COMMISSION OF THE EUROPEAN COMMUNITIES

COM(76) 448 final

Brussels, 8" September 1976

RECOMMENDATION FOR A DECISION OF THE COUNCIL AND OF THE
REPRESENTATIVES OF THE GOVERNMENTS OF THE MEMBER STATES
MEETING IN THE COUNCIL AUTHORIZING THE COMMISSION TO

OPEN NEGOTIATIONS WITH PAPUA NEW GUINEA
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THE FINANCING AND ADMINISTRATION OF COMMUNITY AID SIGNED
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ACCESSION Tf THE ACP-EEC CONVENTION OF LOME BY PAPUA NEW GUINEA

(Commiss.on Communications to the Council concerning the opening of

negoti;tions)

i, Papua New Guinea made a formal roequest for accession to the Lomé
co;vention, under Article 90 of the Convention on the 3rd December 1975._
7he request was formally approved by the ACP/EEC Council of Ministers at
its first meeting in Brussels on the 14th and 15th July 1976.

'2. During exploratory talks with representatives of Papua New.Guinea

it became clear that the couniry was ready to accept in principle all the

obligations involved in accession to the Convention,

The only matter which might be raised by Papua New Guinea in the

-course of negotiations proper concerns irade, given the de facto existence
A

of preferential arrangements with the former metiropolis., Since, however,
the country has stated that it initcndo in any case to abolish theso prefe-
rential arrangements eventually, their exisience does noi seem o Yo a pro-

blem which cannot be recolved satisfactorily during the negotiations.

Since there are no other special probloms, it would appear that the
negotiations could take place in a relatively short time, leading rapidly to

the signing by the Community of an accession agrecment wiih this country.

The Community would thus be responding fto {the desire which has been

expressed for accession to the Convention at the earliest possible date.

3. The negotiations will be conducted in close contact with the ACP
States, which will b%e kept informed by exchanges of views as necessary. The
Commission considers that, although it is not a legal requircment of the
Convention, when the negotiations have been completed the accession agreements
should then be the subjeot of comsultation with the ACP Group. )

The accession agreements wlll subsequently be signed and the neoesséry ratifi-

cation procedures begun,

o




4, With a view to enabling the negotiations with this country to be
opaned as soon as possible, the Commission recommends that the deqision of the
Council and the Representatives of the Member States meeting in the Council

ba adopted, authorizing the Commission to open negotiations with Papua New

Guinez, and the relevant directives issued.

While the negotiations with the applicant State is being conducted,
the Mouwbar States should agreé on the provisions amending the Internal
Fimarcinl Lgreement in order to enakle the necessary procedures for
ratifying those proviesiouns o be undertaken at the same time as those for
the accession agreémeni {Annax).

1

5 The Commissicn considers that as soon as the accession agreements

hawve been signed, pending completion of the ratification procedures in

the Member States, the Commnnity.and tho applicant countries should agree,
for the purpose of their trade, to apbly autonomously the trade arrangements
provided for by the agreements, as the Community and the 46 ACP States did
from 1 July 1975.

' Lastly, the Commission considers that, in the same spirit, transi-

tional mezsures similar to those adopted between the Community and the ACP
States from 1 July 1975 a8 regards financial and technical cooperﬂ“n in
yartiemlar sheuld alsc be applied,
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RECOMMENDATION FOR A DECISION OF THE COUNCIL AND OF MHE
REPRESENTATIVES OF THE GOVERNMENTS OF THE MEMBER STATES
MEETING IN THE COUNCIL AUTHORIZING THE COMMISSION TO
OPEN NEGOTIATIONS WITH PAPUA NEW GUINEA ‘

THE COUNCIL OF THE EUROPEAN COMMUNITIES AND THE REPRESENTATIVES OF THE
GOVERNMENTS OF TEE MEMBER STATES MEETING IN THE COUNCIL,

Having regard %o the Treaty establishing the European Economio Community,
and in particular Article 238 thereof,

‘ Having regard to the recommendaiion from %he Commission,

Whereas Papua New CGuinea has applied to accede to the ACP-EEC Convention éigned

in Lomé on 28 February 1975,

ﬁhereas the first paragraph of Article 90 of the Convention stipulates

that, subject to the approval of the ACP-EEC Council of Hinisters, an
agreement bhetween the Communiiy and a State whose economic atructure

and production are comparable with those of the ACP Statesmay provide for
the accession of that State to the Convention,

HAVE DECIIED AS FOLLOWS

Sole Article

The Commission is he:eby'authorized to open negotiations for'the conclusion

n ' U T 1 -
of an agreement between the European Economic Community wid Papus New Guinea

on the accession of that country to the ACP-EEC Convention of Loué,

The Commission shall conduct these negotiations in consultation with the

Representatives of the Member States and in aocordancé with the ‘directives

annexed hereto,




-

DIRECTIVES RELATING T0 THE NEGOTIATIONS WITH PAPUA NEW GUINEA
FOR THE CONCLUSION OF AN AGREEMENT ON THE ACCESSION OF THAT
COUNTRY T0 THE ACP-CEE CONVENTION OF LOME

1. The agreement {o be concluded shall provide for the accession
of Papua New Guinea to the ACP-EEC Convention of Lomé.

2. The agreement may stipulate the date on which certain of its

obligations, in particular ooncerning trade, would bocome applicable

1o Papua New Cuinea.

3. (ECSC products).
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DRAFT

Irternal Agreecment amending the Internal Agreement on the financing
and administration of Community aid signed on 11 July 1975

'
THE RUPRESINTATIVES OF bHE COVERNMINTS OF THE MEWBER STATES OF THI BURO-
PIAN ECONOMIC COMMUNITY MERPING IN THE COUNCIL, - ‘

aving regard to the Treaty establishing the European Economic Community,

hereinafter reforred to as tho "Treaty",

. R T P AP

After consulting the Commission,

ea e —ae —— [ - i

Whereas the Agreements between the Iuropean FEconomic Community and Tespett~—
ingly signed on y nereinzfter referred to as the
"Accossion Agreements) provide for the accession of

td the ACP-EEC Convention signed in Lomé on 28 February 1975;

" Whereas pursuant to Article 90 of the Convention the accession of o State
must not adversely affect the advantages accruing to the ACP? Siates signa—
tery to the Convention, inter alia Trom the provisions on financiol and

technical cooperation and the stabilization of oxport earnings;

Yhereas the Member States have now deéided to increase Ly million
wnits of account the amounts made available to the Luropean Development
Fund (1975);

" Whereas the Internal Agreement on the financing and adminisiration of
Community aid signed on 11 July 1975 should therefors e amonded,

HAVE AGREED AS FOLLOWS ¢

A
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Articla 1

irticle 1 (2) and (3) of the Internal Agrecment on the financing and

[

. . . s N - - . L]
administration of Community sid is heroby amended ap follows @

"The Fund shall consist of ..ees. million units of account to be financed

ny
s

-

| by the Hombor States as follows

" Belgiwa evese Mililon Wea.
" Dennmark sesee Miiiion wea.
EeTman evese Mmillion U.a.
o France sovsse MLLLION Ve
o Treland evees Million uwea.
" Ihaly ssees IMLllion n.a.
" Luxcmbourg Cveee. million u.a.
" Hetherlands vesoe million ..
" United Kingdom weses million u.a. .

) ¥ . . Y . . o " -
3«7 The amount statcd in paragraph 2 shall be allocated as follows @

a) eoss million w.a. For the ACP States, comprising :

seve million usa. in the form . of grants

veee million u.a. in the form of specizl losns

vves million uea. in the form of risk capital

sees. million vea. in the‘form~of transfers pursuant to Title II of
the Convention.

esee million uea. for the countries snd territories and the French

overseas departments, comprising :
Tl

[
Nt

+ese million wea. in the form of grants
sees Million uUeas in the form of special loans
seen million usa. in the form of risk capital

«srxe million wea. as a reserve.

C) «ee. million u.a. in the form of transfers for the countrics and
; : territories, pursuant fto thosze provisions of the docision which

concern the system for stobilizing export earnings.

Dets BID loansg.

- e e .ny/ntc

s




-3 - - : f R -7

Article 2
This Agreement shall be approved by each liember State in accordance with
its own constitutional requircments. The Covernment of each lMember State
shall notify the Secretariat of the Council of the Buropean Communities -

vhen the procedures recuired for its entry into force have been completed. -

Tois Agreement shall enter into force, provided that the procedures refer=
red to in the preceding paragraph have been completed, at the same Lime

as The Accession Agreements.
Avticle 3

This Agreement, drawn up in a single ox 1~1nal in the Danish, Dutchy
Engllﬁh French, Germen and Italian languages, each of these texts being
equally authentic, shall be deposited in the archives of the Secrotariat
of the Council of the Buropean Communltles, which shall tronsmit a certi-

fl?d copy %0 each of the Covernments of the Signatory States.
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ANNBX 1

DOCUMERNT

concerning dirsciives for negotiations with .

PAPUA NEW GUINEA

TLTLE I
TRADE_COOPERATION

Upon the accession of Papua New Cuinea to the ACP/EEC Convention
of Loﬁé, the trade cooperation provisions thereof shall apply to them
in the same manner as to the ACP States, »

TITLE IT
COMMODITY EXPORT EARNINGS

Upon accession to the ACP/EEC Convention of Lomé, Papua New
Guinea shall be entitled to the benefit of the provisions of Title II
thereof in the same manner as the ACP States,

TITLE IV
FINANCIAL AND TECIIVICAL COOPERATLION

Upon accession to the Lomé Convention, Papua New Guinea shall be
entitled o the benefit of the provisions of Titlo IV thereof in the
same manner &g the ACP States.

Provisional sddress: Rue de lo Lol 200, 8- 1049 Brussels ~ Tolaphane 735 G 40773650 40 « TVelographic addiass: "COMEUR Brussels’ ~
Telox: 21877 COMEL 0
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ANNEX 1

‘To that end the EDF shall be increased VY esesosemillion EUA, by
raising of the Member States' contributions provided for in Article 1
(2) of the Internal Financial Agreement of 1975 im line with the ad hoc
breakdown adopted in 1975 for the determination of the Member Stafas'
 contributions to the 1975 Fund.

Provision shall be made for the amounts in Article 1 (3) (&) of the
" Internal Financial Agreement to be adjusted proportionately to the
increase in the 1975 und,

OTHER PROVISIONS

Upon accession to the Lomé Convention the following provisions

and related texts thereof shall apply 1o Papua New Guinea

TITLE IIX : industrial cooperation

TITLE V : provisions on establishment, services, payments and
capital movements
TITLE VI : the Institutions

TITLE VII s general and final provisions, save for Article 87, the

agreement to enter into force on the first day of the
second month from the date on which the instruments of
ratification of the lMemboer States and of Papua New Guines
are lodged and :

~ ‘the act of conclusion of the agreement by {the Community,
~ +the protocols annexed to the Convention,

~ the declarations annexed to the Final Act.

PROVISIONS TOR IMPLEMENTATION OF THE LOME CONVENTION

Upon accession to the Lomé Conventioﬁ, Papua New Guinea shill bring
into force the decisions and other implementing provisions adopted by the
Institutions of the Convention, and the Community shall meke the Regula-
tions adopted for the benefit of the ACP States applicable to Papua New

Guinea.

/e
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TRANSITIONAL PROVISIONS

In accordance with the communication addressed by the Commission
40 the Council concerning the opening of negotiations wita Papua New
Guinea, it would be well that the Community and the applicant States
should exchange letters undertaking each for its part to apply uni-
laterally the trade arrangements in the ACP/EEC Convention of Lomé.
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Points arising with regard to accession by Papua New Gulnea
to the Lomé Convention

1. It emerged from the exploratory talks with representatives of
Papua New Guinea that the country was prepared to accept in principle
all the obligations entailed by accession to the Convention,

24 Titre I of the Convention (trade cooperation)

Trade arrangements = Position or desiderata of the acceding

. country

Unconditional implementation of Art. 7 of the Convention as
Papua New Guinea does not grant preferential treatment to any country.

3. Title IT of the Convention (Stabex)

3.1, Position of Papua New Guinea

The following products falling under {the Stabex Regime are regular

exports from Papua New CGuinea 3

| - Cocoa beans

-~ copra
-~ tinber
- coffee

- palm kernels
-~ palm oil

1 - tea

Desiderata of Papua New Guinea with regard to the operation of
the stabilization scheme can be stated briefly as being inclusion among
the least developed, landlocked or island ACP countries referred to in
Article 24 of the Convention (application of 2.5 % dependence and fluctuation
thresholds as provided for in Article 17 (2)), in view of the country's

lovel of development and its particular problems in consequence of its

Provisional address: Rue de s Lot 200, B-1049 Brmspu = Telephone 735 00 40/73580 40 ~ Telographic sddrms: “COMEUR Drussets” —
Tetex: ''21877 COMEU 8"
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igland character and its poor internal transport infrastructure,

3.2, Pousition of the Commicsion

Information to hand indicates that the products in respeét of

which Papua New Guineoa might be eligible for Stabex intervention azre :

L~ COCOR beang

- copra
-~ coffee

- Limbor.

The counlry also exporie tem; palm kernels, palm oil, coconuis and

peanuts, bul in the recent past none of these have acoounted for 2.5 % or

~more of total export earnings.

In view of insular character of the couniry, tho 2.5 % dependence

gnd fluctuation thresholds would apply automatically to Papua Now Guinca.

4. Title IV of the Convention (financial and technical coeperation)

As concerns financial and technical cooperation it must be borne
in mind that Papua New Guinea must not be treated differently from the
other ACP countries as to form and conglstency of aid.

With regards to the eventual inclusion of Papua New Guinca among
the loasi developed ACP States referred 4o im Article 48 {tho Conmission
considers thai, though favourable arguments could bo put forward in io
favour, this is not justified, in view of the income per capita and the
potential resources of this couantry.

5e Title III
Title V No pariicular probvleus
Title VI
Title VII
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ANNEX 3 -

Papua New Guinea

1. INTRODUCTION

Papua New Guinea comprises the eastern half of the island of New
Guinea, the Bismarck Archipelago (New Britain and New Ireland being the largest
islands), two islands of the Salomon Group (Buka and Bougainville) and the

Trobriand, Woodlark and Louiside islands,

It has a land area of 178,000 sq. miles (460,842 8¢, km) and a population
of 2,75 million (June 1975 est). As in 1971 Papua New Guinea had an indigenous
population of 2,4 m8 the average increase has been of the order of 2,7 % per annum.

The population is durded into 300 ethnic groups speaking 700 languages,

The nén-indigenous population, mostly Australian expatriates which had

totalled 55.000 at end of July 1971, decreased to about 39.000 at end June 1975,

Urban pobulation increased from 232.000 in 1971 to 333.000 in 1975, & rise
of 44 %. This incérease has been partly caused by the widening differential

between minimum wages on the urban and rural areas.

It is estimated that the total work force in the monetary sector, inclu-
ding expatriates fell slightly from 338.000 in 1971 to 33I.000 in 1974 .

Until 1971 the labour surplus resulting from urbvanisation was absorbed
into the work force ; since their rapid employment growih haa creaged, due partly
to the withdrawal of Australian Capital which accompanied the Australian migration,

Theeconomy which had developed as a result of foreign investucnt (mainly
Australian) in agriculture, mining and to a much lesser extent industry, has relied
on the provision of skills from ocutside. At the higher levels of skills, the com=
position of the work force is still heavily biased towards expat riates, with

Papua New-Guineans generally ocoupying the semi skilled and unckilled positions.

However, expanding school and training facilities are supp;ying more
Papua New Quineans qualified for higher level jobs and also Britons, New Zealanders,
Flllppinos are replacing Australian expatriates in some of the professional po=-

sitions.

e
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As the number of school leavers beglns to rise and the differeniial
betweon urban and rural wages widen the proklem of unerployment is likely

10 become more serlious.

Migration to the towns is imposing heavy sirains on exisiing urban
facilities, especially housing, and the concentration of migranis in cthnic
settlements within the towms has accentuate +the problem of law and order.
There has been a considerable increase in crime and drunkenness which has
severely strained the resources of the suthoritles. Expenditures on the

police force has been increased by almost 50 % in each of the past two years.

II. ECONOMIC STRUCTURE

The major characteristics are the dominant role played by Bougainvilles
experts of copper in the balance of payments and the large share taken by
Australian &id in financing public sector expendiiures sales of copper abroad

.acoount for about 60 % of total merchandise exports, while importa‘are relatively
sﬁall, consisiing mainly of replacement machines, petroleum and vehicles, The
mine gives employment to 3.250 indigenous workers, but its direct income and
employment effectson other sectors are marginmal ; 1ts major contribution consisting
in the payment of company taxe, royalties and dividends to the central government,

since a subsiantial part of the profit earned is repatriated abroad.

The copper deposits on Bougainville Island are mined by the Bougainville
Copper LTD (BCL) ; 53,6 % of which is owned by Conzinc Rio Tinto of Australia,
with {the Papua New Guinea Goverament taking a 20 % share of the equity. The
remainder of the equity is held by individualas and corporationa, both in Papua
New Quinea and overseas.
Commercial production of copper commenced on Ist April 1972. The mine now pro-
duces about 170.000 MT of coppermetal ecquivalent annually, The entire production
is exported ix the form of conceﬁtratcs a8 there are mno swmelting facilities in
Papua New Quinea. The value of copper exports in 1973/74 amounted to X 3I6 m ;
69 % of total merchandise exports, However prices for copper wircear which had
risen o a peek of K 2,15 per kg in April 1974, doclined to K 0,88 in June 1974.
Overall the value of copper exports declined by 25 %, and tho contriduiion of the
Bougzinville sector to GDP was reduced to about 20 % as against more than 30 %
in 1973/74. The copper is marketed under long-term sales coatracts with five
countries : Japan, West Uermany, Spain, Mexico and Yugoslavia (the Yugoslav and

Nexican contracts are due to expire shortly).
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Exports, mainly plantation ocrops, copra, cocoa and coffeo were generally
successful in 1974/75 but this was not sufficient to offset either the decline

in copper exports or the increase in imports. . ' .

Copra -
Papua New Guina is tho second largest exporter of copra in the world, though it 13

only the sixth largest producer in Asia,

All coconut products are exported as copra, except 25.000 tons of coconut oil

and 15.000 tons of coconut meal, that are exported from Rabaul. Record prices for
copra during the first half of 1974 led 1o a substantial accumulation of fund,

but with the decline of world prices, the Government stepped in with a K 50 per
ton subvention, and in March 1975 wawed the collection of export tax on copra

and coconut products,.

Coffes

WOrld'pfibés fell less sharply in 1974/75 than those of other primary commoditles, .

and PapﬁaUNewhcuinea exports rose by 13 % in volume and 16 % in value. ?apua ;
.‘Néﬁ Guinea'éubscribes %0 the International Coffee Agrsement., Price expectations

are favourable for the next two years and export earnings are expected to increase.

4

Cocoa

Output rose sharply in 1974/75, despite & drop in prices in the middle of 1975
and the.Value of cocoa exports reached K 40.3 m, 72 % above 1973/74 levels,

A Cocoa Industry Board was established im 1975 for the purpose of setting up
a stabilisation fund,

Rubber
The industry remained depressed throughout 1974/75 and exporta in that year fell
short of previous year's total by 28 %.

Tinber

Exports also declined, reflecting lower demand abroad, especially in Japan,

Manufacturing

This sector is small in Papua New Guinea consisiing mainly of enterprises produ-
‘cing beer, cigarettes, carbonated beverages and yubber shoes. Output of these
items have increased recently %hough manufacturing firms suffer from the size of *.
local market, which is effectively resiricted by transport difficulties to the
particular enclave in which the enterprise is located. Furthermore it has

proved difficult to {frain and maintain an indigenous labour force. These diffi-

cultios combined with the sharp increases in wages and material costs as well as
the uncertainty concerning govermment plans regarding invesiment in industirial
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underiakings bave inhibited new investment,

Trade Agreements

Papua New Guinea and Ausiralia signed a Memoradum of Understanding on Trade and
Commercial Arrangements in December 1973 to preserve the existing special and
general tariff treatment and other existing arrangemonis during the self-

govermment period. This agreement has recently been extended pending the
conclusion of 2 long term agreement,

When the U.X. joined the EEC, it was agreed that teriff preference to which
Papua New Guinea was eligible would be maintained wntil 1977,

Gonclusions

Papua New Guines has 2 considerable potential for economic growth, especially

in agriculture where only 2 % of the lind area in under cultivation. The soil is
fertile, rainfall ample and most tropical products can Ve grown readily.

I more land is to be brought into cultivation; changes will have to be made in
thefsystem of landt¥enure. Distribution of food within the country is a major
problem ; the main pProducing areas in the Highlands having no outlet to Papua

and Port Moresby., The econony cannot achieve its potential until interval
communications are greatly improved and extended,
PNG's mineral resources have not yet been fully explored, but it is clear that

they are extensive, There are extensive timber resources both on the mainland and
in the islands, Exploration of mineral wealth began only recently and in addi-
tion to the discovery of large copper deposits in Bougainvilla, important deposits

have been discovered in the western part of the mainland, where 3 majbr ventures

are being considered. O0il and gas exploration is also under way both onshore and
offshore, though no commercially viable ficlds have yet been found, Several hydro-

electric projects have been undertaken on the numerous large rivers of the maine

land, which when completed would be more than sufficient to meet energy require-

ments for the foreseeable future. The éxploita%ion of these resources will,
however, require largabamounms of capital and a great deal of technmical expertise,
Hitherto, Papua New Guinea has relied on Australian aid and investment, Australian
peérsonnel and technical expertise. The econony made up of a series of enclaves
hag developed a cost struciure and conswmption patterns'similar 10 those of
Australia - characterised by & high propensity to import, vulnerability to
inflation abroad and concentration of investment in the extractive industrieas,

R
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Kanagement‘gnd development of such an economy, difficult in any circumstanco:,
is made more difficult after independence because popular‘aspirations have bveen
raised, while domestic administrative arrangewments are still in a state of
transition and the international economic environment has become less favourabie,
The fall in commodity prices, especially copper has entailed a substantial loss
of foreign exchange receiptis. The budget out—turn will depend for some years

to come on the flow of Australian aid and medium—term arrangements for Austraiis
aid are being discussced between the two Governments. If the development poten~
tial of the couniry is to be fulfilled, ihe main objeotive of the governmont
should be to balance its budget, especially if world recession continues by

implementing policies for economic diversification, import substitution and
self-help.
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ANNEX 2
Pepua New (uinse LAALU RS-

Basioc Data

Area and Population

178.0C0 sq.Miles (460,842 sg. =

Area

Population {end June 1975) 2,75 million

Anmual rate of population increase 247 %

Population densliy .15/sq.m

NMoneiary scctor work force (1974) 331,529 *

# including expatristes)
Honatary se?to? work force as % of 12 %
population

¥ein Towns : Port Moresby (the Capital) pop. (1971) 76,507
Lae (New Guinea) " " 38,706
Rabaul (New Britain) " " 26,518
Goroka (New Guinea) " w 12,066
Arawa & Kieta (Bougainville) * " 14,431

-Currg&gg
PAY ovn currency introduced on 19 April 1975
the Kina : 1 Australian dollar
toca ¢ 1 Australian cent

US 8 1.25 (Jan. 76)
SDR 1.12 (1974/75)

Gross donestic Product (million Kinas)

1971 1972 1973 1974 1975

Excaange rate ¢ 1K
' 1K

. eo

GIP -~ Market Component 483.1  495.0 621.0 841.8 -
Non-market Component 138.6  150.5 165.2 162.0 -
P ~ Current market prices 621.7 645.5 786.2 1003.8 996.8

Gross National Product

GIP per capiia (1973) SDR 290 410 US g

. B, Pergaps 60 % of the population live within the subsistence gector, where
product; if measured in terms of prices ruling elsewhere in S.ET, Asia may not
exceed A $ 70-80 per capitae

Qutstanding Public Debt (millions K)

Total de?ﬁ 92.9 136.1 169.7 213.6 269.8
External debt | 56.3 96,7 127.7 165.6  211.4
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Debt service Payments
Interest and Repaymenmts (K) 3¢ ' - 8.4 8.3
Intercot and amortisation as %

of Revenues 1.3 9.8
Central Government Finance (mil, K)

1971 1972

Revenue 1442 85.1
Foreign Grants i01.8 - 108.2
Total revenus 176.0 193.3
Total Bxpenditure 20447 233.8
Overall deficit (=) - - 28,7 =~ 40.5
Balance of payments (mil. K)
BExports 86.4 109.5
Izports 328,3 323,2
Trade balance . - 241.9 ~ 213.7

¢

}

134

14.4

2973
93.3
121.8
215.1
250.4
= 3543

267.9
2437
24.2

AT AT

11.4
8.3

1974
136.7
152.3
289.0
307.5

- 18.5

561.1

274.1
286.9

—/7_

460.4
406, 1
54.3






