the utmost parsimony and contempt, into the
world economic and political systems. On the economic rationale for the
scramble for Africa, Captain P. Lugard, who was to play an important part
in the colonization of Uganda and Nigeria noted in 1893 that it was the

’growing commercial rivalry, which brought home to civilised nations the
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vital necessity of securing the only re/aaining fields for industrial enter-
prise and expansion ... It is in order to foster the growth of trade of
this countiy and to find an outlet for our manufacturers and our surplus
energy that our far-seeing statesmen and cominercial men advocate colonial
expansion ... 1 do not believe that these day"s our national policy is based
on motives of pliilanthropy only’”. Im plicit in Lugard's alanysis is the
fact that tropical Africa was the last place sizeable European capital
sought opportunity for profitable use. Africa was late in attracting
private capital - as compared with the rest of the Empire and the world,
partly because it presented at first, almost insurmountable difficulties
to the outsider. Beyond the coastal strip, countless diseases and afflic-
tions like Malaria fever, the tro”vical climate, the topographical inaccess-
ibility, poverty and economic backwardness of the region shut it to all
but the toughest traders. However, within this general lateness and if
we ignore the size of the capital involved, we find that the attention of
British enterprise was concentrated on the West Coast to a greater degree
than elsewhere in the tropics. Unlike East /ifrica, v/here British enter-
prise before the second half of the 19th. Century was unimportant and
formed the periphery of the Indian trade, the West Coast has been the
scene of European mercantile rivalry ever since that first contact with
the Portuguese explorers and traders.” The trans-Saharén trade with North
Africa and i..editerranean Europe is even dee%)er in history/ than the coastal
one, and the strength of the latter v/as of course emphasised by the slave
trade.

Between this early period of informal comtfiercial relation and the

turn of the century/ when dejure politcal and economic sovereignity v/as

7. Captain P.D. Lugard:- The Rise of East African Empire. Quoted by;
L, Woolf in his Ihipire Commerce: A Study in Economic Imperialism.
London 1968 (ed.; Page 26.

8. See A.P. Newton: - 'British Enterprise in Troxjical Africa 1783-1870.'
Chapter 18 in Cambridge History- of the British Empire. Vol. 1V,
Pages 633 - 676.
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established over the length and breadth of West Africa, British traders
and merchant seamen had gradually acquired spheres of econcmic interest -
sometimes of exclusive economic influence -, linked them to the British
economy without the expense of linking them to the British Grown, Even
after the politicians and finance capitalists had decided to push the
influence of the British Government beyond the settlements on the coast
before public opinion was ready to support territorial acquisition that
could not immediately pay- their way, private enterprise and traders in
the fom of chartered companies and concessionairs were employed to imple-
ment such decisions. British territorial expansion in West Africa was
originally and foremost the result of activities of traders and not of
soldiers and administrators. The Empire in that part of the world was
essentially a traders' Empire.

Nov/here in West Africa had the initiative and influence of traders
been more crucial in setting up local British interest than in Nigeria.
British Nigeria was, pure and simple the creation of British commerce and
British shipping. The old Northern Nigeria, an area of over tv/o hundred
thousand square miles was carved up and acquired for the Empire by one
chartered company, namely, the Royal Niger Company.

However, in those early days the effects of European Commerce,
especially on social and economic development as v/e know it today, was
not exceptionally great. Though they provided the first scoq/e and outlet
for Nigeria's participation in international trade with Europe and America,
the country had to await the political takeover by Westminster and the
arrival of Joe Chamberlain at the Colonial Office before a start in infra-
structural development could be made. It was these initial infrastruct-
ural build-up of railv/ays, harbours, roads and other communication networks
that indeed gave greater impact and weight to the economic influence of the
traders' caxdtal in lost-(Great) War years. For reasons that will become
clearer in the course of this analysis, the traders were not to be unduly
blamed for their initial poor showing. Not withstanding the fact that

Africa represented the bottom of the barrel in terns of international
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op, ortunities for profit-seeking private capital, the difficulties faced
by private enterprise in a backward peasant economy were tremendous. The
Report of the Committee on Private Enterprise in British Tropical Africa
noted ’an incontrovertible fact that private enterprise will not build a
development railways in Tropical Africa ... without Government help and
concessions in the foirn of land concession, mineral rights or guaranteed
return in Capital. 8a Even then, big and piov/erful cmip/anies with commerc-
ial, administrative and political privileges - for example the Royal Niger
Company were to find the burden of development expenditure almost unbear-
able without Government assistance. For the territories to develop and
the trader's to prosper, it was inevitable that the Imperial Government
must step in. In Nigeria, it is instructive to examine the elements of
the traders' frontier before 1911, the year the railway;s first linked Lagos
on the coast with Kano on the fringe of the Sahara Desert. The coming
of the railway,s of course, heralded in a big way the initiating role which
official capital was to play in infrastructural development.

The abolition of the slave trade and transportation across the
Atlantic did not spell the end of European Merchants' Contract with the
V/est Coast. They nuickly adapted their expertise to transactions in
natural produces wliich the region could offer. The most important of
which were the products of tlie palm tree. The capital sunk into the new
commerce was small in comparison v/ith the old trade. But the personnel
were the same. The Liverpool oligarchs who had made piratical profit
out of the old trade now dominated.the oil trade on the Lagos and Niger
Delta coastlines. The emergence of the trade in palm p/roducts did an
incalculable service in bridging the transitional period betv/een the old
days of slave trade and the commercial and industrial relationship of
modem times. The commerce did not of course arise out of nowhere. It
had merely been over-shadowed by the more lucrative slave trade. But its

transitional role was greatly; enhanced by the coincidental rise in Europe's

8a. Report of Committee on Krivate Enterprise in British Tropical
Africa. C.M.D. 2016 Jan. 1924.
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demand for products of the palm, especially for fuelling and lubricating
her multiplying machinery and to feed her soap and margarine factories.
From the middle of the 19th* Century, commerce in pain oil was to dcminate
the export and indeed the economic life of Nigeria for a long period.
Even as late as 1920, 6”5 of her export value was still derived from palm
products.

IW not strictly concerned here with the evolution of the traders’
frontier in Nigeria but more specifically with the influence and impact
which foreign capital, as represented by traders' capital had on the econ-
omic development of the country;. But since the evolution of the modern
economy of Nigeria was to a far greater degree than usual conditioned by
the evolution of foreign cap/ital participation, a certain amount of di-
gression seems inevitable. The history of the evolution has been amply
revealed and analysed by Dike, Hancock and i-c -“hee. I'erhaps the most
important fact to emerge from their analyses, is that the shape of foreign
private participation and the characteristics of its enterprise have been
laid and developed very much in the early day"s of 'legitimate' trade,
when palm oil was still the king and a decade or two before Nigeria form-
ally became part of the British Empire. Yet these characteristics v/ei'e
to endure for a long time, certainly; upto the 1990s,and some elements
of them are still prevalent today;. The reign of palm oil did mask some
important characteristics being developed behind the scene in the Nigerian
economy. No longer were the Liverpool i-ic reliants who had been quite con-
tent during 1830-1860 to monopolise the trade along the coast having things
their own ways;. The profit level had been so great as to attract multitude
of other traders. The arrival of the latter group and their competitive
force had the blessing of the Foreign Office which throughout the middle
9. K.O. Dike;- Trade & Politics in the Niger Delta. 1830-1839.

Oxford University Press, 1996. W.H. Hancock: - Survey; of

British Commonwealth A ffairs. Oj/.cit and Alan mcihee:-

Economic Revolution in British West Africa. o.,.cit.

10. C/P. P.T. Bauer:- West African Trade, oy.cit.
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decades of the century/ had deliberately encouraged free trade end expans-
ion against monopoly restriction in the Delta Area and Up River. However,
given the enormous overhead cost of the West Coast trade, the appearance
of 'interlopers' in carefully-marked and jealously-guarded economic posts
and sphere of influence was inevitably to lead to a cut-throat competition
in which the survival of the most rugged was never guaranteed. And so
emerged the circular causation of wild and 'insane' competition on one
hand and ambitious combination and monopolistic practices which were to
plague the West African trade for more than a century. It gave to the
foreign sector of the Nigerian economy - certainly before the big U.A.C,
merger of 1929**, a melting-pot atmosphere, in which multitudes of fiims
often manned by one or two agents emerged one day, only to disappear the
next and yet to be replaced by more traders and miners. The appearance
and disappearance of these firri'S was not entirely due to the severe com-
petition and the high overhead cost, A greater part of their troubles
was due to their inadequate grasp of the economic and social environment
in which they operate, inadequate capitalisation of their businesses and
the higiily elastic repercussion in the domestic market to violent fluctua-
tion in the world prices of Nigeria's exports before World V/ar 11.12

The movement into the interior, especially into the region and
Emirates beyond the Niger and Benue Rivers did much to increase Nigeria's
participation in the world's commerce; but it engendered repercussions
which were of M storical importance. V/hile the aggregate volume of trade
in the North did increase, especially after the arrival of the railways,
the volume in the South before the railways and immediately after it, was
not appreciably increased because the effects of establishing outposts in
the interior led to dispensing with the services of the Nigerian Middlemen.
As we shall see below,such gradual displacement of the middlemen espec-

ially those of the entreports of Calabar, Brass and Bonny on the Niger

11. See below Chapter 8.

12. See VEH. Hancock: - Survey of British Commonwealth A ffairs .. op.cit.

13. See Chapter 8, section on critique of foreign private investment.
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Delta, who had for centuries been the recognised intermediaries between
European traders on the Coast and the people of the hinterland; and the
gradual elimination of Nigerian entrepreneurs and incipient traders and
of professional and skilled artisans by the competitive forces of European
traders and their imported merchandizes, were historical episodes which
were to bedevil the Nigerian economic scene with suspicion, accusation
and grievances against foreign enterprise.

The initial economic and social im_pact of moving into the interior,
buying from and selling directly to the peasant producers were not without
mixed blessing for the African. Gradually uprooted from subsistence
agriculture and encouraged to produce cash crops for the world market,
they inevitably fell victims of the violent fluctuation in the world demand
for their produces. As trade slumped, tum oil generally spreaded in the
hinterland. There is evidence to link endemic inter-tribal conflicts
of the 1880s and'90s with struggle for control of the trade routes,”
and for land to cultivate export crops. '"The time-honoured bases for ex-
change, of inter-tribal politics, of the relations between producers and
middlemen were ui/set by the presence of European, by his innovation and by
the play of the world market. Instead of spreading peace, commerce seemed
to have encouraged unrest and corroded tribal authority ... '

Niger Delta and its hinterland, the drive and expansion into the interior,
especially after the chartering of the Royal Niger Company in 1886, brought
with it fiercer competition betv/een the Liverpool palm oil 'ruffians' who
in the past had contented themselves to monoj-.olising the trade at the mouth
and the company agents and other firms who gradually established upstream.
By 1864, there were twenty-one British firms operating in the Delta all
ferociously competing against each other, bolstering the buying price of

palm oil in Africa even v/hen its selling price was falling in Europe.

14. Ronald Robinson et al:- Africa and the Victorians : The O fficial
Mind of Imperialism. London 1961, Page 39, and rl”cock:- Survey
of ... o .cit Page 1I64.

15. R. Robinson, loc. cit.

16. Hancock, o .cit Page 167.



Page 299

It v/as inevitable that in time of slump only a fev/ could survive. In the
West Coast trade the point was established as early as two decades before
the turn of the century that fierce and rugged individualism could not
confer prosperity and security to foreign capital, nor a sence of economic
and social security to the pea.sant producers and princely middlemen.
'liveipxDol firms of the Delta and the African middlemen who supplied them
stirred up tribal resistance against British firms vho were tapping the
trade at some soiree up river. The drive into the hinterland threatened
to destroy the prosperity and prestige of the Delta chiefs.

By the time of the Berlin Congress, it had become self-evident to all
concerned - the British Consuls on the coast, the traders and the native
producers - that peace and security was essential if prosperity of the
area was to be guaranteed. If the official British qnlicy of encouraging
the expansion of British commerce in West Africa to counteract the influence
of the slave trade, was to be meaningful and productive, a shelter, a
pax Britannica must be instituted. Whatever the external factors were
that guided official British incursion into Nigeria, the timing, the
pia.ttem and type of sovereignty established over it were greatly influenced
by economic factors.

1 have gone into perhaps undue details about the last point or two,
primarily to show that the structure of foreign private capital in Nigeria
and the monopolistic/oligopolistic character it fiercely displays (espec-
ially alter the 1930°‘s Great Depression) in commerce, banking and shixpdng
are deeply rooted in histoiy;, and why such practices ccmte to be accepted
by all excep;t the /ifrican as trading norms on the West Coast.Before
the railways revolutionized the export sector of Nigeria and while palm
products were still the mainstay of her foreign trade, attempts were being

made to reduce her dependence on monoculture and to diversify her export base,

17. R, Robinson et.al. o,.cit Page 4C. For analysis of the dissension
between Lagos and its hinterland after its anmnexation in 1861, and
the unrest and chaos caused by European capital penetration gener-
ally, see Rages 33 - 42.

18. See Hancock, op.cit; and R. Bauer; - Vfest African Trade. 0 .cit.
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The vast expanse of the territoiy, with its varying climatic and social
conditions proved to be an advantage. But transport cost precluded any
early attempt in the north where conditions favoured the cultivation of
groundnut, cotton, beniseed, etc. The attempts were, therefore, initially
concentrated in the South, especially in the hinterland of Lagos where as
early as mid-19th. Century, Anglican missionaries had established a strong
foothold among the Yorubas.

The first departure from monoculture centered on cultivation of rubber
and cotton. Especially in the case of the latter the European traders
and missionaries did more than merely offering a vent for surplus product-
ion. However, the initial competition offered by rubber was only temporary,
that is, it existed between 1890 and 1905 when world price was at its peak.
Careless exploitation and ’slaughter tapping' of wild rubber trees quickly
killed off the trade.19 The most important effect of such desolation was
to energise the authorities into propogating a scientific' and controlled
approach to r>abber cultivation, while the European traders, before the days
of the Marketing Board, offered incentives for quality production. Not
much would be said about rubber in this study, though it is currently the
fourth most important agricultural export. However, it is worth noting
some of its perculiarities within the Nigerian agriculture. If the pro-
duction of other export crops that were developed in the inter-war years were
to demand little in the way of technological innovation, the same could not
be said of rubber culture. Today it is perhaps the most modern and scient-
ifically orientated agriculture industiy in the country, with a biological
and technological advancement far in excess of anything known in cocoa,
groundnut or palm oil production. Its peasant influence is minimal, pro-
duction being based on communal, state and private company's exploitation.
It is the only raw material production, apart from minor influences in palm
0il production,in which private foreign enterprise has some-how managed to

establish a foot-hold in plantation cultivation. Even then, this is on a

small scale.

19. See W. Arthur Lewis (ed.) Tropical Development 1880-1913. Chpt. 6.
by A. Baron Holmes on 'The Gold Coast and Nigeria', Page 156.
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'Cotton has been cultivated in West Africa for over a thousand years',
but its export to England from West Africa only began in the '90s of the
last century at a time when the price of cotton in the world market was
rising and the Lancashire cotton industry; was feeling the pinch of short
supplies. The prime mover in West Africa was a Manchester merchant named
Thomas Clegg and the source of his supply was the district of Abeokula,

20

which lies inland fresii Lagos.' This supply v/as to some extent a reflect-

ion of the 'attempt made by Christian Missionary Society to introduce an
export industry; to Yorubaland ee.' 2 The supply conditions were also
favourably influenced by the activities of Sierra-Leonnians who came to
Nigeria originally as middlemen. As ex-slaves from the Southern (U.S.A.)
cotton fields, their expertise came to the fore during the early period

of development.22 Other factors, internal and external were to affect
the cultivation in the Western region. The most important internal factor
was the high cost of production, while the external situation was largely
determined by what happened to Lancashire's supply; from the United States.
The American Civil war greatly stimulated production for export, so did
the periodic ravages of the Boll-Yfeevil in the American cotton fields*

Frem the early 1850/ when the first cotton gins reached iibeokula, the
amount of cotton exported to England grew steadily. In the years 1868-70,
Lagos exported an annual average of over 1 million lbs., valued at over
B60,000. This v/as the high-v/ater mark. After 1870 the United States
gradually; recovered the ground they lost and as supplies multiplied the
price of cotton tumbled. Low yields in the face of low prices inevitably
brought about a temporary; halt in export in the decade before 1900. The

revival did not take long and it v/as largely conditioned by; external stim-

ulus. It was Lancashire's anxiety; to reduce its dependence on American

20. Allen MdPhee, ( .cit. Page 45%
21. See A. Baron Holmes o".cit. Page 159*

22. loc. cit.
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supply and diversify its sources into tlie Empire that again prompted a
much more determined revival. And the vehicle was a new institution that
was formed in 1902 : The British Cotton Grovdng Association (B.G.G.A.)
represented both employers and eaiiployees of England’s premier export indus-
try and received a royal charter in 1904* In practise, it was not essen-
tially a profit-orientated association. No interest was paid during the
first fourty years of its existence. Its primaiy objective was to pro-
duce and funnel Empire Cotton into Lancasliire textile mills. In 1914
its authorised capital stood at and its original effoi-ts were concen-
trated in V/est Africa. The full liistory and role of B.C.G.A. in the
development of large-scale cotton cultivations have been told and analysed
elsewhere.23 The most important aspect of its contribution v/as the much
more positive way it tacldLed the problems it faced in Nigeria over }ialf a
century . A flexibility; in policy imbued with a far-sighted horizon makes,
what in retrospect v/as an ideal pragmatism loolc® too radical when compared
with the records and experience of other foreign enterprises. The Assoc-
iation soon abandoned its plantation policy in Nigeria and adopted a
programme of complete co-operation v/ibh native cultivators. It initiated
the development and expansion of peasant cultivation, undertook research
into the most suitable local species; distributed improved seedlings;
established ginneries at central locations; purchased at guaranteed prices
and catered for trarisportation overseas. //hat v/as exemplary; about its
operations was the v/ay it abandoned the various stages of production to
the Africans as soon as they; proved capable of undertaking them efficiently.
By 1920 annual production capacities of the Association ginneries was 7-8M.
tons and its promotional efforts were greatly increased by the arrival of
the rallv/ay/s in the North where the soil and climatic conditions were more
favourable than in the South. It v/as in the vast and untapped Northern
Nigeria that its post - 1930 efforts were concentrated, and they were to
bear greater fruit in the post-war years. Without its efforts in guaran-

teeing stable prices in a fluctuating v/orld market and in bypassing the

23. See J.C. Atkins:- The Stoiy; of B.C.G.A. (Manchester 1923); Alan

HcPhee. op.cit; & Eicher & Liedholm (ed.):- Growth ¢ Development
of the Nigerian Economy o .cit Chapter 3.
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middlemen who would have depressed prices almost to the point of rendering
expoi-t cultivation unattractive, cotton growing for local consumption and
export could scarcely have survived. The Association’s efforts were
supplemented since the Tv/enties by the establishment in Britain of the
Empire Cotton Growing Corporation as an institution for the promotion of
cotton-growing witliin the Empire. If the activities of B.C.G.A. were self-
motivated, there was no doubt about their mutual beneficial effects. It
was this harmonisation of the interests of both recipient and donors - the
greater part of B.S.G.A. activities encompassed technical assistance - that
was to retain for B.C.G.A. an influence in the economic development of
cotton in Nigeria.

Another institution which had left an indelible print on the politico-
economic history; of Nigeria was the Royal Niger Company - a not-so-ordinary-
trading company. So much had been written about its origin, its activies
and demise, that 1 shall largely concern myself here v/ith analysing and
evaluating the socio-political and economic consequences of its operations.
The Roy/al. Niger Company (R.N.C.) was unique in its character; and in terms
of Empire-building, it was unique in its success. As a company it existed
before the charter in 1886, (as United Africa Company), and when the
charter was revoked in 1889, it continued to exist - as the Niger Company.
It still exists in Nigeria today/, but as part of the huge United Africa
Company; which itself is a subsidiary/ of Unilever Ltd., but it was the
thirteen y;ears as a chartered company; that earned it a place in the political
and economic history of Nigeria. If it existed before, during and after
those thirteen years as first and foremost a prd.vately;-owned profit-seeking
trading body, it was in no uncertain terms a great and powerful political
and administrative force on the West Coast of Africa. And it was in the
latter capacity that it left a greater mark on Nigeria - ratherthan as a
trading company. Looking at it from the angle of Nigeria’s economic
development, the company’s record was not particularly outstanding. Indeed,
it provided ample grounds for criticism. Apart from expanding and divert-

ing the huge northern surp-“lus output towards the coast and the European
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market, its commercial activities followed the familiar pattern of the
struggling and frequently combining siuall-size European firms, and
exploiting to the full, its de facto, if illegal monopoly power in its
territory and beyond. The capital at its disicsal, both for trading and
for its administrative department was certainly small by todays standard,
or in terras of the size of territory it opened up. At its inception

as a chartered company, it had a subscribed capital of about Elivi.,, even
this was reduced to about a third after it lost its charter in 1899*% How-
ever, its trading position continued to be strong and steady for it to be
valued at E8.5*vl. when taken-over by the Lever Brothers in 1920. How the
R.F.C, came to decide the fate of over 10k. people in an area of over 370,
X0 sq. miles in West Africa was due to the work, the determination and
persistency of one man - Sir George Tubman «Goldie. He created the R.N.C.
He particularly fought for the granting of a royal charter, using all his
diplomatic skill and business connections to persuade the Colonial Office
about the soundness of his proposals. His motives were a mixture of
politics and economics and his company’s activities thoroughly reflected
both. Some writers notably rrofessor S.H, Frankel, have emphasised the
Aclitical and patriotic objectives of founders of chartel'ed companies in
Africa.However, in the case of R.N.C., T believe that the desire to
establish and expand the Empire in the hinterland of the Niger - Benue
rivers was a politically and administratively necessary means of establish-
ing and maintaining a ccmmeroiel hegemony. For this reason it bitterly
resisted to the end the attempt to v/ithdraw its charter even after Goldie’s
political objective had been achieved. Apart from the political interests
of the nation being served, the company also saw its commercial success

as being in the nation’s economic interest. The aforementioned quotation
from Frederick Lugard, an important crown servant in Nigeria and previously
a company’s agent, clearly demonstrates this point. The company’s argue-

ment could be put simply thus:- to put trade into the hinterland of the

24. Pe‘g ]SfH’ Frankel:- Capital Investment in Africa, op cit Chapters
b
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Niger would increase British camerce. It would open the way to the
vast markets of the Emirates. It would extend the region of informal
influence. Moreover, by attacji*ng slave-raiding, -trading and -holding

at its source, it would fulfil the thesis of the anti-slaver”/ interests
and Lord Palmerston's policy towards Africa.25 A trader’s pax would
stabilise the trading environment, ensure reasonable profits and serve as
well the true interest of the African producers. Commerce, law and order,
and philanthrophy would advance hand in hand. Unlike the British South
Africa Company, the British East Africa Company and the British North
Borneo Compary® that were chartered in the same decade, the Royal Niger
Company was supported by the British G-ovemment because in effect it was

a convenient instrument during the transition period between the abandon-
ment of the old, and the not yet wholehearted acceptance of the new
colonial policy of forward expansion and assumption of pemanent respons-
ibilities in the interior of Africa. O fficial capital was also not
forthcoming. For exanple, tlie company was forbidden to expand more than
190,000 on governing or administering its territory. There were two
inter-related factors for the last proviso. First it implied a recognit-
ion by the Imperial Government of its ultimate, if long-term responsibil-
ities for the financial cost of administering the new territoiy-. Secondly,
it was necessary to counteract the company’s argument that a steady flow
of 'monopoly profits’ was needed from its trading department to subsidize
its administrative department.

The company’s desire for non-compeition - to keep interlopers who did
not have to bear the enormous overhead cost away from its chartered
territory , and the exhibition of vihat amounted to capitalist high-handedness
soon brought it into conflict with the Imperial authority early in its
chartered life. As H.B, Koebner, an opponent of the Imperialism thesis
conceeded, 'the commercial monopoly which had been planned by Goldie in

23. See Roland Robinson et al:- Africa and the Victorians
op cit, Pages 39 - 41.
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in his treaties with the native chieftan but was decidely rejected by
Salisbury (I'rime Minister) was carried into effect by his managers.
Salisbury took offence and authorised the enquiry/ of 1889. Sir Claude
Macdonald reported that the manner in which the company directed the
channels of local commerce was to the unqualified detriment of native
traders, and it robbed of their markets, those of the Western Niger,
direct subjects of the Crov/n. Nevertheless, the Gloverrnent did not
take any action. It swallowed also the injunction of the company on its
servants not to make public, any facts concerning the administration and
business of the company."Zé The last point was important in another
respect; for it set a precedent which v;as to become an important feature
of foreign investment in Nigeria, namely that the facts and figures
relating to their operations were kept from official and public gaze to
an unusual degree, even into the 1930's.

In the field, the conflict with, and resentment from otlier European
rivals and the native traders was more ferocious and protracted. It
culminated in the looting and sacking of the company/'s station at Akassa
in IB93 by the native traders of Brass. Tliis sensational reprisal (like
many others unrecorded) was investigated again by® a Commission of Inquiiy

and '"play“ed some part in convincing the Imperial Authority that chartered
company government could no longer be tolerated. R As to the fact of
the monopoly there is no uncertainty. In the Revenue and Expenditure
account of 1887, the revenue accruing from the imports and exports of the
chartered company was ~38,483 and from those of other traders E2,333/where-
as in the corresponding account for 1898 the figures were respectively
4111,775 and £260."28 The above analysis underlines the fundamental
economic reason for the temporary nature of the task of a chartered company'-.

Having succeeded with relatively small financial means in obtaining political

26. R.B. Koebner:- 'The Concept of Economic Imperialism' in The Economic
History Review 2nd. Series, Vol. 11 No. 1 1949, Pages 11 - 12.

27. Hancock 0j.>.cit. i'age 168.

28. A. ivlcihee. o, .c it. Page 80.
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and economic control over enoirnous nev/ territory, it was unable, as a
private enterprise to continue indefinitely in raising capital for long-
term investment in developing its vast territory. It had sought to over-
cane this problem by planning for immediate flows of high returns which
could be ploughed back for expansion. As we"v* seen, this policy was to
lay the foundation for the company’s demise as a chartered company, but

it was R.N.G.'s political and administrative involvements comparable to
those of Cecil Rhodes' British South Africa Company that was to determine
its fate. Its success in creating a vast British territory with defence
j-roblems and frontier disputes with foreign powers necessitated a direct
Imperial takeover. The imrnediate cause for British Goverrrnent revocation
of its charter was the threat of French military incursions into its
established territory-, and the company was too weak financially and
unco-operative with n'liitehall to resist such incursion. The setting up,
at the exp/ense of the Luperial (k*vemment of the T/est African Frontier
Foiee in July 1897, was only a holding operation. By November of the same
year. Lord Salisbury and Joseph Chamberlain, had agreed in principle with
the French, that the Charter should be revoked and the company compensated.
It is not difficult to discem other more fundamental and p'rosaic factors
leading to the inevitability of the revocation. *""WVvA" above, the
economic causes. In essence it was the ..... raciniiicy~ between Government
by' a trading firm and free trade as stipulated by the Berlin Conference.
On the political plane, the scramble for Africa had taken a new dimension
and public opinion in Britain was no longer averse” to imyrerial expansion.
Joe Chamberlain had arrived at the colonial office in 1893 and in his view
the company' had outlived its usefulness. It was not a suitable instrument
of his plan for investing Iriperial capital in West Jifrican 'colonial estates'
"Chamberlain thougiit it was time to expropriate Goldie, lock stock and
barrel ..." 2 On January 1st. 1500, the British Protectorate of Northern

Nigeria was declared over the chartered territory-.

29. Roland Robinson et al.: - Africa s: the Victorians o".cit. Page 403.
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illan Mczhee®” has analysed in some details the impact on* Nigeria of
the policies and activities of the Royal Niger Company. Two factors
that had subsequently influenced the economic and socio-political structures
in the country/ worth brief consideration here. The economic point is this;
the thin distinction between government and canmeroe, politics and economics,
and between state and private sectors in the day's of a chartered company”s
government established a tradition which thenceforth, was to emphasise sta-
te’s participation in the economic activities of the country. That the
Government must be the hub of the nation's economic life v/as a legacy
bequeathed by the Royal Niger Company, long before the days of national
planning or of 'African socialism’.

The other factor, the political and administrative legacy of 'indirect
rule' has been well expounded upon by' other writers.31 In the words of
George Goldie, "if the welfare of the native races is to be considered,
if dangerous revolts are to be obviated, the general policy of ruling on
African principles through native rulers must be followed for the present. 32
Frederick Lugard, first as governor of Northern Nigeria, and of the whole
Gountiy in 1914 carried the principle to its perfection under his admin-
istration, and his successors did not flinch from following his example.
Alan r.clrhee provided the rationale:- "The reason for the acceptance of the
principle from the company' and its continance under the Colonial Office
regime is that the factors making for Indirect Rule still remain : the
shortage of funds necessary to establish Direct Rule, the Civilisation of
the natives, the ability' of the rulers, the diversity of languages, and
the gulf fixed by varying ideas and ideals between the natives and the
English ... what was at first p/erhaps somewhat of a measure of expediency’
has now become a deep-rooted conviction that the principle of Indirect

Rule is the best for Vfest Africa." 32 However, advantageous the administra-

30. A. McPhee. o, .cit. Pages 90 - 10p.

31. See especially M Perham:- Native Administration in Africa and her
biographical works on Lord P. Lugard.

32. A. Mci-'hee. 0”*.cit. Page 92.
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tive convenience and other virtues of Indirect Rule, it is my opinion
that it had bred over the years ari element of conservatism which Nigeria
even today has found difficult to shake off. By maintaining in the fore-
front of political and social life feudal rulers and native aristocrats
least desirous of change, the absence of dynamism had permeated all aspects
of national life. It certainly makes a radical approach to economic prob-

lems all that more difficult.

OFFICIAL CAIITAL. In Nigeria, like in the rest of 'British West Africa,

the coming of official capital proceeded dejure Imperial take-over. This
was not surprising since it took the form of Treasury's subsidy to trading
companies, church missions and other Empire-building institutions for the
purpose of maintaining and expanding often discretely, British influence and
sphere of control in the area. Even after formal sovereignity had been declared,
the greater part of 'grants—in-aid’', 'loans' and other non-financial assistance
to the colonies were in effect resources to establish effective political and
economic control and later, to lubricate the administrative and economic
machinery. This certainly was the way early resources transfers were seen
by the colonial people and in the case of Nigeria, not until the Projects

and Schemes undertaken under the Post-war Colonial Development and 7/elfare
Acts, was the emphasis seen to be increasingly placed on development rather-
than on administrative needs. The theme of official capital for develop-
ment is not so straightforward. A clear-cut distinction can hardly be

made between infrastructure expenditures for administrative convenience

and for development purposes. In practise, such expenditures were made

with a view to fulfil both objectives. Our academic interest is to establish
where the emphasis or priority laid. In Nigeria, large sums of capital

were raised abroad by the Government to construct the railway network.

In such a vast country the construction was an administrative necessity,

but its economic impact was spectacular, and in the long run of greater

significance. In Africa as elsewhere in the developing continents.
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the part played by the state in transport develOj.ment (especially railway
constn”ction) was not inconsequential.. As the Report of the Com/nittee on
Private Enterprise in British Tropical Africa noted, the earlier railways
were constructed under conditions of 'extreme administrative urgency.
Except in Kyazaland the whole railways in British territories were built
by the State, and in many cases the railways were constructed in the first
instance for administrative convenience as much as for commercial advant-
age' They were built by 'departmental construction', that is by Govern-
ment departments rather than by private capital. - Partly for the reasons
stated before. "Nor would a private venture have received very much cordial
(official) support, since the reaction from Laissez-faire had begun, and
it was being advocated to the 1890s that rsllway/s should belong to the
state.

The point I have been trying to establish and emphasise here is the
fact that most of the official estimates of colonial financial assistance
or grants-in-aid contained a large elenent of self-interest expenditures
whose 'aid' connotation would certainly/ be questioned under today's crit-
ical standards. For exanple, between 1897 and 1901, the Lnperial 'Govern-
ment paid £611,000 for the establishment and maintenance of the West African
Frontier Force. The bulk of the £4,872,000 'assistance' given to Northern
Nigeria between 1900 and 1918 was expended on the same force, but the
Frontier Force was a British creation entrusted with the task of defending
British territorial acquisition (and planned acquisition) against French
incursion. The figures for financial assistance during the entire length
of the period under study must, therefore, be treated with same caution.
The economic impact of such 'aid' deserves similar circumspection,

33. Report of the Comraittee on Frivate Enterprise in British Tropical

Africa. Qmd. 2016 Jan. 1924 Fage 6.

34. A. LcFhee. oj .cit Fage 111. For a detailed analysis of the contro-
versy over the high cost of construction by Government department,

and the factors making for the exclusion of private enterprise.
See Report (F/TH 33).



Page 307

Having said that, I must now look into the evolutionaiy process of
official assistance and capital supply. If the Imperial Government was
faced with a large heritage of grants-in-aid with the assumption of direct
sovereignty in British West Africa, it was not a duty the Exchequer v/as
prepared to discharge indefinitely. It may/ be correct to assert that
not unuil during the Post-war era, certainly not before 1929, was generous
assistence, ’hand-out' grants and other ’soft’ transfers,35 given to the
colonies other than for the consolidation of the colonial administration,
for fighting wars, or as amergency help to those in distress after natural
and/or economic disasters. Prom mid-19th. Century till the arrival of
Joseph Chamberlain at the Colonial Office in 1895# British economic and
financial policy to her dependencies in Vtest Africa (and elsewhere) was
based on a principle enunciated by Earl Grey, a prominent member of Lord
John Russell's Government. He laid down that '"the surest test of the
soundness of measures for the improvement of an uncivilised people, is that
they should be self-sufficing." " This principle reigned supreme,though
it was occasionally punctuated by the need to give assistance under the
special conditions mentioned above. "Whenever trade slumped and diminished
the Custom receipts, whenever native wars caused increased expense to the
administration as in the case of the Ashanti Wars, a deficit resulted which
had to be met by the Lnperial (R)vemment. But the aim of each Colonial
Treasurer was to balance, or generate a surplus in the Colonial Budget.

As that v/as regularly achieved and the tax base continuously improved, the
element of grants in aid of local revenue was gradually withdrav/n or re-
placed by loan commitment. Thoigh sane disbursements continued to be
made under the headings of 'grants-in-aid' they were effectively loans to
be repaid. Thus the Crown Colony of Lagos borrowed £20,000 in 1874 and

repaid the loan two years later.

35. See below Chapter 7»
36. Quoted in A. McPhee oj.cit. Page 208.

37. ibid Page 211.
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The chief drawback to Lozrd Grey’s dogma was the obvious fact that if
applied rigorously, it was possible for a poor economy to be chained indef-
initely to a vicious circle of poverty. In other words, a successful
measure was quite compatible with what modem economists would understand
as a low-level equilibrium trap. The fallacy in Lord Grey’s assertion
was not unknown to mid-Victorian economists and was challenged by among
others. Professor Alfred ..arshall . But Grey was merely articulating,
if with an unsound premise, the observation noted earlier, namely that the
mid-Victorian public opinion was against entanglement in colonies that
could not pay/ their waym This was the prevailing attitude at the time
Ghanberlain transferred his energies from solving the problems of Bimingham
to those of the Colonial O ffice. The fundeinentals of Chamberlain’s indel-
ible imprint on Imperial economic and financial policy towards the colonies
were born out of a vigorous campaign in and out of Parliament against the
application of Grey’s criterion, and the enunciation of a new policy of
>constructive Imperialism'. "He v/as the first statemen to realise that the
task of developing the economic possibilities of Africa was so vast, that
it could no longer be left in its entirety to private enterprise (like
H.H.C.) and to the sp-'ontaneous advance of the trader's frontier.In
his speech on the Colonial Office Estimates of 1895, Chamberlain said at
some length:- "I regard many of our colonies as being in the conditions
of underdeveloped estates and estates which can never been developed with-
out Imperial assistance, ... cases have already come to my knowledge of
colonies which have been British colonies ijerhaps for more than a hundred
years in which upto the present time British rule has done absolutely
nothing ... 1 shall be prepared ... to confidently submit to the House any
case which may occur, in which by the judicious investment of British money
these estates ... may be developed for the benefit of their own population
and for the benefit of the greater population wiiich is outside.''* Some
important implications emerge from the quotation:- First, Chamberlain

asserted that laissez-faire and the principle of self-sufficing have not

33. ibid. Fage 2C8. F/tL 3.

39» N.K, Hancock, o..cit. rage 168.
40. Hansard,August 22nd. 18p3, quoted in Lcihee Oj;.cit. Fage 19.
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led to progress and prosperity in some of the colonies. Secondly, that
the chain of poverty could be broken only by the injection of laperisl
or external capital into these colonies for a long-term development pro-
gramme . Thirdly, for the first time the question of colonial financial
support was raised beyond the narrow confines of balancing occasional
budget deficits, into the realn of constructive growth. Deliberate econ-
omic development in which the state had a major role to play/, as opposed
to free market manipulation became the watchword of Chamberlain’s crusade.
Chamberlains contribution lay in the radical departure of his proposals
from current attitudes and thoughts of fellow parliamentarians and’finance-
capitalists,’ In theory’ he pro%x)unded a strong amendment to the standard
of judgement as set by Earl Grey and in practise, he initiated a drive for
railway and public works construction under the management and ownership
of the colonial government and with the financial bacid.ng of the Imperial
authority/,In the case of the Crown colonies in V/est Africa and the
West Indies, he had to summon all his ingenuities to extract from an
unwilling parliament such Imperial guarantees of loans as were necessary.
After IB95 and as a result of Chauberlain’s efforts, capital and thought
were bestowed on the ’undeveloped estates' in a measure never Imown before.
Naturally , these 'estates' began to demonstrate that they/ were good invest-
ments. '"Instead of grants-in-aid being grudgingly given, loans were raised
and expended productively in British West Africa and the resultant increase
in commerce and native ijirosperity permitted revenue to expand ten,twenty,
fifty/ and one hundred fold."”*'* Without such capitalization of their econ-
omic prospects the colonies in West AMca would not have developed econan-
ically/. In other words, if the Imperial Government had continued to enforce
Lord Grey’s policy in its most restrictive form, the forner colonies would

today have remained in backwood conditions.

ifl. V/.H. Hancock, o, .cit. Page 169

42. See Ronald Robinson et al: - Africa & the i“4a-Victorians : The
O fficial Mind of Imperialism, o .cit. xage 401

43. Lc Phee o.:-.cit. Page 22S.
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W will recall , the conditions were favourable for the execution of
Chamberlain's policy. His call for development of the 'tropical African
estates' was the product of a period in which the necessaiy- capital were
becoming moie abundant. Secondly, by the late 1890s the West African
colonies' tax and revenue bases were firmly established and consolidated.
Thus they gradually reached a position whereby they could generate surplus
for servicing intended loans from the London Capital Market at commercial
rates or from the Imperial Treasury on 'medium' terms. Thirdly, the
demand for their raw material products by a rapidly industrialising Europe
and North America was growing by leaps and bounds. Finally, the political
scramble for 'places in the sun' and the acceptance by public opinion of
imperial expansion helped to increase support and reduce opposition to his
policy.

With the benefit of hindsight, it is not difficult to discern seme
limitations to Chamberlain's achievements in the field of colonial finance.
Three inter-related points would suffice. Firsb, he did not press for,
or succeed in getting the supply of increased “ranfcs and grant-like resoour-
ces transferred to the colonies. Their collective need to lay the rudi-
ments of their transport infrastructure at the cheapest _cssible costs was
not fully appreciated. Thus, they were saddled in the inter-war years
with servicing charges the proportion of which were very much larger than
those they face today. Secondly, though initially/ under the Colonial
Loans Acts, Chamberlain advanced government money at moderate rate of in-
terest, that is at 1-~t below market rates, the general emphasis was on
commercialism; comr.iercial criteria for evaluating investment expenditures,
hence exclusive priority/ to 'productive' and 'self-balancing’ projects,
commercial interest rates on capital subsequently/ raised on the London
money Market, especially after the Great War; and the commercial conditions
to be satisfied before a colony could borrov/. That is, it must be in a

position to pay/ the interest on the projected loan out of existing revenue,A4

ilf. See below and Chapter 7»
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Thirdly, from the African point of view, the need to develop their resources
for their own benefits as well as for those of the Imperial State smacks
very much #f exploitation in which their own interests would be relegated
behind those of ’the greater population which is outside.It was not
surprising, therefore, to find that some of the men who succeeded Chamber-
lain used the last point to turn his development policy into an exploitation
policy.lossible restriction to the colonies* interests was still
evident in the Colonial development Act of 1929 (the next major enactment
in this field after the Colonial Loans Acts), which required that expendi-
tures from the Colonial Developmient Fund should aid and develop agriculture
and industiy in the colonies and thereby promote ’commerce with/or industly
in the United KingdomThe effects of these limitations, the general
weight of tradition in colonial thinking, and the laissez-faire economic
~liilosophy of the period, all canbined to reduce Chamberlain's contribution
to colonial economics. One could liken his influence to a brief breeze
rather than a passing blizzard of change.

1 now turn to available statistics on official flow for the period
covered by the chapter. First, let us consider and similar
disbursements. The cautionary note sounded earlier on the blurred distin-
tion between grants and loans applied ver® much during this p)eriod for
disbursement to Nigeria.” Professor S. H. Frankel estimated the dis-

bursement to the whole of Nigeria between 1870 and 1933 to be only £3,737,

000.~* This included £863,000 paid to the Niger Company as part of the

43. See F/n. 43.
46. (B2 Hancock o..cit. Pages 168 - 1969
47. C/F, O.D.l,:- British Aid 3 $ Colonial Development,ou.cit.

if8. C/F, 3.H. Frankel:- Capital Investmentin Africa,op.cit. Page
171 F/N. (f) .

49. ibid Table 33 Fage I7I.
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settlement terns on revocation of its charter in 1859«50 It included

also, a large element of the subsidy given for the maintenance of the
V/est African. Frontier Force. Because the North was late in developing
its tax base relative to the South, the bulk of the grants before the
Great War was given to Northern Nigeria. The whole territory/ received
grants totalling £323,453 from the Colonial Development Fund during the
operation of the 1929 Act.51 If vie assume that about half of the latter
fund had been disbursed by 1935, and the table of annual disbursements
roughly supports this,52 en addition of nearly £162,000 to Frankel’s
estimate still gives a figure of less than £6in. for the period 1867-1940.
This was not a sizeable help from the Mother country to an underdeveloped
country whose population had grown to nearly 20 million by 1925* A
meaningful appraisal would emerge if vie look at the disbursement in the
context of similar help given to other colonies. Between 1870 and 1935,
the British Colonies in Africa received nearly £30M. as grants-in-aid.
Nigeria was clearly one of the largest recipients. The total disbursed
to all British territories was just over £523Vi. If the purpose of grants-
in-aid was to subsidise local administration until enougli local revenue
could be raised to pay for recurrent ex”jenditures, it could, therefore,
be argued that the smallness of the grant level was a reflection of the
success with wMch the colonies quickly achieved financial independence.
Again it could reflect a willingness to be less generous as a means of

creating pressure on colonial treasuries to gather more taxes. However,

50. For details of the compensation arrangement worked out between
Chamberlain and Goldie, see A. Mcihee:- The Economic Revolution
In West Afrrca o ~.cit. Fage 87

51. AW, Fim:- 'Public Finance' Ch. 5 in M Ferham (ed.) Mining,CoiTimerce
O r.cit.Fage 244.

52. See G, Helleiner:- Peasant Agric.,Growth & Boon. Growth in Nigeria,
op.cit. table 54, Page 227 for figures given in the Reports of the
Accountant-General.
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if we look at these early disbursements in the context of development
needs and the critical role ’soft’ aid plays in development expenditures,
we cannot but conclude that today’s scale of development assistance would
have been much reduced had more generous attitudes prevailed in the
liit)erial capitals before the war. This is even more so, in view of the
limited borrowing potentials of these territories during the period under
study. >3

Assistance to all the colonies frcm the Colonial Development Fund
during the period 1929 to 1940 was nearly £9*1. or 10-15 shillings per
capita. African countries received only modest aaounts, averaging about
4 shillings per capita.Nigeria’s receipt v/orked out at 4 pence per head-
of population and represented one of fthe lowest. As vie shell see below,
Nigeria’s experience from these early disbursements was to set a precedent
for low official support from abroad, especially when related to her size
ariu population.

The money received from the Fund was spent on communication develop-
ment and some health improvement. £114,450 was given to defray the ser-
vicing cost of sections of the railway' network. £51,000 went towards the
cost of organising the local ground facilities for the air services.
Among the ’directly non-productive’ expenditures, a boost of £95,000 was
given to the scheme for controlling sleeping-sickness. In a period when
the railway was revolutionising the economic activities of the peasant
fanner, little grant was available for agriculture, the mainstay/ of the
economy. "So far as the economic and social services are concerned
Nigeria has received little from this source apart from the grant in conn-
ection with the sleeping-sickness." °* Hard hit was education on which
the Government was meeting no more than 10w of the total cost. Qut of a

total Government expenditure of £5,757,180 in 1935, only £229,057 was spent

53. O/F, Frankel o..cit. lage 172
54. O.D.l,:- British Aid 5 ¢ Colonial Develoinmt. o cit. Table LFage 28&

55. Alan rim:- ’rublic Finance, Ch.5 in M.Ferham (ed.) Mining,Commeroe
o..cit. Fage 244
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on education. This represented £1.1s.2d. per head of children in

school and therefore, one of the lowest in British West Africa. Gold
Coast (Ghana) was spending about £3.10s.Cd.** The bulk of the remaining
90/t was being supplied by European Church Missions. During the period
it is interesting to note that nearly £3°4 P.A. was being spent on Europ-

ean staff to run the Country.

OFFICIAL LCAJS. O fficial or public capital inflow here refers to the
capital raised abroad by the local administration from either Imperial
Government or private sources. The burden of servicing such capital be-
comes the responsibility of the State. Before going into details about
loans, it may be appropriate here to make an observation. There is some
inconsistency between the data available as to whether the disbursements
from C.D.F. which 1 analysed above were real grants or that the grant tag
was merely a misnomer to conceal loans that must be repaid, rim57 and
O.D.l,"IS olassif/ them as free grants whereas table 38, column 4 of tables
attached to Chapter 6 by F,A. Bower in x. ierham (ed.) Mining, Commerce
and Finance in Nigeria, is supposed to represent the inter-war years annual
're”égmerit of colonial Development Fund Loans'. Since the forner evidence
implied that no loans were made to Nigeria's from the Colonial Development
Fund (C.D.F.),*” the likeliest explanation for Bower's repayment figures,
which incidentally, totalled over £187,000 between 1530 - 1538, would be
that thep' represent theannual repiayment of thel887 Niger Government Debt?
56, Extracted from Lord Hailey:- AfricanSurvey, 15th.Edition,

Page 1305, Table XI.
57* See above F/i'h 35«
58. See above F/If. 54.

55. C/B\ The cautionaiy/ note sounded on this point earlier in the
chapter.

60. See Table 20.
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Table 20 shows in details the bulk of the loans raised in London
by Nigeria during the period. The practise of raising substantial
foreign loan was the outcome of Chamberlain's policy who had, within a
year of taking office, encouraged the start of the Lagos and Sierra-
Leone railways. As the table explains, the bulk of the loans was essent-
ially for developing the communication networks, especially the railway's,
roads, bridges and harbours. The legislative vehicle through which the
loans were raised was twofold. The Colonial Loans Act of 1855 (and
subsequent years) gave authority to the lirp/erial Treasuiy to advance capi-
tal at moderate rates to suitable colonies. The Colonial Stocks Acts
allowed the Crown Agents to inscribe stocks on behalf of the colonies and
it gave such bonds the stabus of gilt-edged trustee securities with ulti-
mate Imperial responsibility. V/ithout this Imperial guarantee the
capital would have been difficult to raise. However, as we shall see
presently, the condition required of the colonies by the Imperial 'Govern-
ment for this support turned out to be unnecessarily restrictive. Nigeria's
experience did not differ much from those of her neighbouring sister colon-
ies in Vrest Afirea, except that, being bigger and more populous, she borrow-
ed on a larger scale. Before the two parts. Northern Nigeria and Southern
Nigeria were amalgamated in 1514, the differing nature of their capital
expenditures necessitated a differing approach to capital-raising.
Southern Nigeria secured the bulk of her capital for railway construction
from the commercial market and unlike the North which was then concentrating
on administrative ex}.;ansion she made little use of Treasuiy; loans. Even then
the greaterpart of Nigeria's loans (like the rest of Tropical Africa) was
raised after the Great War when interest rates in the London Capital Market
had increased appreciably relative to the pre-war period. Before the war,
the average effective interest rate on Nigeria's debt was 3.84y«, but the
average for the capital raised between 1515 and 1536 was 3.17/** This
fact represents the first characteristic of the capital jpaised by Nigeria
during the period, namely the interests on the bulk of her loans were high

when compared with servicing burden of the rest of the Empire outSide Africa
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or with the Union of South Africa* Professor Frankel has discussed in

some details the disadvantageous position of the tropical African colonies
in this respect* "It was during the earlier (pre-war) period that the Cape,
Natal and other South African States were able to borrow extensively from
abroad at low interest rates and could, therefore, undertake considerable
development* The other African territories entered the world econony/ later,
and were not able to borrow as cheaply* Their economic expansion was thus
greatly curtailed. " "An official Government calculation in 1939 gave
4.690 as the average rate (on Nigeria's Debt) and calculated at the same
time that the total overseas interest bill of Nigeria absorbed one-quarter
of the total revenue." 62 I shall return to a detailed look at the points
raised by the latter part of the last quotation* First a detailed look

at Table 20. There were essentially two sources of loanable capital avail-
able to Nigeria, but the disbursement from the Exchequer was in absolute
terms insignificant. An appropriate inference must be that for Nigeria,
official backing of her capital requirements from the private market was
more important to her than supply emanating frcm that source. Column 2
shows that by and large, loans were raised regularly at 3-4 years intervals.
Cyclical fluctuations in world economic activities did not seem to have
influenced directly the regularity of Goverment borrowing, though they
greatly affected the external and internal trade and the flow of private
foreign capital.In theoiy however, fluctuation in exp”ort and imports
and therefore in custom revenue was expected to influence greatly the
Governnent's capacity to raise capital and also the size of the capital
raised.64 Few of the loans were raised as short-tem debentures and in
any case they were quickly redeemed by long-tem fixed interest bearing
bonds. The average maturity period for the long-term loans was over 25

years, but in view of the relative high interest rates the overall terms

61. S.H. Frankel: - Capital Investment in Africa, op.cit.
62* W.H. Hancock* op.cit. Page 169, F/k.2. See also Table 21*

63. C/F. Frankel op.cit. Page 191.

64. See below Pages 324-325 and F/N. 84.
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were thereby not appreciably ’softened’. Table 20 shows that the total
cumulative capital actually realised between 1874 and 1935 amounted to
£2%1,744,014. Since no further loan was raised before the outbreak of
war in 1939, this figure represents the overall amount of external loan
available to Nigeria before the operation of the Colonial Development and
Welfare (C.D, & W.) Acts. The floatation cost over the period amounted
to nearly £2"M - a high cost relative to the capital involved. What’s
more the £414 figure actually represents the amount of money that had
been tumed-over through borrowing to repay or service previous debts and
not the ’effective’ amount that Nigeria productively employed. Of the
£41,744,014 realised, £16,072,203 was employed to redeem previous debts,
leaving only £25,671,811 for effective investment over the period 1874-
1940.~* This fact, that a large part of the loans raised by Nigeria (about
38") was essentially for turning-over and servicing previous loans raises
some interesting points. Not only was such a large sum intrinsically
unproductive from Nigeria’s point of view, it also showed how unwise was

the proviso that Nigeria (like other colonies)must haze adequate surplus to service

65. ®/P. AW, Pirn:- 'Public Finance’ in M Perham (ed.) op.cit. Page
255 and S.H. Frankel op.cit. Table 33 Page I171. Professor Frankel
estimates the total 'public listed capital’ disbursed to Nigeria
between 1870 and 1935 to be £34,721,000, of which £26,813,000 was
raised by loans. The £3M odd discrepancy between his figure and
mine might be due to Frankel’s unawareness at the time of writing
his book that the 1935 loan was to be used purely for conversion

purposes. He had otherwise excluded conversion capital from his
estimates of Government capital.
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a prospective loan before such loan could be raised. This condition would
have been prudent in other circumstances - after all, Nigeria's export
earnings we-re subject to regular fluctuation fran one year to another such
as to make servicing default theoretically possible. Furthermore, the
outflow of investment income and amortisation bore a high proportion to
Government's revenue. However, since in practice Nigeria was able to
turn-over her debts by raising further loans to service previous ones,
rather than pag' for them exclusively from current revenues, the proviso
in effect became inoperative for its original purpose. It succeeded however
as a symbol of judicious financial management in maintaining investors
confidence in colonial stocks. Because it v*as officially adhered to, it
reduced the capacitp' of Nigeria to borrow extensively. Had the colony
not been able to avoid the iriimediate problem of sem”ice disbursements thr-
ough further borrowing, it would undoubtedly have been a more relevant
condition.it turned out, its effect was to limit Nigeria to an
amount that for development purposes was grossly inadequate. The inference
is that it acted as a check to develo £raent. This inadequacy of Nigeria's
borrowing activity was noticed as early as 1926 by the then Junior minister
in the Colonial Office when he toured Vfest A frica. In calling for a less
rigid and restrictive attitude from the local administration, he compared
the Dow foreign iublic debt of Nigeria (fl per capita) with those of similar
colonies (Gold Coast £3*12s.8d., Ceylon :02.17s.6d.) He also drew attention
to the "rapidly advancing development of the territory" for which "further
loan would be required, and prcn/ided a substantial cash reserve is retained,
1 feel that there would be no anxiety about undertaking such fresh capital
commitments." As the table shows the M inister's hopeful call did not
produce much results.
1 now turn to a slightly detailed analysis of the ways the 'real’
loan of nearly £26M was expended. The first point to bear in mind is the
66* C/~. Report of the Hon. V7.G.A. Onnsby-Gore, on his visit to West
A frica. Qmd 2744 1926 Page 131.

67. Loc cit.
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fact that the full amount of each loan Tfas not transferred into the colony
in the year in which it v/as raised, but trickled in by small instedments.
For example, the disbursement of the 1923 and 1930 loans flowed into Nig-
eria in a period covering more than a decade.However, there was no
doubt about the need for and the successful contribution of loan expendi-
ture to Nigeria's economic grov/th during the inter-war years. A chief
feature of external capital usage in the first half of tliis century was
that the scox“e for expenditure out of borrowed funds was narrowed almost
exclusively to directly productive, cannercially-viable infrastructural
projects. The minimum condition was that such schemes, projects and
sx-ending departments must be 'self-balancing', that is, they must within

a short time be able to generate income ccmmesurate with their costs or
expenditures. This condition again, was the product of the economic and
social philosophy of the period, and as with grants-in-eids, ’directly
non-productive' and/or long-gestation social and economic infrastructural
develo .jment was consequently not catered for out of the liighly expensive
loan funds. Since the Governnent saw its role in the agricultural field
essentially as a provider of research, advice and administrative services,
the value of which could not be easily quantified, this directly productive
bacid)one of the economy was scarcely assisted out of loan funds except
indirectly through the provision of transj*ort and communication networks.
On the other hand, it must be also pointed out that no commercial loan was
raised for administrative purposes. In this respect, Nigeria differs in
the inter-war years from other colonies like Kem-*a and Northern Rhodesia
(Zambia) where administration, public buildings and other 'directly unpro-
ductive' expenditures accounted for a fair size of their loan usage.
Another notable feature of the period v/as that cax)ital expenditures out of
loan funds together with investment in fixed assets by foreign private firms
in comraerce, banking and mining formed the bulk of jTgoss capital formation
in the 'modern' sector of the economy. The precise size of this contrib-

68. C/F, 1i. Ferham (ed) Iliining, Goinraerce & Finance in Nigeria, op.cit.
Tables 36 & 37.

69. A. Fim:- mblie Fiance in ibid. Fage 253-236.
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ution is not known since the classification of Govemaent expenditures

at the time was on departmental basis and no distrinction was drawn be-
tween v/hat amounts were for recurrent and investaent expenditures. As

a proportion of aggi’egate capital expenditure it was almost certainly
higlier than any; thing accomplished today by- foreign aid and non-oil foreign
private enterprise’s contribution.®”

Of the nearly £23.3'1 raised for direct incane-yielding infrastructun-
ai rejects during the period, electrical, postal, water sup)ply and sewage
schemes took neaiiy £2Ii, “orts, harbours end other marine projects absorbed
£4.711, roads and bridges accounted for 41.% , and more than £17H went to
the construction of the railv/ay network. I shall expand on the last item.
The railway;- construction in Nigeria incurred the heaviest capital expendi-
ture of any Crown colony railv/ay . If vie add the cost of raising the rail-
way- loans to the above realised amount, we find that ’total capital expend-
iture stood at £22.930,846 at 31st. march 1936, on which the annual inter-
est charges had reached £1.048,729, or the very large proportion of 33/* of
the gross receipts of the railway and its a.uxiliaiy undertakings. 7 In
spite of the heavy costs and charges, the railway; along v/ith other trans-
port undertakings was essential in many respects for the oy.ening up of such
a vast territory as Nigeria.72 The main line started in 1896 from the
costal teiminus at Lagos and reached the great commercial centre of Kano
on the fringe of Saliara Desert in I9II. The infrastructural development
of the countly was of course not solely;- financed out of loan fund. For
example the construction of part of the Northern Line was financed from
funds advanced by the relatively wealthier Southern Nigeria in the day;s
before amalgamation. Furthermore, the Easter|region railway and Port Kar-
court terminus were built at a cost of £2Li, entirely financed out of local
revenue and reserves.

"The motives for railways building in Nigeria have been economic,

administrative and humanitarian. The success of the policy in eveiy- vay"'

70. See below Chapters 7 & 8.

71. S.H. Frankel o, .cit. Page 393
72. See A. iucPhee o".cit. Pages 110-113
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has been phénoménal. The export trade in tin, coal, cotton and ground-
nut is the creation of the railways, while the export figures of pain oil
and palm kernels, cocoa and Mdes could not be w'nat they are today apart
from the railways;s. 7 Northern Nigeria, exported a total of 995 tons of
ground-nut in I910. After the arrival of the railways at Kano, the export
figure jumped to 19,288 tons in 1912, 78,000 tons in 1924 and 127,000 tons
in 1925. ’This remarkable development is almost entirely® due to the rail-
way's.! '*  The extension to the Bauchi Tin Fields enormously reduced the
cost of transporting ore to the coast for export, thereby; giving stimulus
to expanded production. Railway'" and road ex”jension combined to give a
great boost to cocoa production, especially after the great war. Export
expianded from 3,600 tons in 1913 to 45,000 tons by; 1925. If expenditures
out of loan funds catapulted Nigeria into the world trading arena, and
thereby initiated a period (1911-29) of rapid economic growth previously
unknovm,75 the benefits to her i“easant farmers were not without costs.
Since expenditure on railway”s absorbed more than 7D/S of totalJ. loan expend-
itures, the bulk of debt-servicing by Nigeria was consequently accounted
for by the railway account. The Colonial 'Government's annual Accounts
and Finances, and Railway Reports gave detail information about the finan-
cial implications of the heavy debt services faced by the railway; authorit-
ies. Suffice if here to say that in the pre-war period (and after) the
annual operations more often than not ended slightly under the break-even
margin than above it. With nearly a million pounds required every year,
to service the loans raised for its construction, it was not surprising

to find that a railway earning about £2il gross income and spending as much
on its running cost, had to be burdened with continuous servicing deficits?*
The railway account was separated from general government accounts 1936/37#
The attempt to 'un-departmentalise' its operations and substitute a commerc-
ial orientation was equally matched with a realisation of the special
nature of its financial problems. vMiat v/as essentially a social and econ-
73. ibid. Pages 110-111.

74# Report by the Non. V/.G.A. Ornsby;-Gore. o”j.cit. Page 123.
75. c/r. o. Helleiner: - Peasant Economy ... op.cit. Chpt. 1.
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omic infrastructure with a long-gestation period could not be expected
to yield commercial returns in a short time. The debt-service problems
of the railway highlighted the overall debt service burden of the colony.
The sort of debt-servicing which underdeveloped colonies of A frica
had to undertake in the period before the Second World War was remarkable
in its apparent burdensomeness, when compared with the situation today;.
I say remarkable because if we use the currently fashionable criteria for
evaluating debt-servicing and debt burden problems,and make allowance
for the greater uncertainty; surrounding the colonies external trade, it
was a notable achievement that they did not default or undergo rescheduling
operations. It was true that as colonies, with ultimate Imperial respoons-
ibilities for their debt, their stocks were more or less gilt-edged. Again
it was true that the conditions imposed Ui>on their borrowing adventures
prevented injudicious loans being contracted and that a conservative fin-
ancial management precluded external liquidity problems arising. However,
their experiences conform to my earlier contention that the fundamentals
of successful debt bearing and servicing lie in the basic strength of an
economy;, its long-term development prospects and subsequent erternal con-
fidence generated, rathertban in short-term considerations. By their
relatively/ successful ability; to discharge heavy debt obligations during
this pre-v70.r period, the economies of tropical A frica, in this respect,were
in better shapes as compared with the 1960s. It is not surprising, there-
fore, that funded stocks and/or portfolio investment form a neglibible
X)art of capital resources flowing into the continent today/.
Professor Frankel has dealt with, in some detail, the problems assoc-
iated with heavy debt burden faced by /vfrican countries in the inter-war

79

years and more especially , during the Depression. I do not intend to

76. C/F. S.H, Frankel o, .cit. Page 313.
77» See above, Chpt. 3»
78. ibid. Page 67.

79. S.H. Frankel op.cit. Chpt. 3 Section 1.
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duplicate his analysis in so far as it is related to Nigeria. However,

I make use of some of his data in pursuing my; own line of arguement.

Table 21 shows the financial position of Nigeria as regards her debt
obligations. Column 1 shows the interests paid during a decade in the
inter-war years. The railway/s accounted for between £0.9N and £lin of
the annual transfer. If we relate these figures to the average £200,000
which the Govermient received as interest on its investments in the IL.ondon
market, 80 we find that the balance of interest payment alone shows an
outflow of about £11;: annually". Column 3 reflects the additions of
amortization contribution to the interest payments. The peak payments
were made during the Great Depression, other\'"/ise debt servicing was fairly;
stable. Because the capital raised by; the 'Governiitent for railways and
other public works were of fixed-interest charges, adverse terns of trade
and degressions in pa.rticular caused such charges to place a heavy burden
on available resources. The debt-service/export earning ratio rose fron
754 in the boom year of 1929 to 19.0/a in 1934, Whenthe effects of the
depression were at their most severe. The mostinformative ratio con-
cerning the weight of fixed debt servicing on the economy; was that relating
debt charges to gross government revenue. Apart from the extreme pressure
of the depression years, column 7 shows that on average, between 1/5 and
1/4 of Government income was somehow made available for service obligation.
This fact examplified the crucial position which external finance held in
the pre-war colonial economy of Nigeria. Other data supports this point.
In 1936-37, a normal financial year, the reserves of the colony stood at
:523),932,415,81 or nearly" a triple of the debt charges for that year. It
was only half a million pounds larger than the combined public and private
investment income transferred in the same year. The table of course deals

only; with “Government acquired debt and I have not added the outward remitt-

80. The average market value of Govemrient investments abroad in the

decade 1926/27 - 1937/38 was about £8M.See IL Perham (ed),Mining
Commerce & Finance., OD. cit. Table 34.

81. To this liquidity position may be added the above assets. In
1936/37 it stood at £7.Gvi.
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ance of profits and dividends by private business because these by and
large, immediately flowed back as reinvestments for further expansion.

In other words, this was a j*riod when private foreign fiims were taking
roots and consolidating their position tlirough massive ploughing-back
programme. For the sake of comparison with modem flows, it may be apt
to record here that the ratio of investment income to merchandise export
was about 21/, and to gross government revenue about 5Q/*. Column 9 of
Table 21 shows the growth of comulative debt. The outstanding amount
reached a peak in 1930. By 1939 due to repayments and the absence of fr-
esh borrowing, the total had dropped to nearly £234, and remained so until
after the war.

A comparison of Nigeria's debt burden and servicing with those of
Gold-Coast (Ghana) during the period brings out certain important features.
The latter's debt charges averaged under £C'.74 in the years 1928-35. Her
debt service/export earning rate averaged 8/- and reached a peak of 9«**
during the Depression. Her average debt-charge/revenue ratio was slightly
less than that of Nigeria and reached a lower peak (29*5/) during the
Depression.82 The last ratio illustrates the underdeveloped nature of
both countries' taxable capacities and tax-gathering abilities. The
difference in the size of the debt charges and export ratios were due to
three factors: (1) 'lold-Goast raised a sum less than half the size of
Nigeria's for her infrastmetural development though the types of expendi-
ture were broadly similar. (2) Officially-inspired capital inflow formed
a smaller part of the total external resources available to her. In other-
words, she attracted a relatively larger amount of private equity capital
than Nigeria. Since the size of equity returns varies with the prevailing
economic conditions, she was less burdened with a rigid obligation to
transfer abroad fixed interest charges. She im plicitly weathered the de-
pression better than Nigeria. (3) Because minerals especially gold account-
ed for a relatively substantial part of her exports during the period,
she experienced less fluctuation in the “rices of her exports as compared
with Nigeria. If consider these factors; the high interest rates and

82. C/P, S.H. Frankel: o”..cit.Table 37 Fage 1"2.
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the proportion which the servicing cost bears to government income,
reserves and export earnings, the cyclical fluctuation in the terns of tr-
ade of Nigeria's exports; the infrastructural and long-gestation nature
of the expenditures, and the fact that they were fixed to external purch-
ases exclusively from the 'Mother Country '; we reach a conclusion that the
capital raised by Nigeria before World War II were in retrospect on hard
terms. They compare unfavourably® with what are available today.

With the above analysis in mind, the reader might wonder whether an
inconsistency does not exist between on one hand my assertion - supported
by others”” - that the amount raised was insufficient for the task of
developing the country and on the other hand, my* above demonstration of
the extreme weight of the burden of debt servicing. herhai-'S the inconsis-
tency can readily be resolved by blaning the hard terms of the loans,but
in the case of Nigeria a deeper and lore fundamental approach is required.
Tre have seen how th.e colony; was able to postpone the onerous effects of
debt charges by regularly; turning over her debts. As long as this type
of manoeuvre we.s ycssible, the weight of debt charges could be postponed
to an indefinite future date, “erhaps until the economy had 'taken o ff .
In that sense one can, therefore, talk of inadequate loan capital. In
the long ruii however, the problems raised by debt servicing would have to
be faced. Nigeria's long-run came rather abruptly in 193 when no
further loans viere contracted. Prom that “ear the difficulties inherent
in service payments as analy'sed above became operative, Nigeria's exper-
ience showed that the apparent conflict could be resolved by stating clear-
ly what period one was dealing with and the type of factors operating dur-
ing that particular period. Two other comments on that experience. One
aspect of the colonifd monetary policy, that is, the working of the '100;ii
Sterling exchange standard' accentuated the effects on the econoiiy of
heavy; external payments. In period of depression not only did fixed heavy

pay;ments have to be transferred abroad out of depleted incomes but such

83. O/p. Prankel o-.cit. I'age 1?2; hdhee ,0:.cit. Page 213, and
Onnsby;-dore Report ou.cit.



XA(MVA U—AY y  hA]AC i~P VI



Page 325

transfer had to be accompanied by heavy internal deflation. Purtheimore,
because of the requirement to back the currency in circulation in West
Africa with 100" sterling assets, the large sum accumulated by the West
African Currencry Board could not be made available to the colonial Govern-
ment for development purposes. The system in effect forced the colonial
Government to float loans on the London Capital Market at an excessively
high cost (of floatation) which could have been avoided or reduced if
Government could have borrowed directly frcm the Board. Furthermore, the
rates of interest on market loans raised by the Nigerian Government were
higher during the period 1870-1939 than the average rate of interest on
investments received by the currency board.

mPRIVATE CAPITAL 1 have earlier on analysed the opening up of Nigeria

to foreign private capitalism and traced the historical foundation of the
many special features relating to the role and position of such resource-
inflow within the economy. I now want to quantify that position and
discuss briefly some other important aspects of the relationship between
foreign private enteiprise and the Nigerian Economy. That relationship
could be divided into three distinct phases, each having its own particular
features and its particular impact. The first phase was the piecemeal
opening up of the territory to external trade often by one or two-man trad-
ing ’films’. The exceptions were the Royal Niger Company” and the British
Cotton Growing Association. The transitional period between the first

and the second phase was the decade 1919-1929, during which a series of
amalgamation”that culminated with the fomation of the United Africa Company.
(U.A.C.) in 1929, changed the organisational format of private foreign invest-
ment in Nigeria. (This phaée lasted until the late fifties when import-

v

substitution manufacturing (as opposed to pure merchandising) began to assume

greater emphasis in the orientation and déploiement of foreign capital. The

distinction between the first two phases was the organisation refinement;

BA. C/P. J, Mars, in M Perham (ed.) op.cit. Page 203. For a detailed
analysis of the working of the 100" Sterling Exchange Standard and
the functions of the West African Currency Board see the same article
entitled ’Money, Public Finance and External Payments’ Chpt. IV, A
later less-detailed ’Pro and Con’ type analysis is provided in an
article entitled ’A Fiduciary Issue of West .African Currency’. U.A.C.
Statistical & Economic Review (S.E.R.) No. 16 Sept. 1955.
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between the second and the third, the functional realignment. The remain-
ing section of this chapter deals with the later part of the first phase and
the earlier part of the second, up to the outbreak of World War II.

An earlier detailed factual survey”and historical analysis*” are
available for the period, I do not intend to cover the same tracks. My
contribution here is to look at the main feature in the light of present
day experience, relate the material more directly to my critical stance and
continue the comparative approach wherever essential. Private foreign
ca_vital during the period was invested in commerce, mining, banking and
shipping. There were some 'industrial manufacturing' and technical services
like motor vehicles repairs. however, they were on a veiy small scale and
often undertaken as peripheral businesses by the main merchandising firms. J
I shall ignore shipping and banking in this section as they have been well
analysed by J. itars in two chapters (II & 7V) of Mining. Commerce and
Finance in Nigeria, and later by P. Bauer in his West African Trade (Chpt.IV),
Suffice it here to say that both are tainted with a history' of cartel and
monopolistic practises. The Royal Commission on Shipping Rings reported
in 1506 that with the formation of the West African Shipping Ring in 1893,
West African traders were held by 'one of the strongest and most profitable
shipping monopolies in the world.' o The two works cited above contain
analyses of the working of the duopoly arrangements between Barclays Bank
D.C.O, (i'oi't of the Barclays Bank Grour)} and the Bank of British West Africa
(standard Bank Group), the two imi'Ortant banks in British best Africa during
83. See J, Mars:- 'Extra-territorial Enterprises,’ Chpt. II inJi ir'erham

(ed.) lining, Commerce and Finance in Nigeria, o .cit.

86. See W.h, Hancock. O .cit. Chpt. II, Alan Mcirhee.oc.cit; endlord
Harley: - African Survey.o .cit.

87. See J. liars o..cit. I'a.ce 31, G/F. Carl Liedholm: - 'The Influence of
Colonial loiicy on the Growth & Development of Nigeria's Industrial
Sector.' Chp't. 4 in C. Richer and C. Liedholm (ed.) Growth & Dev. of
the Nigerian Economy, Oy.cit.

88. A. iviclhee. o, .cit. Fage 96
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the period. They also discussed the perennial Africans' complaint of
business discrimination against them by the banks. I shall return to the
toric in a later chapter. However, there is enough evidence to suggest
that during this period foreign capital in banking did not contribute in any
appreciable to the business development of the indigenous entreprenuers.
On the contrary, they acted as financial channels through whicli investible
capiital were regularly transferred abroad; "... to the exten”that they are
interested in the profitability of existing investments in the United King-
dom, they are probably more anxious to preserve the present industrial stru-
cture of Great Britain, by retaining colonial markets for British goods, than
to develop secondary industries in Nigeria and elsewhere, when conditions are
favouracle for their grov/th ..." R

The size of private capital invested in Nigeria during the period is
difficult to estimate 'because of conceptual difficulties and paucity of
statistical data. Figures of capital inflov/ derived fmn balance of piaj'-
ments figures do not provide a full measure of the degree to which private
investors have increased their stake in tropical Afri.ca'.90 Professor
Frankel estimated the cumulative total of private capitol invested in
Nigeria between 1870 and 1936 to be around EpOM or 33«k" of overall foreign
resources inflow.91 Both the figure and the percentage require some
adjustments. The figure includes about F2lu invested in other West African
territories by the relatively bigger companies like U.A.C., but wrongly
included in the Nigerian total.9lA This was an inevitable statistical
difficulty for the big companies that operated in most of the colonies, and
in West Africa it persisted well into the late 1930s. The U.A.C, statistical
89. J. Mars:- 'Money, liiblic Finance & ExternalPayments' Chpt. IV in

M Perham (ed.): Mining,Commerce and Finance ...o0.-.cit. Page 208
90. U.A.C.:- S.E.R. No. 21 March 1938, Pages 14-13.

91. S.H. Frankel. o:.cit. Table 28 & 29.

9IA. See ibid Table 28 F/n (d).
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and Econojuic Review explains thus: "It is difficult to estimate at any
particular time the capital employed in any one territory ... because of
the extreme fluidity with which capital was transferred from where over-
capitalised to where under-capitalised." 92 The percentage estimate rather
overstate the contribution of official to total flow. As we have seen,
the economically effective amount was much smaller than the nominal amount
raised. Wien we think in terms of effective contribution of private capital
to economic grovfch in Nigeria, we must likewise discount for the fact that
i'art of this capital was not invested in the country itself, and that a
considerable part of the estimated amount was accumulated out of locally-
generated profits.92 Upto 1936, the cumulative total for Nigeria was the
third largest in British Africa, surpassed only by the heavy mining invest-
ments in the Union of South Africa and the Rhodesias.93 A rough estimate
of the outstanding capital being employed by all foreign enterprises in
1937 came up to around .d20M. This was under El per head of population.
it was made up of ES5.23M employed in export produce buying, E7.8m for the
merchandising of imports end E4«70i. in Mining. The rmaining E2.22M was
invested in miscellaneous businesses like shipping, banking, plantations
and manufacturing. This stock of foreign capital was estimated by J. Mars
to be about //k of the whole stock available in the country during the later
part of the inter-war years.I think this share was over-estimated by the
mere fact of an under-estimation of indigenous capital formation. If we
assume that foreign-o-wned enterprises were as productive as the domestic
capital, Mar's second estimeite of 11-13> contribution by foreign capital
formation to G.N._ .95 during the same period must weaken the accuracy of his
92. Out of a total profit of nearly E2.49M mode in 1936, about E 1.5"" or
more than 60;a of it was retained locally for reinvestment. The high
degreee of reinvestment out of profits is an historical featire of for-

eign investment in Nigeria. I shall return to the subject in a later
chapter.

93. Frpnkel o; .cit. Table 28. Cumulative amount here refers to the summa-
tion of all annual inflows over the year referred to irrespective of
what happened to capital repatriation. It is not the same thing as
outstandinu amount. This refers to the size of foreign capital resourc-
es being ultilised in the economy at a particular point in time. It
makes allowance for capital inflows and outflows.

94. J. Mars:-'Extra-territorial Enterprise' o_.cit. Page 57-58
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first estimation. The gross profits made by all forei,vn firms in 1936 was
E2,486,000 or more than /2% on ca ital employed. This was a high figure
for an inter-war year. However, it must be stressed that 1936 was a normal
prosperous year. Such good returns comi”ensate for poor returns in slump
years. The average of course hides variations in the scale of returns be-
tween different uses. Mining was most profitable, commerce especially
produce-buying was subjected to heavy fluctuations. Banking and shipping
were stable. The narrow gap between the cumulative total upto 1936 and
the outstanding amount in 1937 exemplified the relative lateness of size-
able private capital in coming to Nigeria. Apart from the mining enterprise,
the great improvement in the transport system generated little immediate
attraction to medium-size finils. Initially the Government "had to do almost
everytdiing, in beginning and improving production, in helping and safe-
guarding marketing and in providing transport facilities.By the late
twenties the grov/th in ex “ort production and more particularly, the evolving
organisational needs of commerce hastened the emergence of bigger firms
with bigger capital. They exi-anded their Oj erations with annual commitment
of between Eli. - E2. , mainly out of unmuitted profits.

I shall now undertake a brief anal; sis of the contribution to growth
of foreign capital in each of the tv/o major sectors of the period, that is,
mining and commerce. NigeitLa’s mineral deposits - tin. Gold, Columbite,
Silver and lead - attracted foreign yros ;ectors to a lesser e:<temt than say
the richer endownments of the Gold Goast, Belgian Congo, the Rhodesias and
South Africa. The initial impetus to her development was not founded on
mineral exploration and apart from tin ore, the deposits of the other miner-
als opened to foreign investors were not extensive. Gold, Silver and lead
deposits were exhausted before the last war. European exploitation of tin
deposits was began in 1906 by the Niger Company, whose agents first came in-
to contact with indigenous sinelters during its charter days. By 1918 it

had attracted, to the Bauchi Nlateau, 82 mining companies with a nominal

95. loc. cit.

96. Alan Mc-chee. o. .cit. Rage *
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capital of £611 and a working capital of more than £21'1.'('l? Production for
export had risen from £23,000 in 190? to £1.77*'- in 1918, contributing 18.

to export earnings and only 3/- to 'Govermievit revenue. It was in the inter-
war years before the Depression that tin minin® was at its most productive.
In these years the involveaaent of foreign capital and personnel was at its
highest. For example, in 1928/29 the capitalisation value of the industry”
was about £10M and export to Europe came to £2.23M or [JTIIWof total export
Value.98 ALSO in 1929, there were as mary as 74 comp”aiies and 70 individual
foreign operators. The Great Depression hit foreign prospectors hard,
production fell by more than half, profits which in 1926 was nearly £119, fell
dramatically to about £100,000 in 1931. The following decade witnessed a
gradual retrenchment of capital invested. By 1936, for example, when
stability had been restored through Nigeria's participation in the Inter-
national Tin Control Scheme and profitability” had resumed its buoyancy (19”;
capital employed had shrunk to an all-time low figure of £4.64%,. However,
production for export had returned to its pre-depression level and in spite
of enforced rationalisation and bankruptcies the familiar chaotic scene of
small-scale operations predominated. This was evidenced by the continued
presence of 39 firms, 47 individual prospectors in tin and 31 companies in
the “reduction of Gold.* " Their productivity had risen considerably,

in part due to increased mechanisation. £xcej>t for the depression period,
the stable but basically upward trend in the production of minerals for
export had the important effect of reducing the instability in Nigeria's

external earnings caused by fluctuations in agricultural trade. Another

97* Allister iviacniillan (ed.) : The Red Book of West A frica. o,:.cit.
96. S.H. P'rankel. o/.cit. Table 76

99. The value of Gold output in 1936 was less then £25,000. See R
Bouler:- 'The ivAning Industry' Chpt.1 in M. r'erham (ed.):-
Iviining, Commerce .. op.cit. Rage 29.

100. This competitive presence of multitudinous operators might be decep-
tive ratherthan real, for through amalgamations and take-overs after
the Depression four companies dominated the tin industry. 1In 1939/40,
one company, the Amalgamated Tin MAnes, accounted for AY?- of total
output, ibid Rage 23.
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Aaportant contribution of mining development vias in the field of wage
employment. It offered the first substantial opportunity for the peasants
to move out of subsistence agriculture into an industiisl environment and
in the inter-war years the mines were the largest single employer of wage
labour. Employment in the tin fields rose from 12,000 in 1912 to nearly
40,000 in 1928. Apart frcm the healy cut-back during the depression years -
to 15,000 in 1933 for example - an average of well over 30,000 unskilled
and semi-skilled labourers were employed in the tin industiy from 1925 on-
ward.***  And in spite of its relative lov/ share wages provided the princi-
ple channel through v/hich the value of the ore mined in Nigeria was trans-
mitted to Nigerians. Available data suggest that from 1926 to 1930 approx-
imately 26/j of the value of tin ore v/on v/as paid out as wages to the Africans,
This share dropped to 14<; in the 1930s and then rose to about 30/ after the
war.102

There are grounds for believing th