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Evolution of "social" projects in IDA charter

IDA came to the Bank in the form of a proposal submitted by the U.S. government in
May 1959. General in nature, the proposal discussed most of the key elements relating to the
future association. On the subject of IDA’s field of operations, however, it remained silent.
Considering the atmosphere at the time of the proposal, one wonders if this was an oversight
on the part of the U.S. officials, or if it was a deliberate sidestep away from a controversial
issue.

In 1959, the United States bilateral Development Loan Fund (DLF) was in effect (it
lasted from 1958-61), the Inter-American Development Bank had begun operations, and there
was the specter of SUNFED which called for financing of social projects. In fact, at a Staff
Loan Committee (SLC) meeting held on August 11, 1959 to discuss the IDA proposal Demuth
made the point clear that the IDA proposal "was not a U.S. affirmative program. It was (a) a
desire to assuage Congress, and (b) a desire to keep off SUNFED. The U.S. thinking had been
all on the negative side to accomplish these objectives." Demuth also noted that the U.S.
"hoped by bringing everyone in on the subscriptions to stop the pressure for increasing the
capital and so to keep down their contributions." (p. 4)

If, in fact the U.S. was trying to keep its subscriptions down, IDA financing of social
projects would work against that desire by greatly expanding the scope of the association thereby
creating pressure for larger subscriptions. This point was made clear by Knapp at the August
11 SLC meeting: "...if you accepted public health projects, for instance, it would open up
pressure to increase the sum tremendously." Davidson Sommers, whoe spearheaded the IDA
movement within the Bank, was of the opinion that "If health and additional projects were to be
included, IDA would present a much bigger problem in its operations and administration." (p.
7)

Shirley Boskey was the first one to document the issue of IDA’s financing of social
projects, or those not "self-liquidating," in the Bank. In her July 8, 1959 discussion points
paper, which was later issued to the Board in the form of a presidential memo bringing the IDA
proposal to the Board’s table, Boskey asked whether IDA would finance projects "which are
primarily social in character and which may not be self-liquidating." (See IDA/R59-1, dated
October 9, 1959.)

After the Senior Staff discussed IDA, they issued issued a draft position paper on the
IDA proposal. (See, notes to August 11, 1959 SLC meeting.) The Bank’s management
maintained that while IDA would be largely concerned with financing projects that were directly
productive, social projects would not be excluded. Management also preferred to avoid any
reference to health and education projects in the President’e memo to the Board. Subsequent
discussions on September 3, 1959 revealed staff thinking that health and education projects were
not be likely to be financed as foreign exchange projects. (pp. 5-6)



The notes of the September 3, 1959 SLC meeting are worth reading in full because the
discussion touches on many important issues relating to the establishment and operations of IDA
from the management’s perspective. Knapp addresses allocation, rationing of IDA’s resources
and the specific problem of India. Sommers raises the issue of the Bank becoming a
"supplicant" to governments for money during later replenishments. Iliff asks if IDA would lend
to a country which was not creditworthy but if took the right action would become so? More
to the point, Sommers notes that it would be difficult for an international institution to get
embroiled in education, and the contribution could only be small and thereby have little
influence. In fact, Sommers "wanted to negate the idea that IDA loans would be soft in the
uneconomical project sense." Cope goes on to state that "We should give a strong hint that IDA
would not lend in the social field, without excluding it." (p. 6) We see, then, that management
had its own strong opinions of the efficacy and desirability of including social/nonrevenue-
producing projects within its portfolio. While wanting to give the impression of flexibility, the
SLC was opposed to the idea of social project lending. And so the issue was left for discussion
by the Governors of the Bank at the 1959 Annual Meetings held in Washington.

It is useful at this point to examine the U.S. position on IDA. Judging from an April 28,
1959 memo outlining the timetable for IDA, the U.S. was in a hurry to enact its proposal. We
recall from John’s discussion in his chapter on IDA that several proposals were offered during
the decade of the 1950s. Not until the New Delhi annual meetings in October 1958 was IDA
formally discussed. The following May, the U.S. submitted its proposal to Bank management
and in July, the proposal was forwarded to the other Governors of the Bank for discussion.
According to the April timetable though, the U.S. was to hold discussions with other Part I
subscribers prior to July 1, 1959. From July to the annual meetings, Bank staff was asked to
prepare a draft charter which would be negotiated during the fall and submitted to government
members in January 1960. The U.S. set the agenda and the Bank obediently followed orders.
We should not lose sight of the fact that, effective September 16, 1959, the Bank’s capital
increased from $10 to $21 billion. It is not clear why the U.S. was so enthusiastic in charging
ahead on this proposal after dragging its heels for so many years. And especially so if, as was
viewed by the Bank, the U.S. was doing this for negative reasons.

At the annual meetings there many press releases of statements by Governors about the
proposal. While Part I members were more interested in making proclamations about the
amount of subscriptions, Part II members were waxing eloquent on how to spend the proceeds.
The Chinese, Sudanese, Ecuadoran, and Ghanaian Governors were quite pleased to announce
their support for IDA, especially since it would broaden the scope and ease the terms of Bank
lending. (See accompanying excerpts of their statements.) Ever on the watch for loose lips
which could sink ships, Black closed the meetings with the proviso that IDA "shall support only
sound projects of high developmental priority, and only in countries which are prepared to
follow sound economic policies." Thus the stage was set for a battle between Part I and Part
II Board members in working out the articles for IDA.

A memo from the President was circulated to the Board on October 9, 1959 which put
forward the talking points on drafting the IDA articles. This was Boskey’s original talking



points memo which had already been discussed at the August SLC meeting where it was
suggested that reference to health and education projects be dropped--they appeared in Black’s
version. At the October 15, 1959 Board meeting the issue was referred to the Financial Policy
Committee. This committee was composed of all the executive directors of the Bank but
provided a less formal arena for discussion as there was no formal vote. (This is equivalent to
a Committee of the Whole meeting in current practice.) The same practice was utilizedIn
negotiating the IFC charter, but, as was pointed out in the SLC meeting, the IFC charter had
been discussed much more thoroughly by the Governors than IDA had been prior to committee
discussions within the Bank.

The Financial Policy Committee met regularly from October through December. Many
issues were worked out during the process with much of the initial discussion focussing on
subscription amounts and voting rights. On October 26, the Directors began addressing the issue
of operations. On the question of IDA’s financing of social projects, the Directors were almost
exclusively divided along the lines of more- and less-developed members. Following is a list
of the Executive Directors who expressed an opinion on the issue of social lending, by
preference:

Against: Donner (Germany), Upton (U.S.), Lieftinck (Netherlands), Hammarskiold (Sweden),
Cromer (U.K.), Watanabe (Japan), Rott (Austria), Aragones (Spain).

For: Larre (France), Mejia-Palacios (Colombia), Brignone (Argentina), Machado (Cuba),
Khosropour (India, Alternate E.D.), Ismail (Malaya), Rasminsky (Canada), van Vuuren
(Austria).

At the end of the discussion, however, the consensus was along the following line: IDA’s
emphasis would be on so-called productive projects, but flexibility would be written into the
charter to allow for management’s discretion. It was to be a long fall before that consensus
could be reached in financing other types of projects.

(I will not attempt to detail in this report the deliberations on the issue of social project
lending in this review--it would make this discussion too lengthy. The arguments are interesting,
however, and I have compiled them in chronological order in a folder should you wish to review
them yourself.)

Among the din of voices in the debate on IDA, two were in marked contrast: those of
Messrs. Donner and Mejia.

Otto Donner, representing Germany, staunchly opposed social projects per se, because
they were nonrevenue-producing and thereby would not lead to economic development. At a
December 21 committee meeting, Donner forcefully argued that in Article I the phrase "The
purposes of the Association are to promote economic development, increase productivity and
raise standards of living in the less-developed areas in the territories of members" be amended
to include "thus" between the words "and raise" "to make clear that the raising of living
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standards were a consequence of the promotion of economic development and increased
productivity." (p. 4)

Jorge Mejia Palacios, the Colombian Executive Director, was a persistent and adamant
advocate of increasing the scope of IDA to include financing for social projects. Mejia Palacios
never tired of arguing for financing of so-called social projects at the committee meetings as well
as through substantial revisions of the proposed draft articles prepared by Bank staff. He argued
that economic development should be pursued in tandem with social development in order to
raise the overall living standards of the people. He strongly believed that IDA was the perfect
opportunity for the Bank to broaden its lending practices by providing financing for water,
sewage, education and nutrition projects. With all of the Part II directors on his side most of
the time, Mejia even went so far as to suggest, much to Black’s surprise and indignation, that {
the weighted voting system used within the Bank worked against the spirit of international
cooperation and should be amended to a one-country one-vote system. (See October 15, 1959
Board discussion.) Such a system of voting for the articles would have given the Part II
members a larger say on the articles and a greater chance of including nonrevenue-producing
projects in the charter. Needless to say, the proposal did not pass.

Mejia also submitted for consideration his own version of IDA’s purposes, which would
allow the association to "Finance in total or in part specific productive or social projects aimed
at raising the economic and social standards of any underdeveloped member country..." (October
29, 1959 IDA/59-15, p. 1.) The committee rejected the proposal and decided in favor of the
idea that IDA be a close affiliate of the Bank. Mejia curtly responded "that if IDA were to be
a close affiliate of the Bank... there was no need for a new institution." (October 30, 1959
committee minutes, morning session, p. 7.)

Other members of the Board were more flexible and conciliatory. Upton, representing
the U.S. position, called for flexibility in the operational aspects of IDA. This was the newly
official position of the U.S. which issued a memo entitled "Proposed Compromise on IDA" on
November 4, 1959. It is worth quoting at length from the proposed compromise as it is a
succinct description of the consensus which the Board was to reach:

The following group of proposals is offered by the U.S. as a compromise to
resolve the basic problems concerning IDA....

With regard to the financing of social projects, while the charter would emphasize
productive projects of development, it would be so drafted as to permit financing
of social projects. It would not be necessary to use the specific term ’social
projects’ or to attempt to define the concept. The explanatory memorandum
would indicate that attention would be concentrated on special situations such as
pilot projects. In the financing of social projects, the principal source of funds
would be the ’special resources,’ although other national currency sources could
also be so employed. On the question whether the IDA would finance ’projects’
or ’programs,’ the charter would emphasize projects but would expressly



authorize the financing of projects forming parts of programs.”" (Compromise
memo, pp. 2-3)

Social projects would not be excluded, but they would not form the normal course of activities
for the new association. The reference to "special sources" touched on Mr. Larre’s proposal
that social projects could be financed with the local currencies that would have gone into IDA’s
coffers as recycled PL 480 funds, while hard currencies would be used only for productive
projects. (See, October 26, 1959 committee discussion, morning session, p. 11.)

Lord Cromer, argued with Donner "that IDA should not concentrate on social projects
as such, but if social aspects were part of a productive project then there would be no reason
not to finance them." (October 26, 1959, committee afternoon session, p. 2.) The emphasis of
the Part I members was on productive, as opposed to the social nature of projects. Although
Hammarskiold is listed as against the type of social lending propounded by Mejia, he did express
the candid opinion "that development was the key word. He suggested that there might not
really be a difference between a social, and productive project, or between a high priority
project and a sound project. The charter should be drafted with all possible flexibility in this
respect.” (See, October 26, 1959 committee discussion, morning session, p. 11.)

The end of calendar year 1959 signalled the final debate on IDA’s articles and their
supplementary memo. The newly coined phrase "high developmental priority" which originally
appeared in the draft Article I was objected to by Messrs., Khosropour, Mejia, Rasminsky and
Patel. Mr. Upton "thought "high development priority’ was broad enough to allow IDA to select
almost any type of project, including social projects if they met the "high development priority’
criterion...." and "The Chairman [Davidson Sommers] said the staff considered the words to
have a broadening rather than a restrictive effect," (December 22, 1959 committee meeting,
morning session, p. 2.) Mr. Khosropour, however, took issue with who was going to decide
whether a project was of "high" developmental priority. Mr. Rasminsky noted that "The
reference to priority in the draft did suggest that there was a kind of blueprint in which projects
were ranked in order of merit, with IDA authorized to select only those at the top." (p. 3) It
was finally agreed that the language be changed, the result of which was the wording in the
Articles that IDA would provide finance to the members "to meet their important developmental
requirements..." (See Articles.) The phrase high development priority was retained in the
memo, however, with no reported discussion.

The draft articles received final approval from the Board in the January 25-26, 1960,
Board meetings. There was some discussion of the operations, but most of the proposals to
either restrict or expand the scope of the association’s operations were not approved. On behalf
of Thailand Mr. Watanabe received confirmation from the Board "that a specific social project,
forming an economic development project or projects in an economic development program, was
eligible for Association financing." (January 25-26 Board meeting minutes, p. 7.) With Board
approval for the submission of the articles for member country review, the negotiations came
to a close. The IDA Articles became effective on September 24, 1960 with approval from the
required number of member governments.



We see, then, that there are various reasons why IDA included the possibility of bringing
social lending into its portfolio. They are:

a) demand driven, in that the Part II countries wanted the association to make more
financing available for social projects as demonstrated by the statements of the Governors
and Directors of the Bank;

b) a U.S. reaction against SUNFED, in order to counteract the desire for a U.N.
sponsored SUNFED program which would finance "social overhead projects," the U.S.
compromised on the association’s charter to allow for inclusion of social and/or
nonrevenue-producing projects;

c¢) sheer force of will on the part of Mr. Mejia Palacios, who would later argue, in
setting IDA lending policy, that it was the intention of IDA from the beginning to include
social projects in IDA’s portfolio, against the contrary argument of Mr. Donner;

d) the view of Bank management that IDA’s charter should permit maximum flexibility
with regard to operations offered tacit agreement to the inclusion of social projects;

e) the use of local currencies; if they were to be included in replenishments then they
could fund projects of a social and/or nonrevenue-producing nature. (This argument, as
proposed by Mr. Larre, would, however, work against the Part II membership’s desire
to receive hard currency financing for social projects.)

David Brindley
July 25, 1994



Chronology of Important Events in IDA Articles of Agreement

May 19, 1959

U.S. sends proposal to the Bank with no prescriptions for type of operations.
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July 8, 1959

Shirley Boskey prepares discussion notes on U.S. IDA proposal and addresses the question of
whether IDA would finance projects "which are primarily social in character and which may not
be self-liquidating."

August 11, 1959

Staff Loan Committee discusses the U.S. proposal. Sommers, chairing the meeting, points out
that while there were differences among the Directors about social lending, "Most of the
Executive Directors’ thinking was pretty much in agreement that most of IDA’s lending should
be of the kind that the Bank would do except for creditworthiness considerations." [p. 1]
Demuth argues that there would be a lot of pressure for IDA to go into social projects. Knapp
responds that such financing would require much more capital than that proposed. [p. 7]

August 26, 1959

Management releases its position on the IDA proposal and states that while social projects would
not be excluded, "IDA’s financing would be largely concerned with directly productive projects
of the type normally financed by the Bank, but that social projects would not be excluded. We
would prefer to avoid any reference to health and education projects." [p. 3]

September 3, 1959

Allocation issues discussed at the SLC meeting. Sommers expresses the opinion that "the
general field of Bank projects should be the normal field of IDA projects but that others should
not be excluded. Municipal waterworks and sewerage systems might be somewhat unusual.
Health and educational projects would not be excluded by name but would not be likely to be
financed as foreign exchange projects." [pp. 5-6]

(See full text of minutes for interesting details.)

October 1959 Annual meetings
Advocates for social lending:

China: "The U.S. guidelines [for IDA] set forth the purpose of the IDA as follows: ’to promote,
by financing sound projects of high priority, the economic development of less developed
member countries whose needs cannot be adequately met under International Bank lending
programs.” We welcome that statement in the sense that IDA operations will supplement
International Bank lending programs in those areas where, for some reason or other,
International Bank lending programs have not previously operated. Thus IDA will effectively
enlarge the extent and scope of international lending operations." [Remarks by the Honorable
Chia-Kan Yen, Minister of Finance of the Bank for the Republic of China. October 1, 1959,



Third Session of the 1959 Annual Meetings of the IBRD, Press Release No. 57.]

Sudan: "Equally important is the general recognition that the forms and conditions under which
these facilities are given should be such as to make their effective utilization possible and
acceptable to the underdeveloped countries. To quote an example, it is gratifying to note that
there is a recognition of the need to provide assistance in respect of nonrevenue-producing
schemes and also provide assistance for the local currency costs of development projects.... Let
us also hope that its charter and operating policies will be as flexible as will be necessary to
provide assistance in all fields where its affiliate body, the International Bank for Reconstruction
and Development, is by virtue of its charter and strict financial test precluded from giving."
[Remarks by the Honorable Abdel Magid Ahmed, Minister of Finance and Economics and
Governor of the Bank for the Sudan, October 1, 1959, Third Session of the 1959 Annual
Meetings of the IBRD, Press Release No. 48.]

Ecuador: "...[I]t is necessary to reflect the thinking of the peoples who glimpse in this new
organization and instrument that will enable them to carry through quickly and under favorable
conditions their programs of economic development and social improvement.... We must hope
that IDA will signify not merely just another institution, but a genuine and valuable aid; the
absence of rigidity in its rules, by the field of operations, by the terms of financing and, in
general, by the other advantages to the countries having recourse to it in search of credit with
which to realize their development programs. In this regard, I simply wish to mention that the
IDA should have in mind the social conditions of the people, carrying the benefit of its
operations to those plans and works which, due to their particular nature, do not find sufficient
economic support at present. The problem of housing, school buildings, education of the
masses, public health and sanitation, etc., have not always been accorded the most adequate and
timely credit support. And yet, these problems have a major and fundamental effect on the
development of the community..." [Remarks by the Honorable Isidro Ycaza Plaza, Minister of
Economy and Governor of the Bank for Ecuador, October 1, 1959, Third Session of the 1959
Annual Meetings of the IBRD, Press Release No. 67.]

Ghana: "...[W]e note with even greater satisfaction the fact that as a result of the United States
Government’s initiative, a new form of loan capital is about to be generated through a new
institution to be known as the IDA, which will lend to underdeveloped countries @Mt
normally covered by Bank lending and on more flexible terms. We endorse this new proposal
wholeheartedly and wish to express the view that its working should be so ordered that loans can
be made to all deserving underdeveloped countries on an equitable basis, not only for specific
projects, but also for general development.”" [Remarks by the Honorable K.A. Gbedemah,
Minister of Finance and Governor of the Bank of Ghana, October 1, 1959, Third Session of the
1959 Annual Meetings of the IBRD, Press Release No. 71.]

Black insists at the close of the meetings that "I regard it as essential, therefore, that IDA, in
whatever field it may operate and on whatever terms it may provide finance, shall support only
sound projects of high developmental priority, and only in countries which are prepared to
Follow sound economic policies." [Remarks of Eugene R. Black, President of the International




Bank for Reconstruction and Development, at the closing Joint Session, Press Release No. 75.]

[The original U.S. proposal included the term "high priority," Black makes the first public usage
of the term "high developmental priority."

October 9, 1959

[IDA/R59-1] Poses the question whether IDA financing should be focussed on "’productive’
projects of the type normally financed by the Bank, or that it may also be expected to finance
’social’ projects, such as water supply, sanitation, pilot housing schemes and perhaps health and
education"; and whether financing should be limited to "specific projects or expressly permit the
financing of ’general development programs.’" [p. 10] Reference to health and education,
objected to in the SLC, is included.

October 26, 1959, Financial Policy Committee of the Board, morning session.
Donner opposed to widening the scope of IDA lending beyond that of the Bank. Larre suggests
lending local currencies for social projects but reserving hard currencies for productive projects.

October 30, 1959, Financial Policy Committee of the Board, morning session.

Discussion of Mr. Mejia’s proposal regarding IDA’s purposes. Donner is flatly against lending
for social projects: "By concentrating its efforts on increasing productivity, IDA would help
create the prerequisites necessary for social improvement." [p. 2]

"In response to the comments on @Mr. Mejia said that if IDA were to be a close
affiliate of the Bank... there was no need for a new institution." [p. 7]

"Mr. Brignone thought that social projects should not be presented in the charter as the
alternative or opposite of productive projects. If a distinction was to be made between a Bank-
type project and a new kind of project, he suggested the terms ’long-run or long-term
productivity’ and ’short-run or short-term productivity’." [p. 6]

Black calls for flexibility in his summing up of the Board discussions: "Most of the other
principal differences were on questions of operational policy, which did not necessarily have to
be decided in the charter. In fact, it seemed clear to him that the charter should permit
maximum flexibility, and that most of the Directors did not want operational issues to be decided
in detail at the time." [p. §]

November 4, 1959

The U.S. offers a compromise on some issues. "The following group of proposals is offered

by the U.S. as a compromise to resolve thmconcerning IDA.... With regard to

the financing of social projects, while the charter would emphasize productive projects of

development, it would be so drafted as to permit financing of social projects. It would not be
nece to use the specific term ’social projects’ or to attempt to define the concept. The

@im@ould indicate that attention would be concentrated on special

situations such as pilot projects. In the financing of social projects, the principal source of funds
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would be the ’special resources,’ although other national currency sources could also be so
employed. On the question whether the IDA would finance *projects’ or *programs,’ the charter
would emphasize projects but would expressly authorize the financing of projects forming parts
of programs." [pp. 2-3]
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November 20, 1959

[IDA/59-18, "Draft IDA Articles of Agreement"] Memo accompanying the draft articles of
agreement: "Pursuant to the views expressed by almost all members of the Committee, Article
V, dealing with operations, has been drafted in very general terms, to give the Association wide
latitude to shape its financing to meet the needs of actual cases as they arise. For example, the
Association would be authorized to finance any project of high developmental priority, whether
or not revenue-producing or directly productive. Thus projects such as water supply, sanitation,
pilot housing schemes and the like would be eligible for financing, although I believe it is the
consensus of the Executive Directors a major part of the Association’s financing would be
concerned with projects of the type financed by the Bank." [pp. 2-3]

"ARTICLE I, Purposes. The purposes of the Association are to promote economic
development, increase productivity and raise standards of living in the less-developed areas in
the territories of members, in particular by providing finance for purposes which are of high
developmental priority in the light of the needs of the member country or countries
concerned..." [p. 10]

December 21, 1959, Financial Policy Committee of the Board, minutes of afternoon session
"Mr. Donner proposed several amendments to Article I. In the second line the words [sic.]
’thus’ should be inserted before the words ’raise the standards of living,” to make clear that the
raising of living standards were a consequence of the promotion of economic development and
increased productivity." [p. 4]

December 22, 1959, Financial Policy Committee of the Board, morning session

Lengthy discussion of operations. While "[Mr. Upton] thought *high development priority’ was
broad enough to allow IDA to select almost any type of project, including social projects if they
met the "high development priority’ criterion...." and "The Chairman [Davidson Sommers] said
the staff considered the words to have a broadening rather than a restrictive effect,” [p. 2]
Khosropour, Mejia, Rasminsky and Patel favor changing the term. Khosropour concerned with
the problem of who was to decide whether a project was of "high" developmental priority.
Rasminsky notes that "The reference to priority in the draft did suggest that there was a kind
of blueprint in which projects were ranked in order of merit, with IDA authorized to select only
those at the top." [p. 3] It is agreed that the language be changed, resulting in stated purpose
that IDA would provide finance to "to meet [members’] important developmental
requirements. .."

January 25-26, 1960, discussion of the articles for submission to Governors
"On a request by Mr. Watanabe, on behalf of Thailand, it was confirmed that a specific social
project, forming an economic development project or projects in an economic development



program, was eligible for Association financing." [p. 7]
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November 29, 1994

Richard,

I reviewed the files of the Staff Loan Committee at the
archives in reference to the first IDA credit to India for
highways. Unfortunately, there was no record of a discussion of
this credit. There were, however, two interesting discussions held
on September 7, 1960 and June 16, 1961, which I photocopied and
attach to this memo. You will find the second discussion, which
relates to a Bank coal project, especially interesting.

In reviewing the Board discussion of the IDA highway credit on
June 20, 1961, I noted that the Bank had committed itself to
lending $400 million to India during its five-year program, and "a
substantial part of this aid was promised in a form which should
result in quick disbursement." (p. 6) There was no further
discussion on program loans nor balance of payment financing.
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ForM N2. 61
(3-54) INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT CONFIDENTIAL

STAFF LOAN COMMITTER =%

Rough Notes of Staff Loan Committee Meeting held on FEB £ & 201
Wednesday, September 7, 1960, at 3:00 p.m, in Room 1006

INDIA

Mr, Stevenson - The U.S., U.K., Germany, Canada gnd Japan would be represented
3t the Indian Consortium Meeting in Paris, Italy would send an observer.

The membership of the Indian Consortium was expected to attend the Pakistan
meeting, Italy did not seem to be very favorable but might send someone.

Mr. Knapp - Italy and France had made the case that they would like to attend
but they were not equipped constitutionally to put up long or soft-term financing.
They could not make any commitment last year for the Second Five-Year Flan.

They contemplated taking action to equip themselves to partici pate in the future.
Mr. B. K. Nehru had said positively that he had heard from Paris that France was
joining., The word we had was that the Frenck had not yet made up their mingL

We have not heard from the Netherlands.

The Bank was preparing a statement to emphasize the points in para. L of the
Area Memorandum.,

Para. L (b) would be the main battle. Mr. Black had sent a personal letter to
each of the participant countries at the ministerial level, regretting that he
would not be present and stressing the importance of L (b) and stating that India
could not carry the program through without a great deal of assistance. He had
then commented on India as a creditor.

The Bank hoped to reach agreement on the general approach,

#ssistance should avoid as far as possible an additional burden on India's
balance of payments.

The same approach would be taken by IDA on its relations with India,

The Ba;k's ability to lend to India would depend on the amounts made available
from other sources.

On the questions of the flexibility of the aid, its tieing to projects, etc.,
the Bank planned to advocate as liberal a policy as possible,

Re para. 3 of the Area Memorandum, neither country was creditworthy for these
requirements.

If aid were to be provided on the scale needed, it could not be based on the
foreign exchange component of projects. There had to be a substantial amount
made available for miscellanous capital imports or for maintainance imports or
general balance of payments assistance.

Psychologically it seemed to him that if they obtained funds on the latter basis
there would be a tendency to feel that there should be a hardening of terms.
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Mr, Rist - If you added in the local cost of all prospects likely to be attractive,
would you reach the amount needed?

Mr. Knapp - Yes.

Local Currency Financing

There were two ways to go after taking the foreign exchange component of
projects: (1) taking the local currency component; or (2) taking the foreign
exchange component of other projects.

The countries might think now about the extension and refinancing of obligations
falling due in the next five years.

Mr, Stevenson - If all the PL 480 aid was available from Pakistan it would not be
such a problem there,

Mr, T1iff - Re para, 7, would it be possible for us to say that there ought not
to be more than™# devoted to debt service.

YMr, Stevenson- They were liable to come awaywith a higher debt service than they
ought to.

Mr, Aldewereld - What formula would we apply?

Mr, Stevenson - There was not one really. It would be arbitrary. We should see
that they had .some net investment.

Mr, J1iff - A better position would be to say that in our view the total amount
of soft financing should be at least 'x%'.

Mr. Knapp - We could not do this as a practical matter now, but might be able to
in two or three years,

Mr, I1iff - Perhaps the Bank should not lend at all.
Mr, Rosen - Hard loan money would only be put in on continuing aid to India.

Mr. Stevenson - We would encourage more soft money to come in by making a'hard
loan ourselves.

Mr, I1iff - We were near the margin of lending on a hard basis and the bulk had
to be on a soft basis.

Mr. Knapp - We had not drawn the line.

Mr, Goodman - There were two practical problems and the Bank shouid take the lead,
Mr, Hoffman - It would be important to consider the timing.

They would probably get more hard lending than they should ipn the next year or

two. He hoped that an institute would be set up in Germany, etc., for soft loans
later and what we did we would have to do on faith.
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Mr, I1iff - We should do what we could to habituate these people to think of
soft loans.
Mr, Hoffman - In Germany legislation for the purpose was being considered.
Mr, Dermuth = If they had to have legislation, they should talk in terms of grants.
Mr, I1iff - The U.K. could not make soft-term loans or grants without legislation.
Mr, Wright - He thought they only needed to put them in the budget.
Mr., I1iff - He did not think that was right.
Mr, Knapp - He would like to call attention to a couple of points on the charts.
These figures were calculated on the basis of note (b). We were making the point:
that any hard loans should be on a longer-term basis pushing out the maturities

and then the lines would decline.

You could make the case, if you were considering a percentage, that you should
take account earnings plus participation of grant aid into account,

These charts were on a very conservative basis.

Mr, Stevenson - Also they assumed no borrowing after the Third Five-Year Plan.

Mr. Cope - He had often felt that we overused this device to show the extent a
country could incur debt.

He felt we should abandon the year-by-year approach and consider the situation
over a decade,

Mr, Knapp - It was a club to beat people with, although it was crude. You could
not use EO% in this case.

Mr, Hoffman - We knew that PL L80 was coming in and might tack that on.

Mr. Knapp - This was not clear in the context of our papers. When we were
talking about half of the aid, were we excluding PL L80?

MI‘. Wrigh‘b - YeSo

Mr, Knapp - We should be sure to tip our hats to the U.S. on PL L80. They
deserved credit for this.

Mr, Rist - The decision would be motivated by other than financial considerations.
Tt was a polibical operation.

Mr, Knapp = We should not get too political. We had to persuade the European
countries that they could not attain their political objective and put their
assistance on a hard-term basis.

The whole of the U.S. aid was an a soft-loan basis and they might cause the U.S,
to harden up.

Mr, Rist = We might have the U.S. make this argument.
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Mr. Knapp = The chart had been drawn on the conventional basis,
Mr, I1iff - There was a ceiling above which a country should not mortgage its

earnings for a debt,
were

Mr. Knapp - India happened tb be a case where they/more likely to receive
continued aid than in most countries and this should permit us to consider
lending more easily. :

If we were sure someone would pick up the check later on, we would tend to
increase our own ceilings.

In the first two years the target would not be achieved.

The U.S. would make the argument that if other countries continued to make hard
loans, it would entail bailing them out by U.S. soft loans.

Mr, Knapp = What about the Swiss credit?

Mr, Wright - It was a firm line of credit.

Mr, Goodman - There was a $3.5 million Belgian credit.
Mr, Knapp - He would like a note on the Swiss credit.
Mr, Wright - All right.

Mr, Knapp = We would come back to creditworthiness in the light of the Bank's
lending.

There would be a lot of danger in an approach dividing up the Third-Year Plan on
a project basis, This would play into the obnoxious effect of tied lending. The
more selective process of dividing up according to the ecohomic source of supply
would produce cheaper execution of the project.

Some had to be non-project lending.

We should urge that a substantial part of the lending be in the form of lines of
credit on a non-project basis.

India had the problem of placing orders now., If they could get assurances soon
which could eventually be used, they could pick up maintenance imports and bits
and pieces out og projects themselves.

The psychology would probably be to harden up terms if they were on a credit basis,
Mr. Rosen - How would this counteract Russian projects?

Mr, Knapp - They had some of both,

Mr, I1iff - What about the Bank?

Mr, Knapp - Perhaps the Bank should loosen up and perhaps take things that others
could not.
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Mr. Stevenson = There was the argument that the Bank should not take the rail-
ways as they were so easy to handle.

Mr. Knapp - They were massive and the argument was that they should be set aside
for government financing, but that might be part of our package too, e.g. a line
of credit for road transport.

We should press on others the sector type loan.

Mr, Cope - If disbursements were made against total costs, you would not run
into this problem.

Mr. Knapp - He doubted that the Bank should get into local aurrency expenditure

oans in India. We could advocate that others could do more than the Bank
could here.

Bank Lending - India

Mr. Knapp - Only in extreme circumstances would we want to be driven to pull out.

The provision of $100 million a year would mean a possible IDA contribution of
$L0 million a year. This would leave $60 million a year for the Bank or $120
million beyond the Bank's present stake. $25 million a year of new lending by
the Bank would be fairly modest.

A condition of our lending would be the extent to which we were satisfied with
the lending by others,

The amount of $25 million a year was a round and convenient figure., This would
build up our stake from $600 million to $720 million,

Mr, Knapp - He would circulate to the Area Departments the summary of the Area
T__Bpoan forecasts for the Bank for 1960/61 and 1961/62.

It looked as thomgh lending this year would be large. A lot would hinge on
getting ahead with Mexico and Argentina. The total might be as much as $800

million. Next year the Bank's lending would probably go off a lot. It was ‘ﬁ\
o8 hard to see that it would amount to $700 million.

If we went ahead with Mexico, Argentina and Venezuela, Latin America would be
restored as the front runner in the area figures.

In the case of India and Pakistan it was our purpose to encourage others and to
leave room for us to do our part.

Mr. Rist - That would not only look nice, but it would also look serious.

Mr, Hoffman - The U.K. would make the point that IDA should be bigger and make
a bigger contributidn.,

Mr. Knapp - IDA might come to take a big role.

We would have to duck questions of the proportion and division b epween the Bynk
and IDA, ¢
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After some cross-examination, some might be able to work this out.
We would say an amount in the order of $100 million.
Mr, Cope - He felt that these were the right tacties here,.

Mr, Knapp - The meeting would be a kind of warm-up. Methods would be discussed
at another meeting held &n March.

In the absence of a more popular or cogent formula we would try this out,

PAKISTAN

Mr. Knapp - This was a strikingly different situation. With the large Indus
loan to which we had already committed ourselves, we would have a net investment
of about $125 million for the 10 years ahead, There was not a lot of slack and
we would make new loans as others were refunded.,

We felt basically that they had a weaker economy and that we should keep the
percentage on a lower level compared with India,

Here we pointed out that for the first two years they would need $350 million
of which probably $100 million, excluding the Indus, might have already been
secured, A

We had in mind $35 million from IDA and some financing for Sui Gas and PICIC by
the Bank. The Karachi electricity and ports projects might go to IDA,

We might consider $60 million divided on a 30-30 basis between the Bank and IDA,

What would $30 million of Bank lending mean? It would be a net addition over our
- present commitments and we would begoing at somewhat a greater rate than in India.

Mr, Rist - Pakistan was also getting Indus aid.

Mr, KnaEE - It was a question whether we should treat this as aid to Indis,
Pakistan regarded it as making good damage done.

Mr. Demuth = $15 to $25 million from the Bank for the first two years would be
very small,

MI'. KnaEE - Yes.

We would have to be prepared to say what we would do immediately from the
creditworthiness viewpoint by the Consortium Meeting.

Mr._ Stevenson - This depended on the amounts and condiéions of aid by others.

Mr, Knapp - Sui Gas had been talking about a $20 miilion loan and we could not
slice this much.

You could make a case for lending $30 million over two years. It would be a
higher contributitn than that to India, but you would slice things very fine if
you said $20-%$25 million. ’
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Also we had started to work on loan applications, However, there was not the
margin to do much after the Indus loan,

He suggested that here we were not salking about tactics but that in terms of
Bank lending we were prepared to consider another $20-$25 million.

Mr, Cope - He thought this amount high but did not feel we could do anything
else,

Mr, Knapp - It troubled him that Pakistan had always been told that financing
of the Endus would be above anything else. He felt we should go in for this
amount,

The meeting adjourned at L:LO p.m.

HGAWoolley/mrd
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Rough Notes of Staff Loan Committee Meeting held on
Friday, June 16, 1961 at 3:00 p.m, in Board Room

INDIA - Project for Private Coal Industry

Appraisal Report

Mr, Knapp - This is a most interesting project and pattern but I do have only a
couple o¥ questions to discuss today. Since this project has already been
discussed at a Department Head Meeting earlier, I don't think it's necessary

to go back over the project or the terms unless others want to.

First I suggest that the words "balance of payments loan" be deleted in the
report, not because it's not true that this is a balance of payments loan, but
because the word has come to have a derogatory sense, Actually this is a balance
of payments loan with the proceeds earmarked for a particularly productive sector,
unlike the Australian loans which were balance of payments loans directed toward
the whole economy of the country with the trading ecommunity determining which
sectors of the edonomy would benefit, Here the particular sector chosen is very
important, giving weight to the point that the loan is not for the economy in
general but for the coal sector in particular,

AMlso, I wanted to note that this was a very well written report by Mr. Van Dine
wh8 is leaving us today. '

Thirdly, I do not think the report should blink the past treatment of the coal
industry by the Govermment, but some of the statements in the report are rather
severe and I suggest that before going to the Board these statements be toned
down without changing the basic facts.

Does anybody have any questions on the Technical Report?

Mr, de Wilde - At the risk of disclosing the fact that I haven't read the report,
who is going to pay the interest on the loan?

Mr, KnaEE = The Indian Govermment.

Mr, Diamond - Para, 122 suggests that assurances be obtained that prices will

be maintained at a level sufficient to assure the private coal industry a
reasonable return on its investment. My question is what is intended here,

over and sbove what we have already received or would receive in negotiations

to satisfy ourselves, and, secondly, who is going to determine what is reasonable?

Mr, Van Dine = You are quite right that it's not possible to apply a formula,
but the working party thought that some general language might be possible which
would permit the Bank to raise the question in the future if prices go down.

Up until now the return has been too low, but it is expected to increase now as
a result of subsidies., In two or three years! time the Bank should review the
situation and might wish to raise the question with the Government on the basis
of the general assurances received,
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Mr, Mason = Actually the biggest factor in the company's return is labor cost
Tor which an automatic adjustment in price is provided.

Mr. de Wilde - I take it that it's not intended to justify price increases to
cover unproductive work.

Mr., Van Dine = That'!s correct.

Mr, Hoffman = I am in sympathy with the conclusion, but I wondered why the
report did not recommend that they do away with the price controls completely.
However, I think that the recommendation: is on sound ground as long as the Bank
continues to keep the problem in mind,

Mr. Van Dine - As you can guess, we thought it useless to recommend abolition.

Mr., Hoffman - That is probably right.

Mr. Knapp = On p. 29 the report refers to procedures followed by the DLF and the
Eiﬁort-import Bank., What were these?

Mr, Van Dime - This technical procedure was*fﬁployed with several credits for
Industry. oome of those loans actually had allocatiBns for the public sector
of the coal industry but were not used and were shifted to the private sector.

Area Paper

Mr, Rucinski = The amount of the loan I suggest leaving to the negotiators, as
T understand the Indians do not want the full $60 million.

Mr. Knapp = I take it that para. 1 of your memorandum means that a particular
mine must be financed entirely in the first tranche or the second tranche of the
loan and not that all of the equipment for the new mines should be financed in
the first or the second tranche,

Mr, Rucinski « That's correct.

Mr, Mason - It's questionable whether we can work on this basis because they
may not have the information available for any of the new mines.

Mr, Aldewereld - As was pointed out & the Department Head meeting at which this
project was considered earlier, the point to this is merely that we don't want
any individual mine started unless its complete financing is assured.

Mr, Knapp - We all agree that no new mines should be considered for Bank financ-
ing unless the finance for all of the mines is assured, The only question is
whether plans for some mines are far enough advanced at this point to make that
determination, I suggest that this be left to the negotiators.

Mr, Rucinski = What if the Indians ask for reimbursement in the second loan of
later cost of mines?
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Mr, Cavanaugh - I would object on the grounds that this is merely a device to
avoid commitment charge,

Mr, Knapp - If you are talking sbout another mine entirely, we certainly could

include it in the second loan, but we cannot at the time we make the first loan
make any commitment for a second loan. Consequently, we should play down when

we talk about reimbursement.

There is another question of reimbursement in the second tranche of additional
expenditures on mines financed under the first tranche. This is something for
negotiators to keep an eye out for.

Mr., Mason = If all of the new mines are included and the first two years for the
other categories the arithmetic shows that there isn't mach involved, #.e.,
$50 million versus $60 million.

Mr, Rucinski - I was talking of $10 milliagj, for instance, for 10 new mines and
arter thd first loan the cost goes up requiring the Indian Govermment to put up
additional funds for these 10 mines for which they might request reimbursement
in the second tranche.

Mr., Knapp - That would all depend upon whether we can get their agreement on a
definition of a project. The case you oppose might be considered but I doubt
if we will be able to get any such agreement which would enable us to determine
increased costs,

Mr, Lejeune = How much has been committed for this second tranche?

Mr, KnaEQ - There is no commitment. We are talking about $60 million and they
may wish to cut that down to $50 million or so for the first tranche.

Mr, de Wilde - Why are the expenses stretched out over five years? Is this due
to technical problems or to the administration of screening projects by the
conmittee?

Mr, Van Dine = For the new mines the expenditures for the first year will be
almost entirely local currency. The foreign exchange expenditures come later
after the shafts have been made, Therefore foreign exchange expenditures will
be small for the first year. However, it should be remembered that these
figures are onby estimates but it's assumed that the cammittee will approve all
mines as they come up for consideredion and will not space requests for foreign
exchange over the five years.

Mr, Knapp = I think we should leave this to the negotiators, but I wondered
whegher we shouldn't have the same requirement for Item 2 of the list, that is,
the equipment to achieve additional production for existing loans.

Mr, Van Dine - To a certain extent but it depends on each individual project.
1t's not true of category 3, which would be purchase of individual pieces of
equipment rather than a program of a work for a mine,
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My, Armstrong - The completion of the purchase of the equipment for the second
category is not as important as it is with the first category since the principal
expansion of production in the existing mines will result from proper working of
the mines rather than from the new equipment,
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Mr, Knapp - What are the thoughts about the term of the loan?

Mr. Rucinski - Power loans to India have been for 20 to 25 years; railway loans
Tor 20 years, Since this loan would be merely for the benefit of the Govern-
ment rather than the coal industry, it could be argued that the Bank should go
to 25 years in this case.

In answer to the question why we would not make the PICIC loan for 25 years,
which also provides foreign exchange, is that in PICIC we had the exchange risk
problem and also the question of who would pay the interest for that long periocd
of time,

We made a statement at the Indian Consortium Meeting that the Bank loans to India
would follow the Bank's nomal pattern of 10 to 25 years, therefore I think we
can make this one 25 years since it is:not closely attached to the project.

Mr. de Wilde - Since this loan is not directly related to the coal industry,
The latter will not have to repay the loan, The loan is related to the Indian
economic situation. I think the term of 25 years can be justified on the basis
of the general economic situation.

Mr, Knapp = I think your argument should be stated somewhat as follows: if the
Toan were related to the coal mine, and assuming a life of 8 to 10 years for
the equipment, the loan should be for 8 or 10 years regardless of the Indian
foreign exchange picture, But if, as I think the case is here, the operation
is not related to the coal industry and does not require financial discipline
on the ultimate user of the goods acquired with the loan, I think we can make a
distinction and agree to a longer term.

Mr. Rucinski - That's right and that's why this 1 _oan is not the same as that
Tor the Chasnalah project. There, where the loan is related to the project, we
intend to have a shorter term.

Mr, de Wilde - I am inclined to think that, even if the coal industry did need
the money and the operation did require financial discipline on the ultimate
user, we should agree to a long-term maturity in view of the very serious
problem of the foreign exchange,

Mr, Aldewereld - The suggestion that we agree on 20 to 25 years worries me because
we seem t0 begiving an IDA character to Bank operations. Even though the
ultimate recipients of the loan don't need the money, the life of the equipment

is only 10 years and there is going to be another burden on the foreign exchange
resources of the country when they have to replace the equipment, Basically

I am urging that we should make a distinction between IDA-tfipe operations and
Bank operations and not try to merge the two,
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Mr, Rucinski - We have a big problem of providing foreign exchange for India.

L don't see why we can't do this loan providing funds for an important sector
of the economy on a 25-year basis. In 10 years from now the whole situation
may have changed, but I don't think the argument about the cost of replacing
the equipment is any good. Moreover, I think it's urwise for the Bank, against
its own advice, to impose terms upon India which are likely to cause a further
crisis in their balance of payments problem.,

Mr, Knapp - In answer to Mr, Aldewereld, I would agree if we were talking about
a loan gor a normal project. But here we are not talking about the users of the
equipment. Actually, we are talking about a loan to assist the Indian economy
and using the coal industry program as a vehicle for this assistance., I agree
with Mr, Rucinski that in 10 years from now many changes are likely in the
balance of payments picture and in any event the additional burden of replacing
equipment is likely to be a very small factor.

Mr, Aldewereld - I have no objection to the objective of relieving a pressure on
the balance of payments of India, but if this is our purpose, why don't we do
it by means of IDA and keep the Bank in its present business of conventional
development lending?

Mr, Rucinski = The Bank's commitment to assist in the present balance of payments
problem amounts to $200 million which is about equal to repayments on existing
loans, Consequently, it doesn't really make much difference to the Bank, On
the other hand, shifting to IDA would make a lot of difference to India becawse
IDA is intended to do more local currency financing leaving the foreign exchange
to the Bank, If we shift this foreign exchange loan to IDA, it would mean less
foreign exchange would be made available to India to medt their requireménts
over the next two-yeer period, .

Mr, Knapp - On the other hand, India is being helped because in the proposed
project we would be putting together a number of small projects which otherwise
would not qualify for lending from external sources.

Assuming $200 million IDA credits for India in the next two years, could we fit
this in?

Mr, Rucinski - Yes, we could. We now have about $125 millién in IDA projects for
India, including BEAS,

Mr, Knapp - Why BEAS in IDA?

Mr, Rucinski - Locking at BEAS we now think that is quite appropriate for IDA,
First, it has a large percentage of local currency financing and second, because
the initial return on the investment is going to be rather low,

Within a list of acceptable projects, we can shift any way we want between IDA
and Bank. It doesn't make any difference to us, but ‘it does make a lot of
difference to the Indians. So I ask why o to IDA with this project, thereby
hurting India?
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Mr. Knapp - There seem to be three alternatives and I would like to hear the
Cormittee's feelings about these three: ()}) a 15-year Bank loan for the coal
industry project; (2) a 25-year Bank loan for "the balance of payments;"
(3) an IDA loan on IDA's normal terms.

Mr, Lejeune - Logical reasons can be put forward for doing this as an IDA loan
an so as a Bank operation, From a practical standpoint, I think it should be
kept in the Bank because it would be unwise to make a large IDA credit for
balance of payments considerations at this stape in IDA's development. To avoid
the precedent of a long-term Bank loan to finance goods or equipment with a
shorter life, I would suggest a 15-year Bank loan which I understand is the
average life of the equipment.

Mr, Aldewereld - I am not as worried about IDA's reputation as the Bank's, if

we should make a 25-year loan to finance a 15-year project. If we have to give
long=term funds, IDA was supposed to provide long-term funds. I am afraid the
precedent would destroy any possibility of continuing to relate the term of Bank
loans to the life of equipment in the future., IISCO, for instance, does not have
foreign exchange and exactly the same argument can be used to make a long-temm
loan for the Chasnalah project.

Mr, Cargill - I agree with Mr, Aldewerdld. All of the arguments that have been
given for deviating from Bank policy are all arguments for IDA, I don't think
the distinction based on the requirement for financial discipline on the ultimate
beneficiary is going to help in the future. The Government will offer to
discipline the user through the terms of its loan to the ultimate beneficiary
while asking for 25-year loan from the Bank, If I had to vote for a Bank loan

I would vote for 15 years.

Mr, Iverson - It appears to me that we would not make a long-term Bank loan if
IDA did not exist.

Mr, Rucinski - No, that's not true., We have made loans to Australia on a long-
term basis for balance of payments purposes, but I think that the fact that w8
are using the coal industry as a vehicle for this loan should not blind us to
the fact that the Government sorely needs foreign exchange on a long-term basis
and that is the important problem here,

Mr, Cargill = I thought that the commitment of $200 million for the Bank and
5200 mi%IIon from IDA over the next two years was made particularly so the Bank
would not have to deviate from its usual practices in providing money for India.
I don't understand why abandomment of those practices is now being urged.on one
of the first Bank projects considered to fulfill the $200 million commitment,

Mr. Diamond = I em in sympathy with Mr, Cargill's position, but since we are
providing funds for the Govermment I would prefer to see an IDA credit rather
than a Bank loan, .

Mr, Lejeune - I wouldn't disagree with that, but I recommended a short-term Bank
oan from the practical standpoint of IDA's reputation,
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Mr, de Wilde - I agree with Mr. Rucinski., The financing of local currency
expenditures on a large scale will be necessary and, therefore, we should reserve
the IDA funds for the local currency projects.

I agree with what has been said that a long-term loan granted for balance of
payments purposes will lead to requests for the same thing from others with the
Government taking over the role of disciplining the borrower., However, I think
that this is something that we have to accept in order that the terms of the
loan are realistic in terms of the country's ability to repay considering the
balance of payments position.

Mr. Cavanaugh - I would favor a Bank loan for 15 years. The First of Boston
representatives visiting the Bank have been asking whether the IDA philosophy
would spread to the Bank in view of the shortage of IDA funds, I think that
this recommendation for a longer-tem loan illustrates exactly the fear that
they expressed and will be seriously damaging to the Bank in the long run.

Mr, Clark - I agree that it should be an IDA loan,

Mr, Hoffman - I sympathize with Mr, Rucinski., If IDA had a lot of funds for
India, I would agree that IDA finance this project, In the absence of funds,

I think IDA should be reserved for projects which are not fally foreign exchange
projects, Mr, Aldewereld's argument is a good one, but where the loan is
divorced from the goods financed, as it is in this case, I think the argument
loses force, particularly when 3o much can take place between now and repayment.,
It certainly is not as important a consideration at the present time as the
over-all Indian economy and the balance of payments difficulties. Thirdly, I
think that the question of India's success in solving its difficulties is so
important that the precedent argument doesn't make much difference, If India
does not succeed, the catastrophic results will be immeasurably greater than the
difficulties created by the precedent of a long-term Bank loan for short-lived
equipment.

Mr., Iverson - If it were possible to shift the Indian projects between Bank and
IDA, I would suggest that this go to IDA, and if it has to stay in the Bank,
I would prefer 15 years.

Mr, Cargill - As I understand it, the Bank has argued that the other members of

Consortium should lengthen the terms of their loans to India, thus reducing
the burden on India, because the Bank could not lengthen its term. I don't
understand why we are now arguing that the Bank should lengthen the terms of its
loans,

Mr, Rucimski - In the Consortium Meeting we were argufng for softness of the loans
of the other members urged longer terms because India could not repay at the
suggested rate but no consideration has been given to changing the Bank terms.

Mr., Cargill - That's exactly what I just said.

Mr, Clark - Do we not have enough 25-year projects to fill the Bank's $200
million commitment?

Mr, Rucinski - Yes.
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Mr. Knapp = To summarize the discussion, I would like to say three things:

(1) we certainly made it clear in the Indian Consortium Meeting that the
Bank would not distort its normal lending pattern for India, but we would do all
possible within the framework of our exisisting policies.

(2) I think Mr, Rucinski is right that this is not a normal Bark project.
Because there is no financial discipline on the ultimate borrower we would be
justified in setting a term unrelated to the life of the equipment., However,
as the discussion here today has indicated that the members of the Staff Loan
Committee are not convinced that this is not a normal Bank operation, I am
convinced that we should stick to our conventional pattern, which in this case
would mean a 15-year loan,

(3) I don't think that we have to decide now whether to finance this
project with an IDA credit. We can reserve that question until we have had a
review of the whole program of investment by the Bank and IDA in India,
Initially my reaction is that $60 million for the highways and $60 million for
this coal project is a little too fast for IDA,

Mr, Rucisnki = I think that this should be a Bank project because of the local
currency problem.,

Mr, Hoffman - I agree. The question of free foreign exchange is a very crucial
one.

Mr, Knapp - Certainly we should do what we can but we do not have to settle

ia's free forei exchange problems regardless of the consequences for the
Bank., I think that™is a problem that the Consortium members have to settle, not
the Bank and IDA., Also we should remember that financing this project is a
contribution for India as we would be picking up in this program numerous small
expenditures which would otherwise be lost.

Mr, Rucisnki = I wasn't arguing that the Bank has to settle India's foreign
exchange problem. I was merely arguing that India's need for foreifjyy exchange
is so importent that in considering our lending it outweighs other consfderations.

Mr, Knapp - It is possible that the Indians may wish the Bank funds reserved
for other long-term projects thus getting long-term repayment rather than a
short-term loan now, and would welcome IDA financing for this project.

Mr, Rucinski - The immediate foreign exchange probgem is more important than the
problem of repayment in future years.

Mr, Knapp - I suggest that the minutes should note that the Committee agreed a
Bank loan of 15 years is appropriate to finance the coal industry program but
if it later appeared desirable because of other general considerations to shift
the financing to IDA this would be satisfactory. ; '



TRINIDAD and TOBAGO

Economic Report -

Mr. Knapp = I take it the only creditworthiness question is why the Bank is
Tending to British Guiana?

Mr. Cavanaugh - We sold participations amounting to $1 million out of $1.25
million Eri%ish Guiana loan and were turned down for the balance of the loan
only because the maturities were too long and the rate was too low. None of

the purchasers raised any questions about the creditworthiness of British Guiana.

Mr. Knapp = That's my point. If we sold $1 million of the $1.25 million loan at
a yield of 5-1/2%, one may ask why the Bank makes a loan at 5-37&%.

Mr, Lejeune - Trinidad could not borro@ without the Bank's participation in the
operation,

Mr, Knapp - The questidn could be asked, "Why not change rules so that these
orrowers could borrow in the market with a U.K. guarantee without going through
the Bank's operation?"

Mr, Cavanaugh = I think that they would have to pay much more if the Bank were
Tot in the picture., The purchasers of the British Guiana participation had
special reasons for their purchases, and bought the participations because the
U.K. guarantee was attached to them and the Bank was in the picture.

Mr, Lejeune - The U.K. is not likely to guarantee loans from the U.S.

Mr. Knapp - I am not objecting but merely pointing out that it does seem a
Tittle strange.

Mr, Fajans - The U.X, authorized Trinidad last fall to borrow in the New York
market for a package deal involving a sanitation project. However, the operation
never came off, A Yrinidad mortgage agency is about to borrow in the U.K., at a
rate of 6-1/2%, to finance housing projects, but the transaction has not been
finalized as yet.

Mr, Cavanaugh - While we probably would be able to sell some participations in
the proposed loan to Trinidad, we could not sell the entire $23.5 million.

Mr, Knapp - I agree that we may be able to sell some.
I take it that the economic paper has been reviewed by the SEC,

Mr, de Wilde = Yes,

Project Report

Mr, Knapp - The project report is also rather straightforward,
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Mr, White = That is true except for the problem of the gas pipeline. A telegram
has just been received stating that agreement has been reached on the supply of
natural gas., No details are given. However, last week we were informed that
the agreement would provide for the purchase of gas at a price 20% below the
figure used in the Technical Report.

Mr, Diamond - Why is the price for gas as high in Trinidad as in the U.S.A.?

Mr, White - In the U.S.,A. the average price is 15¢ per thousand cubic feet.
Kssuming the information received last week is correct, the rate in Trinidad
would be about that of Venezuela,

Mr, Knapp - I suggest that in para. 35 of the Technical Report it should be
clarified that the price per thousand cubic feet is the well-head price.

It would appear then that the telegram fills the last remaining gap in the
picture.

I have a question as to why in para. 76 use of an operating ratio covenant was
svugzgested.

Mr, Aldewerdld - The circumstances here call for the operating revenue covenant
because there will be unutilized capacity which would make a covenant on the
rate of return on investment unreasonable., In order to reach a satisfactory rate
or return, the rates charged for power would have to be unnecessarily high. The
alternative of using the operating revenue covenant is one suggested in the
paper prepared by the special working party established to consider the Bank's
revenue covenants.

Mr, Knapp - The paper of the working party is stuck with me, I have not had a
chance to read it, but will do so as soon as possible, and it will then go to
the SLC for consideration. This seems an interesting way of working out the
problem,

Mr, Diamond - In view of the uncertainties inherent in a constitutional change,
has any thought been given to requiring consultation for a change in the mana-
gement of the Commission?

Mr, Cargill - There would be a normal covenant requiring the Commission to
operate in accordance with sound utility practice.

Mr, Fajans - The working party has discussed this matter and thought that a
side letter providing for consultation on proposed changes in the top personnel
would be appropriate. In reaching this conclusion the working party was partly
guided by the thought that the Bank's contribution would represent a large
percentage of the total cost of the project.

Mr, Knapp = Normally such a letter is not used unless the situation confronts
us at the time of negotiations. There isn't any reason why we couldn't insist
on assurances if there is any possibility that the situation might arise later.
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Mr, Lejeune - It is quite probable that the standards of the past may loock good
The future. Over the uncertain years ahead the quality of the management of
the Commission will probably decrease., Therefore a letter would appear advissble.

Mr, Caréill - If that's the case, a general covenant would be a better vehicle
of protection than a side letter.

Mr, Clark - It's the Legal Department view that reliance on the general covenant
is to be preferred because the specific letters dilute the power of the general
covenant,

Mr. Knapp = In the Volta River project agreement wouldn't there be a covenant
That the management must be satisfactory to the Bank?

Mr, Clark = That's so much bigger that it's not comparsble. It may not be any
Pigger in percentage than this, but in absolute amounts it's so much bigger
that it changes the value and cannot be compared.

Mr, Knapp = I question whether we should have a covenant on management in the

Toan Agreement.

Mr, Fajans - We could try during negotiations. This point hasn't been discussed
at all,

Mr, Lejeune - I am satisfied with the present management but I am afraid that
Inis might be a weak spot in the future after the present management has gone,
Since we would have a big stake in the enterprise, I think we should have a side
letter although I realize that one can question how effective this would be,

Mr., Knapp - I think that you should cover this management problem, but I don't
care how it's done,

Mr, Clark = We could cover the management problem in the standard covenant, but
T do object to 2 covenant that the management must be satisfactory to the Bank.

Mr, Knapp = No. That's not what I meant. We only want scmething on which to
hinge Tater consultation on management.

The meeting adjourned at 5:10 p.m.

GMStreet/mrd



Richard:

You asked me to look into some IDA projects which you thought

exhibited some novel characteristics in Bank Group lending. L
discuss the general findings in this memo and attach the pertinent
documents. I reviewed the general negotiation files (LEAP files)

for the time period surrounding the credits and also the specific
project files.

Chile

The project was an IDA credit for $19 million (with a joint
loan from the IBRD for $6 million) for road construction. You
asked if there were components of disaster relief. Earthquakes hit
the southern region of Chile in May 1960. Judging from the files
it can be inferred that the project contained some element of
"disaster relief". A memo from Cope to Knapp relates a
conversation Cope had with Carlo Gragnani, Alternate ED from Italy,
in which Gragnani asked about the Banks general policy regarding
reconstruction loans, but clearly with Chile in mind. Cope
indicated that the Bank had not given any thought to lending to
Chile for reconstruction and that if they did they would not be
bound by any precedent. But when Black was called upon by the
President of Chile’s special emissary for soliciting assistance in
connection with the earthquake damage, Black and Knapp agreed to
"give a fresh look at the Chilean Government’s Agricultural and
Transportation Program to see how far it might provide the basis
for further Bank loans in the near future." It should be noted
that the projects under consideration were initially appraised in
1956 and while the Bank was satisfied with their technical merits,
they were not further considered "on grounds of the country’s lack
of creditworthiness at the time." That lack of creditworthiness
did not stop the Bank from lending to the country in November 1956,
approving two loans in July 1957, and one in 1959.

A mission was quickly dispatched after Black’s phone call and
the mission found that the Bank should go ahead with the projects.
Final approval of the credit was not achieved until June 1961--
perhaps as an outcome of the conclusion of the report that: "while
Chile has been seriously affected by the earthquakes, it has not
suffered the kind of lasting damage which the sound and determined
policies of the present administration together with the assistance
from abroad which the country continues to receive cannot well
overcome."

Honduras
The credit to Honduras, the first operation of IDA signed May
12, 1961, was for $9 million for an extension of the Western

Highway. Project description in the annual report emphasizes

.



productivity and integration:

The new road should stimulate production on existing
farms and open new land to settlement; it will also
provide the first direct link between Puerto Cortes on
the Caribbean in the north with El Salvador and Guatemala
in the south, and should thus greatly reduce transport
costs between the rapidly developing northwestern region
of Honduras and the other two countries, contributing to
the economic integration of all three. [pp. 6-7]

Reviewing the files, however, there is only one mention of an
integrated plan of development and that is sketchy at best. [See
December 12, 1960 Parker letter to Havlik.] After the credit was
approved, there was further discussion on integration which refers
to a Bill Diamond memo. [See July 14, 1961 Parker memo. ] In the
loan documentation to the Board it was argued that "an important
contribution would be made to economic integration in Central
America" by the project.

The highway traversed a densely populated (25% of total
population) and poor region of Honduras with 65% illiteracy and
subsistence farming. The extension, it was argued, would allow
greater access to El Salvador and help meet its food needs.

With regard to local financing, the country was in a difficult
position during the negotiation period. Interestingly enough, the
files are littered with correspondence between the Bank and the
Standard Fruit and Shipping Company, which had been going through
financial constraints which affected the Honduran balance of
payments position by decreased tax payments. [See March 9, 1961
memo . ] There is no indication, though, of foul play or
interference by the fruit company.

Total cost of the project was $13.5 million, with $8.1 million
in foreign currency costs. The IDA credit met two-thirds of the
project costs and a loan from the IDB was secured in the amount of
$2.25 million with $2.25 outstanding--to be met by the Honduran
government. There was, however, a large contingency item to cover
unanticipated costs in the IDA credit, and in July 1964, when the
project was nearing completion, there was a surplus in project
funds of $1.7 million which went to further extension of the
Western Highway. It is clear that Honduras was exempt from having
to provide local financing for the project.

You may want to note that poverty played into the project
indirectly as the Bank argued that financing the highway project
would enable the government to continue its social projects. [See
March 3, 1961 SLC document, p. 2.]

Finally, you will be interested in the March 7, 1961 memo
which discusses a per capita cut-off mark in IDA allocations--

2



showing that by the first operation this was a matter for
discussion.

Jordan

The Bank found in February 1958, that there was no hope for
lending to Jordan, not even in the remote future. Two years later,
IDA financing was being considered and water supply projects were
at the top of the list. 1In terms of "Bankability," water supply
was not too far from the self-liquidating requirement in that
income is generated in the form of water rates. [See August 7,
1961 Brakel memo.] However, in the loan documentation to the
Board, three arguments are presented to justify the loan, first of
which is for health considerations, then for tourism, and finally,
and last convincing, for industrial reasons. [See December 1961
report, p. 11.]

The Bank insisted that 30% of total costs be financed locally.
That condition was seemingly met but through contortions in the
definition of local financing. In reality, only 6% of the project
costs were met directly by the municipality--and those represent
improvements that had been made by the city of Amman prior to the
project. Contributions from future revenues generated by the
project amounted to 11% of total ¢osts, and the remaining 13% of
"local contributions" came from the Municipal Loan Fund, which was
financed by a U.S. grant to the Jordanian government. [See August
9, 1961 SLC memo. ]

I found no evidence of U.S. pressures to finance any projects
in Jordan. Finally, you will want to note the discussion on IDA
eligibility for Jordan in regards to eligibility c¢riteria in
general.

David Brindley
August 10, 1994
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Minutes of Staff Loan Committee Meeting held on :
Friday, October 21, 1960 at 3:00 p.m. in Room 1006 FEB £ 8 2014

le Present:

Mr., J. Burke Knapp, Chairman Mr, L. B. Rist

Mre. Je Rucinski Mr. R. Ho Demuth

Mr. S. R. Cope Mr. P. J. Squire #*

Mr. Oa As Schmidt Mr. Pa Ga Ramm

Mr. M. Me Rosen Mr. H. G. A. Wodlley, Secretary

Mr. A. Broches

In attendance:

Mr. Ho No Graves Mra. L. Cancio

Mre. W, Diamond Mre. J. B. De Boeck
Mr. E. E, Clark Mr. Ro J. Goodman
Mre. Ko Iverson #* Mr., R. Sadove

Mr, W, J. Armstrong Mr. Ho No Scott
Mrs. S. Boskey Mr. Je L. Upper
Mr, We Brakel Mr. E. P, Wright

# Part only.
2. Jordan

The Committee considered Memorandum SLC/0/60-L47 on applications for
financing by IDA in Jordan; and

AGREED that
(a) IDA should not finance the whole of a project;

(b) in the special case of the Jordanian water supply projects, IDA
should be prepared to consider the financing of approximately 70%
of the total cost (external and local); the balance should come
from Jordanian sources with a substantial part raised by munici-
palities either from new taxes or borrowings from local sources;

(c) whether IDA's funds were used for local currency or foreign exchange
expenditures should not be a material consideration;

(d) while part of the costs of the projects might be met by an agency
of a friendly Government directly in the 70% or indirectly in the
30%4 referred to above, it was important that no more than 70% of
the cost of the projects be financed explicitly by foreign aids;

(e) the projects should be self-liquidating;

(f) IDA should require that the relending of the funds by the Government
should be on conventional terms similar to those required by the Bank:

(g) +the mission should stop in Geneva on its way to Jordan to inform WHO
of IDA's activities in this connection.

3. The meeting adjourned at L:L5 pem.
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Wednesday, November 23, 1960 at 3:15 p.m. in Room 1006 rg;;? 8 2014
1. Present: WBG ARCHIVES

Mr. Je Burke Knapp, Chairman Mr. R. W. Cavanaugh

Mr., Se Re Cope Mre R. Ho. Demuth

Mr. C. A. Schmidt Mre. A. Stevenson

Mr. M. M. Rosen Mr. . E. Clark

Mr. S. Aldewereld Mr. G. M. Street, Acting Secretary
Mre L. Bs Rist ‘

In attendance:

Mr. We Diamond Mr. C. Duran-Ballen 1/
Mr. K. Iverson Mre Co L. Kauffmam 1/
Mr. Wo Js Armstrong Mr. V. L. Keltie 1/
Mr. D. Avramovic Mr, C. Lacayo 1/

Mre Ra Ao Chaufournier 1/ Mr., R. Sadove

Mr. Je Mo Croome - Mr. H. van Helden

Mr. F. d'Epenoux 1/ Mr. R, W, Wilson 1/

1/ Chile only.

2. Chile

The Committee considered the conclusions and recommendations in paras.
18 to0 21 and 29 to 31 of the Report (WH 101) on prospective Bank and IDA opera-
tions in Chile; and

AGREED that

(2) while an economic report would be necessary to evaluate Chile's
creditworthiness fully, the amount of financial assistance expected
to be requested for satisfactory projects would exceed Chile's
creditworthiness, if all the financial assistance were to be made
on a "hard loan" basis;

(b) financial assistance should be a phlend" of Bank and IDA lending;
(¢c) a mission should be sent to Chile as soon as possible:

(i) +to appraise the feeder road project with a view to IDA
financing;

(ii) to review the Government's agricultural development program
to determine:

(1) whether any part could be put into effect immediately;
and

(2) the kind of technical assistance needed to prepare an
effective agricultural development program;
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(d) the Bank should explore further with the Chilean delegation expected
in Washington next week the Government's need for technical assist-
ance and might inform the delegation that the Bank would be willing
to organize and finance a general survey of the south of Chile, with
primary emphasis on agriculture and transport:

(i) +to make recommendations on the immediate railroad problem;
and

(ii) to prepare an integrated ten-year investment program for the
area;

(e) 4if the Bank were to arrange a survey, the Government should be asked
to refrain from making further commitments for the railroads until
the results of the survey are available.

8

3. Municipal Water Supply Projects

The Committee considered Memorandum SLC/0/60-50 on Bank lending for
municipal water supply projects; and

AGREED that

(a) ‘these projects would be sppropriate for financing by the Bank or
IDA provided they could satisfy the Bank's criteria as to:

(i) economic priority and justification; and
(ii) financial viabilitys;

(b) in order to determine the economic justification of specific water
supply projects which may be presented to the Bank for financing,
the Economic Staff should initiate as soon as possible a study of
the measurement of the economic benefits of water supply projects,
inviting the cooperation of other interested organizations or
agencies.

be The meeting adjourned at 5:35 pem.
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Minutes of Staff Loan Committee Meeting held on FER 7 8 701k
Tuesday, March 7, 1961 at 3:00 p.m. in Room 1006 C :

I. Present:

Sir William I1iff, Chairman

Mr.
i P
Mr,
Mr,
Mr.

M. M. Rosen %
S. Aldewereld

A,
L.

Broches
B. Rist

R. W. Cavanaugh

In attendance:

Mr,
Mr.
Mr,
Mr,
Mr,
My,
Mr,
Mr.

¥*

H.
E.
Je.
G'
R.
A,
N.
H.

N. Graves 3
E. Clark

C. de Wilde 3¢
M. Alter

E. Deely
Geolot ¢

Ao GibbS #* ﬁ%
F. Havlik

&l-x“ [ =

Part only.

ITI. Honduras

Mr, R. H. Demuth #

Mr, &. Stevenson #*

Mr, M. L. Lejeune #

Mr, W. Diamond

Mr. G, M. Street, Secretary

Miss A. L, Maher

Mr. T, W, Mooney
Mr, N. Parker

Mr. P. A, Reid *
Mr, P. Sella

Mr. H, van Helden
Mr. He R, Young

The Committee considered Memorandum SLC/0/61~7 on Honduras; and

AGREED that

A. the economic prospects of Honduras were sufficiently good as to
raise the question cf providing part of the proposed financing of
the Western Highway Extension Project from a conventional Bank loan
and that further consideration should be given to the extent of IDA
participation;

regardless of the source of financing:

1.

satisfactory assurances should be obtained from the Government
of Honduras during negotiations that:

(a) the Government would promote the agricultural development

of the Western Region;

(b) priority would be given to the project over any other
highway construction work, and that the remainder of the
funds necessary to execute the project would be provided;



SLC/M/61-11
2. as conditions of the financing, the Government of Honduras
should undertake:
(a) to complete the acquisition of right-of-way for each con-
tract section of the Extension before construction tenders

are called;

(b) to retain consultants to supervise construction of the
Extension;

(¢) +to present to the Bank (or IDA) for approval:

(i) the consultants! contract for the continuation of
the highway maintenance program; G

(ii) the terms of reference for the proposed Highway
Planning Survey;

(d) to agree with the Bank (or IDA) a program for construction
of feeder roads.

IIT. The meeting adjourned at 5:05 p.m.
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INTERNAT |ONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT CONFIDENTIAL

STAFF LOAN COMMITTEE prciisene

Rough Notes of Staff Loan Committee Meeting held on FEB < 8 2014
Tuesday, August 11, 1959 at 3:30 pem. in Room 927 WBG ARCHIV i<

INTERNATIONAL DEVELOPMENT ASSOCIATION

Mr. Sommers - He would start by discussing the things which the U.S. paper did
not deal with,

The ideal charter should be broad and flexible, There was quite a wide variety
of thinking on what IDA should do. The extreme view was that it should supply
soft loans to supplement the Bank's loans, The other extreme, this was Larre's
understanding, was that their entire operations should consist of projects of
the type which the Bank would not finance, i.e., non-revenue infrastructure
projects,

Most of the Executive Directors' thinking was pretty much in agreement that most -
of IDA's lending should be of the kind that the Bank would do except for credit-

worthiness concepts.

There was some talk that it might deal with a country like Argentina where there
might be so much debt that the Bank did not want to lend.

There was the question about the inclusion of Dependent Overseas Territories.
The U.K. and France insisted that they should be eligible and that they should ¢
receive a reasonable share from IDA.

The UoSe had said nothing on this matter but the U.S. paper as drafted would
exclude overseas territories.

Mr. Sommers' position was that they should not be specifically excluded by
statute but that there would have to be very special justification for IDA loans
to them,

Mr. Cope - There was another category to be considered: the wards of the U.S.,
e+.2o Koreae.

Mr. Sommers - No one had suggested that Korea and Viet-Nam, etc., would not be
eligible. It was a question of whether what IDA could do in these countries
would be of any significance.

IDA expected to have available $150 million a yeér for five yearse

The currencies usable would be those of the more industrialized countries plus
the 20% from the other contributors.

The Uo.K., Canada and Germany had pushed to make the contributions 100% convertible,
TDA could get about 75% of its capital from about 15 countries.

Mr. Rosen - Would there be convertibility agreements between the 15 countries
for their 50% subscription?

Mr. Demuth - When this was completed it would not be so complicated.

Mr, Young - It appeared that wide realms regarding IDA had not been talked out
at all.
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Mr. Sommers - Questions could be ducked by having the charter in broad general k
terms.,

Mr. Rosen - He did not see even $150 million a year unless the $1 billion were
increased.
e

Mr, Sommers -~ The money was to be used in five years anqxpapital could be
increased,

Mro Knapp - This was a drafting point but at least two years! lead time would be
needed to arrange an increase,

Mr, Sommers - He did not see how it could operate unless it was said how much

money would be available. It would have to get into a regular swing of periodic
replenishments, ‘

Mr, Cargill - Would it do further borrowing from governments?

Mr., Sommers - That point should not have been in this paper. It was not important
enough.

Mr. Demuth - $1 billion was the negotiating figure of the U,S. State Department.,
The State Department would be prepared to see this considerably higher,

Mr, Young - Could the countries get the charter through their Parliaments if it
was very vague?

Mro Sommers - They had in other cases. They might get the part on special
resources provided in local currencies (item 10) through on a vague basis.

People would not like to have built into the charter that the U.S. should shove
through IDA as much as it liked of PL 480 counterpart funds.

Mr, Demuth - People had thought that the IFC precedent of using the Executive
Directors to review the draft charter would be an easy way but the case was

different for IDA as it had not been fully discussed whereas IFC had been fully
discussed before it came to them. Here most of the major issues were unresolved,

Mr., Sommers - His guess was that the charter would be left very vague and that
this would be considered an advantage rather than a detriment by the politicians.

Its lending would be small compared with the Bank's lending program.

Mre. Cargill - At the most optimistic it would be $300 million a year.

Mr, Sommers - He thought it would continue to $1 billion,.

Mre Knapp - It might get biz by a foreshortening of the period and confidence.

If DLF were operating in the same territory and getting $1 billion a year, IDA

would be much overshadowed and at best a fragmentary solution., The U.S. opera-

tions would much overshadow IDA and the U.S. was likely to cover the residual
program,
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Mr. Demuth - It was not a U.S. affirmative program. It was (a) a desire to
assuage Congress, and (b) a desire to keep off SUNFED. The U.S. thinking had
been all on the negative side to accomplish these objectives.

They hoped by bringing everyone in on the subscriptions to stop the pressure for
increasing the capital and so to keep down their contributions.

Mr, Sommers - The U.S. felt they should get Europe in more on the financing of
the underdeveloped countries on an ad hoc basis as in the case of India.

IDA was essentially a compromise,

Some people said that it could not operate at the expense of DLF. It would be
costly for the U.S. to try to do both.

Mr, Young - If the U.S. balance of payments continued to deteriorate, the U.S.
would have justification for dropping its payments to DLF. They could more
easily justify this if they had someone to pick them upe.

Mr, Demuth - It would depend a lot on whether there were tied loans.
Mr. Rosen - To what extent would Congress support the Administrations position?

Mr., Sommers - The matter had been talked about with various Congressmen. He
thought there would be no trouble in getting the legislation passed.

Mre. Demuth - One of the problems was to get countries like Mexico and Venezuela
interested in IDA. There was a tendency of countries like these to say that

they should get as much out of IDA as they put into it. If IDA's lending was
scattered over all the underdeveloped countries it would be a difficult operation.

Mr, Scmmers - The Bank had suggested to the U.S. that IDA should be a Fund and
not a new institution. There woulcd then not be any question of requiring a
certain number to join and there would not be any universality of contributions.

The U.K. had not been averse to this but had not pushed the idea and Mr. Anderson
had turned it down.

Sy o - .

2 i v it was to teke—the form—of a separate organization but essentially
it would be a case of just new money. IDA was to have the same President, staff,
etc., as the Bank,

It was hoped that countries would not come and ask for so much from the Bank and
so much from IDA but that the Bank should decide on the amounts to come from
eacho

IDA would be satisfactory for the creditor countries and the extreme debtor coun-
tries. The question for the countries in the middle would be whether they were
too rich to be soft free countries or not rich enough for the permanent export

of capital.

The Bank had therefore suggested the fund approach. You could extend the ten-
dency of this paper to make two classes of countries - the industrialized and
the unindustrialized.

Mr, Cargill - A case could be made for the industrial cil-producing countries
to provide more than 20% in hard currency.
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Mr, Young - What were to be the terms of lending?

Mr. Demuth - Little could be said about this. Everyone wanted this to be left
flexible. The U.S. was pressing for loans repayable in local currency and the
U.S. did not want to admit the disadvantages of repayments in local currency.

The U.XK, and others had grave doubts about this. They would rather see the loans
made in foreign exchange with softness waivers, long periods of grace, etc. They
did not want low interest rates as they felt this would throw doubt on normal
government and commercial lending., They would probably prefer no interest to
low interest although this was not a very well considered question. Thought had
been given to the idea of an administrative charge to cover the cost of making a
loan,

The underdeveloped countries were mixed on the question. Some of them would
like to get away from someone outside owning a lot of their money.

Many of the recipients would rather have repayments made in local curren&y.
Others would prefer the repayments to come back to IDA.

Mre. Rosen - Grants had not been mentioned?

Mr, Demuth - If they got in, IDA would be doomed as the U.S. Congress was
strongly against thenm,

There might be some possibility of them with the supplementary contri-
butions in the counterpart funds where conceivably there could be some
grant authority for purposes of education and health projects.

The U.K, felt that IDA should be able to make equity investmentse

Mro, Sommers = Most of the thnking supported the provisdgn of permission for
ITA to require a goverrment guarantee if it considered desirable. The U.S.
hoped that IDA would do a lot for private borrowers, The Europeans thought
that its investments would be largely in the field of public utilities, etc.

The long=term low interest would probably require that lending to private
parties should be through the Government or some intermediary,

It would be easier if the matter was left vague and each country told its (ﬁ
own story to its legislature, =

The U.,S: definitely would not leave the door open to grants,
Mr. Rist = What about the use of local currency special contributions?

Mre. Sommers = There was misapprehension among the Europeans that such
contributions would be local currency arising out of commodity sales which ~
had taken place long since, The U.S, believed that they would be generated
by sales accruing currentlyq They visualized tripartite negotiationg,e.go
they would sell the wheat and negotiate that some of the funds should go to

IpA agd would Egggpiate« w1th IDA fo? IPA acce tance. t:vaz&AZ ;
A%Kﬁ;fzﬁgauth - Up to the present the 60K4%%4L‘;€/ funds coulajnot be u Eﬁ :
outside the country concernede. /ﬂ»~m7r



Mr, Sommers = It had been made clear that the currencies were to be
used for IDA-financed projects and that IPA was not to be used as a
clearinghouse for odd=lot deals,

Mr, Demuth = The U,S., wanted to go at it graduallye. The Administration
view was that they might get the position changed under Congressional
pressures

Mr. Sommers = Someone had said that it would be useful if IPA refused to
take a 1ot of money on the basis that it had no use for grantse

The proposed charter would not exclude local expenditure financinge

Mr. Knapp = The Inter-American Bank had an exceptlons clause for this
and the same thing was expected for IDA,

Mre. Sommers = Not as regards the soft currency part. The local currency could
only be used for local projectse E

Mr. Demuth - The r-al issue regarding the 80% used by IDA was that IDA in
relending it to the country concerned would charge an interest rate.

Mr, Sommers - It was his understanding that Mr, Upton thought it quite likely
that IDA would lend foreign exchange for local currency expenditures.

Re most of the things we were talking about, most of those in the U.S. Govern-
ment we had talked to had said that the U.S. positicn had not yet been formalized.

Mr. Knapp - He understood that the U.S. was moving more and more to using the 80%
as window-dressing.

Mr. Sommers - The U.S. might think of lending back the 80% to countries or for-
get about this. Some of the U.S. representatives did not think they would have
to lend back the 80% to get it off IDA's books,

Mr. Demuth - IDA would then have to invest in a great number of projects and
this would involve a great amount of administation.

If IDA did not use the 80%, when the matter came up again to the legislatures
they would say that it had still got $200 million umsed.

Mr, Sommers - It had not been so in the case of the Bank.

Mr. Demuth - Would it not be much clearer in the U.S. paper if the 80% was not
to be used and not to be subscribed.

Mr. Rosen - That was not the U.S. position.

Mr. Demuth - Were the meetings of the Executive Directors on the subject
intended to be an international treaty proceeding?

Mr. Sommers - If the Executive Directors had their government's views they
would express them. Otherwise, if they had vie?f}hey would indicate that they
were personal. '

The Bank would prepare a paper and the Executive Directors would send it back
to their Govermments. After the draft charter had been prepared it woula be
sent again to governments and they would thus get a chance to comment on it
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In reality it would be Mr. Demuth who would draft the first charter.

Mre Demuth - The idea would be to get a debate going amongst the Executive
Directors so as to obtain views.

Mr., Sommers - The Bank staff would be under severe limitations in the drafting.
It would have to come within the discussions of the Executive Directors.

If Mr. Black wanted to, of course he could come out and say that certain parts
would be intolerable. If it was desired that the charter should be left vague,
it would not give Mr. Black much to stand on.

Mr, Rosen - The first paper prepared would have a lot to do with freezing the
charter's final shape,

Mr, Sommers - We had got in convertibility in IFC. We had got the germs in
through others and finally they had said they might as well have the capital in
dollars.

If the Executive Directors all sat back and said nothing it would be difficult.

Mr, Young - Was not the timing tight? Were the Executive Directors to produce
by December?

Mr, Sommers - The U.S. would like to produce its legislation in February.

The Erhard dinner would be attended by eight of the Finance Ministers before the
Anmial Meeting. At most this would be an IDA pep rally.

Mre. Cargill - The Germans planned a three-day meeting,
Mr, Sommers - This was to brief the Finance Ministers.

Mr. Knapp - Following the discussion of the Executive Directors, Mr. Demuth would
have lots of ways he could go. The worst handicap would be if no one wanted him
to go anywhere.

Mr, Sommers - On the capital subscription, you could not be vague. On the opera-
tions you would have to be vague but you could have an explanatory memorandum of
how IDA would operate if you wanted to.

Mr., Demuth - Austrd ia felt that they should know what IDA was going to do as they
felt they would have no chance to guide its operations after it was established,

Mr. Sommers - He had nothing to say on how IDA would allocate its resources except
that it would be on vague standards of need and priocrity.

There would have to be a mental appropriation of IDA funds amongst the various
Area Departments. We would have to have some kind of real allocation system
subject to change,

It was a question whether the funds would be spread out or used for really
dramatic big things at longer intervals. He thought that the former would be
the case and that the funds would be used as projects came alonge.
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» Mr, Knapp - Anything done to increase the amount available would minimize this
problem. '

There was no prospect that the amount of funds and allocation would be brought
into harmony, This would have to be dealt with on an arbitrary basis.

Mr., Demuth - There would be a lot of pressure for IDA to go into social projects. \\

Mr, Sommers - He felt that this would be the case at the drafting stage but not \
finally. The U.S. might desire to counteract SUNFED, '

Mr. Knapp - There was the counter-argument that if you accepted public health l

projects, for instance, it would open up pressure to increase the sum tremen-
dously.

\

,uzz lori rets
Mr, Rist - You might start by showing that more funds were required O,K#he 1#fmita-
tions and build policies on that basis. o

Mr., Sormmers - It was a question what was to be the division of functions of DLF,
JDA and the soft currency part of the Inter-American Bank.

Mr. Knapp - IDA would precede DLF.

Mr, Sommers - He did not see why the IDA should lend in countries where the Bank
refrained from doing so on the ground that the country was usings its resources
so badly that it was being disciplined. In the case of Argentina, after the Fund
stabilization program and if Argentina was doing the right things, IDA might step
in more promptly than the Bank would want to do.

If health and additional projects were to be included, IDA would present a much
bigger problem in its operations and administration.

Mr, Hooker did not think that IDA would get much from PL 480,

Mr., Sommers - He hopeg;ﬁat the charter would be left quite unprecise., He did
not dislike that.e It was a long=-term thing and it would be influenced a good
deal by what went on in DLF. e

T

The good things in the Bank's charter were tpé/;aguenesseso f,)

He would have liked something somewhat larger b&% ﬂagvtoo big. IDA exposed us
more to Congressional scrutiny. There was tobe a review by Congress every year
for appropriations.

There might be a good deal of eyebrow-lifting about the Bank getting into soft \
lending. He would not mind at all sliding into this gradually.

He did not like the split of stock which should be 100% for the industrial coun-
tries and much lighter than 20% for the non-industrial countries.

Replenishment should not have to follow,

Mro. Knapp - He would not like the Congressional scrutiny and as an international
organization we could not take this.

UsS. treaty commitments were subject to appropriations and the Appropriations
Committee was accustomed ihe the presentation of an illustrative program. Would
we have to do this?
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Mr, Sommers - There was a good excuse for not doing this as the U.S. would be
putting up only a part of the money.
Mr. Knapp - He did not think the Treasury could make the presentation.

Mr. Cavanaugh - If, for the purpose of the capital subscription, Mexican pesos
were considered to be fully convertible, it would make difficulties.

Mr. Knapp - They could be convertible but tied.

Mr, Cavanaugh - If a member paid his subscription in Mexican pesos, would we
require the member to convert it? Some currencies might have no buyers. If
you did get Mexican pesos who would you get to buy them?

Mr. Sommers - We would have to try to sell them.
Mr. Knapp - Why would we not get the amount in dollars or gold?

Mr. Sommers - The fight would not be worth the candle. It was meant that they
should pay in any genuinely convertible currencye.

Mr. Knapp - Why should we not oblige the country to convert it?
Mr. Sommers - This was not worth going into.

Mr. Kamarck - We could go to the Mexican Central Bank if Mexico's currency was
convertible by agreement with the Fund,

Mr., Sommers - Much more important would be a provision that countries would main-
tain uniform rates of exchange. Thought and interpretation were needed to this.

The idea would be fair if there were a lot of convertible currency and IDA would
not draw all the U.S. dollars down. The U.S. meant it to be an operating prin-
ciple and not exactly a mathematical one.

Mr. Schmidt - Would there be repayment in the currency used to get the dollars?

Mr, Sommers - There would be a difficult case there., We would have to worry
whether everything was done in dollars.

If we used the currencies proportionately it would mean using little tranches
of different currencies.

Mr., Rosen - There would be no problem as all repayments were to be in dollars
or local currency., Otherwise there would be difficulty.

Mr. Young - Would the same disbursement procedures be followed as for Bank loans?

Mr. Sommers - More or less. IDA's loans would be like the Bank's loans for the
most part.

Mre. Demuth - It was to remain a hard institute in standard of performance..if A

poeToearly ook B iy Ly it i il By

%‘,
Mr, Rosen” - The 50% nrovision was impractical as it now stomiozpé;c_g ey (

Plisgpemmesd sl (B

Mr. Sommers - Mr, Black should take a position on this.

There was a growing tendencv to tied loans in the U.S.
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IDA would have no separate Executive Directors'! Board although some of the
representation might be different, e.ge., China might not join IDA.
Mr. Mendels - There would then really be an IDA Board.

Mr. Sommers - Yes, but it would not be run the same as IFC. The same meetings
could be used with separate votes being taken as necessary.

The meeting adjourned at 5:05 p.m.

HGAWoolley/hmf
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Mr. Sommers - The purpose of the meeting was to discuss some of the points on
which guidance was needed from Mr., Black and which would not be provided for in
the charter.

We should go into these before we got into discussion on the operational ques-
ticns on pe. 3 in the very tentative paper on the Bank's position.

Area cf Operations

In drafting the paper, in the references to the dependent térritories, he had
not taken account of Spain and Portugal.,

We should modify the language to indicate that we would be willing for IDA to
make investments in dependent territories when the metropolitan country was not
eligible for more Bank lending.

Mr. Cope - Would this be limited in the explanatory memorandum?

Mr. Sommers - He would prefer to have the charter in general terms with no special
mention of it.

Mr. Knapp - The colonial powers would want to get it mentioned.

Mr. Sommers - Rickett wanted it to be stated that the colonial powers would get
a reasonable percentage of IDA's resources.

Mr. Broches - Could not this be taken care of by providing that no one would be
eligible if they could get the loan required from the Bank.

Mr. Sommers - In many cases he visualized joint operations of the Bank and IDA
and would prefer to be somewhat vague about eligibility or the criteria for
eligibility in the explanatory memorandum.

Mr. T1iff - If the metropolitan country were creditworthy, would IDA lend?

Mr. Sommers - No.

My, I1iff - If the converse were the case?

Mr. Sommers - Yes. It was a hard question to sav the circumstances under which
Toans could be made to British, French or Belgian colonies through IDA. However,
IDA would not have to wait for a country like Nigeria to become a separate member
before it lent to it.

Someone had said that there might be a case for IDA lending in territories which
could not so far afford Bank lending, even in local currency terms.

Mr. Knapp - E.g., the Trinidad case.

Mr. Sommers - He digﬁot see that it would be easier to make IDA loans repayable
in those cases.
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They could neither be creditworthy in Trinidad sterling nor in U.K. sterling.

Pe was against siphoning major portions of subscriptions back to the metropolitan
countries.

Mr. Car%gll - In the U.K. they had CDC, CDFC, etc. If the U.K. wanted to step
up development in the U.K. colonies it could afford to do so, in addition to
contributing to IDA. :

Mr. Sommers - There was also the balance of payments position in the U.XK.

In a normal case he would agree with Mr. Cargill.

IDA should not be used to replace the furnishing of capital from the parent coun-
try to a territory which the parent country should provide on its own.

Ycu run into clauses "B® and "C¥ in this discussion.

Mr. Cope - If this was to be neither in the charter nor the explanatory memorandun,
why should we cross this bridge now?

Mr. Sommers - We were not trying to cross the bridge now but to be ready when the
question arose. It was desirable to get attitudes now.

Where the mother country was in suitable shape there would need to be some special
justification for lending by IDA.

Mr. Knapp - There was a gap between the less developed areas.

Mr. Sormers - He did not mean to exclude the countries in Group II of Mr. Knapp's
list. ,

Mr. Knapp - Mr. Sommers had said that IDA loans would be restricted to the less \]
developed countries. The emphasis would be on the more undeveloped countries.

Mr. Sommers - Re the points for consideration by the Executive Directors, p. 8,
B, he did not see any way out of putting something in general terms of this kind
in the explanatory memorandum.

We might want to discuss the urgency and need. Could we or should we be more
specific?

Mr., Perry - Mr. Sommers had mentioned a reasonable share of the resources of IDA. &
Should they be earmarked on some sort of geographic plan?

Mr., Sommers - Not publicly, but he thought that there should be Some idea each
year on how IDA's investments would be divided. IDA was unlike the Bank because
it would have a fixed amount of money for a fixed period of time.

¥r. Knapp - Allocation would be the most difficult problem. There would need to ,\(
be some form of rationing.

Mr. Somiers - We would have to be very careful to keep IDA's commitments to

3150 million a year.

Mr. Cargill - As far as the Far Zast Department was concerned, the main difficulty {
wouli be to find projects that were good enough. This was a real problem for

Y

DLT at the present time.
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Mr, Sommers - The reason he did not want to use the word "allocation™ was
because it meant to DLF an amount that had got to be used.
Mr. Knaoc - What would IDA do about India? It could take up any amount. \

Mr., Sommers - India could not be exduded but would have to be put on a quota \
basis.

Mr, Cargill - In the Far East, in the early years, not very much from IDA would
be used.

¥r. Sommers - You could not assume in the case of IDA that the money would be
there as in the case of the Bank, There would have to be a continuing checking
by Departments to see how high up they could go.

Mr. Young - If the allocation were made by regions, Africa would come out rather
badly.

Mr, Sommers - We would not put the allccation for the year in the Annual Report.
We would not emphasize the differences between IDA and the Bank.

Hr, Perry - wWe would sort out the matter and if the aggregate were oversize, we
would lop off some.

He did not see all of this going to India.

If a good project were brought in, it would be 2ll right, but we would not pile
up more than they could handle,

-
Mr. Cope - We had got to contrive artificial alternatives to the creditworthiness l f
Iimits we used now.

ir, Sommers - We would have to have some idea of where the moneywas going.

If we got the money for five years, should we rush ahead and use it, and at the
end of three years ask for more?

He felt we should stick to the five-year period for the replenishment or we
would be likely to get IDA on a one-year basis.

Mr., Avramovic.- If the projects became so good we could raise the guestion of
increased contributions.

“dr, Sommers - He would prefer to keep IDA on a five-year basis rather than get
on a oney two- or three-year badis,

Ir, Knapp - He was inclined to agree. If the amount was only $1 billion because
there was no use for more and the limit was on the basis of the amount that the
U.S. was prepared to subscribe on a multilateral basis to this kind of thing, he
would say that the deal should be on a five-year basis and then we would either
hope to get rid of it or that the U.S. would have more confidence in this type
of miltilateral distribution and be prepared to commit more.

i, Sommers - This posed some dangers to the Bank. Wé vould be sunnlicants to

the Governments for money. Here would be the advantage of the five-year period.
There would always be the tendency of Governments to put up only one or two yearst:
contribution at a time and there would be the chance that IDA would be inactives:
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tr. Knapp - The U.S. or other countries could step up their contributions if
they wanted to, but we could not count on that.

Mr. Sommers - It would be better to try to get replenishment in larger amounts
and more frequently.

Mr, Cope -'He agreed.
Mr. Knapp - We were confronted by $150 million a year as a commitment basis,

Mr, Cargill - IDA should still insist that the projects in which it invested \(
were of top priority.

Mr, Sormers - People dealing with India, etc., should not commit all the funds
so that none was left. We had to take into account that countries had DLF to
deal with, and DLF's dealings would be really different. We had to feel our way
to see what IDA would get. s

Mr, Knapp - We would err if we thought of IDA as the sole source. IDA's invest-
ments would not be the r esidual element. The U.S., including DLF, would be the
residual soft lender.

IDA was not intended to meet every need around the world. The U.S. was to fill
in behind IDA.

Should there be any idea that a country like South Korea should get back what it
put in?

Were there not cases in which countries were sufficiently established as wards
of the U.8., to be treated paramountly as colonies. What we put in in those cases
would only be a tiny fragment.

ir, Sommers - He disagreed with that. While IDA would only be able to invest in
Korea and Viet-Nam on a token basis, he believed it would be thelpful to the Bank

and to these countries occa31onally to have relations with the Bank instead of
having them all with the U,S,

He felt this would help the U.S., the Bank and the countries concerned.
Mr, Knapp - Yes, that would be helpful.

¥r, Cargill - All the good projects in South Korea were being financed by the
U.S, Viet-Nam was in a different position. Over the next four years Viet-Nam
could get to the point where it would not be so dependent on the U.S, IDA could
do good in establishing contact with Viet-Nam,

Mr, Knapp - Perhaps we all agreed that if a country could obtain enough from (
other sources, IDA should not waste any of its money on them.

Hr. Sommers had agreed that subscribers should have no right to get their money

back. He did not think that they should have. This idea would grow on us if we
did not watch out.

Mr, Sormers - Group IIT in the list of countries would tend to get back more
than they put in. There would be less chance for the Group II countries to get
anything out of IDA.
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IDA might start with a relatively small number of countries, provided there were
enough in Group I,

The Bank had started with 27 countries,

Mre. Young - Why was it stated that only member countries could be included in
operations?

Mr. Sommers - He could not conceive that any country which did not join would be
eligible to receive from IDA. The whole idea of throwing over a fund, was to
get contributions from those who would benefit.

Mr, T1iff - If a member country was not creditworthy but could become so if they \ l
took the right action, should IDA lend to them?

Mr, Sommers - He felt not, but perhaps IDA would not parallel the Bank in every
detail in this respects It should not lend where the Bank refused to lend on the
grounds of default by the country.

IDA might go in in a case like Argentina, if you assumed that Argentina was doing
everything that the Fund and Mr. Knapp wanted them to do and still had more debt

than would be tolerated by the Bank to make a loan. In that case IDA might step

in earlier,

Mr, Knapp - He felt that the answer was that IDA should not lend to countries
whose lack of creditworthiness was due to their own mismanagement. Actual cases
would be very difficult to judgee.

Ir. the case of Turkey the decision would be an easy one.

It might be herder where creditworthiness criteria no longer existed and determi-~
nation had to be made.

Mre. Cope - He did not think IDA should lend to Greece under its present circum-
stances. ,

Mr, Sommers - In general, money should not be lent out of IDA if it was felt it
would be wasted. It was hard to conceive a case where, despite bad management, it
would be worth lending except in cases lik@. ) R e

He would be afraid of including a "performance® requirement,

Projects

Mr. Sommers - Here a wide range of assumptions had been made, Arnold had said
that he felt IDA should join in Bank projects. Larre had said he assumed IDA
would finance non-self-licuidating projects which the Bank would not finance.

. The line we had taken was that joint financing would be usual and normal but
should not be given particular emphasise.

Memm%emwMeMMbe_mﬁm—m%—sth

He felt that the general field of Bank projects should be the normal field of t
IDA projects but that others should not be excluded.



educational projects would not be excluded by name but would not be likely to be
financed as foreign exchange projects.

Municipal waterworks and sewerage systems might be scmewhat umusual. Health and \
Mr. I1iff - What was SUNFED to have done?
Mr, Sommers - Social overhead projects. No one agreed on what these were. [

Mr, %E - If IDA found no other suitable project, it could reach out for a
suitable vehicle for lending.

Mr. Sommers - He felt that a good deal of talk about financing social overhead
was just atmosphere and would not be pressed hard except perkaps in the case of
‘waterworks, '

Mr., Avramovic - What about education? |

Mr. Sommers - There was a feeling that the rates were terribly high but it would
be most difficult for an international organization to get embroiled in this.
It could make a very small percentage contribution with little influence.

Mr, Young - What about hotels?

Mr. Sommers - No.

Mr. Broches - He had doubts on C. 2, There would be an immediate rush of state-
ments by some countries that they needed an institution to do other financing.
There was some question about this attitude but those more concerned were going
to raise objections.

Mr, Sommers - In a country where the Bank did nothing, like Jordan, if there were
highway and educational projects, would it be better for the Bank to do an educa-
tional project?

Mr. Labouisse - No,

Tanguage in the explanatory memorandum to negate expectations of the financing

Mr. Sommers - We should not use the words "directly productiwe.® There should be u
of projects entirely different from those financed by the Bank.

Mr, Knapp - Here we are just talking about IDA and IDA was to be under the adminis-
tration of the Bank., The Bank had achibkved expertise in some fields. We could
say that if there was a choice we would go into things in which we were experienced.

Mr. Broches - He agreed with Mr, Sommers but felt that the presentation might be
difficult.

Mr, Sommers - He wanted to negate the idea that IDA loans would be soft in the (
uneconomical project sense.

Mr. Young - We could instead indicate projects directed to economic development.
Mr. Sommers - This would not accomplish the objective.

Mr. Cope - It was more a question of words. Wesshould give a strong hint that
Tﬁf?&d not lend in the social field,without excluding it.
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Mr. Sommers - There might be some inference that IDA would be more receptive
to things outside the Bank's field than the Bank was.

Clause D

Mr., Sommers - Was there any disagreement to this?

Mr, Knapp - He felt we should go slow on this and continue to press countries
to mobilize local currency savings for this purpose.

Mr. Sommers - If a country was creditworthy to absorb a lot more loans, he could
not see why IDA should finance local currency expenditures.

money in order to circumvent some Bank principle. This was something that need

It would be bad if IDA became a vehicle through which to obtain local currency , /
not go in the paper, but should be kept in mind.

Mro, Knapp - We would not want to put IDA money into a country which was dollar
creditworthy at the expense of a country which was not.

Terms of Financing

Mr. Sommers - Would anyone oppose this? E(2) assumed the charter would be broad
and flexible. What were the ideas as to the preferred lending pattern?

Mr. King - He would prefer repayment in foreign exchange with terms as liberal
as one liked.

Mr. Young - Would you not be just adding on to the heavy debt burden in this way?
Mr, Knapp - The interest charge might be very low or even a 1/L% service charge
substituted. We should not have a bogus burden which could store up trcubles in
the future. ’

Mr. Avramovic - He agreed. We should introduce a waiver clause.

Mr, Cargill - We should not be so horrified in the case of IDA if we had a default.”

Mr, Sommers - We might incorporate in the Loan agreement the right of the borrower
to postpone or a more receptive attitude on IDA's part to postpone payments,

Mr. Cargill - This would take care of a good deal of what was worrgng Mr. Young.
Mro, Perry - The thought in the Bank was that it would develop a very long=-tem
notion of creditworthiness. He would like to keep the door open in IDA for loeal
currency payments.

Mr. Sormers - He was talking about the normal pattern.

Where only grant aid was appropriate and you could not get grant authority, we
might want to have some way to approximate that kind of assistance.

Mr, Perry - He would like flexibility but with provision to use lecal currency
where it made sense.

Mr. Knapp - He did not knmow where it would.
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Mr. Knapp - He felt that the progress report of the Committee was very helpful.

e was happy about the trend of thinking and was generally in agreement with it.
How far, if at all, should we have some targets? He thought the Committee had
hit this atout right.

wE had to take the risk of some of these figures leaking out. Any long country
allocation list would be undesirable. However, in the case of India and Pakistan
it would be difficult to proceed without a ceilinrg.

That the principal priority should be given to the pocrer of the Part II countries l
was reflected in the/attached lists.

Y ——

There might be chences which should be made in the lists but it would not te
useful to debate that now,.

The principle was adooted in the classifications of putting in column III those D
countries receiving bilateral assistance enabling them to carry out their '
oriority projects over the nexht several years.

This put IDA in a position of being a last resort lender.

As a practical matter, had this principle been applied? It was true for China
and Korea. /Korea was a ward of the U.S. and their financing was being done by
the U.S. and We should save our fire for cases which were more meaningful.

For general political considerations, he felt that wards of the U.S, should be
as eligible for IDA funds as colonies of the Western European powers,

Mr, Demuth - On the one hand, the greparatory Committee felt that Korea and China
should be eligible if a good project came along, but that we should tend to keep
the amount low,

On the other hand, in the case of Libya, where a large amount of their financing
was done by the U. S, and U. K. and there were not many projects, there would
not be a good case for the use of IDA funds.

Mr, Knapp - Libya was coming into oil.

Mr, Demuth - Not for the first five years of IDA,

There was a feeling in the committee that Kcrea and China could get up more
projects than Libya.

Mr. Knapp - In the case of Libya we would be taking into account what others
St ———————
wery doilng.

Mr. Demith - If finarcing were made under a programmed political decision, rather
than just a project for DLF.

Israel was annther case,
——— .
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Mr..Knann - He'f?lt that lending by IDA to colenial territories was a very
dubious proposition.

Tf IDA financed African wards of France and U. K., it might just as well finance
wards of the U. S,

Mr, Demuth - Where the member countries were unwilling to pledge additional
credit and the ward could usefully employ it, it would be all right to utilize
IDA funds.

Vr. Knaem - The Committee expected the Colohial powers to provide finencing at
The historical rate and not to have IDA pick up theswhite man's historical burden.

Tn the case of the French Community there would be a diminution of the historical
pattern,

My, Demuth - There would be the same problem in the emerging territories which
would have Golonial Developrment and Welfare funds cut off.

Mr, Knapp = It was 2 problem when to go to the Executive Directors about IDA's
policies and procedures.

The part in the paper about countries receiving bilateral assistance should be
given a little more thought before the matter went to the Executive Directors.

As a point of curiosity, was Chile put in Column I ex earthquake?

Mr., Schmidt = Yes.

Mr. Knapp - We had a pronosal for Chile. Schneider wanted grant aid, surplus
commodities and a drazwing on the Fund.

He had suggested the is~ue of Chilean bonds guaranteed by the Inter-American
Bank to get European help.

This was not very sensible. The Bank had discouraged the pronosal and had pointed
out that this was not a good approach to the European bankers.

We had said we would support him with the U. S. Government on grants in aid and
had indicated thet if they did rot incur too many debts, we might be able to make
2 loan,

We possibly could take up a project following the joint Bank/FAO Mission and
wonld look at plans for agricultural development and farm marketing roads,.

There might be a case here to show exceptional circumstances for a local currency
10ar. A lot of their expenditures would be in local currercy end if we wanted
to show a spirit of sympathy it might be manifested that way,

Mr, Rosen - His silence should not be taken to mean concurrence. He thought
That there was unanimous agreement on the need to set a2 maximum in a couple of
cases, 1.%., India and perhzps Pakistan. It would not be desirable to set a
maximum for others. The maxima would become knowvm very quickly and he felt it
to be undesirable to set up categories.
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Iveryone in Column III did not want to join.
Also he felt we were going into onerational techniques too much in advance.

IDA should not start with too big a bang in any case and could set maxima where
neecded.

Mr, Cavanaugh - He agreed wholeheartedly with Mr. Rosen,

We only needed a limit on the one or two big ones,
He felt IDA should invest in Bolivia, etc., where the Bank did not operate.

IDA should wait and see what happened in Argentina and should do something in
countries where you could do it quickly. These contries could in turn then do
something to aid the poorer ones.

Mr, Knapp = There was the question of the allocation of IDA's resources over the
five years for which they were made available., This was a subject on which
governments would have to spesk.

It seemed to him to be essential to ask the governments what they meant in this
connectioh,

If IDA were objective, it could get rid of money awfully fast., Would we set
forth to get rid of it as fast as we could to demonstrate the need, or ration
the allocations over five years?

The Txecutive Directors and governments had to determine this.

Following the nroposal in the paper, IDA would run out of money toocommit before
the end of the five-year period.

Mr, Deruth = His idea was that by the end of a couple of years IDA would have
cormitted $L00 million and that the matter should then be taken up with the
Executive Dirsctors. He felt that IDA should take a fairly rapid initial pace.

Mr, Knanp = Could vou keep this policy hidden for long? You would have to talk
in advance about commitments over a period of time in such cases as India,

Mr, Nehru thought that IDA should spend as fast as possitle, i.e. $400 million
over the next two years,

Mr, Knapp felt the general question should be raised with the Executive Directors.
Mr, Demuth = Mr, Nehru and Mr. Mejia had been out-voted on this.

Mr, Knapp = You could not leave this for a couple of years,

Mr, Demuth - If you brought the matiter to the Board, you would have to say that
you were thinking of $L00 million for the first two vears and was that rightg
They would be likely to accept this.

Mr, Knapp = It was his feeling that the creditor countries would feel they were

being pressed pretty hard unless you sot the express anproval of the FExecutive
Pirzctors.
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Mr, Demuth - He did not think the figure would be reached because of time
limitations and personnel requirements,

Mr, Rosen - The Exscutive Directors had to approve each investment.,

Mr, Knapp - If we waited till the time each project came to the Executive Directors,
we would be in a difficult position.

Mr, Rosen - He felt that the Board would get the feel of this too much in advance.

Mr, Knapp - It would be brought up because countries like India would want to
Know TDATs policy.

o

Mr., Rosen = We could talk of an upper limit to the resources available.

We could say we did not know how fast the money would go and that we would try
to see where good projects could be worked up, etc.

In case of consortium discussions in the meantime, we would not want to get too
much committed in the first 18 months to two years.

Mr, Knapp - Mr. Rosen and Mr. Cavanaugh favored a three-vear spread of commitments
and contemplated a situation in which there would be two years with no new commit-
menvs.,

Mr, Cavanaugh - He felt that in the fourth yesr IDA would have to get cormitments
from the govermments for more money and that IDA would have difficulty in finding
sufficient suitable projects.

Mr, Knapp - He would like to commit $400 million if the Executive Directors
aprroved of this policy.

He did not see how IDA could plan, otherwise, without the management being
condemned for forcing governments to come up with new money before they were
willing to do so,

Mr, Dermuth - Commitments would be made larsely in the second vear., By then we
would probably have some sense of the feeling of the Executive Directors anyhow.
If we wanted to get their reaction, we could have informal discussions with them.

Mr., Rosen - We could not do this until after January when the U. S, position on

IDA would be known.

Mr, Knapn -~ The key governrents in the picture were U. S., U. K. and Germany.

Mr, Demuth «~ If we talked to the govermnments outside the Erecutive Directors!'
table, we might be able to get agreement.

Mr, Rosen - After three years peonle would either think IDA to be worthwhile or
it would fritter away.

Yr. Knepp = The question would have to be faced by the U. S, administretion next
vear, There might be a decision to double the amount in a year or two and then
to reconsider the matter in five vears.
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Mr, Demuth = IDA should get going but not out of control,

Mr, Knapp = This was sonething for governments to determine and i% would be
pushing them a little too hard not to get their views on this,

~_

- Terms of Lending

Mr, Knapp = Para, 1l showed the standard pattern. It did not show how variations
would be contemplated. What discussion had there been about local currency
repayment?

Mr, Demuth = The Committee felt that that should not become a standard pattern.
There was a lot of feeling that it had come into disrepute, and that it was a
fraud on the taxpayers in the advanced gourtries or in the recipient ones,

It was felt it would be better to have the obligation perfectly clear and to
make grants free of interest if necessary. It was not impracticable to say
they could pay pack in 20 years. If, in the 17th or 18th year, the obligation
appeared to be too much of a burden, the repayment schedule could be rearranged,

Mr, Rosen - The Committee had not been unanimous on the local currency point,

Mr. Knapp - Except for the clause to cover variations in the foreign exchange
schedule, the intention was more to extend the period than to soften the currency.
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