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impor t an t  to  m a k e  the  mos t  of a n y  t ime lag b e t w e e n  

pr ice  r ises  and  wage  advances .  The  G o v e r n m e n t  
seems  to t ake  a ph i losophica l  v i ew  of the  r epor ted  
spend ing  spree  of Bri t ish consumers  (and Continental 
visi tors) .  Its immedia te  effect  of softening the sea- 
sonal  dec l ine  in bus iness  ac t iv i ty  is indeed  welcome,  
and  insofar  as fu ture  consumer  d e m a n d  is sk immed 
off, i t  may,  e spec ia l ly  if the  pred ic ted  "hard"  b u d g e t  
reduces  p r iva t e  spend ing  power,  wel l  r esu l t  in a d ry-  
ing-up of home  d e m a n d  jus t  w h e n  manufac tu re r s  h a v e  
la id  the  foundat ions  for an  expor t  expans ion .  W a g e s  
a re  in  this  con tex t  less impor tan t  t h a n  middle  class  
earnings ,  a fact  which pa r t l y  exp la ins  w h y  the  Gov- 
e rnmen t  is wi l l ing  to see  low wages  go up b y  as 
much as 14 shi l l ings  a w e e k  in the  y e a r  end ing  in 
Ju ly  1969 but  has  se t  i ts  face aga ins t  s imi lar  per-  
cen tage  inc reases  on  the  g round  of d i f ferent ia l  for 
h igher -pa id  workers .  

Wi th  the  t ime factor  so important ,  the  nex t  few 
months  will  be  crucia l  for the  success  or  fa i lu re  of 
the  Bri t ish incomes  policy.  If p roduc t ion  can  b e  m a d e  
to r ise  before  the  cost  of d e v a l u a t i o n  is felt  a t  t he  
re ta i l  pr ice  level ,  t he re  will  be  the  less need  to insis t  
on re lease  of h o m e  m a r k e t  resources  for export .  If 
the  impor t  bil l  can  be  cut  as the  resu l t  of  a cont rac-  
t ion  in Bri t ish consumer  spending,  expor t  ga ins  will  
h a v e  a more  p r o n o u n c e d  effect  on the  b a l a n c e  of 
payments .  The G o v e r n m e n t  m a y  the re fo re  be  ex- 
pec ted  to take  a l en i en t  v i ew  of wage  inc reases  
y ie ld ing  gains in p roduc t ion  and  to be  r e luc t an t  to 

i n t e r v e n e  aga ins t  wage  inc reases  if such ac t ion  
t h r ea t ens  to d i s rup t  product ion .  The  v e r y  impor t ance  
of expor t s  m a y  thus  lead to h i g h e r  wages  in  f ields 
of p roduc t ion  and  t r anspor t  l inked  to t he  expor t  t rade,  
and  if expor t s  inc rease  .at t he  same time, the  Gov- 
e rnmen t  is l ike ly  to l eave  wel l  alone.  

Incomes Policy at the Price of Political Unpopularity 

W h e t h e r  the  Bri t ish inf la t ion  has  b e e n  of the  cost- 
push  or demand-pu l l  t ype  is a moot  point .  Success ive  
G o v e r n m e n t s  h a v e  t r ied  to f ight  i t  on  bo th  f ronts  
bu t  la id  more  s t ress  on con ta in ing  demand,  chiefly 
because  the  occas ional  and r a the r  h a p h a z a r d  at tacks 
on the  w a g e  spi ra l  were  pol i t ica l ly  injur ious.  Br i t i sh  
Minis te rs  now speak  of an  expor t - led  boom, p a r t l y  
in the  hope,  one  suspects ,  t ha t  success  in expor t s  wil l  
help them to .avoid h a v i n g  to tackle t h e m s e l v e s  im- 
modera t e  and  harmful  wage  demands  b y  those  in a 

s t rong ba rga in ing  posi t ion.  Not  on ly  the  Trade  Un ion  

Counci l  but  the  Prices arid Incomes  Board h a v e  b e e n  

b rough t  in to p ronounce  on w h a t  should  be  Gove rn -  

men t  decisions.  The  Gove rnmen t ,  and  espec ia l ly  the  

Min is te r  of Labour,  h a v e  still  to p r o v e  t ha t  t h e y  a re  

de te rmined  to enforce  the i r  own  incomes pol icy  at  

the  pr ice of pol i t ica l  unpopula r i ty .  They  h a v e  u n d e r  

ex is t ing  law the  power  to de lay  w a g e  inc reases  for 

s ix mon ths  e v e n  if ag reed  to b y  the  employers  bu t  

sti l l  hes i t a t e  to use, and  e v e n  more  to augment ,  th is  
legal  power.  

C A P I T A L  AID 

The Indebtedness of Developing Countries 
by Dr Ulrich Jeromin, Hamburg 

I n the discussion about development aid increasing 
attention is being paid to the problem of the grow- 

ing indebtedness of the developing countries and to 
the question of whether and if so, in what circum- 
stances, these countries will be able to fulfil the 
obligations they have undertaken regarding repay- 
ment. In this regard it is possible to hold widely dif- 
fering views and to be either optimistic or pessimistic 
about the possibility of solving the problem. Apart 
from these two alternatives there exists yet another 
variant--a point of view which makes light of the 
problem or even denies its very existence. I 

Those who incline to this third view, far from casting 
doubts on the correctness of the available statistics, 
make them the very basis of the argument. As long 
as capi ta l  aid t akes  for the  mos t  pa r t  the  form of 
credi ts  no one  need  be, or in  fact  is, surpr i sed  t ha t  

t C o m p a r e :  Hans - J ( i rgen  P e t e r s e n : V e r s d m l d u n g  de r  Ent- 
w ick lungs l ande r  ( Indeb tedness  of the  D e v e l o p i n g  Countr ies) ,  In: 
Konjunk tu rpo l i t ik ,  12th y e a r  (1966), No.  4, p a g e s  223 and  fol- 
lowing.  

deve lop ing  count r ies  accumula te  debts .  I t  is un-  
doub ted ly  not  the  accumula t ion  of deb t s  in  i tself  t ha t  
causes  d i squ ie t  in bo th  credi tor  and  deb to r  countr ies ,  
bu t  the  debt  se rv ice  t h a t  resu l t s  f rom it. T h e s e  

p a y m e n t s  cons t i tu t e  an  add i t iona l  b u r d e n  on  the  

a l r eady  p reca r ious  fore ign exchange  s i tua t ion  and  

in t u rn  inc rease  sti l l  fu r ther  the  c redi t  r e q u i r e m e n t s  

of the  cap i ta l - impor t ing  countr ies .  

A Development without Risk? 

Such a deve lopment ,  i t  is po in ted  out  b y  those  adher-  
ing to the  above -men t ioned  thi rd  view, i nvo lves  no  

r isk as long as the  indus t r ia l  count r ies  are  p r e p a r e d  to 

g ran t  ne t  capi ta l  a id  suff ic ient  to ensu re  a sa t i s fac tory  

growth.  This  assumes  tha t  i t  will  be  poss ib le  for the  
credi tor  count r ies  to go on expor t ing  capi ta l  on  a 

s tead i ly  r i s ing scale  so as to cove r  no t  on ly  the  
deb tor  count r ies '  f resh r equ i r emen t s  bu t  also the  
se rv ice  on p rev ious ly  incur red  debts .  
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Looked at in this l ight the problem of the develop-  
ing countries '  indebtedness appears indeed trivial.  But 
- - o n e  must ask onese l f - -wha t  is this s ta tement  in- 
tended to prove? It means after all no more than 
that a debtor is able to l ive  quite comfortably pro- 
vided a creditor constant ly grants him fresh credits 
and does not take it into his head to ask for his 
money  back. In such a case the extent  of the indebted- 
ness is indeed no problem; the accumulat ion of debts 
is no more than a mere  mat ter  of form, a mat ter  
which, if it should be thought  inconvenient ,  could be 
disposed of by  the simple means of waiving all claims 
to repayment,  not  only  de facto but also de jure. 
However ,  the assumption underlying this attitude, 
namely  that capital  aid is to be granted in ever  
greater  measure,  becomes rather  unreal is t ic  if strain- 
ed budgetary  conditions make  it increasingly difficult 
to find the rJecessary wherewi tha l  for the  
financing of further aid. This is obviously  the case 
at present  in most industrial  states. And ye t  Wes te rn  
development  aid is, consciously or unconsciously,  
based on this attitude. 

Outward Looking Industdallsatlon 

The flaw in this reasoning stems from a wrong  as- 
sessment of the deve lopment  aim. It is v e r y  easy  to 
work  out macro-economical ly  the net  capital the de- 
veloping countries require  from the industrial  coun- 
tries to achieve a desired rate of growth in their  
national product. That  is howeve r  a v e r y  schematic 
and in the final analysis somewhat  dubious aim. The 
industrial countries real ise that  the massive  capital  
aid they  have  provided in the past has failed to 
enable the developing  countries to achieve sat isfactory 
growth, and the feeling that they  cannot go on as 
before is at the bottom of the spreading misgivings 
about development  aid in its present  form. These 
misgivings are most s t rongly expressed by P. T. Bauer, 
who on the grounds of the exper iences  made hither-  
to roundly rejects  all deve lopment  aid. z 

In so doing this critic goes to the opposite extreme,  
which, however  understandable from the tactical  
point of view, is cer ta inly not right. Development  aid 
is necessary.  But instead of turning the developing 
countries into permanent  dependents  of the industrial  
countries, which is what  the present  pract ice amounts 
to, it would be preferable  ser iously to tackle here  
and now the problem of how they can be made to 
accomplish as much as possible themselves.  The 
necessary  capital aid could he on a smaller  scale and 
would thus undoubtedly  correspond more closely to 
the real capabili t ies of the industrial  countries. 

The initial impetus can only come from increased 
exports. It is only by w a y  of increased exports  and 
the result ing rise in foreign exchange earnings that 
developing countries are put in a posit ion to meet  
their obligations to provide  service  on capital. The 
argument can also be presented in another  form: It 

�9 Compare P. T. B a u e r :  Fore ign  Aid.  An Ins t rument  of Pro- 
gress? In: Barbara W a r d / P .  T. B a u e r :  Two Views on Aid  
to Deve lop ing  Countries= London 1966 

is only because the developing countries lack the 
power  to export  that they  must have  capital from 
abroad. If exports  rose capital  aid could be reduced. 
This is precisely what  is regarded as essential  in the 
Prehish-Report, which demands for the developing 
countries in future an "outward looking industrialisa- 
t ion ' ,  whereas  hi therto the as a rule rather expens ive  
"inward looking industrialisation" has been the order  
of the day. Industr ial isat ion in this context  means 
not only the creat ion of manufactur ing industries;  it 
can v e r y  wel l  consist in a further deve lopment  in the 

output  of raw materials,  which is still capable  of 

expansion, provided  it is sufficiently diversified, that  
is to say sufficiently adapted to its market  outlets. 

Export Aid 

This is, however ,  a much more difficult task to per- 
form than the creat ion of factories for the production 
of goods for home consumption. If hi therto develop-  
ment  pol icy has laid the emphasis on "inward look- 

ing industr ia l isat ion ' ,  it is cer ta inly not  because the 
importance of exports  has been underest imated.  To 
maintain one's  posit ion in the h ighly  specialised 

markets  of the industrial countries requires a tech- 
nical and organisat ional  standard which developing 

countries simply do not reach. If they  had reached 
such a level ,  they would have  ceased to he develop-  
•ng countries and would no longer  require  help from 
abroad. 

In the circumstances therefore no successful effort in 
the field of exports  may  he expected from the de- 
veloping countries themselves.  Init iat ives in this di- 

rect/on must come first and foremost from the in- 
dustrial countries. Ini t ia t ives of this kind must con- 
tain two elements:  one is the reduct ion of exist ing 
trade barriers on processed raw materials.  A pointer  

The A n n u a l  R e g i s t e r  1967 
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in the  r ight  d i rec t ion  was the  d e m a n d  made  at the  
Wor ld  Trade  Confe rence  tha t  deve lop ing  count r ies  
should  be  g ran ted  un i la te ra l  preferences .  

Preferences  by  themse lves  should  h o w e v e r  ha rd ly  be 

sufficient.  I t  has  to be  bo rne  in mind  tha t  an  es- 
sen t ia l  character is t ic  of a deve lop ing  coun t ry  is i ts  

lack of adap tab i l i ty  in regard  to bo th  output  and  
supply, i.e. its feeble  abi l i ty  to recognise  m a r k e t i n g  

chances and  to exploi t  them. For this  r ea son  it mus t  

be  he lped  by  in i t i a t ives  on  the  pa r t  of the  impor t ing  
c o u n t r i e s - - t h a t  is the  indus t r ia l  s t a t e s - -wh ich  mus t  

u n d e r t a k e  speci f ica l ly  d i rec ted  inves tmen t s  and  mus t  

help the  deve lop ing  coun t ry  conce rned  in the  marke t -  
ing of its goods. 

Indebtedness as a Structural Problem 

Obviously ,  no such s imple rules  apply, however ,  to 
in t e rna t iona l  t rade.  Even  a p re sen t  can  become  un-  
popu la r  if it exceeds  a ce r ta in  size and  e n d a n g e r s  the  
pos i t ion  of home  p roducer s  in the i r  t rad i t iona l  mar-  
kets.  No coun t ry  is be t t e r  p laced  to know this  t han  
Germany ,  which wi th  i ts r epa ra t ions  paymen t s  a f te r  
the  first wor ld  war  faced the  same problems.  These  
de l iver ies  on repa ra t ions  account  did not  b r e a k  down  
because  of any  inab i l i ty  on the  par t  of the  G e r m a n  
economy  to de l ive r  the  goods;  t hey  were  made  im- 
poss ible  b y  the  c red i tor  count r ies  themselves ,  which 
sh ie lded  the i r  na t iona l  economies  aga ins t  G e r m a n  
impor ts  in order  to p ro tec t  the i r  own industr ies .  

The lack of abi l i ty  on the  pa r t  of the  deve lop ing  
count r ies  to r epay  the i r  debts  is the re fore  p r imar i ly  
a s t ruc tura l  problem.  In the  indus t r ia l  count r ies  
t rad i t iona l  expor t s  of deve lop ing  count r ies  are  con- 
s t an t ly  rep laced  b y  syn the t i c  p roduc ts  while,  on  the  
o ther  hand,  spheres  of p roduc t ion  which migh t  v e r y  
wel l  b e  t r ans fe r r ed  to less deve loped  na t iona l  econ- 
omies a re  be ing  sh ie lded  from foreign compet i t ion.  
A foremost  example  of this  is the  co t ton  indus t ry  
whose  rapid expans ion  in the  d e v e l o p i n g  count r ies  
has  been  s topped  b y  res t r ic t ions  on impor ts  into  the  
indus t r ia l  countr ies .  The  same applies,  however ,  also 
to o the r  p roduc ts  ex t end ing  e v e n  to technical  prod-  
ucts  such as b icycles  and  sewing  machine  from India.  s 

S t ruc tura l  ad jus tmen t s  canno t  be  avoided.  The  dif- 
f icul ty  is tha t  such processes  of adap ta t ion  are  usual-  
ly no t  wi thou t  fr ic t ion and br ing  in the i r  w a k e  par t ia l  
imba lances  of fa i r ly  long  dura t ion,  which can  be  
v e r y  painful  to those  d i rec t ly  affected. S t ruc tura l  
ad jus tmen t s  m e a n  compet i t ion  and  pressure  on  prices,  
but  they  also m e a n  dumping  th rough  lower  wages,  
for the  deve lop ing  count r ies  can  force an  en t ry  to the  
wor ld  m a r k e t  on ly  t h r ough  depress ing  the i r  wage  
costs,  and  not  t h rough  the  appl ica t ion  of more  ad- 
v a n c e d  technology.  J a p a n  has  gone  this  way;  it is 
t oday  be ing  fol lowed b y  a sti l l  s t ead i ly  inc reas ing  
n u m b e r  of count r ies  such as Hongkong,  Taiwan,  South 

s Compare: Towards a New Trade Policy for Devetopment. Re- 
port by the Secretary-General of the United Nations Conference 
on Trade and Development, New York 1964, page 24. 

Korea and  India  to ment ion  on ly  the  mos t  i m p o r t a n t  
ones. W a g e  dumping  is h o w e v e r  still  r ega rded  as a 
suff icient  jus t i f ica t ion  for a lmost  e v e r y  conce ivab l e  
k ind of s ta te  in t e r fe rence  in the  in t e rna t iona l  t rade.  
This reac t ion  to wage  dumping  still  p reva i l s  t oday  
a l though  the  condi t ions  which produced  i t - - t h a t  is 
to say  the  u n e m p l o y m e n t  tha t  p reva i l ed  be tween  the  
two world  w a r s - - n o  longer  exis t  and h a v e  even  b e e n  
reversed .  In the  long  run  it  a lways  pays  a coun t ry  
to purchase  the goods it requi res  as cheaply  as pos-  
sible. Neve r the l e s s  i t  still  seems to be  inconce ivab le  
tha t  a g o v e r n m e n t  should  faci l i ta te  impor ts  of o the r  
than  raw mater ia l s  from count r ies  wi th  a low income 
level.  

Return to Bilateralism 

However ,  in adopt ing  such an at t i tude  the  indus t r ia l  
countr ies  g ive  up the i r  chance  of ge t t ing  par t  of t h e i r  
claims repa id  wi thou t  t rouble.  The i r  policy, too, 
becomes  i n v o l v e d  in a ce r t a in  cont radic t ion .  On the  
one hand,  in g ran t ing  amor t i sab le  and  in te res t -bear -  
ing credi ts  t hey  expec t  the  loan  capi ta l  to f low back 
to them, on the  other,  t hey  make  difficult ies in  ac- 
cept ing  de l ive ry  of goods from the  deb to r  count r ies  
- - t h e  on ly  way  these  count r ies  h a v e  of mak ing  t ha t  
ref lux possible.  Such a pol icy  mus t  i n e v i t a b l y  lead  
to an  accumula t ion  of debts  in the  deve lop ing  coun-  

tries. 

In these  c i rcumstances  a r e tu rn  to b i l a te ra l  t r ad ing  
would sure ly  b r ing  ce r ta in  a d v a n t a g e s  because  bi-  
la tera l i sm would show more  c lear ly  the  obl iga t ion  of 
the  credi tor  s ta tes  to accept  de l ive ry  of goods from 
the i r  debtors .  As  far  as deb t - se t t l emen t s  are  con-  
ce rned  the  Eas te rn  bloc wi th  i ts b a r t e r  a g r e e m e n t s  
has  therefore  the  a d v a n t a g e  over  us, and  these  b a r t e r  

ag reemen t s  seem to b e  the  fea ture  which p roves  
most  a t t r ac t ive  to deve lop ing  countr ies .  As far as the  
W e s t e r n  wor ld  is concerned ,  the  b i la te ra l i s t  charac te r  
of such ag reemen t s  is enough  to condemn them out  
of hand.  

One  way  out  of the  impasse  is at  p r e sen t  be ing  ex-  
plored.  It is a r e l axa t ion  in the  credi t  condi t ions.  
This enta i l s  formal  r enunc ia t ion  of pa r t  of the  r epay -  
men t  as descr ibed  above  and  as such wi thou t  doub t  
a cer ta in  a l l ev ia t ion  in the  debt  burden .  On  the  o the r  
hand,  it leads to no fundamen ta l  change in the  pres-  
ent  s i tuat ion,  above  all it does not  re l i eve  the  donor  
count r ies  of the i r  ob l iga t ions  to help. 

It remains  to examine  the  ques t ion  w h e t h e r  in the  

end it would  not  be  cheaper  for the  indus t r ia l  coun- 
tr ies to devo te  pa r t  of the i r  d e v e l o p m e n t  aid to a 
p l anned  and smooth  s t ruc tura l  ad jus tment ,  tha t  is 

to say  to use  it to f inance  the  a b a n d o n m e n t  of ce r t a in  
branches  of p roduc t ion  in favour  of imports  from de-  
ve lop ing  count r ies  and  in this  way  to effect sys tem-  
a t ica l ly  w h a t  one is unwi l l ing  to l eave  to the  o rd ina ry  
marke t ing  processes .  In any  event ,  th is  way  of uti l is-  
~ng the  ava i l ab le  funds  would  p rove  in the  long  run  
more  product ive .  
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