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File S October UY, 1 '

Richard H. Demuth

Meeting on Horowitz Pl y

Siene Dell, irector of UNCTAO': !ew "ork o - c.rring i neet-
irg on Wednesdy, Oc tober 2. of aelocteJ nnbers o te in s tvkant car-

srunity attending th: Bank/un. meting in ort K:u th f albility
of the Horoitz Plan in the ight of precnt ,rk t coar tions n to
obtain ad.ice as to what Murt her ts UNCT-A 1ohlU t a in connection
with the proposal. Only thre members invited from the invtmen commT-
ity were "ble to partici a . Dobt I. Gnill r of hit , el 
Compmy: r. Paul rebo o th- reu:chebank, an A r. Clain Sere of
Lazard Preres & ie Mr. Hoffan, 4rs. Doskcy :n I were invi - to yr-
ticipat n obrerverr from th Bak

The unanimous reaction of the three ur-tnnt ommnity rer -
senta isv % wa that the capit.1 maret woul.. b rete to rIec -I the
money nec u; bry te hak ilmlf Por it, new len.inp program. Ina -: not
regara a feasible tie creation by anternatioral agreernt of an interet

ou'lta tion Cun whit .oula reur bucIge tary :ontributionx 'or a long
crio o: ie r! they Jlo T. ro oregir. as feasible, becuse L t e large

amounte irnrolea the fun ing o- ouch :n interest equalization fun. over a
period oM a ew rs urthenmore, they regrica a es e ntil for th
jorowitz Pim a new nter c. joint in: severr mont guarante4 wlch
they bli3 mi woulu be very ni':icult to negotiate a between oiarnent,
an worl : be rery conlicatea to explain Wo the arket. 7r. Serc stated

bluntl tt, in i dw, irthur Aircucion t h voroWit S
:uch wa. f/log/ing a .a. ho~rs". the othe, while. less blunt, senea to
agree.

The i ing thW 'er ku.iv n-o th - u t on o how the on c tives
of tA horitz Plan might ea i bv ot e tenqu -. The bankers
were not -t ,ll hotie no av Lea oa: b ia lentind for aJ Clornt

a~ ach. ~t wa enerol1j gec -at e n s.itm & vice w;oul be for
naional governrnt: to borrou in tsir ovn mArkt it noia intrest

r tes aa then to len to 7.A on .Y tcrmn. They ointen out :hat thAre
ae alrea bli5 1h ne: in a number o Part I count:ien wne A engge in

ecire7 this k Wna o transaction for purpoet of domevtic -rtogras ana
ven :or ove rea 1 rvnin, a ond the felt tat tis ,ouL. b a asir, L4s

conj iv t: an. more . ibi aproAvh an tA Woritz A 'n. It woul
not pre ent the mke it at a new tin - of re .t lns tren o aout ful

Menition was also made of the proposal ref erred~ to by Minister Colomubo
in his speech at the Annual Meeting that the Part I countries might agree to
turn over to IDA in their national currencis a part of their reserves equal
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to r al v -orio oi rat e ,- tncm. 1 -.r t tkt .
Sto. a r itonom 0 A 01 Am 0! 00 it, ow n-

ilnonic? C: A. Vl OUtn tu in f: pnc nk, ucn 'v U l a

An 1o 7L V, . vn ;' v A h>t~ nonY cv A~ Ho9ai-';A. "Smn. oi

of. Kuhn, Loeb &.. Coropany after th eting; M~r. Sauriel he; bee~xn invited4 to
a n u o not do o He eos th cncl on o the ot.he

patcp-nt bt ade tat he though th Ban shu gv considertion
to hing a whole rag of inrest rte to et.the need of. diffrent

tYpe o count pn ou t th teet
rewe l th ot o y ti u siuce

the p~roits of the Bank and ~in usance. oet in ie ofa a transfr to
IDA.He rcogiee. however, thatthecre were som .ountries to whc the

Ban shul be relctant to land, even at ver: lwa interest ratcs.

Mr. Kamre
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SUMMARY: Re: Acknowledgin leter dtd September 5, 1968 inviting him
to attend the informal disc-sion which they have arrange d
for Ocotber 2 in connection ith the Horowitz and similar
proposals, and accepting the invitation.
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Files February 29, 1968

Badri Rao

Horowitz at UNCTAD II

Addressing the Third Committee of UNCTAD in New Delhi,
Mr. David Horowitz of Israel pressed again his proposal for an Interest
Equalization Fund (IEF).

The proposal is well known and has been studied by the Bank
staff..' Mr. Horowitz has however now offered some rather persuasive
arguments in the light of recent developments.

He remains unconvinced that world capital markets would be
unable to absorb the required amounts of new issues for IEF. He argues
that money is always available at a price and suggests that Othe palpable
correlation of accelerated economic growth and tightness of capital markets,
caused by added demand for capital, results in a paradoxical situation in
which we are told that the greater the prosperity and the increment of the
GiP of the developed world, the more restricted the possibilities for
augmenting the capital flow to the developing nations."

He proposes that part of the additional reserves created by the
IMF under the new Special Drawing Rights (SIR) could be used for purchases
of bonds for development purposes and even suggests that contributions
to IEF could be made out of the additional reserves. "The dogma of
cmplete separation of development from the creation of new liquidity
cannot be rationally explained" he says.

Recognizing that the floating of bonds in developed countries
in balance of payments difficulties might create problems for them,
Mr. Horowitz suggests a method of implementation whereby the use of
currencies for procurement from such countries could be so phased over
time that the currencies disbursed on loans would ultimately correspond
to the amounts raised by bond sales on their markets. This method would
avoid the evils of tied aid, Mr. Horowitz cites the proposed plan for IIA
replenishment in support of his method.

Mr. Horowitz reiterates the pressing need for an enlarged
capital flow to LD~s and expresses great concern about the "new myth" that
what they now need is skills and know-how more than capital. While
recognizing the importance of technical assistance he urges that "it should
not be used as an excuse or substitute for a diminishing capital flow."

SR/yd

1/ See "The Horowitz Proposal - A Staff Report , IBRD, February 1965.



IDA IBRD IFC

FORM NO6 92 CORRESPONDENCE RECORD FORM

FROM DATED

United Ntions
New York

SUBJECT

Final draft on the Horowitz Proposal (sent under

separate cover)

Iddreased kE:l and

RE RED OAkEy E E



FORM No. 59
(2- 55)

CROSS REFERENCE SHEET
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DATED: a 5, 1967

TO:

FROM: Secret=

FILED UNDER: NCe

SUMMARY:

Report on the Second Session of UNClAD Comittee on Invisibles and Financing
Related to Trade.

d) The Horowitz Proposal

The report of the Expert Group set up by the Secretary General of
UNCTAD to consider the problems involved in the proposal and similar
schemes and possible variations formed the background for the brief dis-
cussion on this item in the Sessional Sub-Committee. Five delegations
spoke. The Israeli delegate (An Economic Adviser to the Bank of Israel)
urged that the proposal be placed on the agenda of UNCTAD II. The delegates
of Ghana and Argentina supported the proposal and suggested further anal-
ysis of certain technical aspects - for example, possible sources of funds
to meet the interest differential. The Belgian delegate emphasized the
difficulties of the proposal and said that the pending replenishment exer-
cise was the way to provide IDA with new resources. The U.K. delegate
said that there was no case for further technical analysis, and proposed
waiting to see the outcome of the IDA replenishment and of the supple-

mentary financing scheme. The Plenary Session adopted a recommendation
of the Sub-Committee, over the objections of Lebanon, Kuwait, U.A.R.,
Sudan and Tunisia, that the Secretary-General of UNCTAD review the
effects, if any, on the Horowitz Proposal of the longer-term trends of
the capital market using such experts as he deemed fit. The dissenters
stated that they agreed with the report of the Expert Group and con-
sidered any further study of the proposal superfluous.



Mr. Mendels June 6, 1966

Shirley E. Boskey

Horowitz Proposal

Attached are the French and Spani sh versi one of the report
of the Exc rt Group on the Horowitz rnroposal, whi.ch have lust come in
from Geneva. I assume you will make the appropriate distribution to
the ExecutIve Directors.

SEB/pnn



!ay 27, 1966

Dnar Arth ur:

I c ,u eC-ivce your letter of lia 2 aski for a copy
of th report of the Expert Group on the Horowitz Proposal. The
ret>ort c uo- tc' us from the U.N. last Friday and w as sent to
the Executive Directors at the begimning of this week. 1e did a
limitd cel-buior, i cz tbe rport -ill be aa:Ila- to go'ern-
meets througi UNCTAD, and I failed to notice that the distribution
did no t .nclu 3(< hrop2? 'ficc. Of cour;, fOULId ca avleno a
copy. I apologize fr my over3igit and hereby reedy the omission
by enc.o< t'. .rport toget:her iith the covri' menio to the
EDs. As a lagniappe, I have added a copy of my report to Dick on
the meting.

T note that you have been told -h:t Governor Hlorowitz did not
much care for the views expressed by the British expert. If you
look at the footnote on page 10-of the report, I think you will see
why those views would have little appeal for the Governor and would,
at the same time, be thought eminsntly sensible here.

Sincerely yours,

Shirley-i Js i Cy
Deveiopmec~nt Services iiepartrment

Attachraents

Mr. Arthur Karasz
Deputy Special Representative

in Europe
Interna'tional Bank for

Reconstruction and Development
h,Avenue d'Idna
Paris 161, FRANCE



HEADOUARTERS

WASHINGTON 25,D.C.

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT
CABLE ADDRESS-INTBAFRAD

INTERNATIONAL DEVELOPMENT ASSOCIATION
CABLE ADDREss-INDEVAS

*BANK *
BKEUROPEAN OFFICE:

4, AVENUE DIENA

PARIS (16E) - FRANCE

TELEPHONE: KLEBER 25-10

May 24, 1966

Mrs. Shirley Boskey
Development Services Department
International Bank for

Reconstruction and Development
Washington, D.C.

Dear Shirley,

I understand that you participated in the New York meetings of the

banking experts on the Horowitz Proposal. I also heard in London that

Horowitz, on his way back to Israel, was complaining to the British

Government about the opinions expressed by the British expert (from
Rotschild, London?).

Would it be too much to ask you to let us have copy of the report

issued on the New York meeting, and any other document you might think

useful for us to know about. The matter will probably come up in

different meetings in Europe (also in the November meeting of UNCTAD

Committee on Invisibles).

I was kept pretty busy here these last months. About a week ago

we visited with Harry Curran in his house near Oxford. It is a most

beautiful spot.

With all best wishes,

Sincerely yours,

Arthur Karasz
Deputy Special Representative

in Europe
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INTERNAITIONAIL iN\K [OR RECONTU AN\D DEVEL[OPENT

SecM66-17b

FROM: The Deputy Secretary May 23, 1966

MEETINGS OF EKPERT GROUP ON HOROWITZ PROPOSAL

1. As was noted in the report on the first meeting of the Committee on
Invisibles and Financing Related to Trade of the UN Trade and Development
Board (SecM66-1l, January 7, 1966), the Committee requested Dr. Prebisch,
the Secretary-General of UNCTAD, to appoint a group of experts to consider
the economic and financial problems involved in the Horowitz proposal and
similar schemes and possible variations.

2. The members of the Group, each serving in his personal capacity, were
Messrs. Michael Bucks, partner in Rothschild and Sons; Harold Cleveland,
Vice-President, the First National City Bank of Nei; York; Kemal Kurdas,
President of the Middle East Technical University in Ankara; Yves Le Portz,
Vice-President of the European Investment Bank; Obasanmi Olakanpo, Associate
Professor of Economics at the University of Lagos, Nigeria; Jose' de la Puente,
Assistant Director for Economic Affairs of the Ministry of External Affairs
of Peru; Kurt Richebaecher, Executive Director of the Dresdner Bank; and
Sixto Roxas, President of the BANCOM4 Development Corporation in the
Philippines. The Group met at UN headquarters from April 25 to 29, 1966
with Mr. David Horowitz, Governor of the Bank of Israel and author of the
proposal, in attendance as an observer. Mrs. Shirley Boskey of the Develop-
ment Services Department was present as an observer for the Bank.

3. Attached for the information of the Executive Directors is the report
of the Expert Group, which has been submitted to the Committee on Invisi-
bles. Since the report has been published as an UNCTAD document and will
be distributed to governments through the Committee, one copy only is be-
ing made available to each Executive Director and Alternate for his own
use.

L. The attention of the Executive Directors is drawn to the following.
First, the Group was unanimous in recognizing "the need of developing coun-
tries for a major increase in development lending on concessional terms and
in grants in aid", and in declaring "its strongly held belief that the way
in which the really large amounts of soft aid required can be quickly pro-
vided through multilateral channels is by increased budgetary grants or by

Distribution:

Executive Directors and Alternates
President
President's Council
Executive Vice President, IFC
Department Heads, Bank and IFC
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governmental loans direct to IDA." Second, to the extent that the report

considers the Horowitz Proposal as a technique for tapping world capital
markets as a source of aid, the proposal examined is a modification of the

one analyzed in the Bank staff report. The modified version was submitted

to the Group, at the outset of its discussions, by Governor Horowitz. (See

Annex A to the report of the Expert Group.) It differs from the original in

setting no specific target for market operations and in proposing that the

Bank lend to IDA without a new and separate system of government guarantees.

As to the latter, the views of the members of the Group were sharply divided.

Two members from developing countries supported this modified proposal. One

member was opposed in principle to any transfer of Bank resources to IDA

without new guarantees. Other members believed that this could be done with-

out impairing the Bank's credit standing provided the Bank and IDA Articles

imposed a specific limitation on the total amount of loans from the Bank to

IDA outstanding at any time. However, these members were unable to agree on

the amount of such a limitation which would be consistent with the objective

of safeguarding the Bank's credit standing. The views expressed ranged from

approximately $200 million annually for a five-year period to no more than

$100 million or possibly $200 million outstanding at any time. The comments

of individual members are recorded in footnotes to the report at page 10 and

in the letter attached as Annex B.

Development Services Department
May 23, 1966
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TD/B/C.3/23
11 May 1966

United Nations Conference on Trade and Development ORIGINAL: ENGLISH

TRADE AND DEVELOPMENT BOARD
Committee on Invisibles and Financing

related to Trade
Second session
Geneva, 21 November-2 December 1966

THE HOROWITZ PROPOSAL

Report of the Group of Experts

/...

66-13223



LETTER OF TRANSMITTAL TO THE SECRETARY-GENERAL OF THE
UNITED NATIONS CONFERENCE ON TRADE AND DEVELOPMENT

We have the honour to submit herewith our report on the Horowitz Proposal
and related matters which you invited us to prepare pursuant to a decision of
the Committee on Invisibles and Financing related to Trade of the United Nations
Conference on Trade and Development. A letter from two members of the Group to
the Chairman is appended as annex B.

Meetings were held at the Headquarters of the United Nations from 25 to
29 April 1966. At the request of the Group, Mr. Sixto Roxas served as Chairman.
The meetings were attended by Mrs. Shirley Boskey, observer from the International
Bank for Reconstruction and Development and Mr. David Horowitz, Governor of the
Bank of Israel, who was invited in his personal capacity.

The terms of reference of the Expert Group as set forth b the Committee on
Invisibles and Financing related to Trade (TD/B/42, annex I (c), p. 2) were as
follows:

"to consider the economic and financial problems involved in the Horowitz
Proposal, and similar schemes and possible variations, including any
consequences they might have on other methods of bringing about the
transfer of real resources on concessional terms to the developing
countries. In so doing, the Group will give due regard to the analysis
in the IBRD staff study of the Horowitz Proposal".

We wish to express our gratitude for the valuable assistance so generously
rendered by the observers and the secretariat of UNCTAD.

Respectfully yours,

United Nations, New York
29 April 1966
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FOREWORD

This report deals with the utilization of capital markets for enlarging the

flow of financial resources to developing countries, with special reference to

the Horowitz Proposal.

It was prepared by the members of a group of experts in the field of financing

and banking appointed, after consultation with Governments, to serve in their

personal capacities. The members of the group were: Mr. Michael Bucks, Partner,

N.M. Rothschild and Sons, London; Minister Jcse de la Puente, Assistent 'Director

for Economic Affairs, Ministry of External Affairs, Peru; Mr. Kemal Kurdas, President

Middle East Technical University, Ankara; Mr. Yves Le Portz, Vice-President,

European Investment Bank, Brussels.; Dr. Obasanmi Olakanpo, Associate Professor of

Economics, University of Lagos; Dr. Kurt Richebaecher, Executive Director, Dresdner

Lank, Frankfurt-am-Main; Mr. Sixto Roxas, President, Bancom Development Corporation,

Makati Rizal (Manila); and Mr. H. Van Buren Cleveland, Vice-President, First National

City Bank, New York. The group was assisted by the following observers: Mrs. Shirley

Eoskey, of the International Bank for Reconstruction and Development and Mr. David

horowitz, Governor of the Bank of Israel.

The report makes it clear that there are important difficulties in utilizing

capital markets for expanding the flow of resources to developing countries. Equally

it shows that there are ways of dealing with these difficulties if the necessary

political will exists.

Effective use of the opportunities for mobilizing resources for developing

countries in capital markets depends on the existence of credit-worthy institutions,

whether national or international, capable of cormanding the confidence of investors.

The World Bank has a strong standing in world markets, and I share the concern of

the expert group that that standing should be maintained. While this depends partly

on the marketts appraisal of World Bank activities and policies, it also rests in

part on the degree of support afforded by member Governments. One of the methods

considered by the expert group for channelling additional resources to developing

countries on concessional terms calls for a system of joint and several guarantees

by Governments to the International Development Association (IDA), or perhaps a

system of several guarantees: and the question arises whether Governments are

prepared to give such guarantees.
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Even as regards the tightness of capital markets to which the expert group

refers, the problem is really a question of priorities. There can be no doubt of

the considerable expansion which has taken place in recent years in the over-all

capacity of capital markets, notably in Europe, and prospects are for further rapid

growth in future. If, therefore, conditions are tight, it is because the total

demand for capital has increased even faster than the supply. If the capital

requirements of developing countries are viewed as merely residual, after all other

needs have been satisfied, it may indeed be regarded as very difficult or even

impossible to increase the flow of resources from capital markets much above the

present level. But the international community cannot regard the needs of developing

countries as residual; moreover the resources involved in proposals such as that of

Governor Horowitz would correspond to an extremely small proportion of the total

sums raised each year on capital markets. Thus, given the necessary priorities

and perhaps some flexibility in policy on the cost of borrowing, there should be

no insuperable obstacle to a major expansion in the flow of resources from capital

markets to developing countries. And there is therefore room for further

consideration of this matter. While saying this, I associate myself fully with

the views expressed by the expert group regarding the importance of Government

grants or loans direct to IDA.

I believe that the expert group has made a valuable contribution to the

further discussion of the issues raised by the Horowitz Proposal. I should like

to express my appreciation to the members of the group, and to thank the institutions

with which they are associated for their willingness to release them from their

normal duties so that they might undertake this extremely important task.

Rad'l PREBISCH
Secretary-General of the United Nations

Conference on Trade and Levelopment
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I. INTRODUCTION

1. The Expert Group recognizes as a background to its deliberations the grave

problems now facing the developing countries in their efforts to raise their

standards of living. The urgency of this problem is apparent, inter alia, in the

widening gap in per capita incomes between developed and developing countries.

The Group also recognizes that international flows of financial resources from

developed to developing countries have not been increasing either in proportion

to the growth of income in the developed countries or commensurately with the

capacity of developing countries to make productive use of additional resources.

It is also recognized that debt service charges connected with past capital flows

have become a heavy burden on the foreign exchange earnings of developing countries.

In the light of these considerations, the Group accepts as a premise the need of

developing countries for a major increase in development lending on concessional

terms and in grants-in-aid. At the same time, the Group feels that it rests with

the developing countries themselves to maximize and to make the most effective use

of their own resources for development as well as any external resources made

available to them.

II. THE HOROWITZ PROPOSAL

1/
2., The Group had before it the development financing pla1- submitted by

Mr. David Horowitz, head of the delegation of Israel, to the first session of the

United Nations Conference on Trade and Development held in 1964 in Geneva. The

purpose of the plan is to increase substantially the flow of financial resources

to developing countries on concessional terms. The plan is based on the premise

that in addition to budgetary allocations it would be advantageous to have recourse

to capital markets in promoting the flow of financial resources to developing

countries.

3. The proposal envisages an international institution borrowing funds in the

financial markets of the world on commercial terms, and re-lending these funds,

through the International Development Association (IDA), to developing countries

at low rates of interest for a suggested period of thirty years. The difference

between the cost to the institution and the low rates of interest would be covered

1/ E/CONF.46/C.3/2.
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by an "interest equalization fund". The resources for such a "fund" could be

obtained through budgetary allocations of the developed countries to IDA, through

the allocation of some portion of the net income of the World Bank, or through

some combination of both methods. Moreover, the proposal envisages a system of

guarantees by Governments of the developed countries to back the indebtedness

of IDA..

4. Mr. Horowitz submitted to the Group an amended version of his proposal, which

is contained in annex A, and which was considered by the Group along with a number

of other variants and alternatives referred to in the study by the staff of the

World Bank dealing with this matter.- The essential difference between the

amended and original version of the Horowitz proposal is that in the amended

version the scale of operations of the scheme would be reduced, in order to obviate

the need for a separate system of government guarantees.

5. There follows an examination of the issues that have been raised.

III. CAPITAL MARKETS: CAPABILITIES AND LIMITATIONS

6. Although its terms of reference are specifically directed to examining the

potentialities of world capital markets as a source of aid, the Group feels it

should place on record its strongly held belief that the way in which the really

large amounts of soft aid required can be quickly provided through multilateral

channels is by increased budgetary grants or by governmental loans direct to IDA.

Notwithstanding the above, the Group recognizes the need to consider such

opportunities as are presently available for borrowing in capital markets for

soft aid purposes.

7. The Group is agreed that the present climate in both the North American and

European markets is generally unfavourable. On the other hand, the absorptive

capacity of these markets is capable of expansion and,has, in fact, grown more

rapidly than might have been expected in recent years. In this connexion it is

necessary to take into account not merely the short-term position but also the

possibility that in the longer run the situation in capital markets may improve

significantly.

2/ International Bank for Reconstruction and Development, The Horowitz Proposal:

A Staff Report, February 1965 (also circulated as document TD/B/C.3/l).
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8. Access to markets by the World Bank is subject to the consent of Governments

and it is reasonable to assume that if IDA were so constituted as to be able to

borrow publicly, its access to markets would be similarly regulated. It is -to be

hoped that to the extent that the World Bank and/or IDA may wish to borrow for

soft aid purposes amounts in excess of the World Bank's requirements for its

ordinary business, the necessary access to markets will be granted.

9. The Group has considered how far the Bank might be able to raise additional

funds by paying higher rates of interest. It is not clear how much of an increase

in the Bank's rate would be needed to effect a substantial increase in its borrowings

and only a test of the market would tell. In any event, it is not thought likely

that Governments, having granted the Bank access to their markets, would permit the

Bank to bid up rates of interest substantially.

IV. CHOICE OF BORROWER, GUARANTEES AND CREDIT

10. In the Group's view, the most basic questions raised by the Horowitz proposal

are:

(a) the choice of borrower, as between the World Bank and IDA;

(b) the guarantees on which lenders to the World Bank or IDA would rely; and

(c) the effect of the entire arrangement on the general credit standing of

the borrowing agency.

These closely related questions are considered in paragraphs 11-15.

11. As regards the choice of borrowing agency, there are advantages and

disadvantages in selecting either the World Bank or IDA. If, for example, IDA

were the borrowing agency, the appearance of a new borrower would probably add

significantly to the total funds that could be raised by IDA and the Bank combined.

On the other hand, IDA's credit standing would not be equal to the Bank's, and it

would therefore have to borrow at a somewhat higher rate of interest. IMoreover,

if IDA is to approach the market on its own account, it would have to be reorganized

and the bondholders would have to be provided with an assurance of repayment of

principal and interest comparable to that which World Bank bondholders now enjoy.

The same consideration would apply to a new institution set up for the same purpose.

The Group recognizes the difficulty of attaining such a position except after

prolonged and perhaps difficult negotiation, but believes that Governments should

give urgent consideration to the problem. As an immediate possibility, such a

solution does not seem feasible.
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12. The Group is accordingly of the opinion that, pending the establishment of

such a reconstituted IDA, the World Bank would be the appropriate borrowing agency.

The Group has therefore considered in detail a procedure under which the World Bank

would lend to IDA, hopefully out of increased borrowings. These funds would be

made available to IDA at the World Bank's normal lending rate, but would be re-lent

by IDA on concessional terms. This would require the setting up of an internal

interest equalization reserve within IDA.

13. The Group would favour such a transfer of resources from the World Bank to IDA

provided that steps were taken to avoid any adverse effect on the Bank's credit

standing. One way of achieving this would be to provide a separate system of joint

and several guarantees by Governments to IDA, as outlined in the World Bank's staff

report.- The Group is aware, however, of the difficulties that would be involved

in obtaining such guarantees. As an alternative, the World Bank might consider

accepting, in respect of the loans to IDA, several guarantees of the IDA Part I

members in appropriate proportions. The Group feels that Governments might be

more willing to provide several guarantees than limited joint and several guarantees;

and the Group believes that loans made subject to several guarantees as to capital

and interest could not possibly be regarded as adversely affecting the Bank's credit

standing.

14. In view of the fact that the process of securing even several guarantees from

IDA Part I members may present difficulties or take time, the Group has been led to

consider how the same objectives could be secured without recourse to a separate

system of guarantees. Some members of the Group believe that the World Bank could

lend to IDA without impairment of its credit standing provided that the total amount

of loans outstanding under such an arrangement at any time were restricted to a

modest sum. Such loans would in any event require amendment of the IDA charter

to allow it to borrow from the World Bank. Those members therefore consider that

such an amendment should include a specific limitation.on the total amount of IDA

borrowings from the World Bank outstanding at any time. A corresponding amendment

should be made in the charter of the World Bank so as to safeguard its credit

standing.-

3/ Ibid., pp. 19-24.

4/ The World Bank observer expressed to the Group the Bank's strong objection to
any proposal that the charter of IDA be amended to permit it to borrow from
the Bank without provision for a new and independent system of government
guarantees.
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15. Those members have been unable to agree on the sum of World Bank loans to

IDl which would be consistent with the agreed objectives of safeguarding the

World Bank's general credit standing. Some members take the view that an average

of approximately $200 million annually could be lent by the 
World Bank to ID. for

a five-year period on an experimental basis.5/ These members feel that such an

amount would be small in relation to the reserves of the World Bank, its unpaid

capital or its loans outstanding. Other members are of the opinion that the

outstanding amount of such loans permitted would have to be much more narrowly.

restricted to avoid serious impairment of the Bank's credit in capital 
markets.

In the opinion of these members, the amount outstanding should be restricted 
to

6/
no more than $100 million or possibly $200 million.-

5/ Mr. Bucks, while recognizing that the decision as to whether or 
not IBRD

makes loans to IDA for onlending on soft terms without acceptable guarantees

was entirely a matter for the Bank (which in making its decision would no

doubt consider, inter alia, whether such loans right be regarded as contrary

to the spirit of the undertakings and expressions of policy made by the Bank

in respect of previous bond issues), felt obliged to express his opinion that

if such an operation were undertaken on the scale above contemplated, the

effect on the Bank's credit standing would be adverse. On the other hand,

and notwithstanding his objection in principle to the proposal, he would not

go so far as to say that in the present state of the relationship of the

Bank's borrowings to its uncalled capital, there was not some modest amount

(to be specifically limited by the Bank's charter) which the Bank might so

lend if it wished without adverse effect. He could not approve even of such

a limited departure from what he regarded as sound practice and doubted

in any case whether the operation on such a scale would be worthwhile.

Mr. Richebaecher felt that any deviation from present lending principles of

the World Bank may have disproportionate effects on the credit standing of

the Bank.

6/ Mr. Le Portz expressed the view that if the loans were restricted to so

very limited an amount, the advantages of this procedure might be outweighed

by the risk that the World Bank's credit standing would be impaired, if the

IDK charter were amended so as to authorize ID borrowings from the World

Bank without guarantees.
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V. INTEREST DIFFERENTIALS

16. As noted earlier, an interest equalization reserve would have to be set up

within IDA. The Group has noted with pleasure the large appropriation made by

the World Bank to IDA out of its net income and takes it for granted - having regard

to the urgency of the situation - that the Bank will continually have under review

the possibility of increasing its allocation whenever circumstances 
permit it.

The Group believes that these resources together with such allocations 
from

Governments as may be forthcoming could properly be used for the purposes of

financing the interest differential.
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AN1NEX A

THE HOROWITZ PROPOSAL1/

It is recommended that a modified Horowitz Proposal be implemented on an

experimental basis as a method of financing development on concessional terms.

If successful, this method may contribute to solving the long-term problem of

access of developing nations to capital markets, particularly when the present

tight conditions on these markets and other unfavourable circumstances change.

It is not suggested that definite targets for the amounts to be obtained in

this way for IDA be fixed in view of the uncertainties of capital markets. Rather,

it is suggested that a flexible approach be adopted for testing the Horowitz

Proposal as a method of financing long-term credits to developing nations on

concessional terms.

With these objectives in view it is recommended that:

(i) IDA be permitted to borrow from the World Bank;

(ii) The World Bank continue to allocate a portion of its net income to IDA

and if possible increase these allocations;

(iii) Present budgetary allocations by Governments of Part I countries to IDA

should continue and preferably be increased in view of the importance of

extending long-term credits to developing nations on concessional terms;

(iv) IDA should establish an "interest equalization fund" based on annual

allocations from the World Bank and such part of the budgetary

allocations as should prove necessary to cover the difference between

the conventional rates of interest on loans from the World Bank to IDA

and the concessional rates of interest charged by IDA on its loans to

developing nations;

(v) The World Bank should increase its borrowings on capital markets even

at moderately increased rates of interest, fully utilizing such

incentives and facilities as might be obtainable frcm Governments.

Amended version submitted by Mr. Horowitz to the Group.
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ANNEX B

LETTER DATED 29 APRIL 1966 ADDRESSED TO MR. SIXTO K. ROXAS,
CHAIRIIT OF THE EXPERT GROUP ON THE HOROCITZ PROPOSAL

The document prepared by the group of experts to be submitted to the Secretary-

General of UNCTAD constitutes, in our opinion, a detailed and well prepared work,

but only from the standpoint of conservative and orthodox banking criteria.

Having a general reservation about the document, we wish to express our full

support for the Horowitz Proposal and the modifications presented by its author.

We are thoroughly conscious of the difficulties involved in implementing the

Plan especially those relating to the increase in the flow of assistance to

developing countries through the capital markets, but we trust that it does offer

new possibilities in the field of development financing.

Without any prejudice to the approach of our colleagues from the developed

countries, it is our opinion that a more fruitful one would have been to examine

ways and means of implementing, more fully the Plan, even at the risk of departing

from present banking traditions. The urgency of the situation of underdeveloped

countries, certainly, in our opinion, warrants it.

Consequently, we beg to attach this letter as annex to the document to be

presented to the Secretary-General of UNCTAD.

(Signed) Joss DE LA PUENTE (Signed) Obasanmi OLAKAFIPO



May 4., 1966

Mr. Sidney Dell, Director
"et York Office
United Nations Conference on Tride and

Development
United Natio 's, tc York

Dear Mr. Lell:

After our con versation yesterday, I asked the Secretary of the
Bank how many copies of the report of the Expert Group would be
required for disbribution to the Executive Directors, and whether
it would be useful if some copies were made available in French or
Spanish.

I am told that we could use a total of 100 copies (since reports
which go to the Board also have a certain distribution among the
staff), of which 10 should be in Spanish and 10 in French. If you
can provide this number, it will expedite distribution of the report
to the Board.

On a totall different subject: durLi the meeting last week a
young man on your staff, who came to s of the meetings of the
Expert aroup, &ake me if I could put him i, touch witn someone in
IFC with wnom he could discuss the possibility of obtaining data on
the financig :, c e Ldo ir. banks Ii Lal Aerica, for a study
he is preparing. I undertook to do so and 1d him write his name and
extension on a dLmeet of papr ihice 1 t i y case. At least I
thought I put it there, but I cannot no( fi d it, and I do not remember
his name. Perhaps LP i at I have said ic sufficient for you to iden-
tify him, you would ask him to call or trite to me, so that I can pass
his request on to someone in IF0. .lea: atolog'm to him for iv
carelessness.

Sincerely yours,

Shirley Boskey
Development Services Department
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OFFICE MEMORANDUM
TO: Mr. jods DATE: May 3, 1966

FROM: Richard '.

SUBJECT: Expert Group on the Horowitz Proposal

Governor Horowitz has an appointment with you on Wednesday, and
I thought you should know the outcome of the meeting of the Group of
Experts appointed by Dr. Prebisch, at the request of the UNCTAD
Committee on Invisibles, which last week considered his proposal.
Shirley Boskey attended the meeting as observer for the Bank, and
Governor Horowitz was present in his personal capacity.

Attached is a copy of Mrs. Boskey's report to me on the meeting.
Tn the light of that report, I recommend that, when you meet with the
Governor, you say to him something along the following lines: (a) that
not one of the governments which would have to stand behind the pro-
posal as it was first advanced has indicated to the Bank that it supported
the proposal, and that the Bank therefore does not intend to urge it upon
its members; (b) that we could not consider even limited lending to IDA
without new governmental guarantees, as contemplated by the most recent
modification of the plan, and that if this is seriously urged publicly
we should have to express our opposition; and (c) that we are engaged in
delicate negoltiations for the next round of contributions to IDA, and
his continuing promotion and modifications of a scheme which has gained
no support and could not be put into effect in the near future does a
disservice to the cause of getting more soft aid by distracting atten-
tion and diverting energies from the replenishment exercise proper.

Attachment
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OFFICE MEMORANDUM
TO: MLr. Demuth DATE: May 3, 19<

FROM: Shirley BoskbeyT )

SUBJECT: leetings of the Expert Group on the Horowii.z Proposal

The Expert Group on the Horowitz Proposal, appointed by
Dr. Prebisch, met at UN Headquarters from April 25-29. The UNCTAD
Committee on Invisibles, which did not go into the substance of the
proposal or the Bank staff report at its Decermber 1965 meeting,
defined the task of the Group as follows: "to consider the economic
and financial problems involved in the Horowitz proposal, and similar
schemes and possible variations, including any consequences they might
have on other methods of bri nging about a transfer of real resources
on concessional terms to the developing countries."

The Group was composed of four bankers -- Michael Bucks, a
partner in Rothschild and Sons; Van Cleveland, Vice President of the
First National City Bank; Yves Le Portz, Vice President of the European
Investment Bank; and Kurt Richebaecher, an rxecutive Director of the
Dresdner Bank -- and Kemal Kurdas, President of the iddle East Technical
University in Turkey; C. Olakampo, a Professor of Economics at the
University of Lagos; Jose de la Puente, Advisor to the hinistry of
External Relations of Peru; and Sixto Roxas, President of the Bancoim
Development Corporation in the Philippines.

The Group was obviously very uneven in its composi ion, and its
task was not facilitated by the presence of Governor H1orowit-z who, after
mak ing speech much like the one he gave at the meeting of the Executive
Dire ctors. presented a modification of his original proposal.

Although the original proposal contemplated that Part I governments
w% ould guarantee any Bank loans to IDA, Governor Horowitz now suggests that
IDA's Articles should be amended to permit IDA to borrow from the Bank,
and that the Bank should begin an "experimental" program of loans to IDA,
without new governmental guarantees, preferably out of new borrowings
above the Bank 's own operational needs. Ge argues that if Bank loans to
IDA are modest in amount, the Bank could borrow and lend against its own
credi t, obviatin; the need to approach Part I governments for a new system
of guarantees. He says guarantees were necessary when he was arguing for
a "tractor" ($3 billion over 5 years); with the proposal reduced to a
"perambulator", they are not necessary. If the "instrumfent" is found
useful, and if cerations are to be expanded, guarantees can then, he says,
be sought 1. At the last Annual Meeting, Governor Hlorowi'tz urged that
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transfers to IDA out of the Bank's net income be used as an interest
equalization fund. Now he suggests that, if necessary, some part of new
government subscriptions to IDA could also be devoted to this purpose.

I cannot say what the Group's deliberations or its report would
have been like if Governor Horowitz had not been there, challenging or
responding to most of the comments made. (I myself spoke more often than
an observer probably should, but I tried to confine my intcrventions to points
involving the Bank). Roxas, who was elected Chairman, was not very effective.
As it was, the Group's attention focussed on the modified proposal. Tle
report which emerged is a negotiated one, essentially a compromise between
the bankers (although he four bankers were not united on all points) and,
the rest of the Group, with Governor Horowitz, of course, siding writ the
non-bankers.

The report starts off soundly, declaring that the way to provide the
large amounts of soft aid required, from oultilateral channels, is by
increased budgetary grants or governmental loans direct to IDA. It notes
that the climate in the U.S. and European capital markets is not at present
favorable. It does not indicate whether or to what extent the Bank mitght
borrow more than it will require for its own operations in order to lend
to IDA, but endorses Bank-to-IDA loans if these could be rade without impairing
the Bank's credit standing. It says that new governmental guarantees of the
loans would protect the Bank but that, since these would be difficult to obtain,
the Group has considered the possibility of the Bank 's lending without such
guarantees.

At this point, the report begins to reflect the very different views
held by various members of the Group. Bucks, the Iothschild man, was opposed
in principle to any Bank lending to IDA without new guarantees. A footnote
records this view and attributes it to him. Other members thought such loans
could be made without harm to the Bank' s credit if the Dan k's Articles set a
ceiling on the amount of loans outstanding. However, they could not agree on
an appropriate order of magnitude for the ceiling. Kurdas thought $200 illion
a year for five years would be safe, while Cleveland thought no more than
8100 million or perhaps $200 million could be ouatstanding at any time without
risk to the Bank's credit. (Governor Horowitz said that it would not be worth
embarking on the program for this small an amount.) These two extremes are
recorded in the body of the report. Richebaecher said that any departure
from the Bank's present lending principles, even on a small scale, could have
disproportionate repercussions on the Bank's standing. Le Portz (who had
proposed during the discussions that the Bank might simply make loans directly
to the stronger of the Part II countries, on terms easier than its normal
terms but harder than IDA's, without the rigamarole of charter amendments or
the need for new guarantees) said that if Bank loans to IDA were to be res-
tricted to as limited an amount as Cleveland proposed, "the advantages of
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this procedure might be outweighed by the risk that the World Bank's
credit standing would be impaired if the IDA charter were amended so
as to authorize IDA borrowings from the World Bank without guarantees".
The Richebaecher and Le Portz views are also set out in footnotes. And
the Group acceded to my request that still another footnote should record
the Bank's strong objection to any proposal to amend IDA's Articles to
allow IDA to borrow from the Bank without provision for a new system of
guarantees.

Finally, the report expresses the hope that the Bank will increase
its grants to IDA and says that these grants, together with resources
provided by governments, could be used to finance the interest differential.

There is attached to the report a letter from the Nigerian and the
Peruvian members, declaring that it would have been better if the Group had
examined ways to implement the proposal, even at the risk of departing from
present banking traditions. They described the report as a "well prepared
work, but only from the standpoint of conservative and orthodox banking
criteria."

What the Committee on Invisibles will make of the report, with all of
its footnotes, I cannot imagine, especially since it is addressed to a very
different proposal from the one submitted to the First UNCTAD. The UNJICTAD
Secretariat plans to submit it to the Committee without delay.
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INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

INCOMING CABLE

DATE AND TIME R 0 U T I N G
OF CABLE: APRIL 19, 1966 1014 Am

LOG NO.: WU 16 - APRIL 16 ACTION ODPY: MR. DEMUTH
MRS. BOSKEY

TO: INTBAFRAD INFO1MATION
COPY:

FROM: NEW YORK NY DECODED BY:

TEXT:

DEMUTH BOSKEY

FOLLOWING CONSULTATION WITH OTHER MEMBERS HAVE DECIDED THAT

RETENTION OF ORIGINAL DATE WOULD MEET GREATEST CONVENIENCE OF

GROUP AS A WHOLE. I WISH THEREFORE TO CONFIRM THAT MEETING

OF HOROWITZ GROUP WILL TAKE PLACE APRIL 25 TO 29 IN NEW YORK

AS ORIGINALLY PLANNED
PREBISCH UNITED NATIONS

NA

FOR INFORMATIONOREGARDINGRCABLES, PLEASE CALL TE COMMUNICATIONS UNIT EXT. 2021

ORI GINAL
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INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

INCOMING CABLE

DATE AND TIME R 0 U T I N G
OF CABLE: APRIL 16, 1966 118PM

LOG NO.: WU28 - APR 18 ACTION CDPY: MR. DBMII

Ml.BOSK
TO: INTBAFRAD INFORMATION

COPY:
FROM: NEW YORK DECODDED BY:

TEXT:

DEMUTH BOSKEY

TWO MEMBERS OF HOROWITZ GROUP HAVE NOW ADVISED ME OF INABIITY

TO ATTEND WEEK OF APRIL 25. WOULD APPRECIATE YOU INFORM ME

WHETHER IT WOULD BE POSSIBLE FOR YOU TO ATTEND DURING WEEK OF

MAY 23 TO 27 INSTEAD. ON RECEIPT YOU REPLY AND THOSE OF OTHER

MEMBERS OF GROUP WILL CONFIRM TO YOU FINAL DATES OF MEETING.

PREBISCH UNITED NATIONS

h/18/66 CalledThoren at UNCTAD, N.Y. and said week of May 23-27 was
satisfactory for me. Learned that at least one member of group who
had accepted for April 25 may have difficulty with new date. Possible
that April 25 date will be retained.

( SEB

MP

.FOR NF-- -- __ O NRMATIONREGARDINGCABLES, PLEASE CALL THE CUICATIONS UNT EXT. 2021

ORIGINAL
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Fo m N . 26

INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

INCOMING CABLE

DATE AND TIME R 0 U T I N G
OF CABLE: MARCH 29, 1966

LOG NO.: WU 21 - MAR 30 ACTION (DPY: MR. WOODS

TO: INTBAFRAD INFORMATION MR. DEMUTH
COPY:

FROM: NEW YORK DEDDED BY:

TEXT:

09 WOODS

IN ACCORDANCE WITH DECISION TRADE AND DEVELOPMENT BOARD AM

APPOINTING EXPERT GROUP TO CONSIDER ECONOMIC AND FINANCIAL

PROBLEMS INVOLVED IN HOROWITZ PROPOSAL AND SIMILAR SCHEMES AND

POSSIBLE VARIATIONS. GROUP WILL MEET NEW YORK FROM APRIL 25 TO

29. BANK STUDY WILL BE BASIC DOCUMENT BEFORE GROUP. WOULD

GREATLY APPRECIATE YOUR DESIGNATING OBSERVER TO PARTICIPATE

FULLY IN GROUP DISCUSSIONS.

WOULD ALSO APPRECIATE YOUR CONSIDERING WHETHER BRIEF ANNOTATED

AGENDA SHOULD BE PREPARED TAKING INTO ACCOUNT DESIRE OF BOARD

THAT VARIATIONS ON HOROWITZ PROPOSAL SHOULD BE EXAMINED BY GROUP.

WILL COMMUNICATE MEMBERSHIP OF GROUP AS SOON AS ACCEPTANCES RECEIVED

PREBISCH

ORIGINAL
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