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ABSTRACT

The paper analyzes the changing pattern and future prospects of
external finance to South Asia and reviews the role of external finance,
particularly that of multilateral financial institutions, in the economie
development in South Asia. South Asian countries have relied heavily on
external finance as their domestic saving rates have been much lower than
their investment rates. External financial flows to South Asian countries
generally have been official development assistance (ODA). Although ODA
8till accounts for the majority of financial flows to South Asla, lts
share in total net flows declined sharply. The terms and conditions of
external finance to South Asia worsened as the share of ODA declined and
that of private flows increased. At the same rime, the external debt
situation in these countries deteriorated significantly during the 1980s.
South Asian countries will need an increasing amount of concessional aid
to meet their ever rising development challenges: poverty alleviation,
human resource development, environmental protection, private sector
development, and structural adjustment. The less promising prospects for
the global supply of external finance justify the need for an increase in
the role of multilateral financial institutions.
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I. INTRODUCTION

1: Even after decades of moderate economic growth, South Asia is
still characterized by low income, large surplus labor and a high
incidence of poverty. The economic dynamism which prevailed in East and
Southeast Asia during the last decade has not spread widely in South Asian
countries. The major challenge facing South Asian economies is to
accelerate and sustain economic growth in order to achieve an acceptable
standard of living for a rapidly growing population, a large proportion
of which live in abject poverty.

r As the base for domestic resource mobilization is weak in most
South Asian countries, they have had to rely heavily on external resources
for their economic development. External resources can play a positive
role in economic development by providing required foreign exchange
resources and enabling technology transfer. However, if not properly
managed, It could also lead to exrternal debt problems . The role of
external finance in economiec development, therefore, has long been an
[ssue provoking debate.

3, There have been a vast number of empirical studies, supporting
or rejecrting the hypothesis that foreign capital inflows promote economlc
development. It is now generally agreed that foreign capital is only one
of many factors determining development sutcomes. Forelpgn capital can he
made effective only when other factors, including domestic policies, are
aligned properly to enhance the growth momentum.

b, The purpose of this paper is to analyze the changing pattern and
future prospects of external finance to South Asia and review the past and
future role of external finance, particularly that of mulcilateral
financial institutions, in the economic development in South Asia. The
structure of the paper is as follows. Section II reviews the
characteristic pattern of external finance to South Asia as a whole from
a historical perspective, while Section III provides a brief review of

financial flows to each individual Seuth Asian councry. Section IV
examines rhe medium-term prospects for financial flows to South Asia Erom
a plobal perspective. Section V focuses on the role of multilateral

financial institutions in economie development in general and in the
development of South Asia in particular. A summary of findings is given
in the coneluding section.

II. CHANGING PATTERN OF EXTERNAL FINANCE TO SOUTH ASIA

5. Foreign capital flows from developed to developing countries
either directly (bilaterally) or through multilateral institutions.
Direct (or bilateral) flows are either from official dgencies or fraom
private sources. O0Official agencies include state and local EovVernments,
or their executing agencies, while private sources include commercial




banks, capital markets and other private sources. Multilateral
institutions consist of two major groups: multilateral financial
institutions (MFIs) and rhe United Nations (UN) agencles. MFIs include
the International Monetary Fund (IMF), cthe International Bank for
Reconstruction and Development (IBED), the International Development
Association (IDA) and regional development banks such as the Asfian
Development Bank (ADB). Official development assistance (0DA) is defined
as those flows to developing countries provided by official agencies (or
thelir executing agencies) and multilateral institutions, each transaction
of which is administered with the promotion of economic development and

welfare of developing countries as its main objective and is concessional
in character,

b, The pattern and composition of external finance are assoclated
with the stage of economic development in each country, Low income
countries tend to rely on concessional official flows as their debt-
servicing capacities are quite limited, High income countries rely more
on non-concessional private flows because being more creditworthy, they
have easier access to more competitive financing from commercial sources:
moreover, they have greater scope for attracting Fforeign direet
investment. As a country moves further te a still higher stage of
economic development, it may become a capital exporter. Asian develeping
countries provide a good example of this process: low income South Asian
countries rely mostly on concessional official flows; Southeast Asian
countries are in the stage of attracring more private flows; and some of
the newly industrializing economies (NIEs), which are in a higher stage
of economic development, have already become capital exporters (see
Jungseo Lee and 1. P. David, 1989, p. 11).

o Foreign capital flows to Asian and Pacific Developing Economies
(APDEs) prew rapidly in the late 1970s to reach a peak in 1981. They then
started to fall sreadily uncil 1985, due mainly te the sharp fall in
private flows (see Table 1). Foreign direct investments, pertfolioc
investments and export credits all showed a declining trend in the first
half of 1980s. Since 1986, however, financial flows to APDEs have shown
a rising trend again, helped by a significant rise in foreign direct
investment. This reflects the changing cost structure in the Asian

economies as wages and other costs increased rapidly in Japan and the
NIEs.

B. Bilateral flows have been the major type of flows to the APDEs,
accounting for about 60-~90 per cent of tortal flows during the last two
decades. While ODA showed a stagnation in the early 1980s, reflecting the
"aid farigue" phenomenon in some industrialized countries, it began to

rise again in the latter half of 1980s largely due to the increased
assistance from Japan.

9. Japan, in fact, has become the largest supplier of bilateral
flows to APDEs since 1984. 1ts share in total bilateral flows rose from
28 per cent in 1980 te 58 per cent in 1989. The share of the US declined
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Table 1.

Financial Flows to Aslan &nd Pacific
Developing Economies: 1970-1989
(In million US deollars)

1. Classification by Types

1970 1980 1985 1989
Amount  Share Amount  Share
(%) (%)
Official Development
Assistance 2,621 63.7 7,715 7,697 12,283 1.9
Bilaveral 4, T4L7 G, 149 8,720 29.7
Multilateral 2,968 2,948 3,563 2.1
Other 0fficial Flows a0 10.7 2,582 2,299 G, 987 17..0
Net Privare Flows 973 25.6 3,8RB0 1,545 12,059 41.1
TOTAL 3,803 100,0 14,177 11,541 29,329 100.0
2. Classification by Suppliers
1970 1980 1985 1989
Amount Share® Amount Share®
(Z) (%)
Bilateral Flows 3,467 a1.2 9,915 6,548 22,559 6.9
Japan 1,032 (29.8) 2,732 4,332 13,147 (58.3)
United States 1,144 (33.00 1,812 -2,224 2,686 f11.9)
Europe 806 (23,2 4,090 3.710 4, 765 (1. 1)
Others L4BS (14.0) 1,281 670 1,961 8.7
Multilateral Flows 336 .8 b, 2432 4,993 6,770 ik e |
ADB 14 (4.8) 458 775 1,522 (22.6)
IBED 133 {39.6) 810 1,573 2,530 (37.4)
UN 79 (23.5) 545 649 716 (10.6)
Others 108 (32.1) 2,429 1,995 1,997 {29 453
TOTAL 3,803 100.0 14,177 11,541 29,329 100.0

Figures in parentheses imply shares in subtotal.

Sourca; OECD, Geographical Distribution of Financal Fiows o Developing Countries (Paris, various igsuss.}




sharply with the international debt crises and temporarily turned negative
during 1985-1987 as loan repayments exceeded disbursements. The share of
Europe in the total bilateral flows also fell during the past decade.

10, Multilateral flows to APDEs have been rising steadily in wvalue
terms, The IBRD and IDA are two major suppliers of multilateral flows.
The share of ADB in the total multilateral flows has increased to reach
23 per cent in 1989. The South Asian countries and Socutheast Asian
countries particularly benefited from multilateral flows, while the NIEs
virtually have stopped borrowing from multilateral financial institutions.

11. South Asian countries have relied heavily on external finance
as their domestic saving rates have been much lower than their investment
rates (see Table 2). The average investment-saving gap of South Asia as
8 whole in the 1980s was about 4.6 per cent of GDP, which was much higher
than that of developing Asia as a whole. Among the South Asian countries,
the gap was the highest in Sri Lanka (11.5 per cent), followed by Nepal
{9.5 per cent) and Bangladesh (8.8 per cent).

Table 2. Domestic Saving, Investment and Resource Gap
in South Asian Countries
{1981-1990 average: per cent of GDP)

A. Domestic Saving B. Investment (. Resource Gap
(C = B-&)

Bangladesh 2.6 11.4 B.B
India 203 23.9 3.6
Myanmar 12 .4 15.6 3.2
Nepal 10.4 19.9 8.5
Pakistan 131.2 18.7 1.5
Sri Lanka 13.3 24 8 11.5
South Asia 17.5 22.1 4.8
Asian Developing

Countries 22.9 23.0 0.1

Source: Asian Devalopment Bank, Asian Development Dutioak 1097 (Manila, 1581); and country Sources.



) Er The share of South Asia in the total financial flows to the
developing world rose from 7 per cent in 1980 to 15 per cent in 1989 (see
Table 3). This increase is mainly attributable to the rising financial
flows to India. The share of East Asia and Pacific countries alsc rose
substantially because of the increased financial flows to China. Latin
American and Caribbean countries, on the other hand, experienced a drastic
decline in their share, from 35 per cent in 1980 teo 14 per cent in 1989,
This declining trend was more pronounced in long-term debt flows, where
the share of Latin American countries fell from 37 per cent in 1980 to 3
per cent in 1989,

13, Financial flows to South Asian countries have generally been
characterized by the dominance of ODA; an increasing share of multilateral
flows; a relatively high reliance on European countries; and a low share
of private flows. These characteristics have shown some changes during
the last two decades. The share of ODA, although still high, has shown
a declining trend. Japan has emerged as a major supplier of bilateral
flows and private flows have shown an increasing trend. Another aspect
of changing patterns in financial flows is a sharp rise in external debt,

AL Declining Share of 0ODA

14, Financial flows to South Asian countries generally have been in
the form of ODA. Almost all financial flows to Bangladesh, Myanmar, Nepal
and Sri Lanka have been ODA, However, the share of ODA has deelined

significantly during the last two decades, particularly since India and

Pakistan started to borrow from the international capital market in the
19805,

L. Although ODA still accounts for the majority of financial flows
to South Asia, its share in total net flows declined sharply from 93 per
cent in 1970 to 57 per cent in 1989 as a result of rapid rise in non-
concessional flows. This share (57 per cent) is higher than the 41 per
cent in Southeast Asian countries, bur is close to the average for the
developing world as a whole (see Figure 1). This implies that South Asia
is not particularly favored in ODA allocations despite their low income
status and large population. This argument is further strengthened by the
amount of per capita ODA. In 1989, per capita ODA for South Asia (55.5)

was less than half the average for the developing world as a whole
($11.4).

16, In the case of multilateral leoans, concessional flows used to
be dominant, but the share of nonconcessional flows have become higher,
This change is partly a reflection of the entry of China iInto the World
Bank and IDA's increased emphasis on Sub-Saharan Africa. The share of
South Asia in total concessional multilateral flows fell from 43 per cent
in 1980 to 32 per cent in 1989, while that of Sub-Saharan Africa rose from




Table 3. Regional Allocation of Net Flows to Developing Countries:
1970-1989
1980 1985 1863
Amtount Shace (1) Amount Share (I) Amount Share (1) Amount Share(l}
(Mn 53 (Mn 8) {4n 5) (Mn 5}

TOTAL NET FLOWG"
Africa, South of

the Eahara 1,272 12 10,907 13 B, 145 i La &B8 23
Eart Asila and

Pacific 1,881 18 12,351 13 14,808 28 17, 4&3 20

[Chimal (0% o) [1,934) 23 [5,762) 10 (a.21&j (132
Europe and the

Moditerranean 549 5 11.812 14 3,541 B 2,614 [
Latin Ametica and

thm Caribhaan &, 150 L1 20,786 35 12,083 2 8,873 14
Narth Africa and

Lho Middle East 1,010 1B 10,785 i3 B,070 =L 5,304 a
Aouth Aninm 1,320 13 5, Th& T 5,753 10 0,258 15

tIndia) [757) (7 (2,073) (2} [2,095) L3} (&, 352) (98]
TOTAL 10,325 100.0 Wz, raa 00,0 58,5681 100.0 63,288 100.0
LOMG-TERM DENT NET FLOWS
Afrioa, Bouth of

this Bahars 814 12 7.831 13 2,572 B %, 598 23
Enzt Asim and

Paaifie 1,175 17 10,380 17 10,8538 33 B.BGI 3l

{China} (o) [{:5] (1.827) £3) {& 006} {12) (&, 500) (207
Europe end the

Modibterranaan LEE 5 11,247 4] 2,856 a 1F? 1
Latin America and

the Carikboean 2,941 Lz 22,865 a7 T, 434 23 ft=hd 3
Horth Africa and

the Middle East &00 2 5,560 | &, 97T 13 2,431 11
Scuth Asia 1,007 14 3,216 1 4,015 i2 6,612 3o

(Ipdia) {594) (5} (1,424} (2) {Z2,545) {8) (4,221 f12)
TOTAL 6, 987 100 51,109 100 32,852 100 22 _2To 100

® Totel net flows include long-term debt net flows, grants snd direct forsign investmsnt (net],

Source: World Bank, World Debt Tables, 1980-31 Edition (Washington, D.C., 1850},
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Figure 1. Bhare of Officlal Development Assistance in Total Net Flows
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34 per cent to 42 per cent during the same period (see Table 4). The
share of China rose from zero to 9 per cent in the same period.

i by In the case of bilateral loans, concessional fleows continue to
be dominant although their share has declined significantly during the
last two decades, The share of grants in total flows alseo fell

substantially. All of these changes have caused the share of ODA in total
net flows to fall in South Asia.

B, Changing Share of Multilateral Flows

18, Taking South Asian countries as a whole, both bilateral and
multilateral flows have shown an increasing trend. During the period
1975-89, bilateral flows grew at an annual average rate of 9.2 per cent,
while multilateral flows grew at an annual average rate of 11.5 per cent
in current US dollar terms. HBilateral flows have generally been larger
than multilateral flows,

19, The share of mulctilateral flows in total flows te South Asla
rose sharply in the 1970s with a modest decline in the 19808 due to the
faster rise in commercial bank borrowing. 1In 1989 this share was 41 per
cent, which is much higher than the 12 per cent fer South Asia in 1970 and
21 per cent for the developing countries as a whole iIn 1989
(see Fipgure 2},

210, Among, the various sources of multilateral flows, the World Bank
Eroup (IBRD, IDA and IFC) remains the leading source. However, there has
been some important changes within the multilateral flows: IDA used to be
the most important form of World Bank assistance bur its share fell
gradually in the 1980s. On the other hand, the shares of ADB loans and
nonconcessional IBRD loans showed a sharp rising trend (see Figure 3).
ADB leoans to South Asian countries were predominantly concessional.

., Increasing Reliance on Japan

21, The European countries have besen the largest suppliers of
bilateral flows to South Asia, their share in total bilateral flows having
exceeded that of the US in the latter half of the 1970s. Financial flows
from Japan have shown a rapid increase, particularly since 1986,
reflecting the appreciation of Japanese yen following the Plaza Accord.
As a single country, Japan has been the largest donor in South Asia since
1983, It is also interesting to note that when compared with the
situation in Southeast Asian countries, the share of Japan in total
bilateral flows has been much lower in Seuth Asian countries (see
Figure 4).

B




Table 4. Reglonal Allocation of Concessional Multilateral Assistance
(In billion US dollars)

1870 1930 u_%i 1989
Amount Bhare (I) Amount Share (1) Amount Share (1) Anount Share (1)

Africa, South pf the Sahara Th 2n B3Z 3 1,180 ao 2,202 L
East Anta nnd Pacific Fi) 7 a8 3 308 3 BG5S 13

fChina}) {a) {0} (o) ay t22my {6) (am3) {1
FEuropes and the Mediterranean 18 5 L o &3 1 123 F4
Latin Americe and the Caribhean 8 43 3315 13 231 ] 213 &
Horth Africa and the Middle East 14 A 17a ! 206 ] 72 L
dauth Asim Lt 18 1,126 LE] 1, 566 W] 1,898 3z

[India) (53 (13) (gsay (28] {1,011} (20 (455 (£:5]
TOTAL 35l 100 2,621 100 3,865 lo0 5,272 100

Hotn: The share in the table shows the percentage share of concessionsl multilateral assistance to wach reglan in
total concessional multilatersl sssistance.

Soursé: World Bank, World Debe Tables, 1850-91 Edition {1220



Filgure 3. Multllateral Flows to South Asla: 1975-1889

IIIIIIII

4

7
L imMmmurymiii
1877 1878 1881 1883

(4

B
of

uuuuuuuuuuuuuuuuuuuuuuuuuuuuuuu



11
Figure 4. Shares of Major Donor Countries
in Total Bilateral Flows
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b, Increasing Share of Private Flows

22. The share of private flows to South Asia has increased sharply
in recent years to reach 24 per cent of total net flows in 1989. This
share is, however, still lower than that for Southeast Asian countries and
the average for the developing world (see Figure 5).

23. The main source of private flows has been international
commercial banks. The rise in private flows reflects the respective
governments' policy of increased borrowing from private lenders in order
to finance modernization and higher growth. This trend was pronounced in
India and Pakistan. 1In mid-1990, Bangladesh also adopted this strategy,
making its first long-term borrowing from external commercial sources,
However, adverse external developments in 1990 slowed the prowch of
private debt in these countries.

24, Foreign direct investment generally remained Insignificant in
Seuth Asia, accounting for less than 3 per cent of total net flows. It
should, however, be noted that in recent years foreign direct investment
has shown a rising trend In some South Asian countries reflecting the
Improvement in the investment enviromnment and shifeing comparative
advantage in developing Asia, Total foreign direcr investment te South
Asla during 1985-1989 was $810 million, which is equivalent to only one-
Fifth of the amount registered in Southeast Asia. Borrowing through the
issuance of bonds has became increasingly important in the latter half of
19805 fsee Table 5),

E. Rising External Debt

25, As a resulr of the continued inflow of external finance and ics
changing pattern as described above, rhe external debr cutstanding of
South Asian countries rose rapidly and their external debt situation
deteriorated substantially. The external debt outstanding of South Asian
countries as a whole rose from $38 billion atr the end of 1980 to 5102
billion at the end of 1989 (sse Table 6. About 77 per cent of the
increase was attributable to India, while about 13 per cent to Pakistan,
#As a proportion of GDP, external debt of South Asian countries rose from
17.3 per cent in 1980 to 29.4 per cent in 1989, while as a proportion of
exports of poods and services, it rose from 160 per cent to 272 per cent
during the same period. Debt service ratio rose from 11.6 per cent in
1980 to 24.7 per cent in 1989, Reflecting the sharp rise in commereial
loans, the share of concessional debt in long-term debt declined from 84.9
per cent in 1980 to 60.7 per cent in 1989. External debt situation in

Ssouth Asian countries, therefore, deteriorated significantly during the
19805,

-.u-u—-nwh_ﬁ__-_..n_ﬁ_ﬂ.ﬁ..q_p_.q_J_.'_..
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Figure 6. Bhare of Private Flows in Total Net Flows
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Source: OECD, Geographical Distribution of Flaanelal Flows 'o Developing Countriea (Parls,
varlous lsaues),

Table 5. Private Flows to South Aslan Countries
(In million US dollars)

1970 1980 1989

OEGD Direct Investment £9 121 199
Data Portfelio Invescment -24 =15 1150
Export Credic 28 267 1160

Total 53 374 2509

World Bonds -3 0 678
Bank Commercial Banks &4 L6 Boj5
Data Direct Investment 29 108 214
Others i7 3349 -39

Total 47 B9l 1748

Source: QECD, Geographical Distribution of Financial Fiows o Developing Countries [Paris, various issues), and World
Bank, World Debt Tahles, 1930.01 Edition [19a0).
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Table 6. External Debt Situation in South Asian Countries: 1980-1989

1980 1965 1989

External Debt Outstanding ($ billion) JB.1 G681 102.4
Ratio of Debt Outstanding te

GNE (%) 17.3 24 .8 29.4
Ratio of Debt Outstanding te Exports

of Goods and Services (%) 159.9 265,13 272.3
Debit Service Ratio (%) 11.6 22.6 24,7
Share of concessional Debt in Long-term

Debt (%) B4 .9 in.e 60.7

Source; World Bank, Workd Debd Tables, 1990-91 Edition [1990)

IITI. EXTERNAL FINANCE IN INDIVIDUAL SOUTH ASIAN COUNTRIES

26, The pattern of financial flows is somewhat different among
individual Socuth Asian countries. This seccion analyzes the
characteristic pattern of external finance in individual countries in
South Asia.Y

A Bangladesh

Eil # characteristic of the Bangladesh economy is the low level of
saving and investment. During the last two decades, the domestic saving
rate was around 2 -3 per cent, an extremely low level. On the other hand,
the domestic investment rate was about 7 per cent in the 1970s and 11 per
cent in the 1980s. This implies that the resource gap as a percentage of

B More detailed data on financial flows to South Asian countries can
be found in appendix tables.

M S T—
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GDP rose from about 5 per cent in the 1970s to about 8 per cent in the
1980s. Some of this gap was met by an increase in private transfers

including workers' remittances, but much of the gap was met by foreign
capital inflows,

28, Foreign capital inflows to Bangladesh rose at an average rate
of 13.1 per cent a year during the period 1972-1989. In current US dollar
terms, total net flows were $1.8 billion in 1989, or 8.9 per cent of GDP.
Almost all capital flows were ODA, while nonconcessional flows were
negligible. Bilateral flows from DAC (Development Assistance Committee)
countries were dominant particularly in the 1980s, but the multilateral
flows are becoming increasingly {mportant. The share of mulcilaceral
loans in total flows was 28 per cent in 1980, but rose to 47 per cent in
1989, IDA used to be the largest multilateral doner until 1988, while
the share of the ADB became higher in 1989.

29, Assistance from the US has declined in recent years, In
contrast, assistance from other DAC countries and from Japan has been
increasing, In 1989 the share of Japan and Europe in total bhilateral

flows were 3B per cent and 40 per cent respectively, while that of the US
was 14 per cent,

30. Private flows have been negligible. The ecountry has limited
access to long-term private bank finance, In fact, the syndicated credlit
arranged by the fertilizer manufacturer KAFCO through Cicibank in 1990 is
consldered a financial landmark, as it was the first long-term loan to a
non-government encity.? Foreign direct {nvestment (FDI) i{s very low at
only §1 million in 1989, The government is taking steps to encourage
forelgn direct investment. Much of the FDI has been in the textile
industry with a substantial input from the NIEs rather than from OECD
sources. Net export credits have fluctuated widely at a relatively low
level,

il Reflecting the pattern of external finance to Bangladesh, almost
all external debt in Bangladesh was from official credirors and most of
them were borrowed on concessional terms. S5till, the external debt

situation in Bangladesh deteriorated substantially in the 1980s. Its
debt/export ratio (438 per cent in 1989) was relatively high compared with
those of other AFPDEs. Its debt service ratic was, however, not
particularly high as about 98 per cent of the country's debt was committed
on concessional terms.

Asian Development Bank, "Regional Study on Resources Flows and
Financial Intermediation,” Draft Report (Manmila, 1991).
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Table 7. Net Financial Flows to Bangladesh: 1971-1989

(In million US dollars)

1 Classification by Types

1971 1980 1985 1989
Amount Share Amount Share
(%) (%)
Dfficial Development
Assistance 15 100.0 1,282 1,152 1,802 99 .7
Bilateral i s 900 632 958 53.0
Multilateral iz o 62 520 Badh 46.7
Octher Official Flows R e -9 -15 16 0.9
Ner Private Flows o i b -17 -10 -0.6
TOTAL 15 100.0 1,259 1,120 1,807 100.0
2, Classificacion by Suppliers
1971 1980 19835 19849
Amount Share" Amount Share®
(%) (%)
Bilateral Flows a 61.0 q909 609 G688 535
Japan .. (..) 221 124 3r2 (3B.4)
lnited States .. (..) 174 159 138 (14.3)
Europe B (B8B.9) 393 251 387 (40,07
Others I £(11.1) 121 5 ] £
Multilaterasl Flows & 3%.0 351 512 B4&D 86.5
ADR e | 58 143 317 (3.1
1BRD % {iic) pr =1 -2 (-0.2)
1DA s T | 156 273 288 (34.3)
UN i g 62 18 119 (14.2)
Others & (100.0) 75 18 118 (14.0)
TOTAL 15 100.0 1,259 1,120 1,807 100.0

* Figures in parentheses imply shares in subrotal.

Source:  OECD, Geographical Distribution of Financial Flows to Dewainping Countries (Paris, various issues); and World

Bank, Worid Debt Tables, 1990-91 Edition (1990}
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B, India
32. India has maintained the highest domestic saving rate among
the South Asian countries in the last two decades, Therefore,

historically, India's reliance on external finance has been low.
However, in recent years, a sharp drop in public secter saving, which was
caused by a rise in government expenditures and stagnant government
revenues, has led to a widening of the saving-investment gap. This has
had to be financed by foreign resources. India's increasing reliance on
foreign capital was facilitated by the availability of commercial loans
In the international capital market.

33, Total net flows of foreign caplital to India were $1.2 billien
(1.1 per cent of GDP) in 1979 and quadrupled to $5.1 billion (2.2 per cent
of GDP) in 1989, 1India received the second largest amount of foreign
capital flows among APDEs in 1989, next te the People’'s Republic of China
(55.7 billian).

LT The changing pattern of financial flows to India Is
characterized by a decline in the share of concessional flows and a
hardening of borrowing terms. ODA has been the main source of financlal
flows, but nonconcesslonal official loans and net private flows have been
tising rapldly. In 1980 the share of ODA In total flows was 90 per cent,
but declined to 37 per cent in 1989, The share of official grants also
fell from 33 per cent in 1980 to 22 per cent in 1989. In the same year
nonconcessional official flews accounted for about one third of total
flows.,

350 There have alse been some changes in the relacive impertance
of donors. The share of the US in total bilateral flows fell, while that
of Japan rose sharply, particularly in the second half of the 19B0s.
Furopean countries have been the most important bilateral donors,
accounting for about 51.1 per cent of total bilateral flows.

36, Among mulcilateral flows, the most important source used to
be IDA. 1IDA assistance to India has been of special significance in the
context of the country's development efforts. Through the 1960s and the
1970s, India received the bulk of IDA assistance. In the 1980s, however,
there has been a consistent decline, partly because regional allocations
have been changing in favor of Sub-Saharan Africa and partly because of
the entry of China &s a borrower of IDA resources. The overall size of
IDA flows to India has been contracting: as a result, since 1986, the
share of nonconcessional IBRD loans has become larger than that of IDA.
In 1989, the share of IDA loan disbursements in total World Bank loan
disbursements was 30 per cent compared to B85 per cent in 1979. This
trend was partly responsible for the higher average cost of foreign
capital for India. The ADB started lending operations in India only in
1986. Therefore, net disbursements of loans are still quite low.

i7. The share of bilateral flows has been generally higher than
that of multilateral flows. Bilateral flows rose further in the 1980s as
private flows (they are included under bilateral flows) showed a rapid
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increase. This pattern, however, does not apply te ODA. Multilateral ODA
was lower than bilateral ODA in the 1970s, but relative size of their
shares reversed in the 1980s.

38. In 1984 India began to borrow actively from the international
capital market to finance its large current account deficits, Starting
initially with conventional syndicated loans, India has recently begun to
raise funds in the international bend market. In contrast to the fact
that private flows have been falling in many other developing countries,
private sector bank and bond financing have generally been rising in
India.

39, Commercial borrowings, however, fell considerably in 1990,
reflecting both the increased difficulty being faced by India in obtaining
commercial loans (India's creditworthiness was downgraded by eredit rating
apencies three times in 1990-1991) and the unwillingness of the Government
to continue to Incur large amounts of commercial debt.

an. Foreign direct investment showed an increasing trend {n the
19805 in response to the improved economic situation and the Government's
liberalization measures. 1t is, howewver, still quite modest at less than
5 per cent of total flows. In 1989, FDI flows was less than 5200 million
in India compared te $1.1 billion for China and $3.6 billion for the four
Southeast Asian countries combined. One of the major ecriticlisms of FDI
In India has been that the related capital imperts have not been for
"state of art" technologies and, therefore, the impact on technological
development has been minimal. However, this view has been reconsidered
In wlew of its success in other developing countries. The Government has
in the past lew years rationalized various procedural and related matters
to encourage the inflow of foreign direct investment. These measures,
however, have not been very effective. Recently, the Indian Government
anncunced that the Foreign Exchange Regulation Act would be amended to
allow FDI of wp to 51 per cent of the total capital of invested
corperations in a large number of industries, compared with 40 per cent
presently. This together with other changes, including the substantial
liberalization in industry and trade poliecies, are expected to have a
favorable impact on FDT,

41, Loans from the IMF are mot included in OECD data on financial
flows. 1In the early 1980s an IMF loan of $4.5 billion was provided to
support economic reforms and is now being repaid. Another source of
foreign exchange not covered in the OECD data are inflows from non-
resident Indians (NRIs). This has averaged about $1.4 billion during the
last 5 years, although it seems to have stagnated since 1985/86. Much of
the rise in deposits in recent years represents reinvestment of interest.

42, The changing pattern of external finance to India caused a
sharp rise in its external debt outstanding. India is now the largest
debtor in Asia and its debt outstanding reached $62.5 billion at the end
of 1989, Furthermore, the share of concessional debt in total long-term
debt declined substantially from B2.9 per cent in 1980 to 453.7 per cent
in 1989,
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Table 8. WNet Financial Flows to India: 1970-1989
(In million US dollars)

L Classification by Types
1970 1980 1985 1989
Amount Share Amount Share
(%) (%)
Official Development
Assistance B25 98.4 2,127 1,592 1,906 37.2
Bilateral i3 ol 605 Sy 1,139 15.0
Multilateral oe L 1,522 1,048 768 22.2
Other Official Flows -5 -0.6 132 280 1,513 29.6
Net Prilvate Flows 19 2.3 129 635 1,701 33.2
TOTAL B39 100.0 2,388 2,507 5.120 100.0
2. Classification by Suppliers
1970 1980 1985 1989
Amount Share* Amount Share"
(%) (%)
Bilateral Flows 765 91.2 117 1,273 3,136 61.2
Japan . (4.9 38 68 1,097 (34.9)
United States 422 (55.2) 170 130 174 {5.5)
Eurape 197 (25.8) 565 992 1,325 (42.2)
Others 108 {14.1) & B4 540 (17.4)
Multilateral Flows T4 8.8 1,611 1,234 1,984 38 .8
ADBE s (..) L. .. 82 (4.1)
IBED -4 -{5.4) 117 320 1,114 (56.2)
IDa 46 (62.1) 609 820 473 (23.8)
UN 23 (31.0% 106 104 147 {7.4)
Others 10 (13.5) 179 140 189 (8.3)
TOTAL B30 100.0 2,388 2,507 3,120 100.0

® Figures in parentheses imply shares in subtotal.

‘Source:  DECD, Geographical Distribution of Financial Flows fo Developing Countries (Paris, various fesues); and World
Bank, World Debt Tables, 1990-91 Edition (1290).
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c. Myanmar

43, Both the domestic saving rate and investment rate in Myanmar
have been fairly low: the former averaging 12.4 per cent and the latter
15.6 per cent during the 1980s. The resource gap was about 3 per cent of
GDP during the same period.

Gy, Total net flows peaked in 1979 at 5518 millien (10.5 per cent
of GDP) and fluctuated in the 1980s at much lower levels. In 1989 total
net flows fell sharply to $91 million from $473 million in the previous
year.

45, Bilateral flows have been the maln source of foreign capltal
inflows accounting for 69.1 per cent of total net flows during the 19805,
Japan and the European countries are major donor countries. Since 1984
Japan supplied more than half of total bhilateral flows. The share of the
US has been negligible. Multilateral flows accounted for about 30.8 per
cent of toral netr flows during the 1980s. 1IDA, ADB and the UN have bheen
important suppliers of multilateral flows. All multilaceral flows have
been on concessional terms.

46, Official flows have been dominant, while privace flows have
been negligible excepr for the peried 1978-1982 when éxport credics played
an Important role. Almost all official Flows have been on concesslonal

terms., The Forelgn Investment Law passed in 1988 had actracted some
projects, More than 90 per cent of the investment Inflows se far have
been for the extractive industries, i.e., oil and gas exploration and
mining.

47, Tortal external debr stood av $4.2 billion ac che end of 1989,

90 per cent of which was concessional. O0f the concessional debt; three
guarcers is owed to bilacteral donors and one quarter cto mulcilateral
institutions. The debt-service racio has been quite high during the
period 1985-1987 due te sluggish exports and bunching of principal
repayments. The ratio has declined substantially since then, However,
the ratio of external debt to exports of goods and services at 644 per
cent In 1989 was the highest among South Asian countries.

D. Nepal

4l Nepal, being one of the lowest income countries in the world,
relied heavily on concessional foreign capital inflows to finance its
investment. The domestic saving rate in Nepal remains very low, less than
10 per cent, while its investment rate is fairly high, at about 20 per
cent. This implied a heavy reliasnce on external finance. The resource
Eap as a percentage of CGDP was around 10 per cent, which has shown an
inereasing tendency In recent years as the domestic saving rate has
declined even further.
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Table 9. MNet Financial Flows to Myanmar:
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(In million US dellars)

1970-1989

L, Classification by Types
1970 19E0 1985 1989
Amount Share Amount Share
(%) (%)
Official Development
Assistance 23 77.2 Elel) 356 184 202.6
Bilateral 231 253 90 99.1
Mulrilateral 77 103 04 103.5
Other Official Flows -2 -5.0 6 0 -67 -73.8
Met Private Flows A 27.9 89 -35 -26 -28.9
TOTAL 30 100.0 403 321 91 100.0
2. Clagsification by Suppliers
1970 1980 1985 19849
Amount Share Amount Share
(1) (%)
Bilateral Flows 30 100.0 325 2149 -3 -3.1
Japan 14 48.3 144 142 71 78.7
United States 2 6.7 . 8 2 2.2
Europe 11 36.6 157 &0 -81 -88.9
Others 3 B.4 23 9 L 4.0
Mulctilateral Flows 0 0.0 78 102 04 03,1
ADB - i 14 32 25 275
TBRD -2.5 -8.4 = i i -
DA 2 ; 26 &3 52 57.3
834 2.5 B.4 17 24 17 18.9
Others 21 3 -1 -0.6
TOTAL 30 100.0 403 321 91 100.0

Source:  DECD, Geographical Distribution of Financial Fiows fo Developing Countries (Paris,

Bank, Worild Debt Tables, 1590-81 Edition (1980,

wanious issues); and World
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49, Total net flows to Nepal in 1989 was about $500 million, 17.8
per cent of GDP. The amount has risen more than three times in current
US dollar terms during the last decade.

Ak, Almost all financial flows to Nepal are ODA grants or loans,
One characteristic of financial flows to Nepal is the declining share of
grants in ODA, which fell from 79.1 per cent in 1980 to 55.2 per cent in
1989. Private flows showed some increase in the last five years, but the
ampunt 1s still negligible. The major type of private flows was export
eredlt, while foreign direect investment was guite small.

5 There has not been a significant change in the composition of
donor countries. European countries have been most important, accounting
for about 40 per cent of total bilateral flows in 1989, while Japan and
the US supplied 30 per cent and 5 per cent, respectively. Among the
multilateral institutions, the share of IDA has been the highest, while
the share of ADB has been rising. ‘The United Nations also extended
substantial financial support to Nepal.

i fne of the significant trends in foreign assistance has been a
shift towards agriculture and away from transport, reflecting rising
expenditures on irrigation projecets and a slowdown of expendicures on
transport Infrastructure, Aid disbursements in the social sectors have
been wvery low.

53. Reflecting the increasing reliance on foreign borrewing in
recent years, the external debt outstanding of Nepal expanded
substantially. Although the level of external debt in 1989 as a propercion
of both GNP and exports is not particularly high, its growth rate during
the 1980s was the highest among South Asian countries. More than 90 per
cent of long-cerm debt of Nepal was on concessional terms.

E. Pakistan

54, The average domestic saving racte in Pakistan during the past twe
decades was about 10 per cent, which is relatively low compared wich that
of other Asian developing countries. Despite the low domestic saving
rate, the investment rate remained at about 17 per cent during the same
period, The resource pap therefore remained high, at more than 5 per cent
of GDP and foreign capital inflows to Psakistan constituted an important
source of investment. The rise in the domestic saving rate in recent
years to 12-13 per cent has not helped in reducing the gap because the
investment rate rose concomitantly. A part of the resocurce gap was
financed by workers' remittances, but the ratioc of the current account
deficit to GDFP continued to be high at more than 4 per cent. Foreign
capital has also been important in financing the budgetary deficit of the
Government. During the Sixth Plan period (1983-84 to 1987-88), foreign
capital inflows financed an average of 19 per cent of the overall budget
defieit. This share has increased in recent years, registering 32 per
cent in 1988-89,
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Table 10. Net Financial Flows to Nepal: 1970-1989
(In million US dollars)

AL Classification by Types

1970 1980 1985 1989
Amount Share Amount Share
(%) (%)

Official Development
Asgistance 24 100.0 163 236 493 8949 .5
Bilateral . i 91 122 251 50.7
Multilateral . i 12 114 42 H48.8
Other Official Flows i i i [/ 2 0.4
Net Private Flows -1 7 1 0.1
TOTAL 24 100.0 161 246 495 100.0

2. Classifieation by Suppliers

1970 1980 1985 1989

Amount Share" Amount Share®

(z) (%)

Eilateral Flows 20 86.0 90 130 253 51.0
Japan & o 23 52 17 (30.4)
Inited States 17 (85.0) 8 21 14 (5.5
Eurape 2 (10.0) 45 49 103 (40,73
Others 1 (5.0) 13 B 59 (23.3)
Multilateral Flows 3 14.0 72 117 243 49.0
ADB - Claii) g 42 a3 (34:.1)
IBRD i (.. . ¥ 55 s
1D4 - i) 25 33 107 (44 .,1)
UN 3 (100.0) 33 3z 37 (15.2)
Others iR = 3 10 16 (6.6)
TOTAL 24 100.0 1561 246 496 100.0

* Figures in parentheses imply shares in subteotal.

Source:  OECD, Geographical Distribution of Financial Flows o Developing Countrias (Paris, various issues); and Werld
Bank, World Debd Tables, 199081 Edition (1240),
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3. Annual net disbursements of foreign capital te Pakistan rose
substantially during the period 1979-1989, from § 0.6 billion (3.3 per
cent of GDP) in 1979 to $2.3 billion (6.4 per cent of GDF) in 1989. These
figures do not include inflows from IMF and workers' remittances, the
latter of which peaked in 1982-83 at $2.9 billion and fell to $1.9 hillion
in 1988-89,

56. Official flows accounted for 71.8 per cent of total flows in
1989, while the rest were private flows. The majority of official flows
were ODA, i.e.,either grants or concessional loans. The share of grants
in total ODA has been higher than the share of loans since 1980, but the
situation is likely to be reversed in the future in view of the declining
grants from the US. The share of non-concessional official flows has been
rising rapidly, particularly since 1987. The main sgource of non-
concessional official flows was multilateral institucions.

57. Private flows accounted for 28 per cent of total net flews in
1989, According to OECD data, portfolio investment and export credit have
been the major types of private flows. In contrast, according to the

World Bank data, foreign direct investment has been the leading source.
Bond borrowing is mnot common 14in Pakistan, although cthe MNatlonal
Development Finance Corporarion floated & seven year bond in 1987. In
recent years, short-term borrowings rose sharply because of pressures on
the balance of payments.

S8 . Bilateral flows have been dominant, but have [luctuated widaly,
Unlike in other South Asian countries where Japan is the most important
single denor country, in Pakistan the US has been the largest donor,
followed by Japan and the European countries. This reflects the tendency
of the US to concentrate its ODA based on political concerns and its view
that Pakistan is a key regional strategic link OFEC countries were
Important deonors enly in a few selected years.

29, Multilateral flows have continued to rise, parcticularly during
the pertod 1986-1988. However, compared with other South Aslan countries,
reliance on IDA is much lower. The share of IDA in total World Bank loans
to Pakistan was only 21.2 per cent in 1989. The ADB has been an impeortant
multilateral source, providing about 43.1 per cent of multilateral flows
in 1989. Financial support from UN is also important, accounting for 11.9
per cent of multilateral flows in 1989. Official assistance to Pakistan
has accumulated in the aid pipeline primarily due to the lack of local
currency matching funds and problems with project implementation.

60, Foreign capital flows to Pakistan were mainly grant aid and 0DA
loans. As a result, about 76 per cent of its long-term debt was on
concessional cTerms. The debt situation of Pakistan continued to

deteriorate in the 1980s, with a little improvement in recent years.
Compared with the other South Asian countries, Pakistan depends more on
short-term debt. In 1989, the share of short-term debt in totzl debt was
15 per cent, which was the highest among the South Asian countries.
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Table 11. Net Financial Flows to Pakistan: 1970-1989
{(In million US dollars)

1. Classification by Types
1970 1980 1985 19849
Amount Share Amount Share
(%) (%)
Official Development
Assistance 421 B5.1 1,040 802 1,163 47,49
Bilateral e .. 622 412 665 28.8
Multilateral . .. 418 390 439 19.0
Other 0fficial Flows 50 19.2 i 176 551 23,9
Met Private Flows 23 4.7 114 -44 51 2812
TOTAL 495 100.0 1,226 929 2,305 100.0
2. Classification by Suppliers
1970 1980 1985 1989
Amount Share® Amount Share®
(%) (%)
Bilateral Flows 408 B82.6 776 417 1,318 57.2
Japan 48 (11.8) 109 93 174 {13.6)
United States 215 (52.7) b2 162 937 (71.1)
Europe B4 (23.0) 288 87 49 DT
Others 51 {12.5) 316 Fis] 154 (11.6)
Multilateral Flows 86 17 .4 450 512 987 42.8
ADB 5 (5.8} 46 138 425 (43.1)
1BRD 44 (51.2) 10 29 44 (34.9)
IDA 23 (26.7) 70 100 an £9.1)
8]} g {10.5} 131 173 117 (11.8)
Others 5 ({5.8) 213 72 11 {1.1)
TOTAL 495 1000 1,226 929 2,308 100.0

Figures in parentheses imply shares in subtotal.

Source:  OECD, Geographical Distribution of Financial Flows to Developing Countries (Paris, various issues); and World
Bank, Worid Debt Tables, 1950-91 Edition {1220),
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E. Sri Lanka

61, The domestic saving rate in Sri Lanka has averaged about 13 per
cent during the last two decades. It has shown a slightly declining trend
in the second half of 19805 due to weak economic performance caused by
civil unrest and a prolonged drought. As domestic resource mobilization
has been limiced, official aid and loanz have played a major part in Sri
Lanka's development. Foreign capital has been necessary to support the
relatively high investment rate in Sri Lanka, The average domestic
investment rate was 19 per cent in the 1970s and rose to about 25 per cent
in the 1980s. This meant a large resource gap in terms of GDP. The
resource pap was particularly high in the early 1980s, ewxceeding 10 per
cent of GDP, This pap declined somewhat in the second half of the 1980s
as public investment declined as a consequence of a deliberate policy to
reduce the level of government expenditures. However, it is still much
higher than in other Asian developing countries.

62, Reflecting the large resource gap, the external current account
deficit as a percentage of GDP remained high. The current account defieit
was financed by foreign capital inflows or changes in foreign exchange
reserves. Forelgn capital inflows showed a rising trend particularly over
the period 1978- 1984, They then showed a declining or stagnant tendency
until 1989 when there was a rapid increase. In 1989, total net foreign
capital inflows amounted to 5743 million, 10.7 per cent of GDP. Net
inflows of foreign capital continued to rise in 1990 due to an increase
in =id. Loans negotiated with the US, Japan and wvarious muleilateral
agencies also contributed to the rise,

63, ODA was the main source of financial flows, accounting for 88.3
per cent of total flows during the 1980s. The share of ODA grants was
almost egqual to that of ODA loans, Nonconcessional official flows have
been neglipihle.

b4, Private flows showed fluctuations at a low level: an increasing
trend in the early 1980s was followed by a negative or negligible net
inflow in 1986-1988. The most important sources of private flows have
been export credits, followed by FDI. Export credits fluctuated
significantly in the 1980s, with a sharp rise in 1989. FDI reached a peak
in 1984 and then has not recovered to that level since. AL its peak (571
million in 1984), FDI was 11.1 per cent of total net flows, but for the
1980s as a whole it accounted for only 2.3 per cent of total flows. Asian
NIEs and Japan have been the major source countries of FDI flows in recent
years. There have been essentially no inflows of foreign capital through
bends and equity markets. However, in 1990 there were some improvements
in the regulations on foreign purchases of equity, which is yielding a
positive impact on foreign equity investment in Sri Lanka.

63, Bilateral flows have been much more important than multilateral
flows te Sri Lanka. European countries have been the major donor
countries. Japan became the most important donor during 1986-1988, but
net flows from European countries rose sharply in 1989 to exceed those
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Table 12. Net Financlal Flows to Sri Lanka: 1970-198%
{In millien US dollars)

1, Classification by Types

1970 1980 1985 1G89
Amount Share Amount Share
{%) (i)
Official Development
Assistance 591 83.1 3913 485 546 TR
Bilateral B . 305 340 g5 47 .4
Multilateral . .. B7.5 145 g 26.0
Other Official Flows B 13.0 & 18 & 0.5
Net Priwvate Flows 2 3.9 38 g1 193 26,0
TOTAL 59.1 109.4 434 SB4 743 100.0
2. Classification by Suppliers
1970 1980 1985 1989
Amount Share® Amount Share®
) (%)
Bilateral Flows 52 887 344 438 588 79.1
Japan 5 {(9.6) 46 123 185 (31.5)
United States 10 (19:2) 35 a6 &0 (6.8)
Europe 29 (35.7) 200 200 315 (53.6)
Others g9 {172 43 79 &7 (B.0)
Multilateral Flows 7 11.3 EQ 146 155 20.9
ADDR 2 (28.8) 5 28 76 {(49.0)
IBED -1 [(-14.73) -2 1 1 (0.6)
IDa 1 (14.3) 20 73 51 (33.0)
UM 4 Ry 20 21 18 {11.6)
Others 1 (14.3) 47 23 g (5:2)
TOTAL 59 100.0 &34 584 743 100.0

Figures in parentheses imply shares in subtotal.

Source;  QECD, Geographical Distrbution of Financial Flows to Developing Countries (Paris, various issues); and World
Bank, World Debt Tables, 1990-81 Edition {1990),
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from Japan. WNet flows from the US showed a declining trend in the second
half of 1980s. In 198%, the share of the US in total bilateral flows was
less than 10 per cent.

66, Multilateral flows showed a stagnant trend in the second half
of the 1%80s due te civil disturbance, It accounted for 20 per cent of
total net flows in 198%, 1IDA had been the most important multilateral
source until 1987, while the ADB has become the most important source
since 1988,

67. As In the case of most South Asian countries, Sri Lanka's
external debt situation deteriorated significantly in the 1980s. As a
result of the rapid increase in external borrowings, the debt/GNP ratio
in 1989 rose te 73.3 per cent in 1989, which was the highest among South
Asian countries, The debt-serviece ratio, however, remained at a
manageable level during the 1980s,

IV. PROSPECTS

68, The prospects for foreipgn capital flows to South Asian countries
will depend on both the supply of and the demand for external finance from
a2 global perspective, The global supply of external finance will, in

turn, depend very much on the investment-saving gap--or equivalently the
balance of payments situations--in donor countries.

B9, In the United States, there is a strong possibility that the
federal budger deficit will be reduced, resulting in an increase in public
saving and a decline in the use of foreign saving. On the other hand,
Canada, France and the United Kingdom are projected to experience a rise
in the use of foreign saving, partly reflecting strong growth in domestic
demand (see IMF, 1991},

70. The capacity of Japan te provide assistance to developing
countries is likely to decline, mainly for two reasons. First, the
national saving rate in Japan is projected to decline due to a change in
demographic structure. A rise in the average ape of the population is
expected to lower the saving rate during the 19903, Second, the
government has recognized a need for it to play a more important role in
ilmproving social infrastructure, implying that more caplital will he
required for domestic investment. The provision of savings to the rest
of the world is therefore projected to decline.
i

i B Forecasts of financial flows in unified Germany are not wvery
bright elther, Germany will have to spend the bulk of its saving
generated in the western part of the country to finance requirements for
reconstruction in the eastern part. Therefore, there will be limited room
for Germany to supply a substantial amount of capital to other ecountries
for some years to come.
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72, The above assessment generally indicates that the supply of
foreign capital from the industrial countries te the developing weorld will
not grow rapidly in the medium term. The situation will be dggravated hy
the changing environment in the international capital market,
International commercial banks were important sources of hilateral Flows
in the 1980s. However, they are now reluctant ta increase the supply of
credit to the indebted developing countries, inter sliz, for two reasons.
First, the Bank for Intermational Sectlement (BIS) introduced a new
standard in which each bank in member countries will have to keep risk-
bearing assets equal to or lower than a specified lewvel. Therefore,
commercial banks will need to minimize their risk-bearing lending to the
developing world in order to satisfy this requirement, Second, due to the
financial difficulties experienced by commercial banks in both the US and
Japan, these banks are not willing to take risks in recycling eapival to
developing countries which might result in big losses (see Watanabe,
19913,

13, New forms of finance are increasingly being used in the
developing countries to offset the decline in commercial bank lending,
They ineluds leasing, bond issues, sSWap arrangements, equity issues, non-
resident deposits, etec. However, the use of these new instruments will
not become widespread enough to offset the reduction in commercisl bank
lending.

74, The supply of external finance to the developing world has come
not enly from the industrial countries, but also from the Middle East and
KIEsg, However, the capacity of the Middle Fast countries to supply

capital to the developing world will be constrained in the 1990s since
Saudi Arabia and Kuwait, which have been major exporters of capital during
the last 15 years, will have to finance their own reconstruction needs.
NIEs will continue to provide foreign capital te the developing world.
However, since the combined current account surplus of the NIEs 1is
prejected to decline significantly in the medium term, their contribution
to the supply of external finance to the developing world is likely te
fall.

73. In contrast to the less than promising prospects on the global
supply of external finance, the global demand for external finance is
expected to be high. Potential demand for external finance will ba

particularly high in Eastern Europe, the Soviet Union and the Middle East,
There are, however, still serious structural problems that have to he
overcome before foreign capital will flow actively into the Saviet Unien
and Eastern European countries. Furthermore, reconstruction in Saudi
Arabia and Kuwait will be financed mostly by their own accumulated foreign
assets. Therefore, the actual demand for financial resources from these
regions will be much less than their potential demand.

76. In the 1980s, Latin American countries experienced a sharp fall
in their net flows but they will need an increasing amount of external
finance to support their on-going adjustment Programmes . Sub-5aharan

African countries will continue to rely on external finance to tide over
their difficult economic situations,
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. Among Asian developing countries, Asian NIEs will continue to
be capital exporters and some Southeast Asian countries will need less
external finance in the future as their balance of payments situations
improve with a rise in their exports. However, demand for external
finance will continue to be high in other Asian developing countries. In
particular, developmental needs will be enormous in South Asian countries
as will be discussed in the next section.

78, According to World Bank projections (see World Bank, World Debt
Tables 1990-91 edition), official grants to the developing world will grow
at an annual rate of 5 per cent in the coming five years compared with the
9 per cent increase registered in the past five years., The projections
do show, however, that both official leans and private flows will grow
much faster in the coming five years than in the past (see Table 13).
Multilateral lending is projected to grow faster than bilateral flows,
reflecting increased World Bank lending under its 1989 capital inerease,
the impact of the newly created European Bank for Reconstruction and
Development (EBRD), the recently concluded IDA replenishment and on-pgoing
Asian Development Fund (ADF) replenishment, and the expected capiral
increases in some regional development banks. Private flows will grow at
an annual rate of 8-10 per cent in the next 5 years compared with 1.9 per
cent in the past 5 years, Commercial bank lending is likely to be limited
because private lenders will remain cautious. Project and trade-linked
finance, on the other hand, are projected to grow rapidly together with
a number of "new" forms of finance Including debt-equity swaps, leasing,
bond Issues and equity issues, FDI will also continue to rise at a
moderate rate.

79, The above projections of the World Bank seem somewhat
optimistic. Furthermore, the above global projections, even if they prove
ta be true, do not necessarily apply to South Asia: in particular, with

respect to private flows. New forms of finance are likely to be used
mainly by the upper-middle-income countries and South Asia is noert likely
to benefit much from them. The availability of commercial bank borrowing

will depend on the creditworthiness of borrowing countries, and the recent
downprading of some South Asian countries’ credit rating indicates that
the prospects for commercial borrowing in South Asia are not very bright.
FDI  will be available to countries that can provide a good investment
environment, including adequate infrastructure, macroeconomic stability,
liberal investment policies and promising export potentials. How much FDIT
South Asian countries can attract will depend largely on their domestic
economic policies. Furthermore, the opening up of Eastern European
countries and planned economies in Asia will create a more competitive
environment for attracting FDI,

an. Judging from the ahove general projections of global supply of
and demand for external finance, it is likely that the share of South Asia
in the total external finmance to the developing world will decline. In
1989 cthe share for South Asia in the long-term debt net flows was 30 per
cent, while that of Latin America, Europe and the Mediterranean countries
combined was only 4 per cent (see Table 3 in Section II). As the demand
for external finance in Latin American countries and Eastern European
countries rises, the share of South Asia, East Asia and 5ub-Saharan Africa
is likely to be reduced.
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Table 13. Aggregate Resource Flows (Long-Term) to
Developing Countries: 1985-1895
{Growth rates: annual %)

1985-15889 1990-1995
Base High
Scenario Scenario

Dfficial grants 9.0 5.0 5.0

Official loans -0.8 9.1 9.3

Bilateral -1.3 3.0 g.0

Multilateral -0.6 9.9 9.9

Frivate flow 1.9 o 9.9

Private lopans -25.8 15.0 18,0
Foreign Direct

Investment 20.9 6.0 B.0

TOTAL 2.4 7.8 B.4

Source: World Bank, World Debt Tables, 1990-91 Editian (1330).



iz

B1. South Asian countries may not benefit from bilateral 0DA as much
as they did in the last two decades. Diversion of ODA from South Asian
countries to Eastern Europe and the Soviet Union is not a remote
possibility. This does not necessarily mean that the absolute wvalue of
official assistance will decline, but that additional inecreases in ODA are
likely to flow more into Eastern Europe than to South Asia.

B2, In the medium term, commercial bank lending is also not likely
to rise rapidly in South Asia for two reasons. First, commercial banks
have become hesitant in their lending activity to the developing world,
partly as a result of the change in BIS regulations and partly due to
their past unhappy experience with their lending to the developing world.
Second, South Asian countries cannot afford much commereial loan= on non-
concessional terms as they would adversely affect the fiscal and balance
of payment situations which are already tenuous. If commercial loans
continue to flow in as they did in the 1980s, the external debt situation
in some South Asian countries will deteriorate significantly,

B3. The above assessment pgenerally indicates a likely shortage of
foreign capital to South Asian countries. FDI is one potential source of
sxternal finance which remains untapped. There is a strong possibility
that direct investment will start to flow inte South Asia if South Asian
countries undertake policy reforms to make the investment enviromment
faverable for foreign investors. The continuously shifting comparative
advantage in the world economy provides an excellent opportunity for Scuth
Asian countries, which have an abundant labor force, to participate in the
dynamic catching up process spreading in Asia through FDI flows. TIn the
medium term, FDT will become an increasingly important source of external
finance in South Asia.

B . Another important source of external finance is multilateral
financial institutions (MFIs). However, it is projected that the major
attention of the World Bank and IMF will increasingly turn to the Eastern
European countries. Latin American countries are alsoc expected to berrew
more from MFIs, narrowing the room for borrowing for the South Asian
countries. Furthermore, donors’' contributions to EBRD ecould imply a
reduction in their potential contributien te other MFIs, including the
ADB.  Therefore, the share of South asia in multilateral lending may
decline, unless ADB operations are expanded strongly to compensate for the
posgible slowdown in the operations of ather MFIs in South Asia,

85, In the case of the ADB, the NIEs have already graduated and some
Southeast Asian countries will not borrow much from the ADB because they
have access to the international ecapital market. On the other hand, China
will take an increasing share of ADB loans and other planned economies
such as Viet Nam are also expected to become important borrowers. South
Asian countries, however, will remain the most important borrowers of
ADB's concessional, or ADF, loans in the medium term, The extent of
replenishment of ADF resources will be crucial in determining the
availability of concessional finanece for South Aszian countries,
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86, Despite increasing demand for external fimance Inm South Asia,
the availability of external finance is likely to be reduced as a result
ef the projected slowdown in the growth of bilateral ODA and commercial
loans and the projected higher competition among developing countries to
get more aid, To help fill the gap between demand for and supply of
external finance, there is a need for inereasing the role of MFIs, and
particularly that of the ADB. The next section is therefore deveted to
& discussion of the development challenges facing Scuth Asian countries
and the role that the multilateral financial institutions will need to
play in helping them to overcome their development constraincs.

V. BROLE OF MULTILATERAL FINANCIAL INSTITUTIONS AND
DEVELOPMENT CHALLEKGES IN SOUTH ASIA

a7. The role of multilateral financial institutieons (MFIs) in
financing economic development has become increasingly important during
the last two decades. This trend is partly attributable to a number of
advantages which are related to multilateral aid. It is generally
congidered that MFI loans give greater weight to developmental eriteria
in the allocation of resources than bilateral aid, This {s because MFIs

are largely free of political interests. While more than a half of
bilateral aid is tied or partially tied, MFI loans are untied. This will
result in the more efficient utilization of aid resources. Although

doner's views are important in multilateral aid, the weight of individual

donor’s view is lessened through the consensus decision-making process in
MFIs.

823, MF1s generally have a comprehensive, well-informed view of the
overall economic and sectoral conditions in their countries of operations.
As this knowledge is actively used In the selection and design of
assistance programs and prejects, the effectiveness of aid can be
enhanced., Some MFIs can also provide vital technical assistance to their
developing member countries through expert consultancy services or based
on their own experience and expertise,

89, Another important advantage of MFIs is the fact that the pooling
of resources augments leverage in the capital markets and widens the scope
of feasible actiwvities, MFIs can, therefore, extend loans with lower
costs and longer maturity and they can also take the lead in programs
which are considered too larpe for bilateral doners to undertake, By
collaborating with private sources and other bilateral and multilateral
sources, MFIs can further expand the volume of total resources. The

cofinancing function of MFIs is therefore becoming increasingly important.

an, In view of the advantages of multilateral flows, more emphasis
has been placed in expanding multilateral assistance during the last two
decades. As a result, net resource flows from MFIs in 1989 amounted to
$18.6 billion, 21 per cent of total net flows to all developing countries.
This is in contrast to 9 per cent in 1970 and 15 per cent in 1980,
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Furthermore, in recent years, MFIs have significantly broadened their
cofinancing operations with other official and private donors.

91, MFIs have played an inereasingly important role in meeting
various development challenges in South Asia during the last twe decades,
The share of multilateral flows in total flows rose to more than 40 pET
cent compared with 12 per cent in 1970 (see Figure 6). MFIs provided
project and program leans as well as technical assistance to these
countries. Through these activities, they have tried te stimulate
economic growth in the region, alleviate poverty, and help change esconomic
structures te fit to the changing environment. Most $outh Asian countries
are eligible for concessional loans from multilateral institutions. Only
in the case of the ADB, India is not eligible for concessional ADF loans.

B2, South Asian countries are characterized by low per capita income
and high incidence of poverty. Surplus laber in rural area is large and
still rapidly growing. Industrialization has not progressed sufficiently
and, therefore, the industrial sector is absorbing only a limited number
of the surplus and growing labor force, Rapid growth of population
together with wide-spread poverty have accelerated environmental
degradatien. The level of human resource development is unsatisfactory;
the adult literacy rate is low, health conditions are poor, and
malnutrition is widespread, There is a serious shortage of both social
and physical infrastructure,

93. Looking ahead, the development challenges to be faced by South
Asian countries in the 1990s will be more severe than those in the 1980s.
These development challenges will require large investments in human
resource and physical infrastructure. Financing these investments should
in principle be met by domestie resources, but their capability in
mobilizing domestic resources is still limited. As fiscal deficits are
high and the balance of payments situations are precarious, continued
inflows of financial and technical assistance from external sources will
be essential for these countries te sustain their economic growth.
Broadly speaking, there are five important development challenges facing
South Asia in the medium term,

94, The first and probably the most important challenge facing South
Asian countries is poverty alleviation. Despite some progress made in the
past few decades, the issue of poverty remains serious in many parts of
the region. About ome billion people in the world live in absolute
poverty (see World Bank, World Development Report 1990), Of these, about
750 million live in Asia, mainly in South Asia. Alleviation of poverty
has been and remains the primary objective of development efforts in South
Asian countries,

25. The second challenge facing South Asian countries is the need
for human resource development. The importance of human resources in
promoting economic development has long been recognized. Investments in
the social sectors including education, health, pepulation and nutritieon
can directly support industrial development through improved productivity
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Figure 6. Bilateral and Multilateral Flows to South Asia : 1970-1989
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of workers. In addition to alleviating poverty, investments in education
and training can provide a means of inereasing skills which would be
required for the introduction of technology in industry and agriculture.
An ADB report (1990) on human resource development notes that education,
health, nutrition, and fertility tend to be mutually reinforcing as well
as positively interactive with income and other aspects of a country's
development,

96. In South Asia, except in Sri Lanka and Myanmar, literacy levels
are quite low with pender differentials very pronouncad. Furthermore, the
number of Illiterates grew from 200 million to 400 million over the three
decades since 1951 despite the improvement in literacy rates. Two-thirds
of workers in South Asia have no formal education compared with one-fifth
in the NIEs and a quarter in Southeast Asia. Much progress has been made
in prolenging life expectations in many Asian develeoping countries over
the last two decades. However, in most South Asian countries, the mean
life expectancy is still far below that of industrial countries.

g7, The third challenge is the need for envirommental protection.
Environmental degradation is widespread in Scuth asia as In many other
parts of the world. South Aslia has supported large and growing

popularions, One consequence has besn that much of the region's resources
has been excessively exploited and have become depleted. Unless effective
measures are taken to halt the depletion of nmatural resources and reverse
environmental degradacion, the region will end up with fewer Forests, more
degraded lands, increasing water shortages, and more crowded and polluted

cities. FEeconomic growth will then hecome less and Jess sustainable.

na, The fourth dewvelopment challenge facing Scuth Asian countries
is the need for private sector development. In South Asian countries, the
publie sector has played a dominant rele in their economic activity, The

performance of their publie sector has, however, been disappointing,
Inefficient management and excessive interference by government led many
public enterprises to low productivity and a drain en the government

budget. To remedy the situation, greater attention is being given to
policies that reduce the role of the public sector and enlarge the
workings of market forces. Privatization of public enterprises is,
therefore, being pursued in most South Asian countries, although In
varying dagrees. Privatization, however, has not been smoeth in all
CASES, The divestiture of public enterprises has not been easily

accepted. Therefore, the role of the public sector remains large in most
South Asian countries and public enterprises continue to cause a drain on
public revenues.

5, The last, but not the least, challenge facing South Asia is the
need for structural adjustment. 1t is now generally trecognized that
averall economie inefficiency and stagnating domestic ressurce
mobilization In South Asia have been caused mainly by demestie policy
Failures, Increasing attentien is being given to structural adjustment
through policy refeorms.
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100, Structural adjustment implies changes in relative prices and
institutions designed to make the economy more efficient, more flexible,
and better able to use resources and thereby to engineer sustainable long-
term growth (see World Bank, 1988). In mest South Asian countries, some
steps have been taken toward liberalizing the economy and improving

incentives. However, the industrial sector and trade regime remain
subject to a number of restrictive regulatory reguirements. This tends
to limit the efficient development of industry. Further reforms in

industrial policies and in the trade regime are urgently required to
enhance the efficiency of the overall economies in South Asia.

101, Five development challenges facing South Asia have been
discussed in this section. Although these five issues cannot claim to be
exhaustive, they will continue to be the center of attention in the
economic development of South Asia in the medium term., MFIs have an
impertant role to play in addressing these challenges as described below.

102, Poverty alleviation on a sustainable basis can be achieved only
through vigorous efforts to accelerate economic growth, Improve access of
the poor to economic opportunities and promote human resocurce development,
The burden of alleviating poverty primarily lies in the hands of
individual governments. MFIs can help, however, by paying special
attention to poverty alleviation issues when formulating and implementing
projects. In the appraisal of projects, the impact on the poor should be
closely examined and project evaluation methodology will need to be
rafined to encourage projects which have strong implications on poverty
alleviation. MFIs also need Lo formulate strategies Ffor poverty
reduction and intreduce these inte the policy dialogue of structural
adjustment programs.

103, In wiew of the pivotal role of human resources in esconomic
development, there is a need for more rigorous attention at various levels
of pgovernment, iIn business and in the household on the issue of human
resource development., MFIs have played an important role by providing
financial and technical assistance in the areas of improved education,
health services and family planning. External assistance should further
be increased and be provided on concessional terms, given the long-term
nature of investment in human capital and ies links to poverty alleviation
(ses ADE, 1990).

104, Human resource development also includes efforts at enhancing
the role of women in development (WID). The WID initiative focuses on
increasing women's productivity and income and providing them with social
amenities, because these are considered the best way to help themselves
and contribute to economic performance, poverty rteduction, slower
population growth, and envirommental sustainability.

105. Ta address envivonmental problems, a combination of wvigorous
private initiative and effective govermment action is needed. However,
MFIs alse have an important role toe play in the protection of the
environment, They need to formalize and strengthen environmental review
procedures, integrate environmental strategies into their operations, and
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increase support for environment-oriented projects. Cost-benefit
methodology should be refined to better address environmental CoOncerns,
analyzing global externalities, and investigating cthe links betwsen
poverty, population, and the environment.

166 MFls need to expand and enhance their suppert for private sector
development in South Asia. Policy dialogue in connection with structural
adjustment loans, program loans and technical assistance will be essential
in improving the environment for private sector development. Improvement
in the policy environment will encourage the inflow of foreign direct
investment, which will in turn contribute to private sector development.
Special emphasis should also be placed on the restructuring and
privatization of the public sector, and on financial sector reforms
including the development of a capital market.

Loy, To help South Asian countries structurally adjust their
economies te the changing environment, MFIs should provide policy advice
and financial support for sound structural reform programs, Financiasl
assistance for structural adjustment is necessary to help the country
cushien the initial impact of policy reforms. MFIs are particularly
sulted te this line of operations as they have comparative advantage in
their ability to use their experience and comparative perspective on
development palicy.

LOE, lthough the advantages of multilateral flows are recognized,
Lt is clear that the enormous development challenges in South Asia cannot
be met by MFIs alone., The roles of individual governments are essential
and provide the first step towards their solutions. In this regard, MFIs
can possibly help the South aAsian countries cope with the situation in
several wavs,

109, First, to maximize the impact of their limited amount of
resources with due consideration on the development challenges mentioned
above, MFIs should be more selective in financing projects and programs
by setting an appropriate order of priorities. A sharper focus will be
required in establishing an operational country strategy for each country.
The order of priority in the selection of projects should reflect
development challenges facing South Asian ecountries. Efficient
coordination among donor institutions will also be essential to maximize
the impact of limited multilateral resources.

110 second, financial resources of MFIs will need to he expanded.
MFIs should continue their efforts at encouraging donor countries to
increase their subseribed capital and contribute to various Funds managed
by MFIs. To convince donor countries, MFIs will need to prove that their
resources are being used efficiently for economic development in the
developing warld, At the same time, MFIs need to borrow from the
international capital markets at favorable interest rates. For this
purpose, their asset and liability management will have to remain
sound,
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VL, Third, MFIs will also have to stremgthen their catalytic role
through cofinancing with a view to encouraging the participation of
private capital in the development process in South Asia, In an

international environment where commercial banks are hesitant in expanding
credit to developing countries, cofinancing will be useful in inducing
additional private capital for development finance.

112. Fourth, MFIs should help South Asian countries to improve their
own economic policies so that they can enhance their ability to meobilize
domestic resources. This can be done by providing poliecy advice and
structural adjustment loans for necessary policy reforms, Policy
conslderation is particularly important because greater multilateral
asslstance is warranted only if the povernment takes the necessary policy
reforms in improving efficiency and mobilizing more demestic resources.

VI. CONCLUSIONS

113, South Asia relied heavily on external finance, as foreign saving
averaged nearly 4 per cent of GDP during the past decade, Compared with
other regions of the world, South Asia benefitted significantly from the
relatively high amount of external finance. The share of South Asia in
the total financial flows to developing world rose from 7 per cent in 1980
to 15 per cent in 1989,

116, Foreign capital flows to South Asian countries generally have
been in the form of ODA. However, the share of ODA declined significantly
during the last two decades, particularly since India and Pakistan started
to borrow actively from the international capital market, Although ODA
still accounts for the majority of financial flows to South Asia, its
share in total net flows declined sharply from 93 per cent in 1970 te 57
per cemnt in 1989, This ODA share is close to the average for the
developing world as a whole, implying that South Asia is not particularly
favored in the allocations of ODA despite their low income status and
large population. 1In 1989, per capita ODA for South Asia was less than
half the average for the developing world as a whole.

EL5. In the case of multilateral loans, concessional flows used to
be dominant, but its share has declined. This change is partly a
reflection of the entry of China into the World Bank and IDA's increased
emphasis on Sub-Szharan Africa. The share of South Asia in tortal
concessional multilateral flows fell from 43 per cent in 1980 to 32 per
cent in 198%, while that of Sub-Saharan Africa rose from 34 per cent to
42 per cent during the same period. The share of China rose from zero to
9 per cent in the same period.

114, In the case of bilateral loans, concessional flows continue to
be dominant although their share declined significantly during the last
two decades. The share of grants in total flows also fell substantially.
All these changes made the share of ODA in the total net flows to fall in
South Asia.
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117, Bilateral flows have generally been larger than multilateral
flows in South Asia. However, the share of multilateral flows rose
sharply in the 1970s with a modest decline in the 1980s due te the faster
tise in commercial bank borrowing. In 1989 this share was 41 per cent,
which is much higher than 12 per cent for South Asia in 1970 and 21 per
cent for the developing countries as a whole in 1589,

118, Among various sources of multilateral flows, the World Bank
group remains the leading source, Howewver, there has been some important
changes within these flows to Seuth Asia: IDA used to be the most
impoertant source of multilateral Flows, but its share fell gradually in
the 1980sz. On the other hand, the shares of ADE loans and nonconcessional
IBRD loans showed a sharp rising trend.

119. The European countries have been the largest suppliers of
hilaceral flows to South Asia, their share in tetal bilateral flows having
exceeded that of the US in the latter half eof 1970s. Financial flows from
Japan have shown a rapid increase particularly since 1986, reflecting the
appreciation of Japanese yen following the Plaza Accord. As a =single
country, Japan has been the largest donor in South Asia since 1983

120, The share of private flows to Scouth Asia has increased sharply
in recent years to 24 per cent of total net flows in 198Y9; This share is,
however, still lower than the average for the developing world as a whole,
The maln source of private flows has been International commercial banks.
On tha other hand, foreign direct investment remaing insignificant,
accounting for less than three per cent of total net flows.

171, Reflecting the above changing pattéern in external finance, the
external debt outstanding of South Asian countries rose sharply in the
19805 and the debt situation as assessed by warious debt indicators
deterierated significantly,

122 While the global supply of external finance in the medium term
is projected to grow at a moderate pace in wview of the projected slow
growth in 0ODA and cautious attitude of private investors, the glohal
demand for external finance is expected to rise rapidly te meet the
increasing developmental needs in the developing world. This implies that
there will be greater competition among developing countries in the
allocation of limited external resources. TIn particular, South Asian
countries will need an increasing amount of concessional aid to meet
their ever increasing development challenges: poverty alleviation, human
resource development, environmental protection, private sector
development, and structural adjustment;

123 These challenges will have to be met mainly by their own efforts
and financed through domestic resources, South Asian countries will
therefore have to make efforts at improving economic policies and
institutional capabilities for domestic resource mobilization. The
mobilization of domestic resources cannot, however, be strengthened in a
short period of time, while most development challenges facing South Asian
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countries require immediate attention, The role of foreign aid is
therefore essential in meeting these challenges.

124, The less promising prospects for the global supply of external
Finance justify the need for an increase in the role of MFIs, particularly
in wview of their advantages over bilateral flows. In contrast to

bilateral aid, MFIs give greater weight to developmental eriteria in the
allocation of resources. This helps in the more efficient utilization of
aid resources. Furthermore, MFIs generally have a comprehensive, well-
informed wview of economic and sectoral conditions in the countries of
their operations. As this knowledge is actively used in the selection and
design of projects and programs, effectiveness of aid can be enhanced.

I 85%, The role of MFIs in economic development in South Asia is
summarized as follows:

i. To maximize the impact of their limited amount of resources with due
consideration to the development challenges, MFIs should be more
selective in financing projects and programs by setting -an
appropriate order of priorities. A sharper focus will be reguired
in establishing an operational country strategy for each country.

ii. Financial resources of MFIs will need to be expanded. MFIs should
continue their efforts at encouraging domor countries to increase
their subscribed capital and contribute te various Ffunds managed by
MFIs. At the same time, MFIs need to borrow from international
capital market at favorable interest rates by maintaining sound asset
and liability management.

iii. MFIs will have to strengthen their catalytic role through cofinancing
with a view to encouraging the participation of private capital in
the development process in South Asia. In an international
environment where commercial banks are hesitant in expanding credit
to developing countries, cofinancing will be useful in inducing
additional private capital for development finance.

iv. MFIs should help South Asian countries to improve thelir economic
policles so that they can enhance their ability to mobilize domestic
resources. This can be done by providing policy advice and
structural adjustment loans for necessary policy reforms.
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APPENDIXES

South Asia: 1970-1989
Bangladesh; 1971-1989
India: 1970-1989
Myanmar: 1970-198%
Hepal: 1970-198%
Pakistan: 1970-1983

S5ri Lanka: 1970-1989



Financial Flows to South Asia: 1970-1989
(In million US dollars)

Appendix 1

= ) 1970 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989
TOTAL RECEIPTS NET ! 144p 3843 4027 2817 3T6R 4107 5871 5221 AMS 5076 5300 5707 7468 7352 0072 10562
QFFICIAL wvs, PRIVATE
&, TOTAL OFFICIAL NET 1394 3973 3979 2820 3737 4025 5408 4790 5119 49228 4966 S0BS 6352 6364 B46S B052
OFFICIAL DEVELOPMENT ASSISTANCE 1342 3897 3917 2786 3654 W0 5294 4660 47T 4452 4562 4622 5R3T 5570 6545 6034
Multilateral 1131 2 101 1225 1351 2539 N9 2324 233 23M 2320 2509 2517 2709 2537
Bilateral w2766 2925 1TR6 2429 2559 2755 2641 2353 2219 2228 2302 3323 3054 A836 3497
OTHER OFFICIAL FLOWS NET 51 Fg 42 43 B3 I3 204 139 443 477 4 463 520 7931920 2018
b MET PRIVATE FLOWS 53 -131 49 -12 2 53 374 423 626 147 334 62 11la 988 607 2509
DIRECT INVESTMENTS 49 ] 40 -13 i 56 121 131 97 17 112 120 o5 254 139 199
PORTFOLIO INVESTMENTS -24 -17 B -3l -28 «J7 -15 1 1M 179 237 222 259 353 687 1150
EXFORT CREDITS 2 =175 I 32 20 i 267 282 323 -39 -15 20 759 sz 220 1160
BILATERAL vs. MULTILATERAL
c. BILATERAL 1276 2627 2966 1719 2377 2612 3220 W38 3INE 2424 2619 0SS 4568 3976 4758 6259
JAFPAN 105 147 153 183 398 a5 582 498 580 577 585 &01 1323 1518 2338 1981
LLS.A it 750 463 202 259 246 A6 438 574 464 385 Sty 373 336 T2 1305
ELIROFPE 334 fi34 T T2 1126 1457 1630 1823 1558 1109 1249 1638 2292 1550 1380 2008
OFEC 8T 1383 370 3 Z5 322 S0 a0 12 63 il 73 -21 -43 =24
OTHERS 171 279 173 191 263 217 195 2340 275 257 334 218 S 594 381 HH
d MULTILATERAL 10 I8 W62 1095 1391 494 2651 21 B4 ZT2T 2652 2681 2622 2900 3376 4314 4302
ADB L] Lib 46 BE 75 143 131 124 145 216 303 84 379 451 i 107
IRRD 34 28 50 43 128 Bl 105 156 383 iz 282 199 460 837 1502 1457
1A 70 e T34 357 508 T3 D06 T0%e 1385 1332 13 1342 1529 1333 1408 1061
LILN. 42 279 185 194 229 288 369 442 471 467 456 432 414 i 475 456
OTHERS 16 194 45 212 352 257 1140 64 323 307 209 268 116 241 235 22

1 Total receipts are elassilied into official and private fows, There!
multilateral fows, Therefore, the sum of tems ¢ and o is equal

Source; OECD, Geographica! Distribution of Financial Fiows ra Dreveloping Countries {Pacis, various iss ues),

ore, the sum of items a and b is cqual to total receipts. Totzl reccipts are also divided inta bilateral Nows and
o total receipls.

£



Financial Flows to Bangladesh: 1971-1989
(In million LS dollars)

Appendix 2

B 1970 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989
TOTAL RECEINTS NET 1 14 104 337 TIL 0 1M 190 1259 L7 1356 11id 12500 1120 1429 1609 1592 1807
OFFICIAL vs. PRIVATE
a. TOTAL OFFICIAL NET 15 1074 a37 T6S AT 13 1253 109 [3l6 1100 1212 1137 1430 1608 1579 1817
OFFICIAL DEVELOPMENT ASSISTANCE 15 1018 552 T6F 99 1156 1262 1095 14446 1067 1201 1152 1456 1636 1592 1802
Multitateral i 253 201 216 296 368 362 ATa 395 388 512 520 614 6853 675 Haid
Bilateral s 31 549 643 788 THHD 79 948 [T GaY 632 B4z 953 m7 958
OTHER OFFICIAL FLOWS NET 36 5 L] -2 37 9 1 =31 i3 12 15 -26 -28 ~13 1t
. NET PRIVATE FLOWS i 1] 7 I3 -2 [ 20 b ] 35 -17 -2 1 13 -10
DIRECT INVESTMENTS 2 0 5 7 ] -5 o 3 7 i 4 -7 -2 -5 9 1
PORTFOLIO INVESTMENTS ] ] [§] 1 1] ] 9 -22 -b -17 19 -4 [ -78
EXPORT CREDITS =10 -5 =] s 5 -3 -25 24 28 40 T -18 10 -2 67
BILATERAL vs. MULTILATERAL
c. BILATERAL g Tt 335 556 705 TR Q0 701 938 688 754 (21 837 953 932 268
JAPAN 47 3 il 121 205 221 147 215 1ik4 23 124 258 329 338 3
Ls.A im 17 H1 165 15T 174 118 185 204 219 159 139 142 120 134
EUROPE B 154 1nl 195 298 3o 393 a3l 338 184 227 251 23 307 335 87
OPEC Gl 11 165 ¥i 13 50 48 1246 W 29 10 83 26 -14 -12
OTHERS 1 a3 54 49 04 o5 T 58 124 a7 156 05 125 1492 152 B3
d. MULTILATERAL f " 2041 216 206 a04 asl 375 368 414 496 52 592 656 [t} B
ADR 17 6 12 36 40 5H 44 13 44 77 143 139 173 22 317
IBRD & 35 -1 -1 -1 -1 -2
DA 129 115 B8 1ik3 %) 156 159 187 199 247 273 335 328 287 288
LN, 47 %) 42 78 83 L% 77 B4 B1 120 78 a1 120 109 114
OTHERS fi i) 15 74 79 19 75 95 6 ] 52 14 28 3 44 118

Lot receipts are classified into official and private Nows. Therefore, the sum of ilems 4

multilateral ows. Therefore, the sum of items c and d is equal to total Feceipls.

Source: QECD, Geographical Distribution of Financial Flows 10 Dwevelnping Counteies (Paris,

TN 1as1es ],

and bis equal wo total receipts, Toral receipts fre also divided into bilateral Mows and

7Yy



TOTAL RECEIPTS NET |

OFFICIAL vs. PRIVATE
2. TOTAL OFF[CIAL NET

OFFICIAL DEVELOFMENT ASSISTANCE

Multilaternl
Rilateral

OTHER OFFICIAL FLOWS,NET

k. NET PRIVATE FLOWS
DIRECT INVESTMENTS
PORTFOLIO INVESTMENTS
EXPORT CREDITS

BILATERAL vs. MULTILATERAL
c. BILATERAL

JAPAN

LI5.A,

EUROPE

OFEC

OTHERS

d. MULTILATERAL
ADB
[RRD
1A
LILN.
OTHERS

-5

19
Af

2

70

s
422
197

108

T4

E1
23
10

Financial Flows 1o India: 1970-19589
(In million US dollars)

[LOER

113l
1708
Lt
1023
45

a3

10
42

1024
30
214
441
204
115

e

A
4356
129

T

Appendix 3

1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989
IS32 149 1314 288 2388 231 2170 2248 2194 2507 3818 3499 4123 5120
1788 1095 1385 1301 2260 2068 1953 2094 1927 1872 2690 2440 ITE 3419
1821 106 1339 1370 2127 1910 1545 I741 1672 1592 2120 1833 2097 154k

396 491 450 578 15220 1050 1186 1127 1016 E048  L08T Y12 1165 THE
1225 615 HEl T2 il Bélh s 613 657 44 1032 9T 929 1139
33 -8 5 20 132 158 408 53 233 280 ST a0l 1621 513
44 -39 81 ~102 12% 273 217 154 21y 635 1128 1059 405 17m
an -3t 18 49 K 92 T i 19 11i 113 212 91 188

7 29 -33 -8 -17 0 138 159 296 234 111 419 TAL L]
-13 16 - -ty 67 181 8 11 -50 295 B4 428 417 B1R
1226 RN i) 750 652 TF 1A 623 H14 931 1273 2 1908 1643 3134
Tl k] 59 A0 k] 34 28 199 124 65 457 49 1123 1097
113 -31 21 15 170 213 112 111 40 1300 110 126 118 174
477 349 411 354 65 a7 a7 342 673 292 1705 851 397 1325
B1LY] 134 219 23 -28 00 -112 i 23 28 17 23 -20 5
fid T 41 15 32 a8 29 E i 56 275 ] 25 335
e 530 sa3 636 1610 1220 1547 1434 1262 1234 1473 1591 2480 1984
- - B - 2 37 B2z

8 36 124 Th 117 178 351 308 264 170 3498 08 1235 1114
526 A52 03 422 L 750 27 Bo% 82 820 8BS it 520 473
L1 &1 o2 o3 1143 12 949 L1 108 04 102 101 151 147
15 1 ) 34 T 190 170 117 Lo8 140 RS 113 i) 164

! Taal receipts are classificd into official and private flows. Therefore, the sum of items a and b is equal to total recetpls.

multitateral flows. Therefore, the sum of ilems ¢ and d is equal ta total receipts.

Source: QECD, Geographical Distcibution of Fimincial Flows to Developing Counrries (Paris, various issy e8],

Tonal receipls are also divided into bilaleral Mows and

G



Financial Flows to Myanmar: 1970-1989

TOTAL RECEIFTS NET !

OFFICIAL vs. PRIVATE
a. TOTAL OFFICIAL NET
OFFICIAL DEVELOPMENT ASSISTANCE
Multilateral
Bilateral
OTHER OFFICIAL FLOWS NET

b. NET PRIVATE FLOWS
DIRECT INVESTMENTS
PORTFOLIO INVESTMENTS
EXPORT CREDITS

BILATERAL v MULTILATERAL
¢ BILATERAL

JAPAN

LLSA

EUROPE

OrPEC

OTHERS

d: MULTILATERAL
ADRB
IBRD
DA
LN,
OTHERS

3

22
23

14

11

-3

1970 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989
106 358 518 403 328 418 208 284 321 373 352 473 a1
L2 NI 304 314 285 317 KLY 250 356 413 66 456 17
102 274 364 Sl 284 319 302 275 356 416 38 451 1584
47 117 105 T & 111 B 124 103 108 127 118 o4
55 157 259 231 204 2 214 144 253 308 241 333 o0
{ 3 4 I 1 2 -2 6 [ -2 -2 5 -67
5 g1 151 B9 43 101 =3 4 =35 -41 -14 16 -6
{ 1] 0 0 i i fl 1 ] -2 = -

i 1 40 -39 ot 13 1 -1 - -3 1] ] 4
] g1 111 127 a4 BB =3 4 =32 -38 -13 16 =30
59 238 413 325 248 07 211 158 219 265 225 355 -3
15 125 194 144 124 123 101 115 142 226 164 287 |
L] 2 1 6 i d B o 11 1 Z
z 100 208 157 115 14l 106 28 0 39 49 50 -R1

brdd { - ] - ]
] 9 163 23 & 18 7 8 9 -9 2 H 4
47 120 102 T8 K 111 B4 126 102 108 127 118 a4
11 ol 21 14 21 35 17 25 32 27 3 a6 25
14 25 a5 20 38 42 43 T 43 44 [ k] 63 2
1 10 L] 17 17 14 ¥ 14 24 21 21 9 17
) 24 2 21 3 [§:3 15 5 a 17 & 1 -1

45

27

-3
i6
10

! Total receipts are classified into official and private Qows. Therelore, the sum of items s and bis equal o olal receipls

{In million WS dollars)

73

4

S oA

43
23
-1
15

g

Appendix 4

multilateral fows. Therefore, the sum of items ¢ and  is equal to 1ots) receipts,

Source: DECD, Geographucal Distribution of Binancial Flows o Developing Countries { Paris, various issues).

Total receipisare also divided imo bilaterad (ows and

9%



Financial Flows to Nepal: 1970-1989

Appendix 5

(In million US dollars)
1970 1975 1976 1977 1978 1979 1980 1981 1982 1983 1084 1985 1986 1987 1988 1989
TOTAL RECEIPTS NET ! 24 S8 TR W0 161 181 199 197 202 246 33 34 428 496
OFFICIAL vs: PRIVATE
a. TOTAL OFFICIAL NET 24 46 50 82 77 137 163 180 2 0L 201 240 301 347 400 495
OFFICIAL DEVELOPMENT ASSISTANCE 24 o3 80 77 137 3 181 200 201 198 236 301 M7 39 493
Multilatera] 17 2t ELE 7 84 89 | 101 14 127 154 170 242
Bilateral w2930 42 4 8 m 8711 109 98 1m0 174 193 20 251
OTHER OFFICIAL FLOWSNET ] i 0 2 1 ] 0 0 i - 2 4 0 0 1 2
b. NET PRIVATE FLOWS 0 1 0 0 | 4 -1 0 -1 -3 1 T3 27 19 1
DIRECT INVESTMENTS i 0 i 0 0 o 0 0 [T 1 1 1 1 i 0
PORTFOLID INVESTMENTS ] 0 0 i ] 0 1 -1 0 i 0 -2 0 19
EXPORT CREDITS 0 i 0 0 i 3 -1 1 -2 2 i 6 29 27 18 19
BILATERAL vs. MULTILATERAL
c. BILATERAL @™ a3 2 9w W 97 11 105 98 1300 204 20 259 253
JAPAN i 3 k] 510 23 23 3 38 25 29 s w73 6 M
LI.5.A. 17 7 15 10 4 5 12 P 2 2 17 1 15 14
EUROPE z W 1w 220 2 3245 3 48 S0 3 49 B2 86 142 103
OPEC 1] 0 ] 2 1 7 9 0 1 1 2 1 k! 4 2
OTHERS 1 1 1 4 4 i 8 9 & 9 9 25 3 33 5
4 MULTILATERAL 3 1721 B 3% 5] 7o 8 8 w2 103 117 127 154 170 243
ADB 0 4 7 6 5 7 9 14 19 25 37 £ 33 B &2 8B
IBRD s i 5 . - - - .
DA 0 2 4 2 n W25 3B M 3 229 3 54 8 8 W7
U.N. 3 w1 14 3 2 k5 S | B 02 m 34 a7
OTHERS ] 1 -1 3 7 i 5 7 8 6 13 10 13 20 13 16

! Total receipts are classified into official and private fows, Therelore, the sum of items

multilateral Dows. Therefore, the sum of itlems e and d is equal to 1oial receipls.

Source; OECD, Geographical Distribution of Financial Flows ta Developing Cousttries {Pacis,

#and bis equal (o tolal receipts, Total receipts are alsa divided into bilateral fiows and

VACIONS [Ssues],

L



Financial Flows Lo Pakistan: 1970-1989

(In million US dollas)

TOTAL RECEIFTS NET L

OFFICTAL vs, PRIVATE
a. TOTAL OFFICIAL NET
OFFICIAL DEVELOPMENT ASSISTANCE
Multilsteral
Bilateral
OTHER OFFICIAL FLOWS NET

b, NET PRIVATE FLOWS
DIRECT INVESTMENTS
PORTFOLIO INVESTMENTS
EXPORT CREDITS

BILATERAL vs. MULTILATERAL
c. BILATERAL

JAPAN

U.s.A.

EUROPE

OPEC

OTHERS

d. MULTILATERAL
ADB
IBRD
DA
LM,
OTHERS

1970

495

472
421

50

23

ad
o

40

213

(PR i

1975
843
929
493

a7
-E0
B4

703
15
133
42
458
55
140
76
-14

63

1976

1382

137
1m
103
1174
@

L — a5

1220
15

297
Brd |

241
43

162
21

67
192
11

Appendiz &

1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989
el nE 648 1226 874 1129 (96 126 GxG 1005 975 BTG 2305
594 676 ale 1112 T 4 73l 841 978 @47 1070 1725 1654
546 651 S61 1040 B13 Bt 6 749 sz G470 879 1408 1103
165 222 16 418 339 420 415 435 30 413 468 423 439
381 429 3497 622 473 421 254 315 412 557 411 G5 (%]
48 2 55 T2 -17 55 ! @l 176 -24 191 317 531
g 24 32 114 75 224 -3 -113 -4 58 -Gy 151 651
10 11 4 22 23 I -1 17 13 16 21 26 8

-2 & 7 41 -5 A8 3% <0 -5 23 -63 -4 578
25 z 17 51 54 150 =74 59 59 -Bf -54 189 B
424 434 433 776 525 638 217 194 417 s61 298 1132 1318
43 48 73 109 114 108 63 58 a3 167 150 324 17%
P i 19 67 63 205 iy 13 {62 253 5 A0 937
152 197 189 2488 230 257 32 6l B 142 113 333 49
59 49 -2 283 52 18 -3 14 19 -53 =30 -2 -18
75 H4 63 13 s A0 58 49 56 53 Bl 935 172
204 272 216 450} 340 401 480 535 512 443 677 743 957
] 47 68 46 R 63 L 129 138 139 156 275 425
9 5 a -10 ] Hl i 7 29 75 150 276 34
74 35 73 T ER 141 Lixl 126 100 124 124 1M R
19 Z3 40 131 108 223 212 174 173 158 170 134 17
52 140 30 213 47 34 57 ) 72 33 46 43 11

! Total receipls are classified into official and private Aows, Therefore, the sum of itemsa and bisegual e il reeerprs, Toral receiprs are also divided into Wlateral flows and
multiliteral Oews. Therefore, the sum of itemsc and d is equal to1omal receipls,

Sowrce: OECD, Geographical Distribution of Financia! Flows o Developing Countrics {Paris, various issues).

B



Financial Flows to 5ri Lanka: 1970-1989

(In million US dollars)

1975 1976 1977

- 1970
TOTAL RECEIPTS MET ! 59 148
OFFICIAL vi. PRIVATE
a. TOTAL OFFICIAL NET 57 211
OFFICIAL DEVELOIPMENT ASSISTANCE a9 I75
Multilateral 52
Rilateral 123
OTHER OFFICIAL FLOWS NET 1 7
b NET PRIVATE FLOWS 2 «H4
DIRECT INVESTMENTS -1 33
PORTFOLIC INVESTMENTS 1] 4]
EXPORT CREDITS 3 -3
BILATERAL vs. MULTILATERAL
¢. BILATERAL 52 a3
JAPAN 5 14
L1.5.A. 10 18
CURDIE 29 ~22
OPEC 63
OTHERS 9 20
d. MULTILATERAL T 54
ADB 2 L]
IBRD -1 7'l
DA 1 14
LI, 4 20
OTHERS 1 12

1535

161
1

39
127

-19
-1
1

113

1978 1979 1980 1981 1982

1983 1984 1985 1986 1987 1988

180 313 323 434 42z 473

188 324 31 wWe 34 420
187 324 323 w3 3T 417
63 104 86 a8 W 111

125 220 37 303 258 306
1 1 =1 4 4 13
-8 -11 1 i3 45 44
o 3 1) 11 10 11
-2 0 ] 1n 23

-14 ~12 L] 26 28 i

112 205 238 344 6 352
22 3o 38 46 50 T
a7 41 40 55 k.7 49
34 a7 132 2000 211 188

19 A ) a3 43 43
fil 104 &5 849 76 12
11 11 12 20 28 54

28 11 20 20 18 21
15 57 45 a7 2d 29

530

02
473
124

12

13

62
1%
-5
44

142
27
13
39
19
4

()

S
467
143
322

138
7L
18
0

483
137

84
220

43

159
25
11
9
16
28

SE

503
485
145
0

15

81
14
63
438

123

2040

144
28

3
z1
23

Appendix 7

1989

514 544 581 T43
a7l 533 588 550
570 502 548 LE[
161 173 156 151
410 3i9 442 a5
1 i 11 4
57 11 -7 193
33 26 13 2
3 2z 4 =29
=27 -17 -24 220
A57 372 434 588
139 153 205 185
[ik] 33 L A0
o3 145 122 35
22 £ (7 =3
3 35 il 50
158 172 142 158
39 47 63 6
-2 i 2 1
84 81 55 3
17 25 29 18
20 1% -7 H

Total receipts are classified into official and private flows. Therefore, the sum of ilemsa and b is equal (o tota! receiprs. Total recetpts are also divided into hilateral flows and
multilaterai Oows, Therelore, the sum of items c and d 15 equal to 1otal receipls,

S (3RTD, Creegmaphicad Thsisirion of Fingpes! Shee o Nevefoming Coumriey. (PAriE, variops ssoek]
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