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OPEC Aid, The OPEC Fund and
Cooperation with Commercial Sources
of Development Finance”

The task of exploring, through a constructive dialogue, specific areas of com-
mon interest and joint action between the different sources of external finance
for the promotion of investments in developing countries is not only challeng-
ing but could, under appropriate conditions, be rewarding to all. Such a task,
clearly important to both developed and developing countries, should not
therefore be undermined by the apparent differences in the initial objectives
of the varied sources of finance operating at present in the latter countries.

Introduction

Among the concessionary sources of external finance available to developing
countries, the OPEC Special Fund is probably the newest on the scene. It is,
however, the one source that reflects the joint aid efforts of all OPEC Coun-
tries; that is, of practically all donor developing nations. Equally important, it
is one of the sources keenly interested in the search for new solutions to the
development problem. Not only does it work under more liberal articles of
agreement than those governing other official aid agencies, it is also free, or, if
I may say so, innocent, of the “long-standing policies” which often inhibit
older institutions from trying untested ideas. Since the OPEC Special Fund is
the collective aid facility of OPEC Members, it is presented here in a wider
perspective. Description of its activities will be preceded by general remarks
on the assistance rendered by OPEC Member Countries as a whole to other
developing countries. The analysis of the Fund’s role will also be followed by
an elaboration of the role western banks can and, in my view, should play in
project financing in developing countries, especially in association with the tra-
ditional as well as the new concessionary sources of finance.

*  The author wishes to acknowledge the assistance of Mr. Abderraouf Benbrahim, OPEC Special
Fund, in the preparation of this paper.
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OPEC Aid

According to recently compiled UN figures', after a four-fold increase between
1973 and 1974, total commitments of OPEC donors to other developing
countries increased by a further 22% in 1975 to reach a figure in excess of
$15 billion, which corresponded then to 7.5% of the combined GNP of
OPEC donors. The somewhat lower figures for 1976 and 1977 have always
remained, however, above the $10 billion mark. Actual net disbursements
achieved, according to the same source, a near five-fold jump between 1973
and 1974 and were followed by a further 50% increase in 1975 for a total net
outflow of $11.5 billion, corresponding to 5.6% of the donor’s GNP (or to
above 12% of GNP, if we restrict the data to the four major Arab donors). As
a result of these developments, OPEC Countries occupied the top six ranks
among all donor countries of the world as regards the proportion of aid to
GNP in 1976°. Two of them ranked among the six largest bilateral donors in
absolute terms, Saudi Arabia being second only to the United States.
Although there is no justification for comparing the aid performance of
the industrialized rich countries with that of a group of developing countries,
a few of which may be in possession now of large net liquid assets but none of
which is developed in any real sense, such a comparison yields startling results.
The figure for total commitments from the Western (DAC) countries has been
estimated around $25.3 billion in 1975. All official flows from these countries
reached $16.5 billion in the same year and remained roughly unchanged in real
terms in subsequent years, corresponding to less than 0.7% of the combined
GNP of the donor countries’. Expressing this relationship differently, the com-
mitments in 1975 of what amounts to less than a dozen OPEC donors repre-

sented more than 60% of the DAC total, although the combined GNP of

1 UNCTAD, Financial Solidarity for Development. Efforts and Institutions of the Members of
OPEC - 1977 Review (Draft dated 31 October 1977. Memeo presently under publication).

2 Disbursement of Concessional flows (on ODA terms) from OPEC Countries to other developing
countries has reached $1.1 billion in 1973, $3.5 billion in 1974, $5.2 billion in 1975, $5.2 bil-
lion in 1976 and $5.5 billion in 1977, corresponding roughly to a percentage of the GNP of the
donors ranging from 1.5 to 2.7.

3 Net official disbursements on ODA terms from DAC countries reached in the same year $13.5
billion, slightly above $13.6 billion in 1976 and $14.8 billion in 1977 corresponding roughly to
0.3% of their GNP, according to OECD sources.
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countries in the latter group was almost 16 times as great as that of the former
group. In 1977, OPEC donors gave at least two and one half times as much
as the United States did. If DAC countries were to give concessional assistance
in the same ratio of aid to GNP as OPEC Members, they would have given
more than ten times what they actually gave in that year.

Against this gross disparity between the aid ratios of OPEC Countries
and DAC Countries (not to mention the much poorer performance of the
Soviet Block) are two noteworthy features which provide yet a more vivid con-
trast. First, OPEC assistance, unlike much of the aid provided by DAC Coun-
tries, is untied to source while DAC flows are, almost inevitably, recycled back
to the donors. I say inevitably because even the untied DAC flows readily find
their way back either to the donor country itself or to another Western Coun-
try, since DAC Countries constitute collectively by far the major source of pro-
curement for the goods and services that recipients buy. This, of course, results
eventually in a much lower net aid transfer from the DAC donors. On the
other hand, OPEC aid brings no financial return to its donors. If anything, it
helps indeed two sources at a time, the developing recipient countries as well
as the developed countries from which procurements are made. (As a more
cynical person would put it, admittedly with some exaggeration, aid may have
its recipients in the developing world, but its beneficiaries are almost always
in the developed world). This distinguishing feature, coupled with the hard
fact that OPEC aid is extended from revenues of a commodity itself depletable,
not from a renewable income yielded by industrial or agricultural production,
makes aid ratio comparisons even more disproportionate.

On the other hand, OPEC inflows, which are not and have not been
meant to provide compensation for higher oil prices, accounted for the financ-
ing in 1975 of the equivalent of 99% of the value of net oil imports of other
developing countries as a whole. This aid exceeded the increase of the aggre-
gate oil bills of Sub-Saharan African Countries while reaching two to three
times the value of incremental oil imports of many of the Least Developed
Countries. In 1976, OPEC inflows financed directly up to 26% of the current
account deficits of non-oil developing countries. In a broader sense, as the
recent UNCTAD report, which is the source of the above figures, confirms,
“the entire deficit may be thought of as having been financed by OPEC capi-
tal exports recycled via the Eurocurrency and other financial markets.”
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This OPEC aid is, of course, a relatively novel phenomenon in that it repre-
sents a transfer of resources from one group of developing countries to another.
It is novel also because it has been swiftly extended through a broad range of
channels combining bilateral, regional and universal sources. The OPEC
Special Fund is just one among these channels. Although it has its special char-
acteristics, its creation represents only the most recent of several initiatives
taken by OPEC Countries to consolidate their solidarity with the rest of the
developing world.

The OPEC Special Fund

Constituted in 1976, the OPEC Special Fund is the aid facility of the 13
OPEC Member Countries which have all signed its Establishing Agreement
and contributed to its resources. The Fund began its operations in August 1976
with initial contributions of approximately $800 million. Subsequent contri-
butions, some of which were earmarked for transfers to various international
aid agencies, have brought the total contributions to date to something in
excess of $1.6 billion. The transfer of funds to other agencies amounted to
$481 million, thus making the net resources available to the OPEC Special
Fund for its direct operations over US$1.2 billion.

Basically the Fund is entrusted with two functions: that of coordinator
of joint OPEC Member Countries’ policies and activities in the field of exter-
nal assistance and that of a collective aid donor in its own right:

Briefly, in its role of coordinator, the Fund, or rather its Ministerial
Committee and its Governing Committee, constitutes the voice through
which OPEC Member Countries have chosen to speak on various aspects of
their external aid policies. Generally, the Fund has tried, since its foundation,
to play a positive role in supporting new institutions and in developing appro-
priate policies to affect changes in international economic relations. The main
objective is to achieve the establishment of the New International Economic
Order through a maximum of action and a minimum of rhetoric. The partic-
ipation of the Fund in the creation of the International Fund for Agricultural
Development (IFAD), for example, was an effort in partial fulfilment of this
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objective. OPEC Countries contributed through the Fund $435.5 million or
almost half the initial capital subscriptions to that newly created institution —
thus securing two-thirds of the voting power in IFAD’s governing bodies for
developing countries. Another instance is the interest shown by OPEC Coun-
tries in UNCTAD?s Integrated Program for Commodities and its main feature,
the projected Common Fund. The primary purpose of the Common Fund, as
is well known, is to provide assistance to individual commodity organizations
for purchase and stocking of commodities when prices fall below an agreed
floor. Price support would then be provided when supply and demand condi-
tions adversely threaten price and other economic effects to producers. The
OPEC Special Fund was entrusted with the responsibility of coordinating the
efforts of OPEC Member Countries in the negotiations for the establishment
of the Common Fund. These countries’ financial contribution to the Common
Fund will also be made eventually through the OPEC Special Fund. In anoth-
er development, the Ministerial Committee, which oversees the activities of the
Fund, was instrumental in arranging for the donation of the profits accruing
to a number of OPEC Member Countries from the IMF gold sales to the
OPEC Special Fund which in turn donated these profits to the Trust Fund
administered by the IMFE. An arrangement with UNDDP, also in the form of a
collective donation through the Fund, has been made to finance a number of
the UNDP technical assistance regional projects. Another major facet of the
Fund’s role as coordinator concerns the activities of national aid agencies of
OPEC Countries. The task of coordinating the policies and programs of these
agencies is now entrusted to the Governing Committee of the OPEC Special
Fund which has just started to play an active role in this field as well.

The Fund’s major role as aid donor on highly concessional terms is, of
course, the main reason for its coming into being. The Fund conducts basical-
ly two sets of lending activities:

It provides balance of payments assistance to countries with severe
deficits in their current accounts and it extends loans for economic develop-
ment projects. All Fund loans have long maturities and all but a few of them
have been granted free of interest.

Balance of Payments (BOP) loans, 60 of which have so far been made,
are now generally extended on a smaller scale than in the past. At present, two
criteria must be satisfied by a country to benefit from this type of assistance:
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The current deficit factor I have just mentioned and the absence of quick dis-
bursing projects suitable for financing. Generally, when the Fund extends a
BOP loan the borrower, which in all cases is a government, agrees to deposit
an equivalent amount in local currency to be used within a reasonable period
of time for local cost financing of one or more development projects. When
no such use is made of counterpart funds mobilized under BOP loans, the
maturity of the loan itself is considerably reduced. This shortening of the loan
repayment period is, in effect, an incentive to the governments concerned to
mobilize local financial resources for the internal financing of projects that may
not otherwise be realized. By and large, the Fund’s experience with this type
of assistance has thus far been successful as loan proceeds have been swiftly dis-
bursed and, in the vast majority of cases, governments have opted to mobilize
and use the local counterpart funds for domestic projects. In fact, to date, 67
projects in 40 countries have been approved for financing with local funds
totalling $173 million. Most of these projects were cofinanced by other exter-
nal sources and a few of them have benefitted from additional foreign exchange
financing from the Fund itself.

The second type of assistance extended by the Fund is in the form of
direct project lending which has now become the Fund’s major operational
activity. This type of operation is carried out under a philosophy expressly pro-
pounded by the authors of the Agreement Establishing the Fund. They have
taken great care to avoid creating another bureaucracy, duplicating organiza-
tional structures and activities of other institutions. Rather, they have sought
to create an institution empowered with swift decision making capabilities
while maintaining a lean staffing structure, to avoid the bottlenecks and delays,
so characteristic of larger, more formally structured organizations. Typically,
when a well-studied project is submitted for the Fund’s consideration the time
lag between receipt of documentation and final approval is rarely more than
three months. Some of the projects the Fund co-finances may be non-revenue
earning and essentially social in character, or they may be of commercial
nature. In all cases, economic and social criteria are the paramount consider-
ations in the decision to finance a project. Technical considerations, of course,
are taken into account to evaluate the soundness of a project and in the case
of revenue-earning projects, particularly those of a commercial nature, assured
financial viability is also a requisite for the go-ahead decision. To date, the
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Fund has committed $435 million for the financing of 121 projects (includ-
ing the 67 projects financed by local counterpart funds). These commitments
under the Fund’s project loan portfolio have covered some 64 countries in the
developing world, with even “repeater” projects in some of them, despite the
relatively short period in which the Fund has been in operation. The projects
financed have covered practically all economic sectors with Power having the
largest share (30%) followed by Industry (27.3%), Agriculture (18%), Trans-
port (14%), Public Utilities (9.5%) and Telecommunications (1.2%). Some of
these projects are self-liquidating with their debt obligations serviced from
cash-flow earnings, others are so-called “green field” investments, that is, of a
commercial nature but requiring complementary financing for basic infrastruc-
ture support, but most are simply infrastructure projects.

Project-related assistance has been extended swiftly, as attested by the
number of projects so far financed. This is largely a result of the close work-
ing relationship established by the Fund with almost all the international
development aid agencies, be they world-wide or of regional character, as well
as with the national aid agencies belonging to OPEC Member Countries. The
seed of this relationship was laid down in the Agreement Establishing the Fund
which specified that appraisal of projects to be financed by the Fund must be
undertaken by “an appropriate international agency or by an agency of a mem-
ber country”. Again, the authors of the Agreement, being fully aware of the
danger of duplicating efforts in the field of international development assis-
tance, directed the Fund to draw heavily, for the administration of its loans,
on the talent and services of other established agencies. Implicitly, this has
meant that the Fund would give priority to co-financing arrangements and, in
fact, this has been the case in practice’. The advantages of co-financing arrange-
ments are not restricted to Fund’s considerable savings in time and cost,
although it should be mentioned here that the Fund incurs no cost for the
appraisal and project monitoring activities carried out by other institutions on
its behalf. More importantly, co-financing allows for the immediate implemen-
tation of projects which might otherwise be indefinitely postponed until the

4 Co-financing is now a general phenomenon in OPEC assistance. According to OECD sources, by
the end of March 1978 up to 106 projects, including projects in an advanced stage of negotia-
tions, have been jointly financed by OPEC and non-OPEC sources. The total amount involved
was roughly $7.3 billion of which some $3 billion were from OPEC sources.



OPEC AID, THE OPEC FUND AND COOPERATION WITH
COMMERCIAL SOURCES OF DEVELOPMENT FINANCE

financing gap could be filled. As is well known, such a postponement, if not
avoided, almost always entails, due to cost overruns, a widening of the very
gap it was meant to help bridge. For the Fund, this role of “gap financier” also
makes it, in fact, a lender of last resort, unlikely to be found competing with
other sources of finance for a given project. Being drawn in rather late in the
project preparation cycle, the Fund is also in a better position to give objec-
tive consideration to the merits of projects submitted for its partial financing.
In addition, the Fund has also been involved occasionally in the partial financ-
ing of “virgin” projects where it played a catalytic role seeking complementa-
ry financing from other sources, especially those to which it is closely linked.
Once a go-ahead decision for a particular project is made, cooperation
with the other aid agency which has prepared and appraised the project is not
terminated but extends to cover the project implementation period. The
framework of this cooperation at the post-investment stage is detailed in a let-
ter of cooperation signed by the Fund and countersigned by the other aid
agency which, in so doing, assumes the responsibility for administering the
loan on behalf of the Fund. The first such cooperation was implemented in
conjunction with the World Bank, and it now exists with almost all regional
aid agencies and with practically all the national development Funds of OPEC
Member Countries. In each case, the loan administrator conducts the normal
supervisory work required to monitor the overall progress of project implemen-
tation with the same diligence it would in administering its own loans.The
Fund maintains the right to participate in supervisory missions for which it
receives, in any event, both the terms of reference and the project progress
reports. The loan administrator reviews withdrawal applications for the Fund
loans and issues appropriate consent on which basis the Fund directly handles
the disbursement process. Usually, there is provision for consultation on a reg-
ular basis among co-financiers and both parties agree to refrain from such
unusual action as suspension or cancellation of the loan without mutual con-
sultation. From the Borrower’s viewpoint, the absence of effort duplication
under such loan administration arrangements translates into obvious gains.
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Co-financing and the role of commercial banks

Co-financing of development projects in the Third World is a rapidly chang-
ing activity whose rise in recent years has been limited mainly to sources of
concessionary nature. However, a number of these sources have been encour-
aging co-financing with private sources of funds, either through public issues
by borrowing countries in the main capital markets, through private place-
ments by institutional investors, or by associating their financing with private
bank loans.

Demand for capital from private institutions and commercial banks in
particular will, in my view, be increasing in future. The reason is relatively sim-
ple: The capital requirements for infrastructure and commercial investments
have grown and will continue to grow — as a result of increasing economies of
scale reflected in project design, as a result of the rapid technological change
which often translates into higher capital costs and last, but certainly not least,
as a result of ever-present inflation. In fact, the increase in capital requirements
of individual projects is becoming such that many investment undertakings are
escalating beyond the financing means of any single source. I can recall two
most recent projects approved for co-financing by the Fund — the Arab Potash
project in Jordan and the Guelb Iron Ore project in Mauritania, which
required each close to half a billion dollars in financing. Incidentally, the finan-
cial plans of both of these projects included substantial credits from commer-
cial sources.

Looking into the future, the pipeline of projects where co-financing is not
only feasible but perhaps mandated by capital needs and shortages, seems end-
less. The trend towards higher commodity prices despite the currently flagging
economic situation, with recovery in industrialized countries yet to gather pace,
will improve the export performance of developing countries. This, coupled
with the current trend of tighter economic and fiscal policies in the latter coun-
tries and greater discipline in their economic management in general, will hope-
fully bring about a decrease in lending risks and at the same time an increase
in capital investments and requirements for economic development.

For these reasons, it would seem that project financing in developing
countries by commercial banks offers significant potential. While the mag-
nitude of external financing which may be or should be forthcoming from
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commercial banks can only be a subjective exercise at this time, there is no
doubt that a meaningful level of external financing for developing countries,
particularly those in the middle income group, will only be achieved if com-
mercial banks increase their exposure by substantial absolute amounts over the
next several years.

On the macro-economic level, the surplus from which all sources of
external finance draw could well be directed towards new productive invest-
ments in the deficit countries, if only to avoid continuous inflation as a mech-
anism for maintaining global balance. In other words, to the extent that the
savings realized in certain regions do not result from dissavings in other
regions, they will have either to be matched up with new real investments or
lead the way to further inflationary pressures.’ There is increasing evidence, on
the other hand, that under full international exchange, the relatively advanced
developing countries will have a clear advantage as the place for many types of
new investment. Big commercial banks in the West share with aid agencies the
role of intermediation between surplus and deficit regions. Thus, in so far as
they may succeed, directly or indirectly, in the mobilization of surpluses for
investment purposes in the developing world, they will be helping the strate-
gies of maintaining a healthy world balance and achieving global development,
while, probably, making a good profit in the meantime.

How, though, can the increase in commercial bank exposure come about
without jeopardizing the financial position of these institutions in whose well-
being we all share an obvious interest? In answering this question one must not
loose sight of the special disadvantages of banks in terms of access to country
information for purposes of risk assessment. Multilateral institutions, such as
the IMF and the World Bank as well as the regional and OPEC aid agencies,
all with more ready access to country information, should do their part by
making such data on indebtedness and other critical performance indicators
available in individual cases (with the consent of the Governments concerned)
and by encouraging fora for exchange of views between commercial bankers
and concessionary aid donors. The same concessionary sources may also play
a more active role in involving commercial sources, be they in Western or

5 The Arab economist Hazem El Beblawi has admirably established this point in his recent article
“Oil Financial Surpluses and the World Economic Structure” (Oil and Arab Cooperation, Vol. 4,
No. 4. 1978) (in Arabic).
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OPEC Countries, in their activities at least in the cases where co-financing with
the latter sources is likely to produce additional benefits to recipient countries.
Commercial and investment banks, on the other hand, could do their part by
introducing some flexibility into their lending terms. Experience has shown that
the success of commercial projects is more sensitive to cash flows than to the
cost of borrowing for such projects. If commercial banks could grant longer
maturities the viability of projects — particularly large capital intensive projects
with a very gradual cash flow build up — might be enhanced. This, of course,
raises the issue of the short term nature of many OPEC deposits which, some
will argue, stands in the way of allowing the banks to go into long term lend-
ing. Such an argument may, however, be true for a particular bank but cannot
be true for the banking system as a whole. It should, therefore, be possible for
commercial banks to harness collective action under the guidance, or, if you pre-
fer, with the cooperation of the central bank on the national level, and the IMF
on the global level, to help protect the banks against the risks involved in the
situation where they receive short term deposits but extend long term credits.
Efforts should also continue towards creating more favourable objective condi-
tions and more flexible banking techniques that would make longer term
deposits more attractive investment propositions.

In any event, the paramount benefit of co-financing is the increase in
external assistance it brings. Strictly from this perspective, changes in maturi-
ties and even in interest rates that may result from co-financing may be of sec-
ondary importance. The OPEC Fund’s experience, in a way unique, since co-
financing has become the norm in its activities, has indicated certain areas in
which co-financing with commercial banks may be desirable if not indeed
ideal. One example is the case of greenfield commercial investments for which
basic infrastructure support is required. In these projects, commercial invest-
ments and development aid can be pooled for the benefit of all. Under appro-
priate financial packages, a project may be structured into different compo-
nents depending on the type of financing required for each. The commercial
component can be financed with equity and commercial loans while the infra-
structure component can be financed with concessionary aid. The overall
return on the total amount of capital employed will be such as to ensure a
strong incentive for all parties on the basis of the project’s merits alone. Other
benefits of this scheme are obvious: The concessionary sources would benefit
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from the opportunity of diversifying their aid, both within a borrowing coun-
try, if they have definite allocations for each country, and, more generally, with-
in the geographical sphere of their lending activities. The commercial banks
would still get a fair return on their investment. And the developing countries
could benefit most from this marshalling of greater amounts of external capi-
tal, with the obvious benefits of increased investment, speedier and more effi-
cient disbursements and savings in time and procedures.

I realize, however, that a blanket increase in financial cooperation among
concessionary and private sources of finance is easier said than done. I have
already mentioned that commercial banks do face particular problems in
increasing their exposure in developing countries. Indeed, many of them
already entertain the view that they may have over-exposed themselves. The
first difficulty is, of course, risk and, therefore, its appropriate assessment and
trade-off with reward. I have touched on the contribution that international
aid institutions could play by disseminating, with the approval of governments,
the information at their disposal. Another technique which could be applied
more consistently is to include a cross-default provision in the loan agreements
of concessionary co-financiers which may enjoy a stronger security than com-
mercial banks for their investments. One could assume, however, that such a
technique would be used only to stimulate the flow of additional resources
which will not be available otherwise on reasonable terms.

So far, other banks have tried to cover the additional risk of lending to
developing countries of lower credit rating mainly through applying higher
interest rates, the higher spread being a self-insurance premium against default.
I have often wondered whether the benefits, in terms of cost savings to con-
sumers, which have resulted from the introduction of group plans in the insur-
ance industry could be duplicated in the field of banking. Specifically, I have
wondered whether the self-insurance sought individually by banks through their
higher interest rate could not be transformed into a collective insurance pool,
whereby risks would be uniformally spread in the industry and the cost to the
borrowers reduced accordingly. It is hoped that collective self-interest would
induce banks to work together for the establishment of such a scheme which
would probably receive also the support of concessionary sources of finance.
These in turn could consider the possibility of guaranteeing commercial cred-
its, again substantially reducing the risks of commercial lenders. However, this
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latter type of cooperation must translate into net additional benefits to devel-
oping countries in the form of reduced cost of borrowing and, incremental
increases in capital transfer from commercial sources.

I do not wish to unduly minimize the risks facing commercial banks. The
risks in commercial bank lending are real although in reality I think that the
whole problem of LDC’s indebtedness is being magnified with the tendency
to treat all developing countries as a single homogenous group. Some coun-
tries, no doubt, have relatively large outstanding debt burdens and some may
even have already borrowed beyond their prospective debt servicing capacity.
It is admittedly unfair, and, at any rate unrealistic, to request commercial banks
to increase their exposure in the latter countries. Such countries, I am afraid,
will have to remain for a long time to come the favoured clients of the most
concessional sources of finance. Yet, just as a “tumor does not necessarily mean
cancer”, the problem of a few should not be interpreted as the widespread
problem of all. I sometimes think that bankers are partly responsible for this
tendency to generalize on the LDC’s debt problem. Yet, when one reads that
Chase Manhattan earned 65% of its profits abroad in 1977 and Citibank a
staggering 82%, one cannot help but feel a bit uncomfortable with the perpet-
ual single reference to LDC’s debt problem as a contstraint to more lending.
These earning figures suggest, to me at least, that banks will maintain their out-
ward-looking policy with regard to the developing world. The challenge now
before them is whether they will also be forward-looking.

While project co-financing between concessionary aid sources and com-
mercial banks can be of mutual advantage to both types of institution I do not
think it offers the only appropriate channel for commercial banks to increase
their project financing. Commercial banks are called upon to embark unilat-
erally as well and more aggressively in project financing, even if it means divert-
ing for this purpose part of their lending portfolio where the proceeds are gen-
erally not earmarked and, as a result, the productivity is, at best, questionable.
In fact, banks and similar financing institutions could focus their lending on
well-chosen self-liquidating projects where potential risks are certainly not
greater than they would be in the case of general purpose lending. In addition
to Government guarantees for the loan, the tying of repayment to project earn-
ings provides further security. I know that some banks have built up impres-
sive internal staff and capabilities to expand the finance of venture capital.
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Whether or not this will become a trend will depend on such factors as the
initial success of banks gearing for this relatively new field of business and on
the cooperation they provide and receive from larger multilateral aid agencies
and from the borrowing countries themselves. The truth remains that increase
in project lending translates into greater real investment which, if related to
sound priority projects, seems to offer, on a global basis, the solution for a
world economy troubled with gross imbalances.



OPEC AID, THE OPEC FUND AND COOPERATION WITH
COMMERCIAL SOURCES OF DEVELOPMENT FINANCE

Conclusion

There has been much talk in the recent past about the interdependence of our
world. International financial markets have also become sophisticated enough
to forego the traditional classifications of “developed” and “developing” coun-
tries or “creditor” and “debtor” countries. International flows abound at pres-
ent in all directions, at times bypassing the poor and helping the rich and at
times leaving the former in the awkward position of financing the latter, as is
often the case in domestic markets. It is indeed the responsibility of all sources
of finance to see to it that adequate and enlightened management policies are
developed to ensure not only the continuity and stability of such flows but
their rational utilization as well.

Social justice and long term stability dictate the imperatives of economic
development in the less fortunate countries of the World, which still consti-
tute the vast majority of nations. Just as interdependence among countries is
real, the plight of the developing world is real and should not be considered
as a distant fading echo that will eventually disappear through the work of
unknown forces.

Greater access to capital is a complement, if not a prerequisite, to the
goals of expanded trade that will fuel economic growth in both the developed
and the developing countries. Sound and fair trade policies are invariably
essential also. But foreign exchange earnings will contribute only a portion of
the financing required for economic growth in developing countries — a growth
that must take place and will take place only with continued access to exter-
nal finance. Hence, the great need for closer cooperation between the two types
of institution involved; the agencies in charge of financial assistance and those

in charge of capital markets.

Based on a lecture ro the “Chase World Forum on Arab Capital
for MidEast Financing and Third World Projects”,
New York, September 20, 1978.
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