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PREFACE 

~The emergence of Arab Gulf as an alternative source 

Of finance, after 1973 oil price bocm, was very significant 
,--

to the developing countries. For tbey expected a qualita­

tive chi:mge in the global financial regime. It was thought 

that it would result in greater bargaining space for. them 

vis-a-vis the North controlled global financial reg irn~ in 

spite that they (developing countries) had also suffered on 

account of severe price ri;:J 

{ibis study probes into the above contention and 

interprets tbe data available in the frame-v10rk of the politi­

cal economf} 

The whole study has been divided into four chapters. 

Chapter I deals with the global aid phenomenon in the 

framework of the political economy. f!_t deals with economics 

and politics of aid and its experience by developing 

countries during a few past decade:j 

The Second Chapter deals with the phenomenon of 

'petrodollar• surpluses and its placement strategy, integra­

tion of Gulf economies with Northern economies and its 

consequences. It discusses in this perspecti. ve the rationale 

of Arab Gulf aid. ~ also reviews the performance of .Arab 

Gulf aid in recent years~ 

(vi) 



The Third Chapter enquires into the comparative 

profile of Saudi and Kuwaiti aid while the fourth chapter 

deals with the political economy of an alternative fra"lle­

work of South South Cooperation between oil exporting 

capital surplus Gulf countries and oil importing capital 

deficit developing countries. §__ envisages that the only 

way open for developing countries for attaining self 

reliance developmen~ is to delink its structural linkages 

with dependency prone developed countries and to cooperate 

among thenselves at the basic structural level. 

To complete this work I am indebted to Dr.Girijesh 

Pant, my Supervisor, without those regular, timely and 

affectionate guidance, tbis work would not have been 

possible. I am grateful to Dr.D.N.Rao, Associate Professor 

Centre for Economic studies and Planning, who also took 

pains from time to time. I must also be gratefui to 

Professor K.R. Singh, Chairman and all the otber teachers 

of Centre for West Asian and African Studies for their 

encouragement. I have also sincere regards for all my 

friends and well wishers for tbeir time to time help. 

I am thankful to the staff menbers of Libraries of 

JNU, ICWA, IDSA, UN Information Service, US Information 

Service and IIFT. Thanks are also due to Mrs.Kunjamma 

Varghese who typed the manuscript in a very short period 

of time. 

Md. Azher 



CHAPTER I 

POLITICAL ~ONOMY OF AID: AN OVERVI~tl 

OF GLOBAL TREND 

In the development experience of the developing 

countries during the last four decades after the Second 

World War, the role of foreign aid has been very critical 

and controversial. While the resou~ce gap has fore ed the 

developing countries to look for ext~rnal financing of 

their development, they have found that the process has 

led then to the •debt trap'. The literature on the 

subject provides with ample evidence in support of it. 

However, it would be unfair to infer that external financ­

ing or foreign aid per se has caused the debt trap. To 

understarrl the fallacy of aid, it would be relevant to 

look at the political economy of aid rather than viewing 

it in a partial manner. A survey of the literature 

suggests that the subject has not been studied in a holi­

stic frame. Either it is understood in technical way 

looking purely in terms of economic parameters or has 

been the victim of platitude. Similarly, in .alternative 

frame it is studied as North versus South issue •. Acc~pting 

that all tre four or may be many other dimensions are 

relevant but these alone fail to project the issue in 
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totality. It is only by putting all the dimensions 

together that a holistic frame can be developed to under­

stand the phenomenon called aid. 

In this chapter it has been studied in the above 

context by looking at its economies, both for the domr 

and recipient perspective, its politics, the instruments 

and the experience. 

!he Economics of Aid 

I.lli!-~2&ic of the Recipient 

The poor countries which want to achieve rapid 
. 1 . 

development, need an adequate sustained growth rate. This 

requires an improvement in the skills of a co untry• s 

labour force, a growth in its capital stock, and substan­

tial changes in the canposition of output and changes in 

attitudes and institutions. Now if domestic resources are 

inadequate to fulfil these limitations, then the foreign 

resources be utilised, so that targetted growth's continuity 

is undisturbed. The above constraints facing the poor 

countries in their developmental path could be swnmarised 

as: 

----------------------------
1. Adequate growth rate might be one which permits the 

minimum growth in output per capita consistent with the 
growth of population and aspirations of people. 
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(a) The savings limitation 

(b) The foreign exchange limitation 

(c) The skill limitation. It could also alternativelybe 

called Absorptive Capacity limitations. 

The savings investment gap approacti employs a varia­

tion of the Harrod Domar model of growth. For any targetted 

rate of growth depends upon the rate of investment and 

incranental capital output ratio. Now the incremental 

capital output ratio given the rate of growth varies directly 

A Y = I/"'"' 

with the investment. The investment _by a country depends 

upon its domestic savings but the poor countries are chara­

cterised by lower savings. This leads to investment-savings 

gap. As this gap becomes more and more wider, targetted 

growth becomes more and more difficult to achieve. 

The protagonists of foreign aid argue that this gap 

should be filled up by foreign borrowing. For it will fill 

the investment-savings gap and thus growth could be maintained 

to the desired level. 

Therefore, the foreign aid required in the initial 

year (F
0

) will be 

F = I - S • 
0 0 0 

where I 0 is the required initial investment and S
0 

the initial 

domestic savings. 
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Similarly in second year foreign investment (F1) 

required will be 

F1 = I1 - S1 

where I 1 is investment required in the second year and 

s1 the domestic savings. 

And in year t 

Ft = It - St, suffixes stand as usual. 

= Y
0 

k~T (1+r)t- S
0 

- S'Y
0 

(1+r)t + S'Y~ 

where Y
0 

- GNP in the initial year 

S
0 

- savings in the initial year 

s• - the marginal savings ratio in the initial year 

k - tre initial capital output. ratio 

r = the targetted growth rate. 

Now suppose a country with initial GNP of 1,000 an 

initial marginal savings ratio of • 2, an initial average 

savings rate of .1 and with inc rem ental capital output 

ratio of 3. If the economy has to grow at 5 per cent per 

annum, an invest:nent capital of 150 is required (again by 

the identity I = "\J" :x A Y, where I is required invest;nent, 

~ the incremental capital output ratio and AY, the 

additional capacity generated). Therefore, the initial 

2. For details see D.Ararrovic and Associates, Economic 
Growth and External Debt, Baltimore, Jolm Hopk!ils­
Press, 1964, pp.188-89. 
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domestic savings of 100 must be supplemented by the capital 

imports of 50. Similarly the coming years will require 

varying but lesser amounts of the capital imports. By the 

fourteenth year, savings will rise to approximately 15 per 

cent of the GNP and thereafter no further external capital 

flow is required to sustain the 5 per cent of growth rate 

arx:l in addition there will be surplus available for debt 

servicing. In the twenty-first year the net borrowing will 

vanish and the country will be in a position to lend while 

in the thirty-fourth year, the net debt will become zero 

and in the meantime the economy would have grown by more 

than five fold in real terms. And thus, not only that a 

sustained growth rate could be maintained but the capital 

deficit economy would become a capital surplus economy and 

would be in a position to lend to other borrowers. 3 

The foreign exchange earning expenditure gap approach 

focuses on imports capacity as the principal constraint on 

domestic investment and growth. It is argued that in the 

initial stages, an economy does not have exports, as much 

that by their foreign exchange earnings they could. be able 

to import capital goods needed for higher growth. Now if 

------
3. See Raymond F. M~kesell, lli Ebonomics or Foreign Aid, 

London, Wiedenf1eld and Nicholson, 1968. 
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this gap could be filled by external borrovling, then 

economy could be able to achieve the targetted rate of 

growth. 

Usually the rate of growth in exports is assumed 

to be h:i.gher than the rate of growth in :imports require­

ments. So that the net capital imports needed to fulfil 

the foreign exchange gap gradually decline. 

Thus during the initial year foreign aid requirement 

(F
0

) to cover the exchange gap will be 

F = M - E = Y u - Y e = Y ( u- e) 
0 0 0 0 0 0 

Where M
0 

and E
0 

are the imports and exports respectively 

during the initial year while u and e are the average 

import and export ratios respectively in the initial year. 

Y
0 

represents GNP in the initial year. In the second year 

the aid requirement will be given by 

F1 = M1 - E1 

where M1 and E1 are imports and exports respectively during 

second year 

F1 = M -E = Y u + Y ru 1 
- Y re' - Y e 

0 0 0 0 0 0 

where u• and e' are the marginal import ratio and the 

marginal export ratios respectively and r_is the target 

rate of growth 
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F 
1 

= Y ( u- e) + Y r u' - Y r e' 
0 0 0 

= Y ( u- e) + Y r (u'- e'). 
0 0 

And, of course, for aid to decline in the second year 

(u'-e') ( 0 or u 1 ( e' which means that marginal export 

ratio should be higher than marginal L~ports ratio. 

In other words the savings investment gap and the 

foreign exchange gap approaches to the determination of 

capital import requirement for achieving a target rate of 

growth are identical. 

The borrowing and debt servicing schedule will be 

similar as discussed earlier. 

The capital absorptive capacity approach regards 

capital requirements as being determined by the ability of 

an economy to employ both domestic and foreign Ct:p ital 

productivity in the sense that aid yields maximum rate of 

return. It regards foreign capital as a means of over­

coming internal obstacles to growth and as a catalyst for 

mobilizing domestic resources for increasing output and 

productivity. 

Thus all three approaches justify the borrowing by 

capital deficit countries to finance their developmental 

programme. 
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The foremost comprehensive external assistance model, 

has been developed by Chenery and Strout known as Chenery 

Strout model. 4 The objective of foreign aid as set forth by 

Chenery and Strout is to help a country achieve self 

sustaining growth. They regard the foreign assistance as 

being able not only to accelerate the rate of investment 

during the "take off" but also to supply or to facilitate 

the creation of the basic requisites for the transition to 

11 self sustained growth", such as skills, the adoption of 

modern teclnology a change in the conposition of output 

and employment the development of new institutions etc. 

Therefore, the essence of their model is that, aid 

promotes development by adding to domestic savings as well 

as to foreign exchange availability, thus helping to close 

either the savings investment gap or the export import gap. 

t$\1\.f: 
It is clear .... both tbe savings investment gap models 

and exchange deficit models suffer from inherent problems. 

Firstly in all these models the a~phasis has been upon 

the growth rate, while distribution aspect has not been 

taken into cons ide ration. For it is necessary that develop­

ment should perculate downwards and inequality should decrease. 

4. H.B.Chenery and .A..Strout, "Foreign Assistance and :Ebonomic 
Development,_" American EconO!flic Review, Vol.56, No.4, 
September 1~66, pp.679=7J~ 
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Also these approaches have been criticized for the 

dominant role, they have given to capital in tbe growth 

process but have failed to analyse the basic elements of 

development strategy and the role of donestic policy in 

development. The capital oriented models such as Chenery­

Strout model sho~ that the volume of external capital flow 

required to achieve a target growth rate provided that 

domestic policies assured the attain~ent of certain key 

parameters e.g. savings rate, the capital output ratio 

and the ~port growth rate. But it is necessary to link 

these para~eters to the required policy instruments for 

achieving them. 

· Again the assumption that marginal export ratio 

must be higher than marginal import ratio so that foreign 

exchange gap contracts is worth contesting, for developing 

countries have been suffering larger current account 

deficits despite heavy inflow of external borrowings. 

There have been several studies challenging the 

above orthodox position that aid helps development. Griffin 

in his study5 concludes that it is wrong to infer that 

------
5. K.B.Griffin, "Foreign Capital, Domestic Savings and 

Economic Development, tt £!alletin of the Ox~ord University 
Institute of Economics and Statistics, Vol.J2, No.2, 
Hay 1970-;-pp:-90-112. 
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capital inflows supplement domestic invest;:nent. In fact 

domestic savings and foreign inflows are negatively 

correlated. The same position has been taken by Weiskopf~ 
This stand has been confir.ned by Voivodas7 who finds no 

significant relationship between growth rate and foreign 

capital inflow. 

The implicit message from these studies is that 

the developing countries should refuse aid and other 

inflows, and coPcentrate on raising danestic investment. 

While another study claims that the foreign 

invest:nent may initially have favourable effects on a 

host economy, but soon become unfavourable and have done 

so for Latin America. 8 

Another studlf:tnds that the strong positive associa­

tion is found between domestic savings and growth and between 

----------~---------

6. T .E. Weiskopf, "An Econanetric Test of Alternative 
Constraints on the Growth of Underdeveloped Countries," 
lievievl of Economics and_§_tat.!,stics, Vol. 54, No.1, Pt. II 
February 1972, PP• 67-78. 

7• c.s. Voivodas, "Exports, Foreign Capital Inflow and Econo­
mic Growth," Journal of International Economics, VoL3, 
No.4, Nove:nber-1'973, PP• 317-It§:"" ----

8. A. o. Hi.rschnan, "How to Divert in Latin America and Why," 
Essays in International Finance, No.76, 1969. 

9. Colin Stoneman, "Foreign Capital and Econor.aic Growth," 
~orld~eloQm~~' Vol.3, No.1, January 1975, pp.11-26. 
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aid and growth. On the other hand it finds no significant 

association between net flows on direct investment account 

and growth. But it also fincUcl ear negative correlation 

between the stock of foreign direct investment and growth. 

It concludes that it cannot be claimed that the negative 

association that we have demonstrated is proof that foreign 

investment harms growth prospect. On the other hand the 

evidence weights rather more heavily against the orthodox 

view that it promotes growth. 10 

The experience of third world countries has not been 

encouraging. From Table 1.1 it is found that at the end of 

1985, the developing countries aggregate debt including 

short term liabilities totalled 970 billion dollars. It 

has increased over the past four years by more than 350 

billion dollars. While their medium ani long term debt to 

all the western creditors has increased by more than five 

times over the twelve years. The scale of the developing 

countries debt service payments has grown a pace with the 

debt itseli. 

----------------------------
1 0. Ibid. ' p. 18. 



TaQ.le 1!.l_ 

DEifii...;LOPING COUNTRIES EXTERi"JAL DEBT: INFLUX OF CAPITAL Al\1]) 
EXTERNAL DEBT SERVICE PAYMENTS 

----------
--------

Total debt at year end 

Medium and Long term debt 

Including - Government Sources 

Private Sources 

Short tenn debt 

Use of IMF Credits 

Payments on credits including 

Debt Amertization 

Interest payments 

Transfer profits 

Ratio of debt service payments to 
exports (Percentage) 

(in $000 million) 

1973 1980 1981 1982 1983 1984 1985 

140.9 

115.4 

25.5 

610 

471 

177 

294 

130 

9 

702 

528 

192 

336 

160 

14 

775 

582 

240 

372 

171 

22 

843 

658 

229 

429 

154 

31 

895 970 

717 774 

245 266 

472 808 

1421 
I 196 

36§ 

16.0 71.1 86.4 97.6 115.2 126.6 

11.2 40.5 45.6 53-9 58.2 63.7 

4.8 3o.5 4o.8 43.7 57.0 62.9 

14.8 14.0 14.0 14.5 

99.1 122.8 129.8 127.6 

---- ·--------·-------------
Source: World Debt Tables, The World Bank, Washington, D.C., 1984-85. 

~. 

1\). 
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In 1984 they were to have transferred to the western 

countries the vast amount of 141.1 billion dollars on their 

mediwn term and long term debts which amounted to $774 

billion at the end of 1985. Again private sources do exceed 

very much the government sources. The medium and long term 

debt by private sources a.'Uount to 508 billion dollars which 

is 66 per cent of the total mediwn and long term debt which 

amounted to ~774 billion at the end of 1985. 

Short ter:n debts· including use of IHF credits amounted 

to 196 billion dollars at the end of 1985. Again it is very 

difficult to estimate the short ter.n service payments but 

rough estimates show that it amounted to $19 billion. 11 

Table 1.2 gives the various other debt indicators 

for developing countries. As concerns ratio of debt to 

GNP, it bas rose continuously and tremendously. In 1984 

this amounted to 33.8 which implies that the developing 

countries are indebted so complicatedly that it amounts to 

one third of their total GNP. Debt service ratio for 

developing countries amounted to 19.7. Ratio of interest 

service to GNP for developing countries bas again been 

. continuously rising. This amounted to as high as 2. 8 per 

cent of the GNP ·wbiCb.impli:es 2.8 per cent of GNP. of ··'·· 

------------------------------------
11. G.H:arkov A. Zbi tnikov, "The Wests • 'Debt Trap • for 

Developing Countries," International Affairs, August 
1985, pp.J5-43. -~- -



Table 1·~ 

DEBT INDICATORS FOR DEVELOPING COUNTRIES 
PERCENTAGE 

IN SELECTED YEARS, 1970-84, 

---
All Developing Countries 1970 1974 1976 1978 1980 1981 1982 1983 1984 --
Ratio of debt to GNP 14.1 15.4 18. 1 21.0 20.9 22.4 26.3 31.3 33.8 

Ratio of debt to exports 108.9 80.0 100.2 113.1 89.8 96.8 115.0 130. 8 135.4 -
Debt Service to ratio 14.7 11.8 13.6 18.4 16. 0 17.6 20.5 19. 0 19· 7 

Ratio of interest service to GNP 0.5 0.8 o. 8 1.1 1. 6 1.9 2.3 2.3 2. 8 

Total debt outstanding and 
68 141 204 313 430 488 

~ 

disbursed 546 620 686 + 

Private debt as percentage of 
total 50.9 56·5 59.0 61. 5 62. 9 64.1 64.6 65.8 65.0 

-- ---- --- -----
Source: World Development Report, Tbe VJorld Bank, 1985. 
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developing coLIDtries alone goes as interest service. Now 

coming to another very important indicator that is ratio 

of debt to exports, it is found tllrtt throughout tbe period 

given in Taole 2.1 it has been more than 100 per cent 

except 1980 and 1981, when it was 90 per cent and 97 per 

cent respectively. During 1984 it amounted to 135.4 per 

cent. 

In 1984 the debt service ratio amounted to 19.7 

which implies that about 20 per cent of the export earnings 

of tbe developing countries is to be spent on debt servic­

ing. Again the Wests' mounting protectionism has blccked 

access of their goods to western markets and the prices of 

their traditional exports have dropped to the lovJest, and 

rising interest rates and rising dollar's exchange rate 

have resulted in credits being costlier. 12 

Thus, it has resulted in steady growth of developing 

countries' losses in external economic exchange and an out-

flow of a sizable part of their nation8.l income to western 

countries. And they have been facing continuous large scale 

current account deficits. 13 Therefore, developing countries 

have been fore ed to borrow more and rnore funds abroad, :nainly 

on the corn:nercial basis. 

12. Ibid. 

13. World Development Report, World Bank, 1985, pp.18-19. 
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Gain of the Donor -------
It bas already been described that how aid has been 

deterimental for the developing economies. And it has 

be en a one way benefit., Northern countries have been able 

to invest their funds at more profitable rates of return 

in the developing countries and drain substantial portion 

of the Third World GNP. And Third vJorld economies have 

become a good market for government and private invesbnents 

from the Northern countries. 

Table 1.3 gives the return on investments in emerging 

markets and industrial countries. From the table it is 

clear that return on investment in industrial countries, 

namely US and Japan has been very lov1 canpared to develop­

ing emergi~ markets during 1976-83. 

A study 14 on the motivations of the Northern aid 

during 1978-80, estimates that in case of French bilateral 

aid 98.4 per cent of explained variances are for donar 

interest while recipient needs accounts for 1.6 per cent of 

the explained variances. In case of Uhited States' bilateral 

aid 99.9 per cent explained variance are for donor interest 

while 0.1 per cent explained variance accounts for the 

14. Alfred Mai zels and Machiko K. Nissanke, nMoti vations 
for Aid to Devel<!ping Countries," World Develo:pmerit, 
Vol.12, No.9, 19e4, PP• 879-900. 



Table 1.~ 

RETURN ON INVES 'IM E.NI' IN ENERG ING 11ARKET 1976-83 
--- -- -

Country Group 1976 1977 1978 1979 198o 1981 1982 1983 ---- ------ ---
~gi ng Harkets 

1. Argentina 147.0 -43.6 79·9 233.6 -72.2 -54.5 66.2 124.5 

2· Brazil ~ ~~'3 11. 9 -6.0 -12.5 4.1 9·0 -19.9 97·4 

3. Chile 103.4 146.3 56.3 131.6 92·7 -48.3 -52.1 -18.4 

4. Hong Kong 40.0 -11. 0 18. 0 80.0 71.0 -16.0 -42.0 -8.6 

5- India 34.1 13.7 51.2 21.1 42.3 23.8 -5·9 6. 0 
~ 

'.:l 
6. Korea 72.4 114.2 23.7 -13. 0 -26.0 40.2 7.9 7.4 

7· Mexico 19·1 22.3 127.8 96.3 17· 7 -46.8 -79.8 170.2 

8. Singapore 14.0 6.0 52.0 -12.0 29.0 15. 0 -1. 0 29·2 

9· Thailand 0.4 187.7 43.0 -40.7 -12-9 -19-2 21·1 9·7 

1 o. ZimbabYJe 13.2 3.1 -6.9 178.7 30.4 -56.7 -32.4 -7.9 

Industrial Countries -------
1. United States 23.0 _g.o 6.0 14. 0 29.0 -4.0 21.0 20.0 

2. Japan 25.0 15.0 52.0 -12.0 29.0 15. 0 -1.0 23.0 
--- -- --- --

source: World Development Report 19 85' p. 13 5. 



recipient interests. Similar is tbe case for other major 
• 

donors viz. UK, Japan and Federal Republic Of Germany. 

His model considers political and security interests, 

investments interests and trade interests to constitute 

donor's interest.;. 

Another important commercial interest in providing 

aid has been to create market for the industrial products 

of tbe donor countries. It bas been utilized for adopting 

favourable measures towards the donors and detrimental to 

the recipient, steps like liberalization of import restric­

tions. Tying of aid with certain conditions or projects 

is most usual method of achieving their Objectives and 

harming the nattonalist economic policies. Aid has also 

been provided to finance the debt servicing for those 

suffering from acute debt problem and to stop them from 

taking any radical posture and thus to perpetuate their 

dependence on the developed countries as well as their 

integration in the ~xisting market based system open to 

West's trade and investment. Aid has been used to preserve 

the market based system in the Third World countries, so 

that developing countries always remain vulnerable to the 

North's interest. 



The Politics of Aid ----

\tJithout evaluating the political motives of aid it 

would oe an ~ncomplete analysis. The political motives 

have varied from era to era. It has oeen the concentration 

of Western strategy upon the .nilitary containment of 

can:nunism and upon strengthening military, economic and 

political influence in the cold war between \-Jest and East 15 

The cold war strategy has been detennining the aid prograrn nes 

and which inherently link economic assistance with military 

as:,istance. A report in US recognised th~t the foreign 

16 progra:rmes serve United States interest. 

It is to be observed that the :najor recipients of the 

American aid continued to be those developing countries 

whose loyalty is most ~nportant in the cold war strategy and 

are strongly influenced by an economic relationship which 

itself grO\.JS out~'a new military alignment. 17 It has been 

used to underwrite regimes and systems having polttical and 

strategic affiliation. In fact aid has been advanced not to 

----------------------------
15· See Judith Hart, Aid_gg~~i~ration, Victor Gollancz, 

London, 1973. 

16. Go ran Ohlin, "The Evolution of United States Doctorine," 
in Benjamin J.Cohen (ed.), American ForeiK!l._Eq,onomic 
Poli~, Harper and Row, New York, 1968, pp.3lf7-62. 

17. The US aid to Pakistan may be a pointer to the argument. 
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the n~tions but to the regimes. Another :important interest 

bas been strengthening the ,;lobal systen based on market 

ideology. The sa:l1e report cited earlier opines that aid 

should not be given to establish "government owned indus­

trial and commercial enterpri.ses which compete with exist­

ing private endeavours 11
• 

18 Thus it strengthens the claim 

that aid has been used to preserve the Jlarket based system 

in the Third \'-lorld. It has been used to help bolster up 

such developing countries regimes which are strategic ally 

o~ the West, by providing them with a few short ter:n solu­

tions to their economic problems, to continue their survival. 

Use of Aid by Receipient - A Soft Q:Qtion 

It is not only donors who are politjcally motivated 

in providing aid. On the other hand due to domes tic poli t i­

cal compulsion, recipients also resort to aid taking. For 

the option of generating resources from dom·~stic sources 

risks political interest. If the recipient regime decides 
.$O&IY~ 

to generate·· more from domestic ,.and de;>end less on foreign 

aid, then it will have to take harsh decisions. It may have 

to. resort to increasing taxation or to tax certain sectJ:jrf11 

of the ecommy which had been until then untouched. Jn India 

non-taxing of agriculture could be an example. And if the 

regime in power opts for this hard option, it may antagonise 

-------- ------
18. Ohlin, n.16, p.356. 
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those interest groups, which in turn the 'soft states• 19 

of the developing countries could not afford. Thus they 

resort to the soft option of foreign borrowing. 

Also the regimes in recipient countries have been 

squandering the precious funds for private expenditures 

and on the import of luxurious goods rather to spend on 

the rehabilitation of the national economy. For example 

the US investment firms have "esti;.nated that from 1978 

to 1983 the developin~_S countries aggregate external debt 

went up by $381,500 million while over ¢103,000 million 

"flowed out" of the developing countries to western banks 

in the same period in the form of various illegal transfers, 

mainly from countries with the largest external debt. 20 

It has also been spent on the purchase of arms and 

to suppress the domestic opposition to the regime in power. 

Not only this but it has led to the creation of· a parasitic 

class inside the country, dependent on the continued 

existence of aid and foreign private investment. And they 

------------·------------------------------
19· By 1 soft states' it is meant that the national govern­

ments require extra-ordinarily little of tbeir citizens. 
There are few obligations either to do things in the 
interest or. the community or to avoid actions opposed 
to that interest. Even these interest that do exist 
are enforced inadequately if at all. 
See Gurmar Myrdal, Asian D~~, Vol. IT, Allen Lane, The 
Penguin Press, London 1968, p.t;95. .- --:; 

' ,1 ~' 3I:r.r 
" ,..... '~ 

• _.1 • .-,. ~ 4 

( . 'r·· 
20. Time, November 1 o, 1984, Supplement 1 o. 
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act as the domestic agent of the foreign capital and ally 

against the nationalist policies which harm them. 

!gencies of Aid 

Aid transfer takes place either bilaterally or 

multilaterally. Bilateral aid flows directly from creditor 

to the debtor, thus Hlaking debtor vulnerable to the policies 

and influences of the creditor. 

In :nultilaterism, aid from creditor is channelled to 

the respective multilateral agency, which agency provides 

to the needy. Thus if multilateral agency is not influenced 

by creditor, it can remove the element of vulnerability of 

debtors while providing guarantee for capital insecurity to 

the creditors. 

Fran Table 1.4 it is found that throughout 1970..84 

the bilateral flows have been constituting most of the pacts 

of official development assistance. During 1983, 77.67 per 

cent of the total ODA was through bilateral arrangenents. 

Flows through multilateral arrangements constituted 22.3 

per cent of the total ODA. Fran the table it is found that 

multilateral proportion bas been increasing, although slowly. 

In 1973, multilateral flows constituted 13.6 per cent of the 



Table 1. 4 

CONCESSIONAL FLOWS OF RECEIPTS TO DEVELOPING COUNTRIES 
- BY CATEGORY DUR:NG THE YEARS 1970-83 

___ . _____ _j_in billion dollar§l 

Types of Receipt 1970 1975 1980 1981 1982 

Official Development Assistance 

Bilateral Percentage 

Bilateral Total ODA 

r1ultilateral Percentage 

MUltilateral Total ODA 

8. 1 

7.0 

.:86 .• 4 

1. 1 

13.6 

20.1 

16.2 

8o.6 

3·9 

19.4 

---------------------------
Source: World Development Report 1985, p.21. 

37.5 37.3 34.7 

29.7 29.4 27.2 

79·2 78.8 78.4 

7·8 7-9 7·5 

20.8 21.2 21.6 

1983 

33.6 

26.1 

77-67 

7·5 

22.3 
'T\) 
w 



total ODA and it increased to 22.3 per cent of the total 

ODA in 1983. Now role of the multilateral financial 

regimes in this context is worth exploring. 

The Horld Bank one of the most important multi-

lateral agencies considers growth as its criteria of 

economic perfonnanc e and economic perforffiance as the 

criterion for investment, irrespective of those who are 
~ 

benefitted from 5rowth. Its~role of L~F and other important 
n,s\UQ 

multilateral financial organisations,. in strengthening the 

market based system. 

IMF and rlorld Bank (IBRD) both were founded at the 

1944 Bril.ton Woods Conference and rnenibership of D1F is a 

pre-requisite to membership in the World Bank and eligibi­

lity for its loans. The fund makes short term loans to 

meet balance of payments crisis and the bank serves as a 
• loan broker and guarantor for specific projects. The 

funds ideology of development is in hannony with its 

philosophy of economic liberatdsm, which reflects the f'ree 

trade ideology of the industrialised countries. It calls 

for the widest possible freedom of play for market forces 

and discourages. govern~ent intervention. The basic 

components of the IMF' s standard of a desirable economic 

policy veers around21 (i) the aboliti-on or liberalization 

21. See Cheryl Payer, The Debt T£~, Penguin, Harmondsworth, 
1974. 



of foreign exchange and import controls, (ii) Devaluation 

of exchange rate, (iii) Domestic anti-inflationary programme 

and (iv) Greater hospitality to foreign investment. 

Iil.iF dictates internal policies, in tbe case of most 

drawings made beyond the first credit tranche. The 

anti-inflationary policies which it insists upon touches the 

very heart of national sovereignty by affecting government 

spendings,taxation and credit policy. Because of its anti­

inflation emphasis the entire ,fund package is usually called 

a stabilization progranme. The funds hostility to inflation 

is strongly influenced by the possible impact of inflation 

on foreign investors. Thus entire stabilization pollcies 

are designed to ensure tbat the country can ;nanage its 

foreign exchange policies with the minimum restrictions on 

payments, which would damage the interests of the foreign 

investors and supplier of that country's imports. Thus 

multilateral agencies. do complement tlle bilateral operation. 

Despite the fact that the aid bas not been able to 

provide the developing countries with that critical push 

which was needed to overcome the vicious circle yet there 

is a strong dem'and for greater flow of it from the develop­

ing world. This might appear paradoxical. HovJ ever, if the 



political economy of aid is· taken into account it became 

quite obvious. Aid by itself cannot produce qualitative . 
change. It is the development parameters which defi.ne 

the role of aid, its nature and size. That there bas been 

convergence of interest between the donor countries and 

the recipient at one level, explains the persistent 

demand from the latter. The difference have been by ani 

large regarding the size, quant l1m and tenn. No doubt all 

these are important perhaps more critical issue is the 

utilization of tbeir external resource - whether it is 

being used to those sectors which increase the surplus 

generating capacity or to create new consumption pattern. 

This depends upon the nature of regime. The political 

economy of aid clearly suggests that foreign concessional 

flows have been used by the ruling regimes to bolster their 

constituency - the uroan, middle class and elite section 

of the society. The urge for legitimacy forced the invest­

ment decision to be biased in favour of these sections. 

Consequently aid became a mechanism to obtain a 

purchasing po\<Jer which was used largely for the expenditure 

on consumer goods or cons uner industries. It contributed 

in creating distance between the demand and domestic supplies 

by increasing disparity between them. Thus a built in 



relation can be seen between aid, debt and underdevelopment 

emerging out of the nexuses between the character of the 

regime of the donor and recipient countries. 



CHAPTER II 

GLOBAL FINANCIAL R.IDI!v1E, OIL SURPLUSES AND ARAB 

GULF AID 

In the world economy dominated by the Western 

economies, rise of oil surplus in the mid-seventies as a 

sequel to the oil price bike was the unprecedented pheno­

menon. It was unprecedented because for the first time 

since the Second World War, the financial base appeared 

to be shifting away fran the 1 North'.· --~By implication this 

meant a shift in the global. p01!ler structure. For under­

standable reason, it created panic in the traditional 

centre of financial power, it was projected that the 

global financial order was going to collapse. Hence a 

call was given to save this collapse by recycling this 

shift back to the Western banking system. Today, after 

. a decade, the oil surplus despite its declining volume, is 

locked in the Western banking system. Ironically the 

owners of this financial wealth do not enjoy the freedom 

to retrieve it at their, will. This obviously meant that 

these surplus countries did not plan an effective strategy 

and were in some sense outmaneuv.ered by the Western world. 

Though apparently such conclusion seems to be inevitable 

perhaps it would be not correct to look at this rise and 
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financial strength of the OPEC countries in very simplistic 

framework. To appreciate the logic, constraint behind 

their choice, it would be relevant to look at the problem 

at the structural level. 

The revenue at the disposal of OPEC and in particular 

Arab Gulf was so enormous that substantial proportion of it 

remained unspent, resulting in large surpluses getting 

enlarged every year. The size of this surplus depends 

basically on two factors viz. , the magnitude of oil revenues 

received by the government and danestic absorption capacity 

of the said economy. 1 The absorption capacity, in turn, is 

effected by narrow resource bus e, inadequate infrastructure; 

manpower shortages, specially in skilled and highly trained 

rnanpower4 OPEC amounts for both high absorbing economies like 

Indonesia, Nigeria, V~nezuela, Algeria, Iran, Iraq and low 

absorbing economies like Saudi Arabia, Kuwait, UAE, Qatar 

and Libya. Primarily it is this group of low absorbing 

countries, which being unable to uitlize its enormous 

revenues domestically on account of their low absorption 

capacity have to look beyond their geograpbical limits, for 

placement of their financial surplus. 

1· Elmallakh, Ragaei and Kadbim Mibss en, "Capital Surplus 
and Deficits in the Arab Hiddle East: A Regional Perspec­
tive, 11 International Journal_Qf 11iddle Ea~Studies 
( 1977), Vo 1. E";Pp. 18J-93. 



~1~ 2.1 

OIL REVEN'UES OF ARAB OPEC MEHBER COUNTRIES ( 197 0- 84) MILLION U.S. DOLLARS 

Country 1970 1973 1976 1979 1980 1981 1982 1983 1984 

Algeria 272 988 3,700 7,513 12,500 10,700 8,500 7,400 n.a 

Iraq 521 1 '843 8,500 21 '291 26,100 10,400 9,700 8,360 n.a 

Kuwait 821 1 '735 6,869 16' 863 17 '900 13,8oo ?,500 8, 700 n.a. 

Libya 1,351 2,223 ?,500 15,223 22,600 15,300 13' 900 1 o, 900 n. a. Lv 
0 

Qatar 122 463 2,092 3,471 4,914 4,591 3,882 2,361 n. a. 

Saudi Arabia 1,214 4,340 30,755 57,522 1,02,212 1,13,200 ?6,000 47,600 n.a. 

U.A.E. 233 900 ?.,ooo 12,862 19,500 18,700 15,500 11 '?00 n. a. 

TOTAL 4,534 12,492 66,416 1,34,?46 2,05,?26 1 '86 ,691 1 ,34, 982 9? ,021 9?,500 

-
Source • OPEC Annual Statistical Bulletin, Reprinted in Middle East Economic survey, ·- Vol. xxvrn, No.31, 13 May, 1985, P• D5. 



Table 2. 2 

BASIC INDICATORS OF ARAB GDUi' STATES 

Population Area (' 000 G.N.P. Percentage Popu--Country (millions) sq. kms.) (Per Capita lation of 1t/orkin~ 
Hid 1983 dollars 1983) Age ( 15-64 years 

1983 

Saudi Arabia 10.4 2,4_50 12,230 54 

Kuwait 1. 7 18 17,880 57 

U.A.E. 1. 2 84 22,870 68 

Qatar o. 281 11 21,210 63* 

Bahrain o. 391 1 10,510 67* 

em an 1. 1 300 6,250 53 

* Here data has been taken for 1981 while age group 15 years and above. 

Source :- World Development Report, 1985. Also The Resource Base for 
Industrialization in Gulf Co-operation Council Countries : 
A Frame work for Co-operation, UNIDO, 1983. 

w 
~ 



Table 2. 3 

DISTRIBUTION OF G .. D.P. OF ARAB GULF STATES ( 1981) 

G.D.P. Mining Agricul-
~Percentagel 

Manufac- Construe-
Country (millions of and Oil ture turing tion Services 

u.s. dollars) Ext rae-
tion 

Saudi Arabia 1,37,554 62.? . 1.2 4.3 11.0 20.? 

Kuwait 25,212 67-6 0.2 6.1 2.? 23.1 

u.A.E. 31,621 63.5 o. 7 3.8 ·'8. 8 22.0 

Qatar 6,294 63.5 o.8 3.8 8.8 22.0 

Oman 6,577 69.2 2.0 1· 0 5. 5 21.6 

Bahrain 4,113 32.8 2·1 9·5 13.2 4:1.6 

Source :- The Resource Base for Industrialization in the Gulf Co-operation 
Council Countries : A Frame Work for Co-operation, United Nations 
Industrial Development Organization (UNIDO), 1983. 

w 
t\) 
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Iable 2.4 

ARAB GULF STATES : OIL AND GAS RESOURCES (1983) 

Crude Oil 
Reserves 
(billion 
barrels) 

Crude Gas 
Reserves 
(trillion 
cu.m.) 

Crude oil Produc­
tion (1,00:) 
barrels per day) 

·----------------------------------
Saudi Arabia 

Kuwait 

Qatar 

UAE 

Qnan 

Bahrain 

Total Arab Gulf 

Total OPEC 

Total World 

Total ,!\rab Gulf/ 
OPEC (%) 
OPEC/World (%) 

Arab Gulf/World (%) 

168.8 

67.0 

3.3 

32.3 

2.34 

0.226 

273. 966 

470.5 

693.3 

58.22 

67.86 

39.50 

1· 0 

1. 8 

3.2 

0.07 

0.257 

9-827 

32.5 

96.2 

30.23 

33.78 

10.22 

4,539.4 

1 ,054. 1 

0,269.0 

1,149.0 

281.0 

48.0 

7,011.829 

16,988.7 

52,777·0 

41.27 

32.18 

13.29 

-------------- -------------------
Source :- OPEC Annual Report 1983,0PEC Annual Statistical 

Bulletin 1982. 



Fran the Tables 2.2, 2.3 and 2.4, which describe sane 

of the basic indicators and production structure of the Gulf 

countries, we come to about the low population, underdeveloped 

infrastructure and lower level of population under the working 

age group, all of whan characterise for the low absorption 

capacity of these economies. Also in the financial world, the 

bank for International Settlements for its middle-Eastern 

study identifi_es Saudi Arabia, Kuwait and UAE as the low 

absorbing OPEC mewbers. 2 Aneth er study identifies Saudi 

Arabia, Kuwait and UAE as the low absorbing OPEC members. 3 

Therefore, with the high rise in OPEC revenues though both 

the high and low absorbers started ambitious programmes to 

build up their economies, they could not spend all the revenues 

and thus started the emergence of oil exporters sup·lus funds 

with low absorbing countries having lions share of it. 

Although, apprehension has been cast about the real 

magnitude of oil exporters surpluses, because they have been 

for their own reasons, shy about providing informations. In 

fact Saudi Arabian Honetary Autbority• s for-eign advisers have­

to pledge that they will have no contact with the press.4 

-------------------------- -----
2. Middle East~conomic Survez, Vol.28, No.21, 4 March 1985. 

3. Middle East Economic Surv~, Vol.28, No.39, 8 July 1985, 
pp.B2. --

4. Peter Field, "Could Saudi Arabia have ~48 Billion in 
Cash," Euromon.§Y_, June 1977, p.116. 



Table 2!..2 

IDENTIFIED OIL EXPORTER'S FUNDS 
<W Billion) 

Untted Ktngdom 

Sterling Bank Deposits 
Euro Currency Bank Deposits 
British Govt. Stocks 
Equities, Loans, etc. 

United States 

Bank Deposits 

December 
1983 level 

4.9 
43.9 
3.4 
5.7 

57·9 

Treasury bonds, notes and bills 
Equities, loans etc. 

17·7 
34.7 
33.5 

Other Industrial Countries 

Bank deposits 
Equities, loans etc. 

Offshore Centr§S 
Bank deposits 

· OEC credit to non-banks 
IMF and IBRD 
Placement with LDCs 

Total Identified Additions (+)/ 
Reduct ions (-) in Deployed Assets 

85.9 

56.6 
71.8 

36.0 
7-7 

35.9 
58.3 

410.1 

0.1 
-0.2 
-0.1 
-0.1 

-0.3 

-1.1 
-1·1 
-0.4 

-2.6 

0.4 
0.3 
1· 0 

1984 

0.5 
0.4 

-0.3 
-0.2 

0.4 

2.5 
-2.0 

0.2 
o. 8 
o. 1 

-0.2 

0.9 

0.5 
-0.9 
-2·1 

0.5 -2.5 

o. 2 
o. 9 

-1·2 -0.2 
o.3 

0.2 -0.5 
0.9 -0·1 

-3.0 

Decanber % of 
1984 total dev-

levels lopment 

4.6 
·41~3 

2.2 
5.0 

53.1. 

21.2 
31.2 
30.8 

83.2 

0.3 56.0 
1.2 74.4 

0.5 35-5 
8.3 

-1. 1 32.3 
o. 3 59. 5 

source :- Bank of England, "~uarterly Bulletin" June 1985, Reprinted in MEES, Vol. XXVIII, 
No. 47, 2nd Septanb er, 1985, P• B7. 
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And presence of unpublicised surplus Of certain oil exporters 

bas been pointed out.5 Some even feel it is vi:rtually 

impossible to arrive at accurate figures6 as it involves too 

many unknowns, both economic and non-economic even for short 

run. Table 2. 5 provides information about tbe oil exporters 

surplus, whose level stood at 402.3 billion US dollars in 

December 1984. 

The oil bonanza due to which the oil providing 

countries enjoyed massive economic boom was resultant of the 

sample redistribution of the world finance. With the rise 

in oil prices, oil exporting countries were able to cut into 

the financ:5_al hegemony, which industrialised countries enjoyed 

in post-Second World War era. 

Post Second World War Global Financial Regime 

The post-World War global finamial regime was 

cone e:tved at the International Monetary and Financial Confer­

ence of the United and Associated Nations, which was held at 

Brettonwoods, New Ha~pshire, United States from 1 July 1944 

to 2 July 1944, with the purpose of formulating definite 

proposals for an International :'1onetary Fund and possibly a 

bank for reconstruction and development. 7 The conferer.ce~ended 
-----------~------------

5. Wilfried Guth, "International Money and the 011 Crisis," 
The Ba~~' Vol.124, No.585, November 1974, pp.1447-49. 

6. Abd Latif Y.Al Hamad, AraQ_QaQ~tal and InternatiQn~in­
ance, Tne.B~~' Vol.~, No. 7), January 197~,pp.2?-~ 

7. Mason, Edward s and Asher·, Robert E., Th~ .World Bank 
.§!nee Brettog\iQQ_ds, The Brroking Institution, Washington 
D.G.;197J, p.12. _ 



with the establishment of the International Monetary 

Fund (TI1F) and the International Bank for Reconstruction 

and Development (IBRD) or the World Bank. The post-Second 

World War International Economic Order envisaged the 

following: 
8 - Fixed Exchange Rates. · 

- A procedure adopted for the alterations of 

exchange rates that might become necessary 

- All currencies were to be freely convertible 

loans to be granted only to finance t enporary 

def5_cits. 

- Each country were allotted a given quota in the 

fund, determined by the size of the GrlP foreign 

trade and currercy reserves which determines 

voting rights and borrowing facilities 

- The quota also determined the amount each country 

had to pay into the fund 

- Members bad to pay one quarter of their quota in 

gold and remainder in their own currency.9 

If a member nation wanted to purchase foreign exchange from 

the fund with its own currency, automatic permission is 

------------·-----------------------
8. The currency of each country was given a par value which 

was indicated in gold or in dollars, at the gold value 
of the dollar in 1944; the currency rate was allowed to 
vary fran the par value by almost 1 per cent. 

9· Gold ,subscription is also called 'gold tranche'. 
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granted to the magnitude equivalent to its 'gold tranche'. 

Drawings up to the ne:xt quarter of its quota 10 is 

conditional on the members ·making reasonable attenpts to 

solve its problems in the fund's view. Drawing beyond 

this proportion of quota are likely to be favourably 

received where the drawings in question are intended to 

support a sound programme aimed at establishing or maintain­

ing the exchange stability of the member's currency at a 

realistic rate of ~change. 11 The condition of approval 

becomes more and more stringent as a country applies to go 

beyond its first credit tranche. If a currency became 

scarce, the fund could allow member countrtes to limit the 

imports fran the country of issue or that currency. 12 

For the IBRD, the task at hand was to supply credits 

for reconstruct:ton of Europe. The Bank was to serve as a 

loan broker and guaranteer for the specific projects, to 

the IMF which was to make short term loans for balance of 

payments support. But later when these institutions increased 

-------------------------------
10. It is also called 'First Credit tranche' beeause it 

corresponds to the country's subscription in gold. The 
next four are called first, second, third and four credit 
trancbes. Thus drawing right is divided into five parts. 

11. J .Marcus Fleming, ·'The In~rnational Monetary Fund: Its 
Form[and Function, Washington D.C., International Monetar)· 
Fund, 1964, P•13. 

12. Solomon Robert, The International Monetary System 1945-Z§.: 
An Insiders Vi2, Harper and Row Publishers, New York, 
1977, pp.12:U. 



their sphere of network and bank also started providing 

loans13 and enforcing financial discipline,their roles 

were redefined in 1966. 14 

Since respective quotas of different countries 

det ennine the quant Wl of voting rights, this in turn 

determines their degree of hold over it. 

Also another important regulation of IMF is t mt 

certain important decisions including that of quota adjust­

ment should be backed by 85 per cent voting majority. 15 

By the virtue of above two rules, both United States and 

EEC are conferred with veto power authority over IMF. The 

era of post war years was totally dominated by United 

States which controlled the world's monetary and financial 

systan. Compared to the loans granted by us, World Bank 

loans were quite insignificant. Also fund lacked rules 

on how and to what extent international liquidity should 

be increased, which left central banking task to be 

primarily handled by us16 This priviledged position gave 

13. In 1958, the World Bank organised fonnation of the aid 
consortil1Ill for India, the first of the country aid 
consul.tati ve groups. 

14. For details see, The International Monet!£Y Fund 1945-
65: Twenty l§ars of International Cooperatiog_ Vol. I, 
Chronicle by J.Keith Horsefield, International Monetary 
Fund, Washington, D.C. 1969, pp.603-04, reprinted in 
Payer, Cheryl, The Debt Tr!.e, Penguin Books, Harmondsworth, 
1974, pp.217~ 

1 '· Ibid. 
16. A.nellJ Lars and Nygren Birgitta, The Developing Countri e.§., 

and tne World Economic Order, Frances Printers, London 
(a98o), p.4o. ---
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_Iabl~ 2.6 

FUNDS ACCOUNTS : POSITION TO DATE 

(As of Nov. 30, 1985, Amounts Expressed in Millions 
of s.D.R.) 

--------------------------·--------~----·----~~~--p ere entage of All Country 

All Countries 
Industrial Countries 
United States 
United Kingdom 
Gennany 
Frame 
Italy 
Netherlands 
Belgium 

Sub-Total- (U.K. to 
Belgium) 

Spain 
Sweden 
Austria 
Denmark 
Norway 
Finland 
LuxemBurg 
Iceland 
Ireland 
Switzerland 
New Zealand 
canada 
Japan 

Developing Countries 
Africa 
Asia 
Europe 
Middle East· 
Western Hamisphere 

Memoranda Itans Oil 
~porting Countries 
Non-Oil Developing 
Countries 

Quota 

89,305.1 
56,089.0 
17' 918.3 
6' 194.0 
5,403.7 
4,482.8 
2,909.1 
2,264.8 
2,080.4 

23,334.8 

1,286.0 
1 ,064.3 

775.6 
711.0 
699·C 
574.9 
77.0 
59.6 

343~4· 

-
461.6 

2,941.0 
4,223.3 

33,216.1 
5 '778. 1 
9,220.3 
2, 987·5 
7,269·1 
7, 961. 1 

9,751.8 

23,464.3 

Countr~s 

100.00 
62.81 
20.1 

26.13 

37.19 

10.92 

26.27 

Source :- Int~rnational Financial Statist!Qs, Vol. XXXIX, 
No. 1, January 1986, Published monthly by n'iF, 
washington D.C. 



the us, the authority to raise cheap loans from rest of 

the world by printing dollar bills, and the dollars in 

circulation represented a claim on the American economy 

and the holder could have utilised it in purchasing commodi­

ties, to covert then into gold or to invest them in so 

called treasury bills. 17 Thus United States acquired the 

status of the Banker of the world and also benefit of 

Seigniorage, 18 on account of dollar being used as reserve 

currency. This position continued till August 1971, when 

non-convertibility of dollar into gold was formally 

declared. 

~ergenc~ of Eurodollar 

Eurodollar phenomenon bas been described as "the 

markets in currencies traded outs ide their respective 

domestic economies." 19 During the early post-war years 

the Soviet Union and various Eastern European countr·±es 

used to bold tbeir dollar balance in US banks. But later 

due to cold war between US.A. and USSR, these countries 

shifted their deposits to European banks that were willirig 

to accept deposits and grant loans denaninated in us 

---------------------------------
17. Ibid. 

18. Seigniorage results from the difference between the 
cost of a mass of bullion and the value as money of 
the prices coined fran it. 

19· World Development Report, The World Bank, 1985, p.114. 



dollars. Other factors also contributed. Due to BOP 

pressures upon UK,the goverrrnent had l:imited British 

banks external use of sterling so they had strong 

incentive to develop business in foreign currencies. 

Again in United States and some countries of 

Western Europe, banks were subjected to restrictive 

practices which were either self imposed or sponsored 

by tbe government which restricted them by paying interest 

rates above a certain level on time deposits giving advant­

age to unregulated banks. Also by the end of 1958 the 

main industrial countries had restored full convertibility 

of tbeir currencies, the new freedan produced a surge of 

international banking bus1ness. 2° Finally the Eurodollar 

deposits have increased enormously. 

Creation of S~al Draw:fng Righ~ 

The International Monetary Fund could emerge as the 

potential supplier of the international liquidity, when 

special drawing rights were introduced at the Rio de 

Janeirio meet :fng of the fund in 1967. SDRs were a new 

unit of account and originally equal to the gold content 

of o. 888671 gms equivalent to the same as US dollar 

----------------------------
20. Ibid· 
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prevailed tbat time. But it is not backed by gold or any 

other national currency but because the menb ers of the 

IMF are willing to accept it and use it as a means of 

payment between central banks in exchange for existing 

currencies. On 1 July 1974 s.D.R. was redefined as a basket 

comprising different weights of currencies of sixteen 

countries. 21 Now fran 1981 SDR basket consists of only 

five currencies. The US dollar weighted at 42 per cent, 

German mark at 19 per cent, French Franc, Japanese yen and 

Brit ish poum each with a weight of 13 per cent. 22 SDRs 

are allocated to the lMF members in proportion to their 

quota. Since 1969 the IMF ha.s allocated SDR 21.4 billion 

in SDRs. 23 

North's Reaction to the Probl!!!]. 

The rise in oil prices led to the redistribution of 

world finance. The Northern Industrial countries perceived 

it as a serious threat to the stability of their economies 

and fj.nancial regime dcxninated by them. It was felt that 

the increased wealth of oil producing countries could create 

"havoc on an • unprecedented scale' in the international 

money markets.n24 And that. higher oil prices had done huge 

21. For details see Polak, J .J., "The SIR as a Basket of 
Currencies," ~F Staff Paper2, December 1979, p~.627-53. 

22. Shaf Moha:nmad, "Strong Dollar, Low Inflation and OPEC's 
Terms of Trade," The Jour~_Qf En~rny and Developnent 
Autumn 1984, Vol.X, No.1, pp.~21-2. · 

23. World Development Report 1985, pp.106. 

24. Ray Dafter, •• Oil 'Havoc• Warning for Money Markets" 
'B';!!!ancial Tim~.'. (London), Fr:1.day, March 8,19?.lt, p.8. 



damage to their B.o.P and tbey had to face soaring inflation 

on this account. 25 On the other hand, it was viewed that 

cut in oil production were more worrying for it would have 

pushed the world economy into the worst recession it had 

known sjnce 1930s. 26 Also it was felt that oil exporters 

unguaranteed investment behaviour may hamper the functioning 

and equilibrium of the worlds finance. 27 And 1 recycling 1 of 

financial resources accumulating in oil producing countries 
28 appeared to be the sole hope. The increase in the middle 

Eastern oil revenue surplus spurred tbe rush by different 

Western Banks for getting foothold in the area. 29 Also the 

governments of developed countries stepped in to secure 

direct ace ess to surplus funds of oil producing countries 

by inducing them to invest in government debt instruments 

such as treasury bills and the like• 30 

----------------·-------------------
25. Christopher Tugendhat, "Oil - How to Avoid a Catastrophe," 

The Ba~~' Vol.124, No.576, February 1974. 

26. Eurcmoney, Editorial, Decenb er 1973, p.3. 

27. Wilfried Guth, "International Money and the Oil Crisis," 
The B~~' Vol.124, No.585, November 1974, pp.1447-49· 

28. James McDonald, "Oil Countries 1 Ke,y to Future of Shipping," 
Financial ~~§., March 12, 1974, P• 10. 

29. 'The Mideast Circle,n!!'lL~nker, Vol.124, No-582, August 
1974, pp.909-10. 

30. Mi:oos Zambanakis, "Arab Funds and the Markets," The Banlt§r, 
Vol.124, No.581, Jul¥ 1974, PP•751-52. -- -



But all these apprehensions ~ere unreasonably 

exaggerated. For large portion of petro-dollar surpluses 

~ere automatically recycled back into the world economic 

system dominated by OECD countries through their monetary 

and fiscal channels. 31 And in fact the price of oil was 

only a minor factor compared ~ith the monetary and fiscal 

policies wl.r1ch had induced high inflation rates ~ell before 

1973. 32 The same policies ~ere resorted to by the injustrial 

countries to offset the transfer of resources to 611 export­

ing countries. Ho~ever, all efforts ~ere made to recycle 

petrodollars back to the fold of conventional financial 

structure. The strategy was to integrate the oil exporting 

economies ~ith the industrial world. A look at the direction 

of trade of these economies show the extent to ~hich they are 

interdependent which in real sense means the dependency of 

the fanner upon the latter. 

From Table 2.7 it is clear that developed countries 

dominate both the exports and imports of these countrie9 

countries while developing countries have marginal access to 

the oil economies markets. This makes these economies 

vulnerable not only to the economic and political fortunes 

of the developed countries but subject to the financial and 

monetary ~[.uataa~iions brought about by the industrial 

--------------------------·---------
31. OAPEC Bullet~, Editorial, Vol.12, No.3, March 1986. 

32. Yusuf .A.. Sayigh, "ArB.b European Cooperation: Its pre­
llequisites and Frarne~ork " lviidd~ East Economic 
.§urvey,Supplement Vol.XVIII, No.12, 10 January-1975, 
p.1. 



Table 2. Z 

DIREGriON OF ARAB GOLF TRADE 

Ex~orts 

---------------------1--·----~2~----~3~------4~----~5 _______ :§~-----~z __ _ 
Kuwait 

DOTS WOrld Total 

Industrial Countries 
Developing Countries 

Saudi Arabia 

DOTS World Total 

Industrial Countries 
Developing Countries 

QaE:J: 
DOTS World Total 

Industrial Countries 
Developing Countries 

:Q.nited Arab Emirates 

DOTS World Total 

Industrial Countries 
Developing Countries 

10,466 

62.2 
28.0 

37' 816 

75-4 
21. 1 

18,449 

60.0 
.30.7 

58,652 

75.8 
21.4 

(millions of US ~) 

20,402 16,300 10,863 9,786 10,569 
(Percentage Distribution) 

50.3 43.7 36.4 42.3 46.5 
38.6 39· 9 44.3 39· 9 38.7 

(Millions of U.s. 1/) 
102,012 113,230 75,839 49,989 42,654 

(Percentage of distribution) 

75.4 72· 2 65.6 60. 1 59-3 
21.9 25.2 31.4 35.8 36.4 

(Millions of U.s. //>) 
2,318.0 3,598-0 5,310.9 5,389.1 4,544.0 3,616.1 4,579.5 

(Percentage Distribution) 

77.4 70.2 71.8 78.4 69.7 67.5 79.7 
21.6 27.8 28.0 19·4 27.3 27.8 16.4 

9,125 13,652 

76.8 
23.0 

(Million of u.s. 1) 
21,618 21,238 16,837 18,765 

77-6 
22.2 

(Percentage of Distribution) 
74.1 54.3 60.0 
25.5 19·7 20.0 

17,636 

Source :- Direction of Trade Statistics, Year Book 1985, International Honetary Fund, 
Washington. 



Table 2.7 (contd ••• ) 

19?8 
I!,Y2orts 

1979 1280 1281 1282 1283 1284 
2-~"-'·- ,.,1Q. ___ 11 12 13 14 

... ----------·--
,!Suwait (Liillions of U.s. ~} 

DOTS World Total 4,604 :5 '198 6,533 7,038 8,285 8,126 7,641 
(Percentage Distribution) 

Industrial Countries 74.1 72.5 74,1 77-5 79-3 73.5 72.8 
Developing Countries 21.2 23.0 21-3 18.7 17·5 . 22;'9 23.7 

Saudi Arabi~ (H illio ns of us ¢) 

DOTS \t>rld Total 20,349 24.257 30,166 35,268 40,653 3 8, 181 33' 368 
(Percentage Distribution) 

Industrial Countries ao.o 79·1 79.6 80.6 82.5 82.0 79·4 + 
Developing Countries 13.8 15.2 15.6 15.7 14.7 15.o 17.4 -...,) 

~~ (Millions of u.s. ¢) 
DOTS World Total 1 '183. 9 1,425.2 1 ,439. 8 1,517.8 1,947·1 1 ,455. 7 1' 144. 8 

(Percentage Distribution) 

Industrial Countries 85.5 84.6 77-7 77·5 79-2 78.6 74.8 
Developing Countries 14.0 14.6 20.5 18.4 17-4 17.1 20.4 

Unit~d Arab Emirates (Hillions of u.s. t> 
DOTS World Total 5,385 6, 971 8,597 9, 651 10,177 8,356 7,030 

(Percentage Distributions) 

Industrial Countries 75.8 71.9 .71. 1 69· 8 69-9 72. 1 72-1 
Developing Countries ._20. 1 25.6 24.2 27-7 20.7 25.3 26.3 
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countries policies. Figures in Table 2·7 showsthat ~o.st of the 

commodity imports are from the industrial countries. Also 

bulk of the service imports and defense purchases carne 

from the west. Near total dependence for food, agricultural 

and manufactured commodities as well as technical knowhow 

on developed countries, give immense power at the disposal 

of them, to alter the tenus of trade of these commodities 

in their favour and against the oil . based economies. The 

developed countries increased sharply, the export prices of 

their canr.nodities and services.. The above point could be 

more illustrative if we go through the OPEC Import price 

index. 

I_llie 2·~ 
OPEC IMPORT PRICE INDEX AND AOPEC NOHINAL AND REAL OIL 

REVENUE) 

OIPI 
<l million) 

Year Rominal oil Rear-Qi1 
•.. rev~u~ _rev~nu~s 

1972 1 oo. 00 7,706 7,706 
1973 127-3 12,474 9,799 
1974 151-5 51 t 254 33,831 
1975 168.2 55,658 33,090 
1976 171.2 70,719 41,308 
1977 187-9 86,~ 45,792 
1978 218.2 79,138 36,269 
1979 249-7 129,300 51' 782 
1980 277-3 208,300 75,117 
1981 301·2 188,900 62,750 
1982 322.8 138, 2Q) 42,810 

Source: Ali Tawfik Sadik, "Managing the Petrodollar Bonanza, n 
Ara'Q._§!udie~rterly, VoL 6, Nos ·1 & 2, Winter I 
Spr1 ng 198fi;-p:J'j. 



This resulted in severe erosion of oil exporters 

purchasing power and since bulk of oil exporters commodity 

service imports come from the industrial countries, they 

have been the main beneficiaries. Another important iten 

eating into the Arab oil producer's revenues have been the 

purchase of military hardwares, again from the developed 

countries. 

In fact there has been a positive correlation between 

the rise of oil revenues and magnitude of the military : .. ·: 

expenditures. 33 It has been an important instrument for 

draining oil exporters' revenues. The oil exporters have 

also suffered on account of the dollar nuctuations. Since 

OPEC oil prices are denominated in terms of the US dollar, 

the purchasing power of the oil exporters' viz-a-viz another 

country depends among other things upon the stren~h of 

dollar. 34 Thus due to weakening of dollar, purchasing power 

will decrease and vice-versa. For example, a weak dollar 

relative to the co.untry X' s currency results in worsening 

the terms of trade35 for those oil exporters • who are 

-----------------------------------
33. Oweiss M. Ibrahim, "Petrodollar Surpluses: Trends and 

Economic Impact,." Journal of En~rgy ani Denlopment, 
Vol.IX, No.2, Spr~pp.177-202. 

34. Mohwrunad, n.22, p.121. 

35. Changes in terms of trade among countries reflect the 
impact of changes in price and exchange rates on import 
and export revenues. 



Table 2. 9 

FOREIGN MILITARY SALES AG~~~~, FISCAL YEARS (1977-81) 
(In thou sands of u.s. dollars) 

Country 1977 1978 1979 1980 1981 1950-81 

Bahrain 76 26 28 6,072 62 6,307 

Kuwait 27 '915 83,818 10,897 127' 136 45' 867 868,502 

Oman 764 59 22,907 48,951 74,513 

Qatar 305 42 347 

Saudi Arabia 1315871 2792774 :4348341 3451872 798583 17308491 

U.A.E. 268 36 2,842 142 18,802 24267 

Source :- Adopted fran O"Weiss M. Ibrahim, "Petrodollars Surplus, Trends and 
Economic Impact" -Journal of Energ;y- & Developm,!m1, Vol. IX, No.2, 
Spring 1984. 

V\ 
0 
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countcys X' s trading partners, because imports from country 

X will become costlier to the price of oil· An estimate 

for 1985 observes that as a result of the decline in the 

value of the dollar, the purchasing power of the oil 

exporters • revenues - already eroded by downward_ price 

pressures and falling vollJlles - is likely to decline by 

upwards of 15 per cent 1n 1985. 36 

In addition to this the fluctuation of dollar bas 

also tended to destabilize the oil market by reducing the 

price of oil when danand was rising and raising the price 

as demand fell off.37 

Moreover the pricing of oil in dollars has a negative 

impact on denand of oil ani also on the oil market as a whole 

sime the imreased market importance of Western Europe and 

Japan in relation to the WA regarding oil imports ani it 

has led to a partial split between prices and other market 

forces. 38 And thus there has been naturally, increasing 

emphasis to do away with the dollar denominated pricing system 

and opt pricing in the basket of currencies, consisting of 

------------------·---------------
36. Philip K.Vergler, "CRA Petroleum Economics Monthly, June 

1985," reprinted in ~lli East EcQI.:!omic Surve;t, 22 July 
1985. 

37. QAPEC Bull.§ti!!, November 1985, Editorial, "Oil Prices: 
Why not a Basket of Currencies? 11 

38. Ibid. 
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proportional weights of the currencies of different major 

exporters to oil exporting countries. 39 

Another important setback to the oil exporters and 

particularly to the Gulf states bas come from the protec­

tionist measures of the developed countries. The most 

important task, which Gulf countries are facing is to 

prepare their economies for post oil era. Therefore, all 

out emphasis is given to develop and build the economy to 

end the dependency upon oil soon. The strategy was to 

develop the petrochemical industries for which resources 

are not only domestically available in plenty but very 

cheap. 40 Also the cost of petro-chemical production is 

very lower than in developed countries, thus providing 

them greater market advantage. 41 But this has been 

frustrated by high tariffs imposed by EEC, on the Gulf 

petro-chemicals. 42 

-----------------------------------
39. Ma.nsor Dailami "Inflation, Dollar Appreciation ani 

OPEC's Pu~chaslng Powert" Jour~l of ~f~~L!!¥i Develop:, 
~' vo·l. IV, No.2, Sprl.ng 197 , PP• 3 - • 

40. Nasif J .Dabdab arxl Badr I. Mohyuddip,"Industrialization 
in the Arab Gulf," in M.S.Elazhary (ed. ), Ille Imp~ 
2f_Oil Rev~u~! on Arab Gulf ~v~lopment, Groom H , 
London, 19 , PP• 99-106. 

41. Ibid., P• 95. 

42. "SABIC Warns European Protectionism," Middle-&eas~ 
Economic §.!u::ln", Vol.XXVIII, No.15, 21 January 1 85, 
p.A8. . 
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The above discussion was all about that component 

of tl1e oil exporters' revenues, which could be spent by 

the oil exporters, and which amounted to about 77 per 

cent of the total OP~ revenues during the period 1973-84. 

!!!2:!-.§_~ 1 0 

OP:&! OIL REVENUES: DIFFERENT COMPONENTS 1973-84 

Total Oil Exporter Revenue 

Expenditure 

Surplus revenue 

Surplus place in Ltcs 

Surplus place in Developed 
countries 

j billion---Percentage 

1775.372 

1373. 0?2 

402.3 

59·5 

342.8 

100 

77 

23 

3.4 

source: Middle East- Economic -Survey-;-various ISsues-:---

Now what about that component of the revenues which 

could not be spent and which are called surplus revenues 

which is equal to total revenues minus revenues spent. 

There are various estimates of oil exporters' surplus. One 

of the reliable estimates by Bank of England identified 

402.3 billion US dollars in Decenber 1984. 43 

---------------------------------
43. Bank of England, Quarterl::t: Bullet,m, June 1985 

reprinted in MEES Vol. 28, No. 47, 2 September 1985. 
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In the same source, information about deployment 

pattern of oil exporters' surplus has been provided. 

Estimates are that most of this surplus belongs to the 

low absorbing oil exporting economies. Now with the 

limited immediate investment prospects and no real money 

market at home, the governments of oil producing states 

ba ve tended to hold their surplus abroad - primarily in 

the United States, Europe and other industrial countries 

and institutions like IMF and IBRD in the fo nn of safe 

relatively liquid securities such as certificates of 

deposit am short tenn goverruient obligations. 44 

~ble 2 • .11_ 

OIL EXPORTERS SURPLUS DEPLOYMENT LEVEL AT 
D:EX!EMBER 198>+ 

---
--

Total surplus 

United Kingdan 

United States 

Other In:l us trial countries 

Offshore centres 

IMF and IBRD 

Sub T~ 

Developed countries and 
Institutions 

Less Developed countries 

$ billion· 

402.3 

53.1 

83.2 

130.4 

43.8 

32.3 

342.8 

59·5 

Percentage 

100.0 

13.2 

20.68 

32.41 

10.9 

8. 0 

Source: Middle East'EconcmicS urvey, Vol. 28, No. 42, 
2 September 1985, p.B7. 

44. Salacuse, Jeswald w., "Arab Capital and Middle Eastern 
Developnental Finance: The Emerging Institutional Frame­
Work," Journs1._2f WorJ4..I!:~...&rut, Vol.14, No.4, July­
August 1980, pp.283-309. 
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A look at the Table 2.11 reveals tbe position in 

December 1984. Out of 402.3 billion dollars only 89.5 

billion dollars i.e. 14.8 per cent has been placed with 

tbe developing countries while the rest of it, 342.8 

billi.on dollar i.e. 85.2 per cent is located to be deployed 

in developed countries. Out of this 53.1 billion dollars 

i.e. 13.2 per cent is located to be deployed in developed 

countries out of this 53.1 billion dollars: i.e. 13.2 per 

cent is in United Kingdcm •.. United States accounts for 

maximum 83.2 billion dollars i.e. 20.5 per cent. Offshore 

centres account :·:;, for 43.8 billion dollars i.e. 10.9 per 

cent, IMF and IBRD hold 32.3 billion dollars i.e. 8 per 

cent, while rest of surplus, 130.4 billion dollars i.e. 

32.4 per cent is deployed in other industrial countries. 

Also from Table 2.5: it is clear tbat Arab petrodollar 

surplus is held primarily in liquid wealth instruments for 

instaree bank deposits, treasury bills or bonds am holdings 

at the International funetary fund and the World Bank. The 

rest of the surplus is held in quasi-a!quid portfolio 

investments. Therefore, it would not be wrong to refer to 

this surplus as total net cash surplus. 

The initial pattern of deployment was determined by 

the apprehension of security and adequate returns to their 

capital. Also the financial institutions available to then 

were from the developed countries. It has already been 
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described how Northern financial institutions trooped in 
~ 

the area, with full supportAbacking from their respective 

governments. While there was lack of financial institu­

ti.ons which could have attracted some surplus in the Third 

World countries. As these societies were traditional 

socieites which tend to rank low in terms of risk takirg 

or achievement oriented behaviour, 45 and also they were 

without any past experience of modern entrepreneurship. 

It was natural that they adopt a strategy Of placements 

in which risk is minimum, participation is low and returns 

at tractive. 

Conseguenc~!_iD§ Surplus ~loyment in W~~ 

The basic premises of' securi.ty and adequate returns 

for which the surplus had been placed in developed countries 

have belied· The Arab capital has been in real terms getting 

depleted fastly on the account of high inflatio~6persisting 

------· -----·---
45. Monte Palmer and others, "The Behavioural Correlates of 

Rentier Economies: A Case Study of Saudi Arabia," in 
Stookey Robert w. (ed.) I.ruLAraMan Peninsul~, lbover 
Institution Press, Stanford, 19 • 

46. Ali Tanfik Sadik, "l1anaging the Petrodollar Bonanza," 
Arab studies Q~rterlg' Vol.6, Nos.1 & 2, Winter/ 
Spring 1984, PP• 13-3 • 



in developed countries as well as on the account of 

monetary devaluation. 47 

IAQ.le ~1g_ 

NOMINAL A.!-.11> REAL ARAB OPEC SURPLUSES . 
'~ million~ 

Year Nominal surplus SurPlus in terms of 
IIPI ~l2Z2:1.Q.QL 

1972 3, 785 3, 785 

1973 5, 932 4,660 

1974 39,192 25' 869 

1975 27,635 16,430 

1976 30,810 17' 996 

1977 27 ,4"92 14,631 

1978 14,191 6,504 

1979 51,000 20,425 

1980 101,187 33,595 

1981 53,523 16,851 

Total 354,747 160,476 

Source: Aii TaUfik Saidk; "Managing the PetrodollAr Bonanza", 
Arab Studies Quarterly, Vol.6, Nos.1&2, Winter/ 
Spring 1984, p.34 •. 

------
47. Ragaei, El Mallakh and Mihssen Kadhim, "Arab Institu­

tionalized Aid: An Evaluation," The Middle East Joumal 
(1976), pp.471-84. Also Soliman De)Jirlr-;-TiieTolitical 
Economy of Effectiveness: .The Kuwait Fun~Qr Arab 
Economic Devflopment, according to him the KFAED alone 
loS'tj13 mil ion between 1971 and 1973 due to devalua­
tion of US dollars. 



Also there has been wide discrepancies in the naninal 

and real interest rates prevailing in developed market 

economy countries. 

It is clear from Table 2.13 that during most of the 

years real interest rates after being adjusted for infia­

tion and exchange rate has been either negative or very low. 

Also the confidence of security of their investments, 

due to lack of which in the Third World, the Arab capital 

flowed to industrial world has proved false. Not only that 

they have become hostage to the economic and political 

fortunes of the West but also vulnerable to the threats of 

the West of economic enbargoes and freezing of their assets. 

The case of Iran and Libya are pointer to this. The 

immediate political fall out is that now they cannot play 

their oil card:-so freely even if tbe market forces favour 

it. Heme the strategy of exchanging non-renewable source 

of oil for financial claims upon the developed world appears 

to be faulty economically as well as politically. 

Impaqt of Oil Pric~ Burden on Developin&..J!2\illtri~ 

In contrast to the developed countries, the non-oil 

developi~ countries had to suffer on two fronts. Firstly 

from sharp rise in oil prices and secondly from rise in 

prices of their imports from industrial countries. Also 
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INTEREST RATE MO~ENTS IN THE MAIN DEVELOPED MARKET ECONOHY COUNTRIES 

-------------------------------------------------~~~~~~-------<~P~~~r~c~en~t~}~---
Adjusted for 

Year 

1971 

1972 

1973 

1974 

1975 

1976 

1977 

1978 

1979 

1980 

1981 

1982 

1983 

1984 

6-12 

6.01 

7-12 

8.06 

8. 19 

7· 87 

7.67 

8. 49 

9.33 

11.39 

13.72 

12.92 

11.34 

12.48 

Nominal 

Others 

7-98 

7·73 

8.92 

11.14 

10.20 

9-80 

8.68 

8.07 

9.18 

10.85 

12.16 

11.13 

9-72 

9·24 

Inflation 

u.s.A. 

1.80 

2.46 

o. 96 

- 2.60 

-0.92 

1. 94 

1. 09 

o. 82 

-1-71 

-1.87 

: 3. 01 

6.46 

7-84 

7· 84 

Others 

1-52 

1.78 

0.31 

- 2.47 

-1.98 

0.41 

0.14 

2.32 

1.55 

0.29 

3.08 

3.98 

4.84 

4.98 

Exchange Rate Inflation and 
Change . Exchange Rate _ 

U.S.A. Others U.S.A. Others 

5.80 

- 2.07 

- 2.44 

7·12 

7.16 

13.44 

6.47 

1. 17 

5-95 

10.57 

25.52 

20.61 

14.99 

17.31 

10.59 

8.34 

10.53 

6.67 

12.20 

6.92 

11.46 

16.29 

12. 15 

12.15 

6.54 

4. 79 

5-70 

3.61 

- :). 54 6. 08 

- 7-48 4.72 

-10.19 4-17 

- 6. 29 - 3. 85 

4.89 2-75 

3. 67 1. 04 

-1.96 4.65 

-4. 21 8. 07 

-1. 53 o. 82 

- o. 06 -1. 19 

15.35 -3.50 

12.84 -1.20 

9. 87 2. 38 

12.74 -0.66 

Source: United Nations Conference on Tra:'e and Development, 'Trade and Development Report' 
United Nations, New York, 1985, 1 p.174. 



60 

the markets for their export contracted. All these have led 

to the massive deficits on their current trade Account. 

I.!!ble 2. 14 
CURRENT ACCOUNT BALANCES OF DEVELOPING COUNTRIES 

1970-84 

Yr t billion 

1970-72a -12.8 

1973 - 9.1 

1974 -21.0 

1975-78a -39.5 

1979 -51.7 

1980 -68.0 

1981 -105.1 

1982 -99.2 

1983 -56.7 

1984 -35.7 

Source :- World Development Report 1985, P•33 
a) Amual Average. 

This has forced the developing countries to search for more 

and more external fi.na.nce. In the revision of Arab Gulfts 

fir~ncial placement strategy i.e. Investing their funds in 

Third World Countries and Integrating their economies with 

the third world will not only result in benefit to developing 



6.1 

countries but also serve the interest of Arab Gul.t countries. 

Therefore, it is a two way need. Because on the one hand 

it would serve Arab Gulf from the failures of present Arab 

Gulf-North tie up and on the other hand the emergence of 

non-traditional source of finance in Arab Gulf as finaooial 

backers to the developing countries would help them in 

attaining more freedom and autonomy over the traditional 

hegemonists of the world finance. 

, G.ulf Aid, Size,_ Direction and PoliCY 

The accumulatiOn of surplus assets in the hands of 

the exporting countries and precisely with Gulf countries 

opened for them new vistas of socio-political and economic 

opportunities. Enhanced world status and newly acquired 

clout brought with them new regional and international 

responsibilities. The wealth owned by the Arab countries 

are quite different in nature. These are only in the form 

of liquid financial assets. While industrial countries 

have already developed a complete social and physical infra­

structure, and established the foundations of a productive 

system: • In contrast the Arab Gulf is yet to acquire its 

own physical capital and infrastructure. And despite the 

oil wealth the four important Gulf countries viz. Saudi 

Arabia, KUwait, Qatar, United Arab Emirates had their 



combined total GDP equal to 190.620 million dollars in 1983, 48 

which is very meagre as compared to the GDP of industrial 

market economies. Countries like Spain and Netherlands have 

more GDP than saudi Arabia, the biggest of Gulf countries. 

While the more richer Northern·countries are too giants 

to be compared with Gulf as should be evident fran Table 2.15. 

Despite these factors the Arab Gulf countries have recognised 

their responsibility towards developing countries and have 

accepted the case for aid to them. And their record on Aid 

has been very impress! ve. Arab Gulf entered the aid arena 

long before 'petrodollar bonanza•. And Kuwait beeame the 

pioneer Arab Aid donor when it launched a mod est programme of 

assistan::e to its neiglbouring countries in the Gulf' and 

Southern Arabia. This initiative was continued in 1961 by 

the organisation of the first development assistance fund: 

the Kuwait fund for Arab economic development. Similarly 
~ 

United Arab Emirates started Abu Dhabi Fund for Arab economic 

development in July 1971. Also Saudi Arabia started Saudi 

Development Fund in September 1974. 

Arab Gulf Aid to Third World is channelled not only 

through these national funds but also through bilateral 

48. World Development Tables, World Development Report, 
1985. 



~ble 2.15 

GDP OF IUGH INCOME OIL EXPORT1!!RS AND INDUSTRIAL 
MARKET :m:;oNOMieS - 1983 

Country 

Industrial 1-iarket Economics 

United States 

Japan 

Gennany, Federal Republic 

Frame 

United Kingdom 

Canada 

Italy 

Australia 

Spain 

Netherlands 

A---..ra=b;;;..,_;;G __ u=lf=-Co;;;.,;;,.;;:u=n--.t ill§. 
Saudi Arabia 

Ku1Nait 

Qatar 

G.D.P. 
(Millions of dollars) 

3,275,701 

1 ,062, 870 

653,080 

519,200 

455,100 

324,000 

352,840 

167,110 

157' 880 

136,520 

120,560 

27,520 

"21 ,330 

21,210 

Source :- World Development Report 1985, P•179· 
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arrang enents and through multilateral development or lend­

ing institutions. As Arab wealth enanated from the oil 

revenues, it will be better if proportion of Arab Gulf Aid 

to its oil revenues should be analysed. 

It is clear· from Tables 2. 16 and 2. 17 that substan­

tial part of oil revenues were transferred back to develop­

ing countries in the fonn of aid. Also ODA disbursements 

as percentage of governnent expenditures were very high. 

This shows the importance given by Gulf countries to the 

needs of developing countries coming to the surplus. 

Although individual datas are not available for this but 

infonnation is available for all OPEX:! Oil Exporter shows 

that share of ODA to developing countries to identified 

investible surplus has been substantial. It was highest 

of the order of 12.7 billion dollars in 1980. Whereas, 

in 1981, they contributed to the tune Of 23. 1 per cent 

of the investible surplus. The ratio if separated for 

Arab Gulf may remain roughly at the same level for, if 

most of the surplus is owned by Arab Gulf, most of the 

ODA also is provided by then. 

Now a survey of the performance of Arab Gulf donars 

bas been provided in Tables 2. 19 and 2. 20. From the tables 

many inferences emerge. The.Gulf countries are now the very 



65 

Table ~· 16 

NET ODA DISBURS.BMENrS FR0~4 ARAB GULF COUNrRIES 
TO DEVELOPIID COUNTRIES AND MULTILATERAL 

INSTITUTIONS AS A RATIO OF THEIR OIL 
REVENUES 1977, 1980, 1983 

1977 1980 1983 

Kuwait 17.2 6.5 12.0 

Saudi Arabia 8.4 5.7 9.1 

United Arab Emirates 12. 1 5.3 3.6 

Qatar 7. 9 6.t,. 1· 9 

source :- Financial Solidarity for Development 
1985 Review, P• 12 

Table 2 • .1Z 

NET ODA DISBURSEMENT AS A PERCENTAGE OF 
GOVERNMENT EXPENDITURE 1978-1983 

1978 1979 198o 1981 1982 

Kuwait 17.5 15.8 13.4 12.6 11.6 

Qatar 20.8 13.7 10.4 8.5 4.8 

saudi Arabia 16.0 10.9 11.7 8.9 5.8 

united Arab 14.6 15.5 10.5 7·5 7.9 Emirates 

Source :- Financial Solidarity for Development 
1985 Review, p.13 

1983 

9·6 

1-2 

5.6 

6.3 



A. 

B. 

c. 

Table ~18 

OPE:; COUNTRIES 1 OFfiCIAL DEVELOPl,:iENT ASSISTANCE IN RELATION 
TO THEIR IDENTIF'IED INVESTIBLE S1JRPLUS (1974-1981) 

(Nei_disbursement in billion dollar_§.l ____ 

1974 1975 1976 1977 1978 1979 1980 . 1981 1974-81 ---
Identified 
investible surplus 53.2 35.2 35-7 33.4 53.4 61.3 87.0 43.2 402.5 

ODA to Develop-
ing countries 5-1 7·5 7· 0 7.4 9·6 9·6 12.7 10.0 68.9 

Percentage 
Bilateral aid 9.6 21.3 19.6 22 •. 1 18. 0 15.7 14.6 23.1 17.1 

·---------
Source: Bank of England Quarterly Bulletin, Various issues. 

0'-
0'> 



Table 2.12 

CONCESSION.AL ASSISTAlCE BY ARAB GULF DONORS - 1970-84 

1~~ 
N~t Disbursem~nts ~~ Million~ At Current Prices ang E:xcbang~ Rates 

1~71 19?2 1973 1~,- 1~,- 1~?5 19?- 1978 19?9 1980 1981 1982 1983 1~~ 

Saudi Arabia 1?3 214 366 1103 2066 2665 2916 2909 5215 39?1 5775 55?5 3910 3661 3315 

Kuwait 148 106 1?1 335 631 956 ?31 1302 993 9?0 1140 1154 1168 1006 1018 

United Arab 0 50 ?? 285 510 1o46 1028 10?6 887 968 1052 800 395 364 43 Emirates 

"" Qatar 1 93 185 317 18o 17.0 95 282 286 248 139 11 13 'l 

Total 320 370 614 1816 3392 4983 4856 5457 7191 6192 8252 77?7 5612 5042 4389 

Total (at 1983 
prices and 838 898 1338 3420 5832 7409 7003 7221 8152 6346 7740 ?567 5588 5042 4487 exchange rates) 

Source :- Development Co-operation, OECD, Paris Various Issues 



Gulf Donors 

Kuwait 

Qatar 

Saudi Arabia 

United Arab 
Emirates 

Total 

Total DAC 
Countries 

Table 2. 20 

CONCESSIONAL ASSISTANCE BY ARAB GULF DONORS AND BY DEVELOPMENT 
ASSISTANCE COMMITTEE (DA.C) DONORS 1970-84 

19?0 1971 1972 19 3 1974 ~7$ 1976 1 7 1 78 1 9 1986 19B1 1982 1983 1984 

6.19 3.38 5.10 8.13 5.33 7·26 5-00 8-19 5.48 3.52 3.52 3.63 4.60 3.86 3.81 

o. 13 15.51 9· 26 14.59 7·35 6.79 3-29 6.07 4.28 3.74 1.66 0.13 0.16 

5-59 5.04 6.57 14.60 8.94 7.50 6.22 4.~ B.oo 5.20 4.95 3.49 2.54 3.29 3.29 

o.oo 5.36 5. 10 12· 53 7.03 11.69 8.95 7·39' 6.36 5.08 3.82 2.60 1-34 1.44 0-17 

0.34 0.32 0.38 0.40 0.36 0.33 0.37 0.45 0.4~ 0.47 0.48 0.48 0.45 

Source :- Development Co-operation various Issues. 
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important and significantly major source of aid. During 
flvt..Y 

1970-84Aprovided more than 66 billion as concessional 

assistance49 to the developing countries at current prices 

and excbange rates. The same amount inflates to 79 billion 

dollars, if counted at 1983 level Of prices and exchange 

rates. 

Another important point that emerges is that Arab 

Gulf aid has·:· been positively correlated with the oil 

revenues. The Gulf emerged as important donor source only 

after the severe oil price hike during 1973, when heavy oil 

revenues~ poured in. After reaching its climax, when they 

provided more than 8 billions in assistance to developing 

countries. Gulf aid started declining substantially from 

1982, which is directly caused by the falling oil prices 

which results in falling oil revenues. Now it is more 

revealing, if Gulf assistance is measured in terms of G1~. 

This is again a very impressive perfonnance. Gulf donors 

combinedly reached ma:x:imum when in 1973 they contributed 

12.48 per cent of tbeir GNP as conces sional assistance to 

developing countries and thereafter also, though reduced, 

but significant proportions of GNP has been allocated for 

49. Loans are concessional if they have a grant elememt 
of 25 per cent or more. 
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the same. It is more revealing when canpared to the O. 7 

per cent of GNP that the United Nations suggested for 

developed countries. And still DAC countries could never 

fulfil this target. The best perfonnance by DAC was duri.ng 

1982 and 1983, when they contributed 0.48 per cent of their 

GNP. Although, there has been a fundamental differe~e 

between the GNP of Gulf states, which is essentially an 

asset accruing from the depletion of oil wealth and 

GNP of developed countries, which is a flow deriving from 

a sustainable productive base. Besides another fundamental 

difference between OECD and Arab Guld Aid is that OOCD aid 

is mainly directed to higher middle income countries whereas 

the Gulf aid is essentially channelled to the poorer 

countries. 

Apart from the quantitative aspect of the Guld aid, 

its . quali.tative aspect has been more brighter. The grant 

elernent5° of the loans has been significantly higher. 

Although Qatar topped in providing highest grant element in 

50. The grant element is defined in its first stage as the 
present value of all future receipts on a loan discounted 
on the basis of 10 per cent discount rate; the second 
stage as the deduction of this value fran the face value 
of the loan and in its third stage the percentage this 
difference bears to the face value. The grant equivalent 
of a loan is equal to the product of the grant element 
of the loan times its face value. Non-interest bearing 
subscriptions to multilateral institutions are treated 
as grants i.e. as having a grant element of 100 per cent. 
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Table 2. 21 

FINAhCIAL TERl1S OF ODA COH~··HTAENTS BY ARAB GULF 
DONORS 1977-1 983 

A. GRANT EL:&·iENT OF TOTAL ODA Cai-1HITHENTS 

Bileteral and Multi- 1977 19'78' 1979 198o 1981 1982 1983 
lateral Instituti~ns 

Kuwait 81.1 91. 8 72.3 88.7 80.7 84-.6 84.0 

Qatar 99·2 99.0 1 oo. 0 1 oo. 0 1 00.0 1 00.0 1 oo. 0 

Saudi Arabia 76.6 62.2 59·2 67. 0 71. 9 74-.2 71. 1 

United Arab Emirates 88.8 96.7 97-0 89. 6 94-. 8 86.6 96.2 

-- --
B. GRANTS AS A PROPORTION OF ODA Co;·.fMITl1ENTS 

Bilateral ana Multi­
lateral Insti t lltions 

Kuwait 

Qatar . 

Saudi Araba 

United Arab Emirates 

1977 1978 1979 

---
64.9 85.0 47.6 

98.7 98.2 1 oo. 0 

53.8 24.7 15.5 

1980 19811982 19lU 

79.3 62.6 66.7 71·9 

100.0 100.0 100.0 1 oo. 0 

36.0 43.6 46.9 42.2 

-------------------------------------------
C. GRANT ELEMENT OF TarAL ODA LOANS 

Bilateral and Multi- 1977 1978 1979 1980 1981 1982. 1983 lateral Institutions --------------- ---
KU"Ylait 44.0 45.6 47.2 45.4 48.4 53.9 43.4 

Qatar 51.5 44.5 

Saudi Arabia 49.4 49. 8 50.0 48.5 50. 1 51.3 50.0 

United Arab Emirates 39.6 39-3 37.8 46.7 43.6 48.9 34.2 

-- -- --
Source: Financial Solidarity for Development, 

U.NCTAD, Geneva. 
1 985, Review 
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in commitments among all the four Gulf. donars, yet others 

also followed closely. Coming to the grant element of ODA. 

loans, it has been aroWld fifty throughout these years. 

Therefore, a sizeable grant element characterized the 

concessional loans by Gulf donars. This bears signific­

ance for poor countries, for a loan ~ith higher grant 

element is more soft and debt servicing is easier while a 

loan with lower grant element is more hard, and implies 

that debt servicing will be difficult. 

Another importance for Gulf Aid has been that unlike, 

Northern Aid, it has not been tied. 51 And the recipients 

have freedom to purchase their needs from any market includ­

ing industrialised countries. The aid of industrialized 

countries, even when it is not explicitly tied to procure­

ment from these countries, is still used in most cases to 

pay for goods and services fran the industrialised countries. 

And each dollar of tied aid from major industrialised 

countries results in a $2 to ~3 increase in the GNP of these 

countries.52 Unlike the industrialized countries, the Arab 

oil countries do not use aid as mechanism for export promo­

tion. In fact uptil now they have nothing to tie. There­

fore, Gulf donors have no chance of gaining financially frcm 

----------------------------------51. Tied aid includes all aid transactions fol' which procure­
ment is limited to the donor country. 

52. Moha.:nmed Imady, "Patterns of Arab Economic Aid to Third 
World Countries,_" Arab StudieL£uarter~, Vol. VI, Nos.1&2, 
Winter/Spring 1~84, pp.71-113. 
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their assistance programme. Also, by and large Gulf assist­

ance 1has not been subject to restrjctions and limitations 

such as the financing of only the foreign eJtcbange canponent 

of the projects • 

.A.id flows from Gulf has taken varia us forms ranging 

from very specific project financing, technical assistance, 

aid· relief and· emergency assistance, to very broad budget 

support and balance of payments financing. 

Also Gulf ODA bas been characterised by a fairly high 

d~sbursement/commitment ratio. 

Initially Arab Gulf Aid were restricted to neigbbour­

ing Arab countries. But gradually, specially after 1973, 

oil price hike, they have broad based their area of operation•. 

And now it covers broadly all the developing countries of 

Africa, Asia, Latin America and the Caribbean. 



CHAPTER III 

AID FROM SAUDI ARABIA AND KUWAIT - A COMPARATIVE 

PROFILE 

Arwng the Arab Gulf countries, Saudi Arabia a:rd 

Kuwait are the major aid giving countries. Together they 

accounted for 92 per cent of the Arab Gulf aid. The 

obvious reason for their predominant share has been size 

of their surplus. In. terms of rate to the GNP, Saudi 

Arabia provided 3. 29 per cent and Kuwait, 3. 81 per cent. 

This has been the highest, compared to tbe global stamard 

of tbe USA which provided o. 24 per cent of the GNP.~ In 

fact for many years Saudi Arabia occupied the highest 

position in providing aid relegating United States to 

second position. 

otherwise also Saudi Arabia closely follows the 

United States aid in terms of magnitude. Kuwait also 

always ranked among the ten high ranking donors in the 

world. 

As pointed out in the preceding chapters, for a 

better appreciation of tl'2 aid policy of the donor country, 

it is necessary to look at its political economy. In case 

1. These figures relate to 1984. See Twenty Five Years of 
Development Cooperation, OECD, Paris, 1985, P•316. 
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Table 3.1 

TEN HIGHEST RANKING ODA DONORS AND CORRESPONDING 
NET ODA FLO\.JS 

Rank : : 
1. United States 
2. France 
3. Ger~any, Fed.Rep. 
4. saudi Arabia 
5· Japan 
6. Canada 
7. Kuwait 
8. Nether land 
9. Libya, A.J 
10. 

.1.22] 

2.97 
1.46 
1.40 
1.29 
1. 01 
o. 51 
0.37 
0.32 
0.22 

1. 
2. 

saudi Arabia 5-47 
United States 4.76 

3. France 2. 71 
4. 
5· 
6. 

Germany, Fed. Rep. 2.35 
Japan 2.22 
United Kingdom 1.47 

7. 
8. 

Kuwait 1.12 
Nether lands 1· 07 

9· 
1 o. 

United Arab :&inirateso. 94 
Sweden 0.78 

1982 

1. United States 
2. saudi Arabia 
3. Japan 
4. Germany, Fed. Rep. 
5·. France 
6. United Kingdom 
7. Netherlands 
8. Kuwait 
9· Canada 
10. Sweden 

7.412 
4.445 
3.033 
3·023 
2.616 
1. 805 
1.470 
1. 230 
1·197 
0.986 

saudi Arabia 
United states 
France 
Gennany, Fed. Rep. 
Japan 
United Arab Colntries 
Kuwait 
United Kingdom 
Canada 
Iran, I.R. 

~ 

United States 
saudi Arabia 
France 
Gennan, Fed. Rep. 
Japan 
Iraq 
United Kingdom 
Netherlands 
Kuwait 
United Arab Emirates 

United States 
saudi Arabia 
Japan 
Germany, Fed. Rep. 
France 
United Kingdom 
Canada 
Nether lands 
Kuwait 
Italy 

3· 97 
3.64 
2.09 
1.69 
1-15 
1.07 
0.92 
0.90 
0.88 
0.73 

6.30 
5. 86 
4.05 
3.52 
3.30 
2.74 
1. 78 
1· 58 
1-50 
1. 03 

6.699 
4.361 
3-761 
3.101 
2.498 
1.609 
1.429 
1.194 
1. 052 
o.826 

Source :- Financial Solidarity for Development, UNCTAD, 
New York, Various Issues. 
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of the Arab Gulf countries, the political economy of aid 

has dra1.m its content frvm da.nestic, regional and global 

considerations. Broadly speaking the ruling regime of 

the Arab Gulf region are conservative jn nature and they 

have yet to graduate from the feudal-tribal stage of 

evolution. Therefore, in making of their aid policy, 

considerations like religion and ethinity have played 

quite significant role, not to mention the loyalty factor 

which could be found even in the case of aid coming from 

the socalled developed world. All the Arab Gulf states 

are committed at least at the declaratory level to the 

Arab solidarity and Islamic fraternity. Their legitimacy 

in the domestic system is determined by the religious 

identity. By financing Islamic regimes in other countries, 

they draw legitimacy in the domestic system. Similarly, 

regional consideration like the desire to influence the 

regional affairs have contributed in great way. Specially 

saudi Arabia perceives a regional role for itself. 

Kuwait on the contrary has used aid to promote its 

stature in the region. At global level, the aid factor to 

some extent has been influenced by the demand of New 

International Economic Order, though most of the develop­

ing countries have not been satisfied with the aid policy 
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of the Arab Gulf countries. In this chapter aid policy of 

Saudi Arabia and Kuwait. has been studied in tbe above 

defined parameters. 

Saudi Arabia has been the biggest Gulf donor. During 

1973 it committed 1557.0 million dollars to developing 

countries while during the same year it distributed 1293· 0 

million dollars. Discrepenancy in cQnmi tments and disburse­

ments arise because of the involvements of time lag. Often 

disbursement are on the instalment basis which also helps in 

discrepenancy. The quantum of aid went on increasing and 

during the year 1981, Saudi Arabia canmitted 7416 million 

dollars. The disbursem~t in the corresponding year rose to 

5655.0 million dollars. During the period of 1973-81, the 

period in which donor aid motivations will be analysed, 

Saudi Arabia committed a total of 44.5 billion dollars. 

Whereas, the disburs anents in the same year amounted to 

37.25 billion dollars. Thus, in the given period disburse­

ment/commitment ratio amounted to 84 per cent which is 

fairly high. 

Basically the Gulf states including Saudi Arabia 

distribute aid in these ways: (i) Bilateral agreements; 
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(ii) Multilateral agreements; (iii) Grants; (iv) Substan­

tial contributions to development or lending institutions. 

Bilateral agreements are the direct transactton arrangements 

between the two governnents. Multilateral arrangements 

consist of groups of nations joining together to extend aid. 

Saudi Arabia, during the period 1973-81 distributed 

40182.0 million dollars bilaterally and r~aining 4305.0 

million dollar mili terally which means more than 90 per cent 

of the Saudi aid commitment has been through bilateral 

arrangement while the rest was through multilateral arrange­

ment. The same ratio has been found to prevail in net 

disbursements. The concentration on Bilateral Aid explains 

the desire by the tlonar to have control over it. For 

Bilateral provides them more leverage to pursue their 

national interests or to utilise it as an instrument of 

foreign policy. While in multilateral arrangements this 

possibility diminishes for the decision making power for 

distribution of aid lies with the institution concerned, 

which in turn denies the usual leverage which donors enjoy 

through the bilateral arrangements. 

Now coming to the composition and terms of net ODA 

disbursements by saudi Arabia it is found that grants 

canposed a very high per cent of the total ODA official 
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Table 3. 2 

SAUDI ARABIA : DEVELOPMENT ASSISTANCE TO DEVELOPIID 
COUNTRIES, COMlviiTMENTS ANJ.J DISBURS:El1ENT, 1973-81 

(Millions of dollars) 

Year 
Commitments---- DisbUrSement 

Total Flows Of which Total Fiows Of which 
S.F.D. S.F.D. 

1973 1557.0 1293.0 

1974 3010.0 2682.0 

1975 4825.0 343.6 3972.0 

1976 4196.0 589.2 3810. 0 60.8 

1977 5044.0 1 076· 5 3902.0 186.9 

1978 6522.0 759· 8 5467.0 241.0 

1979 5422.0 735.8 4598.0 316.7 

1980 6494.0 634.1 5858.0 287.8 

1981 7416.0 378.8 5655.0 294.5 

Source :- Financial Solidarity for Development, 
1983 Review. · 

UNGTAD, 

I!9.1.e...:l:..J 
SAUDI ARABIA : COMPOSITION AND TERMS OF NET ODA 

DISBURSEMENTS - 1973-81 (Millions of 1/) 

Year 
Grants- ODA Loans Grant -Total grant 

('J million) Disburse- Elenents ~ui valent 
ments of Loans <!l million) 

1973 554 739 76.30 1118 

1974 1213 1469 51.88 1975 

1975 1400 2572 40.17 2835 

1976 1396 2414 50.41 2613 . 
1977 2087 1815 47.81 2955 

1978 2924 2543 54.76 4317 

1979 2426 2172 50.67 3527 

1980 2479 3109 48.42 4254 

1981 2964 2691 52.62 4380 

Sr ~e:- Financial Solidarity for Development, 1983 Review. 
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development assistance. Fbr example during tbe year 1973, 

554 million dollars were provided as grants only. The 

remaining ODA loan which was disbursed also contained a 

very high grant element which was 76.3 per cent which meant 

that total grant equivalent in the year 1973 amounted to 

1118 million dollars which in other words implied that grant 

element of total aid disbursement in 1973 amounted to 85 per 

cent. During the period 1973-81, Saudi Arabia gave outright 

grants equivalent to 17443 million dollars, while it 

disbursed during the same period, official developments 

assistance worth 19524 million dollars which contained very 

high grant element. The total grant equivalent duri.~ 

1973-81 a~ounted to 27974 billion dollars, which implies 

that the grant element of the total ODA by Saudi Arabia has 

been 76 per cent in this period, which is indeed very high. 

The concentration of high grant element in Saudi Arabia Aid 

implies how soft and easy has been the terms and conditions 

for the recipient developing countries. Another important 

quality of the ·saudi Aid has been that, it has been totally 

untied. Also recipient countries have freedom to utilise 

these funds in any market. Non-restriction for market gives 

them more freedom to spend the fund according to their own 

choice and needs. Which makes Saudi Aid qualitatively 
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superior to the Western aid. Another important aspect of 

Saudi Aid has been that it has been mostly given to the 

developing countries while in contrast the Western aid ms 

mostly gone to middle income countries. From Table 3 .. 4 it 

is clear that Developing Africa received 22.~ per cent of 

the total Saudi commitments while it received a share of 

16.4 per cent out of the total Saudi disbursements, during 

the years 1973-81. During the years after 1973 its share 

was higher than this but later it started caning down. The 

share of developing Asia, although lesser in the beginning, 

went up in the later years. During 1973-81 its share in 

total Saudi commitment was the tune of 35. 0 per cent of the 

total canmitments and 33 per cent of the total disbursements. 

The share of American developing countries was very marginal 

both in tenns of commitments as well as disbursements • 

.Again the share of least de vel oped countries during 

the period 1973-81 was 11.6 per cent of the total commit­

ments and 8.2 per cent of the total disbursements. Again 

from the figures, it is clear that the most seriously affected 

countries had a fair share in the saudi aid. Their share 

during the period 1973-81 was 29· 8 per cent of the total 

commitments and 19.5 per cent of the total aid disbursements. 

Before going i.nto the other aspects of the Saudi aid, 

the role . ,. of Saudi Development Fund smuld be analysed. 



Table 3.4 

SAUDI ARABIA : DEVELOPMENT. ASSISTANCE TO SELECTED CATEGORIES 
OF DEVELOPING COUNI'RJES AND MULTI-LATERAL INSTITUTIONS, 

COHMITMENTS 1973-81 

Category 
Hillions of dollars Pr=>rc pntar:e 

1973-75 1976-7S 1979-81 1973::81 1973-7, 29=.Z~ Z2::B.J 1,2?3- 81 

Bilateral Total 8761. 0 14329.0 17092.0 40182.0 
I 
.93.3 90· 9 88.4 90.3 

B;y: Rer;;ion: 

Developing Africa 2520.0 3224.0 3260.0 9004.0 28.8 22.5 19-1 22.4 
Developing Asia 1722.0 6627.0 5724.0 14073.0 19·7 46.2 33.5 35.0 
Developing America 55-0 36.0 91.0 0.4 0.2 0.2 and others 
Unallocated 4519· 0 4423.0 8072.0 17014.0 51.6 30·9 47.2 42.3 
Least Developed 563.0 2460.0 1474.0 4677.0 6.4 18.4 8. 6 11.6 Countries 

OJ 
Most seriously affected 1\) 

countries 2827.0 5340.0 3 803.0 11970. 0 32.3 37.3 22.3 29-8 
Multilateral Total 631.0 1434.0 2240.0 4305.0 6.7 9·1 11. 6 9·7 
Grand Total 9392.0 15763.0 19332.0 44487.0 100.0 100.0 100.0 100.0 

.!2,1 sb u rs en ent s 

Bilateral Total 7602.0 11387.0 14666.0 33655.0 95·7 86.4 91.0 90.4 
B;r: R~ion : 

Developing Africa 1908.0 2037.0 1559· 0 5504.0 25.1 17. 9 10.6 16.4 
Developing Asia 1184. 0 4921.0 5015.0 11120.0 15.6 43.2 34.2 33.0 
Developir..g America 6.0 20.0 26.0 o. 1 o. 1 o. 1 

~and others 
Unallocated 4510.0 4423.0 8072.0 17005.0 59·3 38.8 55.0 50.5 



Table 3. 4 ( Contd ••• ) 

Category 1973-75 

By Selected .Q§:t ego rig_~ :-
~-

Least developed 404.0 1304.0 10.53 27~1- 0 5.3 11. 5 7.0 8.2 countries 
Host seriously 

1475.-o 6566.0 affected countries 1740.0 3351.0 22.9 29.4 1 o. 0 19·5 
Multilateral Total 345.0 1792.0 1445.0 3582.0 4.3 13.6 .. 9.0 9.6 
Grand Total 7947.0 13179·0 16111.0 37237.0 100.0 100.0 100.0 100.0 

Source :- Financial Solidarity for Develop21ent, 1983 Review. 
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For,this Saudi National institution plays important role 

in saudi aid programme. Saudi Fund for development YJas 

established in 1974, pr.Lnarily to channelise the saudi 

development assistance to the developing countries. Its 

authorised capital amounts to 25,000 million Saudi Riyals 

which is equivalent to 7 ,256. 9 m:tllion dollars. 2 In fact 

all these national developnent funds in the Gulf, with the 

exception of Kuwait, were established after the 1973 price 

hike. 

During the period 1975-81, Saudi Fund for DeveloP­

ment ccmrnitted 4517.5 million dollars out of the total 

Saudi commitments of total 39919 million dollars Saudi 

commitment YJhich implies that of the total saudi commitment 

during the period mentioned s • .B'.D. 's share was 11 per cent. 

But during the period 1976-81 SFD disbursed only 1387 

million dollars out of total Saudi disbursement of 29290 

million dollars, which amounted to less than 5 per cent of 

the total. 

Now ccxning to the geographical distribution of the 

concessional financial flows to developing countries by 

Saudi Fund for Development it is found that developing 

--------------------
2. Abdul Razek Has san, "The Arab Assistance Organs arrl 

Their Role in Economic Development," in Michele Achilli 
and Mohamed Khaldi (eds. ) , The Role of th.fLAr~b Dey_elop­
ment Funds in the World Economi, Groom Helm, London, 
1984, P• 216. 



Table 3. 5 

SAUDI FUND FOR DEVELOPMENT : CONCESSIONAL FINANCIAL 
OUTFLOWS TO DEVELOPING COUNTRIES DISBURSEMENTS 

1976-81 

Category MIII!ons or noiiars 
197l5-78 1W~-81 1wo-81 197b=?S 

~rc§nt~~s 
1-9--1 19/b-81 

Developing Africa 273.0 420.3 693.3 55-9 46.8 5o.o 

Developing Asia 209.6 459· 9 669.5 42.9 51.2 48.2 

Developing America 6.1 18.8 24.9 1· 2 2.1 1. 8 

Total of which 488.7 899·0 1387-7 100.0 100.0 100.0 

Least Developed Countries 130. 8 239.0 369.8 26.8 26.6 26.6 

Most Seriously Affected 335.0 444.4 779.4 68.5 49.4 56.2 
Countries 

Soo.rce :- Financial Solidarity for Development, 1983 Review. 

OJ 
Vl. 



86 

Africa received 693· 3 million dollars, which amounted to 

50 per cent of the total during the per1.od 1976-81. 

Developing countries of Asia during the same period 

received 669.5 millions of dollars which amounted to 48.2 

per cent of the total. Similarly, the least developed 

countries received 369. 8 million dollars, 26.6 per cent of 

the total during the period 1976-81. While the most 

seriously affected countries got 779.4 million doll8.rs or 

56. 2 per cent of the total. 

As concerns the distribution of canmitments by the 

SFD by income group, the countries with per capital GDP 

less than $500 dominated, for they received 49.7 per cent 

of the total cormnitment which was 3373.3 million dollars, 

thus covedng half of it. Next came the countries with per 

capita GDP from $500 to $1500 with 38.3 per cent countries 

with per capita GDP alone $1500 received only 12.0 per cent 

of the total commitments. Share. of least developed countries 

amounted to only 28. 1 per cent of the total commitments of 

SFD. Again the grant element content of the SFD commitment 

to both categories of countries, with per capita income less 

than $500 and with per capita income ¢500 to ~150o, amounted 

to 51.6 per cent each. While countries with per capita,GDP above 

¢1500 had grant element of 42.6 per cent in their commitment 

by SFD. The least developed countries had a slightly higher, 

54. 5 per cent grant element in SFD ODA c~nli tment for them. 
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Table 3.6 

DISTRIBUTION OF TOTAL CONCESS TONAL C001ITMENTS 
TO DEVELOPING COUNTRIES BY INCOME GROUP BY 

SAUDI FUND FOR DEVELOPMENT 

Income Groups 1977-83 (Percentages) 

Per capita GDP less than~ 500 49·7 

Per capita GDP fran ~ 500 to ~ 1500 38.3 

Per capita GDP above ~ 1500 12.0 

Commitments (millions of dollars) 3373.3 

Least develop.ed countries 28. 1 

Source :- Financial Solidarity for Development 1985 Review• 

Table 3. 7 

WEIGHrED AVERAGE GRANT ELEMENTS OF THE CONC:ESSIONAL 
COMMITMENTS OF SAUDI FUND FOR DEVELOPMENT 

Income Groups 

Per capita GDP less than $ 500 

Per capita GDP from $ 500 to ~ 1500 

Per capita GDP above $ 1500 

Least developed countries 

1977-83 (Percentages) 

51.6 

51.6 

.42.6 

54.5 

Source :- Financial Solidarity for Development 1985 Review. 
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Table 3. 8 

SECTORAL DISTRIBUTION OF CONCESSIONAL PROJECT 
LOANS : COMMITMENTS OF THE SAUDI FUND FOR 

DEVELOPMENT 

Sectors 1978-83 (P ere en tag es) 

Agriculture 4.6 

Mining and Quarrying 9·2 

Manufacturing 6.1 

Electricity, Gas and water 37.6 

Transportation and Storage 34.9 

Services 4.5 

Multipurpose 9-3 

Commitments (millions of $) 3374.2 
of which 

Infrastructure 85.6 

Energy-Related 28.6 

-- --
Source :- Financial Solidarity for Development 

1985 Review. 

It is clear from Table 3.8 that SFD has been giving 

more emphasis on the infrastructure sect.or in its aid 

commi tmentt 85.6 per cent of its total commitment 

during 1977-83 while 28.6 per cent was allotted for Energy 

related projects. 
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Table 3. 2 

SAUDI FUND FOR DEVELOPMENT : WEIGHTED AVERAGE 
OF SECTORAL GRANT ELE~ENTS OF CONCESSIONAL 

LOANS 

Sector 

Agriculture 

Mining and Quarrying 

Manufacturing 

Electricity, Gas and Water 

Housing and Services 

Education 

Health 

Multipurpose 

Balance of payments support 

Distress relief 

All sectors 

Primary energy 

Infrastructure 

1973-81 
(Percentages) 

47.4 

54.1 

59-3 

51. 1 

,o. 7 

44.3 

52.3 

54.8 

47.2 

49.6 

49·7 

49.9 

------------·-------------------------------
Source :- Financial Solidarity for Development, 

1983 Review. 

All the sectors had high( grant elements in the 

concessional loans allotted to the respeeti ve sector by 

Saudi Fund for Development (Table 3. 9). Sectoral loans 

for infrastructure contained 49.9 per cent grant element 
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while primary energy contained 49.7 per cent grant element 

in its share of concessional loans. Balance of payments 

support had a grant element of 54.8 per cent in its share 

of loan committed by SFD. The highest grant element for 
~ 

BOP support explains the donars commitment to help the needy 

recipient countries in urgency. 

Direction and MQ!ivation of Saudi Aid 

The motivations behind the aid programme of Saudi 

Arabia, and for that of all Gulf donors, differs from that 

of industrialized countries.· In the industrialized countries 

aid has generally been tied to politico-economic interests 

and to the extension of political, strategic and cultural 

influence. On the other hand the Gulf Aid has moral 

dimension and ethical content. The: ~:~ sense of belonging to 

the community of developing countries is fundamental element 

of Arab Aid policies. Inspite Of this the Arab Aid, or 

Saudi Aid has not been provided purely on the basis of need. 

And other uneconomic factor have, tho~h partially, influenced 

their Aid programme. Although it is very difficult to 

syn~hronise each and every factor, which influence Arab Gulf 

of Saudi Aid only a few can be captured. 
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Table 3. 10 

SAUDI ARABIA COMPOSITION O:b' AID TO FRONT LINE 
STATES - 1973-81 

~Millions of dollars~ 

Front Line states Commitments Disbursements 

(a)F,gypt 2,964 2,)96 (1973 ... 78) 

Jordan 2,233 2,136 

Syria 3,84~ 3,501 

Sub Total 9,023 8,233 

Total saudi 
Bilateral Aid ~o, 173 33,655 

Pereentage Front line/ 
Total 22.5 24.5 

(a) Aid to Egypt was stopped in 1979 because Egypt 
signed Camp David Agreement with Israel. 

source :- Financial Solidarity for Development, 
1983 Review. 

From the information in Table 3.10 it is known that 

major share of the Saudi Aid has gone to the three frontline 

countries namely Egypt, Jordan and Syria. Although aid to 

Egypt was stopped in 1977, due to its signing of the camp 

David agreement, the three frontline countries received 

commitment worth 9,023 million dollars during 1973-81. That 

is out of total Saudi Aid commitment of ~0, 173 million 

dollars, 22.5 per cent was shared by the frontline states. 
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Table :.i·11 
SAUDI ARABIAN AID COMPOSITION BY COUNTRY 

GROUPS - 1973-81 

Commit- Percentage Percentage Disburse-
Country Group ments Total saudi ment (, of Total 

(dollars Bilateral Of million) Saudi Bi-
million) Commitment lateral 

Disburse-

----- ment _...,......,._,_ ___ 
Arab African 
Countries 4,772 12 2,461 7.3 

Arab Asian countries 3,409 9 3,088 9.2 

Non-Arab African 
Islamic countries 593 1. 5 214 0.6 .i 

Non-Arab Islamic 
.Asian countries 3,018 7·5 1,556 4.6 

Non-Arab Non- Islamic 
developing Asia 691 1. 7 443 1.3 

Non-Arab Non-Islamic 
developing Africa 688 1. 7 233 0.7 

Other developing 
91 0.23 26 0.08 countries 

-- -- --
Source :- Financial Solidarity for Development, 1983 Review. 

These are the three frontlines which are in the front to 

fight Arab Israeli War. And they receive bigger share of 

aid in lieu of their war efforts. Again the disbursement 

commitment ratio in the case of front line states mas been 

85 per cent which is quite higher. Out of total disburse­

ment of 33,655 million dollars, the frontline countries 

received 8,233 million dollars, which amounted to 24.5 per 

cent of the total disbursements during 1973-1981. 
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Table 3. 11 provides information regarding the various 

country groups receiving Saudi Arabian Aid. It is clear 

from the table that the African Arab countries received 

commitment of 4,772 million dollars i.e. 12 per cent of the 

total Saudi Commitment during 1973-81. Similarly they bad 

received 2461 million dolla_rs out of the total Saudi disburse­

ment which implied that 7.3 per cent of the Saudi disburse­

ment during 1973-81 went to Arab African countries. 

Arab Asian countries received a total commitment of 

3,409 million dollars out of total Saudi commitment during 

1973-81.. It amounted to 9 per cent of the Saudi commitment. 

Similarly this group received 3088 million dollars, which 

amounted to 9· 2 per cent of the total Saudi disbursement 

during 1973-81. Although the Arab African countries received 

maxim~~ of both Saudi commitment and disbursement, consider­

ing that it ·includes many poor African countries an:l that 

there. are very few Asian Arab countries in addition to Gulf 

donars and Frontline countries, the latter have been the 

biggest beneficiaries of Saudi Aid. These are in fact the 

immediate neighbours of Saudi Arabia. 

Next comes the group of non-Arab Islamic Asian states, 

which i:rx::ludes mostly the Islamic countries of South and 

South-East Asia. This group of countries shared 3018 million 

dollars, which 7. 5 per cent of the total Saudi commitments 



during the period 1973-81. This group received 1556 million 

dollar of the Saudi disbursements which amounted to 4. 6 per 

cent of the total Saudi disburs .~·ment durjng the above . 

mentioned period. Non-Arab African Islamic countries got 

593 million of dollar commitment, i.e. 1.5 per cent of total 

Saudi commitment during 1973-81, and 214 billions out of 

total Saudi disbursement. 

Non-Arab Non-Islamic developing Asian countries 

received 691 million dollars in com.nitment which amotmted to 

1.7 per cent of the total Saudi commitment during 1973-81. 

This group received 443 million dollars out of the total 

Saudi•disbursement, which amounted to 1.3 per cent of the 

total. Non-Arab Non- Islamic Africa received 1. 7 per cent 

of Saudi commitment and 7 per cent of the disbursement 

during the same period. 

Therefore, it is Obvious that Saudi Aid has been 

concentrated in Arab ani Islamic countries. The small 

neighbouring Arab countries were the most beneficial and 

their d:i.sbursement/ccmmitment ratio was also very higher. 

Non-Muslim and Non-Arab countries have of course been 

beneficiaries. But the data suggests that the overriding 

factor in Saudi Aid, in addition to the politico-military 

aid to Frontline countries has been ethnicity and religion. 
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From the above analysis of Saudi aid profile it 

becomes quite obvious tbat the aid policy has been signt­

ficantly influenced by the search of legitimacy of the 

ruling regime. It bas been used to bolster the Islamic 

and Arab profile of the leadership. With the decline in 

oil revenue, the high profile of aid policy is likely to 

be subdued. It has reduced to 3315 million dollars in 

1984 from the peak 5775 million dollars in 1980. This 

implies that during last four years, Saudi aid has 

declined by 42.6 per cent. 

KID!Yt Aid: Pattern and Poli£.,l 

Kuwait has been, after Saudi Arabia, tl~ biggest 

donor among the Gulf donors. It bas ranked always among 

the ten highest donors of the world. Also Kuwait is the 

oldest donor in the Gulf. In 1973 Kuwait committed total 

flow worth 720.9 million dollars, whereas it disbursed 

367.6 billion dollars .in the same year. The disbursement/ 

commitment ratio being 51 per cent. Usually disbursements 

are lower because of the time lag involved in the disbursal 

of the now. Also, whereas commitments are announced with 

fanfare, the disbursaltakes place quie~ly, making it diffi­

cult for assessment. After 1973 it has been always imreas­

ing. 
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During 1973-81 Kuwait committed total flow worth 

Rs.10,941.2 million dollars to the developing countries, 

while during the same period, Kuwait disbursed 9014.4 

million dollars. Therefore, the disbursement commitment 

ratio was as high as 83 per cent. 

Now coming to the fi.nancial tenns of the ODA loans 

disbursements by Kuwait during 1973-81 1it is known that 

Ku"1ait loans also like Saudi Arabia contain very level 

of grant element. 

During 1973 Kuv1ait disbursed outright grants worth 

338.09 million dollars, while the ODA loans worth 29.53 

million dollars, which were disbursed in that year 

contained grant element of 49.34 per cent. Thus the total 

grant equivalent in tbat year amounted to 352.66 million 

dollars which implied that the total ODA Of Kuwait in that 

year contained 96 per cent grant element. Similarly durj ng 

1981 outright grants by Kuwait amounted to 1192. 0 billion 

dollars while ODA loans were 239.0 million dollars with 

grant element of 47.73 per cent. Thus grant equivalent 

that year amounted to 1306.10 million dollars. Therefore, 

the grant element on total ODA flows by Kuwait amounted 

to 91 per cent. Aggregating, during the period 1973-81, 

Kuwait granted outr1.ght grants worth 5771.71 million dollars, 

while ODA loans disbursed amounted to 3242.69 million 
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Tabl~.!-lg 
KUWAIT: TOTAL DEVELOPMENT ASSISTANCE TO DEVELOPING 

COUNTRIES (1973-81) 
(millions of dollars)--~--

-----~C~ommit'iiie!its Disbursements 
Year Total flows of which ~T-ot:--a~l---=n=-o--..,1--s..-.ofWEic;:;..n __ 

----------------~~~rMro~-----------------~KFAE=D---
1973 

1974 

1975 

1976 

1977 

1978 

1979 

1980 

1981 

TOTAL 

720.9 

1031. 8 

1165. 5 

702.0 

1446.0 

835.0 

1049. 0 

1434. 0 

2557.0 

58.4 

141.5 

333.2 

301.6 

354.8 

196.5 

347.5 

241.8 

751.4 

367.6 

622.8 

917.0 

709.0 

1298.0 

1116. 0 

1049.0 

1504.0 

1431.0 -----. ----·----·--
10941.2 2726.7 

19.4 

8.7 

62.2 

151.6 

167.0 

188.5 

192·9 

279.8 

199.3 

1269.4 
Source: Financial Solidarity for-Development 19Bj, Review. 

Table 3 • .l.J_ 
KUWAIT: COMPOSITION AND TERl>tS OF NEr ODA DISBURS:F.MFBTS 

(197 3-1981) 

Year 
·--.._,.,,.,....,.....,. __ {,.;;m;;::1=l=l=io=n~s of dollars) 

Grants ODA loans • .. Grant--TO.,....ra-I...--gr-a-nt 
'$ million disbursern ents element of equivalent 

------·--~¢...;;mi=llion__ loans L Z millioq_ 

1973 

1974 

1975 

1976 

1977 

1978 

1979 

1980 

1981 

TOTAL 

338.09 29.53 49.34 3)2.66 

550.79 72.09 43.53 582.17 

793. 00 124.40 50.76 856.10 

268. 07 440. 83 48.43 481.60 

448.95 849.35 42.53 810.20 

608.71 507. 09 44. 14 832. 50 

655.10 393-90 45.48 834.20 

917.00 586.50 47.35 1194.70 

1192.00 239.00 47.73 1306.10 
-------------------------- ·----------------------------5771.71 3242.69 45,60 7250.23 -------------------------



98 

dollars and which contained grant element of 45.60 per 

cent. Thus grant equivalent, during the period 1973-81, of 

the total flows by Kuwait amounted to 7250.23 million 

dollars whereas total flows amounted to 9014.4 million 

dollars. Therefore, the total ODA outflows from Kuwait 

during 1973-81 contained 80.50 per cent grant element. 

such high grant elements represent the softness of 

the ODA provided by Kuwait to the developing countries. 

Now coming to the channelling of aid commitments and dis­

bursements, of the total commitment during 1973-81 made 

by Kuwait, 80.5 per cent were through bilateral arrange­

ments, while rest 19·5 per cent were through multilateral 

arrangement. Again out of the total disbursern ents worth 

9014. 1 million dollars duri.ng the period,. 7104. 1 million 

dollars were disbursed through bilateral arrangements and 

the rest 1910.0 million dollars were through multilatera 

arrangements, which implied that 78.8 per cent disburse­

ment took place through bilateral arrangements whereas 

21.2 per cent took place through multilateral arrangements. 

Although in Kuwait also emphasis has been upon bilateral 

arrangements, still it is lesser than in case of saudi 

Arabia, where 90 per cent of ODA is channelled through the 

bilateral arrangements. Higher multilateral arranganents 

represents, lesser emphasis, on the part of donors to 



Tabl~_}. 14 

KlH-IAIT : DEV'SLOP?i&NT ASSISTANCE TO SELECTf.;J) CATEGORIES OF 
DEVELOPilU COUNTRIES AND HULTILATERA.L INSTITUTIONS, 

COHHITHENTS 

Category 

--------
Bilateral Total 2480.5 2236.6 4084.9 8801.8 

~ag,i2I1 :­

Developing Africa 
Developing Asia 
Developing America 
and others 
Unallocated 

1496.4 
960.7 

23.1 

By Selected Categories : 
Least Developed 
countries 323.4 
r.fost seriously affected 
countries 145 8. 0 
Hultilateral Total 438.4 
Grand Total 2918.7 

775-3 
1431.3 

3.6 

26.4 

371.2 

926.3 
746.3 

2982.9 

64 9. 9 2 9 2 1 • 6 
3362. 1 575 4. 1 

2. 0 5-6 

70.8 120.3 

515.3 

793.4 
954.1 

5039.0 

1209-9 

3177-7 
2138. 8 

10940.6 

85.0 75.0 81.1 80.5 

60.3 
38.7 

13.0 

59·0 
15-0 

100.0 

34.7 15.9 33.1 
64.0 82.3 65.4 

0.2 0.1 

1-2 1·7 1·4 

41.4 19.4 
25.0 18.9 

100.0 100.0 

36. 1 

19-5 
100.0 



Table 3. 14 ( Cbnt d ••• ) 

category 

Bilateral Total 

By Regi.Q!.l : 
Developing Africa 
Developing Asia 
Developing America 
and others 
Umllocated 

1734.0 

988.7 

696·1 

By Selected Categories 
Least Developed 
countries 93 • 5 
Host seriously 1010.6 
affected countries 
Hultilateral Total 173. 8 
Grand Total 1907.8 

692.3 
1129. 8 

129. 1 

249.2 

757.4 

1171. 6 
3122.8 

Disbursen_@ts 

395-2 
2948.0 

4.8 

70.8 

370.2 

547.2 

564.6 
3983.5 

7104.1 

2076.2 
4773.9 

4.8 

249.0 

712. 9 

2315.2 

1910.0 
9014. 1 

Source :- Financial Solidarity for Development 1983 Review. 

90.9 

57-0 
40. 1 

2. 8 

62.5 

35.5 

57-9 

6.6 

11. 6 
86.3 

5-4 12.8 10.8 

58.3 38.8 16.0 

9. 1 3 7. 5 14. 2 

100.0 100. 0 100.0 

78.8 

29·2 
67.2 

0.1 

3.5 

10.0 

32.6 

21.2 
100.0 

~ 

0 
0 



control over the aid and in turn there are less charc es of 

aid being utilised as an instrument of foreign policy of 

the donor. 

Coming to the distribution of Kuwait's development 

assistance to selected categories of developing countries, 

it is known that during the year 1973-81, developing Africa 

received 2921.6 million dollars of canmitments out of total 

Kuwaiti commitment of 10,94-0.6 million dollars which amounted 

to 33.1 per cent of the total. While developing Africa 

received 2076.2 million dollars of Kuwaiti disbursements out 

of the total disbursements of 9014.1 million dollars during 

1973-81. It meant that developing Africa shared 29.2 per 

cent of the total Kuwaiti disbursements during the period. 

During the same period developing Asia received 65.4 

per cent of the total Kuwaiti commitment and 67.2 per cent 

of the total saudi disbursements during the given period. 

Not only this but also developing Africa • s share 

was more during the years following 1973 but it had a 

gradual decline. During 1973-75 it received 60.3 per cent 

of the total Kuwaiti commitment and 57.0 per cent of the 

total saudi disbursement. But it declined to 15.9 per cent 

during 1979-81 in terms of commitments and 11.6 per cent 

in terms of disbursanent. 
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In contrast to this the share of developing Asia, 

in 1973-75, was 38.7 per cent of the total commitments 

and 90~ 10 of tbe total disbursement. Thedf shares rose 

phenomenally. And during 1979-81, they shared 82.3 per 

cent of the total Kuwaiti commitments and 86.3 per cent 

of the total Kuwaiti disbursements. Share of developir;g 

countries of America in the Kuwait's canmitment and dis­

bursements were minimal. 

Again the share of least developed countries, 

during 1973-81 amounted to 1209.9 million dollars of total 

Kuwaiti commitments which meant 13.7 per cent of the total 

Kuwaiti commitments. Whereas, out of total Kuwaiti 

disbursanent of 9014. 1 million dollars during 1973-81, 

least developed countries' share was ta the tun~ of 712.9 

million dollars, 10 per cent of the total. 

During the same period, the share of most seriously 

affected countries was .. 3~77• 7 million dollars out of total 

Kuwaiti commitments which amounted to 36.1 per cent of the 

total while during the same period, their share in total 

Kuwaiti disbursements amounted to 2315.2 million dollars, 

32.6 per cent of the total. 

Again before going to the other aspects of Kuwaiti 

aid, the role of Kuwait Fund for Arab Economic development 

should be analysed. Kuwait Fund for Arab Economic Develop­

ment is oldest among all the Arab National Funds. It was 



Table 3. 12 

KU\o/AIT JTUND FOR ARAB ECONOHIC DEVELOPHENT CONCESSIONAL 
FINANCIAL OUTFLOWS TO DEVELOPING COUNTRIES, 

DISBURSEMENTS, 1973-81 

Category Millions of dollars Percenta~e ----
1973-75 1976-78 '1979-81 1'9?3- 81 1973-75 ib=7 3 7~:g- 1973-81 --

Developing Africa 58. 1 296.5 308.5 663.1 64.3 58.5 45.9 52.2 

Developing Asia 32.3 210.6 363.7 606.6 35·7 41.5 54.1 47.8 

TOTAL of 1Nhich 90.4 507.1 672.2 1269.7 100.0 100.0 100.0 100.0 

Least developed 
26.3 138.8 275.7 440.8 countries 29-1 27.4 41.0 34.7 

Host seriously 4?!'5 325.4 413.7 788.6 54.8 64.2 61.5 62. 1 affected countries 

Source :- Financial Solidarity for Development 1983 Review. 

~ 

0 
w 



constituted in 1962. It has authorised capital of 27,000 

Ku~aiti dinars, which is equivalent to 6,872.9 million 

dollars. 3 

During 1973-81 the Kuwaiti fund for Arab Economic 

development distributed 2726.7 million dollars out of 

total Kuwaiti commitment of 10,941.2 million dollars, which 

is 25 per cent of the total Kuwaiti coll1'Ui tm ent. Again out 

of the total Kuwaiti disbursements worth 9014.4 million 

dollars during 1973-81, 1269.4 million dollars which is 

14 per cent of the total, were disbursed through Kuwait 

Fund. Thus sUbstantial proposition of Kuwait's commitments 

and disbursements were channelled through Kuwait Fund for 

Arab economic development. Now as it seems by the name of 

it, Kuwait Fund for Arab economic development-was initially 

formed for channelling resources to fellow Arab countries but 

later on its gambit was extended to whole of the developing 

countries. And as the data suggests, the developing countries 

of Africa, during 1973-81, received 663.1 million dollars, 

52.2 per cent of the total KFAED's concessional financial 

outflows. Developing countries of Asia received a share of 

606.6 million dollars, which means 47.8 per cent Of the 

3. Mahnoud E1 Helw, "Cooperation Among Arab Development 
Financing Agencies," in Michele Achl.lli and Mohamed 
Khaldi ( eds. ) , !be Role of ~~Arab Devel.QD.menLFunds 
i!l._the World Eg_ol}Qilli,, Groom Hel.11, London, 1'9SI+, p.91. 
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Table 3. 16 

DISTRIBUTION OF TOTAL COW::ESS TONAL CQ1MITMENTS 
TO DEVELOPING COUNTRIES BY INCOME GROUP 1977-83 

------- -----------·-----------------------
Ireome groups 

-------·---------
Per capita GDP less than ~500 

Per capita SDP from $500 to $1500 

Per capita GDP above $1500 

Commitments (millions of dollars) 

Least developed countries 

-------------------·--------

Percentages 

53.1 

40.0 

6.9 

2930.3 

30.5 

Source: Financial Solidarity for Development 1985 Review. 

~e 3·1Z. 

WEIGHTED AVERAGE GRANT EL:&\fENTS OF THE CONCESSIONAL 
C OMM IT1<1ENTS BY KF A.ED 1977-83 

------------------------ --------------------------Income groups 

Per capita GDP under ¢500 

Per capita GDP from ¢500 to ¢1500 

Per capita GDP over $1500 

Least developed countries 

------------~--·------------

Percentages 

51.8 

45.7 

35· 9 

56.0 

Source: Financial Solidarity for Development 1985, Review. 
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total KFAEDs net concessional outflows during 1973-81. 

Least developed countries received 440.8 million dollars 

which is 34.7 per cent of the total disbursements by 

KFAED during 1973-81. Similarly most seriously affected 

countries accounted for 788.6 million dollars which is 

62.1 per cent of the total concessional disbursement by 

KFAED during 1973-81. 

As concerns the distribution of concessional loans 

by YJAED by income group, the countries with per capita 

GDP less than ~500 received 53.1 per cent of the total 

commitments, countries with per capita GDP bet•"'een $500 

and $1500 received, 40.0 per cent of the total KFAED commit­

ments, during 1977-83. The share of countries with per 

capita GDP above ¢1500 was a rneagre 6.9 per cent. Whereas, 

the least developed countries sb~ned 30.5 per cent of the 

total concessional commitments to developing countries 

during 1977-83. 

The weighted average grant element to different 

categories of income groups by KFAED is as follows.. The 

concessional commitments to the countries with per capita 

GDP under $500 carried a grant element of 51.8 per cent, 
. 

while countries with per capita GDP fran ¢500 to ~1500 

carried grant element of 45.7 per cent. And those 

countries with per capita GDP over ¢1500 carried grant 
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element of 85.9 per cent ~hereas commitments to least 

developed countries carried grant elenent of 56. 0 per cent. 

In the sectoral distribution of concessional loans 

disbursements, it is found that durjng 1973-81, KFAED has 

given preferooce to the infrastructure sector. The 

maximum sectoral"rise disbursement went to electricity, gas 

and water with 32. 5 per cent of total KFAED disbursements. 

Ne:xt to benefit was the transportation and storage sector 

which shared 25.2 per cent of the total KFAED' s total 

disbursements throughout 1973-81. 

In the sectoral grant element, we find that agri­

culture sector had the highest, with 58.2 per cent grant 

element of the concessional loan provided to this sector 

by KFAED. While grant element on infrastructure loans were 
I 

to the tune of 46. 0 per cent. 

Direction and Motivation of the Kuwaiti Aid 

Analysing the direction of Kuwaiti's aid, recipient 

countries have been divided into seven groups based on 

religion and ethnicity, which may help to explain to some 

extent the motivation of Kuwait aid. As it is known Gulf 

donor's motivation differ from those of the industrial 

countries. For Ku,oJait also, the sense of belonging to 
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~blJL3o 1~ 

KFAED: SECTORAL DISTRIBUTION OJ!, CQNCESSIONAL LOAN 
DISBURSm~~TS, 1973-81 

--------------------------------------- -------------
Sector Millions of Percentages 

_____________ _£9_llar~.-----------

Agriculture 

Hining and quarrying 

M ami.f acturing 
Electricity, Gas and 
water 
Transportation and storage 
Housing and Services 
Education 
Health 
Nultipurpose 
Balance of Payment support 

Distress Relief 

170.5 

168.0 
117.0 

413~2 
320.3. 

7.8 

49-7 
24·. 0 

13.4 

13.2 
9.2 

32.5 
25.2 
-0.6 

Source: Financial Solidarity for Development,~J, Rev1ew. 

Table 3.12 
WEIGHTED AVERAGE OF S:EX:!TORAL GRANT ELEMEh'T S OF 

CONCESSIONAL LOANS (1973-81) 

·--------·--------------------------·--------Sector 

Agriculture 
Mining and quarrying 

Manufacturing 
Electricity, gas and water 
Transportation and storage 

Housing and services 
Education 
Health 
Multipurpose 
B.o.P. Support 
Distress relief 
All sectors 
of wbich Infrastructure 

Percentages 

58.2 
38.6 
40.3 
4lt. 4 
47.1 
35.0 

46.3 
46.0 

Source: Financiar-solidarity for Development 1983, Review. 



109 

developtng countrtes is fundamental element. Inspite of 

this Kuwait aid has not been provided purely on the basis 

of need of the reciptent. Non- economic factors have, 

though rparti'ally . .:·, infiuenced their Aid program:ne. In 

fact Kuwait started providing aid very early. It should 

be remembered that Kuwait is very small state and right 

after its independence fran Britain, Iraqis laid their 

claim upon Kuwait. Kuwait aid programmes, gave then 

stature and helped them in consolidating their legitimacy 

to e:xist as an independent state. Although it is very 

difficult to pick up each and every factor, which influence 

Kuwait's aid programme, only a few could be traced. 

Table 3. 2Q. 

KU\~AIT: COMPOSITION OF AID TO FRONTLINE COUNTRIES 
( 1973-1981) 

-------- --
Frontline countries Commitments Disbursements -.,..--
Egypt(a) 1369.6 1313.1 (1973-78) 

.Jordan 1106. 9 1 063. 1 

Syria 1816.7 1742.6 

--
SUB TOTAL 4293.2 4118. 8 

T etr AL SAUDI B ILA 'rERAL 
AID 8801.8 7105.9 

Percentage Frontline/Total 48.8 58.0 

(a) Aid from Kuwait was stopped in 1979 because Egypt signed 
Camp David agreement with Israel. 

Source: Financial Solidarity for Development 1983, Review. 
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From the information provided in the table (Table 3. 20) 

it is known that in case of Kuwait also, major chunk of their 

aid has gone to the Frontline countries namely Egypt, Syria 

and Jordan, who are in the forefront of carrying Arab Israeli 

war. 

During the year 1973-81 Kuwait committed to these 

three countries 4293.2 million dollars out of its total 

commitment of 8801.8 million dollars, which amounted to 48.8 

per cent of the total commitments. Similarly in case of 

disbursements, these countries shared 58.0 per cent of the 

total Kuwaiti disbursenent during 1973-81, which amounted to 

4118.8 million dollars. The disbursenent/co:nmitment ratio, 

in case of frontline countries was also very higher. If 

amounted to 96 per cent. 

Table 3.21 provides information about various country 
baca."" 

groups, which has"made Q.n the basis of ethnicity and religion. 

The group of Arab African court. ries during 1973-81 

received 893 million dollars, 10.2 per cent of the total 

Kuwaiti cQrunitments. Similarly they received 465. 8, 6.6 per 

cent of the total disbursements. Arab Asian countries, the 

immediate neighbours of Kuwait again had the largest share. 

They received 1445 million dollars, 16.4 per cent of the 

Kuwaiti commitments during 1973-81 and 1247 million dollars 

in disbursements which was 17.5 per cent of the total. The 



Table 3ill 

KUWAIT AID CONPOSITION BY COUNTRY GROUPS 1973-81 

Country Group 
Canmitmenfs 

million of 
dollars 

Percentage 
of Total 
Saudi Bila­
teral ___________________ ___Qcxn:nitment 

Arab African Countries 

Arab Asian Countries 

Non-Arab African 
Islamic Countries 

Non-Arab Asian Islamic 
Countries 

Non-Arab Non-Islamic 
Developing Asia 

Non-Arah Non-Islamic 
Developing Africa 

Other Developing 
Countries 

893.0 

1445.0 

301.3 

670.8 

367.5 

10.2 

16.4 

3.4 

7-6 

4.2 

3.2 

. o. 06 

~sburse- ·--Percentage 
ment millions of Total 
of dollars Kuwait 

465.8 

1247.0 

155 ... 26 

250.8 

177-1 

134. 9 

4.8 

:Oilateral 
·illb urs enent 

6.6 

17-5 

2·18 

3.5 

2·5 

1· 9 

0.07 

-------------------------------------------------- ·-------
Source :- Financial Solidarity for Development 1983 Review. 

~ 

~ 

~ 
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disbursement/commitment ratio for Arab Asian countrl.es was 

86.3 per cent, while for Arab African countries 52 per cent. 

Non-Arab Asian Islamic states recgived 670.8 million dollars 

which was 7.6 per cent of the total Kuwaiti. Corrmitment 

during 1973-81, whereas the disbursements awounted to 250.8 

million dollars which meant 3.5 per cent of the total 

Kuwaiti disbursement, the disbursement/commitment ratio in 

their case amounted to 37.8 per cent. 

Non Arab African Islamic countries received 301.3 

million dollars, which meant 3. 4 per cent of the total 

Kuwaiti commitments, whereas they received 155.26 million 

dollars in commitment, 18 per cent of the total disbursenents. 

The disbursement/commitment ratio for them was 51.53 per cent. 

Non Arab non-Islamic developing Asian countries 

received 367.5 million dollars, out of which India only 

received 192.8 million dollars. while this group received 

177.1 per cent of disbursements. Thus they received 4.2 

per cent of Kuwaiti commitments and 2. 5 per cent of Kuwaiti 

disbursement. Their disbursement/canmitment ratio being 48 

per cent. Non-Arab non-Islamic Africa received 319·9 million 

dollars or 3.2 per cent of the total Kuwaiti commitments and 

134. 9 million dollars or 1. 9 per cent of the· total Kuwaiti 

disbursements. Share of other developing countries remained 

marginal. 
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Therefore, in the case. of Kuwait also it is observed 

that in addition to politico military aid to frontline 

countries, emphasis has been laid upon Arab and Islamic 

countries. Though Kuwait had comparatively more di versifica­

tion of aid to non-Islamic and non-Arab countries, than Saudi 

Arabia. 

Conclusion 

By the comparative assessment of the profile of the 

two biggest surplus holders and biggest aid donors of the 

Arab Gulf, it bas been found that both the donors have given 

emphasis in providing to Arab and then to Islamic countries, 

in addition to frontline states. For Saudi Arabia it is 

understandable, for it considers itself more responsible to 

Muslim countries because of the importance of the holy cities 

of Mecca and Medina. In case of Uganda, after Idi Amin was 

deposed, aid was stopped. Again Saudi Arabia has not been 

very enthusiastic in giving aid to Third World Communist 

regions. 

In case of Kuwait, although they had preference for 

Arab and then Islamic countries, in addition to frontline 

states, still they have di versed more of their flows to other 

non-Arab and non-Islamic countries. For their share in 

Kuwaiti aid is of higher proportion tban in saudi Arabia. 
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Also Kuwait has not been averse ~ ; in advancing aid to 

Cormnunist countries. Thus tbere has been a pattern of 

greater diversification of Kuwait aid than Saudi Aid. 

It appears while Saudi aid policy has been motivated 

by tbe desire of regiom.l leadership, for Kuwait it has 

been largely an instrunent to assert its existential pres­

ence in the region. "It was realized by the Ku~1ait ·rulers 

that the newly acquired independence must be bolstered by 

the oil wealth in order to be sustained. There are many 

¥tays in which ¥tealth can be used to sustain independence. 

One of these ways is to establish a vehicle for disbursing 

economic aid. n4 In otherwords Kuwait conceived aid to 

project its political image. Being a small size state that 

too facing the threat of intervention fran its neighbours 

Iraq and Iran, aid was seen as an instrument to obtain clout 

in the regional affairs. 

4. Soliman Demir, The Kuwait Fund and the Political Economy 
of_Arab Regional Deyelopm~nt, Praeger Publishers, 

-New York, 197b, p.5. Also see, F.Shehab, "Kuwait: A 
Super Affluent Society, 11 £:Qr~ign Affair.§,, Vol,. ~2 
(April 1964), pp.461-74. 



Country 

Burundi 

Ivory Coast 

Kenya 

Halawi 

Hauritania 

Senegal 

Sierra Leone 

Sudan 

Upper Volta 

Table.J.~ 

OIL IMPORTS Ai'JD DEBT SERVICE RATIO OF SELECTED SUB-SAHARAN 
AFRICAN COUNTRIES 

Oil Imports 
Million Dollars 

1973 1978 

1. 63 6.67 

25.27 171.15 

46.71 238.96 

8. 95 30.18 

6.49 73.13 

21-15 102.00 

9·23 33.33 

24.57 133.10 

21.30 

Oil Imports as P ere entag e 
£f_!otal Imports 

1923 1278 

5 7 

4 8 

n.a. 16 

6 9 

5 7 

6 11 

6 12 

10 11 

n.a. 8 

External Debt 
Service Ratio 
1973 1973 

2.2 2.6 

7.2 16.0 

5.6 9. 5 

7.6 8.0 

5·5 6.0 

8.0 21. 9 

8.6 15.3 

11.4 31.0 

5.6 8.0 

Source :- Michael Lyall - "Arab Aid to Black Africa : Myth Versus 
Reality" in Dunstan M. Hai (ed.) Interdependence in ~ 
World of Uneguals, Westview Press, Boulder, 1982, pp.181-96. 

~ 

~ 

Vl. 
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Swnming up in the context of global aid regime it 

can be stated that while oil price rise about a dramatic 

change by transferring financial resources from traditional 

source to the oil producers specially the Arab Gulf 

countries, but from the recipient perspective there has not 

been a very significant change in their favour. While they 

had to pay increased amount of revenues for oil imports, 

aid flows from Gulf countries were not so much in magnitude 

that it would have eased their problen. Rather it has 

contributed to the problem. From the study5 of a few sub­

Saharan African countries, it became clear that tbeir oil 

import bill has shoot up manifold, in some cases even seven 

times during the period 1973-78. Their oil imports as 

p ere entag e of total imports has also im reas ed about two­

fold. During the same period the external debt service 

ratio grew. In case of Sudan and IvoFJ coast, it increased 

by more than 200 per cent. Of course, all the rise in debt 

servicing could not be attributed to the oil prices only. 

But it cannot be denied that it has contributed to the 

problem and the corresponding aid flow by oil e:x porting 

gulf countries to the oil importing developing countries has 

5. Michael Lyall, 11 Arab Aid to Black Africa: Hyth Versus 
Reality," in Dunstan H.Wai (ed.) Interde[2~ndence in a 
World of Uneg,~l§., Westview Press, Boulder, 1982. 
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not been able to offset it. Even fran the point of view of 

the oil surplus countries the deplo~nent of their surplus 

has not been to their advantage. This point has been 

elaborated in the earlier pages. This obviously danands 

a review of the aid policy of the Arab Gulf countries 

including saudi Arabia and Ku,.,rait. It will be desirable if 

instead of aid channelling programme, a surplus deplo~nent 

strategy in the developing countries could be visualised 

as an alternative. In other words, aid flows has to be 

cone ei ved within the larger framework of economic inter­

dependence among the developing countries, popularly called 

as south-South Cooperation. 



CHAPTER IV 

ARA3 GULD AID Ai'\JD POLITICAL ECOMY.1Y OF SOUTH 

SOUTH CO- OPERATION 

The study of the nature of the gldoal financial 

regime and the trends of Arab Gulf aid suggests a few 

importaq.t inferences relevant for defining the framework 

of South South cooperation. From the recipient perspec­

tive it suggests that neither of the:n have been able to 

contribute in resolving the structural oasis of und.er-

d evelopment. In case of Arab G u.lf aid even from donors 

perspective, the returns have not been favourable. In 

addition the Araq Gulf aid has not been able to ~ak? any 

dent in changing the orientation of the global financial 

regime. Though for so:ne time it did create illusion 

when heavy transfer of financial resources took place 

from traditional financial centres. This process, however, 

got reversed as a consequence of recycling of the petro­

dollars. No doubt the aid did fl0\11 fran the new source. 

Saudi Arabia and Kuwait did fairly well as far as the 

record of aid is concerned but the global aid regime did 

not see any qualitative change. In fact to some extent 

it got strengthened by !naking the oil importing developing 

world more dependent on external sources. If the Arab 
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Gulf aid could not make any qualitative change then was 

it because of its quantum or its nature. Or is it by 

isolating aid as independent factor, unreasonable hopes 

were placed on the Arab aid: it appears that if Arab 

G'ulf aid has not been able to meet the challenge, it was 

not because of its size, but its very conception. It is 

the contention here that unless the Arab Gulf aid is not 

visualised within the framework of political economy of 

South South co-operation, no major break through could be 

achieved. 

Political Economy_of South Souifl Cooperat1QU_ 

The political economy of South South cooperation 

can be understood at two levels - national and inter­

national. The ruling regimes which took over the levers 

of power in most of the developing countries have been 

either moderate or conservative at least in their develop­

ment strategy. So most of then maintained the economic 

linkages with their metropoles after political indepen:ience. 

In many cases even the nature of linkage renained the same 

for very long period. Thus the economic interaction remain 

confined with the northern economies. This could be seen 

in their external economic interaction be trade, aid or 

invest;nent. The high interaction with northern economies 
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and low profile with South was explained in terms of 

complementary I competitive fratne\vork. 

In the 1950s and sixties when the northern 

economies were experiencing the expansionary phase, 

the ruling elite from developing countries could get 

concessions. in return of sane strategic or political 

consideration. Thus a few developing countries beca~e 

more favourable than others and even graduated to the 

higher level in global hierarchy as newly industrialised 

countries. With the onset of the seventies, however, the 

problems of northern economies started affecting their 

relations with the southern economies. The latter in 

turn started feeling greater stress of underdevelopment 

causing sharp decline of legitimacy. The leadership of 

South found it convenient to shift the burden Of their 

non-perfonnance to the global factor. Thus emerged a 

concensus for a New International Economic Order. The 

rigid attitude of the developed countries towards NIEO 

and the rise of OPEC created a new sense of identity 

among the developing countries which got evolved later 

into South South cooperation. 

During the seventies and till date, the strategy 

of South South co-operation has been governed by the 

strategy of exit and voice. The exit option is defined 
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1 as measures to pull oneself out of dependency. It is 

unilateral action by South, challenging the basic 

structure of distribution of wealth between the North 

and South. It includes, restoring control over one's 

economic resources, nationa.li zing and indeg eni zing foreign 

firms, and seeking regional integration. 

While the purpose of the exit option is to destroy 

dependency by means of the South's unilateral initiative, 

the voice option implies dissatisfaction with the conven­

tional dependency centred North-South order in search of 

northern consent for changes in 11ajor elenents of dependency 

in favour of developing countries. Thus, the voice option 

means North-South "dialogue" through which northern 

countries would be persuaded to respond co-operatively to 

southern requests for larger economic benefits such as 

preferential trade agreements, higher export prices of 

commodities, and improvenent in the quantity and quality 

of aid. 

The South South co-operation was conceived primarily 

to raise the voice in north-south relationship. In other 

words the south- south cooperation was perceived as 

--------
1. Kuniko Y. Inog uchi "Exit and Voice: The Third World 

response to Dependency Since OP~ 's Initiative," in.-.-!'.~ 
Charles W.Kegley, Jr. and .Pat McGowan (eds.), The~~u r.;~\:>,. 
Political..]lconQID.:L-Q.f For31gn Policy BehaviQgr, ~~--~> ~ 
Publications, London, 19 1, p. 258. I. o-.~r <'~ "'~)--:_. ~ 

1.:2( .~ ..... )~ 
\~' ',' ~ 

··~~~~_,~ 
, -1:ln ""'" 
~__./ 
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inversely dependent on north south relations. Perhaps 

it Iles :here' "'S the limitations of South-South co-opera­

_tion, which made the Arab Gulf aid ineffective in play-

ing its critical role. 

To make South-South co-operation as a mean~ngful 

concept, it is essential that it is viewed as a parallel 

and autonomous process to north south relations. Once 

the primacy of the autonany of these relations are 

recognised, th~ oil surplus loses its relevance as 

concessional finance and becomes an investment proposi­

tion. In other words the oil surplus is not channelized 

to the developing countries for any unilateral concessions, 

on the contrary it:··is coreeived as a factor to facilitate 

the process of economic interdependence. This would 

require a new institutional support, where the state will 

have to play a very critical role by intervening into the 

process of confidence building. 

For if Arab Gulf investors are purs uaded to divert 

their investments fran the international capital market 

to developing countries, directly or through the new 

institution then they will have to be assur.ed that such 

investments were not only commercially viable but secure 

against default whether for political or commercial 

reasons. 
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Therefore, it 1s necessary that the new institutj_on 

say south bank, should guarantee developing c ountr1 es 1 bond: 

issues within Arab Gulf capital markets and Arab Gulf 

investments within particular developing countries. This 

could be extended either through a collective guarantee 

of its members or through a special guarantee facility fund 

set up within the South Bank. 2 Here me-abers may be invited 

to provide some resources and a special underwriting commit­

ment. The principle of the guarantee facility would be to 

distribute the risks over a large number of subscribers. 

This multilaterism of risk to cover both the activities of 

South Bank and investments of other Arab Gulf individuals 

and institutions would transform radically the evaluation 

of risk and the perceptions of investment opportunities for 

Arab Gulf investors. 

It should also be noted that an important element in 

evaluating risk perception arises from ignorance and communica­

tion gap between the capital deficit oil importing developing 

countries and capital surplus oil exporting Arab Gulf coun­

tries. It could be neutralized through a progra'1lme of inform­

ing both investors and potential recipients as to the opportu­

nities available and the willingness of the bank to involve 

in the venture. It could provide a forum for direct contacts 

---------
2. See Rehman Sobban, "Institutional Mechanisms for Channell­

ing OP~ Surpluses within the Third World," Third_World 
iBarterly~ Vol.II, No.4, October 1980, pp.72~5. 
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among the prospective investors and recipients. 

The immediate sources of finance for the south Bank 

would come from a transfer Arab Gulf 1 s liquid portfolio 

of assets currently held in treasury papers in US and UK. 

other developing countries holding external currency 

reserves and other assets in the international capital 

market could also be made to finance. Since the rationale 

for South Bank rests on the overall scope for providing an 
institutional base to bring developing court ries together 

to mobilise the:i r vast under utilised resources. It is 

necessary that a wide spectrwn of developing countries 

should be fully involved not just in the operation of the 

South Bank but in its viability and which should become a 

vested interest for each participant. This could be realised 

by providing developing countries some weightage beyond their 

immediate contribution to the fund. 

Finally there is a growing need of a financial 

institution like South Bank among the developing countries. 

And it may help to contribute some relief to the developing 

countries from the vicious circle Of debt, dependency and 

underdevelopment. 
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