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eembe 21, 1977

NOTE To: Mr. E. Stern

FRO: A. Karaosmanoglu

in jad a meeting on December 16, 1977
with Kir an Ahmad as a follow-up to the

e ti.J of Working Group on access to capital
markets.

Th want the paper on Role of External
Borrowng in Financing Development y the end
of January to be sent out by mid February.
Part of it will ere ared by th U4F (see
attached) . or the part w will prepare I had

a discussion with Je Wood. Ty will do it

provided that for the last section (section R)
a detailed analysis is not Oexpcted The
Secretariat does not inten to cover the ues-,

tion of the mechanics of reschedulina and the

role for international institution in this
reo oct before t UTAD. -ctings reach a

conclusion on thi matter.

On direct foreign investernt , except

for item 5(a) (BasicNds and vultinatio nal)
the IFC ill do the job. T tried w exlin
to A. King that we do not have anything
offer on thi mattr which could be rouht
to a meetng of ministers. Re !opt telling

me that since you wTre the one wo had ugnitnped`

tW bring that tonic to the top of the list

should do something about it.

cc: Messrs.J.od



Office Memorandum

TO Mr. Karaosmanogly DATE, December 15, 1977

FROM Ernest Sturc 7

SUBJECT Development Committee Work--Attached Papers

I suggested to Sir Richard King that we meet to discuss the work
requirements resulting from Monday's meeting of the Working Group on Access
to Capital Markets. We met with Sir Richard and Messrs. Ahmad and Escobar
this afternoon. To my surprise they had not invited you or your associates.
We presented the two attached notes and there was an extensive discussion of
how the work might go forward. While there was a substantial measure of
agreement, it was clear that one or two points needed to be sorted out in a
meeting which would include both the Bank and the Fund staff, in part to
avoid any duplication.

Therefore, it is our understanding that Mr. Ahmad will be in touch
with you to arrange a meeting in the next day or two. In the meantime, I
thought the attached would be helpful to you and others.

Attachments



December 15, 1977

BRIEF SUMMARY RECORD OF DECISIONS MADE IN THE
MEETING OF WORKING GROUP ON ACCESS TO CAPITAL MARKETS

DECEMBER 12, 1977

Item 1. Direct Foreign Investment

The Chairman briefly explained that the main purpose of the discussion

on this particular item was to get a clear idea of what aspects of the study

and what priorities were favored by the Working Group on which work could

then be undertaken by the Secretariat. It was pointed out that the Secre-

tariat's suggestions in this regard were contained in para 5 of the document
and the members might wish to comment on them and also indicate if there

were any other aspects of the topic which needed to be included.

There was a wide-ranging discussion of this item in which a large num-

ber of members participated. The Chairman, in summarizing the discussion,
pointed out that there was consensus in the Working Group that we should

avoid any academic study and also avoid duplicating work of other organiza-

tions. The main focus of our efforts should be to work on those areas where

concrete suggestions can emerge and which were of interest and relevance to
the Members of the Development Committee.

Bearing the above general approach in mind, the sense of the meeting

was that in the first phase of our study we should concentrate on issues
listed in para 5 (a), (b), (c) and (f). The studies under (b) and (c)
should examine the situation both as regards developing and developed coun-
tries. In addition, on a suggestion by the US delegation, we should examine
the impact of private foreign investment on home countries (numbered (k)).

The members did not favor undertaking any work on items (e) and (h) in

para 5.

As regards items (g), (i) and (j), these were not favored for study by

the Working Group at the present time largely because work on them was going

on in other fora. No substantive work should therefore be done on them, but

enquiries should be made to ascertain what was going on in the other fora

and the result should be reported to the Working Group so that if there were

any gaps in the studies the Group could dedide what work if any should be

carried out.

As regards item (d) various views were expressed by members but the
consensus in the Working Group was that no work need be undertaken on (d)(iii)

but the Secretariat should undertake study of (d)(i) and (ii) as part of (c).
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The suggestion of some country studies in para 6 of the paper was also
agreed to.

Item 2. Progress Report on Restrictions

Mr. Sturc explained the present status of the progress report under
preparation by IMF on the implementation of the recommendations relating
to the greater liberalization of capital movements and more favorable
treatment to bond issues by LDCs adopted by the Development Committee at
its Manila meeting. The IThF teams were in the field and the discussion in
the nine countries involved were expected to be concluded by the end of
this year; the IMF staff will present a report to the IMF Board in early
1978 for eventual submission to the Working Group/Deputies. The members
noted the progress report and looked forward to a further report on this
subject in the early part of 1978.

Item 3. Mexican Proposals

The Mexican proposals for further work on restrictions on access to
capital markets were elaborated by Mr. Phillips on behalf of the Mexican
delegation. He stressed that bonds were only one sector of the market
and there was justification for expansion of this work to other sectors
such as bank borrowing. He also suggested that it may be profitable to
hold a seminar on the issues after some staff work had been done.

There was support for the proposal from Brazil and Chile but reserva-
tions were expressed by members from Germany, the Netherlands, UK and France.
The US delegate mentioned the three different aspects of the problem (size
of the market, obstacles to access and cyclical factors) and was anxious
that the Committee should not dunlicate work being done elsewhere but should
see if there were any gaps which needed to be looked into.

Mr. Sturc explained the work which was being undertaken by INT in this
field and referred to the sensitivity of the Fund Board/international pub-
lic on the national/legal aspects of the issues involved. He referred to
information already published by IMF through its publications e.g.:

i. Status of capital/money markets in the world;

ii. World Economic Outlook, which also covers this subject;

iii. Annual Report on Exchange Restrictions, which also provides
extensive information.

He added that IMF had no powers to remove capital restrictions.
Mr. Phillips remarked that while considerable work was being done in IMF/OECD



it does not cover the entire field indicated in the Mexican proposals. He

emphasized that the Committee's work would lack balance if it covered only

the role of borrowings in development, but not the role being played by

the creditors.

The Chairman summed up the result of the discussion in the following

terms. There was general agreement that there might be some areas in which

some further useful work could be done but at present we were not clear,

what those areas were or whether in the immediate future we could get the

necessary work done. In the light of work by IMF on the subject as indi-

cated by Mr. Sturc and in the light of work being done elsewhere, it could

be discussed in the March meeting what further work needed to be commis-

sioned on the Mexican proposals. There were constraints and we could not

do everything at once. However, the Secretariat, in consultation with

IMF/OECD between now and the next meeting, would consider whether there

were aspects which needed to be examined between March and September.

Item 4. Role of External Borrowing in

Financing Development

The general comments on this paper were made largely in the context

of the mandate on the subject and the purpose for which this study was to

be undertaken. It was emphasized that the purpose was to improve flows

and increase access and did not at present extend to examination of the

problem of indebtedness or lessons from previous debt rescheduling.

After some general comments and exchange of views it was decided to

examine the paper section by section. The following conclusions were

reached in the discussion which followed;

1. The portion A was accepted with the suggestion that it should be more

in the form of general analysis, background and experience.

2. B should be combined with A to form a single introductory section and

only the middle portion of B be incorporated in A. The specific subject

from B to be incorporated in A was the extent to which past debt problems

had arisen from the failure to undertake the appropriate domestic adjust-

ment policies, or to sudden and adverse external developments.

3. As regards Section C its inclusion in the study was objected to on the

following grounds:

(a) The discussion of the future prospects would take us away from the

main purpose for which the Working Group had been set up. We should concen-

trate on concrete subjects rather than go into the general world economic

situation.

(b) The material under this section in any case would be covered by

the World Development Issues report which was separately under preparation.



(c) There will not be much to add to what has already been stated in

the Prospects Paper of the Bank and it should be sufficient to refer to that
document without reproducing any material in the paper to be prepared under
this Agenda item.

The conclusion therefore was that Section C was not essential to the
scope of the paper and could, therefore, be dropped. It could form an in-
torduction to D with a reference to the Prospects Paper of the World Bant.

4. The Section D (paras 6, 7, and 8) were agreed to with the following
modifications.

(a) In para 7 line 2, the words "institutional investors" should be
added after "equity capital."

(b) The last sentence in para 8 (What explains the concerns expressed

by the regulatory agencies, bank stock analysts and various governmental

bodies with regard to the increased exposure of banks in developing coun-

tries?) should be dropped.

(c) As regards the issue of the principal factor determining the

increase in commercial bank exposures in developing countries referred to

in para 8 it was pointed out that the INA staff paper on this subject for
presentation to the Fund Board was prepared in March every year and the final
outcome may not be known until the Board discussion in May. However, this
difficulty might be got around by using the material in the staff paper.

5. Section E (the Role of International Institutions). The suggestion
that the entire section E be dropped was not agreed to. It was emphasized

that the major concern and question to be asked was how development insti-

tutions play a part in borrowing and how this role can be improved. After

some discussion it was agreed that we should not touch upon the temporary

liquidity problem and therefore (b) in para 9 should be dropped; we should

confine the issue to what should be the role of development institutions.

After discussion in the March meeting of the Working Group it can be

examined if we need to go into more specific questions.
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December 15, 1977

BRIEF SUMMARY RECORD OF DECISIONS MADE IN THE

MEETING OF WORKING GROUP ON ACCESS TO CAPITAL MARKETS
DECEMBER 12, 1977

Item 1. Direct Foreign Investment

The Chairman briefly explained that the main purpose of the discussion

on this particular item was to get a clear idea of what aspects of the study

and what priorities were favored by the Working Group on which work could

then be undertaken by the Secretariat. It was pointed out that the Secre-

tariat's suggestions in this regard were contained in para 5 of the document
and the members might wish to comment on them and also indicate if there

were any other aspects of the topic which needed to be included.

There was a wide-ranging discussion of this item in which a large num-

ber of members participated. The Chairman, in summarizing the discussion,

pointed out that there was consensus in the Working Group that we should

avoid any academic study and also avoid duplicating work of other organiza-

tions. The main focus of our efforts should be to work on those areas where

concrete suggestions can emerge and which were of interest and relevance to

the Members of the Development Committee.

Bearing the above general approach in mind, the sense of the meeting

was that in the first phase of our study we should concentrate on issues

listed in para 5 (a), (b), (c) and (f). The studies under (b) and (c)

should examine the situation both as regards developing and developed coun-

tries. In addition, on a suggestion by the US delegation, we should examine

the impact of private foreign investment on home countries (numbered (k)).

The members did not favor undertaking any work on items (e) and (h) in

para 5.

As regards items (g), (i) and (j), these were not favored for study by
the Working Group at the present time largely because work on them was going

on in other fora. No substantive work should therefore be done on them, but

enquiries should be made to ascertain what was going on in the other fora

and the result should be reported to the Working Group so that if there were

any gaps in the studies the Group could dedide what work if any should be

carried out.

As regards item (d) various views were expressed by members but the

consensus in the Working Group was that no work need be undertaken on (d)(iii)

but the Secretariat should undertake study of (d)(i) and (ii) as part of (c).



The suggestion of some country studies in para 6 of the paper was also
agreed to.

Item 2. Progress Report on Restrictions

Mr. Sturc explained the present status of the progress report under
preparation by IMF on the implementation -of the recommendations relating-
to the greater liberalization of capital movements and more favorable
treatment to bond issues by LDCs adopted by the Development Committee at

its Manila meeting. The IMF teams were in the field and the discussion in

the nine countries involved were expected to be concluded by the end of

this year; the IMF staff will present a report to the IMF Board in early

1978 for eventual submission to the Working Group/Deputies. The members

noted the progress report and looked forward to a further report on this
subject in the early part of 1978.

Item 3. Mexican Proposals

The Mexican proposals for further work on restrictions on access to

capital markets were elaborated by Mr. Phillips on behalf of the Mexican

delegation. He stressed that bonds were only one sector of the market

and there was justification for expansion of this work to other sectors

such as bank borrowing. He also suggested that it may be profitable to
hold a seminar on the issues after some staff work had been done.

There was support for the proposal from Brazil and Chile but reserva-

tions were expressed by members from Germany, the Netherlands, UK and France.

The US delegate mentioned the three different aspects of the problem (size

of the market, obstacles to access and cyclical factors) and was anxious

that the Committee should not duplicate work being done elsewhere but should

see if there were any gaps which needed to be looked into.

Mr. Sturc explained the work which was being undertaken by IMF in this

field and referred to the sensitivity of the Fund Board/international pub-

lic on the national/legal aspects of the issues involved. He referred to

information already published by IMF through its publications e.g.:

i. Status of capital/money markets in the world;

ii. World Economic Outlook, which also covers this subject;

iii. Annual Report on Exchange Restrictions, which also provides
extensive information.

He added that IMF had no powers to remove capital restrictions.
Mr. Phillips remarked that while considerable work was being done in IMF/OECD
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it does not cover the entire field indicated in the Mexican proposals. He

emphasized that the Committee's work would lack balance if it covered only

the role of borrowings in development, but not the role being played by
the creditors.

The Chairman summed up the result of the discussion in the following
terms. There was general agreement that there might be some areas in which

some further useful work could be done but at present we were not clear

what those areas were or whether in the immediate future we could get the

necessary work done. In the light of work by IMF on the subject as indi-
cated by Mr. Sturc and in the light of work being done elsewhere, it could
be discussed in the March meeting what further work needed to be commis-
sioned on the Mexican proposals. There were constraints and we could not
do everything at once. However, the Secretariat, in consultation with
IMF/OECD between now and the next meeting, would consider whether there

were aspects which needed to be examined between March and September.

Item 4. Role of External Borrowing in
Financing Development

The general comments on this paper were made largely in the context

of the mandate on the subject and the purpose for which this study was to
be undertaken. -t was emphasized that the purpose was to improve flows
and increase z ass and did not at present extend to examination of the
problem of in( tedness or lessons from previous debt rescheduling.

After some general comments and exchange of views it was decided to

examine the paper section by section. The following conclusions were
reached in the discussion which followed;

1. The portion A was accepted with the suggestion that it should be more

in the form of general analysis, background and experience.

2. B should be combined with A to form a single introductory section and

only the middle portion of B be incorporated in A. The specific subject

from B to be incorporated in A was the extent to which past debt problems
had arisen from the failure to undertake the appropriate domestic adjust-
ment policies, or to sudden and adverse external developments.

3. As regards Section C its inclusion in the study was objected to on the

fofllowing grounds:

(a) The discussion of the future prospects would take us away from the
main purpose for which the Working Group had been set up. We should concen-
trate on concrete subjects rather than go into the general world economic
situation.

(b) The material under this section in any case would be covered by
the World Development Issues report which was separately under preparation.



(c) There will not be much to add to what has already been stated in

the Prospects Paper of the Bank and it should be sufficient to refer to that

document without reproducing any material in the paper to be prepared under

this Agenda item.

The conclusion therefore was that Section C was not essential to the

scope of the paper and could, therefore, be dropped. It could form an in-

torduction to D with a reference to the Prospects Paper of the World Bank.

4. The Section D (paras 6, 7, and 8) were agreed to with the following
modifications.

(a) In para 7 line 2, the words "institutional investors" should be
added after "equity capital."

(b) The last sentence in para 8 (What explains the concerns expressed
by the regulatory agencies, bank stock analysts and various governmental
bodies with regard to the increased exposure of banks in developing coun-
tries?) should be dropped.

(c) As regards the issue of the principal factor determining the
increase in commercial bank exposures in developing countries referred to
in para 8 it was pointed out that the IMF staff paper on this subject for
presentation to the Fund Board was prepared in March every year and the final
outcome may not be known until the Board discussion in May. However, this
difficulty might be got around by using the material in the staff paper.

5. Section E (the Role of International Institutions). The suggestion
that the entire section E be dropped was not agreed to. It was emphasized
that the major concern and question to be asked was how development insti-
tutions play a part in borrowing and how this role can be improved. After

some discussion it was agreed that we should not touch upon the temporary
liquidity problem and therefore (b) in para 9 should be dropped; we should

confine the issue to what should be the role of development institutions.
After discussion in the March meeting of the Working Group it can be
examined if we need to go into more specific questions.



December 14, 1977

Recent Borrowing Experience of Middle-Income DevdlopinjCuntries

In connection with a paper to be prepared by the Development Committee

Secretariat on the "Role of External Borrowing in Financing Development,"

the Fund staff will provide a draft section reviewing the recent borrowing

experience of the middle-income developing countries. The draft will include

. data-and estimates through 1977, describing the main changes that have occurred

in the past few years and the factors underlying these changes. The draft wili

assess the overall economic performance of these countries, including their *1

increasing use of foreign resources,-:and in particular,- their reliance on

borrowing from private financial institutions. A qualitative evaluation of

their external debt management policies in the context of overall economic

management in general and of balance of payments positions, in particular,

will be provided. Finally, the draft will review debt reschedulings during

1974-77, focusing especially on the extent to which debt problems arose from

the absence or insufficiency of domestic adjustment or were due to developments

abroad. The draft section will be ready for transmittal to the Development

Committee Secretariat by early February 1978.



December 14, 1977

Recent Developments and Prospects
for International Banking Flows

In connection with the work to be undertaken by the Secretariat

on the "Role of External Borrowing in Financing Development'--and in

particular aspects related to financing sources--the Fund 'staff will prepare

a Board paper on developments and prospects in international bank lending

which will be issued around mid-May 1978. Subject to the approval of

Executive Directors, the paper will be transmitted to the Secretariat

shortly thereafter. The paper will cover factual developments in inter-

national bank lending during 1977 with respect to the magnitude, direction,

types and terms of such lending and provide some assessment, both quantitative

and qualitative, of the outlook for the coming year. The paper also will

discuss factors bearing on the underlying stability of the market and, therefore,

prospects for continued financing flows to developing and other countries,

Among those factors are: the extent to which banks believe they are facing

portfolio management constraints in respect of international lending in

general, or to particular categories of countries; whether they consider

their capital positions adequate to support continued large-scale lending;

the extent of concern about excessive maturity transformation, etc, Some

attention will be given also to developments in international bond markets

and financing flows to various country groupings, from this source. This

provides a broader perspective to the question of private financing flows

to developing and other countries, and recognizes, particularly from the

point of view of the supplier of funds, that these segments of the private

markets are not completely separable,



December 12, 1977

FROM: P. M4. Mathew, Deputy Director, Capital Markets Department, IFC

TO: Members of the Capital Markets Coordinating Committee, see
attached list

SUBJECT: Meeting of Capiital Markets Coordinating Committee -- Notice
of Meeting

A meeting of the above-mentioned Committee w:ll be held
in Room D-1358 at 10:00 a.m. on Wednesday, December 1, 1977, with
the following agenda:

1. Discussion of paper by Dr. V. V. Bhatt and associates
on "Impact of Contractual Savings Institutions on
Resource Mobilization and Allocation -- the Malaysian
Case"

2. Current activities

3. Future activities

4. Any other busine7s

Attachment
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WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
TO: Files DATE December 6,1977

FROM: Helen Hughes

SUBJECT: Discussion with Mr. Stern: Private Direct Foreign Investment

1. Mr. Billerbeck and I called on Mr. Escobar yesterday at his
invitation, to discuss mutual problems in the analysis of private direct
foreign investment.

2. Mr. Escobar outlined the Development Committee approach to the
problem of private direct foreign investment, and told us something about
the 16 studies being commissioned by him for completion by the end of
January. He also told us that Mr. McNamara had assigned IFC to assist him
in the work on..PDFI, and that Dale Weigel had been doing so in spite of the
severe limitation on his time.

3. We told Mr. Escobar that Mr. Billerbeck was attempting to put a
first cut at an overall view of PDFI issues as they might affect the Bank's
operations, so that we have a better feel for the subject in the global
framework. Isaiah Frank is working with Mr. Billerbeck.

4. We told Mr. Escobar that we would be most interested in seeing
the reports and other papers prepared for the Development Committee. He, in
turn, would like to see our "work in progress".

5. Mr. Escobar invited us to sit in on the Development Committee meetings
on December 12. I said I would not be able to attend but Mr. Billerbeck would
be pleased to do so.

c.c. Messrs. Karaosmanglu,Billerbeck
Chandra Hardy

HHughes/kg



Mesars. Ie::arara. Knapp, Cargill, Chenery iovember 14, 1977

Ernest Stern, VP, south ASa

heveloPmerntCoTmedttee

Attached, for your information, is a paper which the Development Conrittee
Secretariat has tabled for discussion with the Working Group on Capita

aTrkets on Decetsber 12.

You will recall that this subject was surgented, and proriote: strongly,

by the U.E itherto there aas been considerable oppositio , to any

discussion of Cebt and the dispute was covered by the innocuous sounding

phrase, Lte role of external horrowinr iR financin% develanwent. Aow

that the topic is being defined, it will he interesting to see whether

e bers wish to pursue it in this forum.

i1 anything like this is -mdertaken, we undoubtedly will be asked to

contribute. I have been, and will continue to reemin, in touch wit;.

J. Wood/C. Hardy.

I will keep you aVvised of developments after the Working Group has xet.

AttachMrenit

'S tern/is

bec: Mr. Karaosmnanoglu "
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