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The Impact of Foreign Capital Transfers on
 

Developing Country Agriculture
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Donald W. Larson and Robert C. Vogel
 

ABSTRACT 

The impact of for eign capital transfers on developing country 
agricult iru is xain.,- for 13 major borrowers during the period 
1973-62. I:rr, forcin capital tr-ansfers permit over-valued ex
chani r' devcp cc t and these penal izew in, agricul ture 
by reduin g td ii', ! i n LO" e rt v thet 0lp aml increasing incen
tives% to im part K,.ult in ,i t, t hat an incrta:sin , ratio, of 
fe ign , ht to, KN ; ;:ociui. with an increasing ratio of agri
culurt QIiQh,,1:> toid a d ' in : ::tio ofa iricultural 
exports0 to ,,. It K ocluded t hat urt hl borrowi'.no by debt
burdtened ,nti ul ilv to their basic, l solve problems unless 
acctolpi e b cIh aL';",$ a,'it_. c'conou i, policv changte: necessary 
for 1I ii-k rm oL' nom ro'iwth. 
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,The Impact of Foreign Capital Transfers on
 

Developing Country Agriculture
 

ABSTRACT
 

Thu impact of foreign capital 
transfers on developing country agri
culture is e:,mined for 13 major borrowers during the period 1973-82.
Large frcign capital trinsfers permit ovur-v<lud exchtahnge rates to

develop "r coi lue, and theose penal ize aricultur by reduc ing the

hnclctiv,;n to rxport 
ind b' ilcreasing the icntivuos to import. Re

sul-ts indic'at, that an increa-sing n'atio l forirn debt 
to GNP isassociated with an inrcO; 11, ratio of Ngri n iturnI i mont to (NP
and a ds :e Il, el't ol, ricuIturnl exports to GNP.le 

It is concluded 
that furt her borrowc ing bv deht-lurdncd cuntries in unlikely to solve 
their basic probei- uo i.se accompanied h' the appropriate economic 
polioev chlange s nac s.n;r, f-or long-t rn ecconomic growth. 
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The Impact of Foreign Capital Transfers on
 
Developing Country Agriculture 

Introduction 

Th traditional view is that trans-;fers of foreign capital are bene
ficidl to the 
recipient countries, but the recent international debt 
blems ,. [ily dv lopin cointries hav cal]]ed 

pro
this view into question.


The pre sent ;,ap - donis not I-ous on 
 Wi, current pn Viunt-s crisi:, but
rather on 
tih- iWpct o n foreign ca ital transfers themselve; on devel
oping :, untrv :5ri ltur,. Until th 1Q70 , the resource transfer from
dev lop to d.v oi o' nllt r ie was; W 'M, through foreign sistarcu; 

antl t, lit, 
lart =o w 

' . i ,, i 1 - 1 I to trafls< ern![ nlL>l F an-',wtFl ," V' "-P inn~!)coantr]I"its inl AnI .-H t to pro

mote, 'I,: , ,d VN,I "tv 1 in r* rn',I a indOe n1 .r i,.l, l i dvext Lura lopment 
1pui-culin i t 'Th' IW lih t Itorn 'llthanl less, hlin previlled as isri. o i alwiysthrih- au'l<tt tile po ;t-w<]r bO tterperio d, anDd forcian
 

assist n c ,K:.p~ind lt ,r; i al r v hi tr, es during tiht 1960; and 1970s 
[ La son and~i , . 

[uric in w . ri,.r itt l i. n, it ionaI calital markets became Open
 
to manxy K, vt11 . ii ', count r ins, and cdpit 
 I i oL CotI Irn ff s il orcial. terms
inc rease':td :~ ; t1 ii Wi I v . T lrr wr.r included not only private sector
 
firms in dc,.,.lo' in. ',so r iu., 
 1 

the c-vnrn , n, 'a..,'lv . I van t i I the 


but also puibl ic sector entC'pri-isIs and 
1t. - unt int'rnat ional financial

cris's f ILhw ,<r Iv- 1O ('- thnt 'ul'.sjoin,' coupt:ry borrowers and their

creditsr' r ', to ,:5,,: I 1 1:;ri l tihe 
bei] ef that more capital trans
fers , l :,ro iV ,n; stat 'inqc , warn, ;Always better than less. As
 
stron: world 
 mark,-t r 'v'xorts toth with growing economies and low
real int re t rntu i'n theh I70st nvd to weak world markets, stag
nant econoic and eil ', 
 t .rot rt ues in the1ivh early 93(0s, many
deve-loping o nLrianI '- 1ould

i i ' -Vd t ttiK 1o loinge-r service their
extLernali d't, must to tn cixN-v " iter extei-nal creditors. Several
of- the Krari t dtv'olin, 1 ii 'otsut- borro' ,wer i a ex reache,d the verge of
d tan]t, t din'. shctk'w v t ihrotughout internat ional financJal markets.
Since AIigun 51 soileof 1982.:, 30 countri.s hixave begun to renegotiate terms 
on as much :s $100 billion of public and private external debt owed to 
official and private cre-ditors. 

Morn aplprop,-i:itt- ecomomic policies must be carried out by develop
in, countries ast an e.;suntia] part of the solution to the current itter
nationil financial crisi:;. Because agriculture is a major component ofthe economies of most, if not all, developing countries, the impact of 
economic ic- chanses on le agricultura] sector becomes particularly
important. TI'hu most aplproprniate solution:; to the current problems may
not invoive additional capital transfers from developed to developing
countries, part ictularlv if such Lapital transfers had certain adverse 
impacts when they originally occurred. 
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Foreign Capital Transfers 

Th.<. er i f it tr e at the' present paper is to ex:lline whether
 
]ar ,e fore i I c p 1 I
II)it . ,- I;I fer.; !1tax ' Itv'Trse. _ IVv t e. t etI tIIh )fl'or:F n, e 
of the CriII t-1r-,'I I C-1t,,' in dtVt'el()I i I, koiintri ,-. " or, ign capital,

transfers teiit o', it ie; for
ilort !f dLv'% !, l l!.i' CMiint r i ., to a] loca;t C,

addi t i on, I I ir!>0l 
 ; toCL I' r- 7 te1 ore rapI i L'C011' ; i1' 'r ,vt.. ii oo arl
 
Mimare I re i : ' O/ :ii. t, r 
V iC tht. ir dthh ',' r I-, Iic c rt iunities 
iii/lVY he) , tq t'(I it It lie i k l2'.' C II'' P 1- ,,1 '1 e o-0 p iv: coun
tri L tI I, 1 % i i tl ' 'O11,11 i 1.'I ,0 p( ha" t,I a l ,r I I tfor II 

Il Ic'nr rtn.1. "o e /siMi' , ' CIl'i:I Lt, Isit:c , itt'I - r I i v a!I ri c1]t IIral
 
pi 'itc' p I i C i' Ca, >t llu I a
_'l i F l e'Co :' I. ,.'ti 11, ''iO ;por i L Ii
 
thIe arr- I ttiI -- !t eci t' 'c kiolt r ihI)tite tI.o i ts; 
 aP, J,LO;I olli c poIi
cies th m orain i o'I -v,,1] Ii-'d 'xCha ncie rate-; I 1) .." i C1rico]tlllrl I prices 
t end t) d i iictIrp:I 1!:i pl'(-r1,d Ilk,.:: onon xii -rI , ;7.
tin por.t 5. 

Fo r,-iin (:ili t iI t 1- rL' Tu iV :,1 Y!! IV. 'Itd k,'iti d ,l ini:,., r x
-)o r Its ald l ili' t',rL.;i I ' i./fi: i- rI'lr.; rt ., Ii't i f ': il-l 11 nisde 

a i -1h) lit t / Iv I' I - e-I"'' * 1~ 
1 

'iCio " i t 171 
hroi ("1- III 1711isifL' - 1%1 I'- Le' t, -, ') oi
 

foroi ,n ' li I, i
0 1 . 1rt1:v, il" 1 .C 

debt p ,i . . , i,, I 


t1- "' 0111 t I1 I I ow 
n 1 1y. , tt1i /a, i mso
 

op-in it 'r i, ,:* i t - ! , , 
 i}t.i , ' ' ,I,. ' orn Cl ,i i ,, tn l f ,evel
O]iir C ' t ' II , I' i- , I t I I ili tk t t v 

t-r tr Y,I pPit r '''' I l t 'V ''iI I ''n t- i I~ II r n ti/lri,C'r1r1111)e n ' -I t ' .Lc I".Io"l' I:011-.,:, i1.,(,.' , - -' t-'t',n, Irut

f or p1)! i , t1\'tcll; XI i k I - ,ii , t I ' , prod Ilzi'1t m//ii L I c. 
C-/-) llI-tot i'd ii-t' t (1 1i:1i I I- W , t itl 1tLi ': i1, '.lV CC>- t, oti' 1 

ilportti I , l ' - ooi (' 11,> t jlit il' til i Vt to 
 ilo(It 1' 1i c r- d.
 

TIe,se 
 add it ioai I im Itr t di s oCtl0r;,L' t le pI,F d 11 i'o!1 o" (Ioilnt>, it iiI-,krt
 
sI:I t i Lit t i, i it i it ion wher
'l so-'l i11p )IFt :;Sli .t I t I.!; 1' v t I rCf I cc 
i rt er at t i onla11:11 oip rI t i v '' :Idv:ii t : ,' 

T I I net. e-ff;c ( ai- ver--Vlor ':/llt'IiliiC( islt is, to tIN exports and
 
sub;l "(1t 7o ., hot - f
()iiO 1'I'l i f 1 Il cullse, an (VL-'II L t "Ior prI bi iemCof
 
foreCign xChlir scaIlI-it ii th1W flrt 1 

r-. If ;a UL'velopini, cotiutrv therebv
 
fails to ald;u.St, t will 7N('t'd i, t>lrr ,, e'.'eo /ore 
 t '71 e l-n pcapita).l in the
 
future to covcrIr t fore i'I ,:t 
 IIl , 

iiIcroaa Cr,-v,,- l t 'I 


i,-tl1ai Iop. 'el, for".ign debt catnnot 
, I V I I it ,ui tiVy ()I l-tllp t , utit on]v' dl av thed c ,i - ion11 L ilick)V,t t 1 lii ,Ict 11)1 -)I, . I It' ,0'-:C'II tIIW tC . o\<r V\;l Iu,.. 1-:1 
e Ir i -i rt t;x - 1: i tI 

ld
 
Il -t a Ii ir 1. II11e n II itt: I0-~ t vO or -Cvaui1 d 

ax(: 11) 1 t- ini w 1 V t lOP1I17 ILOC-t r l' I e7 'I i]rj c L It. i irne 
a oI alst," I I-. I , i I tite, ,'' ;land nlis,ii,.iItI

< : wl i Iut urII ex -P t t5 t's il~l', l'I L i,"-* e t ,I i;'ii<lo ' ,tI', 0, to rit'n;I ,'.-'''i.ytt 107 11Or I{Ip5 

1) clvi oL ri s- brom r 17orv'lii U Pean 7i cant 11I ris , C ;111 UF 1'-\Ex>c h"I Ill ,' I ' V~'_t~~t 11 t-L'(: !') C':iItl <,i' k)! d ( ,re t al r, Ees 

of inf1/i-it 7ll i r -I lolltrv 7. irc. Oof Ih iioct jritC ->. nilCL' 11
countries le ' .:k,'-i c I infl a - 1To i n hirin thi, OQ , the exchange 
rat, wilI t-nid t bI7' Oilt' over-v linud ,lien the rate otI ill ionit of a de
veloping, countrv in; rttLi than the, rateo of nI' at ion of its- imiiaor trad
ino. pa tners. PoiflL;Li,. cCo;to and prices will increase faster than the 
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costs and prices oF theimported g d.s, making tlw Iater relat ively less 
expensive. Protect ke tra t, pol icies such as import tariffs and quotas
and expor, taxes and ,uot .a alIso letad to an over--valued exchange rate by
raising tih doMcOtIC priCW- ol thir protected good and/or locwering the 
price of tlii export p ool. 

'lt o 1-lud w ',n , rate act asan iMplicit t,\ on tih' a t 
cuituirai :'tor ior corntri tint export .g, iC IItliur nod;, while con.-
Suerr 's or f Foo I r suhi , d ihircctI v b'cause of tiu 1ow' prices for
 
tihese im;,rt c,.t it TVi p 
 ,,, prices for food reduce the incen-
tives fo o- !, - ' i-
roo ,  cat-se ,<stit'2-tio otn the 'gri
cutural sect - , on :'.- V',v, . At thi ate ti'-,, impr- - of foodmayt i:(nr i w. lh,"Aus ' O w a v,'r--v"'tlttd ex:'changel, rate tn<ke. roo;,, a's well
 
aS oLhr tI otm , nt Iwp to 
im r t . In this sit , 1i n OIvelop-

i , cg ' v', 1t t Id. .t11,}A '.i' rIt more- 'id tO I COt O'
 
moro d . i,1 ,!it 1 1 0,''11 1', ,i l ' 0 
 loet' tof i ixlm u riather" 
than c Mi i,, : , , in in'i,.rn<atinA' n-t 

Beha~ifviorl o ! ,M~tilr P_ " '] - , in ' C]ou111 v harro, wcr,"t.'t 

In Order to t'Vtitt I m Ict "I io1' it 'I I 'r-a1 vs or"
 
develoii't't cot'irv ,i 1 iulttric, 
 tI pr '.'-nr t [PtL t- i' t liet ratio of
 
foreign dt to 4 -n nat 
 1111121 tI- i' en roti - Pt''t'ie : countries 
as compared t. 1t rtioo r ar . iw p. rtq tn exp'o rts to g.ross
 
na ion l prod u't in th , ' , ,utI 
 Mures1 f r '' art
 
taken fin tint - , tW>i htorld 4 i]c And..II- \' i,!',' r-It ud c ., 1 ,rt -ti- d.it - p n d, .,, i in-no included and 

e 

he
ca uer rti , ir " wi t h 
 ,i niat]nd"reported., rif:,,i t ,,r ,vr":: t o, t: : , i n PnC I ' trtP ;.A" p,,iod, ct ruportni. bV t 1w, ;.or L. Bank:, 
are c v '. , o in ;.K. d"1!i 1 . 1 .1 tr ,.- ;:"NIPit r n ,or thus 
crbjecst to t i tI pr lo1 or, i t s (, on1on. K s Ar:ic u! ca' c io7 s 
to 1d . For ! txport:ciit rit-; 1n'it And tvi' i raultuw O fi. fo t ri' d rbtd 
ttt C' ... t_, ralt, Ate fn- , -a.ro i oAd,Isrt I' ,t- , i Ci\'ork
 
pe:,ricd, f-major g lr i n t,. -ot i in 
 debt ofIt-,,.& ru;nlM 0,i :, , t r ena B -

buot e. pcillv in ia11t-1c it l prnd'itjio III),nd c, i:pp ort0i and expovrtsa

thrd ec v, i ', ' IAr c unedIt. Ta'I t is, h r i lorci 

,
 
n dp.t, Agri

cu Aslt imprt.o aL'i cuprI-t urnl indaveragped for tie firs t t~hreet 
I c; ,rt, o t r igt-sn .t i o ain ncr eait nrgveoars of tile period, ]q72-7/A, and~cs<ubtr~acted
 

fr-om the_ sawtic r,:tl.n.< alverage ove'tr
d thel ]<iaw t httree<Yeagrn.- of thie period, 
1980-82. 

TVh evide,:n'ce for thet 13 major,-<dev'elo<pin.g, c<nuntry' borrowers is shown 

Tablecin r.a U oex. r-cted iebt to of caein o NP haedL a in
creasie.d (o- mos of t llit baorroweri (9toM . Fo oi 13) over the dcadc 1973the.9 couintries. with an in creas-..9, rat io of f-oreign debt 
to GNP', the' riat io inc'r,_,d:rh: mo.r,. Fupidlv for Em7,pt, Israul!, Turkey,
Mex.ico, u !A, Br-a:M; 

Koreat. Fo ur de vul~qpina c u. triun WCtil,, 

\', un! r. .and,."rnentinau anA,. 1.n;: r.apidly\ for A]lreria and 
In!in Indon:esia and Yu ,oslavid 

had decr-e.,, rIn, lrcignl M .t L", K;N;}ralti,. in th i4 p~eriod. 

As disc'ussetd in1 t.h; pre!-vio us sectionl, countrice, with anl increalsin ,
(decreast<-ing) ra~t io of for-uir'n debt to G;NP can te ex:.pe'cted to have an in
creasing: (decreas.'ing) ratio ofiagricultura-l Snp,)rs Lo GNXP and a decreas
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Table 1: Foreign Debt, 
Agricultural Imports, and Agricultural 
Exports

Reatiwy to ,ros;Nazional Product for Thirteen Major Develop
ing Country Borrowers, 1973-75 and 1980-82
 

Change 
 n Thre Year Average Ratio:
 
1973-? CoP,red to 1980-2_________ 

Foreign 
 Agr icuI tura 1 Agricultural
Bo ra! Debt Imports Export 
's
 

to GNP-/ 
 to GNP 
 to GNP
 

Algeria 
 + 3.65 
 +0.4 
 -1.4Argentina 
 + 6.1 
 +0.3 
 --0.1
Brazil 
 + 6.6 
 -2.7 
 -0.6
ChiIl -'22.1 
 -1.7

Egypt +3.1
 

+21.3 
 +5.8 
 -4.5
India 
 - 2.7 
 -0.3 
 +0.1
Indonusia 
 - 9.8 -0 .q "0.9Israel 
 +17.8 
 +0.7 
 +1.0
Korea 
 + 2.2 
 +0.7 
 +1.5
Mexico +11.5 
 +O.q 
 -0.3
Turkey 
 +14.2 
 0.0 
 +0.7
Venezuela +10.6 
 +0.9 
 -0.2
Yugoslavia 
 - 0.5 
 -0.2 
 +0.5
 

The World Bank defines major borrowrs as those countries with debt
 

outstanding and disbursed estimated at 
more 
than $13.5 billion in 1982. 

- Foreign debt is defined as public aid private debt outstanding and
 
disbursed.
 

Source: 
 World Debt Tables: External 
Debt of Developing Ccintries. 
The World
 
Bank. Washington, ).C. 1983-84 edition.
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ing (increasin,) ratio of np'-ic'ulturil export; to GNP. Results for the
froir devetlopingl? countricn w ithl a do,(rai.n V,raitio lorc~i,.n
Of deb!t to, C',NP
 
are LOW : Ilvcon ;intont wi:th thu ,c cw't<d rcli t!",nshlip :An tthmv all ha~ve, a 
d,.c: e'an:iny) r"at!io, of agrticultnv, l impo rtnof agricu t.I lrur I t,. to i ,i 

t-; W;:!.And inl irr , A.rly, ratioirt q . I ,.'t t W r t V " A.vI pI = count r i v
 
with ain i1'i: i r iti i tflor, I 
 1''deb i o,, i rt 1 ' , itc c111 ist',nt 

with thn, of nc:I, iiAntd r-
GNP" iq ., -;; !(,r- ) o - th,. 1) -aiit:Co, rI- in ,! v t t-inr im ''ports torlti
.r ,,,, lid Ih l i K1 api ulu glrat ex

port!.; i"r'-' ' it I' , 'Itll (lth i)callit r1it-1
 

,LF Lhlt ,ot1,w: ,U M''ti'1Il' l] t: ; wh,, l"A "mw7>for y n de'bt ais ofu ,,n ' 

the end or 1152,., tiae rc..:ult:K art ; mil~r tt , r
thonc a!, the, majoi deve loping 

foreiull debt or '"" , iltura l imp;ort n or exporrt.: ' ir 

these "it her co11fo n0 fi AnmjrWrwcs o xmpu oag
 

r, 1,,,ti ,,rt:at for 

de 1)t In'II ,.' till1:7:"'' It ,ll1t f r " m of I he, ( count j,tn i tI i i'abs. 1 LIt'
 
or Vl t i.,W e ttoI t , t Wi i t w,' ld 
 , ir- II I t Ai It tn,t sI 

iler 'ut a tho's tfo tin . 1.i,, ' ! Ill ,','l h . . 'i , . I u' tiurlI
 
exptsi I or' ' 0 t.
n1mt if 
 t'llli i I y t'I,I'n' , t I t'orviic 

o',I r' twoI,I prio
trat d Ill . ls ',-'' iti q far wh'i thii imp l world
 
m TrW , lt it , ititr i
trsn:s-cr,, on im t Iith. t t impact .t:,,.'han/,. raite,; a4 thn, ex.pec(tedc aio]ni 

oi lf-.,r, pIital re [' .hlipi holds> mutchi
 
morec on c'it
i(s';:t '.ly far Ntd.Pr tctl t viral imprt sF[<tti;h I or u~xp ~rtlh. 

In] m-turcI,. researc/t' h it mP.iphtt het ulseful to tl",' other'l c I I.-;nifict'i on:,l
to improve. the' re~sul ts, forl thanr", other~l 
 horyo-,wo,1-s,. Rathe.r t !1,11-ex-;;mining,~ 

counLrit; with a1 ce'rtain ;iA,, hit, sizeoit' ttrnl debt, a n'i-;clsiftica
tinn by t i ze t t tilei oi i lgnlt V', t i,,v to K;' A i cali morendiit,te 
clear relatio-,ns1hips. "Itc 
 other btrrow.rts c,uld ailso hit' classi fied
 
according' to 
 tLe abs lutte size of thir ap'r.ici1turl]t' i:Xltrtr or exports
 
or the ,, el.i ottf
s 5 of t h se re'lit ;We too ( 3'P I futatre sucL rsiarch. 

Conc us ns011 

Laige foreiln capital trinfers appear ito let a''eel'Vy Elii. per
formanac ot developing ,o'tliltry ;g'ricultLire,, 
mosrt 1 iklv through the im
pact on ,e: r ti:
ange rat eq. ;'vi perlit <1lu e'xchn'.e cp ratS toi la 

develo o n111 tSi-
r contr 1te, andl rtdtc't',: tith ilnlt',t ,-S to expOrt and in
creas-t 
 i n a to oi, import i d.ut 3 m LIor
. TI >.I il Ior dovl opin ,
count.1 v I'' 
 .. r,.,
' ' ,.-Ii itit t tii,' i ' I - It ebI rit1 ot L' 1i'll li ton
 

GNP ;i,i! A ,i( , rat io !Wt c.i -i "Pr,'1-f.t 1 1 ura'i ,;: 0o'w.Is . .ii' !I 'I i l i W 'i ' ' ax.:a to P. Large,: foreignI tIl . , II t .'( v' ,voping coun

tries, ,i ., r .te -a nP . t !W 'Mhn ii'iI '1 i' I int ' hiit lso be
caul e a; K w 
 ': 1 t}l 1>w 0 1 ill of tIheIrI- ;,u ttraiIIIcu 

St" . ' 'r,','. i ,i I i r inF, ,.:W''tiiiiI lt t''('li ' 'ililciitieS ill 
debt dini a , i.a li. t It tlw pro bl msiis An, irip the debtcris is;tu l]n>- <t t ' ',i I nv't A[ n'ni fic-('IL 
 ,wtcon, ic policv "¢i.nyvs+ with
 

use c (:apit a,] t I-Al!a : urn to' I , coutr ies': .om Iw -tt'ar''f cuw'lt tfC)' sh l idebt problemsn. 

anItd thu 
 ' deblay, th. Le-p li chan," 
 u s-;, y Ior long-term economic
groth t And]< M ul'Vt: ri.'I[
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Credit th. l t 'eud the IPoor in Less nt '.lopd C1ounLi ?" A paporreceivinga .aiNitio ' Secrt yvAit aiId Iirm the Mlerholt Cetnter" of The_, Ohio
State Uni'e rs ityv, olmi buh , 9hi,, I ) ',be" 19'l.
 

World Ban'k. Worl IDvht 
 Tal es: It1rnal Hubt o1f De'eloping
Countries. 1983- }'d tit ion. V shin-ton I). 1%o4. 

Foot otes 

-/See Balassa and As.sociate. for a tull discussion of effective
protection and for estimtes of effective protection for sevural developing cotntrivs. More recent uSt]itI , Of vffnCt IV prtOeCtion for

selected coulltlries can he found 
 in tnlu and Lutz.2/.
 

-/lh World Btanl ajnoi<IA
has defned - hlor ,roo'.,'cl a s those countlletsrwith debt outstanding and dish rs Ao more than $13.5 billion in 1982. 


