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1 Introduction

From the tine when zcademic pronocsals for issuing an international
reserve asset bepan to appear in the late 1950s, there have been frequent
sugpestions that the issuance of such an asset should in some ranner be
made to enhance the flow of resources to less developed countries, and
foster economic development.

In view of the analopy between official reserves and private money
balances, the idea of a link between reserve creation and the financing
of development is one which rather naturally comes to mind. Uithin the
confines of the national state the issusnce of fiduciary wmoney has tra-
ditionally been associated either with a transfer of resources to the
sovereign or with the financing of capital expenditure within the
community throush the lendins activities of the barking system. Dut
those who have advocated that the creators of international liquidity,
like the creators of naticnal ligquidity, should at the same time
influence the distribution of real resources have had a special purpcse
in mind--not merely, as in the case of natioral banking, to reduce the
imperfections of the capital market and thus promote a more productive
use of capital, but also, and more specifically, to foster the develep-
ment of the countries with relatively low per capita income. Such
proposals reflect a dissatisfaction with the magnitude, and in some
cases the "quality," of development assistance tocether with a doubt as
to vhether these shortcomings are lilkely to be overcome by the approaches
thus far pursued, ' '

When the Special Drawing Account of the Fund was established in 1969
a different view prevailed. The liquidity-creating and credit-distribu-
ting functions of a banking system are conceptually cuite distinct, and
it was deemed prudent, in establishine a nev international reserve asset,
to concentrate on the liquidity-creating function. Uewly created SDPs
had, of course, to be distributec sorehov amone participating countries,
but in basing allocations on tte quotas of the Fund tlie intention was to
choose a distributive key which would rourhly correspond to the effec-
tive demand for reserves and preclude, or at least confine to small
proportions, any permanent transfer of resources ameng participants as a
result of the allocations.
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1ile the period that Les elavsed sirce the estaklishrent of the
Special Draving Account ic a relativelw qknvt one, it is anpronriate that
the question of a possible 1i . BOE gil uc?tan and cevelenment
firance should be broupht up fcv recorsicderaticn in the context of the
peneral re-examination of the internaticnal monetary systen that is necw
in proeress. Consideration of this crestion calls for 2 careful weiph-
ine of the probahle corsaquences of ~dentine or not adoptine ove or
other of the possible 1linl: proposals, perticularly for (a) economic
developrnient and (1.} tlie internatienal nonetary system and the procass of
balance of payments adjustrent. The nresent paper coes not attemnt to
arrive at a judpnent of these rmatters, but nerely to nresert a2 variety
of consicderations perrane to such a judement.

The purposs of this paper is to asecist merbers in saline un their
1 ;
mincs whether there should Le a 2inl. Letveon the ollsecation of ShRg ana

-

the financiny of econeric develonment and, i° g0, vaat the forrm of any
such linl: should be.

2 Past link vrcnosalsl/

Past propesals for a link betuveen reserve creation and development
finarciny have cenerally teen nresented as part of specific plans for
equippire the international monetary syster with capebilities for sen-
eratine plobal liquidity. The follewine notes are confined to surpes—
tions that have uppeared within tie last ten to fifteen years

Under the last of a series of nlans nut forvard by I'r. Vaxuvell
Stamp,g/ the Fund would be allowed to issue certificates, which renber
countries would apree to receive in settlerent of irternational obliga-
tions and to treat as reserves. The Fund vould put the certificates
into circulation by lending then on a lone-term tasis to the IDA fer
use in the IDA's rormal lendine., The IDA would then obtain currencies
required for loan Jdisburserments by presenting the certificates to the
supplying countries, Countries covld if tley wished refuse to accent
export sales--and the associated certificates--connected with IDA
lendire, Interest would be paid by the IDA to tiie Fund and by the Fund
to holders of tle certificates.

The holdings of reserves in the form of devosits with the Fund
rather thar in national reserve currenciz»s was the ley feature of a
pronosal by Professor Triffin,2/ Such deposits cculd be used by the
Fund for advances or rediscounts, undertzlien at the initiative of the
borrowine country, and fer orern-marlket operstions or investments, under-
tallen at the initistive of the Tund., £ preportion of such investrents
could te channeled into develonrment finance throurh nurchases of ILZND
bonds or other securities of sinilar char-cter.

1/ For a rore extensive presentaticn of past link nroncsals, see
Sti/71/5% (flarch 3, 1271), "A Compendiur: of Preoposals to Linl: the Creation
of Interrational Reserve /ssets to the Finercine of Leveleoment.

2/ lexwvell Starp, "The Starn Plan--19GZ Version," ! loorgate and Vall
Street, Spring 18C2, po. 67-71,

3/ Robert Triffin, Cold and the Dollar Crisis: The Future of Convert-
tbility (llew Faven, Yale University Press, 1960, Pev, 19561).



A group of experts appointed by the uncTAarl/ to study internaticnal
menetary issues presented a lirk prepesal under which additienal inter-
national liquidity would periodically be created by the Fund issuing
reserve units to all its members in exchange for equivalent amounts of
their own currencies. A part or all of the currencies of the developed
countries (and perhaps of some of the developing countries) so acquired
by the Fund could be invested in Viorld Bank bonds. The 3ank would, in
turn, use the currencies in the course of its operations in development
finance.

Uncder Professor Scitovsky's plang/ also Fund oblirations would be
issued apainst rember countries' own currencies. They would be handed
cver to the IDA as grants for use in fimencine approved investment
projeects 1n developing countries, with the proviso thet they could be
spent, In the first instance, only in the country against wiose currency
they had been issued. Cnce the Fund obligations had been spent in the
appropriate country, they would become unrestricted reserves in the
hands of the latter,

Dr. I. G. Pateld/ expressed the view that the simplest way of estab-
lishing a link would be by mcans of an agreement whereby each act of
international liquiditv creation woui? be followed by voluntary contri-
butions to the IDA by zll Part I member countries. The size of the
contribution would bear a certain uniform pronortion to the share of
each of those countries in international liquidity creation.

After the SDR scheme took form, a number of proposals for using the
SDR facility to provide develonment finance were advanced, The proposals
left open the precise instituticnal arranccments., TFor instance, the Fund
Governor for Italy, Mr. Colombo, at the 196% Annual Meeting, suprested
that the main industrial countries should undertake to use a part of
their reserves corresponding to a portion of the SLCR allocation for the
replenishment of the IDA or for subscription to Yorld Bank bonds.2/

1/ United Hations Conference on Trade and Development, International
Monetary Issues and the Developing Countries, Report of the Group of
Experts, Hovember 1965 (TD/3/32).

2/ Tibor Scitovsky, Requirements of an International Reserve System,
Princeton University, International Finance Section, Essays in Inter-
national Finance llo. 45, 1965.

3/ I. G, Patel, "The Linl: Between the Creation of International
Liquidity and the Provision of Development Finance," in United llations
Ccnference on Trade and D'evelopment, Rerort of the Committiee on
Invisibles and Financing Related to Trade: Further Consideration of
the Report of the Expert Group on Intermationati Fonetary Issues, August
1967 (TD/B/115/Add.2).

4/ International }onetary Fund, Swmmary Proccedings of the Annual
Meeting of the Board of Governors, 1968, p. El. Sce alse, 1969, p. 71.



Mr. Colorbo's proposal found support in the Subcommittee on International
Fxchonge snd Poyrmonte of the U.%. Carsgcss, which in 19692 called for an

amendmert to the Articles whersby the 18 Fund members that had previcusly
contributed to the IDA would direct that 25 per cent of their SDR alloca-

tions be retained by the Fund to finance expanded IDA development
assistance,l

A second UMCTAD study proun?/ envisaped two mein approaches to the
establishment of a link. BDoth would involve contributions bv the devel=-
oped countries to IDA in proportion to SPRs annually allocated to them-—-
in the first approach cortribtutiors in SDRe, in the second apnroach
contributions in natioral currencies. In addition, the exnperts referred
to a third method whereby the Fund would allocate some SDRs directly to
IDA,

3. Hature of pronosals to be examiped

Five main catesories of pronosals for a link betweer SDR allocations
and the trensfer of rescurces to developinp countries may be distinguished.
These are listed under A to E below and are described and discussed in
sone detail thereafter.

Before proceedine to the cdiscussion of these various proposals, it
1s useful--assuming that, as a result of SDR creation in the Fund, finan-
cial resources ware to become available to be used for the bencfit of
developing countries--to inguire also into the possibility of extending
the Fund's own programs for these countries.

One possibility to be corsidered would be a new facility that could
be established in the Fund for the purpose of providing resources to
developing countries under stand-by or similar arrangements, to be re-
pald over veriods longer than those for which drawings are presently
made availalle. The use of the facility would be considered in situa-
tions where countries, faced with serious imbalance, would be prepared
to embark on a comprehensive proeram involving major shifts in policies,
These programs would cover a span of three or more years; they would
contain broacd understandirgs on such natters as public revenue and
expenditure policies, exchznee rate manarcement, import pelicy, external
debt control, intercst rate and other pricin~ policies; and they would
be subject to annual revievs,

In the past in suck instances Fund resources provided under its
norral policies were often accompanied by larpe-scale ~nd longer-term
program lendinc by other countries. This source of needed resources at

;j United States Congress, Subcomnittze on International Exchange and
Payments of the Joint Tconomic Committen, A Proposal to Link Reserve
Creation and Development Assistance, A Subcommittee Report, Avgust 1969,
Pe 60

2/ United Nations Corfercrce en Trade and Develooment, International
Monetary Reform and Cooperaticon for Developrent, Report of the Expert
Group on International Icnetary Issues, 1969 (TD/E/2%5/Tev. 1),

4



the time when stebilization policies are put into effect has declined.
‘The facility suprested above would fulfill the need that now exists for
balance of nayments assistarce of longer than five~year rcpayment term,
associated with comprehiensive policy adjustments.

Beyond the use of SITs in stabilization operations of loncer dura-
tion than those currently nossible under the Articles, one could also
consider the possibility that the Fund might use special issues of SDRs
to extend credits to developing countries in other circumstances..

Resources for any such operations would be provided in the form of
snpecinal issues of SNRs made as ond when required to finance lendings.
SDRs received by the Tund in repayment of loans woul” le returned to the
Special Drawing Account for cancellation. Any net creation of reserves
throurh the facility would be tslen into account in the decisions on the
need for reserve creation,

Terms concerninp duration, repaynents, anr. charnes under vhich the
resources vould be provided could vary. Tor example, the interest
charped might be the norral interest on 50Ts or night be reduced belovw
that level by any of a number of vays (iscussed Lelow in connectien vwith
other types of schemes. Variations in the curulative amount of special
issues would be taken into account in calculatine the ~lobal need for
reserve supplementation in the form of repular SD® allocations.

In vhat follous, the possibilities for rore extensive Fund credit
operations will bte referred to as Txternded Fund Facilities. Beyond
whatever may be decided in this area, the various "1ink" proposals that
have been discussed so far nmay be presented as follows:

A, Schemes under which the rund would allocate SLPs directly to
development financine instituticns (DTIs):

B. Schemes under vhich less developed countries would e allocated
a larger share of SDR allocotions than corresponded to their share in
Fund cuotas;

C. Scheres under vhich the share of developinc countries in TFund
quotas (ancd hence in SLT allocations) vould be hicher than would result
from the criteriz urder which auotas are presently determined;

D. Scheres under which some or 211 particinants receiving SDRs in
allocation would contribute to DFIs amounts bearing some predetermined
relationship to the allocaticns received;

E. Schemes depending on the establishment of 2 Reserve Substitu-
tion Facility as part of the reform of the irternational monetary
system--which would provide that any ecucess of interest received from
reserve centers on currencies held in the Tacility over interest paid
to holders of the corresponding arounts of SDTs would be contribtuted to
DFIs or to developing countries dircetly, as prants, and any arortization
paid ty reserve centers would be allocated to LFIs.



The first four. of these apnroaches were described in Chapter VI of
the Peport by the Txecutive Divectors of the Board of Goverrore en
"Reform of the International i'onctary System'; the fifth, thoush not
discussed in that Deport, has also received some attention.

Both the Extended T'und Facilities and Schemnes of Types A, B, and E
reguire for their implementation changes in the present Articles of
Apreement, This is not necessarily true of schemes of Types C and D.

It should be emphasized that each of these types of nrenosal is
capable of assuming a gprest many variant forms, and many hybrid forms
are 2lso possible. Only a linited number of the possible variants are
evaluated in the fellowing sections, The significance of some of them

will appear more clearly in the light of subsequent discussion,

TYPE A Schemesg=-Direct Allocation of SDRe by the Fund to
Daveionment Firancine Iastituticns

Under the heading of development financing institutions wvould be
included the "orld Ban!: Group and various repional institutions,k
The distribution of the allocation among LFIs miecht be determined by the
Fund on the occasion of cach decisicn to allocate or at lonecer intervals,

or the DFIs might set up a joint organization to suballocate SDRs among
themselves.,

DFIs might be allcved to male such use of SDPs as seemed best to
them in the interests of economic developnent, or various understandings
micht be reached relating to such matters as the proportions in which
these funds would have to be used for financing development in the
various developing countries or groups of countries, the terms (grant,
concessionary loans, etec.) on which the DFIs would have to provide
development assistance to countries with funds derived from the allocations.

The [FIs mipht merre the resources derived by them from SDR alloca-
tions with those derived from other sources, or they micht sesrepate the
SDEs allocated to them and use thenm to finance a spccial tyne of lending.
The latter alternative would tend to be required if the Fund were to
impose conditions upon the DFIs with respect to the use to be made of
the allocations on the lines sketched forth irn the precedire parapranh.

The amourt to be allecated to DFIs in total micht be determined on
the occasion of each decision to allocate in general; or the prorortion
of global allocaticns to be assigned to DFIs micht be laid down in
revised Articles of Apgreerent or decided for periods lonper than a
single allocation period; or, finally, the amount to be allocated to
DFIs might be decided for periods lecnger than a single allocation period.

1/ Certain data vith repard to these institutions are set forth et
Table 1. ]



Table 1.

Development Finance Institutions—

(In millions of U.S. dollars, U. .ess otherwise noted)

22/

AfDB AsDB CABET CDB EADB EIB IBRD/ID IDB
Beginning year of operation 1966 1966 1961 1970 1967 1958 1946 1960
Paid in capital as of end
1971 80 Log2 20 25 20 250 2,661 405
Ordinary operations 6 :
Commitments: 1966-T1 503/ 5308/ 0302/ 3—/ 17 1032 7,106 1,107
Recent terms (representative)
Interest rategy(per cent) 7.0 an 5.5-6.02 81019 ... 7.50-7.875 T7.25 ‘8
Maturity (years) 8-20 12-25 10-20 7-12 - 7-20 14-30 15-20
Grace (years) 3 3-7 3-5 wii . 2-4 -7 L-6
Special or concessidnal
operations _
Funds available 11 Yes 5f Yes No Yes Yes Yes
Commitments: 1966-T1 0 wike/ 7 213/  n.a. 1644 5 3u0 2,185
Recent terms (rgpresentative) 1
Interest rateg?(per cent) n.a. 2.5—5-2/ i3 L n.a. I 0.75 3-1 16
Maturity (years) it 15-30 i T T B —_— 50 14-30
Grace (years) n.a. 3-10 - ik A.8: — 10 3.5=4.5
n.a. -- not applicable.
AfDB African Development Bank ¥IB  European Investrnent Bank

AsDB  Asian Development Bank IBRD International Bank for Reconstruction and

CABEI Central American Bank for Econecmic Integration Development

CDB Caribbean Development Bank DA Internationsl Development Association

EADB Fast African Development Bank 1DB Inter-American Nevelopment Bank

Note: The United Hations Development Programme (UNDP) disbursed $1,052 million in gdevelopment assistance
during 1966-71, representing UIDP program cost on projects and for which there arc no repayments.
The sccond Europesn Development Fund (EDF) provided 3700 million in development assistance, $730
willion in grants and $70 million in concessicnal loany, durine 1-4-69. The third EDF has pledged
51,000 million fer 1971-75: $600 million in erants, $90 mi)lion in coneecsional loans, and $100
million in ordinary operations of the EIB. The kLE does not bave one intependent legal identity,
but is a part of the Buropean Ecoromic Coumunity.

Sources: IBRD, International Financial News Survzy, and verious annual reports of development finarte

institutions.



Footnotes to Table 1

1/ 1In certain contexts, developmert banks and the following are listed
as multilateral develovment institutions or preerams: UMl Development
Programme, Ul Fund for the Congo, Ul lLiigh Commission for Refupees,

UM Children's Fund, UM lorean Reconstruction, Ull Relief and florks Agency,
UN Temporary Fxecutive Authority (Vest Iriam), "orld Foo:d Program, HMutual
Aid and Guarantee Fund for the Uest African Entente, Andean Development
Corporation, and Internatiocnal Tinance Corporation, and European Develop-
ment Fund,

2/ 1IDA bepan operation in 1960,

3/ 1%67-71.

41 1966-71,

5/ The CARDLI is composed of three lending funds: Ordinary Investment
Fund, Economic Integration Fund, and Housing Fund. During the 1261-71
period the distribution of loans from these sources was 45 per cent, 47 per
cent, and 8 per cent, respecctively,

6/ 1970-71.

7/ Loans to Greece, other ossociated states and overseas territories of
the ELC.

8/ Including cormmissions. In many instances there is also a coumitment
charge attached to undisbursed balances,

9/ ECxcludes any cormissions. B
10/ Loans to the private sector carry 10 per cent interest rate.

11/ 1In April 1972 DAC countries, Yugmoslavia and Brazil pledged 3100
million to the Special Fund of the AfD3.

12/ Lending onerations frorm Special Funds resources cormenced June 1969,
13/ An additional $1,25 million was financed by the Canadian Agri-
cultural Fund.

14/ Comprises Special Section loans to Turkey, and to assoclated states
and overseas territories on behalf of the Europcan Development Fund of the
EEC. For the period 1953-71, such loans totaled $175 million and $43
million, respectively.

15/ During 1971, two loans were made at 1-1/2 per cent.

16/ Furthermore, IDB has administered Special Funds from Canada.
Commitment of such funds are on IDA terms except the service charge is

1/2 per cent.



It is assurmed that a substantial part of clobal allocations of SDRs
would continue to be made directly to participatine countries. This part
mioht be distributed armone narticipants in preportion to quotas. Alter—
natively, developing countries might receive, as at vrescnt, z proportion
of total allocations corresnondine to their shere in t“e auotas of 2ll
participants, while such Si'T's available for allocation as were rot
distributed to NFIs or to develonin~ countries wculd be distributed among
participatine develoned countries in proportion te their cuotas.

The SI'®s allocated to DFIs, like thosc allocated to countries, would
sooner or later become part of the world's active stock of reserves and
provision would have to he made for their scceptsnce in exchanee for
currency. At present each narticicant Is obliged to accent ODRs up to
tlie point at vhich it is holding three tires its net curulative alloca-
tion. The DFIs would nct be participants but "other holders," and would
obviously not be subject to acceptance otligations. The acceptance
obligations corresmonding to thie SDRs allocated to LTIs must trerefore
be placed on partieipating covntries,t/ This obliration right be imposed
(a) on all participants in proportion to net curwmlative allocations, (b)
on all prrticipants in nroportion to ret cumulative allocations subse-
quent to the inaveuration of the "1lirk," (c¢) on 211 participants in
proportion to quotas, or () or developed country narticipants only, in
one or other of these proportions. If, 2s has boen suggested, lirita-
tions on accentance oblipations of participants vere removed as part of
the international monetary reforn, this nrohlen would disapnear,.

4]

An important question arises with respect to the interest rate on
SDRs, Interest is received on SDR holdines and equivalent charges are
paid on net cumulative allocations. At present the rate of interest and
of charges is 1-1/2 per cent, but this rate will »nrobably have te rise
in future if the share of SDRs in total reserves is teo be substantially
increased; it will, however, probebly remain sormewhat below the rates
payable in most countries on government securities., The question is how
the interest cost correspendine to the Sifs allocated to DFIs vould be
met, One possibility is that the cost would be met by the DFIs, which
would recoup themselves thrcugh the interest charged on develonment
loans. Or the cost misht be borne by all participatine countries in
proportion to quotas, net cumulative allocations, or some other yard-
stick, Or it might be met by all developed country participants only

in proportion to guotas or net cunmulative allocations. Finally, it is
conceivable that, as part of the reform of the irnternatioral monetary
systen the interest pais bv nct debtors in the SHR syster (including
that paicd by DFIs) micht be a2t a lover rate than that paid to net
creditors, or that the interest vaid on allecaticms (includins that paid
by DFIs) mipht te at a lower rate than that paid on SR holdinps--the
difference, in either case, bteinr met through assessments on participat-
ing countries, or on develeped countries, or throueh new issues of SDIs.

1/ TFor a discussion of this cuestion, see also the Peforn Report (op.
¢it.), Chapter IV, Section 3.
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Whichever of these.methods is adopted, it should be noted that there is
no necessary connection betwsen the way in which the burden of any
interest concession to DFIs is distributed, and the vay in which alloca-

tions to participants (i.e., allocations other than to DFIs) would be
distributed.

Somevhat analopous to the problem just discussed is the cuestion
whether or not LTIz should be expected to assume the contingent revayment
obligations corresponding to their allocations in the event of withdrawal
of a participant from the Special Drauving Account or of licuidation of
that Account (Articles X¥X and XX¥I of the Articles of Arreerent).
Liquidation is perhaps a contingency too remote to require consideration.
As repards a terrination of participation, however, since the lending
carried on by DFIs on the bacis of "1ink" resources would itself be of a
revolving, alteit long-term character, it nisht be possible for the DFlIs
to accept a contingent repayment obligation especially if the gereral
resources of the institutions in question were available to meet such
repayrment. It would, however, be possible for this contirneent repayment
oblipation to be transierred to particivants or to developed ccountry
participants in much the same ways as the interest burden discussed above,
or the acceptance oblipations associated with their allocations.

Several possibilities arise with respect to tiie manner in which DFIs
rnisht use SDRs allocated to ther, Thus they nifht be required to use the
SDRs immediately on allocation, by convertins them into currencies which
they would then hold; or they risht retain the S5I'Ps until such tire as
payment had te be made to supplyine countries or to countries of invest-
ment in connection with development proiects or program loans, SIDRs
might be transferred or converted throurh the ordinary desicration
mechanism or in accordance with a special set of rules; there micht also
be scope for transfers without designation.

TYPT R Schemes=-Allotmert to Developine Countries of a Hisher
Share of 8DR Allocations than Corresponds to
Their Share ir Fund Nuotas

There are twvo main variants of this type of scheme. Under Variant
Cne, merber countries would be divided into tvo catepories ("developed"
and "developing'") or into three or more categories based on deeree of
development or per capita income: within categories tie ratio of
allocations to quotas (in ary one allocation period) would be uniform,
vhile between or among catescries the ratio vould differ, being higher
for the less developed and lower for the mcre develooed countries.

Under this approach there would be a failrly obvious demarcation
betveen the part of the total allocation to ceveloping countries which
corresponded to their share in the world need for reserve supplerentation
and the part which was intenced to be used for developrent finance. As
total allocations varied over time, an attempt might be made to keep the
"developmental' part of the allocatior at a relatively steady, or
steadily growvinre, level,

b &

b g4



