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A L L - I N- N O T E

'E: 03-Sep-1991 12:17pm

TO: Michael Ruddy ( MICHAEL RUDDY

FROM: Ernest Stern, FINSV ( ERNEST STERN )

EXT.: 82004

SUBJECT: Payroll Statements

Mike -

We are in the new FY now. How long will it take before we can
manage to shrink the individual payroll statements?



The World Bank

ERNEST STERN
Senior Vice President
Finance

7/3
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The World Bank/IFC/MIGA
0 F F I C E M E M O R A N D U M

"TE: September 2, 1991 05:06am

,0: Donald C. Roth ( DONALD ROTH )

FROM: Nobuaki Kemmochi, TOK ( NOBUAKI KEMMOCHI )

EXT.:

SUBJECT: Nomura/Nikko

1. Today, I have visited both Mr. Tonomura of Nomura and Mr.
Nakanishi of Nikko respectively and have informed them of the
Bank's actions against them.

2. After questioning reasons behind the action, possibility
of restoring relations, publicity, etc., both of them have come
to well understand the reasons for the Bank's actions and have
expressed their firm determination to take necessary steps to
avoid a recurrence of the previous events and to refurbish their
image.

3. I have recommended them to take quick action to explain
the present situation to the Bank (both Washington and the Tokyo
Office), even if the attempt to petition the Bank to revere its
position should not be made in advance of the Annual Meetings.

4. Finally, they expressed their appreciation for my visit
and clear explanation of the Bank's actions.

Best regards
Nobuaki Kemmochi

CC: Ernest Stern C ERNEST STERN
CC: Kenneth Lay ( KENNETH LAY )
CC: Peter Horvath ( PETER HORVATH



The World Bank
1818 H Street, NW
Washington, D.C. 20433, U.SA.

With the compliments of
Ernest Stern
Senior Vice President
Finance

Ix- IL cU :tp-c
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5. THE %UALITY CHALLENGE: IMPLEMENTATION

"Semewhme between kislory and thecry stands the use of
examples and madels in stimuiste creative and necessarily
idiowylratic responses by people solving specific pmblems."

-Robert Kligawd

HIGHUGHTS: Strategy Is not Implemuntatiao. Adequate quaty standards for technicami sitance require
the generation of adequate country commitment, the use of more huovative TA delivery modes, and the
Increased partelpetlow of recipient Institutions In the design and esecutio. of TA projects. Bank Internal
management of TA processes should also be strengthemed. In particular, procedures for appraisal
documentation, review and smomitoring of TA projects and components should be tightened. Resident missdnos
should be given reater responsiblity for TA aid coordination and monitorIng. Finally, formal Bankwide
networks should be set up to enhance Institutional development work and technical assistance management.

5.1 This section deals with the processes required to enhance the quality of TA funded or
administered by the Bank. Be to , factors affecting the ualiy of Bank rhnienL
assistance include issueso ount commi ad rptive capacity, appropriateness of design,
clarity of objectives, terms o performance indicators, skills and country knowledge of
consultants, and adequacy of supervision of TA components (Box 5.1). There are examples of high
quality performance but technical assistance schemes are frequently not prepared with the same
professional rigor as the investment and policy components of projects. They should be. Guidance
exists for good programming and monitoring of technical assistance but, NO W 'i'eenewe
a comply consistently with more than the letter of such requirements

Country Commitment ~

5.2 Notwithstanding the excellence of many aid programs, one of the main complaints of
developing country officials about external TA in general is that it is "supply-driven," and that
borrowers accept TA to which they are not committed simply in order to secure the funding with
which it is associated. Political considerations, trade promotion objectives, pressures of advocacy
groups and bureaucratic imperatives are seen to provide the driving force behind "supply-driven"
TA. Discussions with Executive Directors substantiate these perceptions.

5.3 On the other hand, Bank staff and staff of other aid agencies are genuinely concerned
about nding where country institutions are too weak to carry out the projects. There may be
differe s in assessment of institutional capacity between the potential borrower and the aid agency
staff, or ere may be some agreement on the weaknesses but disagreement on the solutions. In the
end, the esire to complete the arrangements for financial assistance is usually strong enough on
both side to lead to the inclusion of TA components between the negotiating parties. This is not
the same, wever, as a despy - commitment to institutional change on the part of the
country en 'ty involved.

~S
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Box 51: What Can th Sank De te IS prvuw ID Effacivmuen?

In a draft CECPS p an the Bank's work on institutional development in sectiors, the anthors
suggest seven - i for sharpening the focus, quality and relevauce of ID work in secr in lending
OPerAtinua

- Strangthen the diffuion of best practices by docunenting approaches that have worked (TD
might do this, with PRE suppor) and sharing hme in semiars and through an easily
accesible database that is regularly updated.

" Support expanded upstream ID work in selected countries; match projects with overall sector
ID strategy to facilite consisency and aequencing of actions.

- Underiake periodic institutional assssents in secors to develop an orgatizntionl memory
within the Bank. to support sector lending preparation and to underpin donor coordination
efforts. Assessments would look at: agencies relevant to the sectar, their linkages, functions,
strengths and weaknesses, the legal and regulatory framework governing them, the
organizatinal incentives and agencies' capacity to perform their functions.

- Check out feasibility and absorptive capacity of entities for project ID, especially where
multiple donors are assisting the same entity, to minimize risk of over-ambitious designs.

- Make the mid-term review of projects a Bankwide practice for projects dealing with complex
ID reforms, and follow with redesign of projects if app ria I

" Promote multiple approaches and instruments to support complex ID reforms: where Bank
influence is weak, use ESW and policy dialogue to discus long team ID issues; where
leverage is stronger, lending with benchmarks for reform can be used.

- Establish mechanisms for managerial review of project outcomes, to emphasize the importance
of sustainable results of lending once projects are completed.

5.4 Govenunent commitment has been established as a prerequisite of TA success in many
Bank (especially OED) repots. However, there is little analysis of the determinants of commitment
(felt need, coherence of views within government, competence, etc.) and few evaluations identify
the practices which would help ensure that only "desired" TA is included in development projects.
However, available evidence suggests that establishing adequate recipient motivation for TA
implementation is best achieved in the early stages of project design (project identification and X
preparation). In most cases of successful ID TA, the key has been a collaborative definition of the
problem and the type of intervention needed (the Indonesia evaluation of TA projects details this
link). Ownership of TA design has sometimes been achieved through "process consulting," whereby
Bank staff (or Bank-employed consultants with appropriate skills) facilitate the definition by
developing country officials of their own institutional needs and TA approaches (as well as other
forms of assistance) to address these needs (Box 5.2).

5.5 Even with the strongest commitment to institutional development, developing countries ch,
may still lack an ability to absorb the advisory services and training they need. This is a capacity,
rather than a commitment, issue. An excerpt from a Project Completion Report for a Bank-
supported health project in a Middle-Eastern country summarizes what happens when TA project
design overestimates executing agency potential:

C-; ~C-
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Bar 5.2: Process Cansuitg in Burktal Fe

Wie. be Governme of Burkita Faso ulkd de World Bank to must it in the parmok
of a Nabsral Envkwmeaml Action Pla (NEAP), - oppormiy e to put into actsm a pacipsry
method of helpM a comay.

The first ep was to work with the Bhitmbb to orgaone a National Worlkshop on tc
Envimames, which was acabdmasd by tree local cnaWdam who Iwepwrd repoits on tie naual
social and insmiamuil einvuauins. As a result of the heds-off appwoach, putwcipsnts came up with
the idea tat the environmetal pect of pwojec Aouid be aeessed before emberking upon tim.
They also iantified several areas whew audies were imedtd

Wih she help of Bank staff, I of "reae for the Sudies were developed and financing
for the papurhion of the NEAP wsaged. After local studies w- done, dhe Bank, in respomn on
a governme SqoIs, ainged for conmuao to review mmd evals thm in coiabaration with pubic
officials and private sector groups. Out of this came the dat NEA. The next phase was to organize
a National Serier on she NEAP, involving all inresed mzistries, official agencies, public enterprises,
teaching itimm NGOs and jounalist. The seminer psricis dabamd a wide range of topics, and
at the end, eah inrvention was adopted or rejected by the participants, which tius empowered dfe
Buakinabe NBAP team to revise the NEAP and, most importaw to send it to Cabinet for adopalon.

In practical terns, the NEA? could have been done faster and cheaper. But if de product is
to be a proces, embraced by the local prtciput, tat has a real chase of being adopted and
eventally leading to improved environmental management, then die choice is dear. The Bank must
have she paienc to work with clients to identify what needs to be done, rasher than tell people what to
do and how to do it

0

"..Ae arrival of 17 advisors at the Minisry's offices.virnally at the same time
ovenvhebned the Minisy's ability so provide space, service and to assign qualifed
counterparts in a simely manner;.ahe lack of a technical assinace team leader and of Minimoy
management experience in technical assistance made expert unable to identfy their roles, with s
many (9 of 17) finding little to do and a few having to delay their work for several months ftker
arrival; ... all but three advisors 14ft before their counterparts were fulty trained on the job or
had reaurned from external training."

5.6 To address this kind of issue, Bat evaluations of TA regularly call for a realistic
assessment of a country's or entity's ability to make use of advisory services and training. Where
assistance is aimed at institution building (rather than strictly substitute TA), the absence of such an
assessment is a fis step on the road to failue. Without adequate analysis regarding the
institutional aspects of adjustment programs and development investments (and particularly of the
general civil service framework in which national institutions function), only the most seasoned and
skilled staff are likely to be able to carry out an adequate appraisal of the capacity of the
institutions concerned to undertake the operation, along with any TA component or free standing
TA "add ons." PRE's recent review t of how a sample of Bank appraisal reports handled
institutional aspects of the operations found that only 44% had good treatment of ID issues, 24%
were adequate and 32% were weak. Most of the latter were SALs and SECALs, precisely the type
of operations that aim - nc mem Even the tree-stninI
technical assistance among s sample y treated ID issues satisfactorily half of the time,

1. Gray eL. aL "isimuld Devwapmnt Wor in the Ba." WPS 437, Sume 199L See also Samel PauL "Innnuaiana
D lapqmt = Weld ak Prjeat" WPS 392. ApdiS 1990.

L <~~ C) CS &5 e1-& -c
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Country Pardpad.

5.7 Involving TA users in the definition of their needs and sources of TA supply is one
important way of eliciting ownership of TA objectives. The Bank does not yet do this very
consistently. There are exceptionally participatory projects in a variety of sectors that have been
prepared withinthe dBak's procedural and resource framework (which we being studied for thei
lessons by the ongoing PRPJPS Participation Leaning Group). The quality and
such activities has been shown to increase in line with the involvement o benefici Ths is a
reflection of Albeft Hiruchman's concept of "voice" leading to "loyalty." When %AM
can influence the quality and focus of the product or service they are a (i. . have voice), C'
they are more likely to be committed to that product (ie. show loyalty) tative procesmes
require quality time during project preparation and supervision (though it is not yet established how
much this means in additional staff resources). Training staff (or retaining consultants) to use
facilitating skills in upstream interactions with borrowerasusers should also contribute to eliciting
more country involvement in project design and monitoring.

5.8 At the same time, if consumers/users have "exit" mechanisms, that is, if they can turn
to other sources when unhappy with the quality of the product, the suppliers are more likely to be L

sensitive and responsive to user-defined demands. By making the TA market work, the Bank can
enhance the "exit" mechanisms and encourage quality of TA supply. This market shaping role _
requires a systematic and consistent approach to Bank interactions with consulting firms and other - e rentities delivering technical assistance to developing countries. It also calls for the maintenance of
reliable and up-to-date information about consultants performance and costs, a traditional and e
important COD role.

5.9 There are two schools of thought as to whether "priced" TA induces interest and
ownership on the part of developing countries. One hypothesis holds that commitment is likely to
be higher for assistance for which governments must pay, as with loan-funded TA. The other

pnts out that the mot*nfroaUI . nterndp
intesL ad tus wll b reInterviews with Bank staff suggest

t ive more a agreement on substance and delivery mechanisms arising from
ve process (and "equ partnership" attitudes) as well as clear responsibility and

j accountability for execution of TA-however funded. In practice, as comments from users
responding to the field also confirm, the Bank remains y associaf with the
procurement of loan-funded TA Thus, to combine oversigt -

t activities with the long-term inte of commitment and capacity is a major challenge for
Bank operational managers, w r the method of funding.

Local Consultancy Industries '"-'ai-r. . s

5.10 The use of local consultants andlocal consulting firms is an;V way of strengthening ?
rin e involving recipient country nationals and building domestic capacity. This is allowed

y Bank procurement procedures (guidelines permit limited consideration of cost factors in the uL
selection of consultants), and use of local consultants has increased. They accounted for 24-28% of \oe
dollars disbursed on consultants over the past three years. Often, the constraints to developing a
strong, capable local consulting profession lie in the lack of a business-like environment in the
countries. Where government policies do not promote competition or contracting from the private
sector (as when the public sector keeps much expertise in-house), small, new consultant firms have e
trouble finding work. Where a few large firms, well-connected to the public sector, predominate, k coxaab
the discipline that competition can offer in terms of objective selection, incentives for good s cAk AL 4? .l

Vt4y. 'o 4_

1. Hirschman, Albet. 1970. Exit, Voice and Loyaky. Yale Univerity Pmss. 6

VAPE S -- - .. k &'
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performance Alow price ish Furthermore, Bank policies for costing projects and for
justifying lol MMaNn still provide. for consultant procurement in favor of expazijates, whose
(foreign exchange) cost may be several times that of equivalent local consultants. The hiring of
local firms can also in many cirumnstances offer "appropriate technology" in a cost-effective manner
(Chile's Public Sector Management Technical Assistance project substantiata this). Therefore, the
Baik should woak with interested goverments to delibermely develop local consultant capacity, to
achieve both the capacity-biitding and cost-effectiveness objectives (Box 5.3). Such a strategy
should include: defining a regulatory framework that would promote business-like selection of
competent local firms, building a good data base on domestic consultant capacity, including country
knowledge in the selection criteria, and (following the practice of regional banks, such as the
InterAmerican Development Bank) anticipating that a portion of the consultant share of project TA
components in Bank loans will be contracted locally where an adequate number of qualified local
firms exist, through joint ventures if local firms do not qualify on their own.

TA Design and Supervision

5.11 TA projects tend to be approved at a much earlier stage in the project cycle than
regular operations. Preparation of TA components is frequently done with less rigor than the rest
of the project components, and no appraisal report is required for free standing TALs, and therefore
one is not usually available. The 70 or so respondents to the TARTF field questionnaire generally
endorse the quality of Bank TA project/component design. But they raise issues about consultation
with borrowers and about implementation. Internal Bank evaluations have documented design
issues fairly thoroughly. In addition to the gaps in Bank institutional analysis as a prerequisite to
broader organizational or regulatory reform objectives, there are several areas where the Bank's
internal procedures fall short in inducing quality TA. The Terms of Reference for studies or
advisors, though formally required prior to negotiations, are frequently inadequate in terms of
verifiable performance indicators. Even though flexibility is needed during TA project
implementation to respond to new opportunities or unanticipated constraints, this should not be an
excuse to avoid setting monitorable progress indicators from the outset. The field questionnaire
respondents identify the selection for consultants and the ability of consultant and counterpart staff
to work together as problem areas. Long-term expatriate advisors remain a common delivery mode
in spite of their uneven performance and the preference of ID experts for a more flexible approach
(e.g. short-term, task-specific advisors, twinning, contracting of NGOs, study visits and other
innovative modes) to increase the opportunities for sharing best practices from elsewhere. Revised
guidelines for the preparation, appraisal and supervision of TALs (and of components) should be
enacted. To this end, a comprehensive revision of the operational directive (OMS 4.00) on
technical assistance should be put in hand.

5.12 Given the approach described above, the costs of processing of free-standing TA
projects are dramatically lower than those of any other sector, confirming the existence of a "benign
neglect" syndrome. (Unfortunately, no separate time-recording for preparation of TA components
takes place.) The project completion coefficient (cost of bringing a loan to approval) is 50-66 SWs
for TALs compared to the Bankwide average of 116 SWs on average. Although a few TA
operations (6 out of 37) during FY88-91 required significantly more staff time to prepare than the
average project, 8 others are recorded as requiring only 15 SW or less. The latter may be
attributed to the fact that some of these were "spun off" of more complex projects at the last
minute, and thus their preparation work was probably recorded against the parallel project. If the
administrative cost per dollar of commitments is considered though, TA loans (given their small
size) are high cost so that excessive concern with lending volumes by some managers may help
explain the limited staff resources allocated to TA projects.

4-~4
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Box 53: D"whpig *. Lecal COmamK W Pug iAMsie

-he domesie coashg pmosss in developing comums has pom *rmaiucally in the Ist
two decades. But its forth.r pugsm *qpm an - ipaing its perbinusce. This reguis a
supportive virumm for quality vmk pdnien of compw Ma Ma, flaM d .WAsW
aid propoaal-widag exprires to cnmpemae amcbmice axpte cm.

Piine fm dmestic coudimalcy fims. usually in the engineering and mchitsecore priessinms
developed bough psic scm arpies in die ckulam of developing conies, and did mm of
thir work for Ut public seen (which .aoun for the-qufurs of deand for such services in dicse
countries), withas the dicipine of comnpekian Pnfutinsl socmes and smocins of cosultants

re genially wetk. Wh comakent firmms abesmbel d in the private sector, especialy in countries
with wel developed ehcaoim symmm a gp a!r dgse, of cmnipus has developed, e.g Latin
America. In tmese cass m s have begumepwung Mei servks - wel. Insactlon ot
domestic cmieaft with inm amdelnWpem -gucim mad wit f-dg fams t-mo joift
ventw= or fmp firum cn-umting of local profesinals has belped to inprove he qumnty of locil
rms. (Such itasctions thumiwes -n an effective form ot technoay and Aills flna.)
Govername policies which re - arkes.oriead and ecn ra ws i t sefcaolog from abrad is a key
factor in generating competenc within the local cnuling prMiesan

Supporting the developmem of quality local commUting firms can have importat benefits for
development asmsimnce effectiveness. For certain kinds of conmting (e.g. remins enginne jg, the
quality of dhe resuting prohdu may be very sim.ar and the cost a fraction of a foreign firm's cost. In
other aas (e.g. for snail or dispersed pjojects), foreign rus may =inply not be re d an n saiD
other cases (e.g. local surveys), dnmestic fir may be the aspeior choi in trrms of language skills
and cukural smasivistes. Despim thewe bmenetand examns oudief" domestic consuiting
professions by various aid agencies, few prmaps to develop the local$pGauO.sas ae under way. In
fact, aid agency practices. just as gammas practices, ofteand in tie way of promoting
development of quality in the ocal counmlting profession.

To buid a local consting pofession that is compesm and ethical, governhefts must uMaiy
be involved, since, except for large and saccemsu eonmie the bulk of the conling work is still
generated by ie public scer. Wilingnmenso bire priv firm rather dm amainmin in-house capacity,
transpatn and objective selection proesses. which demand rmetanolae quality as well as reasonable
price, encouragement of joint veanu or othr afftdiatiws with foreign fins and prompt payment for
services rendeed -n bmic demmem of a mapponing govamme policy kamae'ok. Ptocuema and
costing practices of aid agencies financing deeiopme project alms need to support thie clearents,
and certainly nor sand in the way of awing qmulifled local firms, e.g. through tied prvcumuent.

The World Bank. in this context, can do more than it is currendy doing to enouiage
governments to design and carry out a local ensuhnt profession development pWqUU Just a few
examples exist of a comprehensive effirt to work with a govvaent and a local conmUting profession
to develop the later. Analysis of the espmcity and organirion of the local aina profession, and
the constraints to its developmenm such as the regulatory enviromnent or predominane of public secor
consultants, could be carried out to assist counies in formunating such progms. Technical asiane
needs coul then be identified to improve local frms' managament and marketing techniques, promote
professional associations and encourage financing of such service oriented firmns.

. Kim., . and w. Bas. --n" Dan..ic Canshima Pec.ic..: A Suasg kw Devwlpmaw." Muds 1. 1991.
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5.13 Aldm the Bank undetaus sidles regarding the insiwtiana aspects of its
invesleut pro th,' t Impact of IDTA (or any TA) funded through loan coponsnts is not
sysematicaly monbkued Supervision reports provide the vehicle for detailing atcesa or problems
with such TA compmnes, but such reports egnilady under-s TA compouaus (as confirmed by
a TARTF review of Form 59(k). Supervision of UNDP-lnded TA is limited to adminlsuative
conces. Assesmest of lpna un)saablMty is lm. qftup (exepins are tlarge ESMAP
and Water and Santation collaborative pograms). Bank supervision of the impact of other
trust-funded teuhneal. assistance is also unsynmade. Although ream advances have been made in
improving qpmval and accuning of nsu-mded activities, the progranming and performtne
evaluation of such work is stil ad hoc.

5.14 With regard to supervision. the 1990 ARIS reports that tehnical assistance operations
received abot a staffweek less during FYSE-90 on average for supervision than the Bankwide
coeflcient. There was regional variatin. In Asia, where TA projess are relatively straigbtfrward
preinvestment operafions. TAL supervision coeficlents were considerably lower than average, while
in LAC, they were 3 SWs higher per project. These figures do not necessarily contradict the
hypothesis that soe complex IDTA operations are (or ought to be) more staff-inSensive; they
merely document te resources that manages are providing to TALs on average. Much more
rigorous quality assurance appears niedd with respect to TA supervision. This could be referred
to Project Advisors and Senior Operations Advisors in the regions.

Organizing for TA

5.15 Litte can be gained by insisting on country capacity to define ID objectives and absorb
TA when the Bank' own capaci is limited. The four Regions have approached TAD
management in strikn y erect ways: rtv

(a) Africa has an ID division in the Technical Department (TD) and a TA/UNDP section
there - well. The former covers both public administration and public enterprise areas
(except for strictly sectoral public enterprises), along with private institutional issues and
emerging themes such as governance and participation. Staffing is mostly with ID
generalists. Some Country Departments (CDs) also have ID generalists. Africa Region
has organized a thematic tea on ILVTA issue essenially a network of practitioners
who can work together to address common Issues (including undertaring specific cross-
cuttng studies).

(b) Asia has no ID or PSM division, preferring to let CDs focus on public setor
management as needed; there is networking among the ID generalists in the Region.
organized by the TD. A TA unit exists in the TD, which offers management support to
CDs in the form of procurement and TA design assistance, largely for UNDP projects,
and occasionally project management.

(c) LAC, like Africa. has an ID/PSM division in the TD, though its responsibility is more
circumscribed, covering core public agency work but excluding work on public
enterprises. LACs division goes farther than others in assuming task management for
free-standing PSMIrALs. This division is staffed with specialists (tax, financial
management, public administration). consistent with the region's stage of institutional
development.

I. See CECP' "The Baik's Wake Inenifhmal= Develpm in Seam: Earging Tasi. ad iaBaMp c nundy in drA.
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(d) EMENA has the least crgunkmkat focus for IVTA ilsse, with no TD expertise. The
special purpose unk Ihr mIbersSbl TA was moved fom the TD to the CD that deals
with oil surplus counties. EMENA has dais had to draw heavily on PRE and LEG
restes for specializd assistance for the merging ID agenda (at the expense of leas
PRE and LEG anera to other mgions). In view of the complex and urgent HMPSM
ishumit Eastern nupp; the Region is likely to be paniculady vuirsie to falh
short ha meeting member couny needs aim he orgartial issues ae adduemsei.

5.16 Thena variations am meled to Regional managment suanomy ha dealing with musy
issues. Yet, the diffmt appmaehes ae not y explined by relevant rIpames to difkamias d
institutional anteIa, stages of development t4ss of issues. Systemic intitutional problems am
mom widespread in Afica, but not absent elsewhet The role of the State is rapidly evolving in
all Regions, and most countries can be expected to need asistance to adapt and transforn.
Without being rigid (Le. allowing for regional fleIbNty), a mo systematic: Bkwide approach to
TA and ID issues seem called for. Accountability for providing profesional support for TA/ID
work, for monitoring TA/ID performance and for quality assurance should be strengthened. us

5.17 One specific organizational approach to euacing the quality of ID analysis, project
design, supervision and TA coordInatIon is to enlarge the role that field missions play in these -
steps. For countries where TA activities represent an important share of the Bank's work, field
staff are already relating regularly to government institunions and to other aid agencies, and will *
usually have a good basic knowledge of local capacity and donor interests. These strengths should
be captured by drawing the residet missions more into the consultative process of TA needs
assessment, project preparation and supervision. Furthennore, they may be particularly suited to
work with countries in developing a strategy for promoting the local consulting profession. Each
country situation will differ; such a role in TA could mean adding staff to resident missions, 4
training those already them, or limiting involvement to areas field staff could best address. c

5.18 Aside from regional organizational issues, there are several Bankwide ones. To address
the issues raised in this report and monitor the evolving TA activity in the Bank, existing "TA
networks" should be mobilized and the COD apex organization for TA strengthened under the
oversight of the Bankwide Technicai Assistance Advisory Committee. PREs approach has been an
informal division of labor, locating cross-sectoral publc sector management and private sector
development expertise in a division (CECPS) in its Ecnomics Vice-Presidency, and attention to
sectoral ID issues in the Sector Policy and Research Vlc-Presdmncy (PRS). In effect, PRS'
coverage of sectoral ID issues has not been systematic or contining, although Environment, Water
Supply, Transportation and Education units have produced some ID work. CECPS undertakes its
responsibility for broad ID issues through periodic worksbops bringing together staff involved in ID
work, for which background papers we prepared and discussed. In its PSM work, CECPS has
deliberately chosen to be selective, focussing on public expenditure management, civil service
reform and public enterprise teform, in addition to private sector issues. PRE should revisit this
informal arrangement, to assure that it meets Bankwide needs, while assuring that some Regions'
dependency on CECPS does not divert the intellectual input PRE normally would make to other /-T
Regions. One option is to set up in CEC, or possibly PRS, a unit to concentrate on broad
institutional development issues, provide policy and research leadership, deliver cross support to/
Regions in ID strategy design and disseminate best practice.

5.19 The Legal Department reflects another organizational area where work demands have Wt-e
grown phenomenally. Significantly increased attention to regulatory reform in country adjustment \
programs has involved Bank lawyers in direct technical assistance, lending preparation and
supervision and in aid coordination, far beyond the Legal Department's traditional role of advising o -
Bank staff. Major TA coordination efforts (Poland) and legal ID TA work (Laos. Guinea, Bulgaria, t
Angola) have generated distinct demands on legal staff. Such work will undoubtedly continue to

5 "-



-40-

grow but shold be pragrammed and budgerd as part of the confty assistance Manacn
requiresnents, and handled explicitly as cross-support, just as PRE has been doing.

5.20 Finaly, finamcial technical assistance has been the subject of a prior task force. CFS,
PRE and FINCOM are all sources of financial TA and a need for more systematic and coherent
approach to :ales i iseeng soh TA was idandfied. The re::mIem dln of the financial TA
task force to integrate such TA services into the country assistance management framework is
important and consistent with the findings of TARTF (Box 5.4).

5.21 Compared to 12 years ago, when the Bank's experts in insIritutinal development
numbered fewer than 10 there are currently 37 identifiable ID specialim in PRE and Operations
(13 and 24, respecvely). In addition, there are 12 technical assistance specialists, all in
Operations. The Bank's ID "network" identified by CECPS for purposes of disseminating
information and networking smbers close to 100, incuhan the generalits working on ID isses
and interested managers. The most recent staff planning exercise (undertaken in the context of
FY92-94 business planming) identified the need to recruit morm specialists in public sector
restructurlng/private sector development specialties, and this trend can be expected to continue with
increased attention devoted to private sector development. Even so, the scope of atention to ID
issues that is needed to improve sustainability of Bank operations will require enhancing the skils
of many more higher-level operational staff. The task force recommends that Personnel should
revisit ID staffing needs explicitly in the context of its human resource planning, recruitment and
training programs during the next planning cycle.

Filing a Gap In the Bank's Tool Kit .

5.22 The evidence from all evaluations of past perfrmance is clear the weakest link in the t-
TA chain lies upstream. The high degree of upstream institutional development analysis and Pr
arduous constituency and capacity building necessary to accomplish the kinds of approaches S -
discussed above will demand commitment of adequate resources. Despite the significant flow of prp- *
TA resources frem bilateral and multilateral agencies (discussed in Chapter 2), the Bank remains AJ

uniquely placed (e 'all after its intemal management of TA is strengthened) to offer teadershi

development preparation work (although managers should accommodate within their work programs Lt

the recommended improvements in procedures in CSP, business plan and project preparation and in
supervision). Furthermore, much of the upstream work is best carried out under the management of ---
the countries concered. Unlike most other multilateral Banks, the Bank does not have a
nonreimbwsable instrument to help finance such upstream ID work.

5.23 Accordingly, and in the context of the overall improvement in processes nwcrnmended
above, the task force proposes the set up of an Institutional Develpent
Facility to respond to country requirements for upstream IW work. At current levels'o-ot t-oan
funded TA ($1.7 billion), of which two-thirds, or roughly $1.1 billion, is aimed at ID purposes, and
assuming costs of preparation average 10% of eventual project costs, such a grant facility might be
appropriately funded at $100 million. During its pilot phase, and in view of potential cofinan&4gus r!
1ro aim=E MfurcesiI 5ti3ud be funded initially at around $50 million, fro net
income. Suggested criteria for allocation are: (i) consistency of proposed wok with anr
assistance objectives: (ii) unless used fo loping an ID strategy, access to the grant facility
would be limited to countries whe = ID gy exists; (iii) no use of grant funds for purposes
w~can readily be met using the other regular Bank instruments; (iv) only TA schemes

n elicit Government commitment, ign policy efdrMt strategies, f iilitate institutional
developmi or capacity building would funded; and (v) funding of Bank staff -l-o ffri~iMna* ,/

-77
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BE 5.4: PI. mdd Techukul A uet

Bxtual Financal Tecimeal Assistance (PrA) is provided to cam so in mams pers to
the manqgmia of a coWay's p it eanrnal aset and liaihies and is cewga dI as follows:
rumaiai he s and noomt - 3i i =M= waM -w--- diM - at Sa- awcesaj ast
market mmna fel of cnxmt mum anddNoilldes. Whids nmaf de FrA oal. I , assim
provided may i g*Ade: information Irh sS . wbore knwwledgc pinetoa, the Bak's wat in eher

sa canbe aed wish to coafy traning ds can involve t se e mins teale-al cr,1 or
internship with other intions insmoin building activides; an, any o* and sramp adviwe

While die level of demand for FTA services is difficult to assess, k is wind to be
relatively ho and expanding rapidly as a rma of the debt crisis. de. dificaty in obtaiing
appopria &mhil inflows and he im-vobmty of fnai.makMe. The denand is partially
met by the pivafe sector, but i -nnaotodeqnsly addeses the lng fl espcity building aspects of
debt managm= Other Inosinal agece e active in capacity building programs: do
Commonweal Fund for Devulopmnt Coopuatio, UNCTAD and w regional baa have al played a
very effective role ma many countries. Whe these agen ae able to am do need, the Bank is
a preferred provider and rscr ths a mniei, is perceived an objective pIer with he ability
and desire t pu sustained deve-lopment saegies. The largest portion of the Bank's PTA services
during CY 1989-9 was read to fanhnin informaton and control (53%); the begest recipint of FrA
services from all providers were the severely indened countries. Cumrenay, FTA is offered free of
charge wit very few exceptions (Chile has msbuarsed gaff time and travel-related expenses), but
contries Mken pay for services provided by mnultsis out of TA lons or cradb.

The Task Force on Financial Tecictl Aiamaicnc offered several -R to
improve quaty and acconmability of Bak, provided FrA services: die CDmmy Departent (CD) Is
the appropriat chianel of con mnicalon between the Bank and a membermusy, therefine pisnry
responsibiliy for deining FrA needs re with S. CD; each CD needs to acqure a annimna we of
staff with rnaicial ki1s capable of managing FrA work, and approprise staff tnraing courses Shull
be a priority; CESW should be provided free of charge, however, inatituonal development and asiing
activities which require outside resomass should be funded by TA loa, trust funds and incresigly,
by ie counties themsees; FrA work soild be subject to the CAM process for determining priorities
in die me of saff resources the Bank should pursue other funding sorces n finance long-rm
consultants (UNDP, Wantmr); and, the Bank should enforce sl qAy and risk consol. The need
for improvements in countries' financial management unpcity exceeds the arsiculaed demand, as well
as de resoues avaiale therefore the FrA Tak Fom strongly recneanded the atin be Wmke. to
increase the effectiveness and efficiency of Bank-povided FrA.

be excluded. allocation would be given to low4rincme countries, with s
for adjusting ad middle-nome countries which need a significant effort in insdr -
development needs analysis over a short timeframe, sach as would nomally at be fundable
through Bank ESW or loan preparation work. This facility would be managed in a decentralized
fashion using the business planning process to allocate the funds across Regions and allowing a free
approval limit of $02 milion, at the discretion of the RVP. Oversight would be enstud by a
Bankwide high level Technical Assistance Advisory Committee which would clear schemes above
the free limit, aoard M M general, moM
progress of all actions recommended in this report If such a facility is agreed in principle, details
of planning and management of it would be worked out by !CPB. FINCOM's
Resource Mobilization Department would take the lead in a funding aspects rln ding preparation
of a Board paper.



-42-

....... 4.@.

5.24 Technical assistance design is an at of the possible Quality depends on selectivity,
adjuscnesi to local COndMion and a psitepaIOry qposh to design and iunplennraomn The rate
of success of technical assistance which Mms at capacity building and Instutlonal development is
relatively low, even though there -inotmanc of hig payoff lrnvrenoOn

5.25 Several Interrelated m eas nd to be taken to achieve a higher and more conait
standard of excllenc in Bank technical nsisimce activities:

(a) At the idenlfication stage, thAen is need for systematic esting of the commitmnt of
recipeisPs towards the objectives of the technical ssslfe and timely efforts made to
gen ownership for thw uduict assistance activity, through partcipaive appreches
to diagseic work. project design. Revision of operatal policy procedures to this
end Is ramunmaled (pa. 5.2-59).

(b) The Bank should work with inrested governments to develop the local consulurny
profession thuough mprehenulve support programs Inpkannd within an appropriate
enaling environment (pars. 5.10).

(c) Bank TA activities should be prepared, appraised, dowuemed Udsupervised with the
s= care as ienment and adjusmes operadons. Adeqae priority should be given
to economic and sector work on Institutional development and public sector maagunent
issues, aecpate staff resources should be assigned to proess TA schemes and project
processing guidelines should be revised to ansm saffcient selectivity in project
selection and vigor in project design (paras. 5.11-5.14).

(d) The organizational set up for managing ID and TA should be strengthened. Regions
should review their processes and stafuing for profemiona support and monitoring of
IDVTA activities (para. 5.16). A fouril high level TA Advisory Committee should be
set up. Field offices should, where feasible, be brought more into the needs assesmeut
project preparation and supervision stages of TA activities, as well as the coordination
of TA with other donors (para 5.17). PRE should consider how best to organize to
spearhead ID policy work and dissenination activities, possibly through a separate unit
(pars. 5.18-5.19). Legal and FINCOM should expand their ID and FTA cross-support
activities to the extent these are incorporated In country business planning (paras. 5.19-
520). Personnel should reassess Bankwide ID skills and plan appropriate recruitment
and training activities in the context of the FY93 planning cycle (para. 5.21).

(e) A grant facility should be created to help fiance instinal development preparation
work and progress reports to the Board should be produced annually. An initial
$50 million should be allocated to this facility, out of the income surplus account and
this amount should be allocated among the Regions through the business planning
process and used according o standard criteria under the oversight of the high level
Bankwide Technical Advisory Committee (paras. 5.22-5.23).
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6. AN AGENDA FOR ACTION

6.1 The tak free uamined the histosy sad concepts undedying camea technical aedamee
activities; reviewed availale analyses and operaton evaiadans conducted interviews with Batj
staff and Exemw Dimcar, -nrmted with techical assista -ciplaots and donors and wa*
account of recent policy reviews on ecled subjects. Out of this intansive exposre to issues
and lessons of experience, consisn thenes emerged and the tat fArce drew up an agenda for
action aimed at improving the efkeulveness of Bank technical assiatane activities. A full list of
recommended actions appears in Amex B.

6.2 The impact of TARTF aendationan administrative resoumes could not be
estimated in the time available to pmpare this report. In any event, the natme of the
recommendados preclude a reliable assesnent from the center. On the one hand, TARTF
prescriptions of selectivity and quality consciouess should tigger redeployment and savings in the
resources currently alocated to ID type work. Increased efficiency should also flow from the
organizational P n ' -ad the sharper delineatin of the Bank's role. In time, improved
coordination within the total international system should allow an increasingly specialized role for
the Bank.

6.3 On the other hand, the pent up need for ID and policy reform and the growing demand
from the membership for Bank involvement in upstream activities must be met. This will have
significant budgetary consequences which the creation of the proposed grant facility should help to
mitigate but may not eliminate entirly. Assuming the TARTF plan is adopted, it would be most
appropriate to allow the decemnralzed plmning process o bring forth and prioritize resource claims.
TART believes that improved quality and efficiency should result from screening requirements
through the country assistance programming system and from rationing scarce resources in light of
efficiency considerations through the budgeting system.

6.4 The major constraint which will need to be reixed in the short nm relates to available
ID skills. This will call for a special follow up exercise by ORG and Personnel to ensure that
processez e in place to use available skills effectively, target recruitment appropriately and
upgrade current training programs for ID-type work. Accordingly, TARTF recommends that the
FY93 human resource planning exercise should give adequate attention to dhe issues highlighted in
this report.

6.5 The time for reshaping technical assistance activities is ripe. Policy reform has changed
the lariscape of institutional development requirements and the modalities of,technical assistance
should be made more flexible, market-bused and adapted to differentiated country needs. The
weaknesses which characterize much of the technical assistance currently provided to developing
countries should be addressed cooperatively. Accordingly:

" consultation should be initiated through DAC to enhance the framework of policies and
procedures governing technical assistance;

" intensified consultations with UNDP should be carried out to reposition relative roles in
institutional development work, technical assistance needs assessments and aid
coordination.

6.6 The Bank's multi-faceted role as financier, manager and provider of technical assistance
requires more effective management. Greater selectivity is needed to protect quality and the Bank
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should concentrate on whoesaling functions rather than direct retailing of technical services.
Therefore:

- aid coordination of technical assistance should assume greater priority in Bank programs;

- couny TA needs ausenenw should draw UNDP experience information; t rs

- potential expansion initiation of fee-based services should be explored in areas which do
not overla with private sector advisory services. - " -M. .-.- s - 4- *+

6.7 The effectiveness and strategic content of Bank technical asst d enhanced O.-

through the following measures: P

- greater emphasis on institutional development in PRE's policy and research agenda;

* explicit consideration of TA risks caused by govemance constraints and lack of 5 e
government ownership of TA activity; -

- increased selectivity of TA interventions to focus on areas where strategic oijectives are
agreed;

* improved treatment of institutional development issues in country assistance strategy and
pla-ning documents.

6.8 Because technical assistance is a high risk, high payoff activity, it calls for a distinctive
approach. But the task force found no reason to believe that its management should be any less
rigorous than that adopted for other Bank services. Indeed, it found ample cause for concern
regarding quality of TA work, especially with respect to the front-end of the TA cycle. In order to
improve the success rate of Bank TA, the task force recommends that the Bank:

- to the preparatory phase of TA and to the generation and testing of
Government commitment, through participation;

- work with Governments to promote capacity of local consultants;

- set up a grant facility for institutional development preparation work to fund upstream
preparation work;

- f ofallsta W the TA process, through tighter guidelines and more
consistent quality monitoring;

* involve field offices in TA coordination and supervision to a greater extent than they
are now;

- revamp the organizational processes and the oversight of ID and TA activities by a high
wi echnical Adviso i , and strengthen the skills

available intemally to produce quality TA work.

6 , -,- - V e
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TE: 30-Aug-1991 10:49am

TO: Ernest Stern ( ERNEST STERN )
TO: D. Joseph Wood C JOE WOOD )

FROM: Basil Kavalsky, FRM ( BASIL KAVALSKY )

EXT.: 80523

SUBJECT: Cote D'Ivoire

I attended a brief PC on Friday morning to review the
agreed position on Cote D'Ivoire. There was one significant
development subsequent to the OC. OPS has decided to allocate
$100 million of IDA up-front for the adjustment loans. Thus the
first tranches will total $200 million: $100 million IBRD which
thus maintains its exposure; and the $100 million IDA.

The $100 million of IDA is equivalent to the full three
year (FY92-94) allocation to Cote D'Ivoire included in the most
recent Lending Allocations Review. In reality therefore what we
end up with is a far more generous package than the Option 2
outlined by the Region in its paper. The IMF and the French can
scarcely object to our substituting such a large amount of IDA
for IBRD.

This hardly gives a signal that we have serious concerns
about performance and is not consistent with the position we took
at the OC meeting. This said, it was difficult without advance
notice and in the atmosphere of a rushed 15 minute PC to take
issue with this point. What I propose is to ask OPS for a clear
statement that what has been done is to front-load the full three
year IDA allocation for Cote D'Ivoire at its current level of
performance and that additional IDA allocations will require a
clear improvement in performance. Do you agreeL

On the question of conditionality on the real\exchange rate
I think the Region has done a good job. There is a clear
statement that second tranche release depends on the restoration
of the real exchange rate to mid-85 levels. This does not leave
any wiggle room. We must ensure that the French do not think
that in the June-November period of the IDA negotiations when
their leverage is at its maximum, they will be able to pound us
into releasing the second tranches without a devaluation.

CC: Fred Kilby ( FRED KILBY )
CC: Lorene Yap ( LORENE YAP )
CC: Jeffrey Katz ( JEFFREY KATZ )
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Economics - International

Exchange Rate Trends

Dollar Still Trending Up

The US dollar remains undervalued against the major
currencies on conventional measures of PPP. But using
trends to remove quality and productivity biases in
price indices we find that current rates for the yen and
DM against the dollar are broadly consistent with PPP.

Our equilibrium models for the yen and DM, which
extend PPP by allowing for such factors as external debt
and asset markets, show the dollar rising further
towards the end of the year and early in 1992.

In the ERM, the high yielding currencies - sterling, the
lira and the peseta - are all shown to be overvalued
against the DM with the PPP estimates lying outside
the present ERM bands.

Erratum

This version of Exchange Rate Trends replaces the one sent out on

August 23rd24th. The earlier version contained errors including
transposed pages.

August 1991 LIK Iub(Xde o1/u5f8/36/43
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HE WORLD BANKNTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
DATE: August 28, 1991

7O: Mr. Walter Peyerl (CSHDR)

ROM: V.S. Raghavan (LOADR)

EXTENSION: 84116

SUBJECT: Loan Department Needs for CSH Services

1. This memorandum responds to your EM of August 21. We very much
appreciate the overall level of cooperation we receive from your
Department, and welcome the opportunity to outline areas where changes
would be beneficial.

COLLECTIONS

2. Our most pressing issue is related to the Loan Service Payment
(LSP) system. LOA needs access to import certain data structures from
the current LSP system residing on the DEC machine to carry out critical
testing of the various modules of the new LSP system which is scheduled
to go into operation in November/December 1991. We have proposed two
alternatives: (a) extraction of data by CSH, bearing in mind our urgent
need for this data as soon as possible; or (b) LOA authorization to
access data in read-only mode, in order to extract the necessary data. I
believe your colleagues have some problem in giving the data within a
reasonable time period: they have also not agreed to our request for
read-only access even at non-prime hours. We seek your intervention to
ensure that the necessary data is made available to LOA promptly.

3. It is too early for us to anticipate what other changes may
arise once the new LSP system is in operation.

4. You are aware of the other concerns we have in an area of our
operations which affects billing systems, overdue reports, loan charge
waiver eligibility, suspension and non-accrual actions. Accurate and
timely data on receipts should be released to the LSP system as quickly
as possible (within 1-2 days). Problems of late confirmation from
depository banks (e.g. Amrobank) and incomplete information (e.g.
Deutsche Bank) should be followed up actively, and cash account
reconciliation should be completed promptly (see para 10).

5. We welcome the automatic processing of incoming SWIFT messages
which is currently being developed in CSH, but would like to ensure that
our Receivables Administration Unit continues to receive all available
information. There should be no loss of detail compared to the current
receipts processing system when this new system is introduced.

LOAN ADMINISTRATION MODERNIZATION PROJECT (LAMP)

6. We expect that LOA applications on UNISYS will continue to
interface with CSH systems for the next 2-3 years. Simultaneously,
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during the design, testing and implementation of LAMP projects, we will
need close coordination with CSH. We can expect increased volumes of
data (messages) between LOA and CSH systems during the transition from
existing LOA systems to the new systems. It is too early for us to give
any further details.

DISBURSEMENTS

7. We believe it should be possible to reduce the elapsed time for
execution of all payments. In FY91, CSH time to execute IBRD/IDA
payments averaged 4.87 days compared with LOA time of 4.56 days to
authorize the disbursement after completing substantive review of
eligibility. Trust Fund payments took substantially longer: 7.54 days
for CSH, compared with 5.79 days for LOA. (LOA elapsed time is somewhat
longer partly because it includes delays while awaiting additional donor
contributions.) I would appreciate your exploring the possibility of
reducing elapsed time in CSH through maintenance of relatively small
balances in commonly used currencies for IBRD/IDA operations, and through
daily or semi-weekly execution of Trust Fund payments.

8. - We see a need for improved quality control over existing
transactions handled through the Loan Disbursement System (LDS). For
example:

(a) Occasionally CSH loses cancellation messages. CSH still sends the
old transaction type for cancellations even though we agreed this
should be discontinued.

(b) Payment requests are sometimes seriously delayed (two current
cases have taken more than six weeks) and follow up is either not
frequent enough, or not sufficiently explicit to elicit a
response. Similarly, requests for foreign exchange conversion of
refunded amounts sometimes take too long (two current cases have
taken more than a month) and require frequent follow up from LOA.
We suggest introduction of an aging report or other management
control to monitor these transactions and ensure timely handling.

(c) More stringent controls are needed to avoid duplicate payments,
and under- or over-charges on foreign exchange transactions. In
the most recent case of an under-charge, the original amount
charged represented only one-third of the corrected charge.

9. Enhancements which would improve the LDS-CTPS interface are
outlined below:

(a) Automation of Refund Advice Notification This could be a
new message or a modified version of the current receipt advice
note used for interface with billing systems.

(b) Automation of Requests for Foreign Exchange in connection
with refunded disbursements.
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(c) Modification in CTPS Cancellation Message Processing:
Currently a hard copy of the LDS cancellation message is printed
and used by CSH staff to locate the original request in the
system. Printed copies are easily misplaced, and prone to printer
problems. It would be preferable to record the cancellation
message as a pending task and automatically link this to the
original request.

CASH ACCOUNT RECONCILIATION

10. Cash account reconciliation is not completed in a way that
ensures prompt identification of problems. On the disbursement side, we
continue to learn of cases where payments have ot e execut altho
confirmatio._ est rom- CTPS. (Recent cases were
Itdiiiufiea when a borrower complained of non-receipt of U.S. dollarpayments supposedly executed on April 11.) On the collection side, we
need more timely reconciliation to eliminate late discovery of receipts
or non- payment of refunds. A reliable system which ensures prompt
identification of any such problems is essential.

GENERAL

11. Now that I am reasonably settled in my new job, it may be useful
for you and me to meet periodically - say once a month - to exchange
ideas on improved communication and coordination between LOA and CSH.

cleared in substance and cc: Mr. Choudhury (LOALA), Mr. Sathaye (LOANS)

File: Cash Management Department (CSH)

cc: Mr. Ahmed (LOAAS)
Mr. Mayer (LOAAF)
Mr. Schneider (LOANS)
Mr. Sengamalay (LOAEL)
Ms. Huang (LOANS)
Ms. Lindsey (LOANS)
Ms. Ely Hachana (LOADR)

DReinke:dr
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INTERNATIONAL

South Africa

Capital values
FROM A SPECIAL CORRESPONDENT IWIOHANNESEURG

OR an integrated South Africa, say the
white people who believe in such a

thing, black capitalsts will be one of the pil-
lars. Blacks who join the economic system,
they say, will not want to see it torn apart. In
the next breath the prejudices come tum- -
bling out: "Blacks are lazy, blacks can't be
entrepreneurs, there is no such thing as an
African Lusiness sector."

Most official policies are marked by the
same/contradiction. In theory, white offi -.-
cials/nd businessmen believe that black en- R E 1A -
trepreneurs should be encouraged. In prac-
tite, old prejudices, old habits and old ways
of determining everything from lending to
education continue to discourage would-be
black capitalists.

Until the late 1980s black people could Short back and sides, long odds against expansion
own no property and obtain no business li-
cences Many of the more conspicuous ness from local councils in black townships. supplying their- more reliable employees
black entrepreneurs began by operating ille- It found itself consistently undercut by es- with tools and raw materials, and by setting
gally, in the drink, gambling or transport tablished insurers, which it believed were them up as independent subcontractors.
businesses. A few more, very lately, have willing to lose money to keep new compe- This enables hard workers to earn good
$Karted from scratch. Most work in the "in- tition down. There was nothing illegal money, and tohire otherstokeep thcirtools
formal sector"; this means that they are about that; the only remedy would be fresh working round the clock. (It also, say cynics,
modest retailers (traders and street ven- legislation discriminating in favour of reduces the power ofblackirade unions.)
dors), owners of small service companies blacks, and therefore against whites. Advocates of blackbusiness insist that it
(repairmen and mechanics), or keepers of The dramatic success story is the black will not expand-or not fast enough to sat-
township drink and grocery shops. Since taxi business,which responded toderegula- isfy aspirations-without what Thami
the authorities/ began encouragiuix such tion in the 1980s by becoming the main Mzwai, a business writer for the Sowetan,
small businesses, they have changed the means of transport for far-flung townships calls a "massive programme of affirmative
look of South African cities. Optimists point and tribal areas. The minibus drivers, action". He means that white businesses
to the speedof their growth as. evidence of shouting for custom on- the comers of city should be compelled to hire black workers
what blacks can achieve, given the chance. streets, face (and often defy) a host ofregula- and to use black subcontractorsothers call

But 4thannesburg's hawkers will not tions. With black, entrepreneurship so for a huge assault on dcation, using
soon be competing with Anglo Americani strongly concentrated in this industry, it is schools day and nigh'* r adults as well as
The South African Central Statistics Set- small wonderthat the police regard itAs a for children. Letting the market take its
vices reckons that the informal sector cdn- network of protection rackets. .""' course, in an economy dominated by old
tributes only 3% of GOPOf the 2m workers Some large companies, to be fair, work habits and giant monopolies, may not be
who take part in it, only about 12,000 make hard rg'isrer black enterprises, often by enough for South Africa.
a monthly profit of more than 5,000 rand
($2,000 Hawkers remain hawkers.

Blacks who seek Ao expand ftoss a shop Tanzania )
to a supermarket face tremendous obstacl
Until recently theycould not get bank loans. arX
at all; owning no property, they had nocol-
lateral. Banks still do not like lending with- ROW A SPECAL CORRESPONDENT T OA ES SALA"out personal security. In the townships,
where violence is assumed to be endemic, CONOMIC fashions travel fast these eastern Europe. Western European govem-
insurance rates are high Skills are scarce t days. Eastern Europe's craze for eco- ments-particularly Nordic ones, mistak-
among black' people; until 1987, only two nomic reform has spread to Africa, where ing African socialism for their own demo-
technical schools were open to them. Al- even Tanzania is beginning to heed it. Stu- cratic variety of it-gave the story an extra
though sorqe blacks have prospered, the dents of Marxist-Leninist internationalism twist, Western donors poured about $9.s
heritage of hpartheidis that blacks rank far should take note. Tanzania staked its claim billion into Tanzania between 1970 and
below whites, Indians, and Coloured to be the heartland of African socialism in 1985. They supported, among other things,
(mixed-race) people in everything from lit- 1967, when Julius Nyerere, the former presi- an arrogant single-party bureaucracy, the
eracy and numeracyto university degrees. dent, triumphantly laid out the principles persecution ofanybody seeking to provide a

The suspicio survives, moreover, that of ujamaa (Swahili for "familyhood". The service for profit, and collective farms
established (ngianing white) businesses familywas not happy. whose inhabitants were coerced into resi-
throw impediments in front of blacks who Tanzania's ujamaa, proclaimed as a dence, and which sometimes lacked water,
try to expand into their territory. AFsURE, a purely African construct, had practical con- roads and arable land.
black-run insurance firr* tried to get busi- sequences all too familiar to students of The World Bank financed white ele-
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phants like the $15m Morogoro Shoe Fac- -
tory, designed (in the tradition of Stalinist Recycling the Russians
gigantism) to produce 4m pairs of shoes per
year, but which never produced more than $ENTIN DA E$$ALAAM
7% of its capacity. Nobody in Tanzania, or at
the World Bank, took care of small prob- NCE the large Soviet embassy in
lems like marketing and design, or saw to it Dar es Salaam was stuffed with
that the plant got appropriate supplies of technicians, doctors and students of
power and raw materials. Marxism-Leninism. That was when the

As Tanzania's GNPdropped,the govem- dictatorship of the proletariat, inspired
ment ran out of money to run its own activi- by the leading role of the party, was
ties. More western aid came as straightfor- bravely beating back capitalist monop-
ward budgetary support, flowing straight oly imperialism in the exploited third
into the hands of increasingly corrupt and world. These days, Soviet diplomats
numerous bureaucrats. The donor nations, have other concerns. "We are looking for
disillusioned with Mr Nyerere, began press- cost-cutting measures and profit-mak-
ing him to change. He conceded that "mis- ing," explains one. "We are trying to set
takes had been made" and, on his retire- up joint ventures." diplomat humbly explains.
ment (from the presidency, though not from Profit-making is proving harder than Subsequent efforts have included a
the chairmanship of the single party) in expected, despite some good ideas. A transport company (using 25 trucks im-
1985, he left the task of economic reform to ferry link between Dar es Salaam and ported from Minsk) and a fishing com-
his successor, Ali Hassan Mwinyi. Zanzibar-the service was wretched be- pany(a single Latvian fishing boat and a

President Mwinyi devalued Tanzania's fore-was the first. But when the em- few sailors). Each project earns a little
currency, cut its budget and removed some bassy, full of enthusiasm, tried to get the hard currency, which goes a long way at
curbs on foreign investment and imports. transport ministry in Moscow to supply home. The embassy is proud that it is the
Peasants, many of whom had slipped from a ship for the 40-mile (64-kilometre) run, first in Africa to try such ventures, al-
cash-crop farming back into subsistence it came up against implacable Soviet bu- though somewhat embarrassed by the
farming, were paid real money again (if not reaucrats. Only when someone in the modesty of their scale.
much of it). Imported goods, paid for by ministry left to form his own company Cost-cutting will be the next stop, it
new forms offoreign aid, began to appear in did a vessel miraculously become avail- seems. Some western embassies have al-
the shops. Queues shortened. able. Then came a tussle for licences with ready been approached about employ-

But ifujamaafelt like an invention from the Tanzanian bureaucracy. ing Soviet technical advisers, paid a
outside, so does economic reform. The bu- Eventually, bribes paid up and bu- tenth as much as a western expatriate.
reaucrats-in a one-party state, they are also reaucrats on different continents satis- Some Soviet doctors are working for a
the political elite-are still around, and fled, the Sea Express opened its ticket of- Finnish-financed health project, but
grossly underpaid; government executives fice last year, beneath a large sign written most such requests are laughed offE The
may eam as little as the equivalent of $10 both in Russian and in English. But the days are long gone when western fear of
monthly. But the tightly regulated, centrally ship keeps breaking down. "We are nov- a new communist onslaught on Africa
administered economy gives them many ices in this world of private business," a earned the Russians some respect.
opportunities to supplement their salaries.
Starting a business requires permission,
and hence a bribe; producing anything re- more than $1 billion in aid last year, sup- posed to be incapable of Donors (though
quires a licence, and hence a bribe. The gov- porting the state sector that it is meant to not America's agency, UsAID) bring in for-
emment talks of selling the subsidised state help dissolve. eigners, and are surprised to find that Tan-
corporations which drain resources and When the IMF cut off loan negotiations zanians do not maintain their projects
provide comfortable niches for directors. in 1980, the Tanzanians did move faster. when they are complete.
Not a single one has been sold. But outside pressure was not maintained. Gradual change can lead to further cor-

Tanzania still has Africa's largest state As elsewhere in Africa, many donor nations ruption. When private firms were autho-
sector. When they do cut budgets, the bu- are reluctant to accompany their cash with rised to buy hard currency at special rates,
reaucrats prefer to starve social programmes conditions-even, for example, to require subsidised by foreign donors, the bureau-
rather than fire the 30-40% of their own accounting for an import-support pro- crats who issued the licences demanded
number who have no real jobs; they say that gramme. The excuses border on the racist: bribes for doing so, and pocketed part of the
laying off 100,000 people would be "inhu- "This is Africa, what can you expect?" said a proceeds. Making the currency convertible
mane". Currency reform moves with excru- foreign expert, to explain why those state would have been more effective, and cut out
ciating slowness. Banking reform has yet to corporations remain unsold. the rackets.
begin at all. The building ofwhite elephants Some outsiders say progress is delayed Tanzania's one-party state has avoided
cpntinues, not least in deserted, waterless by the lack of black capitalists. Others fear the worst of its neighbours' human-rights
Dodoma, designated the country's new that freer markets could lead to racial strife, abuses. For that, western governments have
capital. as local Asian entrepreneurs regain their rewarded it with aid. But that aid has en-

Once again, western aid contributes to former prominence. But a faulty system, not abled the oversized government to grow
the problem. When Poland and Hungary cultural incapacity, explains why Tanzania even larger and less competent. Ordinary
appealed to the imF and World Bank for aid has few indigenous capitalists. If bribery Tanzanians need feel no gratitude to the for-
in 1989, they were told they would not get a and corruption can buy education, houses eigners whose kind intentions have made
penny unless they cut the budget, imple- and cars, ingenious Tanzanians could them even poorer. With less aid, their gov-
mented monetary reforms, introduced a surelywork out honest ways ofgetting them. emment might have been forced to take
convertible currency, privatised industry. About one-third of western aid goes to responsibility for its own failures, and to
The list for Tanzania is much the same. Lit- pay for hundreds of high-earning expatri- rectify them or resign.
tle of it has been done, yet the country got ates, to do jobs that Tanzanians are sup-
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The World Bank
Washington, D.C 2043

USA

ERNEST STERN
Senior Vice President
Finance

September 3, 1991

Mr. Preston

Lew-

Review of IDA

The attached report is scheduled to be discussed by the Board on September 26.
It should be distributed by September 6.

The report describes implementation of the agreements reached during the IDA
negotiations. While entirely descriptive, it may, nonetheless, be
controversial since the IDA agreement was. That triggered a debate about the
role of the IDA Deputies (they are from capitals, and recipients are not
represented) and the Board, and about the recommendations regarding the
environment and Board discussions of country strategies. Things have calmed
down since then. The environmental recommendations have been incorporated in
Bank-wide guidelines and the Committee on Board Procedures is considering
country strategy discussions for Bank borrowers too.

The report was discussed at the Operations Committee (chaired by Moeen
Qureshi; Legal and PRE are represented) and comments have been incorporated.

I do not believe a further review by the President's Council is necessary.
There are no policy issues or recommendations in the paper.

If you concur, I will send the paper to the Secretary's Department for
issuance.



THE WORLD BANK
Washington, D.C. 20433

U.S.A.

LEWIS T. PRESTON
President September 3, 1991

Mr. Legg

Allan -

Should the matter of distribution of your annual report to the JAC arise at
Wednesday's meeting, you should:

0 note our concern about the distribution of this document intended
for internal management purposes, and;

0 suggest that the JAC meet with you in private session, without
management participation, at which you could summarize your
principal conclusions and discuss any matters relating to
cooperation in your audits and remedial actions, as well as any
which bear on your independence of action.

If this proves satisfactory, it could be a permanent arrangement; if not, we
can consider the circulation of the Annual Report to the JAC by the end of
FY92.

cc: Mr. Picciotto



The World Bank
Washington, D.C. 20433

USA

ERNEST STERN
Senior Vice President
Finance

September 3, 1991

Mr. Picciotto

Bob -

In reading the draft annual letter to us from Price Waterhouse, I noted that
discussions have been inaugurated between your staff, specifically the
Auditor-General, and Price Waterhouse, to have Price Waterhouse second staff
to IAD.

I was astonished that you would sanction such discussions without prior
consultation with Mr. Eccles or myself and, equally, that Mr. Legg would
undertake such discussions without prior consultation. Of all the units in
the Bank, I should have thought yours best equipped to know that our external
auditing contract is with Price Waterhouse, and that Mr. Eccles is responsible
for auditing relations with Price Waterhouse.

In my view, there is an obvious potential for conflict of interest in the
proposed arrangement, and we are asking Price Waterhouse for additional
information on what kind of staff will be involved. But I am skeptical that
no matter what the internal organizational arrangements in Price Waterhouse
are, the arrangement can do anything but affect the independence of judgement
of Price Waterhouse and tAD. Given the plethora of account/auditing firms, it
is hard to understand why TAD would choose to focus on Price Waterhouse.

We will convey both our concern on this, and our unhappiness that such
arrangements should be discussed without prior consultation, to Price
Waterhouse. Meanwhile, I would appreciate it if no further steps would be
taken to formalize the proposed arrangement.



THE WORLD BANK

Date
ROUTING SLIP 5 2 ) -)

O O TH P

Name Room No

A5

To Handle Note and File
Appropriate Disposition Prepare Reply

Approval Pe Our Conversation

Information Recommendation

Remarks

s~~V-

f S.

Fro:

LA~e~ o~'P'



THE WORLD BANK/INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
DATE: August 22, 1991 _

TO: Mr. Sven Sandstrom

FROM: Yves Rovani

EXTENSION: 31720

SUBJECT: GAO Survey of the World Bank's Independent Evaluation System

We were informed through one of the assistants in the US ED's
office (Tom Burke) of GAO's proposed survey in reference. Given the
informal ways in which this was communicated to me, I have to assume
that the President has not been informed. Please make sure he knows.
I attach copies of the letters which have been given to us in this
connection.

I asked Pat Coady about this and he confirmed that as far as
he knew there was no particular congressional request behind this. It
seems that it is a GAO initiative, intent on updating their review of
ten years ago. The ED's office, which has acted as intermediary, sees
that as a routine review. They have agreed to help brief the GAO team
on how the Bank works, which would help focus their enquiry and save
us time.

Given the professionalism of-the GAO and USAID I believe that
their external review could prove useful. It certainly is timely in
light of the many developments since 1981.

I am awaiting a direct communication from GAO.

Attachments
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FROM GAO NSIAD'FE I U . 91202E330?95 P.2

A\n- tvnite-d states

General Accountng Offie'

Ntdonal security and
Internadtnal A ihrs Dvsslo-a

June 21, 1991

Mr. $amuel T. Mok
Comptroller, Department of the Treasury
Main Treasury Building, Room 1452
Washincton, D.C. 20220

Dear M
./

This is to advise you that the General Accounting Office is
initiating a survey of the independent evaluation system of
the World Bank. This assignment will be performed by staff
of the b&ational Security and International Affairs
Division, Foreign Economic Assistance Issues, under
assignment code 472261 6y MX. LeRoy W. Richardson,
Assistant Director, and Mr. Douglas P. Toxopeus, Evaluator-
in-Charge.-

In the late 1960s and early 1970s, GAO, under provisions of
the Foreign Assistance and Inter-American Development Bank
Acts, cooperated with the Department in urging the
multilateral development banks to establish independent
audit and evaluation systems. The purpose of such systems
was to provide accountability to the bankst governing
bodies and their sharehotders through independent
assessments of bank operations and activities. We
subsequently reviewed the progress made by each of the
banks in this regard. We last reported on the World Bank's
evaluation system in 1981.

Our objectives are to identify (1) how the Bank's
evaluation system has responded to the chancres in Bank
operations since 1981, (2) the extent to which evaluation
results are applied in revising bank operations, and
(3) if the U.S. Executive Director is provided audit and
evaluation information necessary for managing U.S.
participation and for providing accountability to Congress.

Our work will be performed at the Department, the Agency
for nternational. Development, and the Office of the U.S.
Executive Director in Washington D.C. We would appreciate
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hoffiCialS of this assignment
are ting their cooperation and assistance. 'e will

9and requestinghei me Oth appropriate Bank
arrange tihrough them to meet with the appropria02) Bank
Officials. mr. Richardson can be reached o (20

5493, and Mr. Toxopeus can be reached on (703) 235-1304.

Sincerely yoursr

Allan I. Mendelowitz, Director

international Trade, Energy
and Finance Issues

m.,

2:
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ULnited States.GAO~E General Accounting OffIce

National Security and TAI A I
International Affair*P

fr
ACTION: IG/PPO as appropriate

INFO: R LOGS, AA/PPC, IG, AA/LEG,
AA/FA

June 21, 1991 (oi,.o C-/

The Honorable Ronald W. Roskens
Administrator, Agency for h/r S L

International Development 6

Attentions GAO Liaison U' I
Dear Dr. Roskens: .

This is to advise you that the General Accounting Office is
initiating a survey of the independent evaluation system of
the World Bank. This assignment will be performed by staff
of the National Security and International Affairs
Division, Foreign Economic Assistance Issues, under
assignment code 472261 by Mr. LeRoy W. Richardson,
Assistant Director, and Mr. Douglas P. Toxopeus, Evaluator-
in-Charge.

In the late 19605 and early 1970s, GAO, under provisions of
the Foreign Assistance and Inter-American Development Bank
Acts, cooperated with the Department of the Treasury in
urging the multilateral development banks to establish
independent audit and evaluation systems. The purpose of
such systems was to provide accountability to the banks'
governing bodies and their shareholders through independent
assessments of bank operations and activities. We
subsequently reviewed the progress made by each of the
banks in this regard. We last reported on the World sank's
evaluation system in 1981.

Our objectives are to identify (1) how the Bank's
evaluation system has responded to the changes in Bank
operations since 1981, (2) the extent to which evaluation
results are applied in revising bank operations, and (3) if
the U.S. Executive Director is provided audit and otnp
evaluation information necessary for managing U.S.,
participation and for providing accountability *to Congress. '-f

Our work will be performed primarily with the staff of the
Department of the Treasury and of the Office of the U.S,
Execut4ive Director, and through them, with appropriate Bank
officiat . We would also like to meet with members of your
staff dealing with the inter-agency process for managing
U.S. partic'ipation and with the Center for Development

91010171
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Information and Evaluation, We Would appreciate yournotifying the appropriate officials of this assignmentand requesting their cooperation and assistance.
Mr. Richardson can be reached on (202) 275-5493, andMr. Toxopeus can be reached on (703) 235-1304.

sincerely yours,

Harold J. Johnson
Director, Foreign Economic

Assistance Issues

2
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DRAFI

IDA'S POLICIES, OPERATIONS AND FINANCE IN

THE FIRST YEAR OF THE NINTH REPLENISHMENT (FY91)

Resource Mobilization Department
August 30, 1991



DA'S POLICIES, OPERATIONS AND FINANCE IN THE FIRST YEAR
OF THE NINTH REPLENISHMENT (FY91)

I. Introdu

1. The IDA9 Deputies recommended that the Association's Executive Directors ahselE eview
the progress of the ninth replenishment on an annual basis. This report examines how IDA's polic and
programs have evolved in FY91 to reflct 6f:, as siu:fmoAi9ed Dtheir 
"Additions to IDA Resources: Ninth Replenishment" (IDA R90-1), whiehwaev-subaaquendy approved by
the Executive Directors and the Board of Governors, - . jo)

2. Ipudiw ndorsed three priority
objectives-poverty alleviation; macroeconomic and sectoral adjustment and good economic
and the protection of the environment. In each of these areas the-Depatiw made pecific proposals as
to how these priorities might be effectivelj implemented. First, they recommended certain changes in
processes tojermit a sharper definition ofhe objectives and ihe program content needed t-aehimm them
Second, temy proposed that the level and composition of IDA's lending programs be geared to provide
stronger support for developing countries' efforts in these areas.

3. The Deputies recognized that IDA(hdalread) made significant progress in these areas and
that the Association had a strong basis of processes and programs on which it could build. The proposed
changes were viewed as further strengthening these efforts. This report dosLtempt-to-piede-ll
eorgeoDA tit i r the rea"er s efzrtofIDA9 Discussion Paper No.
1, "The Evolving Role of IDA" 4blished in January 1989] Tha frne herf n the changes in process
and the content of programs in IY91. It is of course too early to examine the impact of these changes
on the development programs of IDA's borrowersbut sa S suW64itz Aual reports this-willbe-an
inpentant em of he-pMMsnie& ,1-FI 1I

4. Section 2 of the paper briefly examines how the priority objectives are integrated into IDA's
country assistance strategies. Sections 3, 4 and 5 then examine the experience in FY91 in each of these
three key areas. Section 6 looks at the overall lending program in FY91 and 'its financing. Section 7
provides a brief concluding overview of the progress achieved. FY91 was an unusually eventful year and
the Gulf crisis in particular had a serious adverse impact on a number of IDA recipients. IDA acted
expeditiously to ensure that the crisis did not result in the interruption of development programs. The
record shows that IDA was able to maintain its focus on the longer-term goals of poverty alleviation,
sound economic management; and environmental protection. These goals were clearly reflected in IDA's
processes and programs during the year and will remain critical to the Association's ability to assist its
developing country members during the rest of ninth replenishment.

/ Lk dnc. A-..ct~I4.... .. ~pf ~ ..-
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I. CounrM Asstan Srgim

5. The central concern of-Qhe4DA9-Depudes was to ensure the effective use of IDA's resources
in supporting three developmental priorities-poverty alleviation, sound economic management, and
environmental protection. For maximum effectiveness, the instruments used to support these priorities
must be tailored to the needs of individual countries and woven into an integrated strategy. The vehicle
which IDA uses to ensure that objectives reflect priorities and that instruments are appropriate for the
objectives, is the country assistance strategy. ThdtMeputies asked that IDA's Executive Directors
systematically review country strategies. In FY91 the Board instituted this review in conjunction with
the first IDA adjustment operation for each country (or the first investment credit for countries without
adjustment lending). The initial round of strategy reviews covered 41 IDA borrowers.

6. The presentations to the Executive Directors build on IDA's dialogue with the borrower and
assessments of developmental potentials and priorities. Against this background they identify the focal
points of the strategy and the various instruments which will be used to assist the country to achieve its
objectives (Box 1). This strategic response is developed through an integrated analysis of the needs of
macroeconomic stabilization, undertaken by the IMF, the composition of public expenditures and
investment programs and the necessary changes in structural policies at the macro- and sector levels,
which flow from the Bank's economic and sector work. Lending operations and non-lending support
activities are designed around the priority needs of the economy and the absorptive capacity of the
institutions which must implement the program. But a comprehensive country strategy must also take
into account IDA's comparative advantage relative to other providers of financial and technical assistance.

7. Box 2 reviews the discussion of country strategies. The discussions permitted the Board to
improve its understanding of how the various IDA services are integrated into the country assistance
strategy; gave an opportunity to comment on the assessment and the appropriateness and volume of
lending; and provided a clearer view of the context of overall aid and technical assistance programs in
which IDA is operating. [in FY91 these discussions were particularly valuable in allowing an ongoing 2
assessment of how IDA's efforts in the priority areas are being implemented at the country level.
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IV. Economic Prff trm a-ce

27. The importance of giving greater weight to good economic
management in IDA's assistance strategy There is a growing consensus that development is best served
when governments create a policy environment for markets to flourish, with stable macroeconomic
conditions, a favorable incentive structure, and an appropriate regulatory climate. Development further
requires that governments take responsibility for providing supporting infrastructure, and for investing
in people and ensuring the sustainability of their development. T.Sepuhie dMA hanceits
support for governments which have demonstrated their commitment to good econoc management.
They also urged IDA to help governments take advantage of the capabilities of the pri sector.

Creating an Enabling Environment

28. In FY91 IDA maintained its central focus on policy reforms. The Association has continued
its support to structural and sectoral adjustment programs, especially in Africa, where 24 countries are
now eligible for adjustment assistance. Twenty-two percent of IDA resources were allocated for
adjustment lending in FY91. Ten African countries-Benin, Burkina Faso, Comoros, Ghana, Kenya,
Mali, Rwanda, Togo, Uganda, and Zambia-received adjustment credits, along with the Philippines, Sri
Lanka, and Honduras.

29. Collaboration between the IMP and the Bank is firmly in place, ensuring coordinated support
for borrowers' reform efforts. The Policy Framework Paper (PFP) process has helped countries
formulate an integrated program of adjustment and reform which can be supported by IDA, the IMF, and
donors (Box 6). In FY91, almost 30 PFPs were in effect, the vast majority in African countries.

30. With the accumulation of experience on policy reform, IDA has been increasing its support
for a broader set of reforms and initiatives beyond those in trade, pricing, and sectoral efficiency. These
include private sector development, taxation, public expenditure management, and institutional
development. Private sector development, in particular, is a key priority for the entire Bank Group.
IDA, IBRD and IFC are reinforcing their efforts to promote private sector development, by helping
governments to improve the legal and regulatory framework for business, strengthen the effectiveness of
the financial sector, and privatize public enterprises when warranted on efficiency grounds. This is being
accomplished through lending, country assessments of private sector opportunities and obstacles, research,
technical assistance and advisory work, as well as through increased collaboration between IDA/IBRD
and IFC in these activities. A c mmitt

31. All of IDA's adjustment operations in FY91-including initial SALs for countries just
beginning the adjustment process (para. 32)-contained measures to support the private sector, as well as
to improve the efficiency of government. Several SECALs, such as the Financial Sector Adjustment
Credit for Kenya, the Public Manufacturing Enterprises Adjustment Credit for Sri Lanka, and the Credit
supporting Ghana's Program to Promote Investment and Sustained Development, focused on private
sector related reforms. Most adjustment operations now also provide funding for the technical assistance
needed to build the supporting institutional framework for the effectiveness of the reform program.
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40. Institutions need to be able to analyze problems, obtain advice on how to solve them, and
procure assistance in carrying out change. Tidhnial ass for these purposes has been perhaps the
most rapidly growing area of the Association's work over the past year. Successful technical assistance
of this kind requires a committed institutional leadership with support at the political level, a well-
designed assistance program, and skilful consultants to implement it. The record of all donors here is
mixed. The Bank established a Task Force in FY91 to review these issues and recommend further steps
to enhance the Bank's capacity to deliver effective technical assistance. The institution will need to
monitor this area closely over the coming years and adapt its structures and skills to the needs.

41. For many countries, improving public sector efficiency means parastatal reform, including
rivatizaton of ublic n=rrises. Almost all IDA-supported programs contain plans for rehabilitating,

liquidating or privatizing malfunctioning public enterprises. Implementation experience has been mixed.
Comprehensive plans for restructuring, privatization and liquidation, in particular, have proven to be
difficult to implement, especially if the enterprises are in poor financial condition. Nonetheless, some
progress has been made. In Guinea, more than 100 public enterprises were privatized or liquidated
during 1988-90. In Nigeria, the number was 50; and in Madagascar, Mali, Senegal, and Togo, about
20. In FY91, adjustment operations in Sri Lanka, Ghana, Benin, and Togo bolstered support for ongoing
privatization programs. In Burkina Faso, which is just beginning to privatize, the SAL establishes
privatization legislation and procedures, and sets an objective of privatizing at least 12 enterprises during
the SAL period.

Supporing Good PerfbrMance

42. The Association made progress during IDA8 in linking allocations to performance.a/ This
has continued in IDA9 (see Table 4.1). Tc -p a mnd.4-tliat countries with weak
performanceTunited to core programs. Thir'w.a irnpeumd in FY . Countries with very weak
performance receive limited IDA allocations, which are typically restricted to priority social programs
and safety net activities. In FY91, this approach was applied to Ethiopia, Somalia, Sudan, and Zaire.
These countries, which accounted for about 7 percent of total IDAS resources, received only 1 percent
in FY91.

Table 4.1: FY91 IDA LENDING PER CAPITA
(For countries with populations between 2 and 50 million)

f

SDR/Canita

Top 25% of Performers 9.6

Middle 50% 7.8

Bottom 25% of Performers 0.6

2/ See "Country Performance and IDA Assistance," IDA Technical Note No. 7, June 1989.
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V. Supporfig Enyirmnentally SUtanable Developmen

TO Q is o vc Ir1a -4 ci.t-.-. rcc Xa~ i~c
46. Th&c 1A9 tda great (eag of attention the-eavironment he

rooomr~daons, r abmxay arned to by the Eenutiv: Dirczeorn wer; fmzdiclremir11 ed ee main
obtectiv First, to integrate environmental concerns into broader operational and analytical activities.

econd, to encourage an increased commitment by developing countries to environmental objectives and
to support the development of sound programs, policies and institutions to implement them. Third, to
assure adequate identification and assessment of environmental impacts and the participation of those
affected in the decision-making and implementation process.

47. Prrwip-BRD IDA-is iheDepies' reemmeMaeions for-
introducing or increasing the use of specific instruments relevant to these objectives. The development
of environmental action plans by governments, with the assistance of Bank staff, is being accelerated.
Lending operations are being designed to support country environmental efforts, and environmental
assessments are being prepared for projects which have a significant impact on the environment. These
not only help staff redesign projects to avoid damaging environmental effects; they also encourage
effective public participation in project formulation. Policy guidelines have been developed to provide
a road map for Bank operational staff. The Bank, together with the other founding agencies, is involved
in improving the effectiveness of the Tropical Forestry Action Plan (TFAP). Finally, the Bank is
exploring ways to encourage debt-for-nature swaps within the context of its operations.

48. Subsequent to the IDA9 report, an important additional theme of the Bank Group's work
on the environment has emerged; namely to help developing countries forge a link between their
development programs and such global concerns as the protection of the ozone layer, the reduction of
greenhouse-gas emissions, the protection of bio-diversity and the avoidance of marine pollution. In FY91
donors agreed to make resources available for these purposes through the Global Environment Facility,
managed by the Bank in collaboration with UNEP and UNDP.

r__
49. Environmental Action Plans (EAs. Ti LDA9 D, e asked tlEAPs for ' I IDA
borrowers b piqpal befom henJ uC ihA9-peio. tantial pro ess as bee About
half of all IDA recipient countries had completed or were working on EAPs at end-FY91. EAPs were
completed in Bangladesh, Burkina Faso, Burundi, Ghana, Guinea, Lesotho, Madagascar, Philippines,
Rwanda, and Sri Lanka (Box 8). EAPs were nearing completion in six other countries and preliminary
work was underway in at least 15 other IDA countries. c- , 4 Z P A R 'S .

50. IDA borrowers are developing EAPs in a variety of ways. Countries that have prepared
high quality environmental management plans independently or under other programs, such as a National
Conservation Strategy (NCS) initiated in the 1980s by the World Conservation Union (IUCN), are
updating and modifying these, as needed. In some countries, major environmental sector work by IDA
staff has produced national environmental plans that have been adopted by the governments and are of
acceptable EAP standards. Subsequent to the IDA9 discussions, virtually all countries were asked to
prepare National Environment Reports for the 1992 UNCED Conference in Brazil. Some of these reports
will satisfy the general EAP objectives; others will provide an input into the development of EAPs.
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50 funded at least in part by IDA. A major objective of these projects is to improve management and
protection capability. The Environmental Management project in Burkina Faso, which will fund the first
five-year phase of a long-term natural resource management program, also helps rural communities design
and implement sustainable management plans for their lands and related natural resources. Some projects
have a subsectoral focus, such as forestry in Kenya, fishery development in Malawi, and industrial
pollution control, dam safety, and cyclone-related emergency reconstruction in India.

52. At the time of the IDA9 discussions, it was envisaged that lending for freestanding
forestry projects would increase rapidly. To guide the design of this lending, the Bank first updated its
forestry policy, which was approved by the Board in early FY92. In FY91, only one freestanding
forestry project-for forest conservation and management of industrial plantations in Kenya-was
approved, although the Environment and Natural Resources Adjustment Program in the Philippines also
had a significant forest conservation focus. However, preparation was underway for-aboum-3t posed
forestry projects$ in IDA-eligible countriesj Te Bank on"g for forestry ii
toubrtu440 ilu iur i 92 95,

53. Environel Assessmn. Of the Gro rojects approved in FY9t (229>br in
the pipeline for FY92 or FY93 (308), 59 were classified as Category A, requiring a full eiMv iinmental
assessment and 239, Category B for which a more limited analysis is undertaken. EAs were completed
for eight projects in FY91, none of which were IDA-funded. The EAs to date have made a difference U
to project design. First, special features have been incorporated gineering specifications in a
number of projects. For example, the Oso Condensate pro in w includes provisions to
prevent blow-outs on offshore oil rigs. Second, a number of proj have been modified. For instance,
a road was rerouted to avoid an archaeological site in the Botsw Tuli Block Roads project, and limits
to the increase in cattle herds were set based on the carryin gcapacity of rangelands in the Uganda-
Livestock project. ft

54. The EAs provide an important opportunity to develop an understanding by the affected
populations of the objectives of the project and to respond to local concerns. NGOs and local residents
are consulted at an early stage, i.e. during the preparation of the Initial Executive Project Summary of
planned projects and the EA. Procedures for these consultations are not standardized at this time. For
the EA on a Malawi energy project, for instance, the local population was contacted through a systematic
survey and local NGOs were invited to an informational meeting. In Tanzania, where villages are
organized in a hierarchical system, information on proposed projects reached the village level quickly.
A review of experience with EAs, which is to be undertaken this year, will specifically cover the extent
to which the views of groups affected by the project have been taken into account in the preparation of
EAs and in project design.

55. Polil Guidelinn. Significant progress has been made in developing 3r9( guidelines for
avoiding or mitigating negative effects on sensitive ecosystems and residents of affected areas. Policy
Papers and companion Operational Directives have been or are being formulated for forestry, wildlands,
and other ecosystems. The treatment of indigenous peoples, involuntary resettlement, and cultural
property iqak-bperations are also being reviewed. The Environmental Assessment Sourcebook, which
was completed toward the end of FY91, codifies the Bank's environmental policies and disseminates "best
practices" in these areas. In addition, a Bankwide task force is currently reviewing Bank practices and
policy on energy efficiency and conservation. A description of the operational guidelines which were
completed or under preparation in FY91 is given in Box 9.
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Ba_: Guideines on Environmental hsses

The Forest Pokie Pp, -which was approved by the Board on July 18, 1991, will be
the basis for a forthcoming Operational Directive (OD). The Bank will support initiatives to expand
forest areas allocated as parks and reserves and to institute effective mana ament and enforcement in
new and existing areas. Commercial logging in primary tropical moist forests will not be fnanced! and
infrastructure project. which may damage tropical moist forests or other primary forests will be subject
to rigorous environmental assessment.

The management of wildlands. ie. natural land and water areas in a state virtually
unmodified by human activity, is covered by the Bank's Wildlands Policy, issued as Operations Policy
Note (OPN) 11.02. ThIs will be the basis for an OD to be issued by June 1992. The OPN alao
provides operational guidance for conservation of wetlands of international and national importance -a
well as mountain areas that are recognized to be excepdonally important in watershed management,
conserving biological diversity or providing other environeata services. Separate guidance on co
respjnn, and w andrivrnin m=&=1, which complement the Wildlands Policy, will be
provided in the EA Sourcebook. A paper on the management of drknds was completed in FY91. The
Bank is also collaborating with the Commonwealth Secretariat and the Overseas Development Institute
on a review of rangeland management practices in areas under communal control in Sub-Saharan Africa.

Guidance is also being provided to the staff on the people affected by development
projects. An OD (4*20) on igdigenous pnlk is expected to be issued by the end of this calendar year.
Its aim is to ensure that this population benefits from development projects, and to avoid or mitigate any
potentially adverse effects caused by Bank activities, Specific guidelines for projects involving
involuntary resettlement were issued in an OD (4.30) in FY91. In addition, the Operations Evaluation
Department of the Bank is undertaking a study on the early experience of involuntary resettlement in
Bank-supported energy and agricultural projects. The report, which concentrates on countries in Asia
and Africa, is expected to be issued in FY92. The approach paper has already been reviewed and
endorsed by the Joint Audit Committee.

A revision of the existing Bank OPN on Cultural Prpr is now in its final stage.
Supplementary work includes an ongoing study of cultural heritage issues in Sub-Saharan Africa, which
will be published as a handbook, and a review in progress of cultural issues in biologically diverse
areas.

A Task Force to review Bank practices and policy concerning enery efficiency and
conservation was set up in FY91. It will review the potential options for grelter energy efficiency,
conservation, and the transfer of this technology to developing countries. Together with a *best
practices' paper-now being prepared on these subjects, the Task Force's report, due in FY92, will
provide the basis for policy guidelines.

56. Debt-for-Nature Swaps. Possibl B support for debt-for-nature transactions was
outlined in a paper to IDA's Board in May 1990. Ei asis was placed on bringing the interested parties
together and in financing operations complementary to debt-for-nature transactions that would improve
their effectiveness. An example of the latter is IDA's Environment Project in Madagascar, where
financing for the biodiversity component was provided by NGOs using the debt-for-nature mechanism.
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VII. Conuion,

76. The record suggests that there has been substantial and bro sed progress in-a
IDA's procedures and program content to reflect the Depuies' eenees -In the first of three years
covered by the replenishment, implementation otte-IfAtobaputiaC-emns viuly 6
neither complete nor uniform In some areas expectations have been met or exceeded, while in others
important steps are still to be amIbdditienmm er of other changes made in the past year,-whil -

the writ a Depu~s~-.reemmu an. TheSe brhaV ou
derb i I: ~rt. . 'r 6-

6. The DqutietE thaEA BoardsheuM discuss country strategy, in order
to review how priorities were being reflected in programs at the country level, was implemented in the
course of FY91. Whilft3e content of and documentation for these discussions may evolve further. die
overall assessment is that this has been a useful complement to discussions of individual projects. The-

. In addition, the annual reporting on
IDA9 will help the Board to form an overview of IDA's progress, which should provide a valuable
context for the strategy discussions.

7. With r to poverty alleviation, IDA has taken a number of key steps to ensure that
poverty reduction is etral to its policy dialoguea rcejuemed by th: Depudea. The expanded levels
of human resource tending, the greater weight to poverty reduction in allocations across countries, the
introduction of poverty assessments to develop monitorable progams and criteria, represent important
progress in this area. In addition, the special emphasis placed on population policy was
well-reflected in the quantum expansion of lending for this purpose, especially in Africa. Work is
proceeding on providing more detailed guidance to staff for incorporating poverty concerns in Bank
operations.

8. Good economic management was also given greater emphasis in guiding IDA's actions in
the course of the year. Adjustment credits remain the most important instrument for assisting countries
in remedying policy distortions. In the course of FY91 there was increased attention to the use of these
credits to support improvements in the policies and institutional frameworks needed for private sector
development. IDA continued its strong support for good performers in both Africa and Asia. An
important change in the year was the sharp reduction in lending to countries which were judged to be
poor performers, reflecting the Deputies' advice. Collaboration with the Fund continued to be close and
the jointly prepared PFPs played an increasingly important role both in the country dialogue and in aid
coordination. The PFPs remain closely linked with the programs supported under IDA's adjustment
credits.

9. In the area of environmental protection, the Deputies made a large number of specific
suggestions. Progress was made during the year on most of these. The system of environmental
assessments was implemented and these have been made available to the Executive Directors well in
advance of project approval. A significant number of these are in the pipeline and it should be possible
in FY92 to evaluate the experience more fully, and take action, if needed, to make them more effective.
Environmental action plans are being developed at the country level and current plans are to complete
these by end-FY93 as requested. Environmental guidelines have been completed or are being prepared
for Bank operations relating to various ecosystems. In addition, !.an hepui, IDA



- 31 -

broadened its focus to encompass global concerns, by renewing its support for the Tropical Forestry
Action Plan and developing the Global Environment Facility. FY92 should see an acceleration in IDA's
support for constructive forestry activities and for energy efficiency following the reporting of the task
force on the latter.

10. In addition, IDA demonstrated its capacity to respond rapidly to the shifting global situation
by expanding its assistance to countries that were adversely affected by the Gulf crisis. Of particular
significance in the longer term was the fact that a number of countries which had not received IDA
credits during the eighth replenishment, became eligible to obtain IDA9 resources. This will have
implications for the allocation of IDA resources in the remainder of the IDA9 period and also in IDA10.
ThdiflteyheAP 4qPui~rhmt=Ps e the Association's rol in a number of areas With
a P y reduction in some of the extraordinary funding sources which iDA able to avail i f of in
FY9 difficult issues of balancing IDA's resources and its priorities lie ahead.

S C- t r'~ -j
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The World Barik
Washington. D.C. 20433

U.SA

ERNEST STERN
Senior Vice Presi dent
Finance

September 4, 1991

Mr. Chander

Ramesh -

Re: U.N. Role in Statistics

I found your note fascinating and I agree broadly with your proposed approach.
I would hope we could energize both Larry Summers and Jacob Frenkel's
replacement at the Fund to tackle the Under-Secretary.

I missed any reference to the UNDP to help strengthen national statistical
offices. They would seem to be well placed to fund twinning arrangements with
OECD national statistical offices, which will serve both institution building
objectives and a better link between OECD developments and the rest of the
world.

The only recommendation on which I have doubts is the role of the Development
Center. From what I hear, the Center is not functioning at all and is not
likely to anytime soon. It does not appear to be an attractive place to be
funding.



The World Bank
Washington, D-C. 20433

U.S.A.

ERNEST STERN
Senior Vice President
Finance

September 4, 1991

Mr. Shakow

Shakow -

Free Trade Agreement Linking Three Countries (U.S., Mexico, Canada)

(1) Yes I have problems.

(2) I do not think the response is innocuous. My version of an innocuous
response is attached.

(3) The reasons it is not innocuous are:

(a) the incoming asks for data on the U.S. side. It is being
requested by a political group representing U.S. border states;

(b) we have no idea of what this group's agenda is, or how it relates
to the negotiations. Yet, we jump in with both feet, including a
mini-dissertation on our involvement in Mexico's adjustment
program. Nobody asked about that; and some may not be fond of it;

(c) we offer to provide a group of U.S. Congressmen details of project
components on loans to Mexico without as much as a 'by-your-
leave" to the Mexicans. Just whose projects are these? And who
will explain design changes to this group if their interest is
sustained? And how do we explain to our Mexican colleagues that
some U.S. Congressmen would like us to add money for more border
components -- which is a very likely result, and:

(d) we are inviting project-by-project involvement by a U.S.
Congressional group. On the other days of the week, LAC, no
doubt, will complain vigorously about undue U.S. influence.
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1813 H Street, N.W. ;202) 477-1234
The World Bank w.4 ~.24:C.Me Addross: IN-MAFR AP
INTERNATIONAL BANK FOR RECONSTRUC N AND DEVELOPMENT WnhingCtonA D.C. 20433INEAR

INTERNATIONAL DEVELOPMENT ASSOCA ON U.S.A. Cable Address: INDEVAS

August 28, 1991

The Honorable Mr. Jerry Le u

2312 Rayburn House office ilding

U.S. House of Representati 5

Washington, D.C. 20515

Dear Sir:

your letter of A fl 1, 1991 to Mr. preston concerning the

infrastructure needs of th border area between the United States and 
MexIcO

has been referred to me fto reply.

The border areas f Mexico have been experiencing a very sharp rate

of growth which have put h vydemands on supporting infrastructure services.

1 gharL *03 tcr North American rree Trade A reement (NAFTh) ~5

wer&tm likely to acceler :a this growth and these demands. I therefore

believe that the work of y r bipartisan committee is timely and important

information and views of t nfrastruc re needs of the border as, it

would useful to make s observatioS public tLhvC nt and

infrastru re investment n Mexico in the 0s and th by&nk role. During

the 19305 pub. c investme was cut in half inexiceand by the end of the

decade non-oil p amiv tment was at its level since World War II.

Mea os priorities re stabilize the ec omy, to ease its enormous debt

burde and begin the pr s of economic form. T Bank supported Mexico's

effrts id aei te larg nr of no icy based sac r adjustment loans in

te, frt ith ar lrg rt and industry, as all as with lending

which aided debt red ion out with the c t lwariJa i ahs i The d

sipresive reus nd Me co's huge ernal debt has been su assfully

ireeacived Theret loge a e r qick dizburxing a . stment

lendig, nor i. The a goingeb Gervic problem requiring r

assditne, owe thr, the a curtailment of 11c investment in the 1980s

as itcraed ormu infrastructure inv nt to' support

h ctined o noi rowth Ide verty and income dle ity and the p blems

of envir ental degradat n also a large udn ed.W aete r

begu o-ede - ig*eUz

The world Bank h t iaeifatutr 02pomekned
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order

area infrastructure problem For example, the Water supply and Sanitation

Loan that we made last year nd the irrigation and Drainage Sector Loan we

anticipate making this yea both finance programs that are national 
in scope,

but which contain projects n the border area. Projects now n preparation,

or planned, for highfwe railway, the environment, education, housing and
srly be suctured M s'6do w flt t

uraan develo m tmm '.LL ly b

w o r lk y.L z A ll bd it 

AL 

.w'i~ ;iA. nat'u aT' I .tnrd tr s

T2 e

Sincerely yours,

Alexandec Shakow
Director

External Affairs



TdS1 H Street, N.W. (202) 477-1234The World Bank 33m .. s e.24 Cable Addroeu-. INTBAFRAD
INTERNATIONAL BANK FOR1 RECONSTRUC ON AND DEVELOPMENT WastngtOf. D.C. 204 Cable Address: INDEVAS
INTERNATIONAL DLVELOPMENT ASSOCIA ON U.S.A.

August 28. 1991

The Honorable mr. Ronald D. oleman

440 Cannon House Office Bu ding

U.S. House of Representati p

Washington, D.C. 20515

Dear Sir:

Your letter of A it 1, 1991 to Mr. Preston concerning the

infrastructure needs of th border area between the United States and Mexico

has been referred to me fo reply.

The border areas f Mexico have been experiencing a very sharp rate

of growth which have put h vy demands on supporting infrastructure services.

I share your observation t t the North American Free Trade Agreement (NAMTA)

would be likely to acceler e this growth and these demands. I therefore

believe that the work of y r bipartisan committee is timely and important.

In order to answ your questions about the World Bank's

information and views of t infrastructure needs of the border areas, it

would be useful to make s observations about public investment and

infrastructure investment Mexico in the 1980a and the Bank role. During

the 1980s public investmen was cut in half in Mexico and by the end of 
the

decade non-oil public inve ent was at its Lowest level since World War II.

mexico's priorities were t stabilize the economy, to ease its enormous debt

burden and begin the proc a of economic reform. The Bank supported Mexico'S

efforts with a very large rogram of policy based sector adjustment loans in

trade, finance, agricultu , transport and industry, as well as with lending

which aided the debt redu ion workout with the commercial banks. The

situation has now changed. The Government's economic program has achieved

impressive results and He co's huge external debt has been successfully

renegotiated. There is n longer a need for quick disbursing adjustment

lending, nor is there a p asing debt servicing problem requiring our

assistance. However, the evere curtailment of public investment in 
the 1980a

ha. created an enormous n for infrastructure investment to'support

continued economic growth Wide poverty and income disparity and the problems

of environmental degradat n also pose large funding needs. We have therefore

begun to reorient World B k lending to support Mexico's new financing needs.

The world Bank proach to finance infrastructure investment needs

has, in general, been to e a sectoral and national view, with the exception

of poverty alleviation af rts in four of Mexico's poorest states, -- Chiapas,

Hidalgo, Guerrero and Oax a. As a result of our past lending and our 
current

focus, we have not develo the type of data you have asked regarding 
future

infrastructure investment eads along the border, nor do we have any special

views on how to streamli current border practices, or on the functions and

utility of a binational e ity dealing with border infrastructure problems.
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Simportant issuev for the

This does not mean that we not view these a Bani r can supf rt

ted tatB ad Mxic. wver$ we believe that the 
uai and batiortl

rast t U andevel nt rMexico by maitaining a sectOcan n order

fos Within that focus t t 
has been and wiabe rStU ofocu . in trobl For example; the Water Supply and raLoan O

area infrastructure at year d the Irrigation and Drainage SeCtOLOl '
Loan that We made this yea both finance programs that e t in eparatone
anticipate ma ng tain p et the border area. projects nw in , housing and
but 'Which contain proje tt railway, the envitonlsft, doing some sector
or planned, for highwaysin arly be structured. We are a doiieS, some of
urk develowhct wwl b ooking t the special problems of mtd-izCitie

wwhich will be orde area.

whih wi e w l bhe pad if you wish, to provide you details on sub-

projct feftSin the rder areas. Perhaps the best way of indis
project forOnents saf to iscuss their particular interst with individual
would be for yoc tasko gets. Robert Kanchuger, out Contry officer for
world Bank project task dnt dfaIitate such contact ihorts

Mexico, is available to c inate and facili

maagers. His telephone r is 473-9728.

Please feel free o call on me, Or any member Of my staff if you

have any further questions

Sincerely yours,

Alexander Shakow
Director
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The World Bank 118 H street., NW. (202) 477-1234
INTERNATIONAL BANK FOR RECON$TRU ON AND DEVELOPMENT Wa&hngton, D.C. 20433 Cable Address: INTBAFRAD

INTERNATIONAL DEVELOPMENT ASSOC ON U.S.A. Cable Addrees INDEVAS

August 28, 1991

The Honorable Mr. Jim Kol
410 Cannon House Office Bu ding
U.S. House of Representati a
Washington, D.C. 20515

Dear Sir:

Your letter of A St 1, 1991 to Mr. Preston concerning the

infrautructure needs of th border area between the United States and Mexico

has been referred to me fo reply.

The border areas f Mexico have been experiencing a very sharp rate

of growth which have put h vy demands on supporting infrastructure services.

I share your observation t t the North American Free Trade Agreement (NAFTA)

would be likely to acceler e this growth and these demands. I therefore

believe that the work of y r bipartisan committee is timely and important.

In order to an r your questions about the World Bank's

information and views of t infrastructure needs of the border areas, it

would be useful to make s observations about public investment and

infrastructure investment Mexico in the 1980. and the Bank role. During

the 1980s public investme was cut in half in Mexico and by the end of the

decade non-oil public Inv nt was at its Lowest level since World War IT.

Mexico's priorities were stabilize the economy, to ease its enormous debt

burden and begin the proc . of economic ref 6rm. The Bank supported Mexico's

efforts with a very large rogram of policy based sector adjustment loans in

trade, finance, agricultu, , transport and industry, as well as with lending

which aided the debt redu ion workout with the commercial banks. The

situation has now changed. The Government's economic program has achieved

impressive results and Me co's huge external debt has been successfully

renegotiated. There is n longer a need for quick disbursing adjustment

lending, nor is there a p suing debt servicing problem requiring our
assistance. However, the evere curtailment of public investment in the 1980s

has created an enormous n d for infrastructure investment to support
continued economic growth Wide poverty and income disparity and the problems

of environmental degradat n also pose large funding needs. We have therefore

begun to reorient world R k lending to support Mexico's new financing needs.

The World Bank roach to finance infrastructure investment needs

has, in general, been to ke a sectoral and national view, with the exception

of poverty alleviation of rts in four of Mexico's poorest states, -- Chiapas,

Hidalgo, Guerrero and Oax a. As a result of our past lending and our current

focus, we have not develo the type of data you have asked regarding future

infrastructure investment eeds along the border, nor do we have any special

views on how to streamlin current border practices, or on the functions and

utility of a binational e ity dealing with border infrastructure problems.

ACA 248423 - WV 84 T4
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This does not Mean that we not view these as important issues for the

United states and Mexico. ero we believe that the Bank can best support

infrastructure development Mexico by maintaining a sectoral and national

focus. within that focus t re has been and will be room to address border

area infrastructure problem . ror example. the Water supply and Sanitation

LaA that we made last year d the Irrigation and Drainage Sector 
Loan we

anticipate making this year both finance programs that are national in scope,

but which contain Projects f the border area. projects now in preparation,

or planned, for highways, railway, the environment, education, housing and

urban devedopft will sin any be structured. We are also doing some sector

work which will be looking the special problems of mid-size cities, some of

which will be in the borde area.

we would be plea d, if you wish, to provide you details on sub-

projecat components; in the rder areas. Perhaps the best way of doing 
this

would be for your staff to imouss their particular interest with individual

World Bank project task ma germ. Robert Kanchuger, our Country officer 
for

notico, Is available to c dinate and facilitate such contacts 
with our task

managers. His telephone n er is 473-8728.

Please feel free o call on me, or any member of my staff 
if you

have any further questions

sincerely yours,

Alexande- Shakow
Director

External Affairs



TheWord Bnk1815 H Stret. N.W. (202) 477-1234The Wordd Bank Adt* IEVEBAMENT
INTERNATIONAL BANK FOR RECONSTRU ION AND DEVELOPMENT Wsai D.C. 20433 Cable Address: INA

INTERNATIONAL DEVELOPMENT ASSOCI ION U.S.A. Cebte Addre: INOEVAS

August 28, 1991

The Honorable Mr. Bill RIc rdson

204 Cannon House office Bu ding

U.S. House of Representati a

Washington, D.C. 20515

Dear Sir:

Your letter of ast 1, 1991 to Mr. Preston concerning the

infrastructure needs of t border area between the United States and Mexico

has been referred to me fo reply.

The border area of Mexico have been experiencing a very sharp rate

of growth which have put avy demands on supporting infrastructure services.

i share your observation t the North American Free Trade Agreement (NAFTA)

would be likely to avcele te this growth and these demands. I therefore

believe that the work of r bipartisan committee is timely and important.

In order to an r your questions about the World Bank' s

information and views of e infrastructure- needs of the border areas, it

would be useful to Make u observations about public investment and

infrastructure investment n Mexico in the :1980s and the Bank role. During

the 1980s public investme was cut in halt in Mexico and by the end of the

decade non-oil public tv tment was at ite -lowest level since World war 1.

Mexico's priorities were stabilize the economy, to ease its enormous debt

burden and begin the proc a of economic reform. The Bank supported Mexico's

efforts with a very large rogram of policy based sector adjustment loans in

trade, finance, agricultu , transport and industry, as well as with lending

which aided the debt redu ion workout with the commercial banks. 
The

situation has now changed The Government's economic program has 
achieved

impressive results and e co's huge external debt has been successfully

renegotiated. There is n longer a need for quick disbursing 
adjustment

lending, nor Is there ap usuing debt servicing problem requiring our

assistance. However, the evere curtailment of public inv tment in the 1980s

has created an enormous n d for infrastructure investment to support

continued economic growth Wide poverty and income disparity and the problems

of environmental degradat nalso pose large funding needs. We have therefore

begun to reorient World B k lending to support Mexico's new 
financing needs.

The World Bank pproach to finance infrastructure investment needs

has, in general, been to ake a sectoral and national view, with the exception

of poverty alleviation a orts in four of Mexico's poorest states, -- Chiapas,

flidalgo, Guerrero and 0 ca. As a result of our past lending and our current

focus, we have not dent the type of data you have asked regarding 
future

infrastructure investmen needs along the border, nor do we have any special

views on how to streamli, current border practices, or on the functions and

utility of a binational tity dealing with border infrastructure 
problems.

RCA 243423 -W 64146
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This does not wean that we 
not view these as important issues for the

united States and Mexico vet, we believe that the Bank can best support

infrastructure development 
Mexico by maintaining a pectoral and national

focus. Within that focus t e has been and will be room to address border

area i probl , For example, the Water Supply and 
Sanitation

area infrastructure Probl t he irrigation and Drainago sector Loan we

Loan that we made last ye and t r a a netroan we

anticipate making this ye both finance programs that are national in sco,

bat which contain projects n the border area. Projects fOw in PreParatiOn

or planned, for highways, e railway, the environment, education, 
housing and

urban development will a arliy be structured. We are also doing some sector

work which will be looking t the special problems of mid-site cities, aie of

which will be in the borde area.

We would be plea d, if you wish, to provide you details on sub-

project components in the rder areas. Perhaps the best way of doing this

would be for your staff to iseuss their patticUlaZ interest with Individual

world Bank project task get. Robert Xanchuger, our Country officer for

Mexico, is available to co dInate and facilitate such contacts with 
our task

managers. His telephone n er is 473-8728.

Please feel free a call on me, or any member of my staff 
if you

have any further questions

Sincerely yours,

Alexandpt Shakow
Director

External Affairs



WORLD BANK OFFICE CKING SYSTEM /..
OFFICE OF E PRESIDENT

Routing and Action ansaittal Sheet

0 DATE: r

Mr. Shakow (T-8011) 809191 ec/ -

pC7

SUBJECT

Document From: Members of Congress
To; mr. preston

Dated: 8101/91 Reference No.- EXC910807008

Topi: Congress now negotia ng a free trade agreement linking three

countries (US, Mexi Canada). To conduct 2 fteld hearings...

ACTION INSTRUCTIONS: DUE DATE:

X=- HANDLE 9/03191
REVIEW AND RECOMhEND

FOR YOUR INFORMATION
DISCUSS WITH

AS WE DISCUSSED
PREPARE RESPONSE FOR SIGNATURE

FOR YOUR FILES
RETURN TO

OTHER:

Remarks: cc for info: Messrs. Qu ahi, Stern, Thalwitz, Shitata, Stanton

please keep EXC informe of how handled & provide copies

of any response.

- c ce



ELECTRONIC LO ING AND ROUTING SYSTEMt

SENIOR VIC PRESIDENT OPERATIONS

Routing and etion Transmittal Sheet

Monday, 19-Aug 1991
Priority ; NORMAL

CC ** . SHAHID HUSAI IACVP

CC: DAVID BOCK, OPN 1
CC: NGOZI OKONJO-U , OPbSV

From OPNSV, SENIOR ICE PRESIDENT OMERATIONS

DOCUENT Reference: Item No : 1 9 9 10 8 1 3 11465060,[OPNSV

evious Reference : 1991080700800000

FROM : fembers of Con ess

TO : Mr. preston
OC DATE : 01-Aug-1991

SUBJECT : Co tess now tiat d aeent inicin thre

ACTION Requested: Due Date

Please handle
For Information
Review & Recomend ure 03-$ep-1991

D Prepare Response for r. Frestongp

Approval/Signature
Forwardint To

Discuss With
OTHER

REMARKS:
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1 DATE:

Mr. M. Qureshi (E-1241 8-6191

UBJECT:

)ocument From: Members of Congress
To: mt. preston Reference 1o. EXC910807008

Dated: 8101/91

Topic: Congress now negot tin& a free trade agreement linking three

countries ( US, Hex Canada). To conduct 2 field hearings...

- __- 
| DUEff DATE S:lSS

ACTION INSTRUCTIONS: 
DUE DATE:

XX_ HANDLE 
9/03t91

REVIEW AND RECOMMEND
FOR YOUR INFOE44ATION
DISCUSS WITH
AS WE DISCUSSED
PREPARE RESPONSE FOR SIGHATURE

FOR YOUR FILES
RETURN TO
OTHER:

Remarks! cc: Messrs. Stern, iwitz Shihata, Stanton, Shakow

FYI: EXO r.as phoned staff listed to acknowledge receipt,8l1
4I91

pis. keep EXC inform of. how handled & provide copies of responsx

cc: Pat O'Hara (for fo)
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asiugtoznt 3.C. 20515

August 1, 1991

The Honorable Lewis Preston

president
World Bank
1818 K St., NW
Washington, DC 20433

Dear Mr. Preston:

AS you know, the United stat , Mexico and canada are now ngOtating a free

trade agreement linking our tree countrtes. Although it is premature to

predict the outcome .of these 1egotiationsi every projectior shows a dragnatLc

increase in trade between Me co and the United States over

years.

A North American Free Trade greement (NAFTA)M ill add further strains to

infrastructure requirements long the bordeC.b These requirements are

extensive, ranging from ada ate roads and bridges to schools, hospitalst

housing, and a variety of p jects designed to alleviate border tSDVronmental

problems. To address this tat issues, we have formed 
a bipartizflr ad hoc

committS that represents e -h o 
the border tate In addition, we share a

common goal of successfully 
Lplementing a NAFTA.

we are requesting your npu on several key infrastructure components.

First, we would like to kn if you or your organization has developed any

data regarding future infr ructure requirements along the border- We are

interested in both identifU ation of specific and general infrastrcture

needs, and of a prioritiza on of those needs. We define futsre border

infrastructure requirement as any capital investernt in transportationh

water and sewer, communsca on, technology transfer ard housing and health

care that will result from ncreased trade between the United States and

Mexico. We would also be erested in your advice on how to streamline 
the

various practices currenti in place at the border to facilitate trade,

inrigratio, law enforceme , agriculture inspectiOfl and other routine

procedures.

second, a key step toward 
effective infrastructure plan 

is the creation of

a bi-lnational authority to 
evelop and implment border infrastructure

requirements. Several id t have been offered, but we would be interested in

any uggestiOns you or yo organization may have on an entity comprised of

.s- and Mexican official to oversee the complete issue 
of border

infrastructure.
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Third, facilitating increased order develOPent will be expeflsive. The

proles a te brdr re &I ady extenive, and willI becoflO 
more urgent

problems at the border ae nt demand at the U.S-/l4exican border, the

with the NAFTA. To meet the arr - ce Administration are in the midst

U.S. Customs Service and the neral services Aill nietrvtionrae n th st

of a $300 million expansionl. 
tae needs will be even greater and thug,

more costly. We would be int outed in your thoughts about financing future

infrastructure projects. The ederal government certainly 
has a

responsibility to finance 
pf structure developments along the border-

However, given current 
feder budget constraints, other sources and other

resources may be required. would be particularly interested in

suggestions focusing on loca and private investment options.

We hope to use the tnormtti we gather to introduce legislation on border

infrastrtture requiremnts. In addition, we plan to conduct at least two

field asrings during which Would like to receive testimony from you or a

member of your organization.

tour input will be extremely aluable to us in the comiig months. Allow us

to thank you in advance for ur prompt attention to this request. We look

forward to working with you this issue. Please forward your

correspondence or any quest' ns you may have to the contacts listed on the

following page-

Sincerely,

. colemaie
Ron Id D. coleman (TX-16)

of onress 
Member of Congress

Bill Richardson (NbM-3)

SCme-be} CMember of Congress



BORDER NM ,STRUCTURE CONTACTS

Representative Ronald 
D. CO]. n (TX):

Mary Lou srunnick
440 cannon House ofice

U.S. flouse of Represent ives

Washington, D.C. 20515

(202) 225-4831

Representative Jim Kolbe (AZ)

Barry 1ohrinB

410 cannon House Off5c building

U.S. House of Represe tives

Washington, D.c. 2051

(202) 225-2542

Reprefentative gill Richards (tMh*

Scott Wiener
204 cannon House Offti. uildig

U.S. House of Represe ativOs

Washington, D.C. 205

(202) 225-6190

Repr~efltative Jerry 
Lewis

Darin LaHood
2312 Rayburn HOu0 Of Ld

U.S, House of Repres tatives

Washington, D.c. 20 5

(202) 225-5861
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OFFICE MEMORA DUM

'*E AuguSt 29, 1991

TO: Mr. Alexander shakow, DIR

FROM: R. Kanchuge n pat ntry OfiCet, LA2CI

EXTENSION: 38728

SUBJECT: M 0 t i

I have atta 4 a proposed draft replYa

lettr ofAugst i iS from various U.S- CongreUSTmfl- The letter has
letter of Aut I. ha also attached a cOpy of the incoming

been cleared by Mr. S aea5

correpondence for you knforatiofl.

If there are *ations, please call me.

Attachment

cc. femurS. steckhan LA2DVI SquirefLC ialperi, LA2IS

ARanchuger/mdo



Sept. 3

Ernie:
Here is a clean copy of the IDA9 report.

In the environmental chapter, we decided to report
both Bank and IDA environmental assessments and

projects, with the IDA portion broken out. When we

followed your request to include only the IDA numbers,

we had no completed IDA environmental assessments to

report for FY91 and therefore no simple way to talk
about how EAs have affected project design (para. 53).

t_



THE WORLD BANK/IFC/M.I.G.A.

ROUTING SLIP DATE: September 3, 1991

NAME ROOM NO.

M Stern E1227

Mr. Wpod D7067

Mr. Scott White F7051

\ URGENT PER YOUR REQUEST

FOR COMMENT PER OUR CONVERSATION

FOR ACTION SEE MY EMAIL

PER APPROVAL/CLEARANCE FOR INFORMATION

FOR SIGNATURE LET'S DISCUSS

NOTE AND CIRCULATE NOTE AND RETURN

RE: Joint Audit Committee Meeting of August 28, 1991

REMARKS: Attached please find a draft of the
minutes of the JAC meeting held last August 28, 1991.

We would appreciate your returning the
attached draft with any comments you may wish to
make, at your earliest possible convenience.

FROM: ROOM NO.: EXTENSION:
Marsha McGraw-Olive D11029 80218



JOINT AUDIT COMMITTEE

JAC/M91-

FROM: The Secretary, Joint Audit Committee September , 1991

Minutes of Meeting held on August 28. 1991
at 2:30 p.m. in F-1244

Present

Committee

Mr. Coady (Chairman)
Mr. Al-Ghannam (Alternate)
Mr. de Fontaine Vive (Alternate)
Mrs. Herfkens
Mr. Langley
Mr. Ximenes (Alternate)
Mr. Peretz

Other Directors and Alternates

Mr. Kodera (Alternate)

Officers and Staff

Messrs. Bock, Choi, Drysdale, Hansen, Kilby, Krisnamurthi, Nankani,
Raghavan, Stern, White, Wood, and Mesdames de Nevers, Tran, and Olive
(Secretary)

Distribution

Committee For Information
Mr. Al-Assaf Other Executive Directors
Mr. Coady and Alternates
Mrs. Herfkens President Mr. Rovani
Mr. Landau Mr. Eccles Mr. Shihata
Mr. Langley Mr. Frank Mr. Silard
Mr. Leung Mr. Kopp Mr. Stern
Mr. Peretz Mr. Legg Mr. Thahane

Mr. Picciotto Mr. Thalwitz
Mr. Qureshi Mr. Wood
Mr. Roth



Minutes of Previous Meetings

1. The minutes of the meetings held on June 12, 1991 (JAC/M91-9),

July 15, 1991 (JAC/M91-ll) and July 29, 1991 (JAC/M91-10) were approved.

Briefing on Status of Current IBRD Portfolio

2. Pursuant to recommendations in the JAC Report on Bank Policies and

Practices with Respect to Countries in Arrears (R90-205, dated October 22,

1990), the Committee received its first annual briefing on the status of the

current IBRD portfolio from Finance staff. The Committee agreed to recommend

to the Steering Committee that a similar seminar be scheduled for the Board in

February, 1992.

3. Staff Briefing. The staff (Kilby) briefed the Committee according

to the request in paragraph 55 of the JAC Report on Arrears for an assessment

of: a) the current portfolio; b) projected changes in portfolio profile, how

these would affect the risks faced by the Bank, and the strategies needed to

address them; and c) changes in borrower indebtedness and Management's

approach to any emerging problems.

4. On the status of the Bank's current portfolio, the staff said that

slightly less than one third of the portfolio was considered to be low risk; a

similar portion was considered to be moderate risk. Slightly more than one

third of the portfolio was in the high risk category. Since 1980, there had

been a significant deterioration in the quality of the porefolio. The ratings

changes in FY91 had resulted in a further decline in the share of the

portfolio in the low risk category.

5. The staff noted that individual country creditworthiness ratings

gave a preponderant weight to long-term factors that were slow to change.

Accordingly, only a relatively few countries were upgraded or downgraded in

any given year and the portfolio risk structure tended to evolve gradually
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-ewE--a-me. A conscious effort was made not to overreact to short-term events

in deciding on the risk ratings for individual countries. Nevertheless, where

major changes did occur, the Bank had reacted and had kept the JAC apprised.

6. Regarding projected changes in the portfolio, the staff said it

was not easy to form a judgment about the likely evolution of the portfolio.

Lending plans for individual borrowers -- particularly those in the high risk

category -- depended on country conditions. If the conditions which

Operations staff regarded as most likely did in fact materialize, then more

than 40% of Bank commitments would go to countries which were currently

classified as high risk. Because a relatively high share of this lending

would be for support of adjustment, the share of these countries in net

disbursements would be even higher -- exceeding 50%.

7. A simple mechanical extrapolation of the portfolio would therefore

show a steadily increasing share in the high risk category. But the planned
S

lending to the high risk countries gSeen-Hy assumed a significant improvement

in economic performance. If the improved performance did-in-fact occur$, there

shbuld be an improvement in risk ratings. If the improvement did not occur,

then the planned lending would not take place.

8. Extrapolating the past five years' experience fnto the future, a

few of today's high risk countries could be expected to slide into non-accrual

over the next few years. That was the risk which the Bank was attempting to

guard against in the build up of loan loss provisions. A few countries should

manage sustained improvements in economic performance, with a consequent

improvement in their risk classification. -And several of today's high risk

countries would experience periods of progress punctuated by backsliding.
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9. The implications of the emerging current situation were that the

Bank should expect an improved success rate in assisting countries regain

market access and a viable external position. But this was likely to take

considerable time for most countries. For those that failed, it could prove

to be very difficult to arrange a viable debt workout. The Bank should thus

be prepared to support adjustment strongly and quickly, but also be ready to

curtail support if the conditions for effective use of Bank resources were not

met. There were clear risks to the Bank in implementing such a strategy.

Where countries encountered difficulties in implementing reform, external

financing pressures could quickly reach crisis proportions, and the Bank's

preferred creditor status could come under stress. For the foreseeable

future, the Bank's financial position would therefore continue to require an

adequate capacity to withstand situations of temporary non-accrual.

10. Finally, regarding the debt sftuation of borrowing countries, the

staff said its assessment was that the debt crisis was gradually easing as a

result of the improved rescheduling terms being offered to middle income

countries by the Paris Club, the Brady initiative and the prospects for

greater debt relief for low income countries that went beyond the existing

Toronto terms. Net financial flows to developing countries' were rising

modestly and FDI was playing a more important role in the overall financing

picture. Some Latin American borrowers were regaining access to private

international markets, but for many Bank borrowers, access to voluntary

lending remained costly and limited. Overall, the current net flow of

resources being transferred to developing countries was far below the level

required to facilitate their structural adjustment and growth. The Bank would
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continue to play an important role in linking these countries with the

international capital markets, both in terms of direct lending and in

mobilizing resources from other creditors and donors.

11. The staff observed that progress in the debt strategy would be

reviewed in the forthcoming Development Committee meeting. The conclusions

were clear. Further officially supported commercial bank DDSR agreements for

several indebted middle income borrowers must be pursued vigorously.

Additional headway was also needed in bringing relief to lower middle income

countries with substantial amounts of official debt.

12. Discussion. The Committee strongly welcomed the briefing, which

they said was extremely valuable and should be repeated regularly. Several of

the speakers (Peretz, Herfkens, Coady) observed that,
c'rtvszo 4 :;j ; Se4 ishrMw4 nr

opeekse- the outlookyappeared m e than current circumstances

might warrant.

13. In this regard, the Chairman said he would appreciate a

constructive worst-case preeess that would help Directors judge whether the

Bank was in a position to withstand a major loss, however unlikely it might

be. Such protection against surprise was important for the Bank's access to

capital markets, he said. He and another speaker (Peretz) 'said the briefing

was sufficiently depressing to confirm their judgment that Bank reserves were

n-t;-ad q~uae. It would take the Bank some time to return to the relatively

low-risk portfolio score of 1980, the Chairman observed.

14. The staff (Stern, Wood) noted that Bank finances were far

healthier at present than in 1980 and that the Bank was better positioned to

aThese.-1-+4ee-.
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of the portfolio that coul1d go inonnn1ul1;nrte uitit resccrvz

rt basis of a rrnbn lity that this Would sezur.

15. There was no disputing the fact that times were extremely

difficult for many borrowers, the staff (Stern, Wood) continued. However, a

realistic approach implied that neither the best nor worst case scenario would

occur. Based on experience, the Bank expected that some high-risk countries

would stay in that category, others would improve their positions, and others

would fall temporarily into nonaccrual. Despite the qualitative imponderables

that made future projections and provisioning judgments so difficult, there

were reasons to be more optimistic than five years ago given debt reduction

initiatives for low and middle-income countries and the strong adjustment

efforts of many countries. If these improvements were sustained there should

be an increase in the low-risk portfolio share in the medium-term. -rr

r at9:hear tha with roa onlorod glass..

16. A speaker (de Fontaine Vive) inquired whether the projected

increase in commitments to high risk countries in FY95 indicated a policy

decision to lend more to them as a group. He asked why some sub-groups of

high-risk countries were not projected to receive increased' commitments.

17. The staff (Stern, Kilby) noted that these were conditional

projections. Increased IBRD commitments to high-risk countries were

predicated on an assumption of ---w' dialal- 4ntln..i- =arn good policy

performance under adjustment programs. Loans would not be disbursed if

performance was inadequate. The Bank did not begin with a policy decision to

lend more to high-risk countries; it did begin, however, with the assumption
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that Bank aid in support of a high-risk country's adjustment efforts could

lead to improved creditworthiness and a lower risk rating. In this sense the

process was self-regulating: a rise or fall in net disbursements was linked

to policy performance and to the associated change in risk rating. The staff

(Wood) added that the share4 of new commits stsi'lso reflected the

availability of market financing to countries in the low-risk category, which .m

Arv L' . rL AT

as appropriate.

18. In response to a request from a speaker (Herfkens) for more

details on risk categories, the staff (Wood) said it would brief the speaker

on the creditworthiness rating criteria that had been discussed in the JAC

during the drafting of the Report on Arrears.

19. Distribution of Briefing Materials. Several speakers noted that

the briefing materials contained aountry spoctf informiation' Cwh*et-w OIA n. f

important to the portfolio analysist.haw.3.c, the Committee's traditional T

practice was to avoid mentioning countries by name. At the same time, they

noted that the Committee had been instructed by the Executive Board to review

the Bank's current portfolio and Management's approach to any emerging

problems, which by necessity touched upon country-specific questions. They

also agreed with oonczrnc ampreasz-. b r staff that its indei'endent judgment

would be undermined if the materiais w.rc--ditd before distribution. Under

these circumstances, theya.ee4 that the dcrstribution ef briefing materials
Sv "*. tu*_iA 'nc ar %b-4 a-b, , V! jji L ,'( '4_J ''C "4 ,

shculdbe r(strnraA to Committee members oa% in-eempensatios., they agreed

with the staff's suggestion to plan a seminar in February 1992, at the time

when loan-loss provisioning recommendations were to be reviewed, on the IBRD

portfolio and country creditworthiness issues.
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20. The Chairman and a speaker (Al-Ghannam) said the materials should

be made available to all Executive Directors. The Chairman said Committee

meetings were open to all Directors and that the country issues under

discussion were not secret. Furthermore, the practice of avoiding country-

specific issues was not relevant in this case because it was the Committee's

duty, at Board instruction, to discuss such issues fully. The speaker (Al-

Ghannam) added that the materials could be distributed with or without the

country-specific information, but if the country information was included, the

selection of countries should be justified.

21. The staff (Stern) said thatlree sub-groupings of countries

charriobyzzi had been included in the briefing

because there was a high covariance am+--th4n o at4biy to eieerna-

shoek.. Operational strategies to address their difficulties thus had common

elements. The staff further said it had provided the Committee wha--wes

1O 0 S 
0

r t ?Or-* -~4oV;0 , I - "tJo- -? V-t. co..;4t 9 c Vc
relevant v-'he -poztzol44. analysis the- dintrbuetet of the materialAwe--p

22. Conclusion. In conclusion, the Committee agreed, over the

objection of the Chairman, to limit the distribution of the briefing materials

to Committee members only. The Committee would recommend teo the Steering

Committee that a seminar be scheduled in February 1992 on the current IBRD

portfolio.

Allocation of FY91 Net Income and Plan for FY92: Supplementary Note

23. The Committee considered the Finance paper entitled "Allocation of

FY91 Net Income and Plan for FY92: Supplementary Note" (JAC91-37) and ''i

accepted the conclusion in paragraph$ ,f-14. The Committee agreed that the
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paper, -0 bfel.. - 5 should be sent to the

Executive Board for approval on an absence-of-objection basis.

24. Staff Introduction. The staff (Wood) said it had been argued that

a conditional waiver of 25 basis points of loan interest provided sufficient

incentive for timely payment by Bank borrowers, and that therefore, a

conditional waiver of 50 basis points of commitment fee was not needed. The

conclusion of the Supplementary Note was that this proposition should be put

to the test during FY92. This would be accomplished by monitoring and

analyzing the reasons for any overdue payments in the course of the year.

There were likely to be cases where it was not reasonable to expect that a

change in financial incentives would improve payment performance. Such cases,

such as those involving internal political turmoil, would be-enamined- afl

dfspt. On the other hand, there

could be instances, as in the past, where "administrative difficulties" were

used repeatedly by borrowers in a country as an excuse for late payment. It

was such cases, in countries where ability to pay was not an issue, that c

raised eeneern. The goal was to eliminate overdue payments in cases where

timely payment was judged to be both financially and administratively

feasible. Dp, rho cnnrl,,inn at rho AA Of tha mcnitor-hg I

2.0-r 41kL
pro might be toetndeligibility criteria to awy commitment fee waiver

in FY93.

25. Discussion. Several speakers (de Fontaine Vive, Herfkens,

Langley, Ximenes, Al-Ghannam) welcomed the conclusion of the Supplementary

Note that the conditional waiver be confined to the interest rate for FY92.

They termed this a fair compromise based on the reasonable need to gain more
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information on whether additional incentives were required for timely payment.

They expressed appreciation to Management for its pragmatism and flexibility

in reaching this conclusion.

26. The speakers recommended that the Committee endorse the

Supplementary Note and that it be sent to the Board for approval on a no-

objection basis. They said it would be preferable for the Committee to reach

a decision on the matter at this meeting.

27. Two of these speakers (Langley, Ximenes) also took issue with the I

notion that "administrative difficulties" were not an authentic reason for

payment delays. One of them (Langley) said his close familiarity with the

situation in many countries of his constituency confirmed that payment

difficulties derived from genuine financial and administrative problems. He d# 4Fte

said the Bank should not take punitive measures because these contributed to

the problem, not to solutions. The other speaker (Ximenes) argued that the

desire to maximize profits might motivate some borrowers to delay repayment

but was not a major factor for borrowing countries, for which inclusion on theu

list of late payers was undesirable. He added that there were unique

circumstances in Brazil originating with the unification of the budget process

in 1988, which required the Executive to request supplemen'ary funding from

Congress when inflation eroded the value of debt repayments in foreign

currency. He noted that a new department had been created in Treasury to

streamline payments, including those of public sector agencies and states.

28. The Chairman and another speaker (Peretz) said their preference

was to retain the original proposal in the Allocation of FY91 Net Income and

Plan for FY92 (R91-111, dated July 8, 1991), that is, to apply eligibility
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criteria both to the waiver of the commitment fee and the interest rate. As a

second preference, they said they could accept the adoption of this approach

now but to defer its implementation until July 1, 1992. The speaker (Peretz)

said he hoped a decision could be reached in Committee today that would

obviate further Board discussion of the issue.

29. The Chairman said the main argument in favor of making the

commitment fee waiver conditional was that, as with the interest waiver, the

Bank was voluntarily forgoing a payment that was contractually due from

borrowers. He said the real cost to members as a whole of unjustified overdue

payments was absorbed by those borrowers who paid on time. He recalled that

this issue had been discussed in depth in the JAC during drafting of the

Report on Bank Policies and Practices with Respect to Countries in Arrears

(R90-205). That Report had detailed the extensive efforts made by the Bank to

assist borrowers in overcoming both the technical and operational sources of

payment delays. As had been noted in the discussions, there was no close

correlation between a country's level of indebtedness and its payment record.

In fact, some very poor countries consistently paid on time. He noted that

the Bank's goal in improving country creditworthiness should include the

ability to pay on time in commercial terms. This strategy'was ultimately

beneficial to the borrower and for the Bank's standing in credit markets.

30. The staff (Stern) said it was useful to view the discussion from

the standpoint of two issues: equity among borrowers and incentives for

timely payment. The most equitable solution would be to apply the

conditional waiver both to the interest rate and the commitment fee. This was

because late payment of such contractual obligations by countries in a
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position to pay on time penalized all other borrowers. However, the equitable

solution had not been desired by the majority of the Executive Directors at

the July 23, 1991 Board meeting. On the other hand, it might be concluded

after a year of experience that a conditional waiver of the interest rate

alone was sufficient to induce timely payment. Should this occur, the equity

issue would be irrelevant. On this basis, the staff urged acceptance of the

compromise in the Supplementary Note.

31. The Chairman and another speaker (Peretz) said they could accept

this approach as a last preference but that, after a year of experience, an

analysis should be made available of the payment performance record. The

speaker (Peretz) suggnete that the staff introduction, which amplified the rva A

monitoring process, should aeampany the Supplementary Note; the Committee

agreed.

32. Conlusion. In conclusion, the Chairman said the Supplementary

Note should be distributed to the Board for approval on an absence-of-

objection basis, with the staff introduction a4ded. Tnes +f (ern) sa

this by the JAC m

Date of Next Meeting

33. The Committee agreed to next meet on September'4, 1991 to consider

the following items:

(a) Report of the 1991 JAC Informal Subcommittee on Internal

Audit Reports (JAC91-31);

(b) Operations Evaluation

- Study on Indonesian Education and the World Bank: An

Assessment of Two Decades of Lending (SecM91-984); and
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- The World Bank and Bangladesh's Population Program

(SecM91-937).

Adjournment

34. The meeting adjourned at 5:00 p.m.

Marsha McGraw-Olive
Secretary
Joint Audit Committee
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9: September 3, 1991 04:30pm

TO: Ernest Stern ( ERNEST STERN )

FROM: Charlotte Mandel, FINPE ( CHARLOTTE MANDEL )

EXT.: 82627

SUBJECT: Membership of Bank-wide Panels

Raja Iyer has asked me to consult with you regarding the FINCOM
representatives in the new Division Chief Panel, which Mr.
Alisbah will be chairing. FIN is supposed to have three members
(at the Director level) on this new panel and PER appears to be
in a rush to get our recommendations.

We currently have Mr. Stoutjesdijk representing FIN on the
economist panel. Mr. Eccles chairs the Finance Panel and Ms.
Einhorn is a member. I understand Mr. Iyer will be contacting
Mr. Eccles regarding a new member from CTR for the Finance Pa el
(which will have to be either Mr. Ruddy or Mr. Raghavan).

Assuming you don't want anyone to serve on more than one these
panels, this leaves the following Directors for consider tion:
Messrs (7nij Kavalsky uddy or Raghavan, Koch-We r,
Rischard ,eryl.

Let me know if you sh to discuss.



A L L -IN-i N O T E

DATE: 03-Sep-1991 04:41pm

): Ernest Stern ( ERNEST STERN )

FROM: Basil Kavalsky, FRM C BASIL KAVALSKY )

EXT.: 80523

SUBJECT: Technical Assistance Trust Fund

In the memorandum copied to you, Steve Eccles was
responding to a quick draft which I prepared on Friday which
raised two options. First, a pilot TA trust fund financed from
net income, which, if viewed after evaluation as a success,
would become a special program under the administrative budget.
Second, to move immediately to a special program under the
administrative budget. In his note, Steven raises a third option
on which I would like your views, namely funding a trust fund out
of the administrative budget. I have disregarded this option in
the past on the grounds that it would be perceived as a means of
getting around the discipline relating to the fiscal year and the
annual budget process. There are many programs that stretch
beyond the fiscal year -- the research budget, EDI, ESMAP, etc,
-- and it would be difficult to limit the use of the trust fund
mechanism once we have introduced it.

For these reasons, in similar situations in the past, I
have taken the view that we had a choice between setting up a
trust fund or using the administrative budget -- and indeed in
the USSR case, one of the main arguments for the net income
transfer was precisely that it allowed us to set up a trust fund
with the resulting fiscal year flexibility and the potential for
donor contributions. Delinking the trust fund from the need for
funding sources outside the administrative budget, would indeed
give us a great deal of additional flexibility in responding to
ad hoc requests in future. But it has potentially important
implications for the budget process and is not a step to be taken
lightly.

CC: D. Joseph Wood ( JOE WOOD )
CC: Michael Ruddy ( MICHAEL RUDDY )
CC: Stephen Eccles ( STEPHEN ECCLES ) ->

+TA A-- -o3
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The World Bank
Washington, D.C. 20433

U.SA.

ERNEST STERN
Senior Vice President
Finance

September 5, 1991

Mr. Preston

Lew -

I met Mrs. Faremo this morning. She is pleasant and knowledgeable. I expect
she will be interested primarily in the long-term policy interests of the Bank
and, particularly, our work in Africa.

She appreciates the thrust of the 1991 World Development Report and its
emphasis on poverty-reducing strategy.

We discussed:

(a) the Bank's increased emphasis on human resource development;

(b) the need for the Bank to adjust to help countries deal with the
substantively changed role of Government;

(c) the need for the Bank to service increasingly divergent clients
(Africa for example on the one-side, middle-income, Latin America
and Eastern Europe on the other), and;

(d) how we could retain our policy influence while channeling
increasing proportions of our lending to the private sector and
the social sectors.



The World Bank

ERNEST STERN
Senior Vice President September 5, 1991
Finance

MrE Pre toi

Lew-

Two other things. Chino may raise

(a) Suspension from primary business of
Nomura and Nikko. You know the
reasons. We have phrased it as "not up
to the standards we expect of our
financial partners".

(b) Staff. The Japanese always complain
about inadequate staff. We have just
initiated a new effort (with a special
man in Tokyo) to attract more Japanese
to the Bank. You are familiar with
those kinds of problems. I would
suggest that you just listen

sympathetically.



ThE WORLD BANK/1FC/MIGA

OFFICE MEMORANDUM
DATE: September 4, 1991

TO: Mr. Lewis T. Preston, President

THROUGH: Mr. Erest Stern, FINSV

FROM: Basil vaisky, Director, FRM

EKTENSION: 80523

SUBJECT: Your Meeting with Tadao Chino, Vice Minister, International Affairs,
Ministry of Finance, Japan, 2:15 pm, Wednesday, September 11, 1991

1. Mr. Chino became Vice Minister last June, after 30 years of

service with the Ministry of Finance. Japan is an important provider of

resources to the Bank; some examples follow. You might express our

great appreciation for Japan's strong support of the Bank Group. (More

background information on these subjects is available in Attachment 1.)

IDA. Japan will play a key role in the upcoming IDA10

negotiations. In IDA9, the de facto Japanese contribution
almost equaled that of the U.S. The burdensharing issue vis-

a-vis the U.S. will be a sensitive issue. You might ask Mr.

Chino what issues will be important to Japan in the IDA10

negotiations.

Cofinancing. Japan is by far the largest cofinancier of Bank

operations, providing half of all bilateral cofinancing

resources.

Brady Operations. Japan has supported the Brady operations

for Mexico ($1.9 billion), Venezuela ($600 million), and the

Philippines ($300 million). Brazil and Argentina remain

future possibilities for similar operations. You might ask

for Japan's continued support for future Brady operations.

Global Environment Facility. Although Japan is one of the

largest donors to the GEF, its contribution is primarily loan

cofinancing rather than grant funds and there are practical

problems in using it.

Special Funding. Since 1987, Japan has provided large amounts

of grant resources in support of Bank operations, now
consolidated in the umbrella Policy and Human Resources

Development (PHRD) Fund, to which Japan has pledged $300

million for FY91-93.

Special Program of Assistance for Africa. Japan has pledged
the largest contribution of cofinancing for SPA2. However,
funds remain blocked pending the outcome of the Paris Club

discussions on increasing official debt relief for low-income

countries.
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2. Japanese Aid and Financing for Developing Countries. Japan's
ODA has expanded sharply since its Capital Recycling Program ($65
billion over 1987-92) was launched, and in 1989 surpassed the U.S. as

the largest source of ODA. Moreover, Japan has now begun to advocate an
"East Asian model" of development, which emphasizes close collaboration
between the private and public sectors, exports, and competition,
drawing on its own successful experience. With regard to the Bank,
Japan has often been critical of its almost exclusively free market-

oriented, rapid liberalization approach. If Mr. Chino raises any of

these policy concerns, you may wish to note that the Bank is aware of

Japan's thinking and that there has been an increasingly constructive

dialogue between Japan and the Bank on these issues.

3. Another ongoing concern of the Japanese is their opposition to

official debt reduction. If Mr. Chino raises this, you might note that
while the Bank has been supportive of efforts to ease the burden the
official debt of low-income countries, we have supported flexible
approaches which include offers to provide new money as an alternative
to outright debt reduction. (The Paris Club is now discussing this; see
also the background section on the SPA).

4. As more of a general issue of concern to Mr. Chino, he may
raise the question of private financial flow to developing countries in

the 1990s. Given that commercial banks in the U.S., Europe, and Japan
are all reluctant to increase their exposure in developing countries,
there is the possibility of a major financial crunch in many developing

countries. Mr. Chino may ask what the Bank is doing to address this

issue. You may wish to note that the Bank is strengthening its private-

sector development work to facilitate the spontaneous flow of private

capital to LDCs. Also, the Bank is prepared to strengthen its catalytic
role in private flows through the ECO (Expanded Cofinancing) Program and

other vehicles of private cofinancing.

5. USSR. Another topic of interest to Mr. Chino may be what the

Bank will be doing to support the USSR. As you know, the Board recently

approved an allocation of $30 million from FY91 IBRD net income for a

Technical Assistance Trust Fund for the USSR. Japan's current position

is that until there is satisfactory progress on the issue of the four

northern islands, Japan will not provide large amounts of aid. However,
the private sector has been actively seeking business opportunities in
the USSR already.

Attachments:
Attachment 1: Information on Japanese Funding of the

Bank Group and ODA

Attachment 2: C.V. of Mr. Chino

JKirby-Zaki

cleared with and cc: Ken Ohashi and Lorene Yap

cc: Messrs. Wood, Kashiwaya, Shakow, Yurukoglu
Mmes. Okonjo-Iweala, Artus



Attachment 1 - Background Information on Japanese Funding
of the Bank Group and ODA

IDA10 Outlook

Negotiations for the tenth replenishment of IDA resources will

begin shortly, and a preliminary meeting is scheduled just prior to the
Annual meetings in Bangkok.

Japan will play a leading role in these negotiations, both in

raising priority issues and as a major contributor (the Japanese total

contribution in IDA9 was at a level where it more or less matched that

of the U.S., traditionally the largest donor). However, the question of

burdensharing between the U.S. and Japan is a sensitive one. During the

past two IDA replenishments (IDAS and IDA9), although Japan was rapidly

expanding the level of its aid program, rather than increase its share
to equal the U.S. share, Japan chose to make supplementary contributions

instead. In IDA9, for example, Japan's contribution totalled SDR 2.4

billion, consisting of an 18.7 percent share in the basic replenishment

and a supplementary contribution of SDR 239 million. The U.S.

contribution was SDR 2.5 billion, or 21.6 percent of the replenishment.

The burdensharing issue represented a constraint on the amount

that Japan was willing to contribute to IDA9. In the case of IDA10, our

preliminary discussions with major donors have indicated that most of

their budgets will be extremely tight. The one exception is Japan,
which has set ambitious targets for increasing its ODA and would be able

to contribute more to IDA if an appropriate burdensharing arrangement

could be found.

A critical factor in IDA10 will be the large number of new IDA

claimants since the close of the IDA9 negotiations. These include

newly-eligible IDA countries, such as Angola, Cote d'Ivoire, Egypt,
Honduras, Nicaragua, and the Philippines, and currently inactive members

such as Vietnam, Afghanistan, and Cambodia. The needs of these

additional IDA claimants will place considerable pressure on IDA9

resources and will have important implications for the need for
resources during IDA10.

Cofinancing

Japan is by far the largest cofinancier of Bank operations,
accounting for about half of cofinancing with bilateral lenders. The

OECF and J-ExIm committed $2.6 billion (for 40 operations) in FY90 and

$1.4 billion (for 26 operations) in FY91 for cofinancing of Bank

operations. Japan has provided large cofinancing for Brady operations

(Mexico, Philippines, and Venezuela). Through the consultation meetings

with the OECF and J-ExIm, currently held twice a year, policy issues on

which the Bank and the Japanese agencies tend to differ are actively

debated and collaboration strengthened.



Brady Operations

Japan has supported the Brady operations for Mexico ($1.9
billion), the Philippines ($300 million), and Venezuela ($600 million)
and it considers the Mexico operation to be particularly successful.
Japan continues to be supportive of possible Brady operations in several
countries. For the Philippines, Japan may provide about $300 million in
support of the second phase operation (the basic structure of the deal
was agreed on August 30th), contingent upon a satisfactory IMF program.
If Brazil reaches an agreement with commercial banks, Japan may provide
a sizeable loan for enhancement in addition to other loans for
traditional projects. Japanese support for Argentina is also a
possibility.

Global Environment Facility (GEF)

Japan's total contribution to the GEF is the second largest,
matching the total contributions of France and Germany. However, like
the U.S. (the largest overall contributor), the bulk of the contribution
is in the form of cofinancing. The Japanese contribution to the Cure
Fund is relatively small (SDR 7.32 million), while the cofinancing
portion has a grant equivalent of SDR 100 million (or $220 million). In
addition, they have pledged $21.42 million to the Montreal Protocol.
Procedures for cofinancing the GEF portion of Bank projects are now
being worked out. The Japanese have provided with a list of projects
for possible cofinancing.

Special Funding - PHRD

Since 1987, Japan has been providing large amounts of grant
resources in support of Bank operations. In 1990, Japan consolidated
various programs and created an umbrella arrangement called the Policy
and Human Resources Development Fund. It pledged to provide about $300
million over FY91-93 on a grant basis (untied except for a small amount
for Japanese consultants). Much of the funds are provided through the
Bank to the borrowers for technical assistance, mostly in project
preparation (about 95 percent of funds thus far). Other funds support
EDI training seminars, a graduate scholarship program, the Japanese
Consultant Trust Fund, the GEF, and African Capacity Building
Initiative. In addition to supporting preparation of conventional
projects, the technical assistance grants have been instrumental in
strengthening the Bank's work on the environment, private sector
development, and women in development.

Special Program of Assistance for Africa (SPA)

Japan has pledged $975 million equivalent in cofinancing for
the second phase of the SPA. However, since SPA donors are providing
debt relief in addition to cofinancing, Japan made this cofinancing
pledge conditional on an acceptable outcome of the discussions in the
Paris Club on further debt relief to low-income countries, beyond the



current Toronto Terms. The Japanese are strongly against official debt
reduction, and they feel they cannot provide new loans to countries that

benefit from debt forgiveness. Therefore, for the past year, the

Japanese SPA2 cofinancing funds have remained on hold and no commitments

have been made.

The Paris Club meets again September 16th, and in the

meantime, confidential negotiations among Paris Club members have been

held to try to reach a consensus. At the London Summit in July, the G-7

issued a clear statement of agreement in principle to granting further

debt relief to the low-income countries. Japan has indicated that a

menu of options including an option without debt reduction would be

acceptable. The U.S., while agreeing in principle with further debt

reduction, apparently needs to reach an internal consensus among
Congress and the Treasury before signing on to an agreement.

Japanese Aid Program

Since Japan launched its Capital Recycling Plan ($65 billion

over 1987-92), its ODA and other development assistance have increased

sharply. It was the largest ODA provider in 1989. With the

quantitative growth in aid, Japan's aid approach has been changing.
There is now greater confidence in its own development experience as a

possible model for developing countries. The Japanese Government, as
well as its two main development finance agencies (OECF and Japan ExIm

Bank) have become more vocal in policy advice, especially in the area of

the role of the public sector, industrial policy, and fiscal policy.

Japan places an increasing emphasis on military spending as one of the

criteria for determining its aid allocations to developing countries.

USSR Membership and Technical Assistance Funding

In August, the Board approved allocation of $30 million from

the surplus account of FY91 IBRD net income to finance Bank technical

assistance to the USSR. While the USSR is not a member of the Bank, its

economic circumstances have a large impact on Bank members, which

justify such funding. Moreover, the USSR has applied for membership in

the IMF and World Bank, and such technical assistance has been provided,

although on a smaller scale, to other recent members prior to their

approval. The Board will have the opportunity to approve the initial

program of technical assistance before any expenditures will be made.

The technical assistance program, which will be firmed up after the next

mission to the USSR, due to leave in mid-September, will likely focus on

four areas:

- Policy measures to complement stabilization efforts and to

help improve the economy's supply response - with emphasis

on price liberalization, competition policy, and trade

policy reform;



- Financial sector development with emphasis on strategy for
development of the banking system and development of
specialized lending institutions;

- Fiscal policies and program with emphasis on Union and
Republic-level inter-government fiscal relations, and
government expenditures especially in relation to the
design and implementation of an effective but affordable
safety net;

- Privatization, enterprise reform, military conversion and
private sector development including policies and
procedures for promotion of direct foreign investment.
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The World Bank
Washington, D.C. 20433

U.SA

ERNEST STERN
Senior Vice President
Finance

September 5, 1991

Dr. R. C. Janssen
Vivienstraat 62
2582RV Den Haag
THE NETHERLANDS

Dear Dr. Janssen,

As you surmised, I will indeed not be able to be in the Hague
on October 11. Please extend my best wishes to Mr. Van Dam

that evening.

Sincerely,





WORLD BANK INTERNATIONAL FINANCE CORPORATION

cc

P-1852



September 6, 1991

Rider 'A'

The draft Resolution in Attachment B of the memorandum and the

Draft Report of the Executive Directors to the Board of Governors were

amended at the meeting to include references to the Republics of the

Soviet Union with the intention that the Technical Assistance Trust

Fund for the USSR be established with sufficient flexibility to permit

the Bank to provide assistance from the Fund to all parts of the Soviet

Union within whatever political context may develop The Trust Fund

would not be used for a Republic which had separ ed from the USSR,

without the approval of the Executive Directors. The Executive

Directors.....
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The World Bank/International Finance Corporation

Office Memorandum DRAFT
Date: September 6, 1991

To: INV Trading Staff

INV Settlement, Control and Accounting Staff

From: Jean-Frangois Rischard, Director

Extension: 80920

Subject: General Guidance on Trading Conduct In the U.S. Government
Securities Market

Many of you have pointed out that it would be useful to confirm in writing the
general dos and don'ts that pertain to dealings in the US government securities
markets under their various forms: when issued trading, auction bids, secondary
market trading, and securities lending and borrowing.

Such guidance is difficult to give as the US government securities market is by
and large not a regulated market. As a consequence, there is still quite a bit of
scope for disagreement between reasonable people as to how the few existing
laws that appear to be relevant apply to various types of conducts, and to which
extent.

Still, guidance is needed. As a first cut, I think that it is important to distinguish
between two general classes of conduct:

(a) conduct that entails fraud, intentional deceit, intentional false
statements, intentional false bids, misusing a customer's name,
intentional false recordings etc;

(b) conduct of a collusive nature which, while not necessarily resorting to
conduct such as (a) above, aims at willfully manipulating the price of a
security or the rate of securities financing in such a way that third parties
may be harmed.

I don't think that I need to do much clarifying with respect to conduct of type (a)
which I believe is unlikely to occur in the Bank setting in any case. You are clearly
all aware of the need to avoid any conduct of type (a) in any shape or form. Also,
should you ever become aware of any such conduct in our midst, you know that
you have a duty to immediately report this conduct to management. These
principles are all the more important as the Bank is a very visible player in the world
capital markets, so that any sort of conduct of fraud or deceit can bring enormous
damage to the Bank's image and reputation. So let's watch out, even though we
have never experienced such conduct, and even though the background of our
staff, our multiple risk control lawyers, and the absence of a private sector-like
bonus system give good assurances that the likelihood of such conduct in the
Bank remains remote.

Where guidance is most needed, and hardest to give, is with respect to conduct
of type (b). Let me distinguish two subcategories of such conduct:



(i) what's clear is that you should scrupulously avoid, and immediately report any
knowledge of, any understanding or arrangement between ourselves and traders
of other orUaanZatons aimed a12rice fixing or madetl manilculalion in thge eyii

nd rpurchase markiM such that thir arties coul e rm is applies to
explicit or implicit understandings or arrangements; be wary pa cularly of the
implicit ones, which may "creep up on you" if you project the image of not being
sufficiently firm in your dealings with others). In general, traders should never
price anything in conjunction with another party, and should act strictly on their
own. This prohibition of reaching understandings or making arrangements with
others applies to the whole spectrum: when-issued, auctions, securities lending
and borrowing, secondary markets, futures, options etc.

(ii) where yguidance will be less crisp, and in a way more based on common
sense th &)on the clarity of the applicable laws, is with respect to collusive conduct
which. while it is not based on any understandina or arrangement with traders of c
other organizations. could be construed as such and could therefore p
Bank in embarrassing investigations. The problem with this cluster otonCduct is
that there is a fair amount of price talk and exchange of information throughout all
the phases of the lifecycle of a government security, and that much of that talk
serves a(simportant economic function, namely price discovery. Thus, it is an
area where an a and indiscriminate application of the "restraint of trade'
concept may ac ually result in harming the very functioning of what needs to be
protected, i.e. the government securities market. I guess all market participants
and regulators do agonize over the dilemma this poses, or at least should.
Nevertheless, here are some principles to guide you:

-if you don't have to divulge your intentions about the price or volume of
our bids, don't;

-talking in yield ranges and bid size ranges is safer than providing point
estimates of your intentions;

-if others give you information about lemR intentions about the price or
volume of their bids, forget about it, don't do anything with it, and don't
relay the information to others;

-in general, be far more cautious in divulging intentions than plain facts
(wedd bid X. . . at z rate);

-most important of all: be far more circumspect whenever you are a
comparatively larger player in one particular issue than when you are a
comparatively smaller player. If you are going to bid for 30% of an issue,
behave accordingly; if you will buy only a few hundred millions, there's a
far smaller risk that your having divulged price and volume information
could later be construed as participation in a collusion. Use your
commonsense.

-when in doubt, remember that it's far better to deprive the Bank of 1-2
basis points than to end up implicating the Bank in a messy, litigious
situation. At the same time, don't overreact.

Special Guidance for the Repo Market
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THE WORLD BANK/IFC/ MIGA

OFFICE MEMORANDUM

TO: Mr. Lewis T. Preston September 6, 1991

FROM: Ernest Stern, FINSV

SUBJECT: Committee on Board Procedures

on the whole, this is a sensible set of recommendations. We should react
positively. The objective of reducing the Board's time spent on irrelevancies
and streamlining procedures is welcome.

My principal concern is with the proposal on policy discussion (paragraphs
9-13). I agree that papers which contain no policies for Board approval
should normally be circulated for information only. Exceptions will,
presumably, be made for the Global Economic Outlook and the World Development
Report, even though this is not noted in the Committee's recommendation.

I am troubled by the proposed distinction between "difficult" and "not
difficult" papers (paragraphs 10(b) and (c)) and consider this an unworkable
system for two reasons. First, the classification is to be decided on
together with the Executive Directors. Since it only takes one to two
Executive Directors in the Steering Committee to carry a point-of-view, almost
any paper can be classified as "difficult". Second, since options are to be
discussed even for "not difficult" papers, it will be hard for Directors to
resist the temptation to speak in favor of options which would have benefitted
their constituencies, but which Management discarded because they did not
serve the overall interest of the Bank. If the options for "not difficult"
papers are discussed, the distinction between these two categories will have
disappeared.

Finally, I cannot conceive how the proposed process would function for most
financial policy issues where the Management has a fiduciary responsibility
for judgement. Specifically, I can see no advantage from a two-step approach
to proposed levels of provisioning or reserves, disposition of net income or
the size and composition of the borrowing program. In each of these cases,
the predictable result will be that we set targets higher than where we want
to end up, in order to leave room for compromise with supporters of lower
objectives. The result will be that Management's real judgement will never
come before the Board. I, therefore, recommend we ask the Committee to limit
the proposed two-stage discussion process to those papers which Management
identifies at the time the long-term Board schedule is presented.

Two other comments:

6 The report proposes various discussions of the external
environment. I know that this is a compromise with Part II
countries in return for agreement on the discussion of country
strategy. Nonetheless, it makes no sense. The external
environment is discussed globally in PRE reports. I can
understand why some country-specific discussion might be desired

P1867
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in addition. But, to have this discussion in all sector and
adjustment loans will be highly duplicative since there may be
more than one such loan in a country. Moreover, many trade
restrictions are not very country-specific, including the Common
Agricultural Policy or the textile agreement. Neither does the
impact change frequently. In addition, the subject is to be
repeated in the annual discussions of country assistance strategy.
The result, in addition to unnecessary work, will be to make the
section so routine as to be meaningless.

0 We have no objection to making overdue service payments,
statements of credits and statements of loans available through
the All-in-One system. The Executive Directors should understand,
however, that the All-in-One is not a secure system. We cannot be
responsible for unauthorized access to overdue service data.



THE WORLW BANK/UV/NUGA

OFFICE MEMORANDUM
DATE: September 6, 1991

TO: Messrs. Qureshi (OPNSV) and Wapenhans (EMNVP)

FROM: Russell J. Cheethai&t5DR \%

EXTENSION: 32552

SUBJECT: USSR: US Government Proposals on Cordination.

1. I received the attached proposals from the US ED's office yesterday.
I have not yet responded to Mr. Burke.

2. I think we should indicate that we do not agree with the proposal
to formally assign responsibilities among institutions and member
Governments. (You will notice that this proposal makes no mention of the
EC or OECD for example.)

3. The proposed response by Mr. Preston to Jacques Attali on the
question of coordination is also relevant here.

4. I would appreciate your guidance on how you wish this matter to be
handled.

Attachments

RJCheetham:nsp
cc: Messrs. Stern IFINSVP), Sandstrom (EXEC)
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DATE: 10-Sep-1991 04:38pm

TO: Ernest Stern ( ERNEST STERN )

FROM: Basil Kavalsky, FRM ( BASIL KAVALSKY )

EXT.: 80523

SUBJECT: IDA Reflows - the Fifth Dimension

The paper on IDA reflows was circulated to the FPC on
August 20 on a no-objection basis. I received comments on it
from Messrs. Eccles and Rao. I have sent replies to these
comments. Each suggested that we delete a different criterion on
grounds of redundancy. Since the criteria were constructed to
meet the specifics of the Honduras case and it would cause
difficulties if any were excluded, I propose to make no changes
in the document. I have indicated this to them.

OPS has no problems with the current version and will
incorporate the substance of these proposals in the Board paper
on the country allocations under the Fifth Dimension, which will
be sent to the Board for discussion in November.

Assuming Messrs. Eccles and Rao find the explanations
satisfactory (I will contact them later this week), I suggest
that you send a notice to the Finance Policy Committee indicating
that the document was approved by the FPC on a no-objection
basis, just so that it is on record. I will arrange this with
your office.

CC: D. Joseph Wood ( JOE WOOD )
CC: Lorene Yap ( LORENE YAP
CC: Pina De Santis ( PINA DE SANTIS )
CC: Gautam Sengupta C GAUTAM SENGUPTA
CC: K. Tanju Yurukoglu C KADIR YURUKOGLU
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The World Bahk
Washington, DC. 20433

USA

iOEEN A. QURESHI U
nior Vice President, Operations

September 9, 1991

Mr. Stern:

IDA-9 Paper

I have looked at the revised version of the IDA-9 paper and
still have great difficulty with the way the issue of compliance with DA-

donors requests is dealt with. My assessment is that our record in te s
of compliance has been exceptionally good. There are some minor areas

where, because of changing circumstances, we have not complied strictl

with the letter but have observed the spirit of what the donors wanted

In this regard, para 76 of the conclusions chapter is mislea ing
and conveys altogether the wrong impressions, particularly through its lack

of clarity and specificity on areas where compliance has not been full. To

avoid being misconstrued, I propose that we reword the paragraph as

follows:

"T ecord suggests that the agreed IDA objectives are being
fu implemented. Even though only the first of the three-year

replenishment period has transpired, there already has been
substantial and broad-based progress in strenghtening IDA's procedures

and program content to reflect the Deputies' concerns in the key area
of country strategy discussions, poverty alleviation, economic

management and environmental protection".

Secon y, the reu e l ricas share of IDA lending in para 64
can be misinterpreted because it lumps regular IDA resources with reflows. I
have no objection to this figure being cited provided we also indicate

separately the share of IDA resources (i.e. excluding reflows and income

transfers) that are allocated to Africa. We have always allocated IDA

reflows "broadly" in line with IDA allocations -- in fact we have used the

Board's injunction (and you may recall that the language was carefully

crafted for this purpose) to give us somewhat greater flexibility in the

allocation of IDA reflows.

cc: Messrs. Bock, Grilli, Kavalsky, Sandstrom
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The World Bank/Initernational Finance Corporation

Office Memorandum DRAFT

Date: September 10, 1991

To: INV Trading Staff
INV Settlement, Control and Accounting Staff

From: Jean-Frangois Rischard, Director

Extension: 80920

Subject: General Guidance on Trading Conduct In the U.S. Government

Securities Market

Many of you have pointed out that it would be useful to confirm in writing the

general dos and don'ts that pertain to dealings in the US government securities

markets under their various forms: when-issued trading, auction bids, secondary

market trading, and securities lending and borrowing.

Such guidance is difficult to give as the US government securities market is by

and large not a regulated market. As a consequence, there is still quite a bit of

scope for disagreement between reasonable people as to how the few existing

laws that appear to be relevant apply to various types of conducts, and to which

extent.

Trading Philosophy

As you know, the Bank's liquidity exists as a prudential buffer designed to help

the institution handle possible interruptions in its very large borrowing program.
While we try to achieve excellent performance in managing this liquidity, i is clear

that the Bank does not depend on the last penny of profit made by our

Department. This is not the idea behind our funds management approach, nor

are we compensated in relation to our trading profits. Therefore, we should stay

away from any trading approach that is, or can be viewed as, exceedingly

aggressive or cavalier. Moreover, always remember that each one of you carries

special prudential responsibilities, including those of protecting the Bank (which

is an easy and visible public opinion target) from any controversy, embarrassment

and, of course, litigation. In a nutshell: The cost of such embarrassment i

potentially very large to the Bank, and it is not worth going for the last basis point if

you are going to run even a remote risk of causing such embarrassment.

More Precise Dos and Don'ts

Still, more precise guidance is needed. As a first cut, I think that it is important to

distinguish between two general classes of conduct:

(a) conduct that entails fraud, intentional deceit, intentional false

statements, intentional false bids, intentional false recordings etc;

(b) conduct of a collusive nature which, while not necessarily resorting to

conduct such as (a) above, aims at willfully manipulating the price of a

security or the rate of securities financing in such a way that third parties

may be harmed.



I don't think that I need to do much clarifying with respect to conduct of type (a),
which I believe is unlikely to occur in the Bank setting in any case. You are clearly
all aware of the need to avoid any conduct of type (a) in any shape or form. Also,
should you ever become aware of any such conduct in our midst, you know that
you have a duty to immediately report this conduct to management. These
principles are all the more important as the Bank is a very visible player in the world
capital markets, so that any sort of conduct of fraud or deceit can bring enormous
damage to the Bank's image and reputation. So let's watch out, even though we
have never experienced such conduct, and even though the background of our
staff, our multiple risk control layers, and the absence of a private sector-like
bonus system give good assurances that the likelihood of such conduct in the
Bank remains remote.

Where guidance is most needed, and hardest to give, is with respect to conduct
of type (b). Let me distinguish two subcategories of such conduct:

(i) what's clear is that you should scrupulously avoid, and immediately report any
knowledge of, any understanding or arrangement between ourselves and traders
of other organizations aimed at price fixing or market manipulation in the securities
and repurchase markets. (This applies to explicit or implicit understandings or
arrangements; be wary particularly of the implicit ones, which may "creep up on
you" if you project the image of not being sufficiently firm in your dealings with
others). In general, traders should never price anything in conjunction with
another party, and should act strictly on their own. This prohibition of reaching
understandings or making arrangements with others applies to the whole
spectrum: when-issued, auctions, securities lending and borrowing, secondary
markets, futures, options etc. Be particularly circumspect in the securities lending
and borrowing business when securities become "special".

ii) where my guidance will be less crisp, and in a way more based on common
sense than on the clarity of the applicable laws, is with respect to colusive
conduct which. while it is not based on any understandine or arrangement with
traders of other organizations. could be constued as such and could therefore
implicate the Bank in embarrassing investigations. The problem with this cluster
of conduct is that there is a fair amount of price talk and exchange of information
throughout all the phases of the lifecycle of a government security, and that much
of that talk serves an important economic function, namely price discovery. Thus,
this is an area where any overzealous and indiscriminate application of the
"restraint of trade" concept may actually result in harming the very functioning of
what needs to be protected, i.e. the government securities market. I guess all
market participants and regulators do agonize over the dilemma this poses, or at
least they should. Nevertheless, here are some principles to guide you,
particularly with respect to auctions:

-it is always safer to talk in general terms than in specific terms, e.g. talking
in yield ranges and bid size ranges is safer than providing point estimates
of your intentions;

-if others give you information about tLeir intentions about the price or
volume of their bids, don't respond, and don't relay the information to
others;

-in general, be far more cautious in divulging intentions (we may bid x at
rate z) than plain facts (we did bid X at rate z);

-most important of all: be far more circumspect whenever you are a
comparatively larger player in one particular issue than when you are a
comparatively smaller player. If you are going to bid for 20-30% of an
issue, behave accordingly; if you will buy only a few hundred million,
there's a far smaller risk that your having shared price and volume



information could later be construed as participation in a collusion. Use
your commonsense.

-when in doubt, remember that it's far better to deprive the Bank of 1-2
basis points than to run even a remote risk of implicating the Bank in a
messy, litigious situation. Also, remember that auctions are just one way
to buy paper (actually our relatively low level of participation in auctions
shows that we have understood this quite well.)

-at the same time, don't overreact.

Special Guidance for the Repo Market

As was said above, staying away from known collusive understandings and
arrangements is also germane to the securities lending and borrowing market. In
addition, be particularly wary of joining in a major way a "special" situation that
although you have nothing to do with, might implicate you just because of the
sheer size of your participation. Again, it's better to let a few basis points go than
to run any sort of risk of implicating the Bank in a litigation.

J-FRischard:zsn



The World Bank

ERNEST STERN
Senior Vice President
finance

- ~i-V wz.., - rtcc-
5z

Ist SU



The World Bank
Washington, D.C. 204i3

US-A

ERNEST STERN
Senior Vice President
Finance September 11, 1991

Mr. Prestori

Lew -

Attached is a revised version of your draft Bangkok speech. I had sent the
earlier draift to Larry, Sven, Joe Wood, Wilfried, Bill Ryrie and Moeen.

I have not heard from Moeen. Wilfried was concerned at the lack of detail and
specific ccmmitmients and by the broad sweep. However, he had no alternative
approach toy propose. I have incorporated comments from Larry, Joe and Sven,
though Sve_ had only time for a preliminary reaction. Joe thinks the speech
is a straightforward and business-like confirmation of the current consensus,
and suggests soluw useful balancing items.

I also have tried to reflect Bill Ryrie's comments, but probably have not done
enough abotzt the IFC. His comments are attached.

With all of that, it has not gotten shorter. After you have had a look at

this draft, this should be put into language you are comfortable with.

Attachments



International Finance Corporation
Washington, D.C_ 20433

U.SA.

Sir WILLAM RYRIE
Executive Vice President

September 3, 1991

NOTE

To: Mr. Ernest Stern

Ernie:

I was glad to have an opportunity to comment on the
draft for Lew Preston's Bangkok speech. It seems to me a
good draft, although perhaps inevitably it does read a
bit like a World Bank institutional draft -- Lew will
have to add the personal touches.

There are two themes which are implicit in the draft
and which I think could be made more explicit, partly
with a view to attracting media attention. I like the
theme of capital shortage and competition for resources;
also the presentation of the need for a "market-friendly"
balance between the role of governments and markets. But
perhaps we could be a little more direct in drawing to
conclusions from these themes: First, the need for
development institutions to intensify their efforts to
mobilize funds from private markets for the purpose of
development. And it is in this context that I would like
IFC brought in, as an example of an institution (due to
expand its role with its new capital increase) whose
essential function is to facilitate private markets in
contributing to economic development. Secondly, the
overriding need to make sure that resources are used
efficiently. This is covered in the section on
implications for the World Bank group, but I think it
would be helpful to link the theme of efficiency again to
the need for market-based policies as a means of
achieving greater efficiency.

The second main theme which is in the draft but I
think could be brought out more clearly and made a key
point in the speech is defense expenditure, not so much
by developing countries (although that should be covered)
as by the industrial countries. As defense requirements
are reassessed in all industrial countries, resources
will be freed for other purposes (but avoid the phrase
peace dividend). At this point in history, it would go
down very well for the new President of the World Bank to
make a plea that the needs of the developing world must
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not be forgotten, and that plea should be a key point in
the speech.

Finally, I think the speech will have to contain a
bit more about the former USSR, but it is pretty
difficult to write that now. And, on a detail, I think
Indonesia is a case of success which should be quoted
along with Chile and Mexico in paragraph 10 and perhaps
elsewhere.

LPspeech.wr



The World Bank
Washington, D.C. 20433

U.S.A,

ERNEST STERN
Senior Vice President
Finance

September 11, 1991

Mr. Summers

Larry -

Sorry for the delay. I have incorporated your comments and those of others
and passed this version on to Lew, so it can be put into language he is
comfortable with.

I also attach a copy of Bill Ryrie's comments for your information.

Attachments



The World Bank
Washington, D.C. 20433

U.S.A.

ERNEST STERN FAXED earlier today
Senior Vice President
Finance

September 11, 1991

Mr. Alexis P. Lautenberg
Chairman
Federal Department of Foreign Affairs
CH-3003 Berne
SWITZERLAND

Dear Mr. Lautenberg:

Following our telephone conversation, we have designated Mr. David Scott to
attend the Paris meeting. Mr. Scott is fully familiar with our financial
sector work, current and planned, in Eastern Europe. Mr. Scott may be reached
on (202) 473-7481 or by fax at (202) 676-0804. I would appreciate it if your
office could confirm directly to him the arrangements for the meeting.

Sincerely,

bce: Mr. Scott





THE WORLD BANK/IFC / MIGA

OFFICE MEMORANDUM

TO: Mr. Basil G. Kavalsky, FRM September 12, 1991

FROM: Ernest Stern, FINSV 49?-

SUBJECT: Bilateral Contributions to the Technical Assistance Trust Fund

While discussing a separate matter, Mr. Wapenhans raised with me the issue of
bilateral contributions to the Technical Assistance Trust Fund for the USSR.
I think there is general agreement that we will not engage in a broad effort
to attract bilateral contributions. However, we should, of course, accept
contributions which have been offered.

Specifically, we should take up the Dutch offer and turn it into a specific
contribution. However, I now understand that the Dutch offer envisages
'burden-sharing". In line with my comments at the Board, we should make it
clear to the Dutch that we have no intention of starting such an exercise.
Without that condition, their money is welcome. Similarly, we should find out
how Switzerland plans to contribute. In both cases, we should, however, make
it clear that we will only accept untied contributions to the Trust Fund, to
be used at our discretion, and within the Board consultative procedures which
we have outlined. Donors who cannot accept these criteria should be
encouraged to expand their Consultant Trust Funds.

In addition, Mr. Wapenhans pointed out that a number of countries have
established funds to assist the Soviet Union outside of their normal Aid
programs. Our concern about additionality could be met if contributions were
made out of those specific funds. They are readily identifiable since they
are generally in the hands of different Ministries.

All of this suggests that you should be in close touch with EMENA, and make
sure that any solicitations and contributions are consistent with the above.

cc: Mr. Wood
Mr. Cheetham
Mr. Wapenhans

P-i1867



THE WORLD BANK/IFC/MIGA

OFFICE MEMORANDUM

DATE: September 12, 1991

TO: All Finance Staff

FROM: Emest Stem, Senior Vice President, Finance .

EXTENSION: 82005

SUBJECT: Information Strategy Plan (ISP) Decisions

1. The ISP report of April 30, 1991 submitted by the ISP Team has been reviewed by the
Finance Senior Managers and decisions have been agreed to on the report's recommendations.
This memo documents those decisions and areas for further action. Responsibilities and due
dates for action items have been assigned to FINCOM units and staff.

Liquid Asset Management

2. While not a formal recommendation, the report suggested that there are some business
process overlaps and synergies between the Investment and Cash Management Departments
which, after a more detailed business analysis, could be the basis for opportunities to realign
some business functions and organizational structures to produce economies of scale.

Qecision: No near-term action is desirable or needed. Treasurer's will define
reasons for maintaining any joint cash accounts shared by both Investments and
Cash Management.

Risk Management and Counterpart Support

3. The report recommended that a comprehensive, integrated risk management approach
(including an asset/liability management strategy) should be established, covering all areas of
Bank financial risk exposure.

Decision: To clarify the issues before taking actions, the Risk Management and
Financial Policy Department will prepare a paper outlining the nature and
magnitude of specific risks not now covered on a regular basis and identifying
any additional information that may be required to manage these risks in an
integrated fashion.

3. The report further recommended that this risk management strategy should be
supported by an investment in technology providing improved analytical and modelling
capabilities, improved day-to-day risk exposure management, and implementation of the new
risk management flows shown in the architecture.

Decision: Action on this recommendation was deferred until resolution is
reached on the basic risk management strategy recommendation.

4. The report also recommended that counterpart relationship information and associated
credit risk information should be consolidated into a single database.

Qcision: There was agreement that counterpart risk information should be
consolidated; however, it was decided that it would not be practical to maintain a
database recording the contents and results of visits and discussions of FINCOM
departments with counterparts. The TRE Credit Unit will prepare a note defining
what actions, if any, remain to be taken.



Loan Administration Support

5. The report recommended that the Loan Administration Modernization Project (LAMP)
work program should be initiated with the appointment of a project leader and the undertaking
of a business area analysis of the loan/credit administration information area to determine the
scope and structure of the follow-on implementation.

Decision: The Loan Accounting and Barrower Services Division Chief (Mr.
Choudhury) has been appointed as the LAMP Project Leader. Controller's has
confirmed that further analysis of the business area requirements is needed.
The LAMP project has been initiated and FY92 FSDF funding has been allocated.

Executive Information System (EIS)

6. The report recommended that FINCOM should acquire, develop and install an EIS
information delivery system as part of the Financial Information Center to support managers
and senior staff.

Decision: There was agreement that the definition of EIS front-end system
requirements was not sufficient to reach a decision and that the primary benefit
of an EIS would be for division chiefs and senior staff. The Systems
Administrator will review with managers their needs for information access and
prepare further recommendations.

Trust Fund Support

7. The report recommended that a business analysis of the Trust Fund information area
should be conducted to validate the previous studies and to produce a complete Trust Fund
Administration architecture that can serve as the basis for future Trust Fund business process
alignment and support systems.

Decishon: There was agreement that further work on Trust Fund systems and
integration of work-to-date was needed, and that better Trust Fund information
could underpin needed efforts to achieve better compliance with Trust Fund
procedures. It was agreed to begin work on analyzing the Trust Funds area to
identify the additional information requirements and actions needed.

Investment Operations Support

8. The report recommended that before committing a large amount of funds for new
Investment Department technology, a business analysis should be undertaken to document
requirements, the available options, and the cost/benefit feasibility of alternatives.
Specifically, this analysis should explore the feasibility of the integration of all business
processes and supporting technology for the current Investment Department functions.

DQciWjgn: The Investment Department has prepared a Request for Information
(RF) for a FUNDTRAC replacement system and has received replies from
vendors. The Department is pursuing the next steps to evaluate the alternatives
and is proceeding with an integration program. They have initiated the
recommended business analysis.

Financial Information Center (FIC) Resources

9. The report recommended that FINCOM should allocate stable funding and staffing to
the FIC to enable it to continue and expand its work program in support of complex-wide
needs and the suggested risk management approach.

Qecision: The current funding was deemed stable (with significant FSDF inputs)
and it was recognized that the staffing and funding of the FIC had increased in
the recent past, although part of its work was now specifically dedicated to



Controller's requirements. It was agreed that the Financial Data Base (FDB)
User Group should be reconvened by the VPCTR.

Information Technology Budgets

10. The report recommended that FINCOM should pursue an aggressive program to
improve the cost and performance of Operations & Maintenance (O&M), subject to the clear
understanding that the quality and responsiveness of maintenance activities be kept to the
current high standards.

DecisLijQ: Controlling O&M costs, especially in a period of extremely limited
budget growth, is very important. FINCOM needs to tighten the past 'open-
ended" approach to planning technology depreciation and O&M costs.

11. The report also recommended that FINCOM should continue to pursue negotiations
for the transfer of O&M support for the BAS family of systems and should request special
funding (in the range of $0.8 to $1.2 million) for the support of these institutional systems (to
be transferred with the O&M support responsibility).

Decision: There was agreement that O&M costs should not be funded from the
FSDF budget, and that these costs should be funded under regular budget
requests.

12. Additionally, the report recommended that FINCOM should examine past technology
investments and the business processes they support to identify opportunities for additional
business process changes that could lead to realized benefits. In the same vein, the report
recommended that FINCOM should require that significant technology investments include
an analysis of basic business processes and how the technology investment can enable those
processes to be made more effective and benefits realized. The report also recommended that
FINCOM should identify in advance the sources or savings that will fund the depreciation of
requested capital projects in the future.

Decision: The FINCOM Steering Committee will propose guidelines for FSDF
and Capital Budget projects for identifying what will be achieved from the
investments (e.g., cost savings, improved service, better delivery times, risk
reduction, improved income). The Steering Committee will also investigate
means for dealing with ongoing technology costs.

13. The report recommended that an annual FSDF funding level of at least $4.0 million is
required for the forseeable future.

DQQcij: This recommendation was accepted.

14. The report recommended that FINCOM should make every effort to avoid using FSDF
funds for ongoing O&M costs and to conserve these funds for systems development.

Decis n: This recommendation was accepted.

15. The report also recommended that FINCOM should use a combination of the available
options to manage the FY93-95 depreciation costs, with the diversion of systems development
funds as the last choice.

Decision: It was agreed to use funds other than FSDF for depreciation.

16. In its summary recommendation regarding technology budgets, the report suggested
that FINCOM should manage the technology program to achieve the following targets:

- $4.0 million (minimum) dedicated to development annually.

* O&M growth rate of 9% annually.



" Smoother depreciation cost patterns and pre-identified sources
for depreciation.

. Capture of benefits from systems development projects as a
target rate of 10% in the aggregate.

Decision: It was agreed that FINCOM would try to achieve these targets as the
decisions on the preceeding technology budget recommendations indicate.
However, it was recognized that the suggested capture of benefits would be
difficult to achieve and reflect in the budget systems since many benefits are
income-enhancing or risk-reducing rather.than simply cost-saving. For large
projects such as FUNDTRAC replacement and LAMP, the FINCOM Program
Coordinator and Systems Administrator will coordinate the resource needs and
benefits with PBD.

Information Technology Support

17. The report recommended that FINCOM should reestablish a centralized IRM
oversight function at the FINSV level to provide technical advice and management support on
all IRM related issues.

Decision: This recommendation has been enacted with the establishment of the
position of FINCOM Systems Administrator.

18. The report also recommended that FINCOM should relocate the Financial Information
Center (FTC) centrally, under the Systems Administrator.

Decision: The FIC will transfer when the current Controller's Workstation Pilot
and Loan Information System projects are completed, but not later than July 1,
1992. In the interim, the FIC will report to the Vice President and Controller.

19. The report additionally recommended that FINCOM Vice Presidents should
periodically review their systems programs and decide on the best systems support model at
any given time.

Decision: This recommendaiton was accepted.

20. The report recommended that the Financial Policy and Risk Management (FPR) Vice
Presidency should establish a technology support structure at the Vice Presidential level.

Decision: This recommendation was accepted.

21. The report also recommended that FINCOM should implement an Information
Technology (IT) training program for technical, support and high level staff, as well as for
managers, to aid in extracting the maximum benefits of IT investments.

Decision: This recommendation was accepted, recognizing that improved
training and education would make major contributions to controlling O&M costs
and realizing benefits from IT investments. The Systems Administrator, along
with the FINCOM Personnel Office, with inputs and assistance from the
Technical Committee, will prepare an IT Training program for FINCOM staff.

FINCOM Support of Business Processes Outside FINCOM

22. The report recommended that the location of the Budget Accounting function should
be reexamined, recognizing that Controller's must retain responsibility for the overall control
of decentralized expense accounting.

Decision: This recommendation was rejected.



Other Issues and Recommendations

23. The report recommended that information technology risk management and its
funding be coordinated at the FINSV level.

Qecision: The Systems Administrator will coordinate departmental disaster
recovery plans and timetables, bring any disaster recovery budget issues to
management's attention, and ensure thahdepartment directors have approved
the plans.

24. The report recommended that FINCOMin cooperation with ITF, should reestablish
its technology plan as an immediate follow-up task to the ISP.

DQecisio: This recommendation was accepted.

25. The report recommended that FINCOM should actively support a recalibration of the
Bankwide ISP in the immediate future and support and encourage efforts in other Bank
complexes to conduct their own ISPs.

Decision: This recommendation was accepted.

26. The report recommended that FINCOM should review the placement of the FINCOM
DEC Utility (FDU) management function and locate it where the best combinaiton of user
satisfaction, effective service, and cost efficiency can be achieved.

jcision: This recommendation was accepted. The Deputy Treasurer and the
Systems Administrator wilI jointly sponsor an analysis of the alternatives.
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ERNEST STERN
Senior Vice President
Finance September 12, 1991

Mr. Preston

Lew -

We announced our Global syndicate today.

* Launch September 19.

* Closing September 30.

* 5-year Bullet.

* Lead Managers: CSFB and Goldman, Sachs.

* others: US - Merrill Lynch
- Lehman Bros.
- Morgan Stanley

Japan - Daiwa
- IBJ
- Yamaichi
- LTGB

Europe - Deutsche Bank
- J.P. Morgan



The World Bank
Washington, D.C. 20433

U.SA

ERNEST STERN
Senior Vice President
Finance

September 12, 1991

Mr. Cox

Mark -

Cofinancing Programs of ADB. 1DB and IFC

I thought I had sent the attached along earlier. The note describes various aspects of the cofinancing
arrangements of the ADB, l0B and IFC. The material has been checked with the agencies.

Please let me know if you want to discuss this further.

cc: Mr. Coady



August 14, 1991

COFINANCING PROGRAMS OF ADB, IDB AND IFC

This note is in response to your July 29 request for information
on the cofinancing programs of the ADB, !DB and IFC.

The ADB and IDB programs are similar in structure. Under their
complementary financing programs, the ADB and the IDB make two loans to a
borrower. The first is a normal loan from the institution funded from the
institution's own resources. The second, or complementary, loan is also
a loan made pursuant to a loan agreement between the institution and the
borrower. However, the loan is funded from commercial lenders through the
sale by the institution of participations in the loan to commercial lenders
pursuant to participation agreements between the institutions and the
participating commercial lenders. The pricing and maturity of the
complementary loan reflect commercial terms.

Although similar in structure, the ADB program has been more
active than that of the IDB. The IDB has not made any complementary loans
in recent years. In fiscal year 1990, the ADB made complementary loans for
$145 million for five projects, an increase of 30 percent over the prior
year. Some of these loans were made in combination with the ADB's guarantee
facility. Under this facility, ADB issues a guarantee covering amounts due
on the complementary loan for those maturities extending beyond those that
would be obtainable from the commercial lenders in the absence of an ADB
guarantee. The guarantee can cover both principal and interest due on such
maturities.

IFC's loan syndication program is structured somewhat differently
than the ADB and IDB complementary financing programs. However, the basic
effects of the program are similar, bearing in mind that IFC's borrowers are
private sector companies rather than governments. Unlike the ADB and IDB
programs, the IFC enters into only one loan agreement with the borrower, but
the loan is composed of two portions. One portion (the A Loan) is retained
by IFC for its own account. IFC sells participation in the second portion
(the B Loan) to commercial lenders pursuant to participation agreements.

The IFC loan syndication program has been very active. According
to IFC's 1990 Annual Report, IFC has placed over $3.1 billion of participa-
tions with 249 financial institutions. During 1990 alone, $622 million in
participations were arranged out of the total of $1.8 billion of loans
approved by IFC.

The following are the significant accounting and legal aspects of
the three institutions' commercial cofinancing programs:

1. Accounting. The portion of the loan sold to commercial lenders
does not appear on the institution's balance sheet. In the case
of the ADB and the IDB, all of the complementary loan is sold to
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the commercial lenders. In the case of all three institutions,
such sales are normally prearranged prior to the time the loan is
made.

2. Loan Terms. ADB and IDB complementary loans are denominated and
repayable in a specific currency. Interest rates are market
based. Proceeds of complementary loans are not subject to the
institutions' usual guidelines for procurement, but procurement
must be from member countries. Proceeds can be drawn down
immediately. IFC's own loans are normally made on market-based
terms. There are sometimes differences between the terms for the
A Loan portion and the B Loan portion of loans made under IFC's
syndicated loan program to take account of the commercial lenders'
maturity and interest-rate requirements.

3. Lender of Record. The ADB and IDB remain the lender of record
on their complementary loans. The IFC is lender of record for the
full amount of the loan made under its syndicated loan program,
including that portion sold to commercial lenders. This means
simply that the loan agreement is an agreement solely between the
borrower and the institution. The commercial lenders are not
parties to the loan agreement. As lender of record, the
institution is solely responsible for the administration of all
aspects of the loan, including administering disbursements and
collection of loan payments.

4. Liability to Borrower for Loan Disbursements. Even though the
institution remains lender of record, the complementary loan
agreements of the ADB and the IDB and the investment (loan)
agreement of IFC provide that the institution is only responsible
for disbursing the portion of the loan that is for the account of
the commercial lenders to the extent that it has received the
amounts required for the disbursement from the participating
lenders. Thus, the institution does not have any contingent
liability to the borrower if the commercial lenders fail to
perform their obligations to the institution under the participa-
tion agreement between the lenders and the institution.

5. Liability to Commercial Lenders. The participation agreements of
all three institutions with the commercial lenders provide that
the sale of the loan to the lenders is without recourse to the
institution. Thus, the institution has no liability to the
lenders for payments that are due but not made by the borrower
under the loan agreement. The institution's responsibility is
limited to passing on to the lenders the payments received by the
institution from the borrower with respect to the loan. The
institution would have a contingent liability to the commercial
lenders only if the institution had guaranteed such payment, as
ADB sometimes does under its guarantee facility.
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In the case of IFC, however, since its program involves the
sale of participations in loans for which the IFC is also a lender
for its own account, the participation agreements between IFC and
the commercial lenders provide that IFC will distribute all loan
payments received pro rata among the participating commercial
lenders and itself. Thus, IFCIs portion of the loan cannot be
serviced fully unless the other lenders are paid in full as well.

6. Defaults. Since the contractual relationship under the complemen-
tary loan agreements of the ADB and the IDB and the investment
(loan) agreements of IFC is between the institution and the
borrower, a default under that loan would be a direct default
against the institution. Default under a complementary loan or
an investment (loan) agreement made under IFC's syndicated loan
program would permit the relevant institution to exercise the same
remedies as under its normal loans, i.e. to suspend or terminate
disbursements and to accelerate the loan. Furthermore, and most
significantly, in the case of the ADB and the IDB, a payment
default under the complementary loan agreement is an event of
suspension and acceleration under all of the institution's loan
agreements with the borrower. Thus, default under a complementary
loan agreement could affect disbursements/repayments under the
institution's entire lending program with the borrower.
Similarly, in the case of IFC a default under a syndicated
investment (loan) agreement would be an event of default under
other loan agreements between the borrower and IFC.

In addition, the ADB and IDB complementary loan agreements
and the IFC syndicated investment (loan) agreements contain
limited cross-default provisions entitling the institution to
exercise remedies under that agreement if the borrower has
defaulted under other loan agreements with the institution. The
ADB and the IDB do not accept, however, the inclusion in
complementary loan agreements of the broad cross-default provision
typically included in commercial bank loan agreements to the
effect that a default by the borrower on any external indebtedness
constitutes a default under the agreement. IFC agreements, on the
other hand, usually have broad cross-default provisions. Under
the IFC agreements, a default by the borrower under any agreement
with another creditor would be an event of default under the IFC
agreement. It should be noted, however, that this clause is
typically limited solely to the company that is the borrower under
the IFC loan and not to any other entity within the country.

7. Rights of Commercial Lenders Upon Default. Under the ADB. and IDB
participation agreements, the commercial lenders are not obligated
to make further payments to the institution with respect to the
complementary loan if the borrower is in default with respect to
other external debt payments owed to the commercial lenders. The
provision in the ADB agreement is triggered if there is any
default on any amount owed to any of the commercial lenders
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participating in the complementary loan. Similarly, the ADB
complementary loan agreements condition disbursements under the
loan on the absence of defaults on external debt payments due to
the commercial lenders.

The provision in the IDB .participation agreement requires
commercial lenders having at least two-thirds of the commitments
with respect to the complementary loan to determine that the
borrower has been in default for at least 90 days in an amount
exceeding $1 million owed to any of the commercial lenders
participating in the complementary loan. The only pertinent
condition of disbursement in IDB's complimentary loan agreements
is that IDB has received the necessary funds for the disbursement
from the participating commercial lenders.

Unlike the ADB and IDB programs, the IFC participation
agreements do not specifically excuse commercial lenders from
making further payments to IFC under the participation agreement
in the event the borrower is in default with respect to other debt
owed to such lenders. However, IFC syndicated investment (loan)
agreements condition disbursements on the absence of any events
which would be events of default under the agreement, including
the absence of a default by the borrower under agreements with
other creditors. Under its participation agreements, IFC cannot
waive this condition without the consent of all the participating
commercial lenders.

With respect to defaults under their complementary loans, the
ADB and the IDB undertake in the participation agreement to
consult with the participating commercial lenders in a default
situation for the purpose of obtaining the lenders' views, to keep
the lenders advised of the situation, and to take the lenders'
views into account before deciding on a final course of action.
Each of the institutions also agree to exercise the same standard
of care as it exercises in loans for its own account. Neverthe-
less, each institution reserves the right to exercise, or refrain
from exercising, any of its rights under the complementary loan
agreement, other than those relating to the borrowers' payment
obligations and certain other provisions specifically enumerated
in the participation agreements. Under these provisions, the
consent of all the participating commercial lenders would be
required for any rescheduling of the complementary loan.

With respect to the portion of its loan sold to commercial
lenders, IFC, like ADB and IDB, undertakes in the participation
agreement to consult with the lenders in a default situation on
the course of action IFC intends to take. IFC also agrees to
exercise the same care in the administration and enforcement of
rights under the portion of the loan sold to the commercial
lenders as it exercises in loans for its own account. Neverthe-
less, IFC reserves the right to exercise, or refrain from
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exercising, any of its rights under the loan agreement, other than
those relating to the borrower's payment obligations and certain
other provisions specifically -enumerated in the participation
agreements.

Notwithstanding the foregoing, IFC participation agreements
contain a provision not found in the ADB and IDB agreements. The
provision obligates the IFC to accelerate the portion of the loan
sold to the commercial lenders if there has been a payment default
on that portion of the loan and the lenders holding a proportion
(usually two thirds) of the loan request the IFC to accelerate.
In exceptional cases, IFC has agreed to a broader provision
allowing the commercial lenders to control action in the case of
defaults other than non-payment. Where this is the case, the IFC
includes a second provision in the participation agreement
allowing IFC to withdraw from the B Loan and in effect to "put"
the B Loan to the participating lenders. In such a case, the IFC
would assign the B Loan to the lenders and the lenders would then
become the lenders of records and be in a direct contractual
relationship with the borrower. In no case can the commercial
lenders sell back their participation to IFC.

8. Preferred Creditor Status. ADB has announced that it will take
all necessary steps to defend all its loans, including
complementary loans, against attempts to subject such loans to
debt rescheduling. A copy of the ADB's statement is attached for
information. Although the IDB has not made any comparable
statement, it is reasonable to expect that it would take the same
position as the ADB. None of the ADB's or the IDB's complementary
loans have been rescheduled. IFC's 1990 Annual Report states that
"{w]hile participating banks remain fully exposed to commercial
risk, in practice [IFC's] special status has ensured that no IFC
loan, including the portion taken by participants, has ever been
included in the general rescheduling of any country's foreign
debt."

The foregoing discussion relates only to the three institutions'
lending programs. IFC, of course, may also be an equity investor. The IFC
does not have any comparable program to provide a de facto preferred status
to other equity investors in a company. Although IFC expects to enjoy
preferential treatment in terms of repatriation of dividends, it does not
seek to afford similar treatment to other foreign equity investors in the
company.



COMPLEMENTARY FINANCING SCHEME
REPRESENTATIONS TO COMMERCIAL INSTITUTIONS ON

"RESCHEDULING"

Under the CFS, funds from commercial sources are made available to a

borrower by ADS under a Complementary Loan Agreement between the Bank and the

borrower, and ADB becomes the "lender of record. ADB administers the complementary

loan as if it were made from its own resources, and the immunities and privileges that ADB

enjoys with respect to its operations will equally apply to the administration of the

complementary loan. Under its current policy, ADS will not voluntarily participate in any

debt rescheduling exercise should such an exercise be undertaken by any of its borrower

member countries. ADS will seek exemption from any such exercise for all its loans

whether they are made from its own resources or through the CFS. The basis of the claim

for exemption would include the fact that ADB is a multilateral international organization

which enjoys certain privileges and immunities under its Charter for the purposes of

carrying out its role as an international development institution. As such, ADS will claim

a certain preferred creditor status in its member countries which entitles it to exemption

from any rescheduling exercise and ADS would take all necessary steps to defend all its

loans, including CFS loans, against attempts to subject such loans to rescheduling. It

should be noted, however, that ADS cannot absolutely guarantee or warrant that its claims

to exemption from rescheduling will always be successful. International pressures,

pressures from creditors and those from the debtor country itself, together with other

factors, may result in ADS not being successful in defending and enforcing its claim for

exemption. Despite this uncertainty, the commercial institutions which participate in ADS's

loans should have a better protection against sovereign risks than they would have it they

directly lend to a borrower, and as sucht this warrants the quid pro quo of offering better

terms and conditions to a borrower than those normally available in the market to the

same borrower.



The World Bank
Washington, D.C. 20433

USA

ERNEST STERN
Senior Vice President
Finance

September 12, 1991

Mr. Roth

Don -

Mary Bush (CV attached) will be calling you in the next day or so for an
appointment. I would appreciate it if you would meet with her to discuss her
interest in, and assess her capacity for, FOD.

Let me know your reactions.

Attachment



The World Bank
Washington, D.C. 20433

USA

ERNEST STERN
Senior Vice President
Finance

September 12, 1991

Mr. Dervis

Kemal -

Despite your busy schedules, I would appreciate it if you could give Mary Bush
(CV attached) half an hour of your time when she calls in the next few days.
She is interested in the World Bank, particularly in Eastern Europe or
Finance. With her practical background in finance, she could bring expertise
we sometimes are short of. She would like to explore whether her abilities
match with any of our requirements.

Attachment



The World Bank
Washington, D.C. 20433

U.SA.

ERNEST STERN
Senior Vice Pres[dent
Finance

September 12, 1991

Mr. Long

Millard -

Despite your busy schedules, I would appreciate it if you could give Mary Bush
(CV attached) half an hour of your time when she calls in the next few days.
She is interested in the World Bank, particularly in Eastern Europe or
Finance. With her practical background in finance, she could bring expertise
we sometimes are short of. She would like to explore whether her abilities
match with any of our requirements.

Attachment



The World Bank
Washington, DOC. 20433

U.SA

ERNEST STERN
Senior Vice President
Finance

September 12, 1991

Mr. Cheetham

Russ -

Despite your busy schedules, I would appreciate it if you could give Mary Bush
(CV attached) half an hour of your time when she calls in the next few days.
She is interested in the World Bank, particularly in Eastern Europe or
Finance. With her practical background in finance, she could bring expertise
we sometimes are short of. She would like to explore whether her abilities
match with any of our requirements.

Attachment
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THE WORLD BANK/INTERNATIONAL FINANCE CORPORATION

Office Memorandum
DATE: September 13, 1991

TO: Distribution

FROM: Paj egelbaum&

EXT.: 80752 i r e . Le

SUBJECT: Upcoming Global Bonds

Members of the syndicate have now been notified. For your information the a a-4
syndicate is as follows: 5 U

CS First Boston } Joint Lead
Goldman Sachs & Co. } Managers

Daiwa Securities } 7/'
Deutsche Bank I Comanagers
IBJ Intemational Limited }
J.P. Morgan Securities }
Lehman Brothers }
The Long Term Credit Bank of Japan Limited }
Merrill Lynch Capital Markets
Morgan Stanley & Co., Incorporated }
Yamaichi Securities }

Attached are copies of the form of letters sent to the joint lead managers, the comanagers and other
firms. Also attached is a copy of the press release which was sent today.

Distribution:

Mr.Ernest Stem --

Mr. Donald C. Roth
Mr. Caio Koch-Weser
Mrs. Jessica P. Einhorn
Mr. Kenneth Lay
Mr. Krishnan Chandrasekhar
Mr. Hans Rothenbuhler
Mr. Alan Mole



THE WORLD BANK
Washington, D.C. 20433

U.S.A.

BY FACSIMILE

September 12, 1991

TO: LEAD MANAGER

WORLD BANK GLOBAL BONDS

We are pleased to confirm our advice to you that, in anticipation of the launch of our fifth
global bond, the World Bank has selected your institution, together with Goldman, Sachs & Co. to
serve as joint bookrunning lead managers for the transaction. We presently expect this issue to be
launched as early as next week, although this timing could be postponed if conditions warrant.

We envisage that, subject to market conditions, the fifth global bond issue will be launched
with the following terms:

Size: USD 1.0 - 1.5 billion
Maturity: 5-10 years (intermediate)
Callability: Non-call life
Securities: Book entry, with definitive registered

option
Coupon: Semiannual, 30/360 basis
Listing: Luxembourg

We have decided to maintain a relatively small syndicate for this global bond issue, to
include a maximum of nine Co-Managers. Today, we issued preliminary invitations to the
following firms to participate in the management team:

Daiwa Securities
Deutsche Bank Capital Markets Limited

IBJ International Limited
J.P. Morgan Securities

Lehman Brothers
The Long Term Credit Bank of Japan, Limited

Merrill Lynch Capital Markets
Morgan Stanley & Co., Incorporated

Yamaichi Securities

Once more, let us congratulate you on your selection as Joint Lead Manager. We look
forward to working closely together with you on the preparation and execution of this transaction.

Very truly yours,

Donald C. Roth, Vice President and Treasurer
Kenneth G. Lay, Acting Director, Financial Operations Department
Paul J. Siegelbaum, Chief, Funding Group III

cc: Mr. Guillaume d'Angerville, Director
Mr. John Romanelli, Vice President, First Boston Corporation



THE WORLD BANK
Washington, D.C. 20433

U.S.A.

BY FACSIMILE

September 12, 1991

TO: COMANAGER

WORLD BANK GLOBAL BONDS

The World Bank expects to launch its fifth global bond issue in the next week or two,
subject to the receipt of the necessary governmental consents under the Bank's Articles of
Agreement. I am pleased to invite your firm to participate as a member of the management team for
this transaction.

The World Bank will designate a group of up to eleven financial institutions to participate
as members of the management team for this global bond transaction. Credit Suisse First Boston
Limited and Goldman, Sachs & Co. have been invited to act jointly as bookrunning lead managers.

Subject to market conditions, the fifth global bond issue will be launched with the
following terms:

Size: USD 1.0 - 1.5 billion
Maturity: 5-10 years (intermediate)
Callabitity: Non-call life
Securities: Book entry, with definitive registered

option
Coupon: Semiannual, 30/360 basis
Listing: Luxembourg

Once the details of the actual issue are known, you will receive a formal invitation specific to the
issue.

Please call us as soon as possible at (202) 458-0752 to confirm your agreement to
participate in the transaction as described above. The World Bank will issue a press release
tomorrow, describing the transaction and disclosing the names of the members of the management
group.

Very truly yours,

Paul J. Siegelbaum
Chief, Funding Group III
Financial Operations Department

cc: Mr. Koji Yoneyama, Chairman, New York
Mr. Hiroshi Yoshida



World Bank
1818 H Street, N.W., Washington, D.C. 20433, U.S.A. eTelephone: (202) 477-1234

NEWS RELEASE ND. 92(F7 Contact: Shaldon Rappaport
(202) 473-1797

WORLD BANK PLANS w GLOBAL BOND ISSUE

WASWINGTON, September 13 -- The World Bank announced today that in the
coming weeks it plans to launch a new U.S.- dollar global bond-issue. The
issue, which will be $1.5 billion in size,- will be underwritten and
distributed simultaneously in the euromarkets and in the U.S. and the Japanesedomestic markets. As with the prior issues, these securities are designed totrade globally, on a 24-hour basis, through integrated clearing systems in theU.S. and the euromarkets.

In preparation for the global bond inaue the Bank announced theformation of the management group of investment dealers that will bring theissue to market. CS First Boston and Goldman, Sachs & Co. will serve as jointbookrunning lead managers. The other members of the management team areDaiwa Securities, Deutsche Bank Capital Markets Limited, IBJ International
Limited, J.P. Morgan Securities, Lehman Brothers, The Long Term Credit Bank ofJapan, Limited, Merrill Lynch Capital Markets, Morgan Stanley & Co.,Incorporated, and Yamaichi Securities.

- o -



THE WORLD.BANK
Washington, D.C. 20433

U.S.A.

BY FACSIMILE

September 12, 1991

REGRET LETTER

WORLD BANK GLOBAL BONDS

Subject to market conditions, the fifth global bond issue will be launched in the near
future. We have considered carefully the most appropriate size and composition for the
underwriting syndicate under current market conditions and have decided to maintain a small
syndicate of no more than eleven firms. I regret to inform you that we will be unable to invite

- to participate as a manager for the next issue.

This decision was a particularly difficult one for us, in light of the long-standing
relationship between our institutions. Our decision in regard to this next issue is not, you should
be aware, any precedent for future global bond transactions. Decisions as to those transactions
will be made at the time and under circumstances then prevailing, bearing in mind the goals of
those issues.

We have today sent invitations to a group of financial institutions to participate as members
of the management team for our fifth global bond issue. These names, along with those of the
joint lead management team, will be made public shortly in a press release.

Very truly yours,

Paul J. Siegelbaum
Chief, Funding Group III
Financial Operations Department



The World Bank
Washington, D.C. 20433

USA.

ERNEST STERN
Senior Vice President
Finance September 13, 1991

Mr. Roth
Mr. Lay

Nomura/Nikko

I am not sure where the thought originated that we had suspended new issues

because of their association with gangsters. We should, if asked, stick to

our previously agreed line, i.e., that we do not discuss or comment on

relations with our financial partners.

In particular, it would be inappropriate for us to cite or confirm relations

with gangsters as a cause for our action. We are and have been concerned that

these two firms are involved in a number of charges of improper behavior,.

including some that have led to an unusual inquiry by the Diet. We are not a

judicial body and have not based our actions on evidence 
relating to any

specific actions. I do not know where the story emanated and it may be purely

speculation. However, I want to be clear that we 
do not participate in any

way in discussion of specific 
causes.

Please be sure that FOD staff understand 
this and that the press people have

appropriate guidance.







L -I N - 1 N O T E

DATE: 11-Sep-1991 05:49pm t

TO: Ernest Stern ( ERNEST STERN )

FROM: Robert Picciotto, CPBVP ( ROBERT PICCIOTTO )

EXT.: 84569

SUBJECT: Budget Process

Ernie:

I would appreciate your views on the attached draft.

Bob



To: Mr Lewis Preston

From: R. Picciotto

Subject: Budget Process

1. The following is a possible road map towards budget process
simplification : 2

* compress the budget cycle,-- 3 -onth nd seThe balance
of the year for cost effectiveness analyses; resource -
redeploymen decisions and assessments of business results;
(Annex 1); /. -A bt

* enforce a simple and consistent budget management
information system at all levels of the organization (Annex 2);

* initiate a dialogue with the Board regarding budget
process reform (Annex 3).

2. For orderly management, existing processes should be
observed until we have something better to put in their place.
Clarification on this point would be helpful at the next PC
meeting.

co- r4~4

3. If you broadly agree with the approach sketched in the D

attachments, you may wish to announce at the PC meeting that you W Y

have asked me to set a review process in train -- as you have
done in the case of personnel decentralization. Obviously, your
decisions would have to await the preparation of detailed process
options and the recommendations of the Jaycox Task Force.

4. Following is a brief status report on planning and budgeting
activities :

* Work is ongoing for a budget priorities paper to be
delivered to you in draft by the end of September. It will reach
the Board by the end of October. An outline is available.

* We are also expected to present the Board with a long
term projection of work force growth by the middle of October as
a basis for proceeding with IFC's purchase of a new building. -ras is

e FY91 Retrospective will be sent to the Cost
Effectiveness and Budget Practices Committee in October. An
overview will be available in a couple of weeks.

r e 5. Draft FY92 Budget contracts for each of the major complexes
are in hand. You may find it useful to meet with the SVP/VPs
concerned to discuss them.



Annex 1

BUDGET PROCESS CALENDAR ' V3 As'rcwon c - *JCK

1. A three months budget ccli budget guidelines would be
issued to the Units 4--Mar-h an4The President's budget would be
sent to the Board in May. The budget would be grounded in
managerial contracts and tied to unit work programs and task
budgets.

2. A three months business planning cycle : Unit 3 year business
plans would be put together from September to November. This
process would be simplified and concentrate on broad
institutional priorities, efficiency and resource allocation
decisions : it would be used to force managers to face tradeoff
decisions and allow the President to settle on budget growth
options.

3. Quarterly reporting : simple, quantitative reports would be
sent to the President every quarter to review progress against
plans. A summary of the second quarter report (midyear review)
and of the fourth quarter report (annual retrospective) would be
sent to the Cost Effectiveness and Budget Practices Committee.

4. Role of the Board Board involvement would be.-4ratca--y
reddee4. )Y te"Pr!Foritles paper

ovember) and the Budget Framework discussion at the Committee
the Whole (February) would be eliminated. 01-te y-t-he%-

President meet'informally wit the xecutive Directors soon
after the annual meetings (November) to outline his budget
priorities in the coming budget year a-nd Thie Cost Effectiveness
and Budget Practices Committee would be briefed by PBD in
February about the outcome of the business planning process and
the budget growth options being reviewed by management.

f~w. A Ao~c,~t 4 t A i ') c KW10 --.t4 V

ccCO V~- 1ty CL1k L . c~ t. 0 -t -

VC4 Atc CrT.. e- %7 V- r- - ~ bA.tcr~---s-~3 c./



Annex 2

INFORMATION SYSTEMS 1r

1. The Bank's current management and bu t information systems
are excessively decentralized and c rsome.

2. To make these systems more u ul and transparent, a standard
approach would be used at al evels of the organization. The
design of a Presidential nagement Information System we-ld-e 7-
-erganized -as an urgent piiority. T
speosfiGation -f-or- hsmanagement information needs ncent-rating oV'

n he new- o*-tce r
reporting system wel-d-be in place by the end of December.

e- 3. Budgetinformation would be submitted according to standard
S..- formats and concentrate on : (i) program objectives; (ii) key

activities; (iii) major output indicators; (iv) major budget
and staff parameters. The same logic would be used at all stages
of planning and budgeting -- as well as for monitoring of
results.

4. A Cost Accounting Data Base would be set up to help ensure
effective cost controls.

5. The Budget Accounting System would be improved in consultation
with users.



ANNEX 3 7 ;

Role of the Board

1. The current process w set up in 1986 as a compromise -- to
get Mr Claussen's last dget (FY87) approved. The Board reviewed
the process in 1989.
Cowded budget calendar.

2. A winning strategy vis a vis the Board on budget process
reform would involve a combination of tight budget management
decisions and an explicit linkage between the Haralz proposals
and budget process simplification.

3. Budget process simplification may be supported by influential
Directors provided they are reassured that : (i) budget growth
will be constrained; (ii) more budget redeployment will take
place; and (iii) informal consultations will regularly take place
regarding budget matters.

4. Still, the risks of a confrontation are substantial,anpdi+- r
e-ee.-t- tolet the beginning of this year's process run me-e-.or
as.s- according to established procedures and come to the Board
with a fo mal proposal only after the required groundwork has
been laid for a smooth passage -erf 6o
the new 'P-e-s approach to Bank budgeting. However, we should
not wait too long : a specific plan of action should be wave44e4 )-WAP

to allow completion of
the discussions with the Board well beforefthe initiation of next
year's budget cycle.



THE WORLD BANK/iNTERNATIONAL FINANCE CORPORATION

i OFFCE MEMORANDUM
Cc>sV

2a DATE : September 11, 1991

70 : Messrs. Stem and Roth

FROM : Kenneth G. Lay, FODDR

EXTENSION: 80774/5

SUBJECT : U.S. Market - 10% Concentration Limit

1. Just before leaving for Europe last week. I checked with
Mark Cox to learn the status of Treasury's deliberation as to whether to
oppose or not to oppose our effort to get exemption from the 10%
investment-security concentration limit in the Bank Act.

2. Mark told me that the domestic side of Treasury remains
opposed, despite our recent submission. The reason, according to Mark, is
one of principle: Domestic staff doesn't like special exemptions for any of the
government-sponsored agencies and accordingly doesn't want to acquiesce in
the extension of this one. (Of course, they've got no intention of initiating a
challenge to the existing exemptions - that would require political courage. a
commodity always in somewhat short supply.)

3. I asked Mark whether the domestic position is dispositive.
He said "no", that the matter could be taken higher. I asked whether the
international side would support us. He said it would require a strong
showing on our part of the need for it. I told him I couldn't offer him
anything other than the potential for several tens of millions of dollars NPV of
savings in our financing costs. He expressed skepticism about this outcome,
to which I replied by explaining banks' portfolio decision-making and the
remaining gap between IBRD and FNMA financing costs. I told him we'd be
happy to have regional bankers discuss the matter with them.

4. The numbers seemed to capture his attention, and he allowed
that international might be willing to press. I told him we would discuss the
matter among ourselves and get back to him. I reiterated that we are only
asking for a "no objection" position from Treasury, not active sponsorship.

5. Shall we keep pushing? My view is that we should. .- i--f-

% ss g-

cc: Messrs. Koch-Weser, Siegelbaum. White sc .5zve.stU

glIr



THE WORLD BANK/INTERNATIONAL FiNANCE CORPORATION

0 OFFICE MEMORANDUM

DATE: September 13, 1991 C

TO: Mr. Ernest Stem, FINSV

FROM: Robert Picciott , BVP - s_

EXT: 84572

SUBJECT: FSDF - Cost Accounting Data Base (CADB) Funding o - e 4 FS) F r,

1. The purpose of this memo is to provide you with information on actions . o -
taken and planned with regard to the CADB and to request that the full level of funding
initially requested ($150,000) through the FSDF be provided for the work planned and
now under way for FY92. 7
2. Based on questions and concerns raised in FY91 by budget managers and
others within the PMUs, indluding FINCOM, PBD has contracted with Price Waterhouse
(PW) to document the requirements of this proposed system and develop an
implementation work program. The emphasis, as can be seen from the PW contract
(copy attached), is on meeting the requirements of PBD (the project sponsor) for
management cost accounting information. While PBD is expected to be the major user
of this system, it will be available to all PMUs. As a result of this work, the outputs,
inputs and functions of the system will be confirmed/documented. The draft contract
work program was discussed with representatives from each of the PMUs before
negotiating the contract, and there is agreement that this will address the PMU concerns,
including those of the Finance Complex. This was confirmed in my recent meeting
with Mr. Ruddy.

3. 1 believe that the work now under way directly addresses FINCOM's
concerns and will result in a system that is responsive to the needs of PBD and achieve
the objectives underlying the BPTF Committee's recommendation to implement a
CADB. From my perspective, management cost accounting information remains a
significant unmet need in the organization. I have asked PBD to give priority attention
to its design and implementation.

4. Please confirm your agreement to fund this work under the FSDF.

Attachment

cc: Messrs. R. Lynn
M. Ruddy
G. West

IB8a h:CADBfunding 9/13/91 12:40pm
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1601 K Street, NW Telephone 202 833 7932
Washington, DC 20006

Price Waterhouse

August 9, 1991

Mr. George West
International Bank for Reconstruction

and Development
1818 H Street, N.W.
Room N-6075
Washington, D.C. 20436

REF. Proposal to Assist with the Management Coat Accounting System

Dear Mr. West:

The purpose of this letter is to is to offer our assistance to the Planning and Budgeting

Department (PBD) in its efforts to implement a management cost accounting system

(MCAS). The letter describes:

(1) Our understanding of the problem to be solved,

(2) Deliverable products and a related work plan,

(3) Staffing, and

(4) Fees and billing arrangements.

Our Understanding of the Problem

As we understand it, your objective is to formulate and describe, in user oriented

terminology, the functional requirements for a management cost accounting system.

Furthermore, we understand that in the Bank, the purpose of management cost accounting

is to estimate costs related to the entities that managers manage in order to help them

make decisions where cost is a relevant factor in the decision making process. Bank

managers at different levels or with different roles estimate costs related to a number of

different entities. In this context the entities that Bank managers must manage are:
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(a) Organization -- Line managers estimate, allocate and redeploy resources (funds,
staffycara and positions) based on variations in costs from one organization to
another. An organizational cost accounting function might be to "compute the
direct and discretionary coat per staff year by organization."

(b) Product -- Product managers estimate the Tesources required to produce

products in order to ensure that products can be produced within funding or
staffyear constraints. There might be a number of organizations involved in

producing a product. Product cost accounting functions might be to "compute
the total cost per report title" or "compute the total cost of delivering a new
operational computer system."

(c) Process -- Process managers estimate the coat of processing at different levels
of volume to determine the resource impact of changes in volume. Process cost

accounting functions might be "compute the average cost of administering a trust

fund" or "compute the average cost of producing a payroll check."

(d) Services (for sale) -- Managers who sell services estimate the rates at which

those services are to be billed. Billing rates might be set for services provided

to internal organizations under interorganizational billing arrangements (e.g.,
cross support, chargeback) or to external agencies under contracts or other

agreements (e.g., IFAD, RTA). Cost accounting functions related to services for
sale might be "compute the billing rate for IFAD", Tcompute the chargeback rate

for PC maintenance" or "compute the break even rate for a staff parking space."

(e) Benefits -- Benefit managers estimate the cost of benefits fot comparative

purposes or to determine the full cost of staff of various types or at various

levels. Benefits cost accounting functions might be "compute the cost per

staffycar of benefits provided to consultants", "compute the average cost per staff

member for contractual services required to administer the Bank's retirement

and medical benefits programs" or "compute fee rate components necessary to

assure that the Bank recovers the full cost of benefits related to externally
funded activities."

(0 Overheads -- Overhead managers also estimate the cost of overheads for

comparative purposes or to determine the full cost of staff of various types or at

various levels. Overhead cost accounting functions might be to "compute the

average cost of providing office space to staff at grade level 24" or "compute fee

rate components necessary to assure that the Bank recovers the full cost of

overheads related to externally funded activities."
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(g) Work Program/Services -- PBID estimates the cost of work programs and the

services that make up the work programs as part of its institutional management

responsibility. Work program cost accounting functions might be to "allocate

benefit and overhead cost to work program/services" or "compute the direct and

discretionary costs of work programs/services."

(h) Program Objectives -- PBD also estimates the cost of certain program

objectives as part of its institutional management responsibility. Cost accounting

functions related to program objectives might be to "allocate benefit and

overhead costs to program objectives" or "compute the direct and discretionary

costs of program objectives."

(i) Object of Expenditure -- PBD estimates cost by object of expenditure as part

of its institutional management responsibility. A cost accounting function related

to object of expenditure might be to "compute the cost of operational travel for

country groups in Africa."

(j) Sources of Funds -- PBD estimates funding required from external agencies for

services provided by the Bank as part of its institutional management

responsibility. An example of a cost accounting function related to source of

funds might be "compute the fee level required on category B trust funds to

assure that the institution recovers the full administrative costs of its support for

these trust funds."

Deliverable Products and Work Plan

We propose to work with Bank staff and the Bank consultant who is currently assigned

to the cost accounting data base (CADB) effort to prepare:

(1) A report to describe and illustrate the functional requirements for

management coat accounting. That report will identify the functions

required to meet the needs of individual users (entity managers) and

illustrate the format of required outputs, and

(2) A work plan for the next steps in the process of designing and

implementing the MCAS. The work plan for the next steps toward

implementation will be based on the implementation approach selected

as part of our analysis.
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We propose to prepare these two products by building on your existing work related to

the CADB to complete four tasks.

(1) Confum (and where incomplete determine) the management cost

accounting requirements of the current manual and automated processes in

the Bank. This process should:

(a) Specify the cost accounting functions that are performed,

(b) Specify the information required to perform each function,

(c) Specify the output of each function, and

(d) Confirm the requirements with relevant users.

(2) Review the capabilities of other systems in or around the Bank to:

(a) Determine where the input data for the management cost accounting system

will come from,

(b) Identify possible means of making that input data available to the

management cost accounting system,

(c) Identify potential problems of data integrity, availability or consistency, and

(d) Identify requirements met by other systems that should perhaps be met by
the management cost accounting system.

(3) Prepare a description of the requirements as a record of what the

management cost accounting system should do, what input it needs to do the

management cost accounting functions, and what the system should produce as

outputs.

(4) Prepare a work plan to describe the next steps in the process of

implementing the MCAS. Formulate a means of developing the management cost

accounting system and prepare a work plan for the future as far out as you can

reasonably estimate. The development approach will consider the extent to

which existing systems (e.g., the Institutional Management Information System

(IMIS) and the Budget Accounting System (BAS)) and their related data bases

can be used and the appropriateness of mapping, cross referencing or classifying

existing coding schemes as bases for aggregating and reporting information.
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We attach, as Annex 1, our proposed task plan.

Our Project Staff

Resumes of the proposed project team were submitted to you on June 6, 1991. Ann

Hopkins will manage the engagement, work with your staff and guide the preparation of

the functional requirement.. She will be responie for .meeting your product

expectations. Tracey Welsh will review the existing documentation and prepare the

detailed functional descriptions in conjunction with the CADB consultant. Frank Lewis

will advise the project team on cost accounting issues and ensure that nothing is

overlooked.

Fees and Billing Arrangements

We estimate that approximately 710 hours will be required to perform the work over a

three month period beginning when the Bank approves our proposal. We propose a time

and materials contract in the amount of $78,300 based on rates shown in Annex 1. We

normally submit invoices for services rendered on a monthly basis. If you wish to discuss

the work plan or fee estimates, please contact Ann Hopkins at (301) 493-2622.

We look forward to working with you.

Very truly yours,

copies:

Ms. Engoron, Falls Church
Mr. Everett, Baltimore
Mr. Rossi, Philadelphia
Mr. Jones, Falls Church
Mr. Venezia, Washington
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E WORLD BANK/INTERNATIONAL FINANCE CORPORALON

OFFICE MEMORANDUM

DATE: September 13, 1991

TO: Mr. Lewis T. Preston

FROM: Lawrence H. Summers"

EXTENSION: 37774

SUBJECT: Update of "Global Economic Prospects"

1. We have traditionally given the Board every six months a paper

on the short term outlook for industrial and developing countries. With

the introduction of the paper entitled "Global Economic Prospects and

the Developing Countries" last spring, it has been agreed that we only

circulate an update of the short term outlook prior to the annual

meetings each year. Executive Directors have found this document useful

in briefing their delegations to these meetings.

2. A draft of this paper is attached for your approval prior to

circulation to the Executive Directors. We are currently scheduled to

circulate this paper on September 20 for discussion at the Board on

October 1.

Attachment

cc: Messrs. Thalwitz, Stern, Qureshi, Sandstrom, Rao

Lc,. r .-- ' ,6
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DATE: 16-Sep-1991 01:09pm

TO: Ernest Stern ( ERNEST STERN

FROM: Basil Kavalsky, FRM ( BASIL KAVALSKY

EXT.: 80523

SUBJECT: USSR - Technical Cooperation Agreement

I am sending up the USSR Technical Cooperation Agreement
for your review. I have reviewed it and I see only one major
point of concern. Section 1.01 still states that the USSR shall
be invited to the Annual Meetings. The Region says that the
Soviets are adamant on this point and that it will in any case be
included in the agreement with the Fund. In practice we are
adequately covered by the termination provision (4.04), since
presumably the kind of government which we would not want to
invite would also be one to which we would not give TA. I would
advise that we let this go.

The language on local cost financing is surprisingly strong
(3.06 b), covering any goods, services and facilities procured in
the USSR. My concern on this point would be that the Region not
negotiate most of this away. If you agree I will underline to
Russ how important this is from the standpoint of Board approval.

For the rest the major changes relate to the possibility of
shifts in the legal relationship vis-a-vis the republics. There
is a nice provision (3.04c) on p. 11, which enables us to
terminate activities in one republic without terminating the
agreement as a whole.

There is one thing that looks a little odd. We are
proposing to work out first a three-month program (Nov. 1 - Jan.
31), then a five month program (Feb. 1 - June 30), and annual
programs thereafter. It will be hard to avoid a second
discussion with the Board on the five-month program. I
understand the Region's reasons for this, but I think it would be
a good idea to press them to try to put together a single program
for the rest of the fiscal year. After all the program is not
cast in concrete.

The Region wants to fax this to Moscow tomorrow.

CC: D. Joseph Wood ( JOE WOOD )
CC: K. Tanju Yurukoglu ( KADIR YURUKOGLU )
CC: Lorene Yap ( LORENE YAP
CC: Kah Hie Lau ( KAH HIE LAU )



The World SInk
Washington, D.C. 20433

U.SA.

ERNEST STERN
Senior Vice President
Finance

September 16, 1991

Mr. T. N. Srinivasan
Samuel C. Park, Jr. Professor
of Economics
Department of Economics
Economic Growth Center
Box 1987, Yale Station
27 Hillhouse Avenue
New Haven, CT 06520-1987

Dear T.N.,

I enjoyed your 'Economic and Political Weekly' article. Blunt.
Succinct. Right to the point. I hope that current
developments will not be stopped too soon by the systemic
aversion to changing the underlying concepts.

Regards.

Sincerely,



The Wrld Bank

ERNEST STERN
Senior Vice President
Finance

September 16, 1991

Mr. Preston

Lew -

You ought to read this in a leisure moment (when it
comes along). Mr. Srinivasan is an outstanding (and
outspoken) economist. He is Indian, but is
permanently in the U.S. -- now at Yale. A very blunt
statement of what is wrong in India.



The MWord Bank

ERNEST STERN
Senior Vice President
Finance

September 16, 1991

Mr. Karaosmanoglu ofr

Attila -

You may already have seen this -- but, if not, it is

worth reading. Also)you are quoted at the end.



PERSPECTIVES

exports to OECD countries totalled USIndian Development Strategy ,43 billion in ,,comparedtoIndias
paltry US 18 billion. China's exports grew

An Exchange of Views at 11.6 per cent per year qn average during
1980-9, a rate that was twice India's.

T N Srinivasn Closer to home, Pakistan's GDP grew at
5.2 per cent per year during 1965-80 and

We have to face up to the fact that our development strategy and corresponding figures for India ar,

the whole bureaucratic planning and control system that respectively, 3.6 per cent and 5.3 per cent.
implemented it have failed. The failure is systemic Thailand's performance is better than

Pakistan's. The notion that comparisons
Statement its large internal market and a unified with other countries are not very helpful
The problems of India are other than monetary system and few internal-barriers is that of the proverbial "frog in the well".
mere bureaucratic delays or adherence to to trade (if not labour movements) should Statement
leftist principles. They go back to the have been an advantage rather than an South Korea and Thiwan are authoritarian
abysmal poverty and to the glaring in- obstacle to development. Once again our regimes, while India is a plural democracy.
equalities that exist in India. development strategy failed to exploit this Both countries are by no means laissez-
Response advantage, but instead through 'planning' faire economics and their governments
It is not the pursuit of 'egalitarian prin- created high-cost inefficient industries of intkrvened In the economy extensively.
ciples' that is at the root of Indian failure, less-than-economic scale and sheltered There are many things wrong with us. But
but a development strategy and policy that them from foreign and domestic competi- let us not run away with the idea that a
robbed the poor while professing to serve tion. Self-reliance, an arguably sensible laissez-faire economy will be the solution
them in the name of a 'socialistic pattern objective, was perverted Into self- to our problems.
of society' and self-reliance. This strategy sufficiencyin everything. From a national Response
condemned the economy to an avoidably resource allocation perspective, them is no It is naive to argue that the authoritarian
slow growth and bottled about 75 per cent particular advantage in self-sufficiency per regimes in South Korea and Thiwan had
of the rural labour force, a majority of se, whether it is with respect to food grains a lot to do with their success, while India's
them poor, in agriculture. The fact that or to nylon stockings. Nor does national plural democracy explains its failure. Once
the proportion of rural male labour force sovereignty and honour hinge on any par- again, authoritarian regimes are far more
in agriculture declined from 83 per cent ticular exchange rate for the rupee-it is numerous than democracies in the
in 1972-73 to 74 per cent in 1987-88 is less a price, albeit an important one, like any developing world and not many of these
significant than that the proportion is still other prite such as that of crude oil! Its have succeeded in generating egalitarian
so high after 40 years of planning! This administratively set value can be, and in growth. Authoritarianism and small size
can hardly be called egalitarian in its India has been, unsustainable. What is are neither necessary nor sufficient for
achievements whatever be its intent. Other crucial is that the economy generates success.
economies which did not proclaim their enough foreign exchange through exports There are no laissez-faire economies
egalitarian principles with great fanfare that are internationally competitive (and in the world. No one has ever suggested
have achieved faster and more egalitarian from borrowing) to pay for imports that that Korea was a laissez-faire economy or
growth than India. cost more to produce at home. Borrow- that India should become one. The rele-
Statement ing is appropriate provided the borrowed vant isshe is not that the Korean govern-
It is inappropriate to compare India with resources are used in a way that the ment intervened in the economy but that
South Korea or Taiwan and argue that economy can service its debt in the future. Korean interventions, unlike Indian ones,
India missed the opportunity for faster Our self-sufficiency in many areas has did not distort resource allocations
development. If India were to be divided been bought at a very high cost. seriously and, if they did, they were soon
into a thousand countries of the size of By some measures, the Indian economy given up. For example, Koreans withdrew
Taiwan, certain sections of it would is not large; thanks to a failed develop- from investment in heavy chemicals when
doubtless record a rate of growth faster ment strategy, in terms of value added our they found it was a mistake rather than
than Taiwan's. manufacturing sector in 1989 at US S 44 run them in the public sector as sick
Response billion is smaller than South Korea's US enterprises!
This is a silly argument. India is not sui S 54 billion. These figures, taken from Statement
generis. The belief that "comparisons with Table 6 of the World Development Indi- India is a soft stet-we do not tax the
other countries, though occasionally cators section of the 1991 World Develop- really rich and in fact, we do not collect
helpful and useful, are illusory. They can ment Report, may overstate the Korean the taxes that they should pay. What we
never find the answers to the problems of figures because they are in purchaser's have succeeded in doing in the last five
any country at any time" {Arun Ghosh, rather than producer's prices, even if the years is to attain a rate of growth of 5.5
EPW, June 1-8, 19911 is fundamentally. usual problems of exchange rates used for per cent per year at the cost of future
misconceived. In any case, an overwhelm- conversion, etc, do not bias them in one growth; we are not only close to the debt
ing majority of the 100 or so developing direction. Still, it is unlikely that Korea's trap internationally, we are in a debt trap
country members of the UN are even manufacturing sector would be smaller internally.
smaller than Taiwan. But few of them tan than India's given the rapid rate of growth Response
claim to have achieved the sustained and of the former over the last three decades The Myrdal notion of the Indian state
egalitarian development of Taiwan. If compared to India's. Table 17 of the same being soft is somewhat of a myth. Far
anything, the size of Indian economy with report shows that Korea's manufactured from the softness of the Indian state in

1850 Ftcnomic and Political Weektv August 3-10. 1991



the Myrdal sense, it is the softness of the The faith of the fifties that the pricing, Such comparisons have to be supple-
budget constraint (to use Kornai's term) output and investment policies of the merted by resource-use efficiency
of the bloated Indian public sector and public sector would be used to generate comparisons.
the bureaucracy that is at the heart of the resources for investment, to direct the Statement
problem. Be that as it may, the extent of private sector development along social- What is happening in eastern Europe and
redistribution that can be achieved ly desirable lines, to set an example for the the USSR is tragic. It should certainly be
through the fiscal system is fairly limited. private sector as a model employer, and an eye-opener. It shows that one should
If the socio-political system is unable or so on and so on, has proved to be naive, never get too far away 'from the people
unwilling to redistribute assets, it is un- if not a malice, aforethought. Unsurpris- and that is what some of the partyieaders
Likely to redistribute income after its ingly, what happened, of course, is that in eastern Europe did.
generation through the fiscal system the huge and over-manned public sector, Response
anyway. Attempting to influence the including the public enterprises in the What is happening in eastern Euro, far
distribution of consumption, through the financial sector (commercial banks, LIC, from being a tragedy, is the inevitable
negative instruments of industrial and etc), has redistributed income in favour of denouement of a failed, oppressive and
import licensing is unlikely to succeed and the well-off. Scandalously abused medical murderous system. Eastern Europeans ae
has not succeeded in reducing inequalities. reimbursement schemes, leave-travel con- realising that it is the system that failed
In the old days, automobile imports were cessions, subsidised housing, etc, to men- and has to be replaced. Mere reform of
banned because they were luxuries, but tion just a few, not only redistributed in- the old system is pointless. This is not to
their high cost domestic production and come to the well-off, which includes the say that changing the system will be easy
administrative allocation at fixed prices to labour aristocracy in the organised sector, or costless. Nor is it to say that eastern
the elite was not viewed as inconsistent but eroded the revenue surplus. Anyone European countries wish to or will
with egalitarianism. Pepsi is viewed as a who has had dealings with the LIC can become laissez-faire economies. But what
luxury but Gold Spot is not! It should be testify to its colossal inefficiency. The na- is clear is that the old system is dead as
obvious that under these circumstances, tionalised banks and term lending ipstitu- a door nail. The change-over to an as yet
the prospects for the poor depends on tions are no better! They are over-staffed, ill-defined new system will be inevitably
how fast the economy grows and raises the they over-pay their staff andare ineffi- painful even if the rich industrialised
demand for and the returns on the assets cient. Aided and abetted by politicians, market economies decided to help eastern
with which the poor are endowed. Since through their loan 'melas' nd loan Europe generously. After all, the mess
in our economy the basic assets of the *mafis', they have reduced thacommercial accumulated over seven decades in the
poor are essentially their labour, success- banking system to near-bankruptcy while USSR and over four decades in eastern
ful egalitarian development strategy would implicitly taxing their depositors by pay. Europe cannot be costlessly cleared over-
have emphasised skill accumulation and ing them low real interest ratet-What all night; the destruction of enterprise and
rapid growth of productive employment this means is that the savings of the public initiative had gone too far to be a-
opportunities. Alas, the Indian strategy are being squandered by the LIC and juvenated at a wink; societies that
failed miserably in this regard. ' financial system. eliminated the market system cannot hope

Whether or not the rich are adequately It is true that India is getting close to to revive it instantly. As per the current
taxed, it is certainly the case that the tax the debt trap and indeed we may catch the joke in that region, socialism is the longest
revenues as a share of GDP have risen Latin American disease. However, it is not and costliest road from capitalism to
substantially over the last four decades, just the policies of the last five-six years capitalism!
but the revenue has been increasingly that brought this about but the develop-
squandered. The revenue deficit reflects went strategy of the last four decades. The
in part the growth in subsidies of various so-called 5.5. per cent growth of the
kinds (food, fertiliser, exports, etc) and the eighties is in part the reflection of employ- NtoaimadCm uasoft-budget constraint of the public sector. ment expansion in the service-oriented Nationalism and Communal
But for the natural resource rents earned public sector. Since there is no direct Politics In India, 1885-1930
from the nation's petroleum resources, the measure of productivity in service sectors,
losses of the public sector enterprises if government pays a higher real wage to
would be a much higher proportion of a larger number, even though there is no
GDP. And the subsidies, particularly change in productivity, it will be counted
export subsidies, reflect the fact that a bad as real income growth! But its cost would
policy in one area imposes costs on be reflected in larger budget and current
another, to wit: a restrictive import con- account deficits, financed by domestic
trol regime and an overvalued exchange and foreign debt. The otherwise in- Mushirul Hasan
,rate imposes costs on exports, which, if teresting study of Vijay Kelkar and Rajiv
not offset by subsidies, would affect ex- Kumar [19901 which documents an in-
ports adversely. The silliness of the policy, crease in growth rate in the -eighties in
at least until recently, was that the import many industries does not examine whether
controls were largely in the form of quotas total factor productivity increased (or at
with tariffs being low enough to allow least did not fall) at the same time
significant quota rents, thereby robbing Growth rate comparisons across countries 1991, Demy 8vo, 338p. Rs.300the revenues that otherwise might have and over time within a country can be
accrued to the state. Fertiliser subsidies in misleading even #( problems of aggrega-
part reflect a whole series of bad policies tion, price deflation, exchange rate con- MANOHAR PUBLICATIONS
relating to the domestic fertiliser industry version were absent: after all, one could
and the inability to exercise the market sustain growth for a while by simply using 2/6, Ansari Road, Daryaganj
power that a large importer such as India more and more inputs in the face of New Delhi - 110 002
in principle has in international markets. declining productivity as the Soviets did.
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Pol Pot was not the only one who of characters in the political leadership, about $ 500 million, % were trying to snrtchmassacred millions. Stalin did it before bureaucracy and Planing Commission, our imagination to see whether we could
him and so did Mao who let over 20 but by and large keeping the system as it is, make itS i50 milion. Per capita income was
million die in the avoidable famine of the will not do. Changing the system does not over 150 dollars and the rate of grpwth in
late fifties. More and more horrors of the mean changing the objective of out lbrkey in those days for the last five years
Ceaucescu, Zhvikov and Hoxha regimes development: eliminating poverty should had been about five per cent. He turned to

me and said. "Attila, why are you trying toae being revealed as time goes on. All this continue to be the overarching objective plan?" He said, "ir I get to that point, I will
says something about their system! In of policy. But what we need is a system stop all the planning in India:"eastern Europe the party was imposed on that will achieve the objective, not one that Attila concluded, "Maybe the time ha
the people by Soviet power-the leaders grinds the poor down further all the time, come" for India to zbandon planning, ha
were not close to the people to begin with. chanting the mantras, -self-reliance, least as it has been practised in the lait
It should come hardly as a surprise to socialism and planning. Alas the editorial four decades. I agree with hith '. s
anyone in India that those who control- and other pages of the EPW continue to r d
led the allocation of goodies allotted lots invoke these mantrasi
of it to themselves-the privileged life of Let me conclude this excbinge with an Note
the nomendatum in the Soviet Union, the episode involving one of the most percep-now-made-public lifestyle of Honecker tive, pragmatic, non-ideological and [tis is based on ny corftspondence (early In1990) with a senior Indian economist.Iand other East German leaders, not to dedicated of India's planners, the late apologist to him in advance if I hayin any
mention the privileged life of the party Pitambar Pant, under whose guidance Iway distorted his views in the following
elders in China, are what one should have had the privilege to work at the Planning statements. in any case, the view expressed inexpected to find whenever the veil of Unit of the Indian Statistical Institute at these statements are held by many, includingsecrecy is lifted. Delhi. This episode was recently recoled many contributors to this journaL]
Statement by Attila Karaosmanoglu from lbrkey I From the remarks of Attila Karuosmanogl,
Opening up the economy to International who is currently a vice president at the, vice presikent sum marising the discussion
competition is not the solution to India's World Bank. I quote, at an Asian Region Seminar on Poi"cs
problems. There is a real danger that I would like to conclude with one really Changes jr India. World Bank, Oiloberrecourse to IMF assistance in the short precious memory. I think it was in January 1990.
run may force the country into adopting 1961. It was two or three In the morning in
policies that have a high long-run cost. the garden of one of the houses that wen References
The first step in liberating the Indian given to civil servants in India, and I was with
economy from the shackles of Pitambar Pant. He kept asking me a lot of Ghosh, A (991). 'Big World's View of 'Small
bureaucritic control is not trade reform questions about Tbrkey in his machine-gun, World", Economic and Polaical Weekly,
of the tipe recommended by the World style. What is the rate of growth? What is XXVI (22 and 23), June 1-8, pp 1369-72.ofk tthe composition of GDP? What is the. Kelkar, V and R Kumar (19901, 'Indian
Bank. savings rate? What is this, what is that. etc, Industrial Growth in the Eighties: Emerg-
Response and I was trying to answer as quickly as I ing Policy Isues' Economic and bliticalThe statement reveals an unwarranted na- could that we had only an export level pf , tekiy, XXV (4), January 27. pp 209-22.
tional inferiority complex. We are mature
enough to examine suggested policies,
regardless of the origin of the suggestions,
on their merit: we should not accept un-
sound policy advice and reject sound ones
depending on the source from which the D
advice originated. We need not fear com-
petition, domestic or foreign: on the con- INTERNATIONAL TRADE IN TEXTILES
trary, many of, our failures in. the in- MFA Quotas and a Deloping-Exporling Country
dustrial sector are due to lack of competi- SFAM ANN .-C -
tion. The fact that any opening up to com- SRI RAM KHANNA
petition, domestic or foreign, will This pioneering case study of India examinet tht impact of MFA quotas on firms in
necessarily threaten the continued ex- developing countries engaged in producing and exporting textiles It is based on aistence of some industries should not deter sample of 177 such units drawn from all over the country. Dr. Khanna highlights the.us from such an opening. The issue is not impact of MFA quotas on the business behaviour of manufacturing-exporting co-rpthe reality of such adj6stment costs: it is panies. He analyses the key question of how and when country lefel export quotaswhether our present development strategy become binding at the level of the individual firr. In addition, the author examinesis sustainable Clearly, if the pursuit of the manner in which a market for buying and selling quotas develops in the exportingself-reliance and indiscriminate import country and how firms adjust their pricing. production and internal management in
substitution over four decades have not at response to the environment created by the MFA.
all eased our balance of payments con- Among the issues covered are the composition of India's apparel exports; the utilisa-straints and, in fact, have brought us to tion of quotas; and the attitude of apparel'exporting firms to various aspects of thethe desperate situation of having to go to MFA. In conclusion, Dr.Khanna discusses the implications of his findings for corporate,the IMF and the World Bank in a posi- policy-makers and outlines strategies which are applicable to most developing coun-dion of weakness, rethinking of -the 'tries engaged in exporting textiles.
strategy is surely called for.

We in India have to face up to the fact 196 pages * 220 x 140 mm o Rs. 190 (hb) 1991
that our development strategy and the
whole bureaucratic planning and control
system that implemented it have failed. SAGE PUBLICATIONS INDIA PRIVATE LMI DThe failure is systemic, just as it was in
eastern Europe. Merely changing the cast P t Box 4215, New Delhi 110046
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The World Bank
Washington, D.C. 20433

U.SA-

ERNEST STERN
Senior Vice President
Finance

September 16, 1991

Mr. Frank Li ( Li Miao)
Institute of Governmental Studies
109 Moses Hall
University of California Berkeley
Berkeley, CA 94720

Dear Mr. Li:

It was good to hear from you. It has indeed been a long time, but I am glad to see that you have
been putting the time to good use.

As to your specific queries, I am sure I can add nothing to the knowledge the faculty of the
Institute has on foundations and other grant-providing institutions, or on contacts in these
organizations. Looking at the literature you sent, I was struck by the rather narrow funding
base and, in particular, the absence of any funding from the many internationally-oriented
financial institutions and corporations. But that must have been tried in the past.

As to your personal situation, I do not know enough about your field to be able to advise you of
likely sources of fellowship support, or of colleges or universities where you might combine
your research with teaching. But, given your extensive experience and research of recent
years, I would hope that you could locate a base for a further year without too much difficulty

Sincerely,



The World Bank
Washington, D.C 20433

USA

ERNEST STERN
Senior Vice President
Finance

September 16, 1991

Mr. Rischard o/r

Jean-Frangois -

Fundtrac Replacement Project

I have no problem with the approach outlined in paragraph 10 of your
September 9 memo. It is very much in line with our earlier discussions and
schedule.

I agree fully with GSD's observation on a competitive bidding approach to this
highly specialized product.

I would like to see, by your December proposal date or sooner, rough cost
estimates on the capital and operating costs referred to in paragraph 8, and
current cost data on Fundtrac.

I would also like to know the current Bank status, if any, of Messrs. Lore and
Scott.

As to timing, while we may well be able to operate without serious risk for
2-3 years on the current Fundtrac, availability of the new systems will be a
factor in our decision should the difference, if any, be significant.

cc: Mr. Roth



The World Bank
Washington, D.C. 20433

USA

ERNEST STERN
Senior Vice President
Finance

September 16, 1991

Mr. Peyeri

Walter -

I know nothing about check security, but looking at my last reimbursement check, I could not
help but wonder how much more difficult it would be to tamper with ours if we could get our
machine to start writing at the left hand margin instead of at the right. It would be impossible
then (or at least more difficult) to insert words in front of the authorized amount. Equally, it
would seem to me that we would reduce the opportunity for tampering if we could teach our
machine to write out hundred and thousand instead of merely numbers.



World Bank/IFC/MIGA
F I C E M E M O R A N D U M

DATE: September 16, 1991 10:36am

TO: Lorene Yap ( LORENE YAP

FROM: Ernest Stern, FINSV ( ERNEST STERN

EXT.: 82004

SUBJECT: Australia

Just wanted to say that the responses to our Australian

inquisitions are very well done. Fine job. Thanks.

CC: Basil Kavalsky ( BASIL KAVALSKY
CC: Institutional ISC Files INSTITUTIONAL ISC FILES



L - I N - 1 N O T E

DATE: 16-Sep-1991 10:38am

TO: Basil Kavalsky ( BASIL KAVALSKY

FROM: Ernest Stern, FINSV ( ERNEST STERN

EXT.: 82004

SUBJECT: USSR

Thanks for the information on the USSR invitation. I will talk
to Thahane. Meanwhile, I assume that you will have another look
at the draft agreement before the mission takes it to the field.



L - I N - 1 N O T E

DATE: 16-Sep-1991 10:44am

TO: Jon Hitchings ( JON HITCHINGS

FROM: Ernest Stern, FINSV ( ERNEST STERN

EXT.; 82004

SUBJECT: Special Reserves

I assume there is nothing to prevent us from holding the Special
Reserves in any currencies we like, just like the General
Reserves. I read a contrary implication in one of the recent
reports, but probably I misinterpreted.

By the way, I assume provisions are handled similarly.



L - I N - 1 N O T E

DATE: 16-Sep-1991 10:49am

TO: Jon Hitchings ( JON HITCHINGS

FROM: Ernest Stern, FINSV ( ERNEST STERN

EXT.: 82004

SUBJECT: Currency Management Report

Would you explain the last para of the July Currency Management
Report. I have no particular objection to the use of guilders
for loans---it is part of the DEM group---but I do not understand
how volume at these levels can affect an INV benchmark, national
or otherwise.



The World Bank
Washington, D.C. 20433

U.S.A

ERNEST STERN
Senior Vice President
Finance

September 16, 1991

Mr.mPreston

Lew -

We still have pending a Board discussion on the IFC's purchase of the
"I" Building for a period during which they will build their own building. Additional staff
projections were promised by Conable to the Board by October 15.

The numbers we have are soft, and future numbers are highly conjectural. If we proceed, we
will only have another contentious Board meeting with us in a weak position.

This is not a high priority item just now. Probably, you could get it approved by putting your
prestige behind the proposal, but I see no need to incur that cost.

I would recommend that:

(a) you tell Ryrie to cool it until you have reviewed the issue;

(b) advise the Board that we will not be submitting data on October 15, and that we
will have no specific date for scheduling a Board discussion;

(c) have IFC site selection proceed;

(d) you review the matter after the Annual Meeting. The review should include the
question of whether facilities planning and maintenance should be a common Bank
Group activity or a separate one for IFC and the Bank.

The commercial real estate market in DC shows no signs of recovery, so there will be no adverse
effect in case we decide later to proceed as now proposed.
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The World Bank/IFC/MIGA

0 F F I C E M E M 0 R A N D U M

:E: September 16, 1991 09:26am

TO: Basil Kavalsky ( BASIL KAVALSKY

FROM: Ernest Stern, FINSV ( ERNEST STERN )

EXT.: 82004

SUBJECT: Re: IDA-9 Paper

Would you please get in touch with Mr. Coady, or his office,
regarding the IDA-9 paper. In a conversation, he said "it was
terrible'. What he seems to be concerned about is the inadequate
date on performance impact. He acknowledged that the core
program concept was working, but that was the only manifestation.
Perhaps, we can find out more specifically what the problem might
be.





THE WORLD BANK/IFC/MIGA

OFFICE MEMORANDUM

TO: Mr. Donald C. Roth, TREVP September 17, 1991
Mr. D. Joseph Wood, FPRVP

FROM: Ernest Stern, FINSV

SUBJECT: Asset and Liability Management

The proposed arrangement should permit a more regular and systematic review of
our interest rate risk. It does not, however, fully allay my concerns that we
are establishing another mechanism which is excessive to actual requirements,
and which would use scarce resources to deal at length with non-material
aspects of interest risk management. Much, of course, will depend on a firm
hand by the Chairman to keep the review to important matters.

I, therefore, suggest you plan for a first meeting of the group in December or
early January and that we assess its utility, in light of the issues and the
preparatory work. We can then decide whether to establish the group
permanently as proposed or amend the terms of reference.

One other point on the current proposal: while Legal need not be a member
except when legal issues arise, I would like you to ask Mr. Eccles to
designate a member from the CTR staff, necessarily a Director.

P-1867



The World Bank
Washington, DC. 20433

U.SA

ERNEST STERN
Senior Vice President
Finance

September 17, 1991

Mr. Rischard o/r

Jean-Frangois -

A couple of items are overdue. I would like to address them as soon as
convenient after you get back.

We had intended to have a review of FY91 results by type of investment
account, but have not done so yet. I realize that this may not yet exist for
all portfolios, but let us review what is there.

Some time ago, we had a checklist of outstanding legal work. We got a promise
of additional legal support and you may have, from time to time, reported on
progress, but I no longer have a systematic overview. Could we bring this
up-to-date, so we can see which markets have been added and what work remains
outstanding.

We have, from time to time, discussed the trading functions of the Special
Operations Division. Could we have a look at the specific trading accounts
which members of the Division now are in charge of.

I would also find it useful to review the current personnel status --
specifically, vacancies, recruitment plans, longer-term prospects, and staff
promotion plans for the next six months.

Finally, a review of our current approach to bank deposits would be helpful.

cc: Mr. Roth





The Wrld Bank 1818 H Street, N-W (202) 477-1234
INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT Washington, D.C. 20433 Cable Address: INTBAFRAD
INTERNATIONAL DEVELOPMENT ASSOCATION U.S.A. Cable Address: INDEVAS

September 18, 1991

Price Waterhouse (International Firm) -
1801 K Street, N. W.
Washington, D.C. 20006

Dear Sirs:

Under date of July 29, 1991, we confirmed by letter certain information
and opinions expressed to you. With respect to the financial statements of
the International Bank for Reconstruction and Development (IBRD) as of June
30, 1990 and for the three years then ended included in the Information
Statement dated March 22, 1991, as incorporated by reference in the Prospectus
dated September 18, 1991 relating to the offering of 9.05% Hong Kong Dollar
Bonds of 1991, due 1996 (the "Prospectus") in the principal amount of
HK$500,000,000, we confirm that, to the best of our knowledge and belief, the
statements made in said letter are correct as of this date. As of September
16, 1991 payments due to the IBRD under loan agreements but unpaid for 30 days
or more are as shown in the attached list. There have been no developments
since July 29, 1991 which would materially affect the financial statements as
of June 30, 1990 and for the three years then ended.

Unaudited financial data furnished to you, consisting of a balance sheet
as of July 31, 1991 and a statement of income for the one month then ended,
were prepared on a basis consistent with that of the audited financial
statements included in the Information Statement.

We know of no event, other than matters disclosed in the Prospectus,
since July 29, 1991, which, although not affecting the financial statements as
of June 30, 1990 and for the three years then ended, has caused or is likely
to cause any material change, adverse or otherwise, in the financial position
or results of operations of the IBRD.

Sincere -

Senior ice Presiden ,'Finance

Vice President and General Counsel

(as to the last paragraph only)

Vice Presi and Controller

Attachment

ITT 440098 - RCA 248423 - WUI 64145 Y-7040



International Bank for Reconstruction and Development

Summary of Overdue Service Payments as of 9/16/91

(in Millions of U.S. Dollars)

---------- Days Overdue ---------

Over
30-44 45-59 60-180 180 Total

Total 105.8 20.7 104.4 1613.9 1844.8
of which ------ ------- ------- --- -----

A : Countries with
Overdue Service Payments 74.4 9.8 10.7 0.0 94.9

Argentina 1.8 0.0 0.0 0.0 1.8
Cameroon 4.2 3.4 0.0 0.0 7.6
Colombia 32.2 0.0 0.0 0.0 32.2
Costa Rica 4.2 0.0 0.0 0.0 4.2
Honduras 5.3 0.0 0.0 0.0 5.3
Jamaica 16.0 0.0 0.0 0.0 16.0
Kenya 2.3 0.0 0.0 0.0 2.3
Senegal 1.2 0.0 0.0 0.0 1.2
Yugoslavia 3.9 0.0 0.0 0.0 3.9
Zambia 3.3 6.4 10.7 0.0 20.4

B : Countries in IBRD
Nonaccrual Status 31.4 10.9 93.7 1613.9 1749.9

* Congo (People's Republic of) 0.0 0.0 4.6 5.7 10.3

* Guatemala 8.3 0.0 11.2 68.0 87.5
* Iraq 0.9 0.0 5.4 9.7 16.0
* Liberia 0.5 0.8 8.6 107.6 117.5
* Panama 1.3 0.1 1.0 211.0 213.4
* Peru 18.5 5.4 42.3 889.1 955.3
* Sierra Leone 0.0 0.0 0.6 7.0 7.6
* Syrian Arab Republic 1.9 4.6 20.0 315.8 342.3

* Disbursements suspended



The World Bank 1818 H Street. N.W (202) 477-1234
INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT Washington. D.C. 20433 Cable Address: INTBAFRAD
INTERNATIONAL DEVELOPMENT ASSOCIATION U.S.A Cable Address: INDEVAS

September 20, 1991

Price Waterhouse (International Firm)
1801 K Street, N.W.
Washington, D.C. 20006

Dear Sirs:

Under date of July 29, 1991, we confirmed by letter certain
information and opinions expressed to you. With respect to the financial
statements of the International Bank for Reconstruction and Development (IBRD)
as of June 30, 1991 and for the three years then ended included in the
Information Statement dated September 20, 1991, as incorporated by reference
in the Prospectus dated July 12, 1991 relating to the offering of Continuously
Offered Longer-Term Securities (COLTS), Series C, varying in term but due not
less than 3 years from the date of issue (the "Prospectus") in the amount of
US$2,000,000,000 aggregate proceeds, we confirm that, to the best of our
knowledge and belief, the statements made in said letter are correct as of
this date. As of September 16, 1991, payments due to the IBRD under loan
agreements but unpaid for 30 days or more are as shown in the attached list.
There have been no developments since July 29, 1991 which would materially
affect the financial statements as of June 30, 1991 and for the three years
then ended.

With respect to the following supplementary information included in
the above-mentioned Information Statement:

1. "Selected Financial Data,"

2. "Resources of the Bank," and

3. "Operations of the Bank"

we confirm that all of such information expressed in US dollars (or per-
centages/average lives derived from such dollar amounts) has been obtained
from the accounting records of the IBRD or has been derived from such
accounting records,

Unaudited financial data furnished to you, consisting of a balance
sheet as of July 31, 1991 and a statement of income for the one month then
ended, were prepared on a basis consistent with that of the audited financial
statements included in the Information Statement.

ITT 440098 -R CA 248423 * WUI 64145 Y-7040



Price Waterhouse - 2 - September 20, 1991

As of July 31, 1991, there were no increases in the medium- and long-
term borrowings of the IBRD except for the issuance of medium- and long-term
borrowings in the aggregate dollar equivalent amount of US$51,100,000 for the
period from July 1, 1991 to July 31, 1991 or any decreases in capital stock or
capital and reserves as compared with the amounts shown on the June 30, 1991
balance sheet incorporated by reference -in the Prospectus except in all
instances for increases or decreases which the Prospectus discloses have
occurred or may occur.

No financial statement data are available for any date subsequent to
July 31, 1991; however, based on information available to us on September 13,
1991, there were no increases in the medium- and long-term borrowings of the
IBRD except for the issuance of medium- and long-term borrowings in the
aggregate dollar equivalent amount of US$812,437,000 for the period July 1,
1991 to September 13, 1991 or any decreases in capital stock or capital and
reserves as compared with the amounts shown on the June 30, 1991 balance sheet
incorporated by reference in the Prospectus except in all instances for
changes or decreases which the Prospectus discloses have occurred or may
occur.

We know of no event, other than matters disclosed in the Prospectus,
since July 29, 1991 which, although not affecting the financial statements as
of June 30, 1991 and for the three years then ended, has caused or is likely
to cause any material change, adverse or otherwise, in the financial position
or results of operations of the IBRD.

Sincerely,

Senior Vice President, Finance

Vice President and General Counsel
(as to the last paragraph only)

Vice Pr nt and Controller

Attachment



International Bank for Reconstruction and Development

Summary of Overdue Service Payments as of 9/16/91

(in Millions of U.S. Dollars)

---------- Days Overdue ----------
Over

30-44 45-59 60-180 180 Total

Total 105.8 20.7 104.4 1613.9 1844.8
of which ------- ------- ----- --- -

A : Countries with
Overdue Service Payments 74.4 9.8 10.7 0.0 94.9

Argentina 1.8 0.0 0.0 0.0 1.8
Cameroon 4.2 3.4 0.0 0.0 7.6
Colombia 32.2 0.0 0.0 0.0 32.2
Costa Rica 4.2 0.0 0.0 0.0 4.2
Honduras 5.3 0.0 0.0 0.0 5.3
Jamaica 16.0 0.0 0.0 0.0 16.0
Kenya 2.3 0.0 0.0 0.0 2.3
Senegal 1.2 0.0 0.0 0.0 1.2
Yugoslavia 3.9 0.0 0.0 0.0 3.9
Zambia 3.3 6.4 10.7 0.0 20.4

B : Countries in IBRD
Nonaccrual Status 31.4 10.9 93.7 1613.9 1749.9

* Congo (People's Republic of) 0.0 0.0 4.6 5.7 10.3
* Guatemala 8.3 0.0 11.2 68.0 87.5
* Iraq 0.9 0.0 5.4 9.7 16.0
* Liberia 0.5 0.8 8.6 107.6 117.5
* Panama 1.3 0.1 1.0 211.0 213.4
* Peru 18.5 5.4 42.3 889.1 955.3
* Sierra Leone 0.0 0.0 0.6 7.0 7.6
* Syrian Arab Republic 1.9 4.6 20.0 315.8 342.3

* Disbursements suspended
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THE WORLD BANK
Washington, D.C. 20433

U.S.A.

ERNEST STERN
-- mor Vice Pnedst, Finano.

September 19, 1991

Mr. George A. Folsom
Deputy Assistant Secretary for

International Development & Debt Policy
Department of the Treasury
15th and Pennsylvania Avenues, N.W.
Washington D.C. 20220

Dear Mr. Folsom:

I would like to invite you to the preliminary meeting of the IDAl
Deputies in Bangkok on Saturday, October 12, and to the luncheon preceding the
meeting. The luncheon will be held at 12:30 p.m. in the restaurant (Part A)
of the Queen Sirikit National Convention Center. Registration will be at
2:30 p.m. and the meeting will begin at 3:00 p.m. in Meeting Room No. 3 at the
same Center.

Our informal discussion will cover two subjects. First, we will
review the priority objectives endorsed by the Deputies and adopted by IDA's
Executive Board at the conclusion of the IDA9 replenishment negotiations as a
basis for discussing our approach to IDA10. Second, we will consider, and
hopefully agree, on a schedule for the IDA10 negotiations.

As background for the discussion of the first item, I am enclosing a
copy of the review, "IDA's Policies, Operations, and Finance in the First Year
of the Ninth Replenishment (FY91)." The report will be discussed by IDA's
Executive Directors on September 26. We will summarize the Board discussion
at the beginning of our meeting on October 12.

I would hope that the comments on the progress of IDA9, and what has
gone well and not so well, will have been covered by the Board discussion so
that your comments could focus on policy concerns and issues which your
authorities consider important to cover in the negotiations for IDA10. From
informal contacts I have already had with many of your governments, I know
that we will need to address how IDA can respond to the growing list of new
IDA claimants. Since the inception of IDA9, seven additional countries--
Angola, Cote d'Ivoire, Egypt, Honduras, Nicaragua, the Philippines, and
Zimbabwe--have become IDA borrowers. Their entry, which was not foreseen at
the time of the IDA9 negotiations, has implications for the allocation of
resources for the remainder of IDA9 as well as for IDA10. We would welcome
your views on how best to address this topic. In addition, if there are other
subjects on which background work should be commissioned, it will be useful to
have them identified and the nature of the desired background work outlined at
least in general terms.
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With regard to the second item, we do not have much flexibility. We
will need to conclude the negotiations well before the end of calendar year
1992 so that countries, which need to include IDAl0 contributions in their
1993 budgets, are informed of the agreed amounts.

In order to provide a concrete basis for our discussion, I would
like your reaction to the following meeting dates and general subject
coverage.

First meeting: January 27-28, 1992, on policy issues
Second meeting: April 14-15, 1992, on the size of IDA10
Third meeting: July 1-2, 1992, on burdensharing

Fourth meeting: September 17-18, 1992, on the draft report
(If necessary, a fifth meeting would be scheduled laterJ

I am faxing a copy of this letter to you now, and sending the
original with a copy of the report by express mail.

I look forward to seeing you in Bangkok.

Sincerely,

Ernest Stern
Senior Vice President
Finance

cc: Mr. E. Patrick Coady, Executive Director

bcc: Messrs./Mmes. Wood, Kavalsky, Yurukoglu, Yap
Heron, Liebenthal, Ray, Underwood

LYap: sa
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September 19, 1991

Mr. Peter McCawley
Deputy Director General
Community, Commercial and
International Programs Division

Australian International Development
Assistance Bureau (AIDAB)

P.O. Box 887
Canberra, ACT 2600
Australia

Dear Mr. McCawley:

I would like to invite you to the preliminary meeting of the IDAlO
Deputies in Bangkok on Saturday, October 12, and to the luncheon preceding the
meeting. The luncheon will be held at 12:30 p.m. in the restaurant (Part A)
of the Queen Sirikit National Convention Center. Registration will be at
2:30 p.m. and the meeting will begin at 3:00 p.m. in Meeting Room No. 3 at the
same Center.

Our informal discussion will cover two subjects. First, we will
review the priority objectives endorsed by the Deputies and adopted by IDA's
Executive Board at the conclusion of the IDA9 replenishment negotiations as a
basis for discussing our approach to IDA10. Second, we will consider, and
hopefully agree, on a schedule for the IDAlO negotiations.

As background for the discussion of the first item, I am enclosing a
copy of the review, "IDA's Policies, Operations, and Finance in the First Year
of the Ninth Replenishment (FY91)." The report will be discussed by IDA's
Executive Directors on September 26. We will summarize the Board discussion
at the beginning of our meeting on October 12.

I would hope that the comments on the progress of IDA9, and what has
gone well and not so well, will have been covered by the Board discussion so
that your comments could focus on policy concerns and issues which your
authorities consider important to cover in the negotiations for IDA10. From
informal contacts I have already had with many of your governments, I know
that we will need to address how IDA can respond to the growing list of new
IDA claimants. Since the inception of IDA9, seven additional countries--
Angola, Cote d'Ivoire, Egypt, Honduras, Nicaragua, the Philippines, and
Zimbabwe--have become IDA borrowers. Their entry, which was not foreseen at
the time of the IDA9 negotiations, has implications for the allocation of
resources for the remainder of IDA9 as well as for IDA10. We would welcome
your views on how best to address this topic. In addition, if there are other
subjects on which background work should be commissioned, it will be useful to
have them identified and the nature of the desired background work outlined at
least in general terms.
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With regard to the second item, we do not have much flexibility. We
will need to conclude the negotiations well before the end of calendar year
1992 so that countries, which need to include IDA10 contributions in their
1993 budgets, are informed of the agreed amounts.

In order to provide a concrete basis for our discussion, I would
like your reaction to the following meeting dates and general subject
coverage.

First meeting: January 27-28, 1992, on policy issues
Second meeting: April 14-15, 1992, on the size of IDA10
Third meeting: July 1-2, 1992, on burdensharing
Fourth meeting: September 17-18, 1992, on the draft report
[If necessary, a fifth meeting would be scheduled later)

I am faxing a copy of this letter to you now, and sending the
original with a copy of the report by express mail.

I look forward to seeing you in Bangkok.

Sincerely,

(Signed) BEHEST STERN

Ernest Stern
Senior Vice President
Finance

cc: Mr. John H. Cosgrove, Executive Director

bcc: Messrs./Mmes. Wood, Kavalsky, Yurukoglu, Yap
Heron, Liebenthal, Ray, Underwood

LYap:sa
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September 19, 1991

Mr. Herbert Lust
Director
International Financial Institutions
Ministry of Finance
Himmelpfortgasse 4-8
A-1015 Vienna
Austria

Dear Mr. Lust:

I would like to invite you to the preliminary meeting of the IDAlO
Deputies in Bangkok on Saturday, October 12, and to the luncheon preceding the
meeting. The luncheon will be held at 12:30 p.m. in the restaurant (Part A)
of the Queen Sirikit National Convention Center. Registration will be at
2:30 p.m. and the meeting will begin at 3:00 p.m. in Meeting Room No. 3 at the
same Center.

our informal discussion will cover two subjects. First, we will
review the priority objectives endorsed by the Deputies and adopted by IDA's
Executive Board at the conclusion of the IDA9 replenishment negotiations as a
basis for discussing our approach to IDAlO. Second, we will consider, and
hopefully agree, on a schedule for the IDA10 negotiations.

As background for the discussion of the first item, I am enclosing a
copy of the review, "IDA's Policies, operations, and Finance in the First Year
of the Ninth Replenishment (FY91)." The report will be discussed by IDA's
Executive Directors on September 26. We will summarize the Board discussion
at the beginning of our meeting on October 12.

I would hope that the comments on the progress of IDA9, and what has
gone well and not so well, will have been covered by the Board discussion so
that your comments could focus on policy concerns and issues which your
authorities consider important to cover in the negotiations for IDAlO. From
informal contacts I have already had with many of your governments, I know
that we will need to address how IDA can respond to the growing list of new
IDA claimants. Since the inception of IDA9, seven additional countries--
Angola, Cote d'Ivoire, Egypt, Honduras, Nicaragua, the Philippines, and
Zimbabwe--have become IDA borrowers. Their entry, which was not foreseen at
the time of the IDA9 negotiations, has implications for the allocation of
resources for the remainder of IDA9 as well as for IDA10. We would welcome
your views on how best to address this topic. In addition, if there are other
subjects on which background work should be commissioned, it will be useful to
have them identified and the nature of the desired background work outlined at

least in general terms.
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With regard to the second item, we do not have much flexibility. We
will need to conclude the negotiations well before the end of calendar year
1992 so that countries, which need to include IDA10 contributions in their
1993 budgets, are informed of the agreed amounts.

In order to provide a concrete basis for our discussion, I would
like your reaction to the following meeting dates and general subject
coverage.

First meeting: January 27-28, 1992, on policy issues
Second meeting: April 14-15, 1992, on the size of IDA10
Third meeting: July 1-2, 1992, on burdensharing
Fourth meeting: September 17-18, 1992, on the draft report
(If necessary, a fifth meeting would be scheduled later]

I am faxing a copy of this letter to you now, and sending the
original with a copy of the report by express mail.

I look forward to seeing you in Bangkok.

Sincerely,

(Bigned) EunST

Ernest Stern
Senior Vice President
Finance

cc: Mr. Bernard Snoy, Executive Director

bcc: Messrs./Mmes. Wood, Kavalsky, Yurukoglu, Yap
Heron, Liebenthal, Ray, Underwood

LYap:sa



THE WORLD BANK
WaHngton, D.C. 20433

U.S.A.

ERNEST STERN
-*w Vie. Pmemidn. Finn

September 19, 1991

Mr. J. P. Arnoldi
Advisor to the Treasury
Ministry of Finance
30 Avenue des Arts
1040 Brussels
Belgium

Dear Mr. Arnoldi:

I would like to invite you to the preliminary meeting of the IDA10
Deputies in Bangkok on Saturday, October 12, and to the luncheon preceding the
meeting. The luncheon will be held at 12:30 p.m. in the restaurant (Part A)
of the Queen Sirikit National Convention Center. Registration will be at
2:30 p.m. and the meeting will begin at 3:00 p.m. in Meeting Room No. 3 at the
same Center.

Our informal discussion will cover two subjects. First, we will
review the priority objectives endorsed by the Deputies and adopted by IDA's
Executive Board at the conclusion of the IDA9 replenishment negotiations as a
basis for discussing our approach to IDA10. Second, we will consider, and
hopefully agree, on a schedule for the IDAlO negotiations.

As background for the discussion of the first item, I am enclosing a
copy of the review, "IDA's Policies, Operations, and Finance in the First Year
of the Ninth Replenishment (FY91)." The report will be discussed by IDA's
Executive Directors on September 26. We will summarize the Board discussion
at the beginning of our meeting on October 12.

I would hope that the comments on the progress of IDA9, and what has
gone well and not so well, will have been covered by the Board discussion so
that your comments could focus on policy concerns and issues which your
authorities consider important to cover in the negotiations for IDA10. From
informal contacts I have already had with many of your governments, I know
that we will need to address how IDA can respond to the growing list of new
IDA claimants. Since the inception of IDA9, seven additional countries--
Angola, Cote d'Ivoire, Egypt, Honduras, Nicaragua, the Philippines, and
Zimbabwe--have become IDA borrowers. Their entry, which was not foreseen at
the time of the IDA9 negotiations, has implications for the allocation of
resources for the remainder of IDA9 as well as for IDA10. We would welcome
your views on how best to address this topic. In addition, if there are other
subjects on which background work should be commissioned, it will be useful to
have them identified and the nature of the desired background work outlined at
least in general terms.
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With regard to the second item, we do not have much flexibility. We
will need to conclude the negotiations well before the end of calendar year
1992 so that countries, which need to include IDAlO contributions in their
1993 budgets, are informed of the agreed amounts.

In order to provide a concrete basis for our discussion, I would
like your reaction to the following meeting dates and general subject
coverage.

First meeting: January 27-28, 1992, on policy issues
Second meeting: April 14-15, 1992, on the size of IDA10
Third meeting: July 1-2, 1992, on burdensharing
Fourth meeting: September 17-18, 1992, on the draft report
[If necessary, a fifth meeting would be scheduled later]

I am faxing a copy of this letter to you now, and sending the
original with a copy of the report by express mail.

I look forward to seeing you in Bangkok.

Sincerely,

(Signed) RRET STERN.

Ernest Stern
Senior Vice President
Finance

cc: Mr. Bernard Snoy, Executive Director

bcc: Messrs./Mmes. Wood, Kavalsky, Yurukoglu, Yap
Heron, Liebenthal, Ray, Underwood

LYap:sa
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Mr. Olavo Cesar da Rocha e Silva
Head, International Organizations and
Agreements Department - DEORI

Banco Central do Brasil
Caixa Postal 040170
Brasilia DF 70000
Brazil

Dear Mr. da Rocha e Silva:

I would like to invite you to the preliminary meeting of the IDA10
Deputies in Bangkok on Saturday, October 12, and to the luncheon preceding the
meeting. The luncheon will be held at 12:30 p.m. in the restaurant (Part A)
of the Queen Sirikit National Convention Center. Registration will be at
2:30 p.m. and the meeting will begin at 3:00 p.m. in Meeting Room No. 3 at the
same Center.

Our informal discussion will cover two subjects. First, we will
review the priority objectives endorsed by the Deputies and adopted by IDA's
Executive Board at the conclusion of the IDA9 replenishment negotiations as a
basis for discussing our approach to IDA10. Second, we will consider, and
hopefully agree, on a schedule for the IDA10 negotiations.

As background for the discussion of the first item, I am enclosing a
copy of the review, "IDA's Policies, Operations, and Finance in the First Year
of the Ninth Replenishment (FY91)." The report will be discussed by IDA's
Executive Directors on September 26. We will summarize the Board discussion
at the beginning of our meeting on October 12.

I would hope that the comments on the progress of IDA9, and what has
gone well and not so well, will have been covered by the Board discussion so
that your comments could focus on policy concerns and issues which your
authorities consider important to cover in the negotiations for IDA10. From
informal contacts I have already had with many of your governments, I know
that we will need to address how IDA can respond to the growing list of new
IDA claimants. Since the inception of IDA9, seven additional countries--
Angola, Cote d'Ivoire, Egypt, Honduras, Nicaragua, the Philippines, and
Zimbabwe--have become IDA borrowers. Their entry, which was not foreseen at
the time of the IDA9 negotiations, has implications for the allocation of
resources for the remainder of IDA9 as well as for IDA10. We would welcome
your views on how best to address this topic. In addition, if there are other
subjects on which background work should be commissioned, it will be useful to
have them identified and the nature of the desired background work outlined at
least in general terms.
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With regard to the second item, we do not have much flexibility. We
will need to conclude the negotiations well before the end of calendar year
1992 so that countries, which need to include IDA10 contributions in their
1993 budgets, are informed of the agreed amounts.

In order to provide a concrete basis for our discussion, I would
like your reaction to the following meeting dates and general subject
coverage.

First meeting: January 27-28, 1992, on policy issues
Second meeting: April 14-15, 1992, on the size of IDA10
Third meeting: July 1-2, 1992, on burdensharing

Fourth meeting: September 17-18, 1992, on the draft report
(If necessary, a fifth meeting would be scheduled later)

I am faxing a copy of this letter to you now, and sending the
original with a copy of the report by express mail.

I look forward to seeing you in Bangkok.

Sincerely,

Ernest Stern
Senior Vice President
Finance

cc: Mr. Ernest Leung, Executive Director

bcc: Messrs./Mmes. Wood, Kavalsky, Yurukoglu, Yap
Heron, Liebenthal, Ray, Underwood

LYap:sa



THE WORLD BANK
Wasington, D.C. 20433

U.S.A.

ERNEST STERN
ior Vim Prnsdr, Finance

September 19, 1991

Mr. Allan Popoff
General Director
International Trade and Finance Branch
Department of Finance
140 O'Connor Street
Ottawa, Ontario KIA 005
Canada

Dear Mr. Popoff:

I would like to invite you to the preliminary meeting of the IDA10
Deputies in Bangkok on Saturday, October 12, and to the luncheon preceding the
meeting. The luncheon will be held at 12:30 p.m. in the restaurant (Part A)
of the Queen Sirikit National Convention Center. Registration will be at
2:30 p.m. and the meeting will begin at 3:00 p.m. in Meeting Room No. 3 at the
same Center.

Our informal discussion will cover two subjects. First, we will
review the priority objectives endorsed by the Deputies and adopted by IDA's
Executive Board at the conclusion of the IDA9 replenishment negotiations as a
basis for discussing our approach to IDA10. Second, we will consider, and
hopefully agree, on a schedule for the IDA10 negotiations.

As background for the discussion of the first item, I am enclosing a
copy of the review, "IDA's Policies, Operations, and Finance in the First Year
of the Ninth Replenishment (FY91)." The report will be discussed by IDA's
Executive Directors on September 26. We will summarize the Board discussion
at the beginning of our meeting on October 12.

I would hope that the comments on the progress of IDA9, and what has
gone well and not so well, will have been covered by the Board discussion so
that your comments could focus on policy concerns and issues which your
authorities consider important to cover in the negotiations for IDA10. From
informal contacts I have already had with many of your governments, I know
that we will need to address how IDA can respond to the growing list of new
IDA claimants. Since the inception of IDA9, seven additional countries--
Angola, Cote d'Ivoire, Egypt, Honduras, Nicaragua, the Philippines, and
Zimbabwe--have become IDA borrowers. Their entry, which was not foreseen at
the time of the IDA9 negotiations, has implications for the allocation of
resources for the remainder of IDA9 as well as for IDA10. We would welcome
your views on how best to address this topic. In addition, if there are other
subjects on which background work should be commissioned, it will be useful to
have them identified and the nature of the desired background work outlined at
least in general terms.
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With regard to the second item, we do not have much flexibility. We
will need to conclude the negotiations well before the end of calendar year
1992 so that countries, which need to include IDA10 contributions in their
1993 budgets, are informed of the agreed amounts.

In order to provide a concrete basis for our discussion, I would
like your reaction to the following meeting dates and general subject
coverage.

First meeting: January 27-28, 1992, on policy issues
Second meeting: April 14-15, 1992, on the size of IDA10
Third meeting: July 1-2, 1992, on burdensharing

Fourth meeting: September 17-18, 1992, on the draft report
[If necessary, a fifth meeting would be scheduled later)

I am faxing a copy of this letter to you now, and sending the
original with a copy of the report by express mail.

I look forward to seeing you in Bangkok.

Sincerely,

(Signed) ERWST STEN7

Ernest Stern
Senior Vice President
Finance

cc: Mr. N. F. Potter, Executive Director

bcc: Messrs./Mmes. Wood, Kavalsky, Yurukoglu, Yap
Heron, Liebenthal, Ray, Underwood

LYap:sa
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Mr. Jiri Vetrovsky
Director General of
International Financial Department
Federal Ministry of Finance
Letenska #15
11810 Prague
Czechoslovakia

Dear Mr. Vetrovsky:

I would like to invite you to the preliminary meeting of the IDA10
Deputies in Bangkok on Saturday, October 12, and to the luncheon preceding the
meeting. The luncheon will be held at 12:30 p.m. in the restaurant (Part A)
of the Queen Sirikit National Convention Center. Registration will be at
2:30 p.m. and the meeting will begin at 3:00 p.m. in Meeting Room No. 3 at the
same Center.

Our informal discussion will cover two subjects. First, we will
review the priority objectives endorsed by the Deputies and adopted by IDA's
Executive Board at the conclusion of the IDA9 replenishment negotiations as a
basis for discussing our approach to IDA10. Second, we will consider, and
hopefully agree, on a schedule for the IDA10 negotiations.

As background for the discussion of the first item, I am enclosing a
copy of the review, "IDA's Policies, Operations, and Finance in the First Year
of the Ninth Replenishment (FY91)." The report will be discussed by IDA's
Executive Directors on September 26. We will summarize the Board discussion
at the beginning of our meeting on October 12.

I would hope that the comments on the progress of IDA9, and what has
gone well and not so well, will have been covered by the Board discussion so
that your comments could focus on policy concerns and issues which your
authorities consider important to cover in the negotiations for IDA10. From
informal contacts I have already had with many of your governments, I know
that we will need to address how IDA can respond to the growing list of new
IDA claimants. Since the inception of IDA9, seven additional countries--
Angola, Cote d'Ivoire, Egypt, Honduras, Nicaragua, the Philippines, and
Zimbabwe--have become IDA borrowers. Their entry, which was not foreseen at
the time of the IDA9 negotiations, has implications for the allocation of
resources for the remainder of IDA9 as well as for IDA10. We would welcome
your views on how best to address this topic. In addition, if there are other
subjects on which background work should be commissioned, it will be useful to
have them identified and the nature of the desired background work outlined at
least in general terms.
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With regard to the second item, we do not have much flexibility. We
will need to conclude the negotiations well before the end of calendar year
1992 so that countries, which need to include IDA10 contributions in their
1993 budgets, are informed of the agreed amounts.

In order to provide a concrete basis for our discussion, I would
like your reaction to the following meeting dates and general subject
coverage.

First meeting: January 27-28, 1992, on policy issues
Second meeting: April 14-15, 1992, on the size of IDA10
Third meeting: July 1-2, 1992, on burdensharing
Fourth meeting: September 17-18, 1992, on the draft report
(If necessary, a fifth meeting would be scheduled later)

I am faxing a copy of this letter to you now, and sending the
original with a copy of the report by express mail.

I look forward to seeing you in Bangkok.

Sincerely,

(Biged) MINUS? STRUM

Ernest Stern
Senior Vice President
Finance

cc: Mr. Bernard Snoy, Executive Director

bcc: Messrs./Mmes. Wood, Kavalsky, Yurukoglu, Yap
Heron, Liebenthal, Ray, Underwood

LYap:sa
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Mr. Sten Lilholt
Head of Division
Department of International Development Cooperation
Ministry of Foreign Affairs
2, Asiatisk Plads
DK-1448 Copenhagen K
Denmark

Dear Mr. Lilholt:

I would like to invite you to the preliminary meeting of the IDA10
Deputies in Bangkok on Saturday, October 12, and to the luncheon preceding the
meeting. The luncheon will be held at 12:30 p.m. in the restaurant (Part A)
of the Queen Sirikit National Convention Center. Registration will be at
2:30 p.m. and the meeting will begin at 3:00 p.m. in Meeting Room No. 3 at the
same Center.

Our informal discussion will cover two subjects. First, we will
review the priority objectives endorsed by the Deputies and adopted by IDA's
Executive Board at the conclusion of the IDA9 replenishment negotiations as a
basis for discussing our approach to IDA10. Second, we will consider, and
hopefully agree, on a schedule for the IDA10 negotiations.

As background for the discussion of the first item, I am enclosing a
copy of the review, "IDA's Policies, Operations, and Finance in the First Year
of the Ninth Replenishment (FY91)." The report will be discussed by IDA's
Executive Directors on September 26. We will summarize the Board discussion
at the beginning of our meeting on October 12.

I would hope that the comments on the progress of IDA9, and what has
gone well and not so well, will have been covered by the Board discussion so
that your comments could focus on policy concerns and issues which your
authorities consider important to cover in the negotiations for IDA10. From
informal contacts I have already had with many of your governments, I know
that we will need to address how IDA can respond to the growing list of new
IDA claimants. Since the inception of IDA9, seven additional countries--
Angola, Cote d'Ivoire, Egypt, Honduras, Nicaragua, the Philippines, and
Zimbabwe--have become IDA borrowers. Their entry, which was not foreseen at
the time of the IDA9 negotiations, has implications for the allocation of
resources for the remainder of IDA9 as well as for IDA10. We would welcome
your views on how best to address this topic. In addition, if there are other
subjects on which background work should be commissioned, it will be useful to
have them identified and the nature of the desired background work outlined at
least in general terms.
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With regard to the second item, we do not have much flexibility. We
will need to conclude the negotiations well before the end of calendar year
1992 so that countries, which need to include IDA10 contributions in their
1993 budgets, are informed of the agreed amounts.

In order to provide a concrete basis for our discussion, I would
like your reaction to the following meeting dates and general subject
coverage.

First meeting: January 27-28, 1992, on policy issues
Second meeting: April 14-15, 1992, on the size of IDA10
Third meeting: July 1-2, 1992, on burdensharing

Fourth meeting: September 17-18, 1992, on the draft report
(If necessary, a fifth meeting would be scheduled later]

I am faxing a copy of this letter to you now, and Bending the
original with a copy of the report by express mail.

I look forward to seeing you in Bangkok.

sincerely,

(Signed) 3Xfl STEM

Ernest Stern
Senior Vice President
Finance

cc: Mr. Einar Magnussen, Executive Director

bcc: Messrs./Mmes. Wood, Kavalsky, Yurukoglu, Yap
Heron, Liebenthal, Ray, Underwood

LYap:sa
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Mr. Erkki Laurile
Director, FINNIDA
Ministry of Foreign Affairs
Mannerheimintie 15-C
SF-00260 Helsinki
Finland

Dear Mr. Laurile:

I would like to invite you to the preliminary meeting of the IDA10
Deputies in Bangkok on Saturday, October 12, and to the luncheon preceding the
meeting. The luncheon will be held at 12:30 p.m. in the restaurant (Part A)
of the Queen Sirikit National Convention Center. Registration will be at
2:30 p.m. and the meeting will begin at 3:00 p.m. in Meeting Room No. 3 at the
same center.

Our informal discussion will cover two subjects. First, we will
review the priority objectives endorsed by the Deputies and adopted by IDA's
Executive Board at the conclusion of the IDA9 replenishment negotiations as a
basis for discussing our approach to IDA10. Second, we will consider, and
hopefully agree, on a schedule for the IDA10 negotiations.

As background for the discussion of the first item, I am enclosing a
copy of the review, "IDA's Policies, Operations, and Finance in the First Year
of the Ninth Replenishment (FY91)." The report will be discussed by IDA's
Executive Directors on September 26. We will summarize the Board discussion
at the beginning of our meeting on October 12.

I would hope that the comments on the progress of IDA9, and what has
gone well and not so well, will have been covered by the Board discussion so
that your comments could focus on policy concerns and issues which your
authorities consider important to cover in the negotiations for IDA10. From
informal contacts I have already had with many of your governments, I know
that we will need to address how IDA can respond to the growing list of new
IDA claimants. Since the inception of IDA9, seven additional countries--
Angola, Cote d'Ivoire, Egypt, Honduras, Nicaragua, the Philippines, and
Zimbabwe--have become IDA borrowers. Their entry, which was not foreseen at
the time of the IDA9 negotiations, has implications for the allocation of
resources for the remainder of IDA9 as well as for IDA10. we would welcome
your views on how best to address this topic. In addition, if there are other
subjects on which background work should be commissioned, it will be useful to
have them identified and the nature of the desired background work outlined at
least in general terms.
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With regard to the second item, we do not have much flexibility. We
will need to conclude the negotiations well before the end of calendar year
1992 so that countries, which need to include IDA10 contributions in their
1993 budgets, are informed of the agreed amounts.

In order to provide a concrete basis for our discussion, I would
like your reaction to the following meeting dates and general subject
coverage.

First meeting: January 27-28, 1992, on policy issues
Second meeting: April 14-15, 1992, on the size of IDA10
Third meeting: July 1-2, 1992, on burdensharing

Fourth meeting: September 17-18, 1992, on the draft report
[If necessary, a fifth meeting would be scheduled later]

I am faxing a copy of this letter to you now, and sending the
original with a copy of the report by express mail.

I look forward to seeing you in Bangkok.

Sincerely,

(Signed) MIRST STEN.Vl
Ernest Stern
Senior Vice President
Finance

cc: Mr. Einar Magnussen, Executive Director

bcc: Messrs./Mmes. Wood, Kavalsky, Yurukoglu, Yap
Heron, Liebenthal, Ray, Underwood

LYap:sa
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September 19, 1991

Mrs. Anne Le Lorier
Deputy Assistant Secretary for

Debt and Development Issues
Department of the Treasury
Ministry of Economy, Finance and the Budget
139, Rue de Bercy
75572 Paris, CEDEX 12
France

Dear Mrs. Le Lorier:

I would like to invite you to the preliminary meeting of the IDA10
Deputies in Bangkok on Saturday, October 12, and to the luncheon preceding the
meeting. The luncheon will be held at 12:30 p.m. in the restaurant (Part A)
of the Queen Sirikit National Convention Center. Registration will be at
2:30 p.m. and the meeting will begin at 3:00 p.m. in Meeting Room No. 3 at the
same Center.

Our informal discussion will cover two subjects. First, we will
review the priority objectives endorsed by the Deputies and adopted by IDA's
Executive Board at the conclusion of the IDA9 replenishment negotiations as a
basis for discussing our approach to IDA10. Second, we will consider, and
hopefully agree, on a schedule for the IDA10 negotiations.

As background for the discussion of the first item, I am enclosing a
copy of the review, "IDA's Policies, Operations, and Finance in the First Year
of the Ninth Replenishment (FY91)." The report will be discussed by IDA's
Executive Directors on September 26. We will summarize the Board discussion
at the beginning of our meeting on October 12.

I would hope that the comments on the progress of IDA9, and what has
gone well and not so well, will have been covered by the Board discussion so
that your comments could focus on policy concerns and issues which your
authorities consider important to cover in the negotiations for IDAlO. From
informal contacts I have already had with many of your governments, I know
that we will need to address how IDA can respond to the growing list of new
IDA claimants. Since the inception of IDA9, seven additional countries--
Angola, Cote d'Ivoire, Egypt, Honduras, Nicaragua, the Philippines, and
Zimbabwe--have become IDA borrowers. Their entry, which was not foreseen at
the time of the IDA9 negotiations, has implications for the allocation of
resources for the remainder of IDA9 as well as for IDA10. We would welcome
your views on how best to address this topic. In addition, if there are other
subjects on which background work should be commissioned, it will be useful to
have them identified and the nature of the desired background work outlined at
least in general terms.
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With regard to the second item, we do not have much flexibility. We
will need to conclude the negotiations well before the end of calendar year
1992 so that countries, which need to include IDA10 contributions in their
1993 budgets, are informed of the agreed amounts.

In order to provide a concrete basis for our discussion, I would
like your reaction to the following meeting dates and general subject
coverage.

First meeting: January 27-28, 1992, on policy issues
Second meeting: April 14-15, 1992, on the size of IDA10
Third meeting: July 1-2, 1992, on burdensharing
Fourth meeting: September 17-18, 1992, on the draft report
[If necessary, a fifth meeting would be scheduled later]

I am faxing a copy of this letter to you now, and sending the
original with a copy of the report by express mail.

I look forward to seeing you in Bangkok.

Sincerely,

(Signed) EaNUES STEUI

Ernest Stern
Senior Vice President
Finance

cc: Mr. Jean-Pierre Landau, Executive Director

bcc: Messrs./Mmes. Wood, Kavalsky, Yurukoglu, Yap
Heron, Liebenthal, Ray, Underwood

LYap:sa



THE WORLD BANK
Washington, D.C. 20433

U.S.A.

ERNEST STERN
ie Vie PRidmsn, Fin n

September 19, 1991

Mr. Gerhard Boehmer
Deputy Director General
Multilateral Affairs
Ministry of Economic Cooperation
Karl-Marx Strasse 4-6
Postfach 120322
5300 Bonn
Germany

Dear Mr. Boehmer:

I would like to invite you to the preliminary meeting of the IDA10
Deputies in Bangkok on Saturday, October 12, and to the luncheon preceding the
meeting. The luncheon will be held at 12:30 p.m. in the restaurant (Part A)
of the Queen Sirikit National Convention Center. Registration will be at
2:30 p.m. and the meeting will begin at 3:00 p.m. in Meeting Room No. 3 at the
same Center.

Our informal discussion will cover two subjects. First, we will
review the priority objectives endorsed by the Deputies and adopted by IDA's
Executive Board at the conclusion of the IDA9 replenishment negotiations as a
basis for discussing our approach to IDA10. Second, we will consider, and
hopefully agree, on a schedule for the IDA10 negotiations.

As background for the discussion of the first item, I am enclosing a
copy of the review, "IDA's Policies, Operations, and Finance in the First Year
of the Ninth Replenishment (FY91)." The report will be discussed by IDA's
Executive Directors on September 26. We will summarize the Board discussion
at the beginning of our meeting on October 12.

I would hope that the comments on the progress of IDA9, and what has
gone well and not so well, will have been covered by the Board discussion so
that your comments could focus on policy concerns and issues which your
authorities consider important to cover in the negotiations for IDA10. From
informal contacts I have already had with many of your governments, I know
that we will need to address how IDA can respond to the growing list of new
IDA claimants. Since the inception of IDA9, seven additional countries--
Angola, Cote d'Ivoire, Egypt, Honduras, Nicaragua, the Philippines, and
Zimbabwe--have become IDA borrowers. Their entry, which was not foreseen at
the time of the IDA9 negotiations, has implications for the allocation of
resources for the remainder of IDA9 as well as for IDA10. We would welcome
your views on how best to address this topic. In addition, if there are other
subjects on which background work should be commissioned, it will be useful to
have them identified and the nature of the desired background work outlined at
least in general terms.
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With regard to the second item, we do not have much flexibility. We
will need to conclude the negotiations well before the end of calendar year
1992 so that countries, which need to include IDA10 contributions in their
1993 budgets, are informed of the agreed amounts.

In order to provide a concrete basis for our discussion, I would
like your reaction to the following meeting dates and general subject
coverage.

First meeting: January 27-28, 1992, on policy issues
Second meeting: April 14-15, 1992, on the size of IDA10
Third meeting: July 1-2, 1992, on burdensharing

Fourth meeting: September 17-18, 1992, on the draft report
(If necessary, a fifth meeting would be scheduled later]

I am faxing a copy of this letter to you now, and sending the
original with a copy of the report by express mail.

I look forward to seeing you in Bangkok.

Sincerely,

(Signed) ERNEST STERN

Ernest Stern
Senior Vice President
Finance

cc: Mr. Fritz Fischer, Executive Director

bcc: Messrs./Mmes. Wood, Kavalsky, Yurukoglu, Yap
Heron, Liebenthal, Ray, Underwood

LYap:sa



THE WORLD BANK
Washington, D.C. 20433

U.S.A.

ERNEST STERN
w %ne. Premiw,Fin

September 19, 1991

Mr. Petros Kontos
Economic Counselor
Embassy of Greece
1636 Connecticut Ave., N.W.
Washington D.C. 20009

Dear Mr. Kontos:

I would like to invite you to the preliminary meeting of the IDA10
Deputies in Bangkok on Saturday, October 12, and to the luncheon preceding the
meeting. The luncheon will be held at 12:30 p.m. in the restaurant (Part A)
of the Queen Sirikit National Convention Center. Registration will be at
2:30 p.m. and the meeting will begin at 3:00 p.m. in Meeting Room No. 3 at the
same Center.

Our informal discussion will cover two subjects. First, we will
review the priority objectives endorsed by the Deputies and adopted by IDA's
Executive Board at the conclusion of the IDA9 replenishment negotiations as a
basis for discussing our approach to IDA10. Second, we will consider, and
hopefully agree, on a schedule for the IDA10 negotiations.

As background for the discussion of the first item, I am enclosing a
copy of the review, "IDA's Policies, Operations, and Finance in the First Year
of the Ninth Replenishment (FY91)." The report will be discussed by IDA's
Executive Directors on September 26. We will summarize the Board discussion
at the beginning of our meeting on October 12.

I would hope that the comments on the progress of IDA9, and what has
gone well and not so well, will have been covered by the Board discussion so
that your comments could focus on policy concerns and issues which your
authorities consider important to cover in the negotiations for IDA10. From
informal contacts I have already had with many of your governments, I know
that we will need to address how IDA can respond to the growing list of new
IDA claimants. Since the inception of IDA9, seven additional countries--
Angola, Cote d'Ivoire, Egypt, Honduras, Nicaragua, the Philippines, and

Zimbabwe--have become IDA borrowers. Their entry, which was not foreseen at
the time of the IDA9 negotiations, has implications for the allocation of
resources for the remainder of IDA9 as well as for IDA10. We would welcome
your views on how best to address this topic. In addition, if there are other
subjects on which background work should be commissioned, it will be useful to
have them identified and the nature of the desired background work outlined at
least in general terms.
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With regard to the second item, we do not have much flexibility. We
will need to conclude the negotiations well before the end of calendar year
1992 so that countries, which need to include IDA10 contributions in their
1993 budgets, are informed of the agreed amounts.

In order to provide a concrete basis for our discussion, I would
like your reaction to the following meeting dates and general subject
coverage.

First meeting: January 27-28, 1992, on policy issues
Second meeting: April 14-15, 1992, on the size of IDA10
Third meeting: July 1-2, 1992, on burdensharing
Fourth meeting: September 17-18, 1992, on the draft report
[If necessary, a fifth meeting would be scheduled later]

I am faxing a copy of this letter to you now, and sending the
original with a copy of the report by express mail.

I look forward to seeing you in Bangkok.

Sincerely,

(Signed) EPNEST STERN

Ernest Stern
Senior Vice President
Finance

cc: Mr. Rosario Bonavoglia, Executive Director

bcc: Messrs./Mmes. Wood, Kavalsky, Yurukoglu, Yap
Heron, Liebenthal, Ray, Underwood

LYap:sa



THE WORLD BANK
Washington. D.C. 20433

U.S.A.

ERNEST STERN
!or Vie PNeden. Finance

September 19, 1991

Mr. Andras Horvai
General Manager
International Development Institutions
National Bank of Hungary

Szabadsag ter 8-9
H-1850 Budapest V
Hungary

Dear Mr. Horvai:

I would like to invite you to the preliminary meeting of the IDAXO
Deputies in Bangkok on Saturday, October 12, and to the luncheon preceding the
meeting. The luncheon will be held at 12:30 p.m. in the restaurant (Part A)
of the Queen Sirikit National Convention Center. Registration will be at
2:30 p.m. and the meeting will begin at 3:00 p.m. in Meeting Room No. 3 at the
same Center.

Our informal discussion will cover two subjects. First, we will
review the priority objectives endorsed by the Deputies and adopted by IDA's
Executive Board at the conclusion of the IDA9 replenishment negotiations as a
basis for discussing our approach to IDA10. Second, we will consider, and
hopefully agree, on a schedule for the IDA10 negotiations.

As background for the discussion of the first item, I am enclosing a
copy of the review, "IDA's Policies, Operations, and Finance in the First Year
of the Ninth Replenishment (FY91)." The report will be discussed by IDA's
Executive Directors on September 26. We will summarize the Board discussion
at the beginning of our meeting on October 12.

I would hope that the comments on the progress of IDA9, and what has

gone well and not so well, will have been covered by the Board discussion so
that your comments could focus on policy concerns and issues which your
authorities consider important to cover in the negotiations for IDA10. From
informal contacts I have already had with many of your governments, I know
that we will need to address how IDA can respond to the growing list of new
IDA claimants. Since the inception of IDA9, seven additional countries--
Angola, Cote d'Ivoire, Egypt, Honduras, Nicaragua, the Philippines, and
Zimbabwe--have become IDA borrowers. Their entry, which was not foreseen at
the time of the IDA9 negotiations, has implications for the allocation of
resources for the remainder of IDA9 as well as for IDA10. We would welcome
your views on how best to address this topic. In addition, if there are other
subjects on which background work should be commissioned, it will be useful to
have them identified and the nature of the desired background work outlined at
least in general terms.



- 2 -

With regard to the second item, we do not have much flexibility. We
will need to conclude the negotiations well before the end of calendar year
1992 so that countries, which need to include IDA10 contributions in their
1993 budgets, are informed of the agreed amounts.

In order to provide a concrete basis for our discussion, I would
like your reaction to the following meeting dates and general subject
coverage.

First meeting: January 27-28, 1992, on policy issues
Second meeting: April 14-15, 1992, on the size of IDA10
Third meeting: July 1-2, 1992, on burdensharing
Fourth meeting: September 17-18, 1992, on the draft report
[If necessary, a fifth meeting would be scheduled later]

I am faxing a copy of this letter to you now, and sending the
original with a copy of the report by express mail.

I look forward to seeing you in Bangkok.

Sincerely,

(Signed) BEflST

Ernest Stern
Senior Vice President
Finance

cc: Mr. Bernard Snoy, Executive Director

bcc: Messrs./Mmes. Wood, Kavalsky, Yurukoglu, Yap
Heron, Liebenthal, Ray, Underwood

LYap:sa



THE WORLD BANK
Washington, D.C. 20433

U.S.A.

ERNEST STERN
-iw Vice Pr.Wie , Fnane

September 19, 1991

Mr. Jun Thormodsson
Deputy Secretary General
Ministry of Commerce
Arnarhvoll
Reykjavik
Iceland

Dear Mr. Thormoduson:

I would like to invite you to the preliminary meeting of the IDA10
Deputies in Bangkok on Saturday, October 12, and to the luncheon preceding the
meeting. The luncheon will be held at 12:30 p.m. in the restaurant (Part A)
of the Queen Sirikit National Convention Center. Registration will be at
2:30 p.m. and the meeting will begin at 3:00 p.m. in Meeting Room No. 3 at the
same Center.

Our informal discussion will cover two subjects. First, we will
review the priority objectives endorsed by the Deputies and adopted by IDA's
Executive Board at the conclusion of the IDA9 replenishment negotiations as a
basis for discussing our approach to IDA10. Second, we will consider, and
hopefully agree, on a schedule for the IDA10 negotiations.

As background for the discussion of the first item, I am enclosing a
copy of the review, "IDA's Policies, Operations, and Finance in the First Year
of the Ninth Replenishment (FY91)." The report will be discussed by IDA's
Executive Directors on September 26. We will summarize the Board discussion
at the beginning of our meeting on October 12.

I would hope that the comments on the progress of IDA9, and what has
gone well and not so well, will have been covered by the Board discussion so
that your comments could focus on policy concerns and issues which your
authorities consider important to cover in the negotiations for IDA10. From
informal contacts I have already had with many of your governments, I know
that we will need to address how IDA can respond to the growing list of new
IDA claimants. Since the inception of IDA9, seven additional countries--
Angola, Cote d'Ivoire, Egypt, Honduras, Nicaragua, the Philippines, and
Zimbabwe--have become IDA borrowers. Their entry, which was not foreseen at
the time of the IDA9 negotiations, has implications for the allocation of
resources for the remainder of IDA9 as well as for IDA10. We would welcome
your views on how best to address this topic. In addition, if there are other
subjects on which background work should be commissioned, it will be useful to
have them identified and the nature of the desired background work outlined at
least in general terms.
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With regard to the second item, we do not have much flexibility. We
will need to conclude the negotiations well before the end of calendar year
1992 so that countries, which need to include IDA10 contributions in their
1993 budgets, are informed of the agreed amounts.

In order to provide a concrete basis for our discussion, I would
like your reaction to the following meeting dates and general subject
coverage.

First meeting: January 27-28, 1992, on policy issues
Second meeting: April 14-15, 1992, on the size of IDA10
Third meeting: July 1-2, 1992, on burdensharing
Fourth meeting: September 17-18, 1992, on the draft report
[If necessary, a fifth meeting would be scheduled later]

I am faxing a copy of this letter to you now, and sending the
original with a copy of the report by express mail.

I look forward to seeing you in Bangkok.

Sincerely,

(8409d) NRHB8T STflW

Ernest Stern
Senior Vice President
Finance

cc: Mr. Einar Magnussen, Executive Director

bcc: Messrs./Mmes. Wood, Kavalsky, Yurukoglu, Yap
Heron, Liebenthal, Ray, Underwood

LYap: sa



THE WORLD BANK
Washington, D.C. 20433

U.S.A.

ERNEST STERN
w Vice Preidn. Fnance

September 19, 1991

Mr. Sean P. Cromien
Secretary General
Department of Finance
Upper Merrion Street
Dublin 2
Ireland

Dear Mr. Cromien:

I would like to invite you to the preliminary meeting of the IDA10
Deputies in Bangkok on Saturday, October 12, and to the luncheon preceding the
meeting. The luncheon will be held at 12:30 p.m. in the restaurant (Part A)
of the Queen Sirikit National Convention Center. Registration will be at
2:30 p.m. and the meeting will begin at 3:00 p.m. in Meeting Room No. 3 at the
same Center.

Our informal discussion will cover two subjects. First, we will
review the priority objectives endorsed by the Deputies and adopted by IDA'S
Executive Board at the conclusion of the IDA9 replenishment negotiations as a
basis for discussing our approach to IDA10. Second, we will consider, and
hopefully agree, on a schedule for the IDA10 negotiations.

As background for the discussion of the first item, I am enclosing a
copy of the review, "IDA's Policies, Operations, and Finance in the First Year
of the Ninth Replenishment (FY91)." The report will be discussed by IDA's
Executive Directors on September 26. We will summarize the Board discussion
at the beginning of our meeting on October 12.

I would hope that the comments on the progress of IDA9, and what has
gone well and not so well, will have been covered by the Board discussion so
that your comments could focus on policy concerns and issues which your
authorities consider important to cover in the negotiations for IDA10. From
informal contacts I have already had with many of your governments, I know
that we will need to address how IDA can respond to the growing list of new
IDA claimants. Since the inception of IDA9, seven additional countries--
Angola, Cote d'Ivoire, Egypt, Honduras, Nicaragua, the Philippines, and
Zimbabwe--have become IDA borrowers. Their entry, which was not foreseen at
the time of the IDA9 negotiations, has implications for the allocation of
resources for the remainder of IDA9 as well as for IDAlO. We would welcome
your views on how best to address this topic. In addition, if there are other
subjects on which background work should be commissioned, it will be useful to
have them identified and the nature of the desired background work outlined at
least in general terms.



With regard to the second item, we do not have much flexibility. We
will need to conclude the negotiations well before the end of calendar year
1992 so that countries, which need to include IDA10 contributions in their
1993 budgets, are informed of the agreed amounts.

In order to provide a concrete basis for our discussion, I would
like your reaction to the following meeting dates and general subject
coverage.

First meeting: January 27-28, 1992, on policy issues
Second meeting; April 14-15, 1992, on the size of IDA10
Third meeting: July 1-2, 1992, on burdensharing
Fourth meeting: September 17-18, 1992, on the draft report
[If necessary, a fifth meeting would be scheduled later)

I am faxing a copy of this letter to you now, and sending the
original with a copy of the report by express mail.

I look forward to seeing you in Bangkok.

Sincerely,

(Signed) flNETM STERN

Ernest Stern
Senior Vice President
Finance

cc: Mr. N. F. Potter, Executive Director

bcc: Messrs./Mmes. Wood, Kavalsky, Yurukoglu, Yap
Heron, Liebenthal, Ray, Underwood

LYap:sa



THE WORLD BANK
Washington, D.C. 20433

U.S.A.

ERNEST STERN
or Vice Prfiawt. knoe

September 19, 1991

Professor Mario Draghi
Director General of the Treasury
Ministry of the Treasury
Via XX Settembre 97
1-00187 Rome
Italy

Dear Professor Draghi:

I would like to invite you to the preliminary meeting of the IDA10
Deputies in Bangkok on Saturday, October 12, and to the luncheon preceding the
meeting. The luncheon will be held at 12:30 p.m. in the restaurant (Part A)
of the Queen Sirikit National Convention Center. Registration will be at
2:30 p.m. and the meeting will begin at 3:00 p.m. in Meeting Room No. 3 at the
same Center.

Our informal discussion will cover two subjects. First, we will
review the priority objectives endorsed by the Deputies and adopted by IDA'S
Executive Board at the conclusion of the IDA9 replenishment negotiations as a
basis for discussing our approach to IDAlO. Second, we will consider, and
hopefully agree, on a schedule for the IDAlO negotiations.

As background for the discussion of the first item, I am enclosing a
copy of the review, "IDA's Policies, Operations, and Finance in the First Year
of the Ninth Replenishment (FY91)." The report will be discussed by IDA's
Executive Directors on September 26. We will summarize the Board discussion
at the beginning of our meeting on October 12.

I would hope that the comments on the progress of IDA9, and what has
gone well and not so well, will have been covered by the Board discussion so
that your comments could focus on policy concerns and issues which your
authorities consider important to cover in the negotiations for IDA10. From
informal contacts I have already had with many of your governments, I know
that we will need to address how IDA can respond to the growing list of new
IDA claimants. Since the inception of IDA9, seven additional countries--
Angola, Cote d'Ivoire, Egypt, Honduras, Nicaragua, the Philippines, and
Zimbabwe--have become IDA borrowers. Their entry, which was not foreseen at
the time of the IDA9 negotiations, has implications for the allocation of
resources for the remainder of IDA9 as well as for IDA10. We would welcome
your views on how best to address this topic. In addition, if there are other
subjects on which background work should be commissioned, it will be useful to
have them identified and the nature of the desired background work outlined at
least in general terms.



- 2 -

With regard to the second item, we do not have much flexibility. We
will need to conclude the negotiations well before the end of calendar year
1992 so that countries, which need to include IDA10 contributions in their
1993 budgets, are informed of the agreed amounts.

In order to provide a concrete basis for our discussion, I would
like your reaction to the following meeting dates and general subject
coverage.

First meeting: January 27-28, 1992, on policy issues
Second meeting: April 14-15, 1992, on the size of IDA10
Third meeting: July 1-2, 1992, on burdensharing
Fourth meeting: September 17-18, 1992, on the draft report
(If necessary, a fifth meeting would be scheduled later)

I am faxing a copy of this letter to you now, and sending the
original with a copy of the report by express mail.

I look forward to seeing you in Bangkok.

Sincerely,

(Signed) Z W T

Ernest Stern
Senior Vice President
Finance

cc: Mr. Rosario Bonavoglia, Executive Director

bcc: Messrs./Mmes. Wood, Kavalsky, Yurukoglu, Yap
Heron, Liebenthal, Ray, Underwood

LYap:sa



THE WORD BANK
Washington, D.C. 20433

U.S.A.

ERNEST STERN
nor Vio Preadem. Firnce

September 19, 1991

Mr. Shigemitsu Sugisaki
Deputy Director General
International Finance Bureau
Ministry of Finance
3-1-1 Kasumigasiki Chiyoda-ku
Tokyo 100
Japan

Dear Mr. Sugisaki:

I would like to invite you to the preliminary meeting of the IDA10
Deputies in Bangkok on Saturday, October 12, and to the luncheon preceding the
meeting. The luncheon will be held at 12:30 p.m. in the restaurant (Part A)
of the Queen Sirikit National Convention Center. Registration will be at
2:30 p.m. and the meeting will begin at 3:00 p.m. in Meeting Room No. 3 at the
same Center.

Our informal discussion will cover two subjects. First, we will
review the priority objectives endorsed by the Deputies and adopted by IDA's
Executive Board at the conclusion of the IDA9 replenishment negotiations as a
basis for discussing our approach to IDA10. Second, we will consider, and
hopefully agree, on a schedule for the IDA10 negotiations.

As background for the discussion of the first item, I am enclosing a
copy of the review, "IDA's Policies, Operations, and Finance in the First Year
of the Ninth Replenishment (FY91)." The report will be discussed by IDA's
Executive Directors on September 26. We will summarize the Board discussion
at the beginning of our meeting on October 12.

I would hope that the comments on the progress of IDA9, and what has

gone well and not so well, will have been covered by the Board discussion so
that your comments could focus on policy concerns and issues which your
authorities consider important to cover in the negotiations for IDA10. From
informal contacts I have already had with many of your governments, I know
that we will need to address how IDA can respond to the growing list of new
IDA claimants. Since the inception of IDA9, seven additional countries--
Angola, Cote d'Ivoire, Egypt, Honduras, Nicaragua, the Philippines, and
Zimbabwe--have become IDA borrowers. Their entry, which was not foreseen at
the time of the IDA9 negotiations, has implications for the allocation of
resources for the remainder of IDA9 as well as for IDA10. We would welcome
your views on how best to address this topic. In addition, if there are other
subjects on which background work should be commissioned, it will be useful to
have them identified and the nature of the desired background work outlined at

least in general terms.
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With regard to the second item, we do not have much flexibility. We
will need to conclude the negotiations well before the end of calendar year
1992 so that countries, which need to include IDA10 contributions in their
1993 budgets, are informed of the agreed amounts.

In order to provide a concrete basis for our discussion, I would
like your reaction to the following meeting dates and general subject
coverage.

First meeting: January 27-28, 1992, on policy issues
Second meeting: April 14-15, 1992, on the size of IDA10
Third meeting: July 1-2, 1992, on burdensharing

Fourth meeting: September 17-18, 1992, on the draft report
[If necessary, a fifth meeting would be scheduled later]

I am faxing a copy of this letter to you now, and sending the
original with a copy of the report by express mail.

I look forward to seeing you in Bangkok.

Sincerely,

(Signed) SANEST BT.A

Ernest Stern
Senior Vice President
Finance

cc: Mr. Masaki Shiratori, Executive Director

boc: Messrs./Mmes. Wood, Kavalsky, Yurukoglu, Yap
Heron, Liebenthal, Ray, Underwood

LYap:sa



THE WORLD BANK
Washington, D.C. 20433

U.S.A.

ERNEST STERN
ior Vice Prewment, Fnance

September 19, 1991

Mr. Hisham Al-Woqayan
Director of Operations
Kuwait Fund for Arab Economic Development
c/o The United Bank of Kuwait
3, Lombard Street
London EC3V 9DT
United Kingdom

Dear Dr. Al-Woqayan:

I would like to invite you to the preliminary meeting of the IDA10
Deputies in Bangkok on Saturday, October 12, and to the luncheon preceding the
meeting. The luncheon will be held at 12:30 p.m. in the restaurant (Part A)
of the Queen Sirikit National Convention Center. Registration will be at
2:30 p.m. and the meeting will begin at 3:00 p.m. in Meeting Room No. 3 at the
same Center.

Our informal discussion will cover two subjects. First, we will
review the priority objectives endorsed by the Deputies and adopted by IDA's
Executive Board at the conclusion of the IDA9 replenishment negotiations as a
basis for discussing our approach to IDA10. Second, we will consider, and
hopefully agree, on a schedule for the IDA10 negotiations.

As background for the discussion of the first item, I am enclosing a
copy of the review, "IDA's Policies, Operations, and Finance in the First Year
of the Ninth Replenishment (FY91)." The report will be discussed by IDA'S
Executive Directors on September 26. We will summarize the Board discussion
at the beginning of our meeting on October 12.

I would hope that the comments on the progress of IDA9, and what has
gone well and not so well, will have been covered by the Board discussion so
that your comments could focus on policy concerns and issues which your
authorities consider important to cover in the negotiations for IDA10. From
informal contacts I have already had with many of your governments, I know
that we will need to address how IDA can respond to the growing list of new
IDA claimants. Since the inception of IDA9, seven additional countries--
Angola, Cote d'Ivoire, Egypt, Honduras, Nicaragua, the Philippines, and
Zimbabwe--have become IDA borrowers. Their entry, which was not foreseen at
the time of the IDA9 negotiations, has implications for the allocation of
resources for the remainder of IDA9 as well as for IDA10. We would welcome
your views on how best to address this topic. In addition, if there are other
subjects on which background work should be commissioned, it will be useful to
have them identified and the nature of the desired background work outlined at
least in general terms.
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With regard to the second item, we do not have much flexibility. We
will need to conclude the negotiations well before the end of calendar year
1992 so that countries, which need to include IDAlO contributions in their
1993 budgets, are informed of the agreed amounts.

In order to provide a concrete basis for our discussion, I would
like your reaction to the following meeting dates and general subject
coverage.

First meeting: January 27-28, 1992, on policy issues
Second meeting: April 14-15, 1992, on the size of IDA10
Third meeting: July 1-2, 1992, on burdensharing

Fourth meeting: September 17-18, 1992, on the draft report
(If necessary, a fifth meeting would be scheduled later]

I am faxing a copy of this letter to you now, and sending the
original with a copy of the report by express mail.

I look forward to seeing you in Bangkok.

Sincerely,

(Mood) ERNEST BTEN

Ernest Stern
Senior Vice President
Finance

cc: Mr. Fawzi Hamad Al-Sultan, Executive Director

bcc: Messrs./Mmes. Wood, Kavalsky, Yurukoglu, Yap
Heron, Liebenthal, Ray, Underwood

LYap:sa



THE WORLD BANK
Washington, D.C. 20433

U.S.A.

ERNEST STERN
nor Vice Prfhdwit Finance

September 19, 1991

Mr. Yves Mersch
Government Commissioner
Ministry of Finance
3, Rue de la Congregation
Luxembourg
Grand Duchy of Luxembourg

Dear Mr. Mersch:

I would like to invite you to the preliminary meeting of the IDA10
Deputies in Bangkok on Saturday, October 12, and to the luncheon preceding the
meeting. The luncheon will be held at 12:30 p.m. in the restaurant (Part A)
of the Queen Sirikit National Convention Center. Registration will be at
2:30 p.m. and the meeting will begin at 3:00 p.m. in Meeting Room No. 3 at the
same Center.

Our informal discussion will cover two subjects. First, we will
review the priority objectives endorsed by the Deputies and adopted by IDA's
Executive Board at the conclusion of the IDA9 replenishment negotiations as a
basis for discussing our approach to IDA10. Second, we will consider, and
hopefully agree, on a schedule for the IDA10 negotiations.

As background for the discussion of the first item, I am enclosing a
copy of the review, "IDA's Policies, Operations, and Finance in the First Year
of the Ninth Replenishment (FY91)." The report will be discussed by IDA's
Executive Directors on September 26. We will summarize the Board discussion
at the beginning of our meeting on October 12.

I would hope that the comments on the progress of IDA9, and what has
gone well and not so well, will have been covered by the Board discussion so
that your comments could focus on policy concerns and issues which your
authorities consider important to cover in the negotiations for IDA10. From
informal contacts I have already had with many of your governments, I know
that we will need to address how IDA can respond to the growing list of new
IDA claimants. Since the inception of IDA9, seven additional countries--
Angola, Cote d'Ivoire, Egypt, Honduras, Nicaragua, the Philippines, and
Zimbabwe--have become IDA borrowers. Their entry, which was not foreseen at
the time of the IDA9 negotiations, has implications for the allocation of
resources for the remainder of IDA9 as well as for IDA10. We would welcome
your views on how best to address this topic. In addition, if there are other
subjects on which background work should be commissioned, it will be useful to
have them identified and the nature of the desired background work outlined at
least in general terms.
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With regard to the second item, we do not have much flexibility. We
will need to conclude the negotiations well before the end of calendar year
1992 so that countries, which need to include IDA10 contributions in their
1993 budgets, are informed of the agreed amounts.

In order to provide a concrete basis for our discussion, I would
like your reaction to the following meeting dates and general subject
coverage.

First meeting: January 27-28, 1992, on policy issues
Second meeting: April 14-15, 1992, on the size of IDA10
Third meeting: July 1-2, 1992, on burdensharing
Fourth meeting: September 17-18, 1992, on the draft report
(If necessary, a fifth meeting would be scheduled later]

I am faxing a copy of this letter to you now, and sending the
original with a copy of the report by express mail.

I look forward to seeing you in Bangkok.

Sincerely,

(Signed) EWW STE,,

Ernest Stern
Senior Vice President
Finance

cc: Mr. Bernard Snoy, Executive Director

bcc: Messrs./Mmes. Wood, Kavalsky, Yurukoglu, Yap
Heron, Liebenthal, Ray, Underwood

LYap:sa



THE WORLD BANK
Wauhngton, D.C. 20433

U.S.A.

ERNEST STERN
"in Vice Preaides Finaicg

September 19, 1991

Mr. Antonio Cervera-Sandoval
Director
International Financial Organizations
Ministerio de Hacienda y Credito Publico
Palacio Nacional
1 Patio Mariano
06066 Mexico, D.F.
Mexico

Dear Mr. Cervera-Sandoval:

I would like to invite you to the preliminary meeting of the IDA10
Deputies in Bangkok on Saturday, October 12, and to the luncheon preceding the
meeting. The luncheon will be held at 12:30 p.m. in the restaurant (Part A)
of the Queen Sirikit National Convention Center. Registration will be at
2:30 p.m. and the meeting will begin at 3:00 p.m. in Meeting Room No. 3 at the
same Center.

Our informal discussion will cover two subjects. First, we will
review the priority objectives endorsed by the Deputies and adopted by IDA's
Executive Board at the conclusion of the IDA9 replenishment negotiations as a
basis for discussing our approach to IDA10. Second, we will consider, and
hopefully agree, on a schedule for the IDA10 negotiations.

As background for the discussion of the first item, I am enclosing a
copy of the review, "IDA's Policies, Operations, and Finance in the First Year
of the Ninth Replenishment (FY91)." The report will be discussed by IDA's
Executive Directors on September 26. We will summarize the Board discussion
at the beginning of our meeting on October 12.

I would hope that the comments on the progress of IDA9, and what has
gone well and not so well, will have been covered by the Board discussion so
that your comments could focus on policy concerns and issues which your
authorities consider important to cover in the negotiations for IDA10. From
informal contacts I have already had with many of your governments, I know
that we will need to address how IDA can respond to the growing list of new
IDA claimants. Since the inception of IDA9, seven additional countries--
Angola, Cote d'Ivoire, Egypt, Honduras, Nicaragua, the Philippines, and
Zimbabwe--have become IDA borrowers. Their entry, which was not foreseen at
the time of the IDA9 negotiations, has implications for the allocation of
resources for the remainder of IDA9 as well as for IDA10. We would welcome
your views on how best to address this topic. In addition, if there are other
subjects on which background work should be commissioned, it will be useful to
have them identified and the nature of the desired background work outlined at
least in general terms.
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With regard to the second item, we do not have much flexibility. We
will need to conclude the negotiations well before the end of calendar year

1992 so that countries, which need to include IDAlO contributions in their

1993 budgets, are informed of the agreed amounts.

In order to provide a concrete basis for our discussion, I would
like your reaction to the following meeting dates and general subject
coverage.

First meeting: January 27-28, 1992, on policy issues
Second meeting: April 14-15, 1992, on the size of IDA10
Third meeting: July 1-2, 1992, on burdensharing

Fourth meeting: September 17-18, 1992, on the draft report
[If necessary, a fifth meeting would be scheduled later]

I am faxing a copy of this letter to you now, and sending the
original with a copy of the report by express mail.

I look forward to seeing you in Bangkok.

Sincerely,

(815ed) RRNB STERN

Ernest Stern
Senior Vice President
Finance

ccz Mr. Moises Naim, Executive Director

bcc: Messrs./Mmes. Wood, Kavalsky, Yurukoglu, Yap
Heron, Liebenthal, Ray, Underwood

LYap:sa



THE WORLD BANK
Washington, D.C. 20433

U.S.A.

ERNEST STERN
a, Vie Pre*e@ t, Fww.c

September 19, 1991

Mr. Ian de Jong
Director
Multilateral Financial Cooperation
Ministry of Development Cooperation
Bezuidenhoutseweg 67
The Hague
The Netherlands

Dear Mr. de Jong:

I would like to invite you to the preliminary meeting of the IDA10
Deputies in Bangkok on Saturday, October 12, and to the luncheon preceding the
meeting. The luncheon will be held at 12:30 p.m. in the restaurant (Part A)
of the Queen Sirikit National Convention Center. Registration will be at
2:30 p.m. and the meeting will begin at 3:00 p.m. in Meeting Room No. 3 at the
same Center.

Our informal discussion will cover two subjects. First, we will
review the priority objectives endorsed by the Deputies and adopted by IDA's
Executive Board at the conclusion of the IDA9 replenishment negotiations as a
basis for discussing our approach to IDA10. Second, we will consider, and
hopefully agree, on a schedule for the IDAlO negotiations.

As background for the discussion of the first item, I am enclosing a
copy of the review, "IDA's Policies, Operations, and Finance in the First Year
of the Ninth Replenishment (FY91)." The report will be discussed by IDA's
Executive Directors on September 26. We will summarize the Board discussion
at the beginning of our meeting on October 12.

I would hope that the comments on the progress of IDA9, and what has
gone well and not so well, will have been covered by the Board discussion so
that your comments could focus on policy concerns and issues which your
authorities consider important to cover in the negotiations for IDA10. From
informal contacts I have already had with many of your governments, I know
that we will need to address how IDA can respond to the growing list of new
IDA claimants. Since the inception of IDA9, seven additional countries--
Angola, Cote d'Ivoire, Egypt, Honduras, Nicaragua, the Philippines, and
Zimbabwe--have become IDA borrowers. Their entry, which was not foreseen at
the time of the IDA9 negotiations, has implications for the allocation of
resources for the remainder of IDA9 as well as for IDAlO. We would welcome
your views on how best to address this topic. In addition, if there are other
subjects on which background work should be commissioned, it will be useful to
have them identified and the nature of the desired background work outlined at
least in general terms.
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With regard to the second item, we do not have much flexibility. We
will need to conclude the negotiations well before the end of calendar year
1992 so that countries, which need to include IDA10 contributions in their
1993 budgets, are informed of the agreed amounts.

In order to provide a concrete basis for our discussion, I would
like your reaction to the following meeting dates and general subject
coverage.

First meeting: January 27-28, 1992, on policy issues
Second meeting: April 14-15, 1992, on the size of IDA10
Third meeting: July 1-2, 1992, on burdensharing
Fourth meeting: September 17-18, 1992, on the draft report
[If necessary, a fifth meeting would be scheduled later]

I am faxing a copy of this letter to you now, and sending the
original with a copy of the report by express mail.

I look forward to seeing you in Bangkok.

Sincerely,

(Signed) SEXNST STERN

Ernest Stern
Senior Vice President
Finance

cc: Mrs. Eveline Herfkens, Executive Director

bcc: Messrs./Mmes. Wood, Kavalsky, Yurukoglu, Yap
Heron, Liebenthal, Ray, Underwood

LYap:sa



THE WORLD BANK
Washington, D.C. 20433

U.S.A.

ERNEST STERN
v Vie PreSet Anne

September 19, 1991

Mr. Hessel Baas
Deputy Director
Development Assistance Division
Ministry of External Relations and Trade
Wellington
New Zealand

Dear Mr. Baas:

I would like to invite you to the preliminary meeting of the IDA10
Deputies in Bangkok on Saturday, October 12, and to the luncheon preceding the
meeting. The luncheon will be held at 12:30 p.m. in the restaurant (Part A)
of the Queen Sirikit National Convention Center. Registration will be at
2:30 p.m. and the meeting will begin at 3:00 p.m. in Meeting Room No. 3 at the
same Center.

Our informal discussion will cover two subjects. First, we will
review the priority objectives endorsed by the Deputies and adopted by IDA's
Executive Board at the conclusion of the IDA9 replenishment negotiations as a
basis for discussing our approach to IDA10. Second, we will consider, and
hopefully agree, on a schedule for the IDA10 negotiations.

As background for the discussion of the first item, I am enclosing a
copy of the review, "IDA's Policies, Operations, and Finance in the First Year
of the Ninth Replenishment (FY91)." The report will be discussed by IDA's
Executive Directors on September 26. We will summarize the Board discussion
at the beginning of our meeting on October 12.

I would hope that the comments on the progress of IDA9, and what has
gone well and not so well, will have been covered by the Board discussion so
that your comments could focus on policy concerns and issues which your
authorities consider important to cover in the negotiations for IDA10. From
informal contacts I have already had with many of your governments, I know
that we will need to address how IDA can respond to the growing list of new
IDA claimants. Since the inception of IDA9, seven additional countries--
Angola, Cote d'Ivoire, Egypt, Honduras, Nicaragua, the Philippines, and
Zimbabwe--have become IDA borrowers. Their entry, which was not foreseen at
the time of the IDA9 negotiations, has implications for the allocation of
resources for the remainder of IDA9 as well as for IDA10. We would welcome
your views on how best to address this topic. In addition, if there are other
subjects on which background work should be commissioned, it will be useful to
have them identified and the nature of the desired background work outlined at
least in general terms.
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With regard to the second item, we do not have much flexibility. We
will need to conclude the negotiations well before the end of calendar year
1992 so that countries, which need to include IDA10 contributions in their
1993 budgets, are informed of the agreed amounts.

In order to provide a concrete basis for our discussion, I would
like your reaction to the following meeting dates and general subject
coverage.

First meeting: January 27-28, 1992, on policy issues
Second meeting: April 14-15, 1992, on the size of IDA10
Third meeting: July 1-2, 1992, on burdensharing
Fourth meeting: September 17-18, 1992, on the draft report
[If necessary, a fifth meeting would be scheduled later]

I am faxing a copy of this letter to you now, and sending the
original with a copy of the report by express mail.

I look forward to seeing you in Bangkok.

Sincerely,

(Signed) ERNST STERN

Ernest Stern
Senior Vice President
Finance

cc: Mr. John H. Cosgrove, Executive Director

bec: Messrs./Mmes. Wood, Kavalsky, Yurukoglu, Yap
Heron, Liebenthal, Ray, Underwood

LYap:sa Mr. John A. Wilson, Alternate Executive Director



THE WORLD BANK
Washington, D.C. 20433

U.S.A.

ERNEST STERN
ier Vie Praidet FinM n

September 19, 1991

Mr. Kjell Halvorsen
Deputy Director General
Multilateral Department
Ministry of Development Cooperation
P.O.Box 8142 Oslo Dep.
Victoria Terrasse 7
0033 Oslo 1
Norway

Dear Mr. Halvorsen:

I would like to invite you to the preliminary meeting of the IDA10
Deputies in Bangkok on Saturday, October 12, and to the luncheon preceding the
meeting. The luncheon will be held at 12:30 p.m. in the restaurant (Part A)
of the Queen Sirikit National Convention Center. Registration will be at
2:30 p.m. and the meeting will begin at 3:00 p.m. in Meeting Room No. 3 at the
same Center.

Our informal discussion will cover two subjects. First, we will
review the priority objectives endorsed by the Deputies and adopted by IDA's
Executive Board at the conclusion of the IDA9 replenishment negotiations as a
basis for discussing our approach to IDA10. Second, we will consider, and
hopefully agree, on a schedule for the IDA10 negotiations.

As background for the discussion of the first item, I am enclosing a
copy of the review, "IDA's Policies, Operations, and Finance in the First Year
of the Ninth Replenishment (FY91)." The report will be discussed by IDA's
Executive Directors on September 26. We will summarize the Board discussion
at the beginning of our meeting on October 12.

I would hope that the comments on the progress of IDA9, and what has
gone well and not so well, will have been covered by the Board discussion so
that your comments could focus on policy concerns and issues which your
authorities consider important to cover in the negotiations for IDA10. From
informal contacts I have already had with many of your governments, I know
that we will need to address how IDA can respond to the growing list of new
IDA claimants. Since the inception of IDA9, seven additional countries--
Angola, Cote d'Ivoire, Egypt, Honduras, Nicaragua, the Philippines, and
Zimbabwe--have become IDA borrowers. Their entry, which was not foreseen at
the time of the IDA9 negotiations, has implications for the allocation of
resources for the remainder of IDA9 as well as for IDAlO. We would welcome
your views on how best to address this topic. In addition, if there are other
subjects on which background work should be commissioned, it will be useful to
have them identified and the nature of the desired background work outlined at
least in general terms.
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With regard to the second item, we do not have much flexibility. We
will need to conclude the negotiations well before the end of calendar year
1992 so that countries, which need to include IDA10 contributions in their
1993 budgets, are informed of the agreed amounts.

In order to provide a concrete basis for our discussion, I would
like your reaction to the following meeting dates and general subject
coverage.

First meeting: January 27-28, 1992, on policy issues
Second meeting; April 14-15, 1992, on the size of IDA10
Third meeting: July 1-2, 1992, on burdensharing
Fourth meeting: September 17-18, 1992, on the draft report
[If necessary, a fifth meeting would be scheduled later)

I am faxing a copy of this letter to you now, and sending the
original with a copy of the report by express mail.

I look forward to seeing you in Bangkok.

Sincerely,

(Signed) ERNEST STERN

Ernest Stern
Senior Vice President
Finance

cc: Mr. Einar Magnussen, Executive Director

bce: Messrs./Mmes. Wood, Kavalsky, Yurukoglu, Yap
Heron, Liebenthal, Ray, Underwood

LYap: sa



THE WORLD BANK
Waington, D.C. 20433
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September 19, 1991

Mr. Jobarah Suraisry
Deputy Minister for

International Economic Cooperation
Ministry of Finance and National Economy
Riyadh 11177

Saudi Arabia

Dear Mr. Suraisry:

I would like to invite you to the preliminary meeting of the IDAlO
Deputies in Bangkok on Saturday, October 12, and to the luncheon preceding the
meeting. The luncheon will be held at 12:30 p.m. in the restaurant (Part A)
of the Queen Sirikit National Convention Center. Registration will be at
2:30 p.m. and the meeting will begin at 3:00 p.m. in Meeting Room No. 3 at the
same Center.

Our informal discussion will cover two subjects. First, we will
review the priority objectives endorsed by the Deputies and adopted by IDA's
Executive Board at the conclusion of the IDA9 replenishment negotiations as a
basis for discussing our approach to IDAlO. Second, we will consider, and
hopefully agree, on a schedule for the IDA10 negotiations.

As background for the discussion of the first item, I am enclosing a
copy of the review, "IDA's Policies, Operations, and Finance in the First Year
of the Ninth Replenishment (FY91)." The report will be discussed by IDA's
Executive Directors on September 26. We will summarize the Board discussion
at the beginning of our meeting on October 12.

I would hope that the comments on the progress of IDA9, and what has
gone well and not so well, will have been covered by the Board discussion so
that your comments could focus on policy concerns and issues which your
authorities consider important to cover in the negotiations for IDA10. From
informal contacts I have already had with many of your governments, I know
that we will need to address how IDA can respond to the growing list of new
IDA claimants. Since the inception of IDA9, seven additional countries--
Angola, Cote d'Ivoire, Egypt, Honduras, Nicaragua, the Philippines, and
Zimbabwe--have become IDA borrowers. Their entry, which was not foreseen at
the time of the IDA9 negotiations, has implications for the allocation of
resources for the remainder of IDA9 as well as for IDA10. We would welcome
your views on how best to address this topic. In addition, if there are other
subjects on which background work should be commissioned, it will be useful to
have them identified and the nature of the desired background work outlined at
least in general terms.
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With regard to the second item, we do not have much flexibility. We
will need to conclude the negotiations well before the end of calendar year

1992 so that countries, which need to include IDA10 contributions in their
1993 budgets, are informed of the agreed amounts.

In order to provide a concrete basis for our discussion, I would

like your reaction to the following meeting dates and general subject
coverage.

First meeting: January 27-28, 1992, on policy issues
Second meeting: April 14-15, 1992, on the size of IDA10
Third meeting: July 1-2, 1992, on burdensharing
Fourth meeting: September 17-18, 1992, on the draft report
[If necessary, a fifth meeting would be scheduled later]

I am faxing a copy of this letter to you now, and sending the
original with a copy of the report by express mail.

I look forward to seeing you in Bangkok.

Sincerely,

(Signed) ERNEST STERN

Ernest Stern
Senior Vice President
Finance

cc: Mr. Ibrahim Al-Assaf, Executive Director

bcc: Messrs./Mmes. Wood, Kavalsky, Yurukoglu, Yap
Heron, Liebenthal, Ray, Underwood

LYap:sa



THE WORLD BANK
Washington, D.C. 20433

U.S.A.

ERNEST STERN
,ior Vice Prdmn, Fnc.m

September 19, 1991

Mr. Francois Le Roux
Principal Resident Representative of

South Africa to the IMF and the World Bank
IMF, Room 13-205
700 19th Street, N.W.
Washington, D.C. 20431

Dear Mr. Le Roux:

I would like to invite you to the preliminary meeting of the IDA10
Deputies in Bangkok on Saturday, October 12, and to the luncheon preceding the
meeting. The luncheon will be held at 12:30 p.m. in the restaurant (Part A)
of the Queen Sirikit National Convention Center. Registration will be at
2:30 p.m. and the meeting will begin at 3:00 p.m. in Meeting Room No. 3 at the
same Center.

Our informal discussion will cover two subjects. First, we will
review the priority objectives endorsed by the Deputies and adopted by IDA's
Executive Board at the conclusion of the IDA9 replenishment negotiations as a
basis for discussing our approach to IDA10. Second, we will consider, and
hopefully agree, on a schedule for the IDA10 negotiations.

As background for the discussion of the first item, I am enclosing a
copy of the review, "IDA's Policies, Operations, and Finance in the First Year
of the Ninth Replenishment (FY91)." The report will be discussed by IDA's
Executive Directors on September 26. We will summarize the Board discussion
at the beginning of our meeting on October 12.

I would hope that the comments on the progress of IDA9, and what has
gone well and not so well, will have been covered by the Board discussion so
that your comments could focus on policy concerns and issues which your
authorities consider important to cover in the negotiations for IDA10. From
informal contacts I have already had with many of your governments, I know
that we will need to address how IDA can respond to the growing list of new
IDA claimants. Since the inception of IDA9, seven additional countries--
Angola, Cote d'Ivoire, Egypt, Honduras, Nicaragua, the Philippines, and
Zimbabwe--have become IDA borrowers. Their entry, which was not foreseen at
the time of the IDA9 negotiations, has implications for the allocation of
resources for the remainder of IDA9 as well as for IDAlO. We would welcome
your views on how best to address this topic. In addition, if there are other
subjects on which background work should be commissioned, it will be useful to
have them identified and the nature of the desired background work outlined at
least in general terms.
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With regard to the second item, we do not have much flexibility. We
will need to conclude the negotiations well before the end of calendar year
1992 so that countries, which need to include IDA10 contributions in their
1993 budgets, are informed of the agreed amounts.

In order to provide a concrete basis for our discussion, I would
like your reaction to the following meeting dates and general subject
coverage.

First meeting: January 27-28, 1992, on policy issues
Second meeting: April 14-15, 1992, on the size of IDA10
Third meeting: July 1-2, 1992, on burdensharing
Fourth meeting: September 17-18, 1992, on the draft report
(If necessary, a fifth meeting would be scheduled later]

I am faxing a copy of this letter to you now, and sending the
original with a copy of the report by express mail.

I look forward to seeing you in Bangkok.

Sincerely,

(Signed) ERNRST STERN

Ernest Stern
Senior Vice President
Finance

bec: Messrs./Mmes. Wood, Kavalsky, Yurukoglu, Yap
Heron, Liebenthal, Ray, Underwood

LYap:sa
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ERNEST STERN
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September 19, 1991

Mrs. Silvia Iranto
Deputy Director General for

International Economy
Ministry of Finance and Economy
Alcala 11, Primer Piso
28014 Madrid
Spain

Dear Mrs. Iranto:

I would like to invite you to the preliminary meeting of the IDA10
Deputies in Bangkok on Saturday, October 12, and to the luncheon preceding the
meeting. The luncheon will be held at 12:30 p.m. in the restaurant (Part A)
of the Queen Sirikit National Convention Center. Registration will be at
2:30 p.m. and the meeting will begin at 3:00 p.m. in Meeting Room No. 3 at the
same Center.

Our informal discussion will cover two subjects. First, we will
review the priority objectives endorsed by the Deputies and adopted by IDA's
Executive Board at the conclusion of the IDA9 replenishment negotiations as a
basis for discussing our approach to IDA10. Second, we will consider, and
hopefully agree, on a schedule for the IDA10 negotiations.

As background for the discussion of the first item, I am enclosing a
copy of the review, "IDA's Policies, Operations, and Finance in the First Year
of the Ninth Replenishment (FY91)." The report will be discussed by IDA's
Executive Directors on September 26. We will summarize the Board discussion
at the beginning of our meeting on October 12.

I would hope that the comments on the progress of IDA9, and what has
gone well and not so well, will have been covered by the Board discussion so
that your comments could focus on policy concerns and issues which your
authorities consider important to cover in the negotiations for IDA10. From
informal contacts I have already had with many of your governments, I know
that we will need to address how IDA can respond to the growing list of new
IDA claimants. Since the inception of IDA9, seven additional countries--
Angola, Cote d'Ivoire, Egypt, Honduras, Nicaragua, the Philippines, and
Zimbabwe--have become IDA borrowers. Their entry, which was not foreseen at
the time of the IDA9 negotiations, has implications for the allocation of
resources for the remainder of IDA9 as well as for IDA10. We would welcome
your views on how beet to address this topic. In addition, if there are other
subjects on which background work should be commissioned, it will be useful to
have them identified and the nature of the desired background work outlined at

least in general terms.
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With regard to the second item, we do not have much flexibility. We
will need to conclude the negotiations well before the end of calendar year
1992 so that countries, which need to include IDA10 contributions in their
1993 budgets, are informed of the agreed amounts.

In order to provide a concrete basis for our discussion, I would
like your reaction to the following meeting dates and general subject
coverage.

First meeting: January 27-28, 1992, on policy issues
Second meeting: April 14-15, 1992, on the size of IDA10
Third meeting: July 1-2, 1992, on burdensharing

Fourth meeting: September 17-18, 1992, on the draft report
[If necessary, a fifth meeting would be scheduled later]

I am faxing a copy of this letter to you now, and sending the
original with a copy of the report by express mail.

I look forward to seeing you in Bangkok.

Sincerely,

(Signed) 3RNT 8BN

Ernest Stern
Senior Vice President
Finance

cc: Mr. Moises Naim, Executive Director
Ms. Rocio Alberdi, Advisor

bocc: Messrs./Mmes. Wood, Kavalsky, Yurukoglu, Yap
Heron, Liebenthal, Ray, Underwood

LYap:sa
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September 19, 1991

Mr. Lennart Bage
Assistant Under Secretary
Department for International Cooperation
Ministry of Foreign Affairs
P.O. Box 16121
S-10323 Stockholm
Sweden

Dear Mr. Bage:

I would like to invite you to the preliminary meeting of the IDA10
Deputies in Bangkok on Saturday, October 12, and to the luncheon preceding the
meeting. The luncheon will be held at 12:30 p.m. in the restaurant (Part A)
of the Queen Sirikit National Convention Center. Registration will be at
2:30 p.m. and the meeting will begin at 3:00 p.m. in Meeting Room No. 3 at the
same Center.

Our informal discussion will cover two subjects. First, we will
review the priority objectives endorsed by the Deputies and adopted by IDA's
Executive Board at the conclusion of the IDA9 replenishment negotiations as a
basis for discussing our approach to IDAlO. Second, we will consider, and
hopefully agree, on a schedule for the IDA10 negotiations.

As background for the discussion of the first item, I am enclosing a
copy of the review, "IDA's Policies, Operations, and Finance in the First Year
of the Ninth Replenishment (FY91)." The report will be discussed by IDA's
Executive Directors on September 26. We will summarize the Board discussion
at the beginning of our meeting on October 12.

I would hope that the comments on the progress of IDA9, and what has
gone well and not so well, will have been covered by the Board discussion so
that your comments could focus on policy concerns and issues which your
authorities consider important to cover in the negotiations for IDA10. From
informal contacts I have already had with many of your governments, I know
that we will need to address how IDA can respond to the growing list of new
IDA claimants. Since the inception of IDA9, seven additional countries--
Angola, Cote d'Ivoire, Egypt, Honduras, Nicaragua, the Philippines, and
Zimbabwe--have become IDA borrowers. Their entry, which was not foreseen at
the time of the IDA9 negotiations, has implications for the allocation of
resources for the remainder of IDA9 as well as for IDA10. We would welcome
your views on how best to address this topic. In addition, if there are other
subjects on which background work should be commissioned, it will be useful to
have them identified and the nature of the desired background work outlined at
least in general terms.
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With regard to the second item, we do not have much flexibility. We

will need to conclude the negotiations well before the end of calendar year

1992 so that countries, which need to include IDAlO contributions in their

1993 budgets, are informed of the agreed amounts.

In order to provide a concrete basis for our discussion, I would

like your reaction to the following meeting dates and general subject

coverage.

First meeting: January 27-28, 1992, on policy issues

Second meeting: April 14-15, 1992, on the size of IDA10

Third meeting: July 1-2, 1992, on burdensharing

Fourth meeting: September 17-18, 1992, on the draft report

(If necessary, a fifth meeting would be scheduled later]

I am faxing a copy of this letter to you now, and sending the

original with a copy of the report by express mail.

I look forward to seeing you in Bangkok.

sincerely,

(Signed) ERNST STERN

Ernest Stern
Senior Vice President
Finance

cc: Mr. Einar Magnussen, Executive Director

bcc: Messrs./Mmes. Wood, Kavalsky, Yurukoglu, Yap

Heron, Liebenthal, Ray, Underwood

LYap: sa



THE WORLD BANK
Washington. D.C. 20433

U.S.A.

ERNEST STERN
,wm Vice President Flnace

September 19, 1991

Mr. Jean-Daniel Gerber
Head
Development Policy Service
Federal Office for Foreign Economic Affairs
Bundeshaus Oat
3003 Berne
Switzerland

Dear Mr. Gerber:

I would like to invite you to the preliminary meeting of the IDA10
Deputies in Bangkok on Saturday, October 12, and to the luncheon preceding the
meeting. The luncheon will be held at 12:30 p.m. in the restaurant (Part A)
of the Queen Sirikit National Convention Center. Registration will be at
2:30 p.m. and the meeting will begin at 3:00 p.m. in Meeting Room No. 3 at the
same Center.

Our informal discussion will cover two subjects. First, we will
review the priority objectives endorsed by the Deputies and adopted by IDA'S
Executive Board at the conclusion of the IDA9 replenishment negotiations as a
basis for discussing our approach to IDA10. Second, we will consider, and
hopefully agree, on a schedule for the IDA10 negotiations.

As background for the discussion of the first item, I am enclosing a
copy of the review, "IDA's Policies, Operations, and Finance in the First Year
of the Ninth Replenishment (FY91)." The report will be discussed by IDA's
Executive Directors on September 26. We will summarize the Board discussion
at the beginning of our meeting on October 12.

I would hope that the comments on the progress of IDA9, and what has
gone well and not so well, will have been covered by the Board discussion so
that your comments could focus on policy concerns and issues which your
authorities consider important to cover in the negotiations for IDA10. From
informal contacts I have already had with many of your governments, I know
that we will need to address how IDA can respond to the growing list of new
IDA claimants. Since the inception of IDA9, seven additional countries--
Angola, Cote d'Ivoire, Egypt, Honduras, Nicaragua, the Philippines, and
Zimbabwe--have become IDA borrowers. Their entry, which was not foreseen at
the time of the IDA9 negotiations, has implications for the allocation of
resources for the remainder of IDA9 as well as for IDA10. we would welcome
your views on how best to address this topic. In addition, if there are other
subjects on which background work should be commissioned, it will be useful to
have them identified and the nature of the desired background work outlined at
least in general terms.
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With regard to the second item, we do not have much flexibility. We
will need to conclude the negotiations well before the end of calendar year
1992 so that countries, which need to include IDA10 contributions in their
1993 budgets, are informed of the agreed amounts.

In order to provide a concrete basis for our discussion, I would
like your reaction to the following meeting dates and general subject
coverage.

First meeting: January 27-28, 1992, on policy issues
Second meeting: April 14-15, 1992, on the size of IDA10
Third meeting: July 1-2, 1992, on burdensharing
Fourth meeting: September 17-18, 1992, on the draft report

[If necessary, a fifth meeting would be scheduled later]

I am faxing a copy of this letter to you now, and sending the
original with a copy of the report by express mail.

I look forward to seeing you in Bangkok.

Sincerely,

(Signed) ERE|ST STESN

Ernest Stern
Senior Vice President
Finance

cc: Mr. Stephan Nellen
Counsellor
Embassy of Switzerland

bcc: Messrs./Mmee. Wood, Kavalsky, Yurukoglu, Yap
Heron, Liebenthal, Ray, Underwood

LYap:sa



THE WORLD BANK
WesNngtcnr D.C. 20433

U.S.A.

ERNEST STERN
mar Vice PrinSW , Finance

September 19, 1991

Mr. Murat Kudat
Director General
Foreign Economic Relations
Undersecretariat of Treasury

and Foreign Trade

Mithatpasa Cad. No. 18
Kat 1, Kizilay
Ankara, Turkey

Dear Mr. Kudat:

I would like to invite you to the preliminary meeting of the IDAlO
Deputies in Bangkok on Saturday, October 12, and to the luncheon preceding the
meeting. The luncheon will be held at 12:30 p.m. in the restaurant (Part A)
of the Queen Sirikit National Convention Center. Registration will be at
2:30 p.m. and the meeting will begin at 3:00 p.m. in Meeting Room No. 3 at the
same Center.

Our informal discussion will cover two subjects. First, we will
review the priority objectives endorsed by the Deputies and adopted by IDA's
Executive Board at the conclusion of the IDA9 replenishment negotiations as a
basis for discussing our approach to IDA10. Second, we will consider, and
hopefully agree, on a schedule for the IDA10 negotiations.

As background for the discussion of the first item, I am enclosing a
copy of the review, "IDA's Policies, Operations, and Finance in the First Year
of the Ninth Replenishment (FY91)." The report will be discussed by IDA's
Executive Directors on September 26. We will summarize the Board discussion
at the beginning of our meeting on October 12.

I would hope that the comments on the progress of IDA9, and what has
gone well and not so well, will have been covered by the Board discussion so
that your comments could focus on policy concerns and issues which your
authorities consider important to cover in the negotiations for IDA10. From
informal contacts I have already had with many of your governments, I know
that we will need to address how IDA can respond to the growing list of new
IDA claimants. Since the inception of IDA9, seven additional countries--
Angola, Cote d'Ivoire, Egypt, Honduras, Nicaragua, the Philippines, and
Zimbabwe--have become IDA borrowers. Their entry, which was not foreseen at
the time of the IDA9 negotiations, has implications for the allocation of
resources for the remainder of IDA9 as well as for IDA10. We would welcome
your views on how best to address this topic. In addition, if there are other
subjects on which background work should be commissioned, it will be useful to
have them identified and the nature of the desired background work outlined at
least in general terms.
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With regard to the second item, we do not have much flexibility. We
will need to conclude the negotiations well before the end of calendar year
1992 so that countries, which need to include IDA10 contributions in their
1993 budgets, are informed of the agreed amounts.

In order to provide a concrete basis for our discussion, I would
like your reaction to the following meeting dates and general subject
coverage.

First meeting: January 27-28, 1992, on policy issues
Second meeting: April 14-15, 1992, on the size of IDA10
Third meeting: July 1-2, 1992, on burdensharing
Fourth meeting: September 17-18, 1992, on the draft report
[If necessary, a fifth meeting would be scheduled later)

I am faxing a copy of this letter to you now, and sending the
original with a copy of the report by express mail.

I look forward to seeing you in Bangkok.

Sincerely,

(Signed) ENBMST SlE y

Ernest Stern
Senior Vice President
Finance

cc: Mr. Bernard Snoy, Executive Director

bcc: Messrs./Mmes. Wood, Kavalsky, Yurukoglu, Yap
Heron, Liebenthal, Ray, Underwood

LYap:sa



THE WORLD BANK
Washington, D.C. 20433

U.S.A.

ERNEST STERN
w, Vice Pakim, Roam

September 19, 1991

Mr. Peter D.M. Freeman
Under Secretary
Overseas Development Administration
94 Victoria Street
London SWiE 5JL
United Kingdom

Dear Mr. Freeman:

I would like to invite you to the preliminary meeting of the IDA10
Deputies in Bangkok on Saturday, October 12, and to the luncheon preceding the
meeting. The luncheon will be held at 12:30 p.m. in the restaurant (Part A)
of the Queen Sirikit National Convention Center. Registration will be at
2:30 p.m. and the meeting will begin at 3:00 p.m. in Meeting Room No. 3 at the
same Center.

Our informal discussion will cover two subjects. First, we will
review the priority objectives endorsed by the Deputies and adopted by IDA'S
Executive Board at the conclusion of the IDA9 replenishment negotiations as a
basis for discussing our approach to IDA10. Second, we will consider, and
hopefully agree, on a schedule for the IDA10 negotiations.

As background for the discussion of the first item, I am enclosing a
copy of the review, "IDA's Policies, Operations, and Finance in the First Year
of the Ninth Replenishment (FY91)." The report will be discussed by IDA's
Executive Directors on September 26. We will summarize the Board discussion
at the beginning of our meeting on October 12.

I would hope that the comments on the progress of IDA9, and what has
gone well and not so well, will have been covered by the Board discussion so
that your comments could focus on policy concerns and issues which your
authorities consider important to cover in the negotiations for IDAlO. From
informal contacts I have already had with many of your governments, I know
that we will need to address how IDA can respond to the growing list of new
IDA claimants. Since the inception of IDA9, seven additional countries--
Angola, Cote d'Ivoire, Egypt, Honduras, Nicaragua, the Philippines, and
Zimbabwe--have become IDA borrowers. Their entry, which was not foreseen at
the time of the IDA9 negotiations, has implications for the allocation of
resources for the remainder of IDA9 as well as for IDA10. We would welcome
your views on how best to address this topic. In addition, if there are other
subjects on which background work should be commissioned, it will be useful to
have them identified and the nature of the desired background work outlined at
least in general terms.
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With regard to the second item, we do not have much flexibility. We
will need to conclude the negotiations well before the end of calendar year
1992 so that countries, which need to include IDA10 contributions in their
1993 budgets, are informed of the agreed amounts.

In order to provide a concrete basis for our discussion, I would
like your reaction to the following meeting dates and general subject
coverage.

First meeting: January 27-28, 1992, on policy issues
Second meeting: April 14-15, 1992, on the size of IDA10
Third meeting: July 1-2, 1992, on burdensharing
Fourth meeting: September 17-18, 1992, on the draft report
[If necessary, a fifth meeting would be scheduled later)

I am faxing a copy of this letter to you now, and sending the
original with a copy of the report by express mail.

I look forward to seeing you in Bangkok.

Sincerely,

(Signed) URNEST STERN

Ernest Stern
Senior Vice President
Finance

cc: Mr. David Peretz, Executive Director
Mr. R. Graham-Harrison, Alternate Executive Director

bcc: Messrs./Mmes. Wood, Kavalsky, Yurukoglu, Yap
Heron, Liebenthal, Ray, Underwood

LYap:sa



THE WORLD BANK
Washington. D.C. 20433

U.S.A.

ERNEST STERN
'ior Vice Preeldest Fianes

September 19, 1991

Mr. George A. Folsom
Deputy Assistant Secretary for

International Development & Debt Policy
Department of the Treasury
15th and Pennsylvania Avenues, N.W.
Washington D.C. 20220

Dear Mr. Wethington:

I would like to invite you to the preliminary meeting of the IDA10
Deputies in Bangkok on Saturday, October 12, and to the luncheon preceding the
meeting. The luncheon will be held at 12:30 p.m. in the restaurant (Part A)
of the Queen Sirikit National Convention Center. Registration will be at
2:30 p.m. and the meeting will begin at 3:00 p.m. in Meeting Room No. 3 at the
same Center.

Our informal discussion will cover two subjects. First, we will
review the priority objectives endorsed by the Deputies and adopted by IDA's
Executive Board at the conclusion of the IDA9 replenishment negotiations as a
basis for discussing our approach to IDAlO. Second, we will consider, and
hopefully agree, on a schedule for the IDA10 negotiations.

As background for the discussion of the first item, I am enclosing a
copy of the review, "IDA's Policies, Operations, and Finance in the First Year
of the Ninth Replenishment (FY91)." The report will be discussed by IDA's
Executive Directors on September 26. We will summarize the Board discussion
at the beginning of our meeting on October 12.

I would hope that the comments on the progress of IDA9, and what has
gone well and not so well, will have been covered by the Board discussion so
that your comments could focus on policy concerns and issues which your
authorities consider important to cover in the negotiations for IDA10. From
informal contacts I have already had with many of your governments, I know
that we will need to address how IDA can respond to the growing list of new
IDA claimants. Since the inception of IDA9, seven additional countries--
Angola, Cote d'Ivoire, Egypt, Honduras, Nicaragua, the Philippines, and
Zimbabwe--have become IDA borrowers. Their entry, which was not foreseen at
the time of the IDA9 negotiations, has implications for the allocation of
resources for the remainder of IDA9 as well as for IDA10. We would welcome
your views on how best to address this topic. In addition, if there are other
subjects on which background work should be commissioned, it will be useful to
have them identified and the nature of the desired background work outlined at
least in general terms.
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With regard to the second item, we do not have much flexibility. We
will need to conclude the negotiations well before the end of calendar year
1992 so that countries, which need to include IDA10 contributions in their
1993 budgets, are informed of the agreed amounts.

In order to provide a concrete basis for our discussion, I would
like your reaction to the following meeting dates and general subject
coverage.

First meeting: January 27-28, 1992, on policy issues
Second meeting: April 14-15, 1992, on the size of IDA10
Third meeting: July 1-2, 1992, on burdensharing
Fourth meeting: September 17-18, 1992, on the draft report
[If necessary, a fifth meeting would be scheduled later]

I am faxing a copy of this letter to you now, and sending the
original with a copy of the report by express mail.

I look forward to seeing you in Bangkok.

Sincerely,

Ernest Stern
Senior Vice President
Finance

cc: Mr. E. Patrick Coady, Executive Director

bcc: Messrs./Mmes. Wood, Kavalsky, Yurukoglu, Yap
Heron, Liebenthal, Ray, Underwood

LYap:sa



THE WORLD BANK
Wseington, D.C. 20433

U.S.A.

ERNEST STERN
, Vice Premdent. Finance

September 19, 1991

Mr. Josip Kulisic
Assistant General Director - Treasury
Federal Secretariat for Finance
Bulevar Lenjina #2
5th Floor
11070 Belgrade
Yugoslavia

Dear Mr. Kulisic:

I would like to invite you to the preliminary meeting of the IDA10
Deputies in Bangkok on Saturday, October 12, and to the luncheon preceding the
meeting. The luncheon will be held at 12:30 p.m. in the restaurant (Part A)
of the Queen Sirikit National Convention Center. Registration will be at
2:30 p.m. and the meeting will begin at 3:00 p.m. in Meeting Room No. 3 at the
same Center.

Our informal discussion will cover two subjects. First, we will
review the priority objectives endorsed by the Deputies and adopted by IDA's
Executive Board at the conclusion of the IDA9 replenishment negotiations as a
basis for discussing our approach to IDA10. Second, we will consider, and
hopefully agree, on a schedule for the IDA10 negotiations.

As background for the discussion of the first item, I am enclosing a
copy of the review, "IDA's Policies, Operations, and Finance in the First Year
of the Ninth Replenishment (FY91)." The report will be discussed by IDA's
Executive Directors on September 26. We will summarize the Board discussion
at the beginning of our meeting on October 12.

I would hope that the comments on the progress of IDA9, and what has
gone well and not so well, will have been covered by the Board discussion so
that your comments could focus on policy concerns and issues which your
authorities consider important to cover in the negotiations for IDA10. From
informal contacts I have already had with many of your governments, I know
that we will need to address how IDA can respond to the growing list of new
IDA claimants. Since the inception of IDA9, seven additional countries--
Angola, Cote d'Ivoire, Egypt, Honduras, Nicaragua, the Philippines, and
Zimbabwe--have become IDA borrowers. Their entry, which was not foreseen at
the time of the IDA9 negotiations, has implications for the allocation of
resources for the remainder of IDA9 as well as for IDA10. We would welcome
your views on how best to address this topic. In addition, if there are other
subjects on which background work should be commissioned, it will be useful to
have them identified and the nature of the desired background work outlined at
least in general terms.
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With regard to the second item, we do not have much flexibility. We
will need to conclude the negotiations well before the end of calendar year
1992 so that countries, which need to include IDA10 contributions in their
1993 budgets, are informed of the agreed amounts.

In order to provide a concrete basis for our discussion, I would
like your reaction to the following meeting dates and general subject
coverage.

First meeting: January 27-28, 1992, on policy issues
Second meeting: April 14-15, 1992, on the size of IDA10
Third meeting: July 1-2, 1992, on burdensharing
Fourth meeting: September 17-18, 1992, on the draft report
(If necessary, a fifth meeting would be scheduled later]

I am faxing a copy of this letter to you now, and sending the
original with a copy of the report by express mail.

I look forward to seeing you in Bangkok.

Sincerely,

(Signed) flNW STEN

Ernest Stern
Senior Vice President
Finance

cc: Mrs. Eveline Herfkens, Executive Director
Mr. Boris Skapin, Alternate Executive Director

bcc: Messrs./Mmes. Wood, Kavalsky, Yurukoglu, Yap
Heron, Liebenthal, Ray, Underwood

LYap:sa



THE WORLD BAINK
Washington, D.C. 20433
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ERNEST STERN
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September 19, 1991

Mr. Hernan Mejia
Head, International Department
Banco de la Republica
Apartado Aereo 22032
Carrera 7a. Numero 14-87
Bogota DE
Colombia

Dear Mr. Mejia:

I would like to invite you to the preliminary meeting of the IDA10
Deputies in Bangkok on Saturday, October 12, and to the luncheon preceding the
meeting. The luncheon will be held at 12:30 p.m. in the restaurant (Part A)
of the Queen Sirikit National Convention Center. Registration will be at
2:30 p.m. and the meeting will begin at 3:00 p.m. in Meeting Room No. 3 at the
same center.

Our informal discussion will cover two subjects. First, we will
review the priority objectives endorsed by the Deputies and adopted by IDA's
Executive Board at the conclusion of the IDA9 replenishment negotiations as a
basis for discussing our approach to IDA10. Second, we will consider, and
hopefully agree, on a schedule for the IDA10 negotiations.

As background for the discussion of the first item, I am enclosing a
copy of the review, "IDA's Policies, Operations, and Finance in the First Year
of the Ninth Replenishment (FY91)." The report will be discussed by IDA's
Executive Directors on September 26. We will summarize the Board discussion
at the beginning of our meeting on October 12.

I would hope that the comments on the progress of IDA9, and what has
gone well and not so well, will have been covered by the Board discussion so
that your comments could focus on policy concerns and issues which your
authorities consider important to cover in the negotiations for IDA10. From
informal contacts I have already had with many of your governments, I know
that we will need to address how IDA can respond to the growing list of new
IDA claimants. Since the inception of IDA9, seven additional countries--
Angola, Cote d'Ivoire, Egypt, Honduras, Nicaragua, the Philippines, and
Zimbabwe--have become IDA borrowers. Their entry, which was not foreseen at
the time of the IDA9 negotiations, has implications for the allocation of
resources for the remainder of IDA9 as well as for IDAlO. We would welcome
your views on how best to address this topic. In addition, if there are other
subjects on which background work should be commissioned, it will be useful to
have them identified and the nature of the desired background work outlined at
least in general terms.
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With regard to the second item, we do not have much flexibility. We
will need to conclude the negotiations well before the end of calendar year
1992 so that countries, which need to include IDA10 contributions in their
1993 budgets, are informed of the agreed amounts.

In order to provide a concrete basis for our discussion, I would
like your reaction to the following meeting dates and general subject
coverage.

First meeting: January 27-28, 1992, on policy issues
Second meeting: April 14-15, 1992, on the size of IDA10
Third meeting: July 1-2, 1992, on burdensharing

Fourth meeting: September 17-18, 1992, on the draft report
[If necessary, a fifth meeting would be scheduled later]

I am faxing a copy of this letter to you now, and sending the
original with a copy of the report by express mail.

I look forward to seeing you in Bangkok.

Sincerely,

(Signed) JBMENT STEJ

Ernest Stern
Senior Vice President
Finance

cc: Mr. Ernest Leung, Executive Director

bcc: Messrs./Mmes. Wood, Kavalsky, Yurukoglu, Yap
Heron, Liebenthal, Ray, Underwood

LYap:sa



THE WORLD BANK
Washington, D.C. 20433

U.S.A.

ERNEST STERN
Mnie, Vie Predideiw, Finsce

September 19, 1991

Mr. Jerzy Hylewski
Director, Foreign Credit Department
National Bank of Poland
ul. swietokrzyska 11/21
00-950 Warsaw
Polish People's Republic

Dear Mr. Hylewski:

I would like to invite you to the preliminary meeting of the IDA10
Deputies in Bangkok on Saturday, October 12, and to the luncheon preceding the
meeting. The luncheon will be held at 12:30 p.m. in the restaurant (Part A)
of the Queen Sirikit National Convention Center. Registration will be at
2:30 p.m. and the meeting will begin at 3:00 p.m. in Meeting Room No. 3 at the
same center.

Our informal discussion will cover two subjects. First, we will
review the priority objectives endorsed by the Deputies and adopted by IDA's
Executive Board at the conclusion of the IDA9 replenishment negotiations as a
basis for discussing our approach to IDA10. Second, we will consider, and
hopefully agree, on a schedule for the IDA10 negotiations.

As background for the discussion of the first item, I am enclosing a
copy of the review, "IDA's Policies, Operations, and Finance in the First Year
of the Ninth Replenishment (FY91)." The report will be discussed by IDA's
Executive Directors on September 26. We will summarize the Board discussion
at the beginning of our meeting on October 12.

I would hope that the comments on the progress of IDA9, and what has
gone well and not so well, will have been covered by the Board discussion so
that your comments could focus on policy concerns and issues which your
authorities consider important to cover in the negotiations for IDA10. From
informal contacts I have already had with many of your governments, I know
that we will need to address how IDA can respond to the growing list of new
IDA claimants. Since the inception of IDA9, seven additional countries--
Angola, Cote d'Ivoire, Egypt, Honduras, Nicaragua, the Philippines, and
Zimbabwe--have become IDA borrowers. Their entry, which was not foreseen at
the time of the IDA9 negotiations, has implications for the allocation of
resources for the remainder of IDA9 as well as for IDA10. We would welcome
your views on how best to address this topic. In addition, if there are other
subjects on which background work should be commissioned, it will be useful to
have them identified and the nature of the desired background work outlined at
least in general terms.
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With regard to the second item, we do not have much flexibility. We
will need to conclude the negotiations well before the end of calendar year
1992 so that countries, which need to include IDA10 contributions in their
1993 budgets, are informed of the agreed amounts.

In order to provide a concrete basis for our discussion, I would
like your reaction to the following meeting dates and general subject
coverage.

First meeting: January 27-28, 1992, on policy issues
Second meeting: April 14-15, 1992, on the size of IDA10
Third meeting: July 1-2, 1992, on burdensharing
Fourth meeting: September 17-18, 1992, on the draft report
(If necessary, a fifth meeting would be scheduled later)

I am faxing a copy of this letter to you now, and sending the
original with a copy of the report by express mail.

I look forward to seeing you in Bangkok.

Sincerely,

(Signed) ERNEST 8TRMN

Ernest Stern
Senior Vice President
Finance

cc: Mr. Rosario Bonavoglia, Executive Director
Mr. Andrzej Ilczuk, Advisor

bcc: Messrs./Mmes. Wood, Kavalsky, Yurukoglu, Yap
Heron, Liebenthal, Ray, Underwood

LYap:sa



The World Bank
Washington, D.C. 20433

U.SA

ERNEST STERN
Senior Vice President
Finance

September 19, 1991

Mr. Roth

Don -

I am getting concerned about the way our position on the Nomura/Nikko matter is developing.
Mr. Kemmochi's latest note of September 17 is an example. I believe that little purpose is served by
speculating about where a leak originated and even less value in then linking a conclusion to our
reputation. We cannot control rumors in Tokyo any more than we can elsewhere. I would be astonished
to know that our reputation in Tokyo could be affected by where a rumor started. Qur reputation is, and
should be, based on our having the highest standards of conduct, requiring a certain minimum standard
for people we choose for our financial partners. Our partners' standards must not be limited to mere
legal compliance but to a code of conduct set by senior management and enforced by control mechanisms.

As to the MoF, I would only observe that Mr. Chino, in his recent visit, did not broach the subject. I
hope that if the MoF has a concern they would feel free to share it with us.

cc: Mr. Kemmochi



The World Bank/IFC/MIGA
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.E: September 17, 1991 01:36am

TO: Donald C. Roth ( DONALD ROTH

FROM: Nobuaki Kemmochi, TOK ( NOBUAKI KEMMOCHI

EXT..

SUBJECT: Nomura/Nikko

As to the article of the Nikkei Shinbun and other presses
on the Bank's action against both Japanese companies, I regret that
such an action has been leaked publicly and this might been
affecting their reputations and business against them more than
expected. At the same time, MOF is coming to be more serious about
spreading the possible adverse effects of this action towards their
management of the JGB syndicate as I mentioned in my EM of last
week.

I do not believe that this is true, but there is a rumor
that this news might have been leaked in U.S. by the reason that the
initial news flash was brought by the reporter of the Nikkei Shinbun
in New York. I think that this kind of rumor itself, whether it is
true or not, would lose our good reputation as a reliable financial
institution with the high standard of condact and specifically seems
to be against the Bank in the light of the Bank's activities in the
capital markets including the Bank's current effort to develop the
JPY new capital market product.

I heard that both companies are to contact you to explain
what has happened in the past and what kind of actions they are
currently taking to prevent the same problems from recurring in the
futures again. Therefore, I would like you to pay attention
sincerely to their attitude towards improvement and hope that the
relationship could be restored in the near future.

Regards
Nobuaki Kemmochi

CC: Ernest Stern ( ERNEST STERN )
CC: Kenneth Lay ( KENNETH LAY
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DATE: 16-Sep-1991 05:51pm

TO: Ernest Stern (ERNEST STERN)

FROM: Jon Hitchings, TREVP ( JON HITCHINGS ) f
EXT.: 80940

SUBJECT: RE: Special Reserves

Your assumptions are both correct as far as the Articles
are concerned.

The Articles specify that special reserves will be held
corresponding to the amount of commissions earned from loans and.
guarantees. The Bank has $292.5 m it received mostly (all?) from
guarantee fees. The Articles state special reserves shall be
held in liquid form as the Executive Directors may decide
(Section 6.)

The Investment Authority constitutes the decision of the
EDs on how they shall be held: unconditional obligations of the
U.S. government and in dollars. Commercial bank obligations will
not do.

It would be useful to liberate special reserves from these
restrictions both from a currency management and investment
standpoint. This requires an Authority change, not an Articles
change. The rationale to hold them in USD since the
corresponding risk is in USD is weakened by provisions being held
against all loans, but even more by the desire to integrate
special reserves with general reserves in the reserves-to-loans
ratio and not treat them like provisions (although their links to
guarantees makes roots them in a provisions environment). A
change for special reserves is on Scott White's list of
modifications to bring up in the next round of Authority
revisions.

The currencies of provisions have no similar history of
legislation and policy. We are free to do as we wish, but the
rating agencies find matching them to all loans quite sensible if
they are held against all loans. If we believe that there are
two components to provisions--specific risk or non-accruals, and
general risk, then my personal view is that the Bank would be
well advised to move to specific and general provisions as most
commercial banks do, and as I feel PW and the rating agencies
expected. At that point, we could consider different currency
alignments for the two components.
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,THE WORLD BANK/IFC/MIGA

OFFICE MEMORANDUM
September 18, 1991

TO: Mr. Ernest Stern FINSV

FROM: D. Joseph Woo FPRVP

EXTENSION: 80602

SUBJECT: Information Technology Support

1. In my budget memorandum for FY92, I noted the mounting
requests I was getting for resources to develop, operate and maintain
new information systems. Prior to responding to these requests I wanted
to get an expert view from outside the Vice Presidency on the nature and
scope of the gaps in the support currently provided, as well as advice
on how best to plug the gaps. I asked Clem Steyer to take on this task.
His report is attached for your background information.

2. In essence he concluded that

"dramatically increased use of IT... and the
rapidly increasing complexity of the
technology employed cannot be adequately
supported by the ad hoc arrangements of the
past, and...[this] strongly argues for
increased resources and high-level technicA"
skills to be focussed on IT support in FPR."

The management team in FPR has reviewed his assessments and feels that,
if anything, he may have slightly understated the inadequacies of the
current arrangements.

3. We have agreed that the appropriate first step in remedying
this situation is to appoint an IT support manager in my office. A
detailed job description is being prepared. It will cover liaison with
ITF and Finance technical staff, advice to managers on IT strategy,
planning and budgeting, and technical supervision of IT consultants. At
the moment the consultants on board are concentrated on FRM efforts to
complete the Capital Management System and develop an MIS for Trust Fund
data, but the focus of attention will obviously change over time. We
have, for instance, important unmet needs related to the use of multiple
data sources to support analytic work, and we intend to devote some
additional consultant resources to these problems this year.

4. I would hope this is sufficient basis for you to release the
position which I understand was provided for in FINCOM's FY92 budget
allocation. We want to move ahead quickly to get the position graded
and to recruit someone to fill it.

cc: Messrs. Steyer, Kavalsky, Stoutjesdijk



INFORMATION TECHNOLOGY SUPPORT

IN THE FPR VICE PRESIDENCY

BACKGROUND

1. FPR units (and their predecessors) have long been innovative users of Information
Technology (IT); particularly in the use of personal computers for analytical work. They are also
the largest single user of the Financial Database (FDB), and played a pivotal role in the FDB's
development. Historically, the FPR units have had no formal IT support structure or staff,
relying instead on the IT knowledge, skills and personal interest of their analysts as well as on
support from other FINCOM units such as the FDB group (now the Financial Information Center
(FIC)).

2. These ad-hoc arrangements for IT support in FPR units have worked reasonably well as
long as the level of IT sophistication was at the relatively simple'level-of standalone personal
computers. However, during the past two years, events-have caused a dramatic increase in both
the quantity of IT support required in FPR units and in the level of complexity of the IT to be
supported. These events include:

- an increased scope and complexity of the analyses conducted requiring more
powerful and complex hardware and software tools, and an increased need for
high quality analytical data from multiple sources;

* the need to design and implement integrated analytical databases that draw
their information from Operations, PRE, and external sources as well as from
FINCOM data stored in the FDB;

- the need to make those databases easily and reliably available to FPR staff at
their local workstations using advanced networking concepts and tools;

* the decentralization of IBRD and IDA capital accounting from CTR to FRM
resulting in the need to implement, operate and maintain the Capital
Management System (CMS);

- the division of FINCOM's Trust Fund operations into two separate functions
(Trust Fund Administration and Trust Fund Accounting) with the Trust Fund
Administration function being transferred to FRM. This coupled with
significant changes in the methods and procedures used to process and control
Trust Fund activities led to the need to implement, operate, and maintain a
Trust Fund MIS in FRM;

- in order to accomplish the new and expanded activities in FPR, significant
upgrades in workstation hardware and software, the installation of local area
networks, and the development of new databases and systems is now
underway.

3. This situation of dramatically increased use of IT to accomplish FPR business processes
and the rapidly increasing complexity of the technology employed cannot be adequately
supported by the ad-hoc arrangements of the past, and strongly argues for increased resources
and high-level technical skills to be focused on IT support in FPR.



THE CURRENT SITUATION

4. The following table portrays the IT support activities (based on discussions with FPR
chief officers) that need to be accomplished in FPR units, an indication-of the relative importance
of each activity to FPR units, and a judgement as to the degree of support currently provided.
Some of these activities are global in scope to FPR as a whole, and others are specific to one or
both Departments. An indication of this scope is also shown in the table. Note that with only a
few exceptions, the estimated current levels of IT support are lower than the perceived
need.

FPR INFORMATION TECHNOLOGY SUPPORT
FPR FRS FRM

current Cutr Curent
Scope Need Support Need Support Need Support

1. IT Strategy, Planning and Budgeting G H L H L H L

2. Tool and Technology Evaluation G M L H L H M

3. OT Coordination and Support G H L H L H L

4. Liaison with ITF and Other Bank and FlNCOM G H L H L H LTechnical Staff

5. Coordination with Data Providers L NA H M H M

6 Network/LANAdministration L NA H L H L

7. Database Developrnent L NA H L H M

8. Database Administration L NA H L H M

9. Data Presentation Tools Administration L NA M L M L

10. Data Acessibility Support L NA H L H L

11. Analytical Tools Administration L NA H M M L

12. Analytical Model Maintenance L NA H M M L

13 IT Project Management L NA H L H M

14. Technician Recruiting L NA M L M L

15. Systems Development L NA NA H H

16. Systems Maintenance L NA NA H M

17. Systems Operation L NA NA H M

SCOPE: G - Global; L - Local.

NEED (IMPORTANCE)/ DEGREE OF CURRENT SUPPORT
H - High; M - Medium;L - Low; NA - Not Applicable.
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5. At present, there are only four FPR staff (all in FRM) who are technology professionals
and dedicated full time to these activities, and three of those are consultants. These staff are
primarily dedicated to the development, operation, and maintenance of the CMS (three staff) and
the Trust Fund MIS (one staff). FRS has employed consultants for short periods to do specific
IT tasks, but the results have been largely unsatisfactory. FRS currently relies on the diversion of
their analytical staffs time and on assistance from the FIC for IT suppor.

6. All the FPR chief officers concur that the current level of IT support is not adequate in
terms of quantity, skill availability, backup of critical skills, cost effectiveness, and
responsiveness. There is simply more support work to be done than resources available, and
those resources are fragmented. Relying on support from external units such as the FIC is not
viewed as a viable long-term solution.

THE DIMENSIONS OF THE PROBLEM

7. The options available for addressing the FPR IT support question can best be discussed in
terms of the dimensions that affect a solution. Those dimensions are:

- technical skills and skill mix

* staffing levels

- organization

* leadership and management

- budget.

-3-



TECHNICAL SKILLS

8. The estimated current inventory of IT skills in FPR units is shown in the following table.

CURRENT FPR TECHNOLOGY SKILLS
(# of Stalf Possessing)

FPR FRS FRM

TechStaff Other Staff Tech Staff OtherStaff Tech Staff OtherStaff

1. IT Strategic Planning 0 0 0 0 0 0

2. Technology Evaluation 0 0 0 1 2 1

3 Office Technology 0 0 a 2 3 3

4. Network 0 0 0 1 1 0

5. Database Design 0 0 0 1 2 1

6. Database Administration 0 0 0 0 2 1

7. Database Tools 0 0 0 3 4 1

.8 Analytical Tools 0 0 0 11 0 5

9. Model Building and Maintenance 0 0 0 5 0 2

10. Systems Development and Maintneance. 0 0 0 0 4 1

11. SystemsOperation 0 0 0 2 3 1

12. IT Management 0 0 0 1 1 1

9. There are a number of conclusions that can be derived about the current technical skill
inventory in FPR units.

- There is no capability for IT strategic planning and very limited capability for
IT management which is confined to the area of technical project
management.

- Although there is a broad range of skills embodied in the FRM technical staff,
those skills are distributed over only four people who must spend the majority
of their time in the areas of systems development, operation, and maintenance.
Any time spent exercising other skills is at the expense of their primary
assignments and care must be exercised not to compromise the integrity of the
CMS and TFMIS systems.
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* Aside from office technology and analytical skills, the skills possessed by
non-technical FRM staff are embodied in a single manager (the Trust Fund
Administrator). The distribution of IT skills and resources is uneven within
FRM.

- FRS has no staff dedicated to IT support functions and all technology skilled
work must be done by diverting analyst's time from their normal duties or by
retaining short term consultants for specific tasks. Additionally, the
technology skills of the FRS analysts are limited in breadth and depth since
they are acquired as a result of either necessity or personal interest rather than
through a long term purposeful program of professional development in the IT
area.

STAFFING LEVELS

10. As indicated earlier, the discussions with FPR senior staff form a unanimous body of
opinion that the level of dedicated IT support staffing is too low. Based on an understanding of
the workload to be done (gathered from these same discussions), it is estimated that FPR units
need about three additional staff dedicated to IT support (including the manager/leader of such
support). Assuming that the current four FRM staff who are currently dedicated to IT support
functions are also included, this results in a total FPR IT support staffing level of seven.

11. The staffing requirement estimate is derived from the wide difference between the levels
of need and current capabilities shown in the table in paragraph 4, specific unmet IT support
requirements cited by the senior staff, and a judgment as to level of effort required to meet those
needs by the author. Some of the unmet needs that illustrate the situation are:

* FRS and FRM need to complete their planned programs to install and operate
local area networks; and to upgrade their workstations. In FRS, this work has
been underway during FY91, but progress has been slow due to a lack of
technical support and technical management. In FRM, the work is just
beginning.

The FRS project to design and implement an analytical database was
scheduled to begin in FY91, but no progress has been made due to difficulties
in recruiting appropriate consultants and technically managing such a project.

- FRM needs to adapt current FRS models and introduce other tools to support
IDA analytical work. This will require consultant assistance as well as
technical coordination and management.

12. The estimated level of additional staffing needs is judged by the author to be conservative
and should be more thoroughly validated by developing a detailed IT support work program as a
basis for planning needed IT staffing.
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ORGANIZATION

13. The two obvious alternatives for organizing the FPR IT support function are:

- at the FPR level supporting both departments; and

- at the departmental level.

14. The model for locating IT support at the FPR level includes the following features:

" The unit would report to the FPRVP and have a senior level manager capable
of independent action and of working closely and cooperatively with the
department managers. The unit manager would be part of the FPR
management team.

* The unit would provide the complete spectrum of IT support to all FPR units.

* Although teams formed for systems development, operation, maintenance, and
other IT project work would report administiatively and technically to the IT
unit manager, they (as well as the IT unit manager) would be accountable to
the sponsoring department manager for the quality, timeliness, and
functionality of all project deliverables.

* The unit manager would be accountable to the FPR management team for IT
strategic planning, budgeting, and support delivery within FPR.

* Business unit managers would play a strong sponsorship and monitoring role
in all projects and activities conducted by the IT unit.

" The FPR management team, with the advice and assistance of the unit
manager, would set the work program priorities of the IT unit and monitor the
progress of the unit's work program.

15. The alternative model for locating IT suppport at each of the two departments includes
the following features:

" The units would each report to the individual department directors and each
would require a working leader capable of managing the IT support activities
needed in each department.

- Each departmental IT support unit would provide those IT support services
required by its department.

* The IT unit managers would be accountable to their department directors for
IT planning, budgeting, and support delivery within the department.

16. Given the relative small size of the FPR departments and the envisaged IT staffing level,
the centralized FPR model would seem more appropriate because:

* Departmental IT support units would be too small to provide sufficient
technical skill backup and the effective use of multi-skilled people for the
accomplishment of the range of IT support needed.
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* There is a reasonable degree of synergy between the support needs of the two
departments that could be met cost effectively by a central unit.

- The assignment of two departmental IT managers would be- somewhat
duplicative and uneconomical, and it would be difficult to justify and recruit
two IT managers.

- The opportunities for professional development of the IT staff would be
greater under the centralized FPR model.

* Resources could be applied more flexibly, when necessary, to a particularly
critical IT support problem under the centralized FPR model.

17. Experience in CITR from 1985 through 1990 has demonstrated that the model of VP level
IT support is viable given:

- Excellent leadership and management of the IT support unit and a proactive
and client-oriented attitude on the part of the IT staff.,

* Good cooperation and active involvement on the part of the business
managers and staff.

- Support and guidance on the part of the VP management team.

- IT support needs that have a reasonably large degree of commonality across
the business units.

18. All these elements are either already in existence or attainable in FPR.

LEADERSHIP AND MANAGEMENT

19. The key to establishing and providing a proper level of IT support is the selection and
empowerment of an accomplished and effective IT manager and leader. The success of the IT
support effort in FPR will depend on recruiting an individual with excellent managerial,
negotiating, communication, and interpersonal skills as well as the obvious requirement for
broad and comprehensive technical knowledge.

20. The grade range for such an IT leadership position is Level 24 or 25.

BUDGET

21. The budget/position implications of establishing a FPR IT support unit are
straightforward.

- A Level 24/25 position is necessary for the IT support unit manager and such
a position has been made available.

- The current four FRM IT staff (one regular and three consultants) would be
transferred to the new unit.

- Resources for two additional staff (initially funding for consultants) would be
reallocated from within FPR.
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. The budget resources currently allocated to the departments for IT including
capital, internal computing, FSDF, and possibly a portion of equipment
budgets would be transferred to the IT unit or, in the case of capital and FSDF,
managed jointly by the IT unit and the sponsoring department. Methods for
the allocation of Trust Fund resources for IT support would need to be worked
out as would the details of capital, depreciation, and FSDF budget
management.

- Secretarial support for the IT unit would be provided from current resources.

22. The resulting staffing of the IT unit (2 regular and 5 consultant staff) would be heavily
dependent on consultants. This is not a healthy situation over the long term and the FPR
management team should strive to achieve at least a 60/40 nix of regular to consultant staff in
the IT support unit in the near future.

23. It will be essential to protect the integrity of IT work programs currently underway,
particularly for CMS and TFMIS, so that momentum is maintained, products are delivered as
scheduled, and quality is not compromised.

CONCLUSIONS AND RECOMMENDATIONS

24. The recommended course of action for providing improved IT support in FPR is:

* Establish a VP level FPR Information Technology Support Unit.

* Recruit a highly capable IT Support Unit Manager/Leader.

* Realigii FPR and Departmental resources to staff and fund the IT Support
Unit.

" Develop a comprehensive IT support work plan for the new unit with
assistance from FPR management in identifying work tasks and setting
priorities.

* Maintain close cooperation and awareness by the IT staff with the ongoing
work of the FPR business managers and units.

TRANSITION AND IMPLEMENTATION

25. Recognizing that there may be some reluctance to immediately make a change of
the magnitude suggested, it would be completely feasible to begin the process on a
modest scale and to then, as experience is gained, decide on the extent and pace of
moving toward the recommended configuration. The appropriate first steps would be:

- Select and get on board the Level 24/25 Information Technology Manager at
the FPR level to provide IT strategy, planning, budgeting, and liaison support,
as well as technical advice and counsel to FRS and FRM management.

* Allocate funding for and recruit two consultants who would provide office
technology, network administration, and data access support to FPR units
under the direction of the IT Manager.



- Retain the current FRM systems staff in their units but establish a matrix-
management arrangement between FRM managers and the IT Manager so that
the IT Manager's technical and management skills could be blended with the
FRM managers' oversight of the systems development products and priorities
of the systems staff.

- On a case-by-case basis, determine the appropriate role of the if Manager in
FRS technology projects.

-9 -





s

n



I P Record Removal Notice An> $ves
File Title Barcode No.

Senior Vice President Chronological Records - Ernest Stern - September 1991

30265365

Document Date Document Ty pe

09/20/1991 Letter

Correspondents I Participants
From : Scott B. White LEGFI
To: Jean-Francois Rischard

Subject I Title
Re: Need to remove CFTC Obstacle

Exception(s)
Attorney-Client Privilege

Additional Comments

The item(s) identified above has/have been
removed in accordance with The World Bank
Policy on Access to Information or other
disclosure policies of the World Bank Group.

Withdrawn by Date

Salma Berrada El Azizi July 31, 2025

Archives 01 (March 2017)



The World Bank
Washington, D.C. 20433

Office of the Senior Vice President Finance
Fa (202)4774658

Phone: (202) 458-2004

Faesil ransmitt Erm

DATE: September 22, 1991 No. of Pages: ->
(including this page)

T0 : Mr. Nobuaki Kemmochi
Director
Tokyo Office

FAX #:{( -3) 3 2 1 q-3 4-

FROM:Ernest Stern4,



The World Bank
Washington, D.C. 20433

U.SA

ERNEST STERN
Senior Vice President
Finance

Confidential

September 23, 1991

DECLASSIFIED

AUG 0 47 025

Mr. Nobuaki Kemmochi WBG ARCHIVES
Director
World Bank Tokyo Office
Tokyo, Japan

Dear Mr. Kemmochi:

I would like to acknowledge your question of September 19, although I do not yet have a
definitive answer. I expect to be able to answer your question early this week. The uncertainty
which has been created will, therefore, be short.

Best regards.

Sincerely,



The World Bank/IFC/MIGA
0 F F I C E M E M 0 R A N D U M

'E: September 19, 1991 01:51am

TO: Ernest Stern ( ERNEST STERN )DECLASSIFIED

FROM: Nobuaki Kemmochi, TOK ( NOBUAKI KEMMOCHI ) AUG 0 4 2025

EXT.: WBG ARCHIVES
SUBJECT: The Organizational Changes (CONFIDENTIAL)

Dear Mr. Stern,

With regard to the organizational changes announced by Mr.
Preston on Bank News Release No.92, I'm very much interested in
the possible effects of the changes on the situation of our Tokyo
Office after December 1, 1991.

We understand that existing three Senior Vice Presidencies
are being eliminated, and an office of the President with three
Managing Directors will be established. We heard that the
Managing Directors will have no administrative or line
responsibilites. I would appreciate it very much if you could
let me know your views, even if preliminary ones, on the function
/ the status of Tokyo Office, and to whom we should report our
activities in the future, etc.

Thank you very much in advance.

Best regards
Nobuaki Kemmochi
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The World Bank
Washington, D.C. 20433

U.S.A.

ERNEST STERN
Senior Vice President
Finance

September 23, 1991

Ms. Bahar Sahin
Acting Deputy Undersecretary
Treasury and Foreign Trade
Ankara, Turkey

Dear Bahar,

It was nice to hear from you, and I appreciated your note very much. I am hopeful that we can
make the new structure work as intended--to provide more efficient services to our members.

I hope to see you in Bangkok next month.

Best regards.

Sincerely,



T.C.
BA$BAKANLIK

HAZNE VE DIS TICARET MUSTE$ARLIGI

Sept. 20, 1991

Mr. E Stern,
Senior Vice President, Finance
The World Bank
Washington D.C. USA

Dear Mr. Stern,

I just heard the news about the establishment of an Office
of the Presiden wiih thrre Marinaging irectors, and your
appointment as one of them, with great happiness. I have no doubt
that the Bank with the new structiure and manirngement will pnrate
much better and will be more efficient, as lung as you fre a
part. I wish you the best and I wnnt you know thait I am ready for
any kind of assistance, when needed.

IhrSnhiu
Acting Deputy Un'ersecrotary ul
Treasury and Fornign Tredt
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DATE: 22-Sep-1991 02:04pm

TO: K. Tanju Yurukoglu ( KADIR YURUKOGLU

FROM: Ernest Stern, FINSV ( ERNEST STERN

EXT.: 82004

SUBJECT: Allocation Shares

Could you please fax up the current shares of the following,
based on allocations (not actual subscriptions): U.S., Japan,
Germany, France, U.K.. Thanks.
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The World Bank
Washington, D.C. 20433

U.SA

ERNEST STERN
Senior Vice President
Finance

September 23, 1991

Ms. Anne 0. Krueger
Arts and Sciences Professor

of Economics
Duke University
Durham, NC 27706

Dear Anne,

It is, indeed, astonishing that we were never able to get-together while you
were in Washington. Maybe I will have better luck on one of your visits.

As you may have noted, we are doing one of our reorganization things again.
But this one is modest in scale and sensible. We will have to see whether it
can be made to work here, since the concept is quite different from the
existing cultural practices.

This means that things are hectic here, and I read your draft Chapter 4
quickly. Rather than write out all my comments, I enclose the chapter with my
marginal comments (unlaundered, unbuffered and in red ink). I will also send
you, under separate cover, the Annual Reports for 1990 and 1991, since there
is no need to use 1989 data in 1991.

To the marginal comments, I would add two general points:

* The writing is very zippy and the treatment very aggregative.
Maybe the reader will have gotten the necessary perspective in
previous chapters but, if not, the narrative needs to slow down or
you risk writing only for the cognoscenti.

* I should have thought that the basic point is one of missed
opportunities for positive leadership. You seem to approach the
topic as if all influence is bad and most of the examples are
portrayed as cases of "bad" influence. But, surely, shareholders
are supposed to influence the institution (that is why the Board,
not the management or staff, is the Bank's policy body), and the
question is, has the U.S. done this well? (It is also worth
noting that other owners also influence the institution -- e.g.,
the French on Africa; the Nordics on Women in Development and
earlier on Basic Needs; the Japanese on Debt; the Europeans on
Poverty, etc., etc.). My assessment would be that the U.S. missed
a lot of opportunities to lead; that its influence was too
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frequently focussed on narrow issues; and that its manner often
was so contentious and confrontational that even on very
legitimate issues it found itself less effective than it could
have been.

If I can be of help in reading the rest of the manuscript as it evolves, feel
free to send it along as it emerges.

Best regards.

Sincerely,

Ernest Stern
Senior Vice President
Finance



The World Bank
Washington, D.C. 20433

U.S.A.

ERNEST STERN September 23, 1991
Senior Vice President
Finance

MrPreston

Lew -

Attached is an article which appeared in a Rotterdam paper, together with a quick personal
translation. Aside from the quotes, it is, of course, hard to know what Eveline said and how
much was in the mind of the journalist.

The new President of the World Bank, American banker Lew Preston, created
immediately after his arrival a considerable upheaval.Mr. Preston, who took office
September 1 this week, announced a basic change in the management of the World
Bank. In addition, he established a new Region which will be responsible for Eastern
Europe and the Soviet Union.

The reorganization has not been well-received by developing countries and by a number
of West European members. A top functionary of the Netherlands MoF, who is
responsible for the Netherlands' participation in the World Bank, was said yesterday to
be unhappy with the developments but added that Mr. Preston had a free hand to
reorganize the management of the Bank.

Under the two previous Presidents, the Senior Vice Presidents attained great authority.
Stern, an American of German birth, and the Pakistani Qureshi, for many years
formed the management of the Bank which annually lends $20 billion for development
projects. Stern is the intellectual father of the macro-economic adjustment program of
the World Bank; Qureshi is more the advocate of poverty-alleviation. They exchanged
positions in 1987 and since then Stern has been responsible for Finance and Qureshi for
projects. For several years, the German heavyweight, Thalwitz, has been Senior Vice
President for Research and Policy.

Preston has eliminated the function of Senior Vice Presidents and has added, under his
direct office, three Managing Directors. One is Stern who herewith reaffirms his
powerful position in the Bank. The other two are Sandstrom, a Swede, and
Karaosmanoglu, a Turk.

Qureshi has been sent off with a pension and Thalwitz has been named to head the new
Region. The departure of Qureshi and the downgrading of Thalwitz displeased the
Executive Directors of a number of member countries . According to Eveline Herfkens,
the Dutch ED, Preston shows with these moves his disdain for the Board. "The countries
of continental Europe have great difficulties with this step" said Herfkens. According to
her, Preston thinks that he can run the World Bank, a multilateral institution with
about 150 members, as a private bank with shareholders. Moreover, it is, according to
her, an ideological confrontation where the US, via Preston and Stern, is expanding its
influence on the World Bank. According to expectations, Stern will guide the World
Bank which, in the last two years, shifted its attention from fighting poverty back to an
emphasis on macro-economic adjustment. The question of the World Bank support to
the private sector in the developing countries and Eastern Europe is also involved in
this.



The new Region of the World Bank for Eastern Europe and Soviet Union was given
great emphasis. The creation of this Region was intended to foil the ambitions of the
EBRD under the leadership of Attali. Attali has long said that his Bank is the most
important channel for assistance to the reform process in Eastern Europe, and that the
role of the World Bank is limited, as far as he is concerned. The World Bank has $3
billion in projects in place in Eastern Europe and expects to lend a further $5 billion.

Preston is a 64 year old banker from the famous New York Bank of JP Morgan. He was
nominated this summer by President Bush as a candidate to succeed Conable as
President of the World Bank.

When Conable started at the World Bank, he knew nothing about development. Shortly
after he arrived there, he implemented a far-reaching reorganization which people who
were critical at the time now say with hindsight serves to make the Bank function better.
Conable left the Bank this summer as a passionate advocate for new assistance, fight
against poverty, protection of the environment, and reduction of the military expenditure
of developing countries.

Ernest Stern



ngrig,,ende reorganisat bij Wereldbank
or nt redacteui wikkclins rcjecton (nanciert. doze slap", aldus Herfkens gczcgd dat zijn bank hot belang-
ELJANSSEN Stern is e goostclijk vader van Volpcns kar meent Preston rijkste kanaal voor Steen aan bet
N 11AAG. 20 SEPT. D nicuWa bet inacro-conmische aitpas dat hij de Werldbnnk, con multi hervArmigprocel in OtTUm,
:sident van do Wereldbank, de singsbeloid van de Wrcldbank; .lateraie instelling miet ruimn 150 Iorn dade rol van de Wereld-
ierikaansc bankier Lwis Pros- Qureshi is mer voorstander van landen als lidstaten, kan loiden als ak anb
i, heoft direct na zija aantreden. armoodebeatrijding. Zij wisselden etn particuliere bank met aan- De Wcreldbank heeft 3 miljard
.r grote opschudding gezorgd. in 1987 van positic en sindsdien is, deolhouders. Bovendien is volgens ' . dollar aan projecten in Oust-Euro-
ze week maakte Preston, die de asi uiterst bekwaam beschouw- haar sprake van con ideologiacho a in uitvacrmg en verwacht de

I september in functie it o- de Stern verantwoordclijk voor fi-. confrontatie, waarbij de Verenig- f krnende twee jaar nag eens 5
deb, con. inigrijpende verandt- noncian en Qaroshi voor pro'- de Staten via Preston -on Stern miljard dollar asn Oasteuropose
g In de leiding van de Woeld- ten. Sinds enkelejatcn is do Duit- hun invled op do Wcreldbsnk -Inden te Zullen bitlenen'
ik bekend. Bovendien hcft'bij so zwaargewicht Wilfvied Thai- , vergreten, Naar verwachting zol Lewis Preston is een 64-jarige
1 nlcuwo afdoling o-pgezet die: witz als"snlor vice-presid.ent be,- Ste b bet beleid van do Wereld- bankier afkornstig van de beroent-
rdt. belast met steun an landen last met obderzook-en beloid. r bank, dat de laasste twec j= Vr do New Yorkse .bark J.P. .Mor-
QostEiijiopa en A i0 ovjett Presj4n hqeft de: finctie van Sw: school -ricltiog armootZebaltrij gas. Hij word doze zomer door

t : , ~ -Wovicerpssident in de organist- ding, weer tergtirengen naar na- i presodent Bish naar voren At
Do reorganisatie heck tot erge tit geiiiheerd -en ditect onder diuk -op -macro .opimhe pa schdven. AS kindidast oii Barber
geleid bij deontwkkIiogslan, zljn lciding drie , uitvoerende d - Cona e; een 9pensioneerde Re-

L enbij c aantal.Westeuropc-, recteuren benoemd. Een. daarvan. pbiki0_ pUbi kp to volgen
s n van do Wereldbank. is Stem, die hiermee zijyi inaeil .4 als prcsident van de rteldbank.

R fuqedon van bet NC%. gq positie ii de Wereldbank be- Het is gcbruik dot de Verenigde
danisr finintrk' -Von ,'inakn: stendigt. N andore tWdC 2ijn een - -Staten de president van de We-
vdat Vrantwoordelijk is. vbo Zweed Sandstrom, on eon Turk, reldbank loveren en eon Europe-
SNbd dettandsd elcid irkeds KIaeansi gl . .. - aan de zusterinstelling IMF leid.
.reldbank, zl gisteren ongeluk- >Qumi s pervroe n' pit Toen Conable aan zijn bean bi

itet de&-ang van zaken te sioen geaiird'Tfhalwitz is be . ge Wereldbank bogon, wist hij
i maar voc.de er an toe dat noemd tot hoofd van eta nieuwc opsehudding niets van ontwikkelingsvmaagstuk-
ston voltedie do vrije hand. afdeling belast met Oost-Europa. . ken of. Kovt na zijn aantreden

:ft um de leiding van do bank Zowel het vertrek van Qureshi als vocrde hij eon omitreden reora-
rcorganisoren. d degradatie van Thalwitz zija Toputan Lewi Preston van de nisati doer, waorvan toenmalige

)nder do twee vorige presiden- bij de vertegenwoordigers van con - Weret(Ank. IFoto AkP) critici acbteraf zeggen dat deze
van do Wereldbank bebben aantal lidisaton in do maad van be- bet work van do bank verbeterd

senlfor-vicc presidenten grote' stuur van de Wereldbank sloclt passingen. Daarbij speelt ook de rigens cen zware status gekrgeon. heeft. Cosable verliot doze zmerchi aaar zick tocgetrokken. Er gcvallen Volgons Evelino Horf vraag of d- Wereldbapk directe De opriehting van doze dling do Wereldbank als con gepasso-
-Stem en Arnerikaan van kons, do Nederlandse Vetrgteg steun moe geven ash de particu- zon tijn bedoeld om de ambities neerd pIT or veer meer hulp, ar-

iWSO afkomst en de Pakistaan woordiger; toont Preston hieneo' liere sector in ontwikkeoigsian- van de Jntwikkelinpbank voor oedebostrijding, bescherming
cen Quroshi vornien al jaren minachling voor het bestuur. ,,Dd den en lost-Europa. Cost-Europa ender liding van do van hot milieu en vermindenng
teiding van dc organisatie die landon van hot Westeuropesc vam- De' nieuwe afteling Oost-Euro- Fransinan Jacques Attali to van de wapenuitgaven doer oit-
-lijks 20 millasd dollar aan ant- teland hebben groe mocite met pa van de Wereldbank heeft ove- darsbonen. Attali heeft onlangs wikkelingslanden.



THE WORLD BANK/IFC / MIGA

OFFICE MEMORANDUM

TO: Members, President's Counc September 23, 1991

FROM: Ernest Stern, FINSV

SUBJECT: Designation of Authority

I will be away from the office from October 8 through October 25, and have asked the following
to act for me:

October 8-21 - Mr. Michael Ruddy, Director
Accounting Department

October 22-25 - Mr. D. Joseph Wood, Vice President
Financial Policy & Risk Management

Pursuant to paragraph 3 of Annex C to the Administrative Manual Statement No. 1.30, they are
hereby designated to sign, on the dates they will be acting for me, in the name and on behalf of
the Bank/Association, any written instrument which I have been designated to sign.

cc: Mr. Ruddy
Mr. Wood

Mr. Scott, LEG
Senior Finance Managers

P-1867



The World Bank
Washington, DC. 20433

U.SA

ERNEST STERN
Senior Vice President
Finance

September 23, 1991

Mr Stoutkesdilk

Ardy -

I want to draw your attention to the attached article, which appeared recently in International
Economy.

I realize that ambassadors may not fully represent governmental views, but, by the same token,
they are not wont to express views which are completely at odds with those of the government. I
think we need to have an explanation from the Government of Jamaica, since it would indeed
be odd for us to continue to lend to a government which has put us on notice that it does not
intend to honor its debts as defined in current loan agreements and the ones to be negotiated in
the near future.

Should the Government confirm these views, I think we need to discuss our approach internally
and then, probably, consult with the JAC.

cc: Mr. Wood



in the face of rapid population increase (1.3% per annum
in 1970-80 and 1.4% since 1980) and persistent highN ex t Stop: unemployment (over 20% in Jamaica, Trinidad and

Tobago, Guyana, St. Vincent, Grenada and St. Lucia).
The resuscitation of economic growth in the Caribbean

is imperative if countries are to extricate themselves

C a from the stifling economic deprivation which engulfs the
majority of people and threatens the social stability and

peace in which democracy can flourish. The vulnerabili-

ty and fragility of democracies is evident in Haiti and inD e b t the recent attempted coup in Trinidad and Tobago, fol-
lowing the disastrous events in Grenada in the past
decade. Furthermore, if the stranglehold of the debt bur-

den on development is not broken, these societies could
gradually become overwhelmed by widespread unem-
ployment, increased crime levels, and other activities
resulting from poverty.

by Richard L. Bernal The United States government is cognizant of this and
has attempted to respond by launching the EAT
(Enterprise for the Americas Initiative). The economic
plight of the Caribbean has and will reflect itself in
declining markets for U.S. exports, fewer investment

One of Jamaica's Key Economic opportunities, increasing susceptibility to involvement in
drug trafficking, burgeoning migration, the necessity

Strategist Says "What's Goodfor for increased development assistance and political

Poland is Goodfor Us" instability. While U.S. exports to the region have expand-
ed under the Caribbean Basin Initiative, this trend may
be reversed because of a reduction in demand for
U.S. goods and services.

ECONOMIC VULNERABILITY
AND ADJUSTMENT

CURRENT ECONOMIC SITUATION The process of economic growth is heavily dependent
AND OUTLOOK on imports and capital inflows in the case of small, open

At this time the Caribbean is at the most important Caribbean economies. The volume of imports is, there-

crossroads in its history. It is faced with the serious fore, a prinicpal determinant of the level of economic
growth. Tmports have to be paid for in foreign currency

dilemma of formulating and implementing a strategy to Th porsrce ob foreign p c expy.
ensure development and avoid economic decline and The major sources of foreign exchange are: (1) export

social distress which can spawn crime, corruption and earnings, includig tourism and (2) foreign capital

extremist political movements. The origins of this inflows in the form of (a) foreign investments and/or (b)

dilemma can be traced to the unprecedented disequilibri- loans, either on commercial or concessionary terms. Tra-

urn in the balance of payments, caused primarily by ditionally, Caribbean economies have experienced

adverse external events such as () the escalation in the adverse trade balance. Ho ever, the gap was financed by

price of oil during most of the 1970s and continuing into net inflows of foreign capital up to the mid-1970s, and
the 1980s, (2) the decline in demand for bauxite and tra- therefore growth was sustained. During the mid 1970s,

ditional exports, and (3) natural disasters. Large and per- foreign investment in the bauxite/alumina industry,

sistent deficits and the concomitant process of adjust- export agriculture and petroleum declined, reducing the
ment initially resulted in economic decline. This is evi-
dent in the low and fluctuating rates of economic growth Dr Bernal is Ambassador of Jamaica to the United States.
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ability to sustain an excess of imports over exports. In Jamaica in 1988, the net transfer was negative, i.e.
Since the late 1970s countries like Jamaica, Guyana, repayment exceeded new loan inflows and amounted toTrinidad and Tobago and the Dominican Republic have US $406 million or 23% of exports of goods and ser-adhered to a series of IMF stabilization programs and vices. The net negative transfer was US$56 million inWorld Bank adjustment programs to increase growth, the Bahamas, US$20 million in Haiti, US$199 in thereduce the balance of payments deficit, and control Dominican Republic and US$13 million in Belize. Thisinflation. Due to the paucity of foreign investment, is extremely debilitating to these developing countriesloans from multilateral institutions, in particular, the IMF which on the contrary should aim to receive a new inflow

and the World Bank, and bilateral development assis- of resources to reinforce the process of economic growth
tance agencies like USAID became vital for the economy and facilitate structural transformation.
as sources of financing essential imports and funding In many countries debt repayment is the major factor
development projects. preventing

BURDEN OF DEBT (1) reduction of fiscal deficits and

Several Caribbean countries have become heavily (2) the increased capacity of the government to pro-
indebted during the last vide infrastructure, health,
decade. They account for education, and security.
most of the region's Debt repayment consumedUS$14.5 billion external 40% of government expen-debt. The largest debtors In Jamaica every US dollar earned diture and 54% of revenueare Jamaica with US$4.3 is not available to the economy in Jamaica in 1988-89
billion, the D om inican It reeyi re 2 . o-
Republic with US$3.9 bil- to purchase essential imports such It required 26.3% of
lion, Trinidad and Tobago as oil,food, spare parts, capital g uvernmen r venue in
with US$2.0 billion and goods and medicine. Antigua, 24% in Grenada,
Guyana with US$1.6 bil-
lion. For many countries
their debt is large in rela- WORSENING
tion to their total output and DEBT CRISIS
productive capacity. In The debt of the Carib-
Guyana the debt/GNP ratio is 522% which means that the bean region has more than doubled, from approximately
debt outstanding is 5-1/4 times larger than the economy's US$6.1 billion in 1980 to US$14.3 billion in 1988. Dur-
total output of goods and services. Put another way, it ing the 1980s debt has more than doubled in Haiti,
would take five and a quarter years to pay off the amount Jamaica, Guyana and Trinidad and Tobago. In Barbados
if the output of all economic activity was devoted exclu- the debt has increased by 450% and in Antigua by 515%.
sively to this purpose. The debt/GNP ratio for Guyana jumped from 139% in

The servicing of the external debt has become the sin- 1980 to 521.8% in 1988, while in Jamaica it moved
gle most sustained impediment to economic growth. The from 76.5% to 154.1% and in Antigua it leaped from
debt service ratio, i.e. the share of foreign exchange earn- 69.4% to 354.6%.
ings from exports of goods and services required for debt The worsening situation is also evident in the increase
repayment is high (e.g. in 1988 it was 16.3% in Belize, in debt repayment by 50% during the years 1980 to 1988,
16.1% in the Dominican Republic and 17.4% in Haiti). from US$1.07 billion to US$1.56 billion. The most dra-
In Jamaica it was 39.3% which means just under half of matic increases have been in Barbados, Jamaica. Haiti
every US dollar earned is not available to the economy to and the Bahamas with increases of 352%, 215%, 258%,
purchase essential imports such as oil, food, spare parts, and 217% respectively. Negative net transfer of resources
capital goods and medicine. has increased in the last few years. During 1985 to 1988,

These high debt servicing ratios are made more oner- Jamaica transferred overseas more than it received in
ous by the fact that the highly indebted countries are each year totalling US$1.2 billion for the four-year
simultaneously encountering a net transfer of resources. period. Countries which traditionally were net recipients
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have witnessed a change to negative net transfers, countries which make strenuous efforts to achieve
namely the Dominican Republic, Guyana, and Trinidad stabilization and adjustment and pursue sound economic
and Tobago. management, and which are reliable in their debt repay-

ment, do not receive more favorable treatment in terms of
CARIBBEAN DEBT IS A SPECIAL CASE debt rescheduling from commercial banks, governments

The crisis of Caribbean debt is unique and is therefore of creditor countries and multilateral institutions, in par-

a special genre of the debt problem. This is because the ticular, the IMF. The inconsistencies in the

bulk of outstanding debt is owed largely to official secondary market also seem to reward those debtors

creditors. which do not honor their obligations, instead of reward-

This type of debt situation has not received sufficient ing countries which abide by their repayment

attention. Debt relief has focused primarily on the com- schedules and conduct their fiduciary affairs responsibly.

mercial bank debt of developing countries and socialist This is illustrated by the fact that countries which are

countries of Eastern Europe and on the bilateral debt of reliable in their debt servicing find that their debt is

low-income countries, particularly those in Africa. sold in the secondary market at a higher price than the

The issue of debt owed to debt of countries which are

multilateral institutions such in arrears.

as the International Mone-
tary Fund, the World Bank DEBT RELIEF

and the Inter-American IMPERATIVES

Development Bank has not Debt repayment consumed Reduction of the stock of
been tackled because these 40% of government expenditure outstanding debt and
institutions do not resched- and 54% ofrevenue in the complimentary reduction

ule debt. Bilateral or inter- of repayment on a meaning-

governmental debt has been Jamaica in 1988-89. ful scale must commence

the subject of numerous immediately. All three types

and repeated rounds of of debt must be addressed,

rescheduling through the namely, commercial bank

Paris Club mechanism. debt, multilateral debt and

Debt to official creditors bilateral debt.

(i.e. multilateral institutions and bilateral agencies) is 1. COMMERCIAL BANK DEBT

extremely high for nearly all Caribbean countries. The Commercial bank debt will have to be subjected to
share of official debt in public and publicly guaranteed rescheduling on much more generous terms. i.e., terms
long-term debt is 91.1% in Haiti, 85.9% in Jamaica, which realistically reflect the debtor countries' repay-
78.8% in Guyana and 75.4% in the Dominican Republic. ment capacity rather than the portfolio management and

Debt due to multilateral institutions is 65.2% in Haiti, loan-loss considerations of the banks.

45.3% in Guyana, 39.9% in Jamaica, and 25-30% in Bar-
bados, the Dominican Republic and the OECS countries I. MULTILATERAL DEBT

of the Eastern Caribbean. Bilateral debt is a particularly The multilateral institutions cannot simultaneously
large share in the Dominican Republic and Jamaica urge reduction measures on other creditors while eschew-
where it accounts for 47.4% and 46.4% respectively. ing any form of rescheduling. The argument that the

The predominant share of official debt in the long-term viability and credit rating of these institutions would
debt of Caribbean countries indicates that the debt was be jeopardized is not credible since their soundness
accumulated in the quest for economic development derives not from their operations but from the backing of
through projects and infrastructure and/or stabilization the developed countries. If supplementary resources
cum adjustment. or charter changes are required to enable these

One of the dilemmas of the debt crisis is that there institutions to undertake debt restructuring then this must
seems to be no reward for good behavior. In other words, be done and quickly.
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Ill. BILATERAL DEBT (c) Significant debt relief could be afforded Caribbean

Consider the following: economies if inter-government debt could be repaid in
local currency and these funds recycled as grants to be

(a) The rescheduling of bilateral or inter-government applied to approved development projects or programs.
debt must be on more realistic terms, involving longer This would provide relief in two important respects: (1)
repayment and grace periods, and lower interest rates of it would save on foreign exchange for debt repayment,
both interest and principal. The futility of rescheduling increasing uniform capacity and thereby increasing eco-
on terms granted to date is demonstrated by the perpetual nomic growth; and (2) it would replenish fiscal resources
cycle of debt restructuring. Since 1980, the United States with what would otherwise be lost to government.
government has negotiated and signed over 140 Paris
Club debt rescheduling agreements totalling US$15 bil-
lion owed by 60 countries. Many countries have had DEBT RELIEF NOW

more than one rescheduling, seven countries have had In conclusion, the United States cannot be an oasis
four or more and one coun- of well being in a sea of
try has had nine. In the poverty. The debt crisis
eleven years between 1968 of Caribbean countries,
and 1979 there were 12 The inconsistencies in the which has not been
agreements but in the ten secondary market also seem to adequately addressed in
years 1980 to 1989 there reward those debtors which do not terms of tangible debt
have been 116 reschedul- relief, has adverse impli-
ings. There were 23 in honor their obligations, instead cations for the economy
1989 and 9 in the first of rewarding countries which abide and society of both the
four months of 1990. The United States and the
amount of debt involved by their repayment schedules Caribbean. Given the
has increased significantly, and conduct theirfiduciary small size of the debt and
from US$2.2 billion during afar . given that debt reduction
1980-1985 to US$11.7 for reconstruction and
billion since 1985. development is not

(b) There comes a point where creditors recognize that unprecedented, the U.S. could take steps to afford debt
debt owed to them is unpayable and uncollectable. The relief. One practical measure is to allow debt owed to the
debt of many developing countries, including some U.S. to be repaid in local currency and to recycle these
Caribbean countries, can only be paid at the detriment of funds as grants to be applied to approved development
both the debtor and creditor country. The cancellation of projects. Such debt relief would have a significant
inter-government debt has been advocated in the case of impact because it would save foreign exchange which
the poorest countries, but has been implemented on a could then be used for development projects leading to
small scale by a few creditor countries including France, economic growth. Debt relief provided now would
the Netherlands, Sweden, Switzerland, West Germany, impact on the Caribbean at a critical juncture and could
Canada and the Soviet Union. The cancellation of debt is obviate the need for much larger development assistance
not new nor unprecedented as there are several examples and debt relief at a later date.
involving the debt of both developing and developed The U.S. has taken an initial small step through
countries. At the end of World War I the Allies owed the its Enterprise for the Americas Initiative (EAI) towards
United States over US$12 billion. After several interrup- providing relief to heavily indebted countries in
tions in repayment and the accumulation of substantial Latin America and the Caribbean. However, the EAI
arrears, these debts were rescheduled, the repayment provides long-term relief through a write-down in the
periods extended, principal sums reduced or cancelled stock of debts owed to the U.S. Because of the decision
and the interest rate reduced. Only US$2.6 billion was that debt relief should be "budget neutral" for the
repaid between 1918 and 1931, less than quarter of the U.S. Federal budget, payments would remain at the
original sum. In 1940 the British Treasury wrote off 11.2 existing level, thereby affording no cash flow relief in
billion pounds Sterling owed by the colonies. the short term.
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ERNEST STERN
Senior Vice President
Finance

September 24, 1991

Mr. Mihail M. Cernea
The World Bank
1818 H Street, N.W.
Room N-8059
Washington, D.C. 20433

Dear Mr. Cernea:

I deeply appreciated your sending me your book with its very nice inscription, and the covering note. It
was a real pleasure to learn that our approach to resettlement gave such an impetus to our work on a
broader range of social issues. We continue to learn that understanding the causes of implementation at
the very lowest operational level is fundamental and provides a powerful basis for success.

The book will, I am sure, help to disseminate this further.

I look forward to reading the book.

Sincerely,
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HARVARD UNIVERSITY
RUSSIAN RESEARCH CENTER

ADAM B. ULAM, Director ARCHIBALD CARY COOLIDGE HALL
MRSHALL . s ae Director 1737 CAMBRIDGE STREET

FOLDMAN, Associate 
CAMBRIDGE, MASSACHUSETTS 02138
(617) 495-4037 TELEX 4948261
FAx: (617) 495-8319

19 September 1991

Dr. Jessica Einhorn
2861 Brandywine St., N.W.
Washington, D.C. 20008

Dear Dr. Einhorn:

Thank you for taking the time to talk with me today about employment
opportunities at the World Bank in the area of Soviet economics. As I
indicated, a position at the World Bank would afford me the opportunity
to participate first-hand in the Soviet transition to a market economy.
With my background in Soviet economics, I would be able to offer
considerable knowledge and experience to the Bank.

As you suggested, I have enclosed a cv with a bibliography of my publications
attached. Also enclosed is a reprint of my latest publication. I am
currently collaborating on a study of spontaneous privatization in the Soviet

Union with Dr. Simon Johnson, an economist who teaches at the Duke University
Fuqua School of Business. I would be happy to provide you with letters of

reference from economists who are familiar with my work. I know from past
experience that Professor Abram Bergson of the Harvard Russian Research
Center would be willing to w-ite a letter on my behalf.

I appreciate your offer to show my cv to your colleagues at the World Bank.
As I told you on the phone, i am interested in consulting as well as a
full-time position. I have been to the Soviet Union twice in the past two
years, both times during the winter, and am willing to travel on a regular
basis and even live there for a period of time.

My office number at Harvard is (617) 495-5389. I look forward to hearing
from you.

Sincerey

Heidi Kroll

Executive Committee: JOSEPH S. BERLINER, TIMOTHY J. COLTON, DONALD FANGER, MARSHALL [. GOLDMAN,
GEORGE G. GRABOWIcz, LOREN GRAHAM. MARVIN KALB, EDWARD L. KEENAN, HORACE G. LUNT, JOHN E. MALMSTAD, RICHARD PIPES,

WILLIAM M. TODD, [I1, ADAM B. ULAM, MARTIN L. WEITZMAN
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Monopoly and Transition
to the Market
Heidi Kroll'

Abstract: An American economist describes recent Soviet thinking on monopoly
and traces its impact on the re form process up until 1991. After an overview of
industrial concentration in the Soviet economy, the study proceeds to examine
the content of Gorbachev's antimonopoly policy, focusing on policy toward
dominant firms, mergers, and entry of firms. Drawing on this background and
antitrust experience in Western countries, it concludes by analyzing the role of
antitrust policy and import competition in the transition to the market. Journal of
Economic Literature, Classification Numbers: P20, L40.

n the past Soviet planners viewed monopoly as a purely capitalist
affliction. They now contend that the monopolistic structure of Soviet

industry is a key reason for the failure of Mikhail Gorbachev's initial
enterprise reforms and the deterioration of the economy since 1988. The
reforms aimed to induce enterprises to produce what buyers wanted by
allowing them greater freedom to set their own production targets and
by linking bonuses and wages to income from sales. Instead, enterprises
have used their increased autonomy to cut production targets, to shift
their output mix in favor of higher-priced products, to avoid concluding
disadvantageous delivery contracts, and to impose conditions on buyers
such as requirements for barter exchange, payment in hard currency, or
delivery of unwanted goods. By many Soviet accounts, producers owe
their power to dictate the terms of contracts to a complete or virtual
monopoly on the supply of their products (Amurzhuyev and Tsapelik,
1989, p. 7; Charkin and Korovina, 1990, p. 15). According to the director
of Goskomstat, the output of key industries declined or fell short of plan
targets in 1989 largely because of shortfalls in the delivery of critical
parts by monopolists and near-monopolists (Kirichenko, 1990, p. 3).

The recognition of the virtues of competition marked a significant step
forward in Soviet reform debates (Hewett, 1989, pp. 50-51). The new
Soviet thinking on monopoly, however, is not without pitfalls. For ex-
ample, the structural problem of high industrial concentration is often

'Research Associate, Center for Foreign Policy Development, Brown University, Providence, RE 02912,
and Fellow, Russian Research Center, Harvard University, Cambridge, MA 02138. The author is
grateful to Boris Rumer for suggesting the topic.
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conflated with the macroeconomic problem of excess demand. The
behavior ascribed to monopoly is attributable in large part to the dis-
equilibrium created by large budget deficits and an accommodating
expansion of money and credit, coupled with the retention of administra-
tive control over prices. More disturbing is the impact of the new think-
ing on economic policy, Instead of pushing the reform process in the
direction of marketization, the growing awareness of monopoly quickly
became an impediment to market reforms by furnishing the government
with yet another excuse to defer the lifting of price controls.

This paper examines the new Soviet thinking on monopoly and traces
its impact on Gorbachev's economic reforms. Using new data on con-
centration in Soviet industry, the paper first examines the level and
causes of industrial concentration and evaluates its importance, relative
to excess demand, in contributing to the general economic crisis. It then
examines the evolving policy on dominant firms, mergers, entry of new
firms, and import competition. Drawing on this background and the
antitrust experience of capitalist economies, the concluding section of-
fers an analysis of antitrust policy as a means of creating competition
among domestic producers and discusses the implications for the role of
import competition during the transition from central planning to a
market economy.

INDUSTRIAL CONCENTRATION: EVIDENCE,
CAUSES, AND SIGNIFICANCE

Data released since the advent of glasnost' reveal an exceptionally high
degree of horizontal concentration in Soviet industry. What is distinctive
about the implied industrial structure is the prevalence of monopolies in
the strict sense of a single producer in the country of a particular good.
According to Goskomstat SSSR, more than one-third of the most impor-
tant types of machine-building products are produced by a single enter-
prise, and approximately the same share is produced by only two enter-
prises (Gurevich, 1990, p. 5). A 1988 survey by Goskomstat counted 166
machine-building enterprises that were absolute monopolists, and 180
monopoly plants.z According to Gossnab, 80 percent of the volume of
output in machine building is manufactured by monopolists, and 77
percent of machine-building enterprises are monopolists (Gurevich,
1990, p. 5). The Gossnab data show a higher level of concentration in
machine building because they are less aggregated than the Goskomstat

ZSee The Economist (August 11, 1990, p. 67) for a table of more disaggregated data on industrial concentra-
tion from Goskomstat. The table shows the share of output of selected products produced by a single
enterprise or plant, and also two or more plants under a single ministry. Of the sixteen producers listed
in the first category, six are absolute monopolists (for locomotive cranes, tram rails, sewing machines,
coking equipment, hoists for coal mines, and sucker-rod pumps), and six of the remaining producers
account for more than 85 percent of the total output of their respective products. Theauthor isgrateful
to Peter Rutland for this reference.
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data. Another statistic from Gossnab is that about 2,000 enterprises in
the country are the sole producers of a specific type of product (Amur-
zhuyev and Tsapelik, 1989, p. 7).

A study of industrial concentration was conducted in Gossnab in
connection with the transfer of over 7,500 producer goods to "direct
unlimited orders," a form of wholesale trade. The results are reported in
Table 1 below as the percentage of products in each industrial branch
manufactured by 1, 2-3, 4-6, 7-10, and 11 or more producers.

The percentage of machine-building products manufactured by a
single producer is even higher than that cited above for the entire
machine-building complex. Although the other branches are less concen-
trated than machine building, they are still highly monopolized. It is
noteworthy, however, that many products do have multiple producers.3
Another study of 239 products in virtually the same branches found that
34 percent were manufactured by a single enterprise, 37 percent by two
enterprises, 18 percent by three enterprises, and 11 percent by four
enterprises (Bogdanov, 1990, p. 9).4

Concentration tends to be relatively low in consumer-oriented indus-
tries.5 Branches with a non-monopolized structure include building
materials, light industry, food, woodworking, and certain consumer-
oriented branches of machine building (Tsapelik and Yakovlev, 1990, p.
68). Nationwide concentration levels, however, may be misleading.
Regional decentralization of control over enterprises manufacturing
consumer goods has created an artificial geographical division of the
market that negates the effect of low concentration levels nationwide
(Tsapelik and Yakovlev, 1990, pp. 63-64). As shortages of consumer

Table 1. Concentration of Selected Products (in percent)

Number of Number of producers
products 1 2-3 4-6 7-10 > 10

Machine building 5885 87.0 7.8 2.7 1.0 1.5

Metallurgy 208 27.9 28.4 20.7 9.6 13.4

Chemicals and wood 1225 46.7 27.6 13.1 5.1 7.5

Construction 90 30.0 28.9 12.2 17.8 11.1

Social sphere 256 44.9 20.7 12.9 9.0 12.5

Sources: Amurzhuyev and Tsapelik, 1989, p. 7; Yasin and Tsapelik, 1990, pp. 38-39

3The authors of the study warn that aggregated product classes were used to compile the data, and that
concentration is even worse for specific types of products, including bearings, construction technology,
and semiconductors (Yasin and Tsapelik, 1990, p. 38).

4The sample covered 11 branchesof the machine-building complex, ferrous metals, chemicals and wood
products, and home appliances.
5The watch industry is reported to have a competitive structure lzvrstiya, January 18, 1990, p. 2), and
there are more than 500 enterprises in the shoe industry (Tsapelik and Yakovlev, 1990, p- 64).
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goods have intensified and local authorities have responded by restrict-

ing the sale of locally produced goods to other localities, the impact of

geographical divisions in raising effective concentration levels for con-

sumer products may have increased (Schroeder, 1991, p. 11).

Both enterprises and ministries are highly integrated vertically as well

as horizontally. Machine-building plants typically satisfy most of their

own requirements for prefabricatesA and branch ministries generally

produce a large share of products outside their main line of specializa-

tion.7 Ironically, Soviet economists used to complain that vertical inte-

gration leads to excessive duplication among enterprises in different

ministries and insufficient specialization and concentration, especially

for intermediate products (Subotskiy, 1981).8 A related problem is the

low level of standardization of machinery and component parts (Subot-

skiy, 1981, p. 19).9
In capitalist economies, data on industrial concentration overstate

monopoly power because they ignore foreign competition. That problem

does not yet arise with the Soviet economy. The monopolization of

industry is compounded by a foreign trade system that, despite recent

decentralizing reforms, serves to protect domestic producers from for-

eign competition.
Two explanations dominate Soviet discussions of the causes of indus-

trial concentration. One stresses that enterprise production profiles are

narrowly specialized for final products. According to this explanation,

the belief that economies of scale could be realized through increased

specialization led to a policy that concentrated the production of a partic-

ular product in one or two enterprises in an ef fort to eliminate "wasteful

duplication and parallelism" of production facilities (Shcherbakov and

Yasin, 1989, p. 7; Figurnova, 1989, pp. 101-102).g p o tncentrating the

production of each type of product in a single place also facilitates central

control of the economy (Tsapelik and Yakovlev, 1990, p. 63).

'A Frequently cited survey by the Central Statistical Administration (now Goskoinstat) found that out of

every 100 qnchine-building enterprises. 71 produced their own iron castings, 27 their own steel

castings 84 their own forgings. 76 theirown stampins, and 65 their own hardware (Yefimov. 1987,

P. 29)- As of 1950 less than 5 percent of the total output of billets and castings was produced in

specialized plants. and there were no specialized plants for forgings and stampings (Kheynman, 1980,

'A 1953 study estimated that one-fifth of the output produced by the ministries was outside their main

M ~ ~ ~ ~- t9he std siae htoeffhoha rewas much higher (Karagedov, 19s3,p 57)Fo

lineof specialization, and for certain ministries th he shher Ka r o18 7

seven par ticular industries, the same study found that the share of total output produced under the

specialized ministry nominally in charge of the product ranged from a high of 67 percent of forge and

press equipment to a low of 32 percent of plastic products.

soifferent levels of aggregation maypartly account for the discrepancy. The data on vertical integration

by ministries are reported at an industrywide level, whereas the data on horizontal concentration are

based on less aggregated product classes The more broadly the industry is defined, the lower the

resulting meagure of concentration.

'Since the lack of standardization .imits possibilities for substitution, this is another reason the data on

vertical integration may overstate the extent of duplication among ministries.

'Olt is recognized. however, that vertical integration has had the opposite effect.
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The alternative explanation focuses on the large average size of state
enterprises. Soviet enterprises are much larger on average than enter-
prises in industrialized capitalist economies. In a pioneering study, Pryor
(1973, pp. 187-195) compared measures of enterprise size in socialist
economies to those predicted by regression equations derived from data
for 10 capitalist economies. For the Soviet Union, he estimated that the
average number of workers employed by state enterprises in 1964 was
610, as compared with a predicted value of 178, and that 59.6 percent of
the labor force worked in enterprises employing more than 1,000
workers, as compared with a predicted value of 40.8 percent (Pryor, 1973,
pp. 192-193). Since the 1960s, the size of Soviet enterprises has grown
even larger. The average number of employees per enterprise rose to 813
in 1987-1988,12 and 73.4 percent of the labor force now work in enter-
prises employing more than 1,000 workers; indeed, enterprises with
10,000 workers or more employ 21.6 percent of the labor force, while
those with 500 workers or fewer employ only 14.9 percent of the labor
force (Kholodkov, 1989, p. 16).13

From an economic standpoint, large enterprise size is justified in indus-
tries where technology allows large producers to manufacture products
at lower unit costs than smaller producers.14 The availability of techno-
logical economies of scale, however, does not fully explain the size struc-
ture of Soviet enterprises. Enterprise size in the Soviet economy has been
artificially inflated by several factors (Pryor, 1973, pp. 161, 187-188;
Ehrlich, 1985, pp. 293-294). One was the nationalization of industry and
the suppression, for ideological and political reasons, of small-scale pri-
vate and cooperative production. Prior to Gorbachev, private enterprise
was permitted, usually subject to licensing, in a narrowly restricted range
of fields, and employment of hired labor was prohibited (Grossman,
1977, pp. 26-27). Apart from collective farms, which are nominally pro-
ducer cooperatives, the cooperative survived chiefly in rural areas as a
nominally independent, but de facto state-controlled, branch of retail
trade. A second factor was the Stalinist penchant for large enterprises,
often termed "gigantomania," which equated large size with efficiency.

"Belgium, France, West Germany, Greece, Italy, Japan, the Netherlands, Portugal, Switzerland, and theUnited States.

"According to the author's own calculations, the average number of employees per enterprise rosecontinuously in the period 1972-1980 from almost 650 to 835, then leveled off, and eventually declinedslightly after 1980 (Narkhoz, various years).
"Further confirmation that the size distribution of Soviet enterprises became more skewed in favor oflarge units in the 19 7

0s comes from a study conducted by Goskomstat (Mal'tsev, 1990, pp. 21-23). Thestudy found that the share of the industrial labor force employed at small enterprises (defined asenterprises that employ 100 workers or fewer, produce one million rubles of output or less, and havecapital assets valued a t 0.5 million rubles or less) declined from 6.4 percent in 1971 to 2.4 percent in 1983,and then again to 2 percent by 1987.

"Cost savings also can be realized by producing two or more products jointly (economies of scope).Although the relationship between economies of scope and Soviet industrial structure is uncertainexcessive specialization at the level of final products may result in a sacrifice of economies of scope
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Finally, the complexity and cost of coordinating the economy from the
center create a systemic bias toward large enterprises (Tsapelik and
Yakovlev, 1990, p. 63). To put it simply, it is easier forcentral planners to
control a small number of large enterprises than a large number of small
ones. Likewise, vertical integration of successive stages of production
saves on the cost of centralized management by reducing the number of
inter-firm transactions coordinated by the center.

The increase in the average size of enterprises in the 1970s is largely
the result of the merger movement ordered by Brezhnev in 1973. Thou-
sands of formerly separate enterprises were absorbed into large indus-
trial conglomerates (ob"yedineniya, usually translated as associations) of
two types: production associations (POs) and scientific-production asso-
ciations (NPOs), which included branch R&D establishments. The asso-
ciations were predominantly horizontal mergers combining producers of
similar products (Tsapelik and Yakovlev, 1990, p. 67). The formation of
associations was expected to raise efficiency through increased speciali-
zation and concentration, and to lower administrative costs by reducing
the number of production units and streamlining the bureaucracy (Gor-
lin, 1976, pp. 164, 170). The NPOs also were supposed to promote
technical progress by placing R&D facilities and enterprises under a
common management, thus facilitating coordination of R&D with pro-
duction. By many accounts, however, the ministries implemented the
mergers in a formalistic manner, and the expected benefits of the associa-
tions in promoting efficiency or technical progress never materialized
(Hewett, 1988, pp. 247-248). As discussed below, these results have
implications for merger policy under perestroyka.

Another structural condition required for competition is the absence
of barriers to entry of new firms. The theory of contestable markets
posits that free entry can constrain incumbent firms to behave ef-
ficiently, even in markets dominated by a small number of producers
(Bailey and Baumol, 1984).- In the Soviet economy, however, monopoli-
zation of production is compounded by artificial impediments to entry.
The traditional restrictions on entry into the private and cooperative
sectors already have been described; as discussed below, Gorbachev's
reforms have progressively eased these restrictions, but stopped far
short of removing them altogether. Within the state sector, competition
among enterprises is precluded by barriers to entry that are fully institu-
tionalized by the planning mechanism used to control their activities.
Under the traditional system of output planning and its counterpart, the
centralized distribution of inputs, producers are restricted to a narrow
range of final products by mandatory production targets set from above,
and buyers are assigned to specific suppliers by supply planning agencies,

"Technically, a market is contestable if entry does not require irivest ment in relatively immobile capital
(sunkcostsl, so that firmscan enter and then exit without losinganyof their investment. In a contestable
market, if incumbent firms earn excess profits or fail to minimize costs, new firms can profitably enter
and take away their business, then exit without cost if conditions turn unfavorable.
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As a result, enterprises have virtually no freedom to enter or exit any

industry, or to choose from which suppliers to purchase inputs. Soviet

sources often stress the centralized distribution of supplies and its corol-

lary, the centralized attachment of buyers to suppliers, as a cause of what

they call the diktat of the producer (Kholodkov, 1989, p. 16; Figurnova,

1989, p. 102).
Problems of industrial structure, while severe, are not primarily

responsible for the deterioration of industrial conduct and performance

since 1988. Even before the reforms, the sellers' market allowed pro-

ducers to ignore the demands of buyers, while forcing buyers to accept

what is offered or go without. 6 Under perestroyka, the expansion in the

flow of money and credit available to enterprises, combined with declines

in production, has greatly exacerbated the disequilibrium in the producer

sector (Ofer, 1989, p. 149). As the purchasing power of the ruble has

become more uncertain, enterprises increasingly have tried to protect

themselves by demanding payment in real goods or hard currency.

Repressed inflationary pressure and the consequent loss of confidence in

the ruble, not the monopolistic structure of production, are the driving

forces behind the rise of barter trade among enterprises and the flight to

dollars. Yet demands for payment in kind or hard currency are among the

"monopolistic practices" prohibited by new Soviet antimonopoly legisla-

tion described below.
Soviet economists and officials frequently express concern about the

power of monopolists to raise the price of their output. The resulting fear

that lifting price controls would trigger a burst of uncontrolled inflation

appears to have influenced the decision to defer price liberalization.

Western economic theory teaches, however, that the power of a mo-

nopolist to set the price of its output is constrained by a downward-

sloping demand curve. Continuous inflation from the supply side is

possible only with an accommodating policy of monetary expansion. To

the extent that market power arises from excess demand rather than the

fewness of firms, a tightening of monetary and fiscal policy, combined

with the decontrol of prices, could prevent much of the dysfunctional

enterprise behavior that Soviet sources often attribute to monopoly.

THE CONTENT OF ANTIMONOPOLY POLICY
UNDER PERESTROYKA

Dominant Firms

In the United States, policy toward dominant firms is distinguished by

the use of a "structural remedy." The U.S. government has aimed to

reduce concentration by breaking up dominant firms into smaller units.

"The Asymmetry between buyers and sellers in socialist economies is a central theme of Kornai's (1980)

work on the economics of shortage.
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With the exception of deconcentration measures imposed by the occupy-

ing forces on German and Japanese industry after World War II, the
United States stands alone in the use of this policy. Although a few other

countries now have laws permitting the forced breakup of firms, the
remedy has not been employed except to reverse prohibited mergers.
Instead, capitalist countries in Western Europe rely on regulation to

prevent "abusive conduct" by firms with a dominant market position

(Scherer and Ross, 1990, p. 484). Under the regulatory remedy, a

government agency is assigned to monitor and control the prices of

dominant firms and also to enforce regulations prohibiting or restricting

certain practices, such as "refusals to deal."
Initial press reports about the preparation of a draft Soviet antimonop-

oly law implied that the structural solution might be rejected in favor of

regulation. In March 1990, for example, TASS reported that an anti-

monopoly law was being drafted based on the West European concept of

protecting the rights of the consumer, rather than competition as in the

United States (Moscow TASS in English, 1155 GMT, March 16, 1990).

By August 1990, when the USSR Council of Ministers adopted an in-

terim antimonopoly decree "On Measures for Demonopolizing the
Economy," Soviet policy had shifted in favor of a more concerted effort to

break up dominant firms, if only on paper (0 merakh po demonopoli-
zatsii, 1990, pp. 2-3). Indeed, the policy shifted course in midstream.

Originally the decree was to be titled "On Measures for Preventing

Monopolistic Activity," but in the course of preparing the draft the

government decided to promote deconcentration rather than merely

preventing monopoly conduct (Rytov, 1990, p. 3).
The draft of a permanent law (zakon) on demonopolizing the economy

has been prepared (Pravda, February 21, 1991, p. 3).1 The likely content

of the new law can be surmised from the interim antimonopoly decree

and two other draft antimonopoly laws that were circulated previously.

One was prepared under the auspices of Gossnab, and published in the

April 1990 issue of Gossnab's house journal (0 razvitii, 1990, pp. 35-44).
The second, the draft law of the Russian republic, was included in the

package of legislation prepared for the 500-day reform plan (Transition,
1990b, pp. 172-187).18 While differing in details, the two drafts and the

decree share much in common in their overall approach to dominant

firms. In particular, all of them build in flexibility by providing for both

regulatory and structural remedies.
On the regulatory side, the decree and the two draft laws have as a

main goal the prevention of abuse of a dominant market position. To this

end, they restrict the freedom of dominant enterprises to set their own

"The draft is scheduled to be submitted to the Supreme Soviet in the second quarter of 1991

18A third draft, titled "On the Fundamentals of Antimonopoly Legislation in the USSR" was prepared
under the supervision of the State Commission on Economic Reform, but has not been published to the
author's knowledge (Cnidenko, 1990b, p. 4). This draft is probably the precursor of the government's
draft law on demonopolizing the economy.
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prices. The Gossnab draft and the RSFSR draft prohibit "the groundless

raising of free prices." The antimonopoly decree calls for a phased transi-

tion from centrally controlled prices to freely determined market prices

for most products, but stipulates that the prices of goods produced by

dominant enterprises are to remain subject to state controls. In addition

to price controls, a number of "monopolistic practices" are prohibited,

including 19 limiting or ceasing production, and removing goods from

circulation, with the aim of creating or maintaining a deficit or raising

prices; refusing to conclude a contract if the enterprise has a real capabil-

ity of producing or selling the products; and imposing contract terms

unrelated to the subject of the contract, such as requirements for the

transfer of materials or goods not applicable toward fulfillment of the

order (payment in kind), inclusion of goods not needed by the buyer, or

groundless requirements for payment of monetary means, including

foreign currency.
The danger is that such restrictions will prevent not only monopolistic

activity, but also the development of a market economy altogether.2 0 Not

all enterprises, however, would be subject to controls. Under the anti-

monopoly decree, any enterprise with more than 70 percent of the

market is considered to have a dominant market position and is subject to

price controls and other restrictions. Conversely, enterprises whose

market share is, 35 percent or less are free of any restrictions. For

enterprises whose market share ranges from 35 to 70 percent the decree

calls for a differentiated, case-by-case approach based on a determination

of the enterprise's ability to exert a "decisive influence" on the market in a

given instance. Similarly, the RSFSR draft defines dominant firms as

those with a market share of from 35 to 70 percent or more.

There are also restrictions aimed at preventing "unfair competition

To this end, the draft laws and the decree prohibit practices like the

dissemination of false or misleading information damaging to the reputa-

tion of another firm, the unauthorized use of a trademark, the un-

authorized use or disclosure of confidential technical or trade informa-

tion, and so forth.
A third set of restrictions is designed to prevent anticompetitive

bureaucratic interference by "organs of economic power and manage-

ment." Under the Gossnab and RSFSR drafts, prohibited administrative

acts include impeding the establishment of new firms in any activity and

ordering the priority delivery of goods to certain customers. In general,

"The wording used here is based on the Gossnab draft and the antimonopoly decree, which have

virtually identical restrictions: the restrictions in the RSFSR draft are worded somewhat differently, but

there is stilt considerable overlap and the content is basically the same,

2OThis danger was highlighted in an interview with L. Yakovlev. the Gossnab official in charge of the

working group that prepared the Gossnab draft (Gnidenko, 1990a, p. 9). When the interviewer ques-

tioned the use of restrictions on the ground that prohibition is a form of administrative control,

Yakovlev replied that although such measures will provoke criticism from "circles of society" opposed to

resolving economic problems through administrative methods, they must nonetheless resort to such

measures.
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these restrictions can be viewed as an attempt to control departmental-

ism and localism. The antimonopoly decree goes a step further. In an

effort to remove the incentive for bureaucratic interference, Article 6

frees central economic organs and ministries from the functions of oper-

ative management of enterprises and direct supervision over the ful-

fillment of current economic tasks. It expressly provides that ministries

are not accountable for the fulfillment of contracts concluded by enter-

prises. Article 6 is suspended, however, until the economy is stabilized

and legislation on the functions and competence of central management

organs is in place.
The two drafts and the decree call for the creation of an Antimonopoly -

Committee to enforce compliance with the law and to implement the

government's antitrust policy. The Committee is empowered to issue

orders to cease any violation of the laws proscribing monopolistic activity

or unfair competition, and to restore conditions to their original state.

Violations are punishable by the confiscation of "unjustified income"

obtained as a result of monopolistic activity or unfair competition, and

also by the imposition of liability for damages caused by the violation.

Under both the Gossnab and RSFSR drafts, stiff fines are established for

evasion of, or late compliance with, an order issued by the Committee.

Enterprises are subject to fines of up to 500,000 rubles, and responsible

officials in the enterprise or higher management organs are personally

subject to fines of up to 1,000 rubles. Curiously, the fines are omitted

from the interim antimonopoly decree, effectively depriving it of any

teeth.
On the structural side, the Antimonopoly Committee also is em-

powered to order the breakup of dominant enterprises for engaging in

monopolistic activity, or more generally for actions that lead to a sub-

stantial restriction of competition or otherwise disrupt the proper func-

tioning of the market.21 Article 7 of the antimonopoly decree directs

ministries and other government organizations to start the selective

breakup of "highly monopolized enterprises" in 1990. It stipulates that

the proposals of labor collectives must be taken into account, and that

restructuring should be carried out where "production and technological
conditions permit," and where "the economic expediency of such a reor-

ganization is evident." Article 10 calls for combining the de-statization

(razgosudarstrleniye) of enterprises with the demonopolization of produc-

tion, in other words, dividing up state enterprises before they are

privatized.
By putting the ministries in charge of carrying out the demonopoliza-

Z Under the RSFSR draft, the Committee's power to order the forced breakup of enterprises is subject to
certain conditions- For example, the organizational or territorial isolation of the enterprise's units is

required, and the units must not be closely interdependent in production, The Gossnab draft does not

spell out analogous conditigns for dividing enterprises, but certain industries or activities are exempt

from the law as a whole, including electric power, construction, communications, and railroad and

pipeline transportation. The exemptions for electric power, communications, and transportation may be

justifiable on natural monopoly grounds, but not the one for construction.



MONOPOLY AND TRANSITION TO THE MARKET 153

tion of their own enterprises, the decree seems designed to ensure that
little headway will be made in reducing concentration. One prominent
Soviet jurist, writing in February 1991, judged the August 1990 anti-
monopoly decree to be little more than a dead letter (Khalfina, 1991,
p. 14).

The compromise reform plan approved on October 19,1990 repeatedly
calls for measures to demonopolize and develop competition in both the
national economy and specific sectors. In Soviet usage, however, the
term "demonopolization" is much debased. In the text of the reform
program, demonopolization is used to mean not only the breakup of
enterprises, but also regulatory restrictions to prevent abuse of a domi-
nant market position (Pravda, October 18, 1990, p. 3). Shatalin's 500-day
plan, from which much of the compromise plan was drawn, called for the
complete and rapid dismantling of the branch ministries and the forced
breakup of monopolies and large enterprises (Transition, 1990a, pp. 54-
57). Even under the Shatalin plan, however, state-controlled prices
would have been retained for wholesale markets dominated by one or a
few sellers (Hewett, 1990191, p. 159).

In sum, while an attempt to introduce competition into the Soviet
economy by dividing large enterprises cannot be ruled out, neither does a
far-reaching demonopolization seem very likely at the moment, espe-
cially given the present state of confusion in the economy and the consis-
tency with which the present government has backed away from radical
economic reforms. The government's current plans to regulate the pric-
ing and trading practices of monopolies and dominant enterprises
amount to a misguided effort to retain traditional administrative-
command methods under the guise of antimonopoly measures.

Mergers

Like the breakup of dominant firms, merger control is an aspect of
structural antitrust policy. Controlling mergers can promote competi-
tion by preventing the development of industrial concentration. In the
past, U.S. antitrust policy has been marked by vigorous enforcement of
anti-merger laws at the federal level, but federal enforcement relaxed
considerably in the last decade. By contrast, enforcement of merger
control laws in Western Europe and Japan traditionally has been lax
relative to U.S. policy (Scherer and Ross, 1990, pp. 194-198). Indeed,
mergers have often been promoted rather than discouraged outside the
United States, especially in France and Japan.

The promotion of mergers was a prominent feature of Soviet in-
dustrial policy before 1985. Ironically, despite the shift to a market-
oriented reform, merger policy under perestroyka has so far shown a
marked continuity with the past. Since assuming power Gorbachev has,
like Brezhnev, supported or at least acquiesced in efforts to promote
mergers. The most prominent new merger form is the socialist concern
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(kontsern).fl The initial wave of concerns began in May 1988 when 33
Leningrad enterprises and other organizations withdrew from their
respective ministries to form two interbranch state associations (MGOs),
Energomash and Tekhnokhim (Sotsialisticheskaya indusriya, May 31, 1988,
p. 2). A third MGO based in Moscow, Kvantemp, was founded shortly
thereafter (Romanyuk, 1989, p. 10; Gudilin, 1989, pp. 14-15). Over a
year later, in the summer and fall of 1989, the liquidation and consolida-
tion of a number of ministries led to a second wave of concerns merging
enterprises from the same industrial branch. Prominent examples are the
gas concern, Gazprom, and the nonferrous metals concern, Noril'sk
Nickel.

In theory, the socialist concern is designed to increase the indepen-
dence of its constituent enterprises by freeing them from subordination
to their respective branch ministries. To this end, component enterprises
join the concern voluntarily, and they remain legally and economically
independent units operating on the basis of full economic accountability
and self-financing. The economist Boris Mil'ner (1990b, p. 6), a promi-
nent proponent of concerns, has claimed that approximately one-third of
the functions previously performed at the ministry level have been
completely eliminated, while others have been delegated to the member
enterprises. Most of the functions that remain centralized are purport-
edly provided on a contractual basis as a service to member enterprises.

Critics charge, however, that concerns differ little from ministries.
Two shortcomings of concerns are emphasized. First, the central ad-
ministrative apparatus of the concern takes over many of the former
functions of the ministry, leaving component enterprises with little or no
more autonomy than before (Levchuk, 1989, p. 12). The Moscow MGO
Kvantemp, for example, created a specialized firm to manage the alloca-
tion of supplies to its enterprises (zvestiya, October 22, 1989, p. 2). The
pressure for centralization of functions comes from Gosplan and Goss-
nab, which prefer to treat concerns as they would a ministry rather than
dealing with member enterprises individually (Mil'ner, 1990c, p. 6; Solsia-
listicheskaya industriya, September 3, 1989, p. 2).23

Second, by merging enterprises engaged in similar lines of production,
the concerns perpetuate, if not exacerbate, the monopolization of indus-
try. Since the first concerns combined enterprises from different
branches, their impact on horizontal concentration is uncertain. MGOs
can be integrated vertically as well as horizontally. Energomash, for
example, has a vertically integrated structure designed to unify succes-
sive stages in the manufacture of equipment for electric power. Soviet

"Another merger form, the stale production association (GPO). enjoyed an abbreviated existence in the
early stages of perrstroyka. See Aslund (1989, pp. 118-119) for an account of the rise and subsequent
demise of the GPOs.
"For example, Energomash and Tekhnokhim encountered opposition from Gossnab when they tried to
avoid centralizing the distributionof supplies by having Gossnab distribute supplies to their enterprises
directly through its territorial supply organs (Levchuk. 1989, p. 12).
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sources report, however, that the first MGOs or their member enter-
prises are the country's only producers of a range of products, and that
their formation increased the degree of monopolization of certain pro-
ducts (Amurzhuyev and Tsapelik, 1989, p. 7; Levchuk, 1989, pp. 12-13;
Soisialisticheskaya industriya, May 31, 1988, p. 2).

The two drawbacks are more obvious in the case of concerns formed by
merging enterprises from a single branch. The reorganization of the
former Ministry of Building Materials is a blatant example. After the
ministry was liquidated, seven socialist concerns were formed from 250
of its former subordinate enterprises (zvestiya, October 10, 1989, p. 1).
The seven concerns combine enterprises producing the same building
materials, such as cement, asbestos, and glass.24 The administrative
structure and functions of the former ministry were resurrected under a
new guise, the "association" (assotsiatsiya) of the building materials indus-
try, which was established to represent the interests of the concerns with
the Council of Ministers and various central administrative agencies
(Sotsialisticheskaya industriya, August 9, 1989, p. 1). The association is pro-
jected to wither away as wholesale trade develops and contractual rela-
tions are established between the concerns and construction organiza-
tions.

The enterprises of the former Ministry of the Gas Industry (Mingaz-
prom) were absorbed into a single state gas concern, Gazprom (Sotsialisti-
cheskaya industriya, August 13, 1989, p. 1). The reorganization preserved
the centralized management of the gas industry and the limited decision-
making autonomy and financial independence of component enterprises.
Similarly, the USSR Council of Ministers allowed five enterprises to
withdraw from the Ministry of Metallurgy to form the nonferrous
metals concern, Noril'sk Nickel (lzvestiya, November 12, 1989, p. 2). The
decision was criticized for creating an absolute monopoly and the world's
largest supplier of nickel (Gnidenko, 1989, p. 4).

Another of the new merger forms that has emerged under perestroyka is
the consortium (konsortsium). Primary among these are the 23 interbranch
scientific-technical complexes (MNTKs) established to accelerate the
development of key technologies (Mil'ner, 1990c, p. 6). The MNTKs
combine scientific research institutes, design bureaus, experimental pro-
duction facilities, and pilot plants from different industrial branches in an
ef fort to overcome departmental barriers to technological progress. Like
the concerns and MGOs, the formation of MNTKs has the potential to
create monopolies. In practice, however, the effectiveness of the MNTKs
has been frustrated by the departmental barriers they were designed to
overcome. The member enterprises remain subordinate to their respec-
tive ministries, and are dependent on the ministries for supplies of
materials and equipment, financing, and other resources. By many ac-

"The cement concern absorbed all cement enterprises, and the asbestos concern likewise merged all the
asbestos combines in the country (Yasin ind Tsapelik, 1990, p. 36; Sotsidischeskaya indusriye, August 18,
1989, p. 1):
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counts, departmental barriers have been preserved, and branch priorities
and tasks continue to take precedence over the goals of the MNTKs
(Soisialisticheskaya industriya, July 31, 1987, p. 2, December 30, 1988, p. 1,
February 28, 1989, p. 1). As a result, the MNTKs may have a negligible
impact on monopoly as well as on technical progress.

By the end of 1990, there were more than 120 concerns, about 50
MGOs, 1,420 associations (assotsiatsii), and 102 consortia (Ekonomika,
1991, p. 9). Such mergers are likely to continue in spite of controls aimed
at preventing anticompetitive mergers. The August 1990 antimonopoly
decree stipulates that mergers should not lead to the formation of associ-
ations with a dominant market position, and it charges the Antimonopoly
Committee with conducting an investigation of existing concerns,
MGOs, and associations with the aim of unmasking latent forms of
monopoly (0 merakh po demonopolizatsii, 1990, p. 2). The force of these
provisions is diluted, however, by conflicting measures. The decree itself
expressly endorses the new merger forms as a method of breaking the
monopoly of the branch ministries. There also is a potential conflict with
the merger provisions of the new 1990 law on enterprises. The law
expressly permits enterprises to join together into concerns, associa-
tions, and other merger forms for the purpose of coordinating their
activities (0 predpriyatiyakh, 1990, p. 19).

The Gossnab draft law aims to build flexibility into Soviet merger
policy by establishing a "rule of reason." The draft empowers the Anti-
monopoly Committee to prohibit mergers and other organizational
changes that could restrict competition or create a dominant market
position. Exemptions are allowed, however, where the merger would
contribute substantially to savings in production or distribution costs, a
decrease in unprofitable production, technological progress, an expan-
sion in exports, or the "optimization" of purchasing on foreign markets
(0 razvitii, 1990, pp. 37-38). In effect, the Antimonopoly Committee
would be required to weigh the social benefits and costs of mergers in
deciding whether to allow mergers to go through.

Under ideal circumstances, the flexibility of a rule of reason can result
in an optimal merger policy. Economic analysis suggests that even mod-
est savings in unit costs can rapidly outweigh the deadweight losses
resulting from monopoly pricing (Williamson, 1968). To judge from West
European experience, however, the likely result of a rule of reason in
Soviet practice is a lax policy on mergers. Brezhnev's associations were
rationalized as a means of reducing costs and promoting technical pro-
gress, but these benefits never materialized. A rule of reason would
simply perpetuate the merger policy of the past.

Entry of Firms

An alternative to breaking up incumbent firms as a means of reducing
industrial concentration is promoting the entry of new firms. According
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to the theory of contestable markets, barriers to entry often arise from
efforts to regulate markets, since regulatory agencies are inclined to
create artificial impediments to entry (Bailey and Baumol, 1984, p. Ill).
The implication for policy is that competition often can be promoted by
removing existing restrictions on entry.

Gorbachev's reforms have included measures that had the purpose and
effect of promoting entry. Primary among these was the revival of the
cooperatives, which had been largely dormant since the 1920s5 Soviet
policy on cooperatives had as one of its key objectives the promotion of
competition on consumer goods markets both among the cooperatives
and between the cooperatives and state enterprises. The 1988 law on
cooperation (0 kooperaisii, 1988, p. 22) exhorted cooperatives to compete
with state enterprises for state orders by striving to raise the quality of
their products and to reduce their costs and prices. After the law was
adopted, the cooperative movement mushroomed. There were 14,100
cooperatives at the beginning of 1988 (Jones and Moskoff, 1989, p. 29).
By the end of 1990, the number of working cooperatives had grown to
260,000, and they employed over 6 million people (Ekonomika, 1991,
p. 9).

Despite rapid growth in the number of cooperatives, the development
of competition has been frustrated by two major factors. The most
important is the progressive destabilization of the economy, especially in
the consumer goods market. The growth of money incomes accelerated,
while most retail and wholesale prices remained controlled. The resulting
excess demand ensured that the prices charged by cooperatives were
much higher than the prices of comparable goods in the state sector, and
all but eliminated competitive pressure to raise the quality of their goods
and services 26 The combination of fixed state retail prices and mounting
inflationary pressure also created countless opportunities for coopera-
tives to profit from speculation. The perception that cooperative mem-
bers and employees earn relatively high incomes largely as a result of
speculative activity fueled public resentment and hostility toward the
cooperatives.

The second factor is the existence of barriers to entry and other
restrictions on cooperative activity. By past Soviet standards, the original
1988 law on cooperation was remarkably free of formal legal restrictions
on the formation of cooperatives, the fields of activity open to them, their
size and ability to hire labor and set prices. Cooperatives were allowed to
engage in any field of activity not proscribed by law. Although the
original law required cooperatives to register with the local authorities, it

:sThe discussion of cooperatives draws generally on the excellent survey on cooperatives by Jones and
MoskofF (1989).

2One poll of public opinion found that only one-third of the persons who patronize cooperatives
considered the quality of their goods and services to be higher than that of analogous ones sold in state
stores, 45 percent did not notice a difference, while the remaining 21 percent considered quality to be
even worse in the cooperative sector (Golovachev, 1990, p. 12).
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stipulated that the formation of cooperatives was not conditional on the
permission of government agencies. Despite this safeguard, local officials
obstructed the registration of cooperatives from the outset (Jones and
Moskoff, 1989, pp. 30-31). Reports also abound of cooperatives being
arbitrarily closed down by local officials, and of bureaucratic interference
to prevent cooperatives from competing with state enterprises. 2 7 Entry
into the cooperative sector has also been impeded by the great difficulty
of obtaining access to operating premises, credit, and supplies of ma-
terials and equipment, the bulk of which have remained subject to cen-
tralized rationing. The lack of access to the official supply system forced
cooperatives to rely on the black market, adding to their unsavory repu-
tation with the public.

Compounding the above obstacles, subsequent additions and amend-
ments to the original law on cooperation have been largely retrogressive.
Under the amended law, cooperatives are prohibited from engaging in a
range of activities, including certain types of medical treatment and also
middleman activity (Ekonomicheskaya gazeta, No. 1, January 1989, p. 4;
lzvestiya, October 21, 1989, p. 1). The most recent amendments, adopted
in June 1990 and effective from October 1, 1990, authorize federal and
republic legislatures to license cooperatives for the right to engage in
certain activities (lztesliya, June 24, 1990, p. 2). The June 1990 amend-
ments also empower local officials to approve the formation of coopera-
tives, rather than merely registering them, thus legitimizing the obstruc-
tionism that had already been taking place (lzvesliya, April 9, 1990, p. 1).
Earlier revisions tightened control over cooperative pricing by granting
local officials greater authority to impose ceilings on the prices charged
by cooperatives (lzvesliya, October 21, 1989, p. 1). Finally, the govern-
ment's policy on taxation of cooperatives discouraged their development
by allowing republics and local authorities to use their taxing authority to
squeeze the cooperatives (Jones and Moskoff, 1989, pp. 36-37; The New
York Times, March 2, 1990, pp. 1, 8).

In contrast with the original law on cooperation, the 1986 law on
"individual labor activity" provided for only a modest relaxation of tradi-
tional restrictions on private enterprise (The Law, 1986, pp. 6-8). Oppor-
tunities were restricted to the range of activities listed in the law, and the
permission of local authorities was required to open up a private business
in permissible fields of activity. The law left intact the traditional prohibi-
tion on employing hired labor, and full-time participation was restricted
to housewives, disabled persons, pensioners, and students. The new
property law adopted in March 1990 paved the way for private owner-
ship of small-scale factories and other small businesses by allowing

"To cite one example, when the cooperative Orion underbid a state enterprise on an order to supply
clothing labels to the association Trikotazh, the state enterprise complained to local state and Party
authorities- Significantly, the state enterprise was forced to lower its price to Orion's bid, and Orion
retained about 25 percent of the order. The members of Orion claimed that they could have offered an
even lower price, but refrained for fear of being put out of business (Kozlov, 1989, pp. 18-19).
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Soviet citizens to own means of production in order to conduct "individ-

ual and other economic activity" (0 sobstvennosti, 1990, p. 14). Details

were left to be hammered out in future legislation. After a long delay, the

decree, "On Measures for Creating and Developing Small Enterprises,"

was adopted by the USSR Council of Ministers on August 8, 1990 (0

merakh po sozdaniyu, 1990, p. 4).
The decree on small enterprises allows the independent founding of

small enterprises by citizens, family members, and other individuals.

- Judged against the benchmark of the law on individual labor activity, the

decree liberalizes Soviet policy on the private sector in several ways.

First, it relaxes the traditional prohibition on employing hired labor by

imposing ceilings on the number of workers private firms can hire. The

maximum employment size is differentiated by sector: 200 in industry

and construction, 100 in science and scientific services, 50 in other

branches of production, 25 in the nonproductive sphere, and 15 in retail

trade. The ceilings are liberal, but nonetheless arbitrary.2 8 Second, the

decree expands the fields of activity open to private businesses. It allows

small enterprises of any ownership form to be created in all branches of

the economy, and to conduct all forms of activity not prohibited by

federal or republican legislation. Like the cooperatives, however, private

businesses must obtain licenses to conduct activities subject to licensing.

Third, the permission of local authorities is no longer required to start a

private business, though private businesses are required to register with

local authorities. Applications for registration of small businesses must

be processed within two weeks, as opposed to the 30-day period for

cooperatives. Although the decree does not empower local officials to

approve the creation of small businesses as does the amended law on

cooperatives, neither does it place precise limits on their ability to deny

registration. Denial of registration on the ground of "inexpediency" is

not allowed, but the same is true of the amended cooperative law. Com-

plaints already have surfaced of local officials obstructing the registra-

tion of small private businesses.29

Independent private businesses, like cooperatives, are evidently denied

access to the central distribution of supplies (Izvestiya, August 9, 1990, p.

1). The decree merely admonishes Gossnab, other government agencies,

and enterprises to ensure the sale of materials and equipment to small

enterprises through "commercial centers" and small wholesale bases.

There are, however, tax concessions aimed at stimulating the develop-

ment of a small-business sector. The law on enterprise taxation, effective

January 1, 1991, establishes special tax breaks and incentives for small

'8A loophole in the decree empowers republics to set comparable limits on the size of small enterprises in

terms of their sales volume, and also to set lower ceilings on employment than those fixed in the decree.

An earlier draft would have limited the number of workers private firmscould hire to 10 (csihya. April

1, 1990, p. IV
"See the letter from A. Lysenkov. (Ekanomiks i zAizn. No. 51, December 1990, p. 7 of supplement).
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enterprises (0 nalogakh, 1990, p. 12).30 Also, in an apparent effort to
"jump-start" the small-business sector, the decree totally exempted
newly created small enterprises from taxes on profits until the start of
1991. Significantly, cooperatives were excluded from the exemption.

In addition to establishing a legal basis for the development of a private
small-business sector, the decree on small enterprises extends an earlier
pair of measures aimed at promoting the formation of a sector of small
state enterprises. Under a decree on the organization of the activity of
small enterprises adopted in June 1989, large state enterprises and asso-
ciations were allowed to create small subsidiary enterprises from indi-
vidual shops, subdivisions, and other separable production units (Sotsialis-
ticheskaya industriya, September 29, 1989, p. 2; Aleksandrov and Matveyev,
1990, p. 16). Local government organs and social organizations also were
allowed to found small enterprises. In addition, under a set of amend-
ments to the original law on the state enterprise adopted in August 1959,
structural units and autonomous enterprises belonging to an association
were granted the right, by a decision of their labor collectives, to with-
draw from the association, provided that they observe the "contractual
procedure" and other obligations established during the association's
formation (zvestiya, August 11, 1989, p. 1).

The small-enterprise reform grew out of an experiment conducted
since 1987 in Estonia at enterprises engaged primarily in light industry
and construction. The small state enterprise has been characterized as a
"symbiosis" of a state enterprise and a cooperative (izvestiya, January 2,
1990, p. 2). The small enterprise is subordinate to its founder and enjoys
the privileges of state enterprises, notably access to centrally distributed
supplies. Like a cooperative, however, the small enterprise is not subject
to compulsory plan assignments, and is supposed to enjoy greater free-
dom to set prices and wages and greater financial independence than a
state enterprise, while being subject to greater financial discipline.
According to supporters, small state enterprises are more compatible
with the existing economic mechanism than the cooperatives have been
(zvestiya, July 23, 1990, p. 2).

The aim of the small-enterprise reform is to reverse the Stalinist legacy
of gigantomania. The Soviet press now extols small firms for their
innovativeness, flexibility, responsiveness to consumers, and other puta-
tive economic virtues (Izvesliya, January 22, 1990, p. 1; Mil'ner, 1990a, p.
5). The inspiration for this shift in policy comes from the small business
sector in capitalist countries, especially the United States, Italy, and
Japan. The Soviets point to success stories like California's Silicon Valley
and Apple Computer, and they want to transplant this experience to the

"The concessions include: (1) tax allowances on profits channeled into capital improvement, the
introduction of new technology, and training; (2) a two-year tax holiday for new small enterprises
engaged in prescribed activities, including food processing, consumer goods production, construction,
and innova tion; and (3) tax deductions of-75 percent in the first year of operation and 50 percent in the
second year for new small enterprises in other lines of activity
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Soviet economy (Yakutin, 1990, p. 12). Small enterprises also are seen as

a way of combating monopoly.
Initial reports on the reform were upbeat (Jzvestiya, January 2, 1990, p.

2). The Estonian experiment was touted as a successf ul demonstration of

the efficiency of small state enterprises and their ability to promote

demonopolization (Sotsialistichrskaya industriya, September 29, 1989 p.2)

Subsequent reports complained of slow growth in the number of small

enterprises and of delays and red tape in registering small enterprises

with local authorities Jzvesliya, July 23, 1990, p. 2). Attempts by enter-

prises and especially structural subdivisions to exercise their new right to

withdraw from associations were impeded by the obstructionism of

ministries and association directors, partly out of fear that the most

profitable sub-units will withdraw, leaving only loss-making operations

(Kornev, 1990, p. 10; Gnidenko and Ul'yanov, 1990, p. 12).

Building on the two 1989 measures, the decree on small enterprises

provides for the creation of spin-offs from incumbent state enterprises in

two ways: at the initiative of a state enterprise or other government

agency or as a result of the separation of one or more structural units or

subdivisions from an existing enterprise at the initiative of the unit's

work collective. As before, separation of a sub-unit is conditional on the

consent of the "owner" of the enterprise's assets, or an authorized

representative, and also on the fulfillment of contractual obligations

already accepted by the parent enterprise. The decree designates the

parent enterprise from which the small enterprise separates as its

founder. Directors of large enterprises and associations can, and report-

edly do, exploit these conditions to retain partial control over units that

are converted into small enterprises (Ul'yanov, 1990, p. 9; Berg, 1991, p.

9). Unlike independently founded small businesses, small enterprises

created from subdivisions of existing enterprises are entitled to have

access to allocations of centrally distributed materials through the

founder. On the other hand, they are excluded from the tax concessions

instituted for newly created small enterprises (0 nalogakh, 1990, p. 12).

Subsequent measures aimed at stabilizing the economy may well

undercut the impact of the decree in encouraging small business. The

withdrawal of 50 and 100 ruble notes from circulation, and the decree

authorizing the KGB to search the premises of businesses and inspect

their records in order to combat "economic sabotage," are bound to

undermine the confidence of would-be entrepreneurs (Schroeder, 1991,

p. 8). Tax breaks will not persuade Soviet citizens to start new businesses

if they are unable to accumulate wealth without fear of punishment.

In sum, Soviet policy on small business has been marked by glaring

contradictions: on the one hand, the government institutes tax conces-

sions and other incentives to encourage the development of small busi-

ness and entrepreneurship, while on the other it imposes arbitrary re-

strictiorn that inhibit their development. The effort to promote the

creation of small state enterprises is a futile attempt to simulate the
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private small-business sector in the West. The thinking behind the decree
on small enterprises was illustrated by an April 1990 interview with V.
Vologzhin, then the chair of the USSR Supreme Soviet Committee for
Economic Reform Questions. Having recently returned from a trip to
study small business in the United States, Vologzhin described the dis-
may of the Soviet delegation when they realized how far the Soviet
Union lags behind. According to Vologzhin, they asked themselves the
question, "what is it that drives them?," and came to the conclusion:
powerful government support (zvestiya, April 1, 1990, p. 2).

Foreign Trade Reforms

Under the traditional foreign trade system, the state monopoly on
foreign trade protected domestic producers from foreign competition.
Despite reforms that have progressively delegated the right to conduct
foreign trade transactions to enterprises and allowed them to participate
in limited foreign currency auctions, domestic enterprises are still pro-
tected from import competition by a combination of import licensing and
foreign exchange controls. Support for the idea of exposing domestic
enterprises to foreign competition has been slow to develop (Hewett,
1989, p. 51). On paper, the antimonopoly decree adopted in August 1990
is a breakthrough. The decree exhorts central administrative agencies
and governments at the federal, republic, and local levels to activate the
use of foreign trade as a mechanism for stimulating competition on the
domestic market (0 merakh po demonopolizatsii, 1990, p. 3). To this end,
it specifically recommends a strategy of targeting imports at raising
competition in highly monopolized domestic markets. Like the provisions
on competition among domestic producers, however, those on foreign
competition have yet to be implemented.

Joint ventures were initially seen as a way to transfer Western tech-
nology, know-how, and quality control to the Soviet economy and thus
expose other domestic enterprises to competition from products meeting
world-class quality standards. But the growth of joint ventures is con-
strained by .the inconvertibility of the ruble, combined with the great
difficulty of obtaining access to reliable domestic sources of supply. The
number of joint ventures is too small to have an appreciable impact on
competition, and the vast majority of registered joint ventures have
located in the service sector, as opposed to manufacturing (Vanous, 1990,
p. 12).3 It is conceivable that quality control by the Western partner can
assure that world standards are met on the venture's internal production
line, but the quality of the final product also depends on the quality of
incoming materials. In a sellers' market, it is difficult to get suppliers to

M'Abotu 3,000 joint ventures had been created by the end of 1990. However, only 42 percent of the total
numberof registered joint ventures actually carry out production activity or provide services (Ekonom-ika, 1991, p, 9).
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meet customer specifications.3 According to one Soviet source, the
goods produced by most joint ventures do not match the quality of
foreign products (Rodina, 1990, p. 100). Excess demand also negates the
effect of competition from joint ventures, since domestic enterprises
have little difficulty selling what they produce on the domestic market
regardless of quality. Further, because state enterprises can still gener-
ally expect to be protected from financial failure, loss of business to joint
ventures would not necessarily induce them to improve the quality of
their products. Joint ventures can make an appreciable difference in
promoting competition only if the rest of the economy is liberalized.

THE ROLE OF ANTITRUST POLICY
IN THE TRANSITION

Drawbacks of Antimonopoly Regulation

Economic theories of regulation suggest that regulation of pricing and
other aspects of market conduct has inherent drawbacks as a means of
inducing firms to behave efficiently. Asymmetric information is the root
of the problem. The firm's managers are better informed than the regula-
tor about cost conditions, and the regulator can monitor the firm's
behavior only imperfectly. Price regulation under asymmetric informa-
tion leads to imperfect incentives and consequently to inefficient out-
comes (Vickers and Yarrow, 1988, pp. 92-101).

Despite the drawbacks, regulation to prevent "abusive conduct" by
dominant firms is a standard antitrust remedy in Western Europe. This
prompts the question: if capitalist countries use regulation to control
monopoly conduct, what is wrong if the Soviet Union emulates this
policy?

The West European approach is inappropriate for the Soviet economy
for several reasons. First, the standard economic justification for West
European antitrust policy generally does not apply to the Soviet Union.
The regulatory solution may have some justification in smaller capitalist
economies as a means of exploiting technological economies of scale.
Most other capitalist countries have smaller domestic markets than the
United States, and higher concentration levels may be required fully to
exploit technological economies of scale. Historically, plant sizes abroad
have tended to be much smaller on average, and the incidence of sub-
optimal scale plants higher, than in the United States. In contrast, Soviet
enterprises are already much larger on average than firms in the United
States or other advanced capitalist economies. As emphasized earlier,
enterprise size in the Soviet economy has been artificially inflated by
2

Andrew Rafalat, the executive who opened the two Pizza Hut restaurants in Moscow, reports that
Soviet meat suppliers are "incredulous" when he asks them to meet his specifications: "They say,'We're
giving you a scarce product. We're doing you a favor'" (The New York Time, March 17, 1991, p. 2 of
business section).
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gigantomania, the suppression of private enterprise, and by the systemic
bias toward large enterprises arising from the high cost of coordinating
the economy from the center. To the extent that Soviet enterprises owe
their large size to such artificial forces, rather than to technological
economies of scale and market size, the efficiency justification for regu-
lating dominant firms does not apply to the Soviet economy.

Second, the Soviet economy is far more concentrated than the capital-
ist economies of Western Europe; and Soviet enterprises, unlike firms in
Western Europe, are not only completely sheltered from foreign com-
petition, but they also operate in a sellers'market. As a result, the domain
of price controls and other antimonopoly restrictions, and consequently
their attendant drawbacks, would be much greater in the Soviet economy
than in the West European economies.3 3 Further, the inherent draw-
backs of antimonopoly regulation are likely to be compounded by the
incompetence of the existing Soviet bureaucracy34

Finally, whereas the West European countries already have function-
ing market economies, the Soviet Union has yet to make the transition
from central planning to a market economy. Extensive price controls will
impede the development of markets and competition. In this regard, the
most compelling argument against price controls comes from Lipton and
Sachs (1990, p. 101), who point out that a transitory period of monopoly
prices can promote competition by attracting entry into the private
sector. If monopolies are subject to price controls, the proper price signals
will be absent. Use of regulation to prevent monopolies from charging
excessive prices not only fails to create competition, but may actually
prevent competition from developing and thus perpetuate the structural
conditions that give rise to monopoly power.

Trustbusting and Demonopolization
of the State Sector

In theory, the structural remedy is more effective than regulation in
promoting competition because it eliminates the incentive for anti-
competitive behavior, barring collusion among the units (Vickers and
Yarrow, 1988, p. 238). The breakup of large state enterprises into smaller
units is widely viewed as a promising method of introducing competition
into socialist economies of the Soviet type. According to one common
variant of this view, large state enterprises should be broken up, and then
privatized, before prices are decontrolled in order to create a "critical
mass" of competition that will induce enterprises to exercise their

"This may partly explain Leonid Abalkin's puzzling assertion, in April 1990, that even more bureaucratswould be needed to oversee a regulated market economy than were used to run the old system of centralplanning (The Nerw York Times, April 10, 1990, p. 1).
"As Lipton and Sachs (1990, p. 88) put it, "it is naive to think of the existing bureaucracy as equipped,professionally or temperamentally, to implement sophisticated policies based on Western-style theoriesof the welfare economics of the 'second best'."



MONOPOLY AND TRANSITION TO THE MARKET 165

decision-making freedom efficiently (The Economist, April 28, 1990, special
survey, pp. 21-22). Nikolay Petrakov has advocated a similar strategy. 3

Introducing competition prior to the freeing of prices is without ques-
tion a desirable strategy. Whether the strategy is practicable, however, is
dubious. Implicit in the proposed strategy is the premise that breaking up
state enterprises can introduce competition into the Soviet economy
without difficulty.

The antitrust experience of capitalist economies does not support that
premise. As the earlier comparison of U.S. and West European policy
toward dominant firms suggests, the structural remedy of breaking up
incumbent firms is rarely used in capitalism. That in itself may be an
indication that breaking up firms is not easy to do. The little experience
there is with the structural remedy is not encouraging. In Japan, large
industrial conglomerates (zaibatsu) were broken up by occupying forces
after World War II, but they were restored in the form of the modern
keiretsu, which now play a key role in protecting Japan's domestic market
from foreign competition. Even in the United States, the one capitalist
economy with a tradition of breaking up dominant firms, the impact of
structural remedies in reducing concentration has been modest (Scherer
and Ross, 1990, p. 480).

Analogies with capitalist experience can be misleading. Consider the
British privatization program. After an initial wave of privatization in
competitive industries, the program was extended to industries long
regarded as natural monopolies, in which introducing competition by
breaking up incumbent firms is impractical. That is not the problem in
the Soviet economy, since the domain of monopolies and near-monopo-
lies encompasses industries capable of operating under competitive con-
ditions. More generally, the previous section suggested that the possible
loss of scale economies made the structural remedy difficult to apply in
many capitalist countries, whereas the artificially inflated size structure
of Soviet enterprises does not present the same difficulty.

Nevertheless, introducing competition into the Soviet economy by
breaking up state enterprises is bound to be difficult. In part, this is
because industrial concentration is so high to begin with. The sheer
number of enterprises that would have to be broken up in order to create
a competitive industrial structure is a formidable obstacle to success.

Compounding the immensity of the task is the indivisibility of many
industrial monopolies. Multiplant enterprises or production associations
formed from geographically dispersed enterprises are easily divided into
separate parts. As Petrakov has pointed out, however, heavy industry is
3 Petrakov asserted that"... the first thing to do before unrestricting prices is to create the right

conditions for competition, without which there can be no price freedom. One of the first measures to be
taken is therefore to denonopolize our economy, which is the most highly monopolized in the world
because, in addition to technological monopolies, there are organizational monopolies-the ministries
and very big enterprises, such as Intourist and Aeroflot which are well known abroad. However, to split
Aeroflot into several companies, for instance, all we need is the political will, It is very easy to break
organizational monopolies" (Le Monde, March 25, 1990, pp. 1, 41).
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densely populated with what he calls "technological monopolies," that is,
giant producers that are physically impossible to break up because they
comprise a single giant plant or an enterprise situated on a single site
(Rabochaya tribuna, April 24, 1990, p. 2)36

Further, the existing system of bureaucratic coordination is likely to
reject efforts to break up enterprises before the lifting of price controls.
As noted earlier, the high cost of coordinating the economy from the
center creates a systemic bias toward high concentration. As long as
central controls on production and supply remain in place, the systemic
bias toward high concentration will persist, and will tend to frustrate
efforts to reduce concentration. The continuation of mergers in the
initial stage of perestroyka is a manifestation of the link between central
planning and high industrial concentration.

Finally, there are formidable political obstacles to the breakup of
monopolies. The British experience with privatization is instructive on
this point. British Telecom (BT) was not broken up before it was pri-
vatized, even though long-distance service is no longer regarded as a
natural monopoly because of changing technology. One explanation is
that selling BT with its monopoly intact raised its sales value and allowed
the government to accomplish its major objectives of rapid privatization
(which requires that shares be underpriced) and maximizing the proceeds
from the sale (Vickers and Yarrow, 1988, pp. 235-236). Thus, privatiza-
tion benefited shareholders and taxpayers at the expense of consumers.
In addition, the contrast between the treatment of BT and the breakup of
AT&T by U.S. antitrust authorities suggests that the lack of a national
precedent or tradition for breaking up monopolies also weighed into the
decision.

If politics and national tradition are important in shaping antitrust
policy, that does not bode well for Soviet policy on trustbusting. Tradi-
tional Soviet attitudes and views on firm size and concentration are much
closer to the West European antitrust tradition than to the procompeti-
tive stance of U.S. antitrust policy. Notwithstanding the new rhetoric on
the advantages of small firms, the view that large size promotes effi-
ciency is still dominant and influential.

The sobering reality is that there is no historical precedent for the kind
of far-reaching demonopolization that would be required to make the
structure of the state sector competitive. Trustbusting has made an
important difference in certain sectors and industries of the U.S. econ-
omy, but the United States is an outlier in its structural policy even

"Petrakov f urther observed that "the second type of monopolism is technological. This is our notoriousSigantomania. We always thought that a large plant is bound to be better than a medium or small one. Weartificially propagated monopolists. An industrialgiant that has already been built is impossible to breakup into parts. This means that it will long remain a technological monopoly.... For tunately, there are notso ma ny of them in the light and food industries. Here it is easier to orga nize competition. But if you aretalking about heavy industry, it is chock-full of such monsters-monopoly producers. And to speakabout some kind of competition here is impossible. We will have to introduce price controls andantimonopoly legislation" (Rabochaya Iribwna, April 24, 1990, p. 2).
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among other advanced capitalist economies. Although the breakup of
large enterprises into smaller units may be able to produce some reduc-
tion in industrial concentration and could make an important difference
in certain economic sectors, it is hard to believe that this policy could
create a "critical mass" of competition in the Soviet economy, especially
prior to the creation of a market. Indeed, in light of the obstacles to
demonopolization noted above, postponing the liberalization of prices
until after the state sector is demonopolized is likely to delay the creation
of a market indefinitely.

Entry and the Expansion of the Private Sector
Given that no capitalist country except for the United States relies on

the breakup of dominant firms to promote competition, and indeed that
industrial policy outside the United States historically has tended to
tolerate, and even actively support, monopolies, mergers, and cartels,
what accounts for the development and survival of competition in capi-
talism? The answer lies in systemic features that advanced capitalist
countries share in common. Primary among these is a sizeable private
sector with large numbers of small- and medium-sized firms, in which
entry and exit of firms is relatively free of state interference. As noted
above, monopoly profits act as a signal to attract entry of new firms into
the private sector, thereby promoting demonopolization. The lesson
from capitalist experience is that the expansion of the private sector as a
result of the entry of new firms may ultimately prove more effective than
the restructuring of state enterprises as a method of promoting competi-
tion in the Soviet economy.

Support for this view comes from the strategy for the transition to a
market economy proposed by Janos Kornai (1990, p. 36), based on the
example of Hungary. Kornai focuses his analysis more on ownership
than competition, and argues that the grass-roots development of inde-
pendently founded private businesses is more important in creating a
private sector than the privatization of state enterprises. As evidence of
the vitality of the private sector, Kornai points to the way the Hungarian
private sector, unlike the state sector, spreads spontaneously, without
directives issued from above, and in spite of a multitude of arbitrary
government restrictions, the hostility of the surrounding climate, and a
historical legacy of suppression. Kornai stresses that people do not have
to be coerced to enter the private sector. The mere removal and relaxa-
tion of state restrictions on private activity is sufficient to encourage its
development.

Conventional wisdom holds that the Russian cultural tradition is hos-
tile to private enterprise, or that seven decades of socialism have extin-
guished the entrepreneurial drive. Nevertheless, just like the private
sector in Hungary and Poland, the Soviet cooperative movement has
mushroomed, despite restrictive government policies and a hostile social
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climate, With all their shortcomings, the cooperatives remain the only
bright spot in Gorbachev's economic reforms to date.

The revival of the cooperatives had little if any influence in promoting
competition, despite rapid growth in their numbers. That failure is
attributable to the halfway nature of reforms in the rest of the economy,
which loosened control over financial flows without creating markets.
The resulting excess demand extinguished competitive pressure and
made it difficult for cooperatives to obtain inputs. To promote competi-
tion, the lifting of restrictions on the private sector must be combined
with effective macroeconomic stabilization measures and the decontrol
of prices. The stabilization package should include the elimination of
most subsidies and the tightening of credit to state enterprises, so that
state enterprises face a real threat of financial failure if private firms
enter and take away their business.

Additional measures may be necessary to ensure that small private
businesses have access to the credit they need to get started. In Poland,
rapid stabilization and liberalization were successfully carried out, but
the amount of credit given to the private sector by the banking system is
disturbingly low (Lipton and Sachs, 1990, p. 131). Western aid could play
a useful role in encouraging the private sector by providing entrepre-
neurs with start-up capital.

The above considerations further undermine the proposition that
demonopolization of the state sector is a prerequisite for the liberaliza-
tion of prices. Postponing the transition to the market until after the
breakup of state enterprises would actually inhibit competition by imped-
ing the development of the private sector. Encouraging the expansion of
the private sector is by no means an easy way of introducing competition
into the Soviet economy, but it seems to me a far more promising
approach than trying to restructure and deconcentrate the state sector.

Implications for the Role of Import Competition
Some analysts have suggested that import competition is not an essen-

tial method of promoting competition in the Soviet economy in particular
or in reforming socialist economies in general. Two versions of this
argument will be considered here. One rests on the difference in size
between the Soviet economy and the economies of Eastern Europe.
According to this view, whereas import competition is essential to the
success of reforms in the East European countries because of their small
size, the Soviet economy is sufficiently large and diverse to reform
successfully without first opening up to foreign trade (Hewett, 1990, p.
79). The alternative version is based on the infant-industry argument for
protecting domestic industries from foreign competition, particularly as
exemplified by the postwar experience of Japan (Whitesell, 1990, pp. 2-3).
According to this view, since all sectors of both the Soviet economy and
the East European economies have an absolute disadvantage relative to
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world standards, the entire economy should initially be protected from
foreign competition with a deliberately undervalued exchange rate to
make imports artificially expensive and a ban on almost all direct foreign
investment. A necessary complement to this protectionist trade policy is
a strong antitrust policy to promote competition in the domestic
economy.

This author is sympathetic to the concern that a sizeable share of the
state sector would not long survive competition from foreign producers.
it ma y be unrealistic to suppose, however, that competition can be stimu-
lated rapidly without opening up the economy to imports. Even though
the Soviet economy is much larger than the individual East European
economies (and will remain so even if most of the non-Russian republics
secede), at present it is just as concentrated and monopolized as the
smaller East European economies, if not more so. In that sense, it is hard
to see why it will be any less difficult to promote domestic competition in
the Soviet Union than is the case in Poland, Hungary, or Czechoslovakia.

As for the infant-industry argument, postwar Japan may be a mislead-
ing role model for the Soviet Union. Japan's industrial structure was far
more conducive to domestic competition to begin with. Japanese industry
has a "dual structure," comprising a highly oligopolized sector of large
firms and a much larger sector of smaller firms. An international compar-
ison of the size structure of firms concluded that the size structure in
Japan is much smaller even than that in capitalist countries with a small-
type size structure (Ehrlich, 1985, pp. 275, 284). Even within the oligopol-
ized sector, despite a high propensity toward cartelization that has been
encouraged by industrial policy, large firms are prone to intense rivalry
and competition for market share (Yamamura, 1986). As a result, Japan
did not have to supplement its protectionist trade policy with a strong
antitrust policy to promote domestic competition.

The complement to Japan's protectionism was not a strong antitrust
policy, but rather an export-promotion strategy that pressured domestic
producers to compete on foreign markets. Critics justifiably charge that
the combination of protectionism and oligopolistic collusion gave Japa-
nese producers an unfair advantage over foreign rivals by allowing them
to charge high prices on the domestic market while offering low prices on
competitive foreign markets. Apart from protectionism, however, Ja-
pan's competitive edge derives from innovative manufacturing tech-
niques, such as just-in-time inventory control, which permit Japanese
producers to produce high-quality products at a low cost. Even allowing
for the fact that Japanese manufacturing once had a reputation for
producing shoddy products, it may be optimistic to suppose that the
Japanese strategy is transferable to the Soviet Union.

Both versions of the argument share the common premise that anti-
trust policy can promote domestic competition in reforming economies in
a rapid and effective manner. Contrary to this assumption, the consider-
ations outlined in the two previous sections suggest that domestic com-
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petition may well develop at a relatively slow pace in the early phase of
the transition to a market economy. In part, this follows from the conten-
tion that breaking up incumbent state enterprise is not likely to prove
very effective in promoting competition. In addition, although it was
argued that the expansion of small- and medium-sized firms in the
private sector will ultimately prove very effective in promoting competi-
tion, this process could take a long time. The implication is that import
competition, along with competition from joint ventures and wholly
foreign-owned companies, may be necessary to constrain the market
power of domestic enterprises in the interim.

Also implicit in both versions is the premise that antitrust policy is a
good substitute for import competition. The historical experience of
capitalist countries casts doubt on the validity of this assumption. Con-
sider, for example, the U.S. auto industry. U.S. automakers operate
under the most procompetitive antitrust policy in the world, but casual
observation suggests that competition from Japanese automakers has
been far more effective than antitrust policy in pressuring U.S. auto-
makers to cut costs and improve quality. Many other examples could be
cited. In capitalism, as in socialism, real market competition cannot be
simulated by artificial regulations.

If there is a role for antitrust policy in the transition from central
planning to a market economy, it is one of secondary importance. Macro-
economic stabilization, the liberalization of prices and private enterprise,
and the creation of a convertible ruble are far more promising methods of
promoting competition than either regulatory or structural antitrust
remedies. The Soviet government's current reform strategy calls for
demonopolization to precede the transition to the market. That sequence
looks good on paper, but in reality it is putting the cart before the horse.
In a recent critique of the notion that Western antitrust law is transfer-
able to the Soviet economy, the Soviet jurist R. Khalfina (1991, p, 14)
warned that an attempt to graft antitrust law onto the present system,
without solving the real organizational and legal problems of creating a
functioning market economy, can only divert attention from those prob-
lems and create an illusion of progress toward the market. It can only be
hoped that Khalfina's criticism foreshadows a reevaluation of the new
Soviet thinking on monopoly and the painfully slow transition strategy
the new thinking has been used to justify.

Afterword
As this study goes to press, the Supreme Soviet has just approved a

program for bringing the economy out of the crisis. The draft of the
program issued by TASS includes a mix of regulatory and structural
antitrust remedies (Moscow TASS International Service in Russian,
1445 GMT, April 9, 1991). After expressing the intention of completing
the staged transition to primarilyfree price formation by October 1, 1992,
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the draft calls for the introduction of a special mechanism for regulating
and limiting prices for output from monopoly producers. On the struc-
tural side, the draft calls for multiplying the number of producers both by
breaking up monopolies "where expedient" into smaller units, and by
measures aimed at promoting the expansion of cooperatives, family
businesses, and other non-state economic entities, and also small enter-
prises. Support for the development of competing firms is supposed to
come in part from the confiscation of "unlawfully obtained" profits from
monopoly producers. In common with earlier measures, the program is
based on the premise that a competitive industrial structure can be
created by bureaucratic fiat, rather than developing as a consequence of
market forces.
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PROPOSED POLICY FOR ELIGIBILITY IN THE FIFTH DIMENSION

1. The Executive Directors approved, on September 23, 1988, a set of
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provided by IDA donors under the regular replenishments. The second form of
commitment, also known as the "Fifth Dimension", was to supplement existing
adjustment credits to IDA-only countries with outstanding IBRD debt and
disbursed for the same purposes as the underlying credit.

2. Since September 1988, the only country with IBRD debt which has entered
into the "IDA-only" status is Nicaragua. The LAC region has raised the
possibility of moving Honduras out of the blend category and into IDA-only
status. This would permit Honduras to receive a substantial amount of Fifth
Dimension resources because of its sizeable IBRD debt. When the Fifth
Dimension was designed, the approach toward new entrants was not considered.
The purpose of this note, therefore, is to review the policy for eligibility
of annual allocation (Fifth Dimension) credits.

3. Background: When the use of IDA reflows was first discussed by the
Board, there were 17 countries in the IDA-only category with outstanding IBRD
debt. At the end of FY88, the outstanding IBRD debt of these countries stood
at $2.9 billion. The Fifth Dimension scheme was expected to cover 43% of the
interest payments on this debt. It was also seen to be self-limiting as the
bulk of the IBRD loans to those IDA-only countries was scheduled to be repaid
by the end of the 1990s. In fact, by FY99, the IBRD interest payment was
projected to be only $38 million. (Attachment 1 shows the original IBRD
interest projections).

4. During the FY89-91 period, IDA made supplementary credits under the
Fifth Dimension to 14 countries amounting to SDR 273 million. (Attachment 2
shows the details by country and fiscal year.) Because not all IDA-only
countries met the criteria for obtaining funding under the Fifth Dimension,
the scheme covered almost 60% of the IBRD interest payments of countries
eligible for the credits in FY89-90.2  Coverage increased to 95% in FY91
because of a substantial increase in the total Annual Allocation for that
year. For FY92, a total of SDR 118 million has been approved by the Board for
overall Annual Allocations. In FY90, Sri Lanka, which was already an IDA-only
country, put in place an adjustment program thereby making it eligible for

The Use of IDA Reflows, IDA/R88-106, dated September 16, 1988.

2 This supplementary allocation is extended only to countries that (a) are
current in their debt service payments to both IBRD and IDA; and (b)
have IDA-supported adjustments programs.
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Fifth Dimension credits in that year. Sri Lanka's eligibility was conditioned
on dropping the IBRD loans which were in the lending program at that time.

5. Proposed Policy Framework: The possible decision to make Honduras IDA-
only has raised the issue of how to treat new entrants into the Fifth
Dimension for which the Bank has recently approved or planned future IBRD
loans. Since the Fifth Dimension policy went into effect, Honduras has had
one IBRD loan (SAL II for $90 million, approved on September 17, 1990). To

avoid the appearance of having undertaken new IBRD obligations with a view
that part of these obligations could be refinanced under the Fifth Dimension,

we recommend adopting the following framework for establishing eligibility:

(a) First, limit the IBRD debts included in the scheme to those
approved by the Board prior to the adoption of the Fifth Dimension
policy (September 23, 1988). Thus, Fifth Dimension credits would
only cover interest on loans approved prior to this "cut-off"

date. This would have no effect on existing recipients.

(b) Second, supplementary credits under the Fifth Dimension would not
be made within [twelve) months of the most recent IBRD loan.

(c) Third, to be eligible, a country's lack of creditworthiness for
IBRD lending must be satisfactorily demonstrated. The Fifth
Dimension is intended for countries which remain IDA-only for an
extended period of time.

(d) Fourth, where a country is expected to become eligible in the
course of the fiscal year, it is the practice to make a contingent
allocation for that country. If the annual allocations have been
approved and no contingent allocation has been made, a newly
eligible country will have to wait until the following fiscal year

to commence receiving Fifth Dimension credits.

6. Application of the Proposed Policy: The allocation of funds for the

supplementary credits is a two-step procedure. The total allocation for the
fiscal year is approved by the Executive Directors at the beginning of the
year. Individual country level allocations are approved subsequently. They
depend upon the size of the total allocation and the number of eligible
claimants in that given year. The current practice is to allocate the total

funds to the eligible countries in proportion to the interest due on their

outstanding IBRD loans for that year.

7. For FY92, the approved total allocation is SDR 118 million. The

individual country allocations have not yet been determined. If Honduras

becomes an IDA-only country in FY92, it would be eligible to obtain a part of

the FY92 total Allocation with respect to interest payments due on its IBRD

loans made prior to September 23, 1988. To illustrate, if all eligible

countries received a Fifth Dimension allocation in proportion to outstanding
IBRD interest the interest due on IBRD loans, the projected interest payment

due from Honduras of $39 million (SDR 30 million) would translate into a Fifth

Dimension allocation of SDR 22 million. In this illustrative case, the



-3-

percentage coverage of IBRD interest in FY92 for the likely recipients would
decrease to about 75% if Honduras joins the Fifth Dimension group.
Attachment 3 details the likely allocations by country with and without
Honduras in the group.'

a. Apart from Honduras, other countries with significant amount of IBRD
debt are unlikely to qualify for the Fifth Dimension unless their present
macroeconomic conditions change considerably. The most likely candidate is
Cote d'Ivoire. The potential impact of Cote D'Ivoire's entry into Fifth
Dimension is discussed in Attachment 4. If countries, like Cote D'Ivoire,
become eligible for Fifth Dimension funds, then the allocation criteria may
have to reconsidered to preserve an equitable distribution among all
recipients.

Attachments

3 The allocations have to be cleared by the Regional offices. Eligibility
is also dependent on having adjustment credits in place and being
current in payments to the Association.



Attachmunt I

IBMD DEBT OF IDA-ONLY COUNTRIES a/
Interest Projections

(USS miLlton)

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

COUNTRY FY89 FY90 FY91 FY92 FY93 FY94 FY95 FY96 FY97 FYW FY99
------------------------------------------------------------------- ------------------------------------

Bangladesh 4.2 4.0 3.8 3.7 3.5 3.3 3.1 2.8 2.6 2.3 2.0

Botivia 19.9 18.0 16.1 14.2 12.3 10.4 8.5 6.7 4.8 3.2 2.1

Ethiopia 2.9 2.3 1.9 1.4 0.9 0.5 0.3 0.2 0.1 0.0 0.0

Ghana 11.1 10.2 9.2 8.3 7.3 6.3 5.2 4.3 3.3 2.6 1.9

Guyana 6.3 5.6 5.0 4.4 3.9 3.4 3.0 2.6 2.1 1.7 1.3

Kenya 90.2 86.0 79.8 72.3 64.4 56.1 47.3 38.9 31.0 23.4 16.5

Ken., Tanz., Uga. 0.4 0.2 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Liberia 7.7 7.0 6.3 5.6 4.9 4.2 3.5 2.7 2.0 1.3 0.7

Madagascar 2.3 2.1 1.9 1.7 1.5 1.3 1.0 0.8 0.5 0.2 0.1

Malawi 8.8 8.8 8.6 8.1 7.5 6.8 6.0 5.2 4.4 3.5 2.7

Senegat 9.2 8.3 7.4 6.5 5.5 4.6 3.6 2.7 1.9 1.2 0.7

Sierra Leone 0.7 0.6 0.5 0.4 0.3 0.3 0.3 0.2 0.2 0.1 0.1

Sri Lanka 8.4 8.8 9.0 8.9 8.5 8.0 7.4 6.6 5.8 5.0 4.1

Sudan 2.2 1.6 1.1 0.7 0.4 0.3 0.2 0.2 0.2 0.1 0.1

Tanzania 21.0 18.7 16.4 14.1 12.0 9.7 7.5 5.5 3.9 2.7 1.9

Togo 0.1 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Uganda 2.9 2.6 2.2 1.8 1.4 1.0 0.6 0.3 0.2 0.1 0.0

Zambia 38.0 34.9 31.4 27.5 23.4 19.3 15.4 11.9 8.7 5.9 4.0

Totat Interest 236.3 219.8 200.7 179.6 157.7 135.5 112.9 91.6 71.7 53.3 38.2

Memo:

Totat Debt Outstanding
and Disbursed 2,876.3 2,640.1 2,374.3 2,100.5 1,819.4 1,530.9 1,257.0 998.5 756.5 548.0 3B5.5

a/ Excluding loans with special security arrangements for ensuring debt service

Note: Extracted from Amex 2 of "The Use of IDA Reflows", IDA/R88-106,
dated September 16, 1988

FRM

8/21/91



Attachment 2

AnuuUAL AIACATnOKS on rnCuD BY RFLOv

FY89 FY90 FY91
Approved Allocations
As Approved by Board

sDR million 78 73 130

IBRD Interest Coverage (%) 43 43 90

Countries that met criteria 10 12 14

Committed amounts SDR a SDR a SDR a

Bangladesh 1.9 1.8 2.5

Bolivia 9.2 7.3 10.4

Ghana 5.1 4.6 6.0

Guyana 2.6 3.1

Kenya 41.4 35.3 48.2

Madagascar 1.1 0.9 1.2

Mauritania (enclave) 2.9

Malawi 4.0 3.8 5.1

Senegal 4.2 3.5 5.1

Sri Lanka 3.5 5.0
Tanzania 9.7 8.3 11.5

Togo 0.1 0.2 0.0

Uganda 1.3 1.2 1.5

Zambia 19.4

78.0 73.0 121.9

Actual interest coverage 59.7% 58.3% 95.0%

Reserve funds set aside but not used (in FY91): SDR a

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

Nicaragua 7.7
Sierra Leone 0.4

8.1

Eligble IDA-only -countries that did not have IDA-supported adjustment programs:
7 in FY89 5 in FY90 3 in fY91

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

Ethiopia Ethiopia Ethiopia
Guyana
Liberia Liberia Liberia
Sierra Leone Sierra Leone
Sri Lanka
Sudan Sudan Sudan

Zambia Zambia

FRMP
08/22/91



Attachflnt 3

POTENTIAL ALLOCATION OF FIFTH DIIENSIO CREDITS IN FY92

Annuat AlLocations Without Honduras Annuat Allocations With Nwras

Projected ---------------------- ------------------"--

Interest Eligible Arm. Atloc. % of Eligible Am. Altoc. % of
Payments to IBRD Interest Credits Total IBRD Interest Credits Total

IBRD in FY92 ------------------ (92.9%) Attocation -------------------- (75.4) Allocation

Sm S M SO Rm For FY92 S . SOR E SCR m For FY92
--------------------------------------------------------------------------------------.

Ethiopia 1.3 1.3 1.0 0.9 0.8% 1.3 1.0 0.7 0.62

Ghana 7.6 7.6 5.8 5.4 4.5% 7.6 5.8 4.3 3.7%

Kenya 60.8 60.8 46.1 42.8 36.3% 60.8 46.1 34.7 29.4%

Liberia a/ 6.0
Madagascar 1.6 1.6 1.2 1.1 1.0% 1.6 1.2 0.9 0.81
Natawi 6.5 6.5 4.9 4.6 3.9% 6.5 4.9 3.7 3.1%

Mauritania 3.1 3.1 2.3 2.2 1.8% 3.1 2.3 1.8 1.5%

SenegaL 5.5 5.5 4.2 3.9 3.3% 5.5 4.2 3.1 2.7%

Sierra Leone a/ b/ 0.4 0.4 0.3 0.3 0.2% 0.4 0.3 0.2 0.2%

Sudan 0.7 0.7 0.5 0.5 0.4% 0.7 0.5 0.4 0.3%

Tanzania 13.8 13.8 10.5 9.7 8.2% 13.8 10.5 7.9 6.7%

anda 1.7 1.7 1.3 1.2 1.0% 1.7 1.3 1.0 0.8%

Abia 24.9 24.9 18.9 17.5 14.9% 24.9 18.9 14.2 12.1%

Others c/ 1.0
------------------------------.-------------------------- --------- --------- ---------------------

TOTAL AFRICA 134.9 127.9 96.9 90.0 76.3% 127.9 96.9 73.1 61.9%

BangLadesh 3.6 3.6 2.7 2.5 2.1% 3.6 2.7 2.1 1.7%

Sri Lanka 6.5 6.5 4.9 4.6 3.9% 6.5 4.9 3.7 3.1%
................................... --------..................... -------.....................

TOTAL ASIA 10.1 10.1 7.7 7.1 6.0% 10.1 7.7 5.8 4.9%

BoLivia 12.9 12.9 9.8 9.1 7.7% 12.9 9.8 7.4 6.2%

Guyana 3.9 3.9 3.0 2.7 2.3% 3.9 3.0 2.2 1.9%

onduras 43.0 39.0 d/ 29.5 22.3 18.9%

Nicaragua a/ b/ 12.8 12.8 9.7 9.0 7.6% 12.8 9.7 7.3 6.2%

.....................................----------..................... ......... ......... ----------

TOTAL LAC 72.6 29.6 22.4 20.8 17.7% 68.6 52.0 39.2 33.2%

ALL REGIONS 217.6 167.6 127.0 118.0 100.0% 206.6 156.5 118.0 100.0%

a/-- In non-accruaL as of JuLy 31, 1991.
b/-- AssuMeS that Nicaragua and Sierra Leone settLe their arrears in FY92.

/ - IncLudes Loans to EAC, Ivory Coast/Upper VoLta, IVC/Ghana/Togo.

/- - Based on interest due IBRD for Loans approved prior to September 23, 1988.

22-Aug-91
FRMRP

FILENAME:REFLOWS/AAFY92



AttaghMgnt 4

Mnwr OF OTHER COUNTRIES KETXRING INTO IWA-CULT STATUS
ON COUNTRY LIVEL AL CTIKS OF FIFTH DIMEESICE FUNDS

Among the countries with large outstanding IBRD debt which could qualify for

Fifth Dimension credits, Cote D'Ivoire's is the most likely candidate,

provided it undertakes the necessary macro-economic adjustment and reform

programs. Its entry into IDA-only status will introduce significant

distortions in the allocation of Fifth Dimension funds to individual countries

if it is done on a proportionate basis to the total amount of qualified IBRD

interest outstanding. To illustrate, Cote D'Ivoire has a total of about $141

million IBRD interest due in FY92 for all loans committed through June 30,

1991. Of this amount, about $107 million applies to all loans made before the

cut-off date of September 23, 1988. If Cote D'Ivoire enters IDA-only status,

this $107 million of IBRD interest would be eligible for Fifth Dimension

financing. Should this materialize, Fifth Dimension coverage of IBRD

interest, based on a proportionate allocation of the total allocated SDR 118

million for FY92, would decline considerably in terms both aggregate and

individual country level coverage. Without Honduras, the coverage would be

about 93%; with Honduras, about 75%; and, with Honduras and Cote D'Ivoire,

about 50%. In that case, the allocation criteria may have to be reviewed.

The other less likely candidates are Egypt, Philippines and Zimbabwe. The

amounts of IBRD interest due for these countries in FY92 are: Egypt - USS 141

million; Philippines - US$ 307 million; and Zimbabwe - USS 34 million.





The World Bank
Washington, D.C. 20433

U.SA

ERNEST STERN
Senior Vice President
Finance

September 26, 1991

Mr. Yavuz Canevi
Euro Turk Bank
Biyikdere
Cad. Yap 1 Kredi Plaza
C Blok Kat No.8
Levent 80620
Istanbul
TURKEY

Dear Mr. Canevi:

I very much appreciated your good wishes and the lovely flowers
accompanying them.

The restructuring of our senior management is intended to
streamline our operations, delegate authority and, thus, permit
more rapid decisions. It will be an exciting challenge to try and
make this work.

With best personal regards.

Sincerely,



THE WORLD BANK/IFC/MIGA

OFFICE MEMORANDUM

DATE: September 23, 1991

TO: Files

sROM: Michael E. Ruddy, ACTDR

EXTENSION: 81664

SUBJECT: September 5, 1991 Meeting with FAC on Outstanding Invoices

1. On September 5, 1991, Mr. Lafourcade and I met with Mr. O'Quin (Sous
Director des Affairs Multilaterales), two members of his staff, and an
Accountant for the Ministry of Finance responsible for clearing payments
authorized by FAC. At the outset of the meeting, I explained to Mr.
O'Quin that when I came to my current position one year ago, it was
brought to my attention that our books showed approximately $1 million in
outstanding receivables from FAC, going back to 1989, and the Bank had not
been paid anything for over one year. I told Mr. O'Quin that on
investigation we found that FAC had raised billing issues on a number of
items billed (i.e., issues of amounts, or dates, or number of days billed
being at variance with what FAC had approved in correspondence), and where
an item was at issue the whole bill had been held. In a number of cases,
the issue was that FAC had not received a copy of the Consultant's final
report.

2. I explained that the Bank had taken a number of steps in the fall of
1990 to resolve these issues. Specifically:

o a number of processing changes, that would better link FAC's
authorization to subsequent Bank billing, had been put in
place;

o the Accounts Receivables staff had been instructed to bill FAC
only for what had been authorized by them in the clearance
cables, not the actual cost of the Consultant as approved by
the Region, the Region to absorb any amounts over what had
been authorized by FAC; and

0 Mr. Birnbaum made a significant effort to locate and provide
copies of reports identified by FAC as "missing
documentation." In most cases this meant providing, according
to Bank records, duplicate submissions to FAC.

3. Notwithstanding this substantial effort, and the extensive
correspondence on the specifics of this issue over the past year, we now
(one year later) find ourselve with receivables due from FAC of $1.6
million (plus $400,000 in advance payments to pre-fund FY91 charges). A
second year has gone by without any payments from FAC on its account. I
asked Mr. 0'Quin if he could explain why the French Government was not
paying its bills and noted that the current situation is untenable to the
Bank.

4. Mr. O'Quin said that substantial improvements in the billing had
been made in the past year and that FAC had approved some $800,000 in
payments on 1990 and 1991 bills several months ago but, unfortunately,
because of a change in senior personnel, the documentation had to be
reprocessed and resubstantiated by FAC. He said the Bank would receive
this $800,000 by the end of September 1991. I said that while I
appreciated the $800,000, it represented less than half of all outstanding
bills and made no allowance for the advance payment of $400,000 for 1991
I understood had been agreed. Mr. O'Quin responded that the French



Files - 2 - September 23, 1991

version of the agreement does not make the advance payment obligatory, but
a revised agreement (currently being finalized) provides for advance
payment of 90% of the estimated cost of the agreed program. He promised
to send a draft of this new agreement to me by the end of September 1991.

5. We returned to the discussion of the $800,000 in 1989 and early 1990
bills that had not been paid. Mr. O'Quin said these bills predated his
administration and that if documents had been sent to substantiate these
claims, they had been lost. I said I could understand if a few documents
had not been supplied, but it was inconceivable that we were unable to
supply the documentation required on over half of our bills. I said, I
had discussed this issue with Mr. Birnbaum and had his assurance that the
documents at issue had been sent, often more than once. I asked Mr.
O'Quin to do two things to help resolve the problem of the old bills:

o first, I asked him to review the list of transactions at issue
to see if the documentation available to FAC, together with
executive judgment, could not be used to approve payment and
in this way reduce the number of cases to be resolved; and

o to send me a list of the specific transactions where the
documentation required is so faulty that further
substantiation by the Bank is required.

6. I asked for this list of specific transactions by the end of
September a/ and told Mr. O'Quin that, if necessary, once we had pulled
the .missing documents together, I was willing to fly to Washington the
person in the French Government who had authority to decide if the
documentation we provide resolves this issue. Where the Bank cannot
substantiate the claims, I said I would write off the receivables. No
agreement was reached on this offer, but Mr. O'Quin said he would send the
list of transactions at issue, with a notation on each as to what is
missing, by the end of September.

7. With respect to future billings, I asked Mr. O'Quin to let me know
exactly what information our invoice had to carry and what documentation
was required to have them paid by the Government of France on a
businesslike and timely manner. He said he would review their
requirements and provide this information. One thing, he said, that is
causing a problem is that FAC agree to dollar Consultant appointment
figures, assuming a certain exchange rate, and when the actual bill is
received, the exchange rate is at variance with their commitment figures.
I said they should approve a FF figure, and we would bill them in FF at
the rate they approve, even if we have to contract a Consultant in
dollars.

8. In conclusion, I told Mr. O'Quin that if the past billing problem
cannot be fully resolved over the next two months, I will recommend to Mr.
Eccles and Mr. Stern that we suspend operations under this program, until
the amounts due are resolved.

a/ A list of issues was received the week of September 16, 1991 and is
being reviewed.

cc: Messrs. Eccles, CTRVP
Stern, FINSV
Jaycox, AFRVP
Lafourcade (Paris Office)
Birnbaum, AFRVP
Deshpande, ACTAB
Ms. Summers, ACTAB



ERNEST STEN
Senior Vice President
Finance
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The World Bank
Washington, D.C. 20433

USA

STEPHEN D. ECCLES
Vice President and Controller

Mr Stern 9/25/91

Ernie:

As you wUllikhow from my comments on last

month's MFR, I was confused by the

-4wwliCan loss provisioning table, as
several figures seemed to conflict with

balance sheet and income statement items

elsewhere in the report.

The attached alternative presentation has

been prepared, on which I have made some

additional comments.

Please let us know what you would like to

see in the September MFR.

Thanks.



8 The World Bank Monthly Financial Report: August 1991
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Accumulated Provision for Loan Losses i

(USD Million)

Item July 31, 1991 August 31, 1991

Total Loans and Guarantees Outstanding 92,409 92,493

Loans Outstanding 91,801 9 1 ,885V 5
resent Value of Callable Guarantees 608 6089 " -tsc -t

2.5% of Total Loans and Guarantees Outstanding 2,310 2,312

Special Reserve 293 293t
Accumulated Provision o an Losse2,ac7a2,2,9

Accumulated Provision ounded to USD 10 millionja 2,020 2,020

Provision for Loan Losses 5
Translation Adjustment 25 251,9 J J ' - ct

ccumulated Provision, Beginning of Fiscal Year 1,990 1,990

IBRD Overdue Service Paym ts

To al Overdues of Countries

Nonacurual Countries 1,890 1,932$ .L"~
Other Countries 57 138

Cameroon 8 -f
Congo (Disb. suspended 12/4/90 ) 10 10
COte d'Ivoire (Disb. suspended 7/19/91) 35 43
Turkey - 16
Zambia - 20
Others 12 41

a. On September 3, 1991, the country was placed in nonaccrual status.



ALJ7-tI N-1 NOTE

DATE: 26-Sep-1991 11:20am

TO: Ernest Stern ( ERNEST STERN

FROM: Stephen Eccles, CTRVP ( STEPHEN ECCLES

'XT.: 81674

SUBJECT: Net transfers

By luck rather than judgment, my briefing on the FIC took place
just before they were about to release new FDB reports which
responded to user requests for net transfer information. As you
will see from the attached exchange, the reports have been
modified (as have some produced by Loan Accounting).

Have you anything to add to my substantive response to Avivah's
request for a rationale?

'1 Qi %J 4L



The"World Bank/IFC/MIGA
O F F I C E M E M O R A N D U M

DATE: September 26, 1991 11:15am EST

TO: Avivah Litan ( AVIVAH LITAN )

'ROM: Stephen Eccles, CTRVP ( STEPHEN ECCLES

EXT.: 81674

SUBJECT: RE: Release of data on net transfers

I could put the question back to you: why should one want "net
transfer" figures in the first place? What do they represent? If
a borrower was in an absolutely desparate situation, such that it
would be seriously considering jeopardizing its long-term
relationships to solve short-term problems, such a borrower might
be interested in "net transfers" because those figures would tell
the borrower whether closing down the relationship would be in
its short-term interest or not. None of our borrowers are in that
position.

The implication of seeking "net transfer" figures is that,
somehow, they ought to be positive; or that, if negative, this
means that the Bank is not fulfilling its role as a provider of
capital. This is, indeed, how net transfer figures are actually
used. Let us look at the consequences of such an approach. If one
wanted to avoid negative net transfers, the stock of debt
outstanding would have to increase each year by an amount at
least equal to service charges, ie over 8%. Which borrower, in
its right mind, would want its stock of debt (net of capital
repayments) to increase at such a rate on an indefinite basis?
Which lender would be able to provide? Assuming capital
repayments of, say, 8% per annum, and interest charges for
another 8% per annum, gross new lending would have to increase by
16% per annum, compund! This would be like a Ponzi scheme,
ensuring that your borrowers all paid you their debt service
because you'd always lend them enough new money to meet those
debt service payments. Eventually, this house of cards has to
collapse.

What, then, is theoretically "wrong" with net transfers? Simply
put, we are throwing in to the computation the cost of capital
supplied without, at the same time, including the benefits which
accrue from the use of that capital. If one wanted net transfers
to mean anything, then we should also include the incrememtal
earnings made by the borrower as a result of the investments we
have financed. The result then would mean something, representing
the net financial effect of the borrowing/lending. Such a
computation is, of course, difficult to make, so it isn't done.
But taking out the benefits alone, while leaving the costs in,
produces you absolutely nothing meaningful at all.

Net flows (or net disbursements), on the other hand, do show you
something interesting: are we still a net provider of capital? If
the answer is no, there is a legitimate series of questions to be
asked. Is the reason for the negative answer just that the
borrower in question has "graduated" from borrowing from the
Bank? This is a positive reason, though a projection of how fast



we should be drawing back our capital can be useful in deciding
just when to stop lending, or, more appropriately, what is a
sensible rate of fade out of new lending. Another reason for the
negative answer could be the precise opposite, ie lack of
borrower performance to a point where additional lending has to
be severely constrained, if not stopped altogether. The third
reason is the one with most policy impact: ie perhaps the Bank
does not have the financial strength to remain a net lender, or
is otherwise failing to "produce" - in that case, one needs to
seek increased financial strength (eg capital increase) or risk
becoming irrelevant. BUT you can't answer any of these questions
from net transfer figures.

Any problems with the above, ask more questions. Feel free to
distribute the above as needed.

CC: Luisita Guanlao ( LUISITA GUANLAO
CC: Fayezul Choudhury ( FAYEZUL CHOUDHURY



World Bank/IFC/MIGA
F I C E M E M O R A N D U M

DATE: September 26, 1991 10:31am EST

TO: Stephen Eccles ( STEPHEN ECCLES )

FROM: Avivah Litan, ACTFI ( AVIVAH LITAN

EXT.: 82744

SUBJECT: RE: Release of data on net transfers

The day after our FIC briefing (which actually only covered the
FDB), we modified the FDB reports on net transfers to comply with
your request. By the way, these reports and the online version of
the Statement of Loans will be put into production this weekend,
and will then be accessible by all users with All-in-One accounts.

Since this a "revolutionary" (and welcome) change for the Bank, I
would appreciate if you could jot down a sentence or two
describing the rationale for this change. This will give all of
us an official and clear response we can provide to the many users
who are likely to be taken aback by this.

Thanks.

CC: Fayezul Choudhury ( FAYEZUL CHOUDHURY
CC: Luisita Guanlao ( LUISITA GUANLAO
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JATE: 27-Sep-1991 03:38pm

TO: Ernest Stern (ERNEST STERN)

FROM: Robert Picciotto, CPBVP ( ROBERT PICCIOTTO )

EXT.: 84569

SUBJECT: Contingency

Ernie:

Believe it or not we will receive contingency requests to set up
field offices in Romania, Czeckoslovakia and Bulgaria on Monday.

From your perspective, should this be put on the fast track -- or
can we wait for the first quarter review results ?

Any news on the draft Prestongram to Moeen Qureshi re: Egypt and
other goodies 7

Bob

scrr~ FY1

ittuc~C ' fcZa4 O-

7027
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DATE: 27-Sep-1991 05:36pm

TO: Bilsel Alisbah ( BILSEL ALISBAH
TO: Sven Sandstrom ( SVEN SANDSTROM

FROM: Ernest Stern, FINSV ( ERNEST STERN

EXT.: 82004

SUBJECT: Tokyo Office

For announcement purposes, all is clear for assigning the Tokyo
Office to the VP-Treasurer.
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- 'E: 27-Sep-1991 12:22pm

f0: Bilsel Alisbah ( BILSEL ALISBAH )

FROM: Ernest Stern, FINSV ( ERNEST STERN

EXT.: 82004

SUBJECT: PRE Front Office

We have been discussing the PRE front office as if there were no
budget units in the two Vice Presidencies. PPD thinks this is
wrong. Could you please double check and confirm this by cob
today?

CC: Ian Scott ( IAN SCOTT )
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-'TE: 29-Sep-1991 08:42pm

TO: Sven Sandstrom ( SVEN SANDSTROM )

FROM: Ernest Stern, FINSV ( ERNEST STERN )

EXT.: 82004

SUBJECT: Meeting on Tuesday

Can you, Attila and Bilsel meet at 9:30 a.m. on Tuesday to do an
update on where we stand before Bilsel leaves? We will also need
to discuss what to do with OPNIS. I would suggest that we ask
Eccles (Ruddy) and Picciotto to sit down with Moore and see what
can be unscrambled. We would need a proposal in by October 15.
We also need to decide on EXT. Could you have a word with Lew on
this on Monday?

CC: Attila Karaosmanoglu ( ATTILA KARAOSMANOGLU )
CC: Bilsel Alisbah ( BILSEL ALISBAH )
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DATE: September 27, 1991 09:27am

TO: Ernest Stern ( ERNEST STERN

FROM: Barbara Opper, FRSFP ( BARBARA OPPER )

EXT.: 80572

SUBJECT: DFI Risk Management

As part of our homework on borrowers' needs for loan terms tailored to
their debt servicing risk management, we would like to learn more about the
currency and rate basis of their debt servicing capacity. There is
usually a DFI session hosted by EDI at the annual meetings. We could
circulate among the DFI's a page of questions on currency and rate basis in
their assets and non-Bank liabilities just for information -- without
necessarily saying that we are thinking about offering some choice.

If that would be OK with you, we could put together a few questions and ask
Nicholas Bruck to distribute them and collect the responses. OK?

CC: Everardus Stoutjesdijk ( EVERARDUS STOUTJESDIJK

211
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?E: September 29, 1991 08:38pm

TO: Everardus Stoutjesdijk ( EVERARDUS STOUTJESDIJK )

FROM: Ernest Stern, FINSV ( ERNEST STERN )

EXT.: 82004

SUBJECT: Risk Management Procedures

The note on Risk Management Procedures is very good, and I would
like to send it on to Mr. Preston for approval. However, give me
a call on one question.

The proposed net worth margin links us to reserve adequacy. But,
as we pointed out this year, that is not really the issue. With
the Brazil strategy, for instance, the risk is to income not
capital. Was there a discussion of a "link to the income target
and, if so, what are the reasons for not connecting it up to that
(or that, as well)?

CC: Institutional ISC Files ( INSTITUTIONAL ISC FILES )
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"'TE: 29-Sep-1991 08:34pm

O: Sven Sandstrom ( SVEN SANDSTROM )

FROM: Ernest Stern, FINSV ( ERNEST STERN )

EXT.: 82004

SUBJECT: RVP Front Offices

I agree with Bilsel's response to Bob re RVP front offices. But
it also means that Wilfried has plenty of existing capacity to
create his flexible pool of staff.



s

a



TO: Mr. Ernie Stern

Re: Harassment

Ernie:

I'm delighted that you decided we'd work together on
this!

I had planned to talk with a few more people this week
and next, finish reading collected articles, and then draft
a brief paper for you, then the Group, to consider. In the
meantime, I would propose to send the attached.

Is this okay, or would you prefer a different
approach?

P.S. I also attach, for your possible interest, an excerpt
from another article which reminded me of our conversation.



The World Bank
Washington, D.C. 20433

U.S.A.

ERNEST STERN
Senior Vice President
Finance

September 30, 1991

Mr. Nobuaki Kemmochi
Director, Tokyo Office
The World Bank
Kokusai Building, Room 916
1-1, Marunouchi 3-chome
Chiyoda-ku, Tokyo 100
JAPAN

Dear Mr. Kemmochi,

Your comments on the reporting link of the Tokyo Office after November 30, were most helpful.
I followed your suggestion and spoke with Mr. Shiratori who also has no objection, under the
circumstances, to having the Tokyo Office report to the Vice President/Treasurer. We will,
therefore, proceed on that basis and include this in an announcement on other changes, to be
effective December 1.

I look forward to seeing you in Bangkok.

Sincerely,



The World Bank
Washington, D.C. 20433

U.SA

ERNEST STERN
Senior Vice President
Finance

September 30, 1991

Mr. PiccigttQ

Bob -

Y Mm f Setmber 27.1991

I agree with items 4(a), (b), and (c). I also accept 4(d), but would like to know more about how
this review is to be organized and who is to lead it. Item 4(e) is a very useful proposal. Please
discuss implementation with Steve.

cc: Mr. Sandstrom



The World Bank

ERNEST STERN
Senior Vice President
Finance

September 30, 1991

Mr. Prestga

The attached is from Larry's predecessor who is a member
of the Harvard/MIT team on the USSR. Pages 7-9 on
coordination may be of particular interest.

Attachment
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STANLEY FISCHER
I5 GRALYNN ROAD

NEWTON. MA. 02159

TEL (617) 954-2494 FAX (617) 215-7070

September 26 1991

Mr Ernest Stern

Fax; (202) 477-6658

Ernie:

Congratulations on being reorganized in an intelligent way.

The attached article will appear in the next issue of the IIE's
magazine, which Fred plans to put out in time for the annual meetings. He has

promised to give the issue and this article intensive publicity.

After reading the article the editor called to urge me to specify
the individual I had in mind in the last complete para on p8. She said that

names like Jimmy Carter, Paul Volcker, and Ernie Stern came to mind. I said
that two of those would be unsuitable, but declined to put spncific names in
the article. She said she was sure Fred would name names in his press

conference.

Best

Stanley Fischer



September 1991
iieO923.91

SOVIET AID AND ITS COORDINATION.

Stanley Fischer1

The West is moving to provide technical and financial assistance to

the Soviet Union at a time of massive uncertainty about the framework that

will link the republics. In the face of this uncertainty, flexibility has to

be the watchword for both economic reform strategies and Western assistance.

There is little prospect now that the republics will agree on a

federal system with a single currency and a central government with

independent taxing power, the minimum needed for maintenance of a stable

common economic framework. Rather they are likely to regroup, into an

economic union of several republics with Russia at its core -- the Union of

Sovereign States or the USS, and the remaining republics, each pursuing its

economic as well as political independence. A key issue is whether the

Ukraine remains part of the USS or instead becomes economically independent.

If it insists on issuing its own currency, it will be setting out deliberately

on the path to economic separation.

I. Economic Reforms

Economic reform plans formulated in both the Soviet Union and the

West, including the joint agency (IMF, IBRD, OECD, EBRD) plan of December

1990, were remarkably similar. While there were differences in the

recommended speed and sequencing of reforms, all plans envisaged a reform

1Department of Economics, MIT, and Research Associate, NBER and Institute for
Policy Reform. This article draws on my paper "Economic Reform in the USS and
the Role of Aid", forthcoming in the Brooklnes Pjarg on Economic Activity.



based on five main elements: macroeconomic stabilization; price

liberalization; current account convertibility; privatization and the

introduction of private property; and the creation of a social safety net.

After a new economic framework is agreed upon, reform could proceed

along these lines in the USS, with rapid moves towards budget balance within

the Union and its constituent republics, and convertibility of the rouble at a

fixed exchange rate. Similar reforms could be introduced and implemented in

the republics that do not agree to join the USS. Those republics would have

to decide on their exchange rate system and exchange rate peg if any. The

presumption is that republics would prefer to try to peg to a Western currency

or basket of Western currencies, but if the rouble is stabilized, there are

likely to be advantages for some republics in pegging to it. In considering

the reform scenario, it is only realistic to expect that some republics will

show virtually no interest in reform, to note that reform will be a long and

halting process, and to expect that the common economic space of the Soviet

Union will not be maintained.

One of the key lessons of the East European reform experience should

be headed in reforming the Soviet Union: existing trading relationships should

if possible not be destroyed too rapidly. The abrupt end of CMEA trade at the

start of 1991, and the shift to hard currency payments, is a major contributor

to the recessions now besetting East European countries. Some transitional

arrangements are needed to deal with existing inter-and intra-republican

trade. A variety of mechanisms, including a temporary payments union, has

been proposed; they urgently need further study.
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II. Western Aid.

The purpose of Western assistance is to support and speed a peaceful

transition from communism to a market economy and democracy in the former

Soviet Union. In the short run, chaos in the arca brings a threat of

Yugoslav-type civil war, further economic difficulties for Eastern Europe, and

immigration to Western Europe. In the longer run, Soviet integration into the

international economic community can benefit everyone. The Soviet Union is

extraordinarily rich in raw materials, is the world's largest oil producer,

and has the potential to be a giant new market for the world's output. This

may be the next economic frontier. Further, most Western economies,

especially the United States, will benefit from the peace dividend that is

already becoming visible as the Cold War disappears.

By providing aid, the West helps cushion the impact of the hardships

that are likely in the former Soviet Union this winter, and as reforms get

under way. A successful aid program increases the viability of the economic

and the political reform processes.

Three types of aid have to be considered as part of the assistance

strategy for the former Soviet Union:

* humanitarian aid -- food and medicines

* technical assistance for activities that would in any
case be republican responsibilities

* general purpose financial aid -- such as a currency
stabilization fund and balance of payments loans

Humanitarian assistance should be provided to Soviet citizens

whatever the ultimate economic arrangements among the republics. Besides the

humanitarian reasons for providing such aid, it is a highly visible form of
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support, which will have a large political impact. This year's predicted poor

harvest increases the urgency of food aid, which can go directly to the

republics through mechanisms that are now being worked out. Distribution of

food is an important problem, which will be much easier to handle if food

prices are decontrolled and some state trucks privatized immediately: given

incentives, goods can move fast over the worst of roads, In addition to food,

the Soviets themselves emphasize their need for medical supplies.

Some economic reforms would have to be undertaken at the republican

level no matter what the final political arrangements. Most privatization

will be a republican and municipal task, as will price decontrol. Tax systems

have to be created or improved at the republican level: so too with the legal

systems, and the framework for foreign investment; much agricultural reform

can be done at the republican level; similarly for financial system reform.

Technical assistance is urgently needed in all these areas. Reports are that

while foreign experts are falling over each other looking for work in Moscow,

they are very thin on the ground in the republics.

Large scale technical assistance to the republics can and should

begin very soon. The European Community is ready and willing to move. So is

the World Bank, whose Board has approved a $30 million fund for technical

assistance. The IMF's technical advice can be given to the republics as well

as the center. The EBRD too can work with the republics as well as the

center, for instance helping set up enterprise funds. Bilateral Western

-assistance is also expected. As much as possible, the assistance should aim

to speed the creation of the private sector, and to help bring in foreign

private capital.
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Some of the technical assistance may need to be accompanied by

financial assistance, but this will be on a small scale. The effectiveness of

technical assistance will be enhanced if it is provided by teams that spend a

long period, rather than the standard flying visit, in the field, in the

capitals of the republics, rather than in Moscow. Separate teams from

different agencies teams should be available on a continuing basis to help set

up the new economic framework and to assist in the implementation of reforms

in the republics as well as the center.

Thus important Western assistance from a wide variety of sources --

namely, humanitarian aid and technical assistance to the republics -- can

begin immediately, should begin immediately, and is likely to do so. This aid

does not have to wait for clarity about the economic and political future of

the Soviet republics.

However large scale general financial assistance cannot be provided

until it is clear to whom the assistance will go. For instance, there is no

point setting up a rouble stabilization fund until the currency arrangements

in the USS and other republics are sorted out. Similarly, typical IMF-type

balance of payments loans that support macroeconomic stabilization cannot be

provided until it is known what governments will have the power to bring

macroeconomic stability -- and to offer some assurance that the loans will be

repaid.

Should the West attempt to shape the transition in the Soviet Union

through the leverage of large-scale financial assistance? Yes, in the sense

that aid should flow only to governments reforming in a democratic and market-

oriented direction. Yes, in that we have an interest in arrangements that
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reduce the risk of chaos. Beyond that lies an essentially political question:

whether it is in the interests of the West to attempt to maintain a large

centralized state in the former Soviet Union by announcing that large scale

financial support will be available only to an all-Union government. This

strategy could be useful in the short run in slowing the disintegration of the

Union, But over the longer run, it is difficult to see a Western interest in

maintaining a single successor state; nor would an announcement that aid would

be available only to an all-Union government be credible, because the same

motives that justify aid to the Union would justify aid to the successor

states.

Since general financial assistance cannot flow until a new economic

framework is in place, Soviet leaders have strong incentives to agree on a new

economic constitution, Reform plans, including the details of Western

assistance, can be worked out as soon as the economic constitution goes into

effect. The USS and those republics that become fully independent should gain

full membership in the international agencies, through which much of the

needed financial aid will flow.

As the West begins to-provide assistance, it will have to show

flexibility in dealing with different levels of government, and possibly with

changes in governmental structure, It will also have to preserve flexibility

in considering balance of payments support and in deciding when such support

is warranted. But since it will take time to figure out the dimensions of the

needed support, work should begin now, even before the political framework in

which aid may be delivered is known.

Preliminary calculations about aid suggest two important

conclusions. First, the West can put together a large aid package without the
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United States having to provide a great deal of direct aid. And second,

because Japanese aid will be crucial, the Soviets and Russia have very good

reasons to reach a territorial understanding with Japan.

III, Aid Coordination

A serious Soviet assistance program will be on a much larger scale

than any effort mounted by the West since the early fifties. Technical and

financial assistance will be supplied by a host of Western institutions: the

multilateral institutions; directly by Western governments; by the commercial

private sector; and by non-governmental organizations. The multiplicity of

contacts on both sides is essential if Western engagement with the Soviets is

to succeed in penetrating deep into the Soviet economy and society.

There are many overlaps in the responsibilities of the IMF, World

Bank, other United Nations agencies, EBRD, OECD, European Community, and the

governments providing direct bilateral assistance. The agencies are already

engaged in a contest to capture their share of the Soviet market, and the

competition will intensify as technical and financial assistance to the Soviet

Union grows. Some of this competition is healthy, but most will be counter-

productive, leading to duplication of effort, bureaucratic infighting, and

turf battles. In addition, experience in Eastern Europe shows that the

competition confuses policymakers in the recipient country and absorbs

attention that would be better focused on economic reform.

Western assistance needs to be coordinated. One proposal is that

the recipients should provide the coordination. There will indeed be a need

for coordination on the recipient side, which is likely to be provided by the

Inter-Republican Economic Committee that is likely to emerge in the next few



weeks. But the Soviet side, which has very little experience with the West,

cannot possibly coordinate the numerous competing international agencies

flocking to Moscow.

Rather, the West has to take the responsibility for coordinating

official aid. No single existing agency could perform the role, Normally,

the IMF has the expertize to coordinate the first stage of the reform and aid

process, when stabilization, price liberalization, convertibility, and balance

of payments assistance are in the forefront. But in the case of the former

Soviet Union, technical assistance is likely to be provided for some time

before the normal first stage of reform is possible. During this period, the

Fund, the Bank, the EBRD, the EC, and the OECD are all likely to be providing

assistance. In practice, all agencies would find it difficult to subordinate

their responsibility to that of another agency which had been assigned the

lead role.

A separate agency is needed, but the need is temporary and requires

no new permanent agency. A modest office, the Office of Soviet Aid

Coordination (OSAC), headed by an experienced, authoritative, and widely

respected individual, could provide the required coordination.

OSAC would not be asked to approve the activities of others, but

would

* assure that information on programs. policies, and funding is
shared;

" assure that duplication is identified and thus avoided;

" assist recipients in identifying alternative sources for
technically suitable support;

* assure that the policy framework and reform program, as defined
by the recipient states (USS and the independent republics) in
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agreement with the international community, is the framework
within which programs are developed; and

* monitor implementation and report regularly to the major donor
governments and the heads of agencies,

OSAC would chair an international coordinating committee of

representatives of the major donors and international financial agencies. It

would report regularly to the C-7. It would have small offices in Washington,

western Europe, and Moscow, would be staffed mainly by individuals on

secondment from other agencies, and would be set up for a period of no more

than five years.
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ATE: 27-Sep-1991 08:45am

TO: Ernest Stern (ERNEST STERN)

FROM: Basil Kavalsky, FRM ( BASIL KAVALSKY

EXT.: 80523

SUBJECT: Frank Potter's Intervention at the IDA9 Meeting

You will recall that Frank Potter pointed out yesterday
that in a response to a note he had written, Mr. Conable had
assured him that the issue of the implication of new claimants
for regional allocations over the full IDA9 period would be
addressed during the Board discussion of the IDA9 report. Since
this was not addressed he asked for a one-page note without
specific numbers which would respond to this query. While the
Chairman's summary did not promise anything, we could easily
prepare something and circulate it to the Board (separately from
the new Table I think - since the focus is a little different).
Hopefully this could purchase some goodwill (bonavoglia?) .

There are two other issues on which some follow-up might be
helpful. First, the question of the actual share of agricultural
credit lending in FY91 and the expected share over the rest of
IDA9. If the figures show declines then we would not follow up,
although I would ask Michel Petit if they could put something
down on paper on the reasons for such declines. If such lending
is more or less maintained in real terms then it might be worth
sending a note to this effect to Baijal and Ako-Adjei. The
second issue is the PFP and the relationship with the Fund. The
UK is certain to come back to this given the unsatisfactory
responses from OPS. I think it would be useful in the IDA10
context to ask EAS to prepare something on this issue.

CC: Jeffrey Katz ( JEFFREY KATZ

CL, itc it1X StA .~OA A 4 J75
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THE WORLD BANK/IFC/MIGA

OFFICE MEMORANDUM
cc

DATE: September 27, 1991

TO: Mr. Alexander Shakow, EXTDR

FROM: Judith Maguire, EXTDRNK

EXTENSION: 31833

SUBJECT: Legislative Report

A. World Bank/IF Authorization Legislation

Introduction

1. While the legislative process has been highly unusual, Congress is
nearing final approval of legislation authorizing increased U.S.
contributions to the World Bank. IMF, Asian Development Bank (ADB), and
the African Development Fund (AfDF). The authorizations are contained in
the FY92 foreign aid bill, which has been approved by a House-Senate
conference. However, the managers of the bill are still working on three
or four provisions which the Administration has said could trigger a
Presidential veto. (These provisions all relate to U.S. bilateral aid
programs.) If these negotiations fail and the bill is vetoed, Congress
would almost certainly send a revised bill back to the President. The
expectation is that, one way or another, an acceptable bill will be signed
by the President before Congress adjourns in November.

2. The conference process on the provisions related to the World Bank,
the Fund and the regional banks was unusual, as the House agreed on final
language with the Senate before the House Banking Committee had considered
its version of the legislation. The Senate had already approved the IMF
quota increase and contributions for the ADB and AfDF. It had not
considered the IFC capital increase, or the issue of a U.S. contribution
to the Global Environment Fund (GEF). Six House Banking Committee members
participated in the conference, bringing with them a draft bill which they
hoped to use as the basis of discussions. They won early agreement from
the Senate that the IFC and GEF authorizations would be included in the
package, along with a long list of other provisions on the Enterprise for
the Americas initiative, World Bank assistance for the Soviet Union, the
environment, energy, poverty, etc. House Members then went back to the
Banking Committee to get their views on the conference agreement.

House Banking Legislation

3. The House Banking Subcommittee on International Development met on
October 25 to mark up a bill, using as a working draft the language which
had been agreed to in the conference. Mary Rose Oakar, the Chair of the
Subcommittee and one of the conferees, announced at the beginning of the
markup that she would take the final product back to the conference, to
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make sure that the views of the Committee were given serious
consideration. She noted, however, that time was short, as the conference
agreement was expected to be finalized in the next day or so. The
Subcommittee worked on and off for some eight hours to produce a bill.
The end product was not radically different from the version agreed to in
the foreign aid conference. Most of the changes (with the possible
exception of a Kennedy amendment on military expenditures) are expected to
be included in a revised conference agreement.

4. IMF Quota Increase. The Subcommittee overwhelmingly voted to
support U.S. participation in the IMF quota increase. A motion to delete
the IMF authorization was defeated by a vote of 5 yeas to 21 nays.
(Opposition to the IMF came mainly from the conservative Republican
members, although they were joined by Bernard Sanders, a Socialist.)
Several Democrats demanded that Treasury provide them with a letter from
the Secretary specifically asking for their support for the IMF before
they would vote for the conference report on the House floor. (They
reminded Treasury that they had long sought such a letter as protection
against Republican campaign attacks.) Doug Bereuter (R-NE) told the
Treasury staff to be sure that all Subcommittee members were given such a
letter within seven days.

5. The IMF section of the bill requires the U.S. Executive Director to
"vigorously and continually" advocate an enhanced focus on poverty
alleviation in the Fund's work. The U.S. will push the Fund to include
poverty-related factors in all its Article IV consultations, to draft PFPs
for all countries which have Fund programs and active Bank or IDA
programs, and to condition Fund programs on the borrowers' commitment to
addressing poverty issues. The bill also directs the US ED at the Fund to
vote against assistance to countries displaying a pattern of human rights
violations, as well as countries providing refuge for terrorists.
(Similar directives are already in force for the World Bank and the
regional banks. The State Department determines which countries fall in
this category.)

6. IYC The authorization for U.S. participation in the IFC capital
increase was approved without discussion.

7. GEL Language authorizing a $50 million U.S. contribution to the
GEF was approved without discussion. The bill requires that before the
funds can be released, the U.S. must certify that eight conditions have
been met; these include: the establishment of guidelines for the selection
of projects; NGOs be given opportunities for input into the process, and
be allowed to participate in all phases of the project cycle.

8. World Bank Debt Initiatives The bill directs the Treasury to urge
the Bank and the Fund to renew their programs which support debt and debt
service reduction for highly indebted countries. The bill also directs
Treasury to urge that: reductions in commercial debt and debt service are
comparable to and in concert with, reductions in official debt and debt
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service; and the renewal of such arrangements not result in an excessive
shift in the proportion of debt or risk assumed by public sector
institutions. Finally, the legislation requires Treasury to instruct the
U.S. ED at each multilateral bank that it is against U.S. policy for an
MDB to impose, as a condition of approvina loan or releasing funds under
any loan, that the borrowing country reach an agreement on debt reducticn t 4
with its commercial bank creditors.

9. Soviet Union. The bill directs the Treasury to support membership sjp
of the Soviet Union (the term includes all successor states other than the cv-'
Baltic States) in the IMF, World Bank and regional banks. Before this, 4tV
however, it requires the President to certify to Congress that the Soviet
Union: A

- is in the process of implementing free market economic
policies;

- is taking action toward free and fair multiparty elections;

- has undertaken good faith negotiations with the Baltic states
and other republics that have elected to become independent;

- has demonstrated a sustained commitment to peaceful resolution
of disputes with the republics and with democratic movements;

- is making progress toward the termination of military
assistance to repressive regimes or nations which support
terrorism.

The bill also supports the establishment of technical assistance programs
at the World Bank for the Baltic states and the Soviet Union.

10. Military Expenditures. At the urging of Congressman Joe Kennedy (D-
MA), the Subcommittee approved an amendment relating to military
expenditures by developing countries. First, the amendment would require
the Treasury to press the Bank and the Fund to determine, with respect to
any loan proposals, whether that country is engaged in arms and weapons
expenditures that are excessive to its national circumstances; or whether
these expenditures constitute an impediment to sustainable long-term
growth. The Amendment would also require the U.S. to vote against loans
to countries with excessive arms expenditures unless, after consultation
with the Bank or Fund, the country commits to reducing these expenditures.
(This is the one section of the Subcommittee bill that is not considered
likely to be included in the foreign aid conference bill.)

11. Primary Health and Basic Education. The bill contains a "Sense of
Congress" resolution that the World Bank should give greater priority to
child survival and to supporting the aims of the World Summit for
Children. Specifically, the bill asks that the Bank agree to devoting 5
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percent or more of its lending to primary health programs, and 5 percent
to basic education.

12. Energy Efficiency. The bill contains extensive proposals for
promoting energy efficiency in the MDBs. The bill requires Treasury to
instruct the US ED at each bank to take a leadership position in devising
a system of incentives that would promote the development of cost
effective energy efficiency programs. The bill proposes that energy
efficiency assessments be prepared for each loan. (These would be similar
to environmental assessments.) These assessments would have to be made
available to the Board at least 120 days before loan consideration. The
bill also proposes that summaries of the assessments be made available to
the public, affected groups, and local NGOs at least 120 days before loan
consideration. Finally, the bill directs the US ED at each bank to
initiate discussions to ensure that the respective banks develop (within
twelve months) procedures for the systematic assessment of the energy
efficiency aspects of development projects, and "other activities for
which the respective bank provides financial or technical assistance".

B. World Bank/IMF Appropriations

13. Progress on the foreign aid appropriations legislation is much
slower than usual. As a result of the well publicized dispute over the
$10 billion loan guarantees for Israel, the Senate Appropriations
Subcommittee on Foreign Operations has postponed its consideration of the
House appropriations bill for at least 120 days. This means the
Subcommittee (which is chaired by Senator Leahy) will probably not begin
work on the bill until February. In the interim, the bilateral aid
programs will be governed by a series of Continuing Resolutions. The
multilateral institutions are handled somewhat differently. Treasury does
not make payments to the World Bank, the IMF, or the regional banks on the
basis of a Continuing Resolution. Treasury waits until final action has
been completed on the bill, so that it can be absolutely sure of the size
of the contributions which Congress is willing to approve. This means
that (among other things) final action on the IMF quota increase, and the
next U.S. payment for IDA will be delayed for some time.

cc: Messrs. L. T. Preston, EXC; E. Stern, FINSV; M. Qureshi, OPNSV;
W.P. Thalwitz, PRESV; I. Shihata, LEGVP; T. Thahane, SECCE;
S. Sandstrom, EXC; J.W. Stanton, EXTDR
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Global bargain hunter
Rarely leaving New York, Jean-Marie Eveillard seeks out stock and bond bargains
worldwide for his top-peiforming SoGen International Fund.

n the twelve years that he has -E at 10 percent and above in
managed the SoGen Intema terms of yield. bonds get into
tional Fund from his offices equity-type returns. Four or

in New York City's Rockefeller five years ago, for instance,
Plaza, Jean-Marie Eveillard has we bought bonds denominated
put together an impressive in New Zealand dollars,
record built on global value because at the time you could
investing. For the ten years end- buy three-, four- and five-year
ing June 30, the $260 million 2 bonds with yields of 18 to 20
fund had an annual average percent, which was'exactly the
return of 16.8 percent, compared type of equity returns that we
with 10.95 percent for the Stan- wanted. Of course, we were
dard & Poor's 500 index. Lipper taking a currency risk, but it
Analytical Services ranks actually turned out to be a cur-
SoGen among the top 25 out of rency potential.
115 growth funds for the ten-
year period. The French-born Do you hedge?
Eveillard, 50, began his career
as a securities analyst for We've thought about it now
Socidt6 G6n6rale in Paris in the and then, but we find it expen-
1960s, went to the U.S. in 1968 SoGen's Eveillard: "If a stock has declined sign~ifcantly, the sive. If it's a strong hedge, it
as an analyst for the newly Europeans andthe Asians don't wanttotouchit. That opens upasa nls frtenwy a tremendous opportunity to value investors" IP becomes very costly. And since
formed SoGen International we're willing to hold securities
Fund and became its portfolio for a few years, we feel the for-
manager in 1979. In July, Contributing Edi- priced by the market. We own a great eign exchange factor may wash out.
tor Sharon Harvey Rosenberg spoke with number of stocks, both in the U.S. and
Eveillard about his investment process and outside the U.S., whose market cap is When you pick stocks, do you follow a
his current view of world markets. between $25 million and $100 million, top-down or bottom-up approach?

With a $260 million fund, we can buy
Institutional Investor: How would you small stocks, though sometimes we've It's much more bottom-up. The top-down
characterize the fund's investment style? had to file a 13D because we've owned approach that we do have is related to

more than 5 percent of a company. how much we want in equities, in bonds
Eveillard: We primarily take what Amer- and in cash - how optimistic or pes-
icans call a value approach. We try to buy How many stocks do you own? simistic we are about the world from an
the stocks of good - even only decent - investment viewpoint.
companies, but we insist on buying the Too many. A little more than 100.
stocks cheaply. We want price to earn- What is your current asset allocation?
ings, or price to cash flow or free cash And you're not limited to stocks alone.
flow, or price to book value or adjusted As of June 30 we had 31.3 percent in U.S.
book value - or a combination of them - If a security trades on a market anywhere in stocks and 14.2 percent in foreign equi-
to be low. And on an absolute basis. A cou- the world, we might be interested. We have ties; 16.9 percent in U.S. bonds, mostly
ple of years ago Japanese and English bro- a very wide focus that takes in equities and corporates; 11.8 percent in foreign-cur-
kers would call me and say, "The Japanese fixed-income securities. rency-denominated bonds: 7.3 percent in
market is selling at 60 times earnings, and gold-related securities; and 18.5 percent
we've found something at 40 times earn- How do you approach fixed income? in cash, almost all of it U.S.-dollar-
ings." But I look at things from an absolute, denominated. So we have only something
not a relative, point of view. We are not trying to be a balanced fund. like 45 percent invested in equities, which

At times bonds get overpriced, so we want obviously indicates that we are not very
Any guidelines on capitalization? equities, and sometimes equities get over- positive about equity markets throughout

priced, so we want bonds. In the spring the world.
As value investors, we are almost auto- and summer of 1987, when equities were
matically drawn toward either big but selling at 25 times earnings and long-term Why the caution?
depressed securities or obscure securities, Treasuries were yielding almost 10 per-
with the idea that the more obscure a cent, we were buying bonds and selling We're pessimistic. We don't think this is
security is, the more likely it is to be mis- equities. Also. we take the approach that a typical post-World War I cycle. There
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were financial excesses in the fashionable. That opens up a
1980s the likes of which have not tremendo6s opportunity to value
been since the '20s, which is investors.
bound to make the current cycle
different. So we view circum- How do you get investment ideas?
stances as potentially difficult in
the future. Also, we think securi- pessimistic. We don't We tend to be somewhat skeptical
ties prices are way too high. of Wall Street research because it'sthink this is a typical mostly oriented toward growth
Is this level of exposure unusual? fstocks or trading, which is just not

our style. So either we develop our
Over the past twelve years that I've postwar CyCle. own investment ideas or count on
run it, the fund has had as little as 25 being lucky enough to know a few
or 30 percent in equities and as brokerage firms that understand
much as 70 or 75 percent, so 45 per- how we operate.
cent is fairly low. But the fund his-
torically has taken a somewhat cautious tional.' " But today things are different. And how do you follow up on ideas?
posture, which may have to do with my International funds are those that are sup-
European background. posed to invest only in foreign securities. With the help of brokerage firms through-

We've thought about changing the name out the world or simply by being on the
How so? of the fund, but if keeping the name is mailing list of companies and getting pub-

confusing, changing it could be confus- lic information every quarter in the U.S.
Europeans of my generation - I was born ing as well, and every six months, sometimes once a
at the beginning of World War l - tend to year, in countries outside the U.S. When
be somewhat skeptical. It may also have to You are more bullish about American we're buying a new stock, we usually don't
do with the fact that most Europeans do securities. feel comfortable enough with it to buy a
not have the very optimistic, can-do atti- full position. So we start on a small scale
tude of Americans. It's the Old World as We currently have a little more than twice and then we develop a bed of knowledge
opposed to the New World. as much money in the U.S. as we have about the company. And either it becomes

outside the U.S. for two reasons. One, we a very large holding or it doesn't become a
But your caution hasn't put you at a dis- own practically nothing in Japan. Since very large holding.
advantage during the long bull market. we are value investors, we don't want to

play their game. Two, we generally feel And when might you sell?
No, in the 1980s it did not prevent us more comfortable with American securi-
from compounding at a little more than 20 ties. We live here, we feel that public I sell when I think the stock is richly
percent annually. Still, our investors information is better. There are some priced - somewhere in between fairly
know that we may not make them a places, like Australia and Hongkong, priced and expensive - which could hap-
tremendous amount of money, but they where minority shareholders can really be pen after six months or after three or four
suspect that we will not lose much money taken to the cleaners. We feel better pro- years. And I sell when we realize our
either. We've held up very well in diffi- tected here. So we have to constantly fight assessment of a company was wrong,
cult markets. For instance, in 1987 we a bias toward American securities. though we don't get discouraged easily.
were up almost 14 percent. We are willing to be patient.

What other risks do you face when
Does your current pessimism explain investing outside the U.S.? What is it like covering the world mar-
your gold-related holdings? kets from New York?

When an emerging market becomes fash-
We're bullish on gold for two reasons. ionable, it appreciates sharply because of Sometimes people wonder how the three
First, the price of gold was $850 an foreign money pouring in, and when the of us - there are two people working for
ounce in early 1980, and today it's $370. foreign money exits, the local market is me - can cover all the markets through-
I have a great belief that everything is not deep enough to absorb the selling out the world. both from an equity and a
cyclical in life, particularly in the invest- pressure. So we tend to shy away from fixed-income point of view. The answer,
ment world. Second, my bullishness on emerging markets. We own a little bit in of course, is that we don't. There are only
gold is predicated on the idea that the Mexico and Malaysia, but we own nothing 24 hours in a day, and we have to sleep a
breakdown of credit will continue, and in Thailand or Indonesia. little bit. But a value investor doesn't
as it does, people will start worrying need to be constantly in touch with every
about paper money. What are some of the advantages of security in every market in the world.

investing outside the U.S.? And we are very patient investors. We'll
Why is your portfolio so heavily weight- wait years with a stock. Therefore we
ed toward the U.S.? Your name suggests It is much easier to find value. In the don't need day-to-day coverage. I travel
it would be otherwise. U.S. there are too many people with very little. Whenever companies have

sharp pencils competing with you. The meetings in New York. we go to those
We received our name. SoGen Interna- money management business is still meetings, but our investment style does
tional Fund, more than twenty years ago, pretty much an Anglo-Saxon specialty, not really require visiting companies. And
at a time when there were no internation- and in continental Europe and Asia, it's most of the brokerage and banking
at funds to speak of. The people running done very poorly. Also, most people in sources from Japan, Britain and France
the fund then thought, "We'll invest in Europe and Asia are growth or momen- have operations here, Twenty years ago
American securities, but every now and tum investors. If a stock has declined London was the place to be for interna-
then we'll have a couple of foreign secu- significantly, the Europeans and the tional investing, but today New York is as
rities. So we'll take the name 'interna- Asians don't want to touch it. It's not good as London. x
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